MULTIFAMILY ACCELERATED
PROCESSING (MAP) Guide

Revision March 19, 2021
Office of the Assistant Secretary for Housing—
FHA Commissioner

Public reporting burden for this collection of information is estimated to average 323.5 hours per response, including the time for
reviewing instructions, searching existing data sources, gathering and maintaining the data needed, and completing and reviewing the
collection of information. The information is being collected for consideration of the endorsement for insurance by the Secretary or in
consideration of the consent of the Secretary to the transfer of the mortgaged property or the sale and conveyance of the mortgaged
property by the Secretary, and in order to comply with the requirements of the National Housing Act. The information will be used by
HUD to ensure that viable projects are developed. This agency may not collect this information, and you are not required to complete
this form, unless it displays a valid OMB control number.

Privacy Act Notice: The United States Department of Housing and Urban Development, Federal Housing Administration, is authorized to solicit
the information requested in the form by virtue of Title 12, United States Code, Section 1701 seq., and regulations promulgated thereunder at Title
12 Code of Federal Regulation. While no assurance of confidentiality is pledged to respondents, HUD generally discloses this data only in response
to a Freedom of Information Act request.

OMB Number: 2502-0541, Expiration Date: 12/31/2023

OMB Approval No. 2502-0001- HUD-92417; OMB Approval No. 2502-0005 — HUD-92001B; OMB Approval No. 2502-0009 — HUD 11; OMB
Approval No. 2502-0010 — HUD-92457; OMB Approval No. 2502-0011 — HUD-92437; HUD-92441; HUD-92442; HUD-92442A; HUD-2880; OMB
Approval No. 2502-0013 — HUD-935.2A; OMB Approval No. 2502-0016 — HUD-92023; OMB Approval No. 2502-0018 — HUD-92464; OMB
Approval No. 2502-0028 — HUD-92448; OMB Approval No. 2502-0029 — HUD-2010, HUD-92013, HUD-92013 SUPP, HUD-92264, HUD-
92264T, HUD-92264A, HUD-92273, HUD-92274, HUD-92326, HUD-92329, HUD-92331, HUD-92415, HUD-92447, HUD-92452, HUD-92485,
HUD-2880, HUD-92466, HUD-92466R-1, HUD-92466 R-2, HUD-92466 R-3; OMB Approval No. 2502-0044 — FHA-2205A, HUD-2328, HUD-
92330A; OMB Approval No. 2502-0057 — HUD-3433, HUD-3434, HUD-3435; OMB Approval No. 2502-0097 — HUD-92403; OMB Approval No.
2502-0112 — HUD-92330; OMB Approval No. 2502-0118 — HUD-2530; OMB Approval No. 2502-0305 — HUD-9832, HUD-9839B, HUD-9839C;
OMB Approval No. 2502-0468 — FHA-3259; OMB Approval No. 2502-0470 — HUD-2554, HUD-92476A; OMB Approval No. 2502-0505 — Capital
Needs Assessment CNA e Tool; OMB Approval No. 2502-0541 — MAP Guide; OMB Approval No. 2502-0598 - Multifamily Closing Document
PRA collection; OMB Approval No. 2502-0618 - HUD-5960, HUD-5985; OMB Approval No. 2506-0202 - HUD Environmental Review Online
System (HEROS); OMB Approval No. 2060-0347 — Portfolio Manager (EPA) Related to energy usage and consumption characteristics



To return to this page after clicking a link, press ALT + Back Arrow

Go to Table of Contents Table of Contents

Table of Contents

(00 F= 1 =T g A 141 o Yo (3 Lot T Y o U 11
1.1 Multifamily Accelerated Processing GUIAE ........c.ueeeeeiiiieiiiiiiee ettt e e saree e 1-1
1.2 PUIPOSES OF IMIAP ... ettt ettt e e e e et e e e e et e e e e e btaeeeebteeeesastaeeeansaeeeeaseneesaseeeananes 1-1
1.3 Brief SUMMArY Of IMMAP..... ..ottt e e e et te e e e s bt e e e e e baeeeesntaeeesntaeaeeans 1-2
1.3.1 Lender Qualifications and MONItOIING ......ceeeiieiiiieiiciee e e 1-2
1.3.2  Programs COVEred DY IMAP..........oii ittt e e eee e e tee e e e etae e e e eaba e e e eabaee e eneees 1-3
IS T T Yo o] [ ot 1A Fo Y T 2d 0Tt cEY [ V= USSP 1-3
1.3.4  Construction RESPONSIDIITIES ......eeiiieiieie i e 1-3
000 20 T Y= 1 VT 1-3
1.4 Regulations, Policies, and the MAP GUIAE .........c.ueeieeiiiie ettt e e et e e e eare e e 1-4
1.5 WOrkload ManagemMENt.....co..ei ittt sttt et ettt st sttt be e b nees 1-5
Chapter 2 Lender Qualifications and PractiCes ........ccceieeereeniiinnirieeierenniienerenseerencerneerenscsenserensessans 2-1
21 o) oo [V Tord o] o IR TP U P PPUPPOPPTPP 2-1
2.2 HUD APProval Of LENUEIS .....ooiieiieeeciiee ettt ettt e et e e e et e e e sbtee e s ebaeeesebaneeesntaeaeanns 2-2
2.3 LeNder SEANAAIS ....coueeiieeieeieee ettt ettt st b e saee e eaee 2-3
2.4 Loan Consultants, Correspondents, or Mortgage Brokers ........cccceeeecveeeieciieeeecieeeeecieeeeeciieee s 2-4
2.5 Underwriting and Construction Administration ..........ccccieeeeiiiicccciieeee e 2-4
2.5.1  Underwriter ReSPONSIDIlITIES ....ccccuiiiiieiiiii ettt e e et e e e e baeeeeeaes 2-4
2.5.2  Construction AdminiStrator DUTIES ........cceiiuieiiieiiiieiiee et 2-5
2.5.3 Underwriting and Construction— HUD’S ROIE.........ccoieiiiiiicciiiee ettt et 2-5
2.5.4  Electronic COMMUNICAtIONS. .. cocutiiuieiiieti ettt sttt ettt sb e st e st st e be e bt e sbeesaeesaeeeeeens 2-6
2.6 Identity of Interest, CONFlicts Of INTEIEST ......coiieiiiee et earee e 2-6
P2 S0 R [ 4 o Yo [0 T AT o OO PR PP PR 2-6
2.6.2  DEFINITIONS ..ttt sttt ettt e h e sae e st st e be e bt e nbe e eaeeeateeteens 2-7
2.6.3  ldentity Of INterest - GENEIal......ccuiii i e e e raa e e 2-8
2.6.4  Specific BUSINESS CONFIICES ....uviiiiiiiiii it e e e e e bae e e e eaes 2-9
2.6.5 Disclosing ldentities Of INTErest........coccuiiiiiiiiii e 2-13
2.6.6  CertifiCation ..ceoeieeieieesieeee et sttt neenees 2-14
2.6.7 Syndicator or INVestor INFIUBNCE .......cccuvviiiiiiee e 2-14
2.7 New MAP Lender Application Package......c.ueeiecuiiiiieiiiieccciieee ettt aae e 2-15
2.8 Limitations @nd NOTICES ...cc.eeviiriiiiiiieeee ettt sttt sbe e s ereereens 2-16
2.9 Quality Control, Records and MoONItOMNG......c.ueeiiiciiieeiiiiee et evre e e e 2-17
2.10  Underwriters — HUD APProval ... uiiee ittt e e etee e e tte e e s svaae e s saaaeesenanaeeeans 2-17
MAP Guide, March 2021 Contents Bookmarked Version

Go to beginning of Table of Contents Page i Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

2.10.1 MAP UNG@IWIIEEIS. cuteiitiiiteiiteete et estte ettt sttt et e bt e st e she e st e eabeebeesbeesbeesaeesasesabe e beenneennees 2-18
2.10.2 Chief UNEIWIIEEIS «...eeiiiiieiieeeee ettt sttt ettt sb e st s s neenmees 2-19
2.10.3 Deputy Chief UNEIWIILELS .....ccocceiiee ettt e rate e e e svre e e e stae e e s ratae e e ensaeee s 2-21
2,11 UNAEIrWIEEE TraiN@ES..cceeeeeeurieeiie ettt e etee ettt ste e sttt e sbe e st esbeeesabeessaeeesabeesabeeesaseesabeesaneeesareeesnnens 2-21
2,12 MAP UNderWriter TransTers .. oo ittt ettt ettt esbe e e sabe e sbe e sneeesabeeesnneas 2-23
Chapter 3 PrOZIramsS......c.ccceeciiieeeniiiieeeniirrenesessrennseesrensssssrensssssrensssssrenssssseenssssssensssssnennssssnensssssnennns 3-1
3.1 General Program REQUIFEMENTS ......uuiiiiiiieeecciiee e ettt e e e ree e e tree e s e te e e e e abee s e snbaeesenbaeeeenntaeesennsens 3-1
3.1.1  RegUIAtOrY ABIrEEMENT ...uuviiiiiiiee ettt ettt et e et e e et e e e e et a e e e srasaeeeensaeeesntaeeesansreeenn 3-1
3.1.2  Single Asset MOrtgagor ENtity .....cccuiieicciiie ettt e e s raaa e e e s sbae e e e raaaeee s 3-1
3.1.3  NON-RECOUISE ...ttt s ra e e s sra e e s araee e s 3-1
3,104 INEErEST RATE it 3-1
3,105 AMOrtiZation PIan ..ottt ee e 3-2
I T ST o =1 o B =T 0 3OO PP OTP PP 3-2
3.1.7  Prepayment RESTIICTIONS .....uuiiiiiiiiieiiiieeee ettt e e e e s s e er e e e e e e s sssanbeaaeeeesssanannns 3-2
K S T o 10 1Y oo Tor= Y 4o o I 1= PSR 3-2
3.1.9  HUD INSPECTION FEEO ittt ettt ettt e e e st e e e e e s s satbeaeeeeeessassssbenaeeeesssananns 3-3
3.1.10 Mortgage INSUranCe PremilMi. ... i eiiiieeeee ettt e e e e ettt e e e e s s sssatbeeeeeeessssssnseaaeeeesssannsnns 3-3
3.1.11 Lender FEES and CharZes....ccccuiiiiiciiiieeeiiie e eiitee ettt e ettt e e s itr e e e s ata e e e sataeeessataeeesansaeeesnnnreeen 3-3
3.1.12 Definition of Affordable HOUSING .......ccccuiiiiiiiiii e 3-4
3.1.13 Fair Housing and EQUal OpPOrtUNILY ....ccueeeieciiieiiiiie et eree s e e s e e s snre e e s sareee s 3-4
3.1.14 Previous PartiCiPation ...ccceuiieeeeeieiiiiiiieeee ettt e e e e s e ssiibeee e e e e s s sssabbeaeeeeesssssssnneaaeeeesssnnsaen 3-5
3.1.15 HUD'S FiSCal PrOCEAUIES .....eoeiiiiieiieeceet ettt s 3-5
N B s e o f- L o Tl CF- T o I S T = a1 1 V-SSR 3-5
3.1.17 SecoNdary FINANCING......ccuviiiiiiiieeecieieeccitee ettt e et e e e et e e e s tr e e e st taeeeeataeeesassseeeensseeessnnseeenn 3-5
3.1.18  StatuTory LOan LimMitS...ccieeeeuiiiiieieiiiiiiiieeee e ettt e e e e s s ssiibrr et e e e s s sssatbeaeeeeesssssssnneaaeeeesssnnsens 3-5
3.1.19 Tax INCremeNnt FINANCING ....uuiiiiiiiiiiiiiiiieeee e eereirte e e e e e s s ssibrre e e e e s s sssabbesaeeessssssssrenaeeeesssnnssnns 3-6
3.1.20 COMMEICIAl SPACE ..uuiiieeiiiee ettt ee ettt e e ettt e e et e e e et e e e e e ata e e e e asaeeeeaasaeeesssaeeesansseeesansreeans 3-6
I A N . 113 = TV [ g o F= Yot =T I Y =T TSP 3-6
0 0 Y (U T 1= oYl o 10 Y [ o T URP 3-7
3.1.23 Real EState REQUIEMENTS ....uuiiiiii ittt et e e e e e e e et re e e e e e e e s e sannbreeeeeeeesenannns 3-7
3.1.24 Transient Housing/Hotel Services Prohibition .........cccoovuieeciiieiieceiie e 3-7
3.1.25 SUSTAINING OCCUPANCY .ceititiiiriieiereiereeeeeeeeeeeeeeerereeerrereereerrereereererere—.rerer 3-7
3.1.26 OPErating DEFICIT .. .uuiiieeiiiee ettt ettt e et e e et a e e e e abe e e e e aba e e e e e treeeeannreeaas 3-7
3.1.27 Short-Term Lease PremiUms ......coouii ittt e sree e s s e s sme e e saneeesneeeas 3-8
3.1.28 ReEPIaCEMENT RESEIVE.......eeeeiiiiiiee ettt e e et e e e e e e e se e e e e e e e e e esnsbaaeeeaeeesasnsteeneeaeessanssnes 3-8
N 7 B B TV 7Y (o o 1T gl TSRS 3-8
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page ii Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents

Go to Table of Contents

IS 10 Y or- ) =T =T IR OO PRTRPRT 3-8
3.1.31 CONUOMINIUMS 1uttieiiieiiieestee ettt e st e steeesiteesbeeesateesabeesbeeessbeeebaeessseesnseesssseesnsesennsessnseeesssessns 3-9
3.1.32 ENVIroNMENtal REVIEW.....iiiiiiiiiiiiiie ettt ettt e s estae e s e e sbe e e sabeesabeesbeaesnbeeensnees 3-10
3.1.33 Underwritten Vacancy and Collection LOSS.......cccuiuueiiiiiiieiiniieeeesiieeeesiieeessiree e s seveee s 3-10
3.1.34 Borrower’'s CertifiCatioNs.......cuueiieiiiieiciiee et e s e bee e e e nanes 3-10
N I VLV 11V OO PP PPRPPPPPPOt 3-10
3.1.36 OPPOTTUNITY ZONES eeiiiiiiiiiiiiiteeeeeeeeiiitet e e e e e e ettt eeeeeessasbereeeeeessssannstsaeeeesssssasnraneaeaesssannnnns 3-10
3.2 New Construction/Substantial Rehabilitation Program Requirements..........ccccevveriesiveeireenneens 3-11
0 R o o] o =] o 1= PP P PO PPRPPPPPPROt 3-11
3.2.2 Insurance for Construction and Permanent Loan Periods ........ccccocvveeevciieeiniiiesecciiee e 3-11
3.2.3  New Construction TranSaCTiONS .....ccuuviiiiiiiiiiiiiiieee ettt e e e ssrre e e e e s s s ssareneeeeesssssannns 3-11
3.2.4 Substantial Rehabilitation TransactioNs........ccueiiiiiiiieiiiiee e 3-11
I S 0o ) A 0= o ) ToF- | 4 oY o PSP 3-12
3.2.6  Federal Labor Standards........ccueiecciiieiiiiiiec ettt e e nbee e e e nanees 3-12
3.2.7  Assurance of COMPIETION ..cciiuiiiiieciiie e e e e e s abe e e e s abeeeesnnees 3-12
- T N o oY o1 To o I 2= ¢ o T« ISR 3-12
3.2.9 Marketing and Leasing PIan .......coccuuiiiiiiiiic ettt et e 3-13
3.2.10 Working Capital ESCIrOW.....cccccuiiieeiiiiee ettt e e tte e e e e tte e e e e ata e e e e atae e e enraeeeennnees 3-13
3.2.11 Furniture, Fixture, and Equipment in Cost BasiS.......ccceecuiiiieiiiie et e 3-13
3.2.12 Elderly DEVEIOPMENTS .....ooeiieiiieeecteee ettt ettt e et e e e e tbe e e e eabee e e enreeeeenraeeeennsees 3-13
3.2.13 OCCUPANCY PrEfIrENCE. .. .uiiieetiee ettt ettt e et e e e et e e e e e abe e e e eabaeeeentaeeeenraneeennsens 3-13
3.2.14 Builder and Sponsor Profit and Risk Allowance (BSPRA) .......cceeeeeciieeecciiee et 3-14
I T oY =T =AY i i ol =T o YoV AR 3-14
3.2.16  COSE VS, VAIUE oottt sttt ettt s e et e e et e s ae e e sateeenbeeesnteesnteeeneeeenseeeneen 3-15
33 Section 221(d)(4)-New Construction and Substantial Rehabilitation...........cccccccceveeiienienennnee. 3-15
G 0t R @ 4 1 (=T o T I OO U PO PPRUPPPTTOt 3-15
K B € 41 (=T o T 1S F U PSP PPPUPPPTTOt 3-15
K . B O 41 (=T o T I SO U U PO PPRUPPPPPOt 3-16
IR S © 41 =T [o] o TSP P TSP TPPPP 3-16
3.4 Section 220 Mortgage Insurance for Redevelopment Areas.......ccccceeeevieeecccieeecciieeeesiee e 3-16
I R Y 1= o L AN Y- [PPSR 3-16
3.4.2  ComMErCial FACHliti®S..coouviirieeiiieeiiee ettt st e sbe et esbe e sbae e sabaeenane s 3-17
3.4.3  Maximum Loan Ratios @Nd DSCRS........cceviiiriiiinieiniee ettt sreeesitessite et eesibeesbeesieeesveesnaeeen 3-17
3.4.4 Builder and Sponsor Profit and Risk Allowance (BSPRA) .......cccceevieeeceeeciee et 3-17
3.4.5 Sponsor Profit and Risk AHOWaNCE (SPRA) .......ccoviiiiiiieciieecee ettt e ire e e 3-17
3.4.6  Age Restriction Prohibited .........ccccuiiiiiiiiiiicee e e 3-17
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page iii Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents

Go to Table of Contents

3.5 SeCtion 231 MOIEAZE INSUMANCE ..uuuuiiiiiiiec s saan 3-17
2R 70 A 0 1 T 1 o T o TS TURPSRRRP 3-18
I T A B 1T 1= 4 =Y Vo IV o 1= o T TSR 3-18
3.5.3  BSPRA OF SPRA QllOWANCES ......uviieiiiiiieeiiie e ettt e estee e s siree e e saaee e s sabee e s ssbaeessnreeessnbeeessnnsees 3-18
3.5.4  Maximum Loan Ratios @and DCRS........ccccuuiiiiiiiiiiieiiieee ettt e esiee e esree e e sree e s s aree e s snreeessnnnes 3-18

3.6 Section 241(a) Mortgage Insurance for Supplemental Loans........cccccoecieeeeccieeeecciee e, 3-18
361 ENGIDIIILY cvooveeeeeeeeeeeeeeeees et ee s se s e e esese e es e eeeeeeeeeeeeeeeeee s eeeeseeseeseseesseneesenens 3-18
K ST A = o o IO PP PP PP PPPPPPPPPPPPPPPPPRE 3-19
3.6.3 Equity Requirement and Controlling Mortgage Criteria ........cccccevveveeiiniieeesniieeeeeieee e 3-19
3.6.4 CNASs, Plans and Cost ESEIMates ....cccuviiiiieeieiciciiiieeee ettt e e e eeeirrr e e e e e e eeenaraaeeeeeeeeenannns 3-20
3.6.5 Davis-Bacon Act ApPliCability .....cecccuiieiiiiiiiieiiie e 3-20
3.6.6 Insurance of Advances or Insurance upon Completion ......ccccccceevecieeeeniiee s 3-20
3.6.7  ENVIroNmMeENtal REVIEW......cciiiuiiiiiciiie ettt ettt e e et e e e s bee e e s abee e e s nbaeeeenanees 3-21
3.6.8 Working Capital and Operating Deficit RESEIVES ......ccovvuviiiiiciiie e 3-21
3.6.9  Management EXNIDILS.......uuiiiiiiiieccie e e e e 3-21
3.6.10 MURIPIE LENUEIS.....eeeieeeeeeee ettt ettt e et e e et e e e et e e e e etbeeeeestaeesensaeeeenseneeennsens 3-21
700 I R 1 USRI 3-21

3.7 Section 207/223(f) Refinance or ACQUISITION .......eeiiiiiiiieceiee ettt et e earee e 3-22
3.7.1  General REQUIFEMENTS .....oeiiiiiieeeeciiie et e e e e ere e e et e e e tte e e e e abeeeeesbaeeeentaeesentaeeeennsens 3-22
B A o 1= o LN 2 o o 1T 4 [Ty SR 3-22
0 T 1o 1= L= o (ol o o] o 1] o £ =TSR 3-23
3.7.4 Additional Section 223(f) REQUIFEMENTS .....cccuviiiieiiiieeeciee ettt e et ree e e e 3-23
N 28 T V=T o - 1 PPN 3-23
3.7.6  Accessibility REQUIFEMENTS.......coiieiiiieeciiee ettt et e et e e e e ate e e e e aree e e enreeeeennes 3-24
S A Y V- N (TS g o1 £ =T I o ot £ PSR 3-24
3.7.8 Defaults, Claims, or Enforcement Referrals .........uuvveiiiiiiiiiiiiiiiiiiiiiiiiieieieieeeeeeeeeeeeeeeeeeeseeeeeens 3-24
IS B I o Yo T G [ o = o [ SRR 3-24
3.7.10 Prepayment Provisions and ProhibitioN...........cceecviiieciiii e 3-25
3.7.11 Maximum Loan and Debt Service Coverage Ratios (DSCR)......ccccecvveercrererieerireeenieeecveeeeenenn 3-25
3.7.12 For Cash Out/Equity Out Proceeds When Repairs are Deferred .........cccceveevvevreenreennveennennn. 3-26
3.7.13 Capitalization Rates and Determination of Value .........cccvveeeiiiiiiiiiiee e 3-26
3.7.14 Statutory LOan LiMiTS....cuueiiiiieiiieiiiiiiietiieieteteeeeeeeeeeeeereeeeeeeeeeeresereserereseeeresesesemeeesememmmeemm.. 3-26
3.7.15 Cost Not Attributable to DWelling SPace.......cuueiiiiiiiieeiiee et 3-27
3.7.16 Reserve for Replacements (RFR).......cccuviiiiiiiciiicciiecie et ettt e e bae e s veeeane s 3-27
3.7.17 Secondary FINANCING......ccuuiiiiiiiieeciiiee e ecitee e et e e sire e e e te e e e sate e e e snbeeeessbaeesenbaeesenreeeeennsees 3-27
3.7.18 COMMEICIAl SPACE ...uviiieiiiie ettt ettt e e e e st e e et e e e e s ate e e s s sbaeeesstaeesanbaeesennreeeeennsees 3-27

MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page iv Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

3.7.19 Real EState REQUITEMENTS ..cccuviiieeiiee ettt ettt e e e e e ae e e e e tte e e e eabae e e e nraeeeennraeeeennees 3-27
O A O I |V (oY == 1= =T o o DO PPPPPPPPPPPPPRE 3-27
3.7.21 Firm Commitment Processing ONIY.......ccuueieeiiieiiiiieee et eeee e eree e e svee e e aree e e arae e e e aees 3-27
3.7.22  IMArKEE STUY ..ttt sttt ettt be e s ae e st ebe e be e b e saee st e 3-28
3.7.23 BONd FINANCING COSES.ciiiutiiiiiiiiiieiiiiie e ettt e ettt e sttt e e st e e s sbbe e e s sabee e e ssbaeessnraeessnnrenessnnsens 3-28
3.8 Section 223(a)(7) REfINANCING ....cccvvieeee ettt et e et e e rate e s beeesnreeens 3-29
KR 7% R 1 1= (] <Y1 11 Y2 OO USURRPR 3-29
- 7 =T ¢ o 1O PP 3-29
3.8.3  Controlling MOrtgage Criteria ....iiuiuuiiiiiiiieieiiiee ettt e e e e e sree e s abee e s s sbee e s s nnes 3-29
3.8.4  LENUEI FEES «..eeiiiieiee ettt ettt ettt et ettt et bt e e na bt e s be e e ab e e sbeeebeeesabeeenee s 3-29
3.8.5  BOITOWEL FEES ..t e e 3-30
TR T | NPT 3-30
3.8.7  OtNEI ISSUES....eiiiiieiee ettt et ettt ettt e s bt e s bt e e st e e s bt e e st e e sabe e e abeesabeesbeeesareeeneean 3-30
3.9 Property INSUranCe REQUITEMENTS .....uiiiiiiiiiiiieee ettt st e e e e s s e sabee e e e e e s s sssnreeaeeeeenns 3-30
3.9.1  Insurance DUring CONSEIUCTION.....cociuiiiiiiiiie ettt e e e s s e sarare e e e e s s ssanens 3-30
3.9.2  Permanent INSUFANCE .......ceiiiiiiiiiiiiiie ettt s e s e e s 3-31
3.9.3  Other INSUrance REQUITEMENTS .......uuiiieiiieeeeciiee et e e et e e e e tre e e erre e e e e abaeeeeabeeeeenreeesenses 3-33
3.10  Large Loan Risk MitiZatiON ......ccccuiieieiiiie ettt e e e et e e et e e e e snra e e e enrbeeesennaaeean 3-33
00 0 0 R =0 o o To 1Y PPN 3-33
3.10.2 Underwriting Ratios for Large LOANS .........cocccuiiiieiiieee ettt et ettt e e 3-33
3.10.3 Increased Reserves for Large LOANS ........ueiecciiieeeciiee et et et e e e ttee e e bae e e arae e e e eanes 3-34
3.10.4 Extended Lease-Up PO ...ttt e e eectrtre e e e e e satar e e e e e s s s snnraneee e e e e esnannns 3-35
3.10.5 Higher Net Worth and LiQUIidity ........eeeeiiiiiieiiiie ettt e e e 3-35
3.11  Age and Family Status RESTIICHIONS ........ceieciiiiecciiee ettt et e e e err e e e e e e e e e naeeean 3-35
3.11.1 Restrictions AUthorized DY StAtULE........ccuiiiieiiiie et e e 3-35
3.11.2 Age Restriction in Certain Projects and Programs ..........cccccuveeeeeeiiiciiiineeeeeeeecreeeeeeeeeesennns 3-37
3.11.3 Limitations 0N Services and FEES........ccuiiiiiiiiiiiiiieiiee et 3-39
3,12 TeN@Nt REIOCATION .. .eeiiiiiiieeeee ettt ettt b et e bt sat e et e et e e be e sbeesaee e 3-41
3.12.1 RelOoCatioN-GENEIAl.....cooiiiiieiieieeeeeere ettt s s e e 3-41
3.12.2 Projects with Federal AsSiStanCe ........ccccuiiiieiiieeeciieee et see e e e e arae e e aees 3-42
3.12.3 Projects with No Federal ASSIStaNCe .........eieeiiiiiiiiiiiee et e vae e e 3-43
3.12.4 Relocation Costs ON HUD FOIMS......coiiiiiiiiiiiieieeeeree sttt 3-44
Chapter 4 Application ProCessSiNg ....c.ccciieuiiieiiiieiiieniiieeieieniitnirteeserenserensessnssssnssesssssssnssssnssssnssssans 4-1
4.1 FaY (e Yo IS Tota oY sV A CT=YaT=1 = | F TP 4-1
4.1.1  Approval Of LENAEr'S REVIEWEIS ........uiiiiiiieeectie ettt ettt e e tee e e et e e e e abe e e e e ree e e eareeeeenres 4-1
4.2 Y =TT o) i o] o] [Tt | A oY o NP U PR PP 4-1
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page v Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

4.2.1 Refinancing Applications (Sections 223(f), 223(a)(7)) c+veeeevveeeeriieeeeeiieee e e 4-1
4.2.2 New Construction and Substantial Rehabilitation Programs.......ccccccceveeeciiieeiciiee e, 4-2
e T o To 1T | F3 U 4-4
4.3 =T o (=Ygl o o Yol Y[ o T~ PSPPI 4-4
e N 1= o =Y o I o= To [ =] g =T o PSR 4-4
.32 PrOCESSING..ceiiiiiiiiiiittie et e ettt e e e e sttt e e e e s e s bttt teeeee s s s sa bt aeeeeeeesaa bbbeaeeeeeeasanrrbaeeeeeeeaannnne 4-5
4.4 HUD PrOCESSING . .etttiiieiiiiittteee e e ettt et e e e s ettt e e e e e e s aaabetteeeeessaababaaeeeeesssaansseaeeeeesesassnnaaaaeeeennn 4-6
O N CT =Y o =Y o I o= To [ =] g =T o PRSP RP 4-6
B.4.2  PrOCESSING..cetiiiiiiiiiiitttee e e e ettt e e e e e s sabetteeeeesessaaabttteeeeessaassbtaaeeeesesasssraaaeesssasannesaeaeesssnnsnnne 4-7
4.4.3 Construction Period Responsibilities........ccuuiieiiiiiiiiiiieicciiee e 4-8
QA4 SEIVICING cueeeieiiiiiee ettt e ettt e e ettt e s et e e e e te e s ab bt e e s b bt e e s aasbee e s aanbeeesannreeesannreeesenreeeeenreas 4-8
Chapter 5 Architectural and Construction ANalysis ........c.ceeeeiiiieeiiiieciciirecrcerreneeeereneneeereneseesnennns 5-1
5.1 Eligible CoONStruCtion ACHIVITIES .....cceicciiiieeciie ettt e et e e et e e e e bae e e s ebae e e e ebtaeaeeans 5-1
5.1.1  NEW CONSEIUCTION ..eiiiiiiiiee ettt ettt ettt e s st e s st e e sttt e e s nee e e e saneeeesnneeeesannreeesannneeens 5-1
5.1.2  Substantial Rehabilitation ..........coocueiiiiiiiiii e 5-1
5.1.3  C1aSS OFf WOTK..eiiuiiiiiieeiiietee ettt sttt ettt s b e s bt e e sabeesabaesneeesabeeenaseenns 5-2
5.1.4 Defining Construction ACHIVITIES ......vviiiiiiiie it e e s rare e 5-3
5.1.5 Eligible Construction By Program ..........cueeiiiciiiiiiiiiee et srree e ssire e ssvae e e s srae e e ssnaaeee s 5-4
5.2 Consultant Due Diligence Responsibilities........ueiiiciiiiiiiiiieeiee e 5-5
LT R CT=T o 1= -1 TPV PPTOPROPRRPRRPRN 5-5
5.2.2 Qualifications for Lender’'s CONSUITANTS ......cccceerueriiriiiriieiienierc et 5-6
5.2.3 Owner’s Consultant Qualifications and DULIES.........cccceeveerierieriiniieeeeeesee e 5-9
5.2.4 Other Technical SPeCIaliStS.......uuiiiiiiiiiiiiiieece e e ree e e 5-12
5.2.5 HUD Approval of QUalifiCations.........ceiiciiiiiiiiiiiicciees ettt 5-12
53 Requirements by Construction Activity and Program .......cccccceeieiiiiiieeseiiiee e 5-13
LT 20 R CT=T o 1= -1 SO PP PSPPSR PR 5-13
5.3.2  Sections 220, 221, AN 231 ..coeuuueiiiiieeeeee e e e e e raa e e e eeeeaaas 5-14
5.3.3 Section 223(f) with Repairs and AItErations........cccceeeeeiieeeeccieee e et 5-14
5.3.4 Section 223(a)(7) with Repairs and AItErations ........ccceccveeeeeiiieeeeiiie et 5-18
5.4 Architectural and Other Building Standards.........ccccuviiieeri e 5-18
5.5 CONSEIUCTION CONTIACES ...eviiiiiiiee ittt s e s s e s e e s e emrene s s nnees 5-18
5.5.1 New Construction and Substantial Rehabilitation ..........cccoceeiiiriiinii e, 5-18
5.5.2  Section 223(f) TranSaCtioNS .......cceeccuiiieeiiiiee ettt e et e ettt e e e e tte e e e e tre e e e e are e e e eareeesenraeeeenres 5-19
5.6 SErEAMIINEA PrOCESSING.cciii ittt e e e e e e e e e e e e e e s e e s nsbeaeeeeeeeesssnraeaeaeeesennnnnes 5-19
5.6.1 Eligibility for Streamlined ProCeSSING ........coeecuiiieeiieie ettt ettt e e e e 5-19
5.6.2 Section 223(f) with new LIHTC Applications .........cccueeeeiiiiieciieee et 5-20
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page vi Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

5.6.3 Documentation at Firm Commitment........oooiiiiiiiiiiiiiiiee e 5-22
5.6.4 Requirements for Issuing a Firm Commitment .........cceeciiiieeiiiiie e 5-23
5.6.5 Modifications to the Firm CoOmMmMITtMENT .......ccceeviiiiiiieiiiieree et 5-23
5.6.6 Risks Related to Deferred Document SUBMISSION ......cccccuviiiiiiiiiiiiiiiee e 5-23
5.7 New Construction Processing through Firm Commitment........cccccovveiiiiiiiiiiiiiiiee e 5-24
5.7.1  CONCEPE MEEEING ...eeiiiiiiiiiieteeee ettt ettt e e e e ettt e e e e e s s s abtaeeeeessssssnreneaeeesesanannns 5-24
I A o B Y o o [ Tor- ) [ o PSPPI 5-25
5.7.3  Firm Commitment APPliCation .....ccueiiiiiiiiiiciee ettt s 5-26
5.7.4 Special Considerations for Industrialized HOUSING ........ccceeiiriiiiiiiiiieieceee e 5-29
5.8 New Construction Processing through Initial Endorsement..........coovciveiiiiiieicicieeeeciee e, 5-30
5.8.1 Plans and Specifications REVISIONS .......ccuiiiiiiiiiiiciiiee et ree e e aree e e 5-30
LR 0 A Y. =Y o] G @ o =Y Y= 5-30
5.8.3  CONSTIrUCTION DOCUMENTS....uutiiiiitiiiiiiiiiitee e e e ettt e e e e s s srrreeeeesssssaabtneeeeesssssssnraneeeeesssnnsnnns 5-31
5.8.4 Recommendation for Initial ENAOrsement........ccoccuveiiiiiiiiiiiiiee st 5-32
5.8.5 Distribution of Drawings and Specifications .........ccccvieiiieiiiiiiiee e 5-32
5.8.6  Early Start of CONSTIUCTION ......uiiieeiiieccceee ettt e et e e e e aba e e e e aree e e enrae e e enees 5-33
5.9 Substantial Rehabilitation Processing through Initial Endorsement ..........ccccoeeeeeiieeieiiiee e, 5-35
LIS IO R @Yo [o =T o 1o 1= T = PP PPPPPRS 5-35
oI I A o =B Y o Yo [ Tor= o] o SR 5-35
5.9.3  Firm Commitment APPliCatioN .....ccuuiii ettt et e e e e e 5-37
5.9.4  Firm Commitment to Initial ENdOrs@mMEeNt ........cccueeiiieeiiieiie et evee e 5-38
5.10 Standard Processing for Section 223(a)(7) and 223(f) ...ceeecceeeeeiiieee e 5-38
5.10.1 Architectural Standards........cccceeiieeiiie ettt e e e et e e ste e eree e s reeenaae s 5-39
L0 K B8 A oY [ol =T o Lo VT T =43P PPPPPRS 5-39
5.10.3 Capital NEeds ASSESSMENT........ueiieiiiiee et e eciiee e e et e e ee e e e eeare e e e eabeeeeesteeeseaseeesenraeesennsens 5-39
5.10.4 Lender’'s REVIEW OFf COSTS...cuiiiiiiiiiiriiiiciieeetee et e st e e stte s sete e ete e e seteesbeeessteesnteeeaeeesnseeenneeas 5-40
LT IS T 0T o 41 Tor= Y o T o SR 5-40
5.10.6 Firm COMMIUEMENT ..coiiiiiiiiiee ettt e e e e et e e e e e e s e s bee e e e e e e s s esnreneeeeeeesannnns 5-41
5.10.7 Time for Completion of REPAIIS ..cc.uviiiiiiiiiicee ettt 5-41
5.10.8 Escrow Agreement for Deferred REPAIrS ......ccveeeeiiieeieiiiiee ettt 5-41
5.10.9 Completion of Repairs and ARErations .........cccueeeiiieeeiiiiie e e 5-43
5.11  Processing Section 241(a) Supplemental LOaNns ........ccueecieeeiiieeciee ettt e 5-43
5.11.1 Supplemental Loan for New ConstruCtion .........cocccveiieiiiieeiciiiec e 5-43
5.11.2 Supplemental Loan for EXisting StrUCtUIeS .......ccoocivieiiiiiieeccieee et 5-43
5,12 Cost EStimating for LENAEIS ...ccoueiiie ettt ettt e et e e e sata e e e eaea e e e s aaaee s 5-44
5.12.1 EsStimation MELNOM. ......cuuiiiiiiiiiiiieecic ettt sttt st et e sbaeesane s 5-44
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page vii Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

N A A o 1 A - 1 (1= {o T ¢ [T PPPPPPPPPRE 5-45
5.12.3 AllOWANECES @NG FEES ..cnviiiiietieeeeeteeete ettt et e sbe e s e 5-47
5.12.4 Builder’s and Sponsor’s Profit and Risk Allowance (BSPRA) ........cccoveeeriiieeeeiiiee e 5-50
5.12.5 CONSEIUCLION TIME ..eiiiiiiiiiee ittt e e s e e s e e e s e mree e s enreeesennnees 5-50
5.13  CNAs are Required for All APpliCatioNS......c.uueiieciiiiiiiiii et seaee s 5-51
5.14  Firm Commitment Cost Package......cccuiiiiiiiiiiiciiie ettt 5-51
5.14.1 Detailed COSt ESEIMAtE ...ooiiiiiiieeiiie ettt ettt sttt e e st e s e s b e s be e e sareeesaeeas 5-51
5.14.2 Substantial Rehabilitation COStS.......cociiiiiiiriiieii et 5-54
5.14.3 Refinance/ACqUISItION COSES....c.uiiiiriiiiieictieeeteeeeteeeteeeeteeeereeeeteeesateeesteeeesreeebeeenseeesreeensees 5-55
5.15  HUD PrOCEAUIES. ... ciiiiieeiieeeite ettt ettt ettt e st e sttt e st e s bte e s abe e sttt e sabeesabaesbeeesabaesbbeesaseesaseeesaseesases 5-56
5.15.1 HUD Underwriting ASSIZNMENT .......vviiiiiiiiieeiiieeeeciiee e et e e esiree e s seree e e ssaae e s s areeessnreeeesnnses 5-56
5.15.2 CNA e-Tool and HUD UNderWriting .......ccueeeeiiuiieiiiiiieeeciee e esieeeesiree e esiree e e ssesee e e snveeesssnneas 5-57
5.15.3 Instructions and Training fOr USEIS .....cccuiiiiiiiiieiiiiieeeecirte e esiee e esiree e e siree e s ssaree e e snraee e s snnes 5-58
5.15.4 Consultation and ReView TiIMeliNeSS......cccueiiiieiiiiniiieeiie ettt siee s 5-58
Chapter 6 Energy and Water CONServation ........cccccciieeeeiiiececiiieneciineneeesnenssesssenssesssenssesssenssesssennns 6-1
6.1 Purpose and SUMMary REQUITEMENTS ...ccccuiieiiiiiiee ittt e cciiee e eitee et e e sreee e s ebae e e s sbeeeessbeeeaeenns 6-1
6.1.1 New Construction and Substantial Rehabilitation Standards ...........cccceeieiinininiinieenens 6-1
6.1.2 Incentives for Improved Building Performance ........ccecuveveeiiieeicciiee e 6-1
6.2 Statutes and REGUIALIONS ...cciceiiii ettt e e e e e e st e e s s abee e e s nabeeeesnnees 6-1
6.3 Green Building Certifications Specifications Recognized for Green MIP........cccccevvvveeevciveeeennee, 6-2
6.3.1 New Construction and Substantial Rehabilitation Certifications..........ccccceeveneenirieeneeneens 6-2
6.3.2  Certifications for EXisting BUildiNgS .......cuueiiiiiiiiiiiiiie et s e e e s aae e 6-2
6.3.3  Certifications Not Recognized by HUD .........ccuiiiiiiiii it 6-2
6.4 General Requirements for Green MIP ........oociiiiiiiie et 6-3
6.4.1 Continuing Performance Required under Green MIP .........ccccveiiiiiieeeiiiieeeccree e e 6-3
6.4.2 ENERGY STAR® Appliances and High-Performance Components.......ccccceeevvvveeesiiveeesicnnennnn 6-4
6.4.3  HUD Forms — Borrower’s Certifications ..........ccoouerieeieeieeiieiie et 6-4
6.4.4 Regulatory Agreement Rider 5 Required for Green MIP ..........cccoocovieeecciiieeccieee e 6-4
6.4.5  Data Collection PIan ........oo.eooiiiiie ettt sttt et e ee e 6-4
6.4.6 Real-Time Consumption Monitoring, Smart Home TOOolS ........cceeiieiiciiiieeei e 6-5
6.4.7 Design and Construction Team QUalifications ..........ceeeciiiieeciiiiee e 6-5
6.4.8 Energy Professionals QUalifications ..........cooecuiiiieiiiie et et e 6-6
6.4.9 Energy Modeling and Modeling SOftWare...........coccuuiiieiiiiiecciiie e 6-7
6.4.10 Change Orders Modifying ENErgy MEaSUIES.......ccccueeeeeiiiieeeiieeeeeeieeeeeeiteeeeeereeeeeensaeeeesnseeaas 6-7
6.5 Requirements for Section 223(a)(7) APPlICatioNS.........cocecciieiieciiiie et 6-7
6.5.1  EXiSting Green MIP IMOITEaZES ....uuviiiiiiiiiiieieieieeeeeeeeeeeeeeeereeeeeeereeererereeeraearererrerrerrrererrrarererarnne 6-8
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page viii Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

6.5.2  Proving Continuing Performance Under ENERGY STAR® Existing Building

(0= 5 41 {Tor- 1 Ao o P TSR TPTUP TP TOUPRURTRP 6-8
6.5.3 Delivery of ENERGY STAR® Existing Building Certification ..........ccccveeveeercieeiiie e 6-8
6.5.4 Recording Baseline Data - CNA.........ooiiiiiiieiiiieeeeieee e eriree e esire e s ssraee e sstre e e ssnaaeeessasaeeesnaneeeean 6-8
6.6 Green MIP Requirements for Section 223(f) Applications.........ceeeueervereiieeccie e 6-9
6.6.1 Properties with Previously Earned Certifications.......cccccvevveiiieeiiiiiee e 6-9
6.6.2 Newly Built Properties with No Prior Certification ........cccccoecvvieeiiiiiee e 6-9
6.6.3  Existing Properties with No Prior HUD Recognized Green Building Certification................ 6-10

6.7 Green MIP Requirements for Sections 220, 221(d)(4), 231-New Construction, Sub-
RENAD ..ttt et ettt et e s be e e b e e s bt e e nte e s baeesabeeeanes 6-13
6.7.1 ENERGY STAR® Appliances and Systems ReqUIred ........cceeevvcuieeeiiiiieeeniiee e eevee e 6-13
6.7.2  Project Architect’s Green MIP Responsibilities.........ccveuviiiiiiieei i 6-13
6.7.3  Recording Baseline Data-CNA ..........uiiiiiiiieieiieeeerree e esree e ssaee e s e e e sabee e s s abae e s snraeeesnses 6-13
6.8 Green MIP Requirements for SECtioN 241(@).....c.ueeiiieiiiieeiieeeiee e steeesre e sreeeteeesare e eareesaree s 6-14
6.9 Underwriting Owner’s Utility Cost as Part of Operating EXpenses........ccvevvveeeeciveeesiiveeesnnnennn 6-14
6.9.1 Methods for Underwriting Owner’s Utility Costs Changes ........cccccovvevevciieeiniieeeecciee e 6-15
6.9.2 Underwriting Owner Utility Operating Expense for New Projects........ccceceervveeeieeeniieeennnen. 6-15
6.9.3 CAUTION: Changed Energy Use Not Proportionate to Resulting Change in Cost................ 6-15
Chapter 7 Valuation & Market ANalysis......cccciieeeiiiiiimiiiiieiriiiieeeeerreeeceereneseesreneseessennsesssensssssennns 7-1
7.1 1) { oo [¥ Tt o] o PSP P PRSPPI 7-1
7.2 Selection of Appraisers and Market ANAlYStS .......ccuuiiiiiiiieiiiiie e 7-2
7.3 Appraiser and Market Analyst QUalifiCatioNs ........cccviiiiiiiiii i 7-3
7.3.1  Appraiser QUAlTICAtioNS .....ccccuiiiiiiiie e nare e s 7-3
7.3.2  Market Analyst QUAlITICAtIONS ....ccccuiiiiiiiiie e 7-3
7.4 Valuation Reviews of Third-Party REPOItS......ccuiiiiiiiieicciie ettt e e e e 7-4
7.5 Content and Format of the Market StUAY .........ooiiiiiiiii e 7-4
7.5.1  Purpose and FOCUS Of the STUAY ........ooiiiiiiice e 7-4
7.5.2  EffECtiVE DAt coueeeiieieeieeeeee et s s 7-5
7.5.3  Forecast Period for Market STUY .......cccuiieiiiiiie et stae e e s saareee s 7-6
7.5.4  Project Rents Used in Market STUAY......c..oei it 7-6
7.5.5 HUD @S an INtended USEr ......cccueiiiiiiiiiieieesee ettt ettt s e e s e s e e e sneeennneenas 7-6
7.5.6  EXECULIVE SUMIMAIY cooiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeere e e e e e e e e e e e e rareraeasaeeraesesnansrersnsrnsnrsrnnnnns 7-6
7.5.7 Description of the Proposed PrOJECt .........oeiecuviiiieiiiie ettt ettt e et e are e e e eareea s 7-7
7.5.8  Primary Market Al .....ccccuuiiiiiee e ettt ettt e e e e e e e seat e e e e e e e sssnsbtaeeeeesesasnstrenneaeesaanssnes 7-8
7.5.9  ECONOMIC CONTEXL....eiiiiiiiiie ittt e e s e s e e e s amne e e s annneee s 7-8
7.5.10 DemMOEraphiC ANAIYSIS ..ccceciiiiiieie ettt e e ettt e e e e e s e ssbree e e e e e eeesnsbeaeeeeeeeeasnsreeaeeaeessanannes 7-9
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page ix Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents

Go to Table of Contents

7.5.11 Current Housing Market CoONditioNns .........cooiciiiiiiiiiie e e e s 7-9
7.5.12 Rental Units in the PIPelINE ......vvi ittt et bee e e e e e 7-10
7.5.13 Demand Estimate and ANGIYSiS .....cuuiieiiiiiieeiieee ettt e e srre e e arae e e abae e e naes 7-11
7.5.14 Findings and CONCIUSIONS ..ccocuviiiiiiiiiieeiiiee ettt e e st e e siae e e s sabe e e e sabee e s s nbeeessnbeeessnnees 7-13
7.5.15 Guidance for Income-Restricted ProjeCtS ....ccvueiiiiiiiiieiiiiee ettt 7-14
7.5.16 Data, Estimates, and FOrECasts ......ccccuiiiiieiie ettt e e et e e e e e e e enraa e e e e e e e eeannns 7-14
7.6 APPraisal REQUITEMENTS. .. .viiiiiiiiie ettt e st e e s sbee e e s sbee e e s sbaeeessbeeeessseeeessnsennassnns 7-14
TR N = =T ot Y B - | PSPPSR 7-15
2SI A = 1 =3 ) xRS 7-15
7.6.3 Complex or Unusual Appraisal ASSISNMENTS......cccicuriieiiiiieeeiiieeeerieeeesiee e esree e e seree e e e 7-15
7.6.4 HUD Forms to Include in the REPOIt ......uuiiieiiiiiiiiieccee ettt 7-15
7.6.5 USPAP Jurisdictional EXCePtion RUIE ........eeiieiiiiieiiieeccte ettt 7-16
7.6.6  OCCUPANCY PeICONTAZE . eeeveeiiiiiiiiitiiiitttttttttetttettteeeertreteettteeeerertateereeererararereeerarerarararerarenerenens 7-16
7.6.7  Sections 220, 221(d)(4), aNd 231.....ccccuiiiiieeciee e et e ra e e s reeeaae s 7-16
7.6.8  SECHION 223(F) 1eeiveieeiie et et e et e e et e e et e e e beeebaeesareeenae s 7-17
7.6.9 Reconciliation of the Approaches to ValUue .........cocuueeeeciiiecccieee e 7-18
7.6.10 Section 231 Substantial Rehabilitation..........cceeeiiiiiiiiciiice e 7-18
7.6.11 Remaining ECONOMIC Lif@ (REL) veeeicuviieieiiiee ettt ettt e e et e e et e e nrae e e 7-18
7.6.12 Confidentiality RUIE OF USPAP .........uiiiieie ettt e et e et e e e atee e e nrae e e nnes 7-20
7.6.13 Appraiser’'s CertifiCation ........ccueeccciiie et e e re e e e e abee e e e arae e e e anes 7-20
7.6.14 Inspection of the Subject and CompParables .........cceeeeciiieeciiiee e e e 7-20
7.6.15 Required Appraisal Report EXNIDItS.......c..ueiieiiiieieceececee et 7-21
A I Y Y A N a = 1LY LSRR 7-21
7.7 EStimating Project INCOMIE .....coiiiiieeieeeeeeeeeeeeeeeeeeee ettt e e e e e e e e e ee e e ee e e e e e s eeeseeraeaeeeeannes 7-22
2 8 R S =T | 1B X T T SRR 7-22
2 B I N [TV o 0 0= ] PR 7-22
7.7.3  FiNal RENT ESTIMAT....iiicuiiiiieeeie ettt et ee e et e e e e e ebe e e ssteesnteesnaeesnseeenseeas 7-22
7.7.4 LIHTC and/or Bond FINGNCEA PrOjECES.....c.uiieveeeeiieeeiee et eetee et ettt eete e eereeeteeeeaeeesveeeeane s 7-23
7.7.5  Trending Of RENTS ...uiiiiiiiee ettt e e e e e st e e e s ttee e e e abeeeeennbaeeeennsees 7-23
7.7.6  Equipment INCluded iN RENLE......cooiiiiiiiiiiiee et e s aree e e rae e e aees 7-23
7.7.7 Occupancy/Vacancy and ColleCtion LOSSES.......ccveiuierieeireeereenreenteesteeeereereereenteesseesanesveenns 7-23
7.7.8  Project RENT CONCESSIONS ...ccvviiiiiiiiiiiiiiiittittetetttteerereretertteeeeerertreetreeeerere—.. 7-24
T.7.9  OCCUPANCY ceeeeieitiiiitetetettttteettetetteeetteereeetetttetetetetetetettttt.t.................................................. 7-24
T.7.00 Ut ltiES/ SO VICES et teveeeieeeriee e ettt ettt e ettt e e et e e s eb et e s asabeeesasaateesassbeeessssabeessssraeessssraeesssnsees 7-24
7.7.11 Project Location, Amenities, and Other FActors .......cccoccuveeiiiiiiii it 7-25
7.7.02 Other INCOME .oouiiiiiiieiiie ettt ettt ettt et e sa e s bt e e sabee s bt essateesabaeesabeesabaesbaeesabaesnseeen 7-25
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page x Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

7.7.13 Limited Waiver of Commercial Income and Space LimitS.......ccccceecveeeeniiieeccciiee e 7-28
7.7.14 Commercial SPace Valuation........cccuiiiiiiiiiecciee et e e e aree e e rae e e 7-29
7.8 Project Operating EXPenses, NOL......couuiiiiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeereeeeeeeeeseseeeeesesesesesesesereeme. 7-29
- 70 R = U ¢ o To LY PP PP P PP PP PPPPPPPPPPPPPPPRE 7-29
7.8.2  SoUrces Of EXPENSE DAt ..uuiiicuiiiiieiiiieieiiiee ettt sttt e e e e sree e s s abee e s nbae e e e nanes 7-30
R < T CT=T o 1T - PSPPSR 7-31
7.8.4  Estimate of Operating Expenses by Units of Comparison.........cccoecveeeiriiieeiniiieeeesiiee e 7-32
7.8.5  EXPENSe COMPArablEs ....uuiiiiiiieiieiiiie ettt ettt e e et e e e st e e s s e e e s arae e e e nanes 7-32
7.8.6  EXPENSE AQJUSTMENTS coeviieiiiiiie ettt ettt e e st e e e s bbe e e e s abee e s e nreeeeenanes 7-33
7.8.7  UpPdating ProCEAUIES.......uiiiiiiiieecctee ettt ettt e e e e e e st e e e sabee e e s abaeeesnbaeeeennnees 7-33
7.8.8  Consistent EXPENSE LINE [EEMS c.coiiieieiiiiiiii ettt e s s e e e e e s s s snens 7-34
7.8.9 Underwritten NOI and Program GUIdaNCe........cceuvurieeiiiieeeeiiieeecireeeestee e svee e s eveee s 7-34
7.9 Y LI AN g Y 1 PRSP 7-36
R R N T Y2 o) e Y- 1 4 [ o PSSP 7-36
R I A o =Tl ) ol e Yo=Y o o PP 7-36
7.9.3  Civic, Social, and CommercCial CONTEIS. .......uvuviiiiiiiiiiiiiiiieieiieeeeeeeeeeeeeeeeeeeeeeeereeeeeeseeeeeererareraee 7-36
S R S I =Y 1Y o To ] o - 1 o ] o F PP PPPPRE 7-37
7.9.5 Special Hazards and NUISANCES ........eeieeiiiiieeiiiee e ecteee et eeetre e e eitee e e e aaee e e entee e s enraeeeeenses 7-37
7.9.6  Parking FACHlTiES ..ccuveeeeeiiiee ettt et e e e e ate e e e e abe e e e eabae e s eabeeeeenraeeeennnees 7-37
R I A | (=B VT =1 o111 Y U 7-37
7.9.8  Land/Site ValUation ..ccceiieeeeeeeeieeeeeeeeeeeeteee ettt et e e s e e eee e ettt eessesesaaaeeeeesssesasraseeeeesssenannn 7-38
7.9.9 Warehousing of “EXCESS” LaNd Alr€a ........eeeieiuiiiieiiieee et et e eetee e tee e e sabae e e evae e e e eanes 7-39
7.10  Pre-Application for 220, 221(d), and 231 .....ooiiiiei e e e aaae s 7-40
7.10.1 Lender’s ReSPONSIDIITIES ...eeeicuvieeeeiiiie et et e e e e e e e aree e e e arae e e e eanes 7-40
7.11  Firm Commitment for 220, 221(d), and 231 (New Construction) .........ccceceueeeeeicreeeeeicrveeeeecnneenn. 7-41
7.11.1 Lender’s ReSPONSIDIITIES ...eeeccuvieeeeciiie ettt e e et e e aree e e e arae e e e eanes 7-41
7.10.2 HUD ROVIBW ... eeiiiiieie ettt et ettt e e e e ettt e e e e e e e e aabe b et e e e e e s e s nnbebeeeeeeesaaannraneeeeeeeeaannnne 7-42
7.12  Firm Commitment fOr 223 ().t e e s 7-42
7.12.1 Lender’s ReSPONSIDIlITIES ...eeiieiiieieciiie et erae e e 7-42
7.13  Substantial Rehabilitation for 220, 221(d)(4), and 231 ....ccveeiieiiviieiiieeee e 7-43
8 N R =T s 1T | OO OO PP ROP PR PURUPPRRRRPP 7-43
7.13.2 Completing FOrm HUD-92264 ..........ooiiiiiiieeeiiieeeecree e estee e estee e s sabae e e saaae e s s abaeesenraeeesnses 7-43
7.13.3 Applicable Approaches for "As IS" ValUe.......cc.ueiiiiiiiiiiiiiiiecctee et 7-44
7.13.4 Valuation for 220 and 221(d)(4) ..ccooerreeeireeeeeiee ettt eeire e e s 7-44
7.13.5 Valuation for Section 231 Substantial Rehabilitation ...........ccoocvvvvieiniiiiiniiiniieeeeen 7-45
7.13.6 Valuation for RAD TranSaCtioNS.......ceecuieiriieerieeerieenieeeriteesreessiteesiteesbeeesiteesabeesaaeesabeesnsnees 7-45
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page i Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

7.13.7 CONELINEGENCY RESEIVES ...coviiiiiiiiiiiiiiiiieeieeteeteeeeeeeeeeeeeereeeteeeseeeeeaeteaeaae ettt 7-46
7.13.8 Interest DUriNg CONSTIUCTION . ....uiiiiiiiiiiiiititeitetteeeereereeeeeeeeeeeereeeeeeerererererereaerrrerereaereeeeerenerrren 7-46
8 R TS I 1 a1 oY= T ot o ] T == PP PPPPPPPPPPPRE 7-46
7. 13,00 OFfSITE COSES uuvviiiiiiiiieiiiiieeeicttte ettt e ettt e e e sree e e s st e e e s s abe e e e s baeeeessbeeeessbaeeesnraeeeenreeeesnrees 7-46
7.13.11 Rehabilitation Cost not Attributable to Residential USe.......cccceevviveeiiviiieeiiiiiec e, 7-46
7.13.12 Developer’s Fee, When AppliCable ...t 7-46
7.13.13 Exclusions to Estimated Replacement CoSt.......uiviiiiiiiiiiiiieie e 7-47
7.14  Calculating Operating DefiCits.......uuiiiiiiiiiiiiie e s e e s sraeee s 7-47
7.14.1 Estimate of a Project’s Operating DefiCit .......cceviviiiiiiiiiiie e 7-47
7.15  Leaseholds/GroUnd LEASES .......ccueeicueieireeereeeeteeeeteeeetee ettt eeeteeesaeeesteeeebeeeenbesesteeeenseeebesesnresennes 7-49
0 R T8 R B T oy 4T o T PSPPI 7-50
7.15.2  Legal REQUIrEMENES...cciiciiie ettt e e et e e et e e s s s be e e e ssbaeeeeabaeesennreeeesnnsees 7-51
7.15.3 Lease Payments (GroUNd RENT).....c.ecccuiiiiiiieieeecie ettt e etee e stte e te e st e e staeeaaeesareeenne s 7-53
7.15.4 Valuation of the Leasehold EState.......cccuiiieiiiiiiiiiieeccieee ettt 7-54
7.15.5 Rehabilitation of an EXisting Project .........cueviiiiiiiieeceee et 7-55
7.15.6 Maximum Mortgage Amount for CriterioN 3........ccueieeiiieie e 7-55
8 R A =Y oY Vo [T USSR 7-55
7.16  Tax Abatement PrOCEAUIES ......cciiiiciiiiiiieeiie et et e esiee st e et e e ste e sae e s baeeebeeesaeesateesneeesnseeenses 7-57
7.16.1 General Comments and EXCEPLIONS ...cccuuiiiieiiiiiieccieee ettt e et e e e e e e arae e e e 7-57
7.16.2 Full Term TaxX ADQtEMENT .....ccccuiieiiiecee ettt rtee e e e e sete e st e e st e e ste e eaeeesnbeeeneeas 7-57
7.16.3 Partial Term or Variable Tax ADatement.......cccvecuiiiiieeiiiecee e 7-58
7.16.4 Deferral of REal ESTate TaXES.....uuiivieiiiiiiieerieeecteestesestte s steeesee e setessbeeessteesteessaeeessseeennees 7-60
7.17  Project-Based Section 8 and LIHTC ......ccooiieiiiiiiee ettt e e e e et e e e e e e e e svaaneeee e e e 7-60
A R o TR <o A (o Y A 1 | ISR 7-60
N A o =TI 1 [ole] o TIPSO PPRUPPPPPOt 7-61
7.17.3  INCOME LIMILS «.eeeeiiiiiieee ettt e e e e e e et e e e e e e s e st e e e e e e e e e s nnreneeeeeeeeannnnne 7-61
T 174 EXPENSES/FEES ....vvieeeee ettt et eete e et e et e et e e e tee e e teeeeteeeeabeeeetaeeeateeebeseeabeesabeeeateeesabeeenteean 7-62
7.18  Appraisal Review Policy and REQUIFEMENTS.......c.ueiiiiiiiieeeciiie ettt et e e e e esnre e e e naeee s 7-62
3 Yol o =N o A4V o o PSPPSR 7-62
7.18.2 Jurisdictional EXCEPLION RUIE......ccccuiiiiiiiie ettt e e 7-63
7.18.3 Record KEEPING RUIE ..cc..evieeeeiiieeeecitee ettt e sttt e e te e e e s abe e e e s sbae e e s abaeeeennbaeeeennees 7-63
7.18.4 LOAN COMMITEEE ...eeiiiiiiiiiieetee ettt e s et e e e e s s e en e e e e e s s sennens 7-63
7.18.5 WOrKIOad SNariNg .....cciiiciieeiiiiiie ettt e e et e e e s aae e e e st be e e e eabaeeeeabaeeeennraeeeennnees 7-63
7.18.6 Consultations with Other Staff..........ooiiiiiiii s 7-64
7.18.7 ENVIironmMeNntal ProCESSING .....cuviiieiiiieiciiiee ettt e et e e tee e st e e e saba e e s s abae e e enbaeeeennees 7-64
7.18.8 Technical Appraisal Review ReqUIremMENTS .......cceecuiiieiiiiiieecieee e e ree e e 7-64
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xii Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

7.18.9 Documentation of the APpraisal REVIEW .........coccueirieiriiiiiiee et see e svee s 7-65
Chapter 8 Mortgage Credit.......ccccciiiieiiiiiiniiiiiieiiiiieniiiiieneiiniesessiiiesessriessssssiesssssssessssssssnsssssssnnss 8-1
8.1 T d oY [V 4T ] o U PSPPSR 8-1
8.2 Borrower Types — Single Asset BOrroWer ENtity ......cccveeiiiciiiiieciiee ettt e e iree e 8-1
8.3 Reviewing Principals and Other Parties in CoONtrol........cccccuviiieiiiii e 8-2

8.3.1 Determining Principals and Who is in CONtrol .........cceeciiiiiiiiieiiciieec e 8-2

8.3.2 Underwriting Active Principals and Those with Control ..........ccceevveeeeiiiieecciieec e 8-3

8.3.3  Previous Participation Certification ReqUIremMeNnts........c.ceevciieeeeiiieee e 8-5

3 T S \\FoY oY o] o) 1 8 T o Tol o = ] KU 8-9

8.3.5 Foreign National Participation in FHA-Insured Multifamily Programs..........ccccccceevvveennnen. 8-10

8.3.6 Definition of Principal for Regulatory Agreement Section 50...........ccceeevieeeeiiieeeecviee e, 8-11
8.4 Investigating Credit and CharaCter ..........occiiii ettt e e e e e erae e e e eanaeeean 8-12

8.4.1 Use of Credit Reports and Credit INVestigation..........cccccueeeeeiiiie e 8-12

8.4.2 Lender’s Review of the Credit REPOIt ......uiiiiiiiiiicie e 8-13

8.4.3 Delinquent Federal Debt, Judgments and Pending Litigation........cccccceecvveeiiiieiinccien e, 8-13

8.4.4 Trade and Credit REfEIENCES ......icccuiiiiiiie et s e e s abee e e s naes 8-14

8.4.5 Rejection Due to Unacceptable Character and Credit .........cceveeeeieiiiiiieeeee e 8-14
8.5 Evaluating FINancial Capacity.....c..ueeiiciiieiiiiie ettt et e s et e e s e e e s srae e e s snnaeee s 8-15

8.5.1 Financial Statement ANAlYSiS... ..o e e e 8-15
8.6 Required Prior Credit Approval of Principals/BOrrOWENS.........c.cccveeeveeireenreenreesreesieeseeereesseenseens 8-22

8.6.1 FHA Insured Balances Greater than $500 MillioN ........c.ccccvivviievierierieieecese e 8-22

T A o o [ol o - | B Y7 1= PSPPI 8-23

8.6.3  TRIESNOIA...ciiiiiiii ettt et e st et st e s aa e e sabeeeaee s 8-23

8.6.4 Threshold Applies to Current and Expected Balance........cccecvvveeiiiiieiicciiee e 8-23

8.6.5 Effective Date and DUFAtioN ......ccoocveiiiuiiiiieeiiee ettt ettt et e e e s e saee s 8-23

8.6.6 Lender SUbmMIiSSION aNd ProCEAUIE........covuiiiriiieieeriee ettt s iee s 8-23
8.7 Y=Tole ] aTe =TV ST o T-T o Tl T V=PSRRI 8-24

S R U o1 oY o TU T ol TSR 8-24

8.7.2  Private Sources — SECtion 223(f)....cuuiiieciie e e e e 8-25

8.7.3  Private Source — New Construction/Substantial Rehab .........ccccovvvveeeieeieeiiieeeeeeeeeee e 8-26

8.7.4 Section 223(a)(7) Refinance Program ..........ccceieeiiiiieeciieee ettt e ettt e e e 8-26

8.7.5 Condition for Repayment of Secondary FiNANCING........cccceeeeeiiiiiiiiiiee e e 8-26

8.7.6  Secured Public Secondary Financing ConditionsS.........coccccciiieiieiieccciieeee e 8-27

8.7.7 Unsecured Private Secondary Financing Conditions..........cccccveeeieeciiiiieeee e 8-27

8.7.8 Tax Credit EQUItY Bridge LOANS .....cccuuiiiiiiiee ettt e e e eectttte e e e e e e s s vree e e e e e e e s ennraeeeeeeeeeennnes 8-28
8.8 Application Exhibits and Responsibilities........ccccevcciiiieei e 8-29
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xiii Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

8.8.1 General Responsibilities of Lender’'s UNderwriter .......occcveeeeciieeeciiiee e e 8-29
8.8.2 Additional Exhibits Required of Project Participants ........ccccecueeeiiciieeicciee e 8-30
8.8.3  Evaluating Nonprofit Sponsors and BOrMOWETS.........cececuiiieeeiieeeeeieeeeciee e ecree e e vee e e 8-31
8.8.4 Credit Review of a Nonprofit Sponsor and BOrrOWET ........ccccuuveeiriieeeiniiiee e eeveee e 8-33
8.8.5  NONProfit DEVEIOPEr FEES ..cuvviiiieiiie ettt e et e e s e e s s abee e s s nbaee s snnes 8-34
8.8.6  CONSUITANT FEOS ...eiiiiiiiiiieiiee ettt ettt st e st sae e e sbe e e sabe e sabeesmeeesabeeesneeas 8-34
8.8.7 Establishing a Profit-Motivated Borrower ENtity ......cccoccveeeeriiieeiniiee e 8-34
8.8.8 Lender’s Review and RecomMmENdation........c.coeiiiiiiieriiiieniie ettt 8-35
8.8.9 Mortgage Credit DUties Of HUD ........coiiiiiiiiiiiiiecctiee ettt 8-36
8.9 Mortgage Term and Amortization COmMMENCEMENT .....ceivciiiiiiiiiiieciiee e saaee e 8-37
8.9.1 Sections 220, 221(d)(4), 241(a) aNd 231 PrOJECLS ...ccveeecvveerreeeiieesteeeieeeereeereeesveeesveeennne s 8-37
8.9.2 Section 207 Pursuant to 223(f) ProJECES......cccvieiiieiiieeciieeceeecee et etee e e ere e e svee e s reeeeane s 8-37
e T B Yo d o W A T =) 170 T d e [Tt £ SR 8-37
8.10 Commitment Processing 220, 221(d), 231, 241(Q) ceeevvererireeeireeeieeecireeceeeeteeeseeesreeeraeesaree e 8-38
8.10.1 Mortgage Amounts and Cash REQUINEMENTS .....ccccuiiiiiiiiiieiiiee e 8-38
8.11 Sections 223(a)(7) and 223(f) Firm Commitment Processing........ccceccveeeeiiiieeeeiiieeeeereee e 8-40
8.11.1 Determining Mortgage Amounts, Cash Requirements, and Related Matters..................... 8-40
8.12  Firm Commitment Processing with Grants and LOANS...........ceeeviiieeeiiiieeeeciiee e 8-44
20 0 R CT=T o 1= -1 OO OSSP PORTPTUPOPRPRN 8-44
8.12.2 Application for Mortgage INSUIANCE .........ceeeccuuieeeiiiieeeecieeeeeciee e eeeree e e eree e e e eabae e e eearaeeeeennes 8-44
8.12.3 Grants and Loans from a Government Agency or Instrumentality ........ccccccoeeeieeeecveeeeennee. 8-45
8.12.4 Grants and Loans from a Non-Governmental SOUrCe .........cooceeieeneiniiniienieeeesee e 8-46
0 T [ o IV T Ta Tl B U] e Yo T o [ @e 13 Y o] =] 4 [o o SR 8-47
8.14  Determining Cash Requirements for Completion.........ccccecviiiieiiiieecciiee e 8-48
8.15 Bond Financed Projects and Tax-Exempt AZEeNCY LOANS......ccceeecciiiiieeeeieeiciiiree e e e e eecvvvneeee e 8-51
8.15.1 Review of FINaNCiNg DOCUMENTS .......cccccuiiiieiiiieeeciteeeeeciteeeeeiree e e etre e e e sateeesenteeeeenraeeeenneas 8-51
8.15.2  LO@AN RALES .t 8-51
8.15.3 Tax-EXempt LOans and/or BONGS........cuiicuuiiicuieeiiieeiee et eereeeetee et ete e e eteeeteeeeaeeeeveeeenee s 8-52
8.15.4 Itemized STatement Of COSES .....cviiiiriiriiiie et s 8-53
8.15.5 State and Local Tax-Exempt Financed Projects........ccceecveeeicciiee i e 8-54
8.15.6 Pre-Cost Certification Conference INformation ........ccccceceeceeiienieneneeneeeeeeeesee e 8-54
Chapter 9 Environmental Review and ReqUirements ........cccceeiriieeiiiiinneiiinieniiinieesens 9-1
9.1 T agoTe [3To AT ] o WU PP PSTOPPROPRTOPR 9-1
9.1.1 Legal Authorities, Guidance, Standards, and Documentation ..........ccccceeeeeeeeeicciiiiieeee e, 9-1
9.1.2 Project Description, Aggregation, and Extent of REVIEW ..........ceeecvieeeeiiiiiieccieee e, 9-2
9.1.3  Levels of ENVironmental REVIEW .......c.cocuiiiiiiiiniiiie ettt 9-3
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xiv Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

9.1.4 Local, State, Tribal or Federal REQUIrEMENTS ......cccueieeeiiiieieciiee ettt e e e eaaeee s 9-5
9.2 oo Yol =T [ U] o TP PSRTPPPPTRN 9-6
9.2.1 Lender Responsibilities and LIMIitations........cccceieciiiieieiiiie e 9-6
9.2.2  HUD RESPONSIDIITIES 1evieevrieeieiiiee ittt e s e e st e e s sata e e e snsbeeesnnnreee s 9-7
100 T 10 Y oY= 0] o Ry T [=T = 4[] o -SSR 9-9
9.2.4 Verifying Qualifications of Professionals..........cccevuiiiiiiiiiiiniee e 9-10
9.2.5 Consulting with Regional or Satellite OffiCes .......ccvviiiriiiiiiire e 9-10
9.3 HEROS ENVIroNmMENTal REPOILS ....uviiiiiiiieieiiieieitee e et e ettt e s et e st e e e ssnrae e e ssnraeeessnraeeesnnnaeeen 9-11
9.4 Contamination and TOXIC SUDSTANCES .......eiiiiiiieiiiiie et sree e e ree e e 9-12
9.4.1 Phase | Environmental Site Assessment RequiremMents......ccccveeevcieeeenciieeescieeeeeeee e 9-13
9.4.2 Phase Il Environmental Site Assessment ReqUIremMents.......cccveevecveeeeriiieeescieeeeecieee e 9-15
9.4.3 Remediation RESPONSE Planning.......ccoccuiiiiiiiiiiieiiiee et criee e s e e saee e e ree e s nbee e e nees 9-17
9.4.4 Remediation Plans with Complete Removal of Contamination........cccceccceeeiviieeiinciiee e, 9-18
9.4.5 Remediation Plans with Incomplete Removal of Contamination ..........cccccevvvieviiiciien e, 9-19
9.4.6  Monitoring Wells, Flushing Wells, and Testing Wells ........ccoccoeeeiriiieiiniiiee e 9-21
9.4.7  Off-Site CONtAMINGTION ..eiiiiiiiiiieiiie ettt e e st eebe e e sateesbeeebeeesnreeenaneas 9-22
O.4.8  ESCIOW ..eiiiiiiiiiiieittte ettt ettt e e e e e et b et e e e e e e s bbb et e e e e e e e e nnbeeeeeeeeeea e nnraeeeeeeeeeaannne 9-22
S B VLV 11T O E TP PROPPPPTOt 9-22
9.4.10 LSTF ApProvals and REVIEWS .......cccuiiiieiiiieeeciiee e ettt e ee e e e e ttee e e eate e e e e ataeesentaeeeenraeesenses 9-22
1 YU T o 1= o W o By <L PR 9-23
1 1o T Tl oY o] - o] LT PR 9-24
9.4.13 Underground Storage Tanks Not Regulated by the LSTF ..........cccoociiiieeciiiee e 9-24
9.5 HUD Responsibilities when Projects Require Remediation..........ccccccuveeeeiiieeecciieec e, 9-25
9.5.1 General ReSPONSIDIITIES ....cccccviiieeciiie e e e e b ee e e e ee e e e eaaes 9-25
9.5.2 Projects with Complete Removal of Site Contamination ..........ccccecveeeeeiiiieeiecciee e 9-25
9.5.3 Projects with Incomplete Removal of Site Contamination .........ccccceeeeeciieeeecciee e, 9-26
9.5.4 Insurance and Guarantee REQUIFEMENTS .......ccuvviiiiieeiiecciiiieee e e e eeecrrere e e e e e e sennreereeeeeesennnns 9-26
9.5.5 Management, Coordination, and CommMUuNICatioN .........ccccuureeeeeiiiiiiiiiieee e 9-26
9.6 Environmental Laws and AUthOTITIES.......cocuviiiiiiiiieiecctecet ettt e 9-27
9.6.1 Lead-Based Paint (24 CFR Part 35.115(8)) ...ccccvuiiiirreiiiiireeeeeireeeeerreeeeeireeecennreeeeesreeeeenanees 9-27
9.6.2  Asbestos (24 CFR 50.3(1))..cveecrerrreereereeriiriieeireesieeseeseessesseesseesseessesssssssesssesssesssesssessssesnns 9-29
9.6.3 Radon (Supersedes ML 2013-07) c.c.cccceeeiieeeieeecieeeteeectteeereeeeteeesateeebeeesareesbeeenraeesareeesnes 9-32
9.6.4 Historic Preservation (24 CFR 50.4(8)) ccccvvieiiiueieiiireee e eeireeecetreeeeesreeeeenareeeeensreeeeenanees 9-36
9.6.5 Floodplain Management (24 CFR 50.4(D)(2)) c.veeerveeririeeiieeeiee e esteeectee et sreeeevee e e e eeane s 9-40
9.6.6  Flood Insurance (24 CFR 50.4(D)(1)) .eeieuciriieiirieeieeireee et ceiree e et cerree e cenaree e eeenraeeeeennes 9-44
9.6.7 Wetlands Protection (24 CFR 50.4(D)(3)) vvveeerueriiiriiieiireee et ceiree et ceiree e e e 9-45
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xv Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

9.6.8 Noise Abatement and Control (24 CFR Part 51, SUbPart B) ......ccccccuvveeeeiieeeeccieee e 9-46
9.6.9 Explosive and Flammable Hazards (24 CFR Part 51 Subpart C)......ccccceeecrveeiiiieee e, 9-48
9.6.10 Air Quality (24 CFR 50.4(N)) .ccuttiiieiieieeiie ettt st et sbe e s s 9-49
9.6.11 Airport Hazards (24 CFR Part 51 SUDPArt D).....ccccueeriieeciiieciee ettt 9-50
9.6.12 Coastal Barrier Resources (24 CFR 50.4(C)(1)).eeecrrerrriereiireiieeeieeerieeecteeesreesieeesvreesveeeseneas 9-50
9.6.13 Coastal Zone Management (24 CFR 50.4(C)(2)) cooveerrererieeeiee e erteeere et e evre e 9-51
9.6.14 Endangered Species (24 CFR 50.4(€))...uiucieeceeeieieeieeectteeeieeeseeesiteesteeesreesteeessteesreeennnes 9-51
9.6.15 Farmlands Protection (24 CFR 50.4(})) ..eecoeeeeeeeriiesiieeecieeesieeeseeesireesveeesreesteeesneeesrneesnnes 9-52
9.6.16 Sole Source Aquifers (24 CFR 50.4(d))....cccuiricieeiiieiiieeciieeciee e esteese e sreeete e esveeesreeesnne s 9-52
9.6.17 Wild and Scenic Rivers (24 CFR 50.4(f))..ccuiiicieeciiecie et eeee et e st e e ate e s e e s 9-53
9.6.18 Environmental Justice (24 CFR 50.4(1))..cccuiriieieeiieciie ettt eee et e et e s 9-53
9.6.19 Additional Nuisances and Hazards ..........cceevueeeriiiniieniiieriee ettt s s 9-53
9.6.20 Environmental Assessments (24 CFR 50 SUDBPArt E)......ccceeveveriiieeiiieeciee et 9-56
9.6.21 Operation and MaintenNanCe PIans........cuuiiiiiiiiiiiiieec e ree e e 9-58
Chapter 10 Management ANAlYSiS.........cciieeuiiiieiiiiiieirierreerierreeneerrenaeeseeasssssenasssssennssssnennsssssennns 10-1
0.1 INErOQUCION .ttt ettt et st et esb e e sab e e sabeesbeeesabe e e neeesabeesbeeesabeesnneeas 10-1
10.2  Exhibits Required for Firm CommitmeNnt .......c.cceiieiiiiei it 10-1
10.3  Lender Review of Management DOCUMENTS ......ccccuiieiiiiiieeiiiiee e ccitee e eeieee e evee e eree e s sveee e 10-2
10.4  HUD Asset Management REVIEW ........uuiiiiiiiiiiiiiiiiiieee ettt et e e e s s s iaree e e e e s s s s aasenaeeas 10-5
10.5  Review of Previous PartiCipation .........ccciiiiiciiiei ittt et e s e e e 10-5
10.6  Bonding RequiremMents fOr AGENTS.......ccciiiiiiiiieicciee ettt e e e e e rbre e e bae e e s eabee e e enaes 10-5
10.7  Management Agreement REQUITEMENTS ...cciiiviiiiiiiieeii ittt e e e s e s ssiareeeee e s s s ssabeneees 10-6
10.7. 1 APPHCADITITY oo s s 10-6
10.7.2 ReqUIrEd CONENTS....c.viiiiiciiiee ettt ettt e et e e e st e e e s sbae e e e sbtaeeesabeeeessabteeessassaeaesnns 10-6
10.7.3 Length/term of the AGrEEMENT......ccviiiiiiiicee ettt e te e te e s e e b e eaveebeereens 10-7
10.7.4 ManNagemMeENt FOE ... s 10-7
10.8  Approval of Proposed Management AZENT ........cocciieiiiiiee e ettt e e e e e 10-7
109  Affirmative Fair HOUSING Marketing.........ooeioiiiiii ettt ettt e 10-8
10.10 Management Agents and EScrow Administration ........ccceevceeriieenieeniiee e 10-8
Chapter 11 Lender Underwriting, HUD Review and ClOSiNgG.......ccccciirimeniiiiineiiiieneiisnenenicsnenesscsnenens 11-1
3 R =1 1T - | OSSPSR OPROPRRRPRPIN 11-1
I =Y o Vo [T o W o To [T Y o o = USSR 11-1
I T o T o] o] [ oF- | oY o PSPPSRt 11-3
11.2.2 Firm Commitment APPlICation .......coccuiiiiiiiiie e 11-3
11.2.3 Third-Party Report CertifiCations ........ccceieciieiiiiiiee et e e ebre e e e 11-5
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xvi Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

11.2.4 HUD FOrms SUDMISSION c...eiuiiiiiieiietieitesiee sttt ettt ettt st sttt sb e s b e sbee s e saneeneens 11-5
11.3  HUD Regional Center or Satellite Office Underwriting ReVIEW .........ccoccieeiiciieiicciiee e 11-6
11.3.1 HUD Underwriter ReSponsibilities..........cocciiiiieciiiiiciiee ettt e e e 11-6
11.3.2 Pre-Application and Firm Commitment ProCessing .......c.ccveevvcieeiirciieeinciieeesieeeesiieee e 11-7
11.3.3 Underwriting ReECOMMENAAtION.....cccciiiiiiiiiiee et e e st e e s sreeeeenaes 11-7
11.3.4 Firm Commitment Issuance, Extensions, Amendments and Reissuance.........c...ccceeeuuvrneeen. 11-8
I R T VYT PP PPRROPPPRON 11-9
11.3.6  INtEreSt RAtE LOCK....cccctiiiiieeeieeiiie ettt ettt ettt et s e et e s e snee e sabeeeneeas 11-10
11.4  Program ClOSING PrOViSIONS.......iiiiiciiieiiiiieee sttt sttt e ettt e e s see e e s st e e s sbae e e s sbeeeessbeeeessseeenesnns 11-10
115 LOAN FEES it e e e e n e 11-10
11.5.1 Deferred FEe CollCION......iiiiii ittt ettt et st e s e e s e e aee s 11-11
11.5.2 BrOKEI'S FEES ..uueiiiiiieeiiee ettt ettt ettt ettt e st e st e s bt e s bt e e st e e e bt e e sabeesbeeesabeesaneean 11-11
11,6 THHE MAtEOIS .ottt ettt et s e e bt e sttt e et e e st e e sbeeesabeesbteesnbeesabaeesabeesares 11-12
11.6.1 Preliminary Title REPOIt coouuieiieiiie ettt ettt e st e e et e e e s sata e e e esnbaeeeennnaeee s 11-12
11.6.2 Air Rights and Other Shared Interest Projects ......cccoccveveeiiieiiriiieeecciee e 11-12
11.7  Borrower Entity’s Organizational DOCUMENTS ......ccuueiiiiiiiieiciiiee ettt et e e e eare e e 11-12
L1218  NOE ettt st ettt e b e bt bt s a ettt et e e b e e e be e e he e et e et e e bt e beeeaeesareeane 11-13
L2181 TEIM ettt ettt et b e bt s at e et e e bt e s bt e sae e s atesab e et e e b e e b e e she e sat e et e e be e beenheesaneeane 11-13
11.8.2 PrepaymMeNnt PrOViSIONS. ... eieieiieeiesesec e nan 11-13
11.8.3 Conditions for Including Lockouts and/or Penalties .........cccceceeeeeeeecreeecveeeree e 11-14
11.8.4 Late Charge ProViSIONS ......c.eeiieciiieiecieieeeciteee e ettt e e et e e e e ette e e e esataeeeesnaseeeesasaeeeensaeeesasnseeans 11-14
11.8.5 Override of Prepayment LOCKOUL..........coicuiiii it aae e 11-15
Chapter 12 Construction Period .........cccceveeiiiiiiinmniiiiiiiiiiiniiiieniieeeassisseeesnsssnen 12-1
12.1  HUD Construction Administration Roles and Responsibilities..........ccccoeveeeircieiiinciereieciee e, 12-1
12,11 GENEIAL ettt st sttt et r e sre e saeesaneereens 12-1
12.1.2 HUD Construction ANAIYSt (CA) ....eeeiieeeciiieeieecciteesieeesiteesteeerteeeste e s steeesaveestaeesaeesabaeenareenns 12-1
972500 1SS T o 10 710 1 1 o 1= o 12-1
12.2  Pre-Construction CONFEIENCE .....oiuiiiiiiieeet ettt ettt st st s s eee e 12-2
12.2.1 GeNneral REQUITEMENTS ....cccuviieiciieee ettt ettt e ettt e e e ette e e e eta e e e e etaeeeeebtaeeeesteeesensteeaesssenaesnns 12-2
12.2.2 Contract AdmiINIStration .......cc.eeiiiieiiie et nee e sareeennreeeas 12-3
12.2.3  COSt COItifiCatION .eeeeeiiieiieee ettt ettt sttt b e be e s bt e sae e et e e teenaeens 12-4
12.3  HUD Construction Inspection and MONItOriNG .......ceeeeiiiiiiiiiiiiie e e 12-4
12.3.1 PUIPOSE Of INSPECTION...cciiitiiieieiie e ettt ettt e e et e e e et e e e e e tte e e e etteeeeebeeeeeesteeeeeastaeaeanns 12-4
12.3.2  ACCESS ceeieiiieeee ettt ettt et e s e s e s e e n e e s e b e e e s e b e et e s e nen e e s e ren e e s e reneeseareneenaane 12-4
12.3.3 HUD Construction ANalyst’s DULIES ......ccccccuiieeieiiiee et ettt e e ettt e et e e e etee e e e eare e e e eaeeeaeeaes 12-5
12.3.4 HUD INSPECLOI'S DULIES .ocuvvieeeeiiieeeeiiie e ettt e eette e e eette e e eetaeeeesbaeeeeestaeeeeseeeasesteeaesnseasaesnns 12-6
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xvii Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

12.3.5 Construction Progress Meetings (monthly meetings).......ccccceeeciieiieciiiieccciiee e 12-9
12.3.6 Reporting Serious Construction Problems ............coovciiiiieiiiii e 12-10
12.4  Architect’s Duties in Administering CoNStruCtioN.........ccuveeiicieieiciiiee e e 12-11
12.4.1 General REQUIFEMENTS ..ccocuiiiiieiieecccieee ettt e st e s et e e s et e e e s ara e e e ssabaeeeesataeeeennseeeeenanneeen 12-11
12.4.2 Architect's Supplemental INSTrUCLIONS ......cuvveiiiciiiiiciiie e 12-12
12.4.3 Architect Administering the Construction Contract.........cccccevvvviiiiiiiiiiieeiciee e 12-12
12.5  Archite@Ct’'s AQEQUACY .ooouviieiiiiiiee ittt ettt sttt e e st e e s et e e e s bae e e e sbteeessbeeeessnseeeessnnseenesnns 12-13
12.5.1 Deficient AdmMIniStration ......ociiiciiirieiie e e saae e s 12-13
12.5.2 Reasons for Termination Of SEIVICES ......iuuciiiiiiiiiie et sareee s 12-13
12.5.3 HUD OffiCe ACLIONS c..ueviiieieiiiie ettt ettt ettt e st e e st e e e e saba e e e ssasaeeeensaeeessanneeen 12-13
12.5.4 Request for Contract Termination .......cccoccuiiiiiiiiir i 12-14
12.5.5 CoNract TErMINATION ....uuiiiiiiieiiiiieee ettt e e e e e st e e e e e s s s sabbaeeeeessssssnnsneees 12-14
12.6  Completion Inspections for New Construction and Substantial Rehabilitation....................... 12-14
12.6.1 Substantial ComMPIELION ....c.euiiiieiiie e e e are e en 12-14
12.6.2 Final 100% Draw Completion INSPECLION ......ccovciiiiiiciiie et 12-15
12.6.3 Warranty INSPECTIONS ... nan 12-16
12.7  Application for INSUrance of AQVANCES .......coccuviiiieciiee ettt e e e evee e e e eaaeeeeeaes 12-16
I R C 1= =Y | USSP 12-16
12.7.2 Lender’s Role in Processing Application for Insurance of Advance .........ccccceeeeiveeeennnennn. 12-17
0 B T =T Yo 1Yo V7 [ 1ol YU SR 12-18
12.7.4 Approval of Initial/INterim AAVANCES ........ccceieciiieiieeeee ettt 12-18
12.7.5 Contractor’s Monthly Requisition and Related Matters..........cccoveeeecciieeeecciee e, 12-19
12.7.6  Next 10 FINal AQVANCE.....ccuiiieiie ettt ettt ettt ee e ste e st e e saee e et e e srae e sateeebeeesnseeeneeas 12-19
B A S o F: | IV L7 T o ol OSSP 12-19
12.7.8 Keeping the Mortgage in BalanCe .........coocuiiiiieciiee ettt e e et e e et aaee s 12-20
12.8  Change Orders — HUD DULIES ......ccccuvieiieiieeeeeiiee e ettt e e eette e e eette e e eetteeeeetteeeesbteeeesnbeseaseseneasanes 12-21
12.8.1 GeNeral REQUITEMENTS ....ccuiiiiieiiiiecccieee e ettt e ettt e e ettt e e e et e e e e esata e e e esnsae e e e anaeeeensseeesannsneans 12-21
12.8.2 Change Order ClasSifiCation .......c..eeieciiieieiiiie ettt e e e e saae e e eeaar e e e e anaeeean 12-22
12.8.3 Additive Change OrdersS........uiiiiciiii it ccieeeecteee ettt e et e e s srae e e e sea e e e e saaeeeesnsaeeeesasseees 12-23
12.8.4 Deductive Change Orders.......ccccuiiiieiiiieeeciiee e ecree s eeire e e e stre e e s staeeessasaeeeesaaeeesnnsaeeesnasaeeen 12-24
12.8.5 Changes that Adversely Affect Property INCOME ......c..eevveciieiiiiiiieeciee e 12-24
12.8.6 EXtension Of CONTraCt TiME .....eiiuiiirieiiiieiiiee it eriteesiee e sreesie e esite e sbeessbbeesabeesbeeesabeesnaeen 12-24
12.8.7 Changes to Items of Delayed ComMPletion.........ccveeeeciiiiieiiiee e 12-25
12.8.8 EMEIrZENCY ChANEES ...uviiiieiiiiiiciiiie et ee ettt ee e ttre e e ettt e e et e e e eata e e e eataeeeenaaaeeeensaeeeenanseeen 12-25
12.8.9 Insurance Upon COmMPIEtION......cuiii ittt e e e are e e e naa e e e eranaeee s 12-25
12.8.10 Changes to Offsite CONSLIUCTION ...ccccviiieieiiie e raaee s 12-25
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xviii Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

I T 0 1 o 1T o 1 =T o= 12-26
12.9  Change Orders - INSpection INSTrUCLIONS .....cccuviieiiiiiee it ettt e e evrr e e e sare e e 12-26
12.9.1 GENEIAl PrOCEAUIE .cc.uviiiiieeeiee ettt ettt sttt e e saae e ste e sbte e sabeeebseesateesnbeeesaseesnseean 12-26
12.9.2 VOIdING ChaNEES ..eeeeieiiiiiieciiieeeeiieee e ettt e e s ciitee s sttt e e e sate e e e s sabeeeessssaeeesnssaeeesassseesennsseeesasseeean 12-27
12.9.3 UNQpPProved ChanES ....cciccuuiieiiciiiieieiiiie e ecitee e sciitee s sttt e st e e s s sabaee s sssbaeesssssaeeesnnsaeeesnssneeen 12-27
12.10 Change Orders — HUD Architectural and Cost INStructions .......cccecvveeeivcieeeiicieeeescieeeerciieee s 12-27
0 O Y o o 11 =Y or U | PSR 12-27
0 10 o 1] PSP PPPP PR 12-27
12.11 Change Orders — HUD Underwriter INStruCtioNS .......ccoocvieiiiiiieiiiieee st e e 12-28
12.11.1 Appraisal Reconsideration, When ReqUIred .........ccoecviiiiriiieiecciiee e 12-28
12.21.2 HUD UNderwriter TAsKS ...cccuieiiiiiiiieeiiiieesciiee e scitee e st e st e e e s ivae e s ssasaeeessanaeessnnsaeeesnnnneeen 12-28
12.12 Labor, Fair Housing and Equal Opportunity (FHEO) and URA Compliance.........cccceecuveerveennee. 12-30
12,02, 0 VNS s 12-30
3 A - | o To T gV o - d o o PSR STI 12-31
12.212.3 FHEO NONCOMPIIANCE .. iiiiiiiiie ittt ettt eeteee sttt e sttt e e st e e e s sata e e e s sabaeeessasaeeeensaeeeesnnseeen 12-31
12.12.4 Compliance with Any Applicable Relocation Plan.........ccccccvveeeciiiieccciee e 12-31
0 S T YU V7= £SO PPPPPRPPRS 12-31
12,14  PermiSSiON 1O OCCUPY eeverrrrrrrererereeereeereeeeeeeeeeeeeeerereeeseeeeeeeeeereeeree—......—...—..........—.. 12-32
12.14.1 Physical COMPIETION ....uiiiiiiiee ettt ettt e e e et e e e e eata e e e et ae e e e aaa e e e ensaeeeeeanaeeenn 12-32
12.14.2 Signatures, Approval and PErMISSION.......ccuueieeciiieeeciiieeecieeeeeceee et e e e aee e e esareeeeenaeee s 12-32
12.14.3 SUDMISSION DOCUMENTS ...vviiieieeeiieesiieeeieeesteeeteeestteesaeeessaeesaeeeseeeenseeensseesnsessnseessnsessnsees 12-32
12.14.4 Partial OccupanCy APProVal .....cc.eeee ittt e e e etre e e e ta e e e e at e e e e anaeaean 12-33
12.15 Escrowed Funds, Letters of Credit, Deposits, Holdbacks and Related Matters........................ 12-33
12.15.1 Application for Disbursement of Escrowed FUNS ..........cccoviieeiiiiiecciieee e 12-33
12.15.2 Release Of Letters Of Cradit.....cuviiiiiiiiiiiecee et erte st e e s s e saee e saeeenee s 12-34
12.15.3 Working Capital DEPOSIt........cceccuiieieiiiieeeiiieeeectee e e et eeeete e e e e sara e e e e sbaeeeesaaaeeeennsseeesnaneeeenn 12-34
12.15.4 Initial Operating DefiCit DEPOSIt......ccccuiiiieciiie ettt e e et e e e are e e eenre e e s aaeeean 12-35
12.15.5 Amount of Contractor's Retainage and Relase ...........cocecuvveeeeciiiii et 12-36
12.15.6 Cash-Out ESCrow from Land EQUItY ......ceeeeciiieiiiiiee ettt e e e e 12-38
12.16 Insurance Upon ComPletion (IUC) ......ccecciieeciiieiiiieeiie ettt steeeetee s ve e eereeesabeeevaeesaveeeans 12-38
12.17 Completion of Repairs and Alterations Pursuant to Section 223(a)(7) and 223(f).........cc........ 12-41
12.17.1 Repairs and AILEIratioNS ....ccuuieiieciiieeccieee e ecteee ettt e et e e et e e e et a e e e e saea e e e esaaaeeeentaeeeennnseeen 12-41
12,072 INSPECEION s s 12-43
12.17.3 Schedule of Values for Reimbursement from the Repair ESCrow .........ccceecvvveeeciveeeccnneenn. 12-45
I o | B 20T o Yo Y S 12-45
I I R N T oYL @ T e 1= SR 12-46
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xix Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

12.17.6 Warranty INSPECTIONS ...uuueieieiiiceececececee s s 12-47
12.17.7 Projects in DIffiCUITY .....ooooeuieie et et et e e e aaeee s 12-47
12.18 Casualty Events DUring CONSTIUCTION........ciiiiciiieecciiee ettt e et e e ette e e e ebae e e s eraeeeeeaes 12-47
(0 =11 =T g R T oo X3 A 00=T o i} Tor- | £ T I 13-1
13.1  Projects that MUSE Certify ... et e e bre e e e eaae e e e e aaes 13-1
13.2  Projects Exempt from Cost Certification..........ccceeeouiiiiiciiii e 13-1
13.2.1 Low Income HoUSING TaX Credits.......ciuiiiiiiiieeieiieee et et eeeiree e e etee e e evae e e s ebte e e e srreeeeeaes 13-1
13.3  Types of CoSt CertifiCation .....c.ueiiiciiie i e e e e e tae e e e eareee e e anees 13-5
13.4  Entities That MUst COSt CeIrifY ..ot e et e e e eae e e e 13-5
13.5  Cost Certification SEQUENCE Of EVENTS ......ccciiiiiiecciiee ettt et e e tee e e e e e e 13-6
13.6  Project Completion and CUt-Off DAtes ......ccccciieeiiiiiie et e e e e e e e e 13-7
13.7  Administrative COmPletion DAte .........cccviiiiiiiie ettt e e rae e e e e e e 13-8
13.8  SUDMISSION DALE ..eiieieiiiiieiiie et estee ettt ste e e tee e st e st e e sate e ebee e sateessteeeseeesnseeesaeesnteeenseeesnseesnseean 13-8
SN T 1= T [U T [ =To I oo o o o[- PSSR 13-8
13.10 Required Statements and Certifications........cccviieiieei i 13-9
13.10.1 Simplified Form of Cost Certification ........ccccceivcieiiiiciii e 13-9
13.10.2 Long Form Cost CertifiCation .........coiiciiiiiiiiee et e et e e e sbee e e eaes 13-9
13.10.3 SECLION 223(f) PrOJECLS veecvveeeieeeiieecieeetteesteeectee e stteeeteeestte e s teeesabeesbeeesaseesaseesnsaeasnseeeseeas 13-14
13.11 Deficiencies in Cost Certification SUBMISSION ......cccuviiiiiciiiii i 13-15
13.12 Mortgage Credit LIMIted REVIEW ......coiiiiiiii ettt e e e svre e e s eaaeeeeeaes 13-15
13.13 Mortgage Credit Detailed REVIEW ......ccocuiiii ittt e e e sbee e e s saee e e e eaes 13-16
13.14 Review of Borrower’s Cost CertifiCation.........cccvueeriiiiiiieniii ittt 13-17
13.214.1 CoNSLrUCTION CONTIACT ..eeiiiiiiieiiiiiieeeiitee ettt e et e e st e e st e e s ire e e e sabe e e e sanneeeesnneeeesaanneeens 13-17
13.04.2 ArCHITECE S FEE(S) vveiiiirreiiieirieeeeiteeeeecteee e ettt e eeetreeeeeetteeeeesbreeeessbaeeesesssesesassaesesansreeeeesreeenn 13-20
13.14.3 INtEreST ACCIURT c...eeeiiiie ettt ettt sttt e st e e st e e s bt e s bbe e s bt e esabeesabeesnteesabaeensneas 13-20
13.14.4 TAXES ACCIURH. ...eiiuiieriiieeieeertee ettt et e ettt e st e s bt e s stteesabeeesabeesabeesbbeesabeeesbeesabeesasaeesasaesnseenn 13-21
13.14.5 Property INSUraNCe ACCIUEBH ........uuiiiieee ittt e e e e e e et e e e e e e e e b ae e e e e e e s e snnreaneeas 13-22
13.14.6 MOrtgage INSUIraNCe PremilUmM ... .. i aaan 13-22
13.14.7 HUD Application, Commitment, and INSPection FEES.........ueveeccviiieeciiieeeeciee e 13-22
13.14.8 FINANCING EXPENSES. .. e e aan 13-22
13.14.9 Title and RECOrdiNg EXPENSES.....uutiiiieeeiiccciiieeee e e e e ettt e e e e e e et e e e e e e e e s nraae e e e e e e s eennrraeees 13-24
13.14.10 Legal, Organization, and AUdit EXPENSES......ceiieeiiecciiiiiieeeeeeeccitreree e e e e eeerreee e e e e e e e e nneneees 13-24
T 0 0t 0 = o 1] S 13-25
0 O A ] 1= 00 1] £ 13-26
13.14.13 Builder’s and Sponsor’s Profit and Risk AHOWaNCE..........ccueeeeiiiiieeciiiee e 13-27
13.14.14 NON-Profit DEVEIOPET FEE ....ccceeiiee ettt ettt ettt e e et e e e e etae e e e tae e e eeaabeeeeenneeeans 13-28
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xx Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

13.15 Review of Contractor’s Cost Certification.........ccccceveerierieniieereeeeee e e 13-28
13.15.0 ACTUAIT COSES .ttt ettt sb e sttt bt e b e s b sbe e sae e et e e b e b e sheesaeenaee 13-28
13.15.2 Mortgage Increase or Detailed Review Not Requested........cccccvveeviiieeeeciiieeecciieee e, 13-29
13.15.3 COSE REVIEW ..eiiiiiieiiitteee ettt ettt e e e e sttt e e e e e e st be e e e e e e s e s abbbeeeeeeesesannnenaeeas 13-29
13.15.4 Lump Sum Construction Contract Cost Certification ........ccccccevviiiiiiiiiiiiniciee e, 13-31
13.15.5 Summary of Cost Certification Review (on Form HUD-92331) ......cccccevvvveevcieeeciieecee e, 13-31

13.16 Non-Profit Borrower’s Initial Equity INVEStMENT ......coiiiiiiiiiciee e 13-31

13.17 Determine the Borrower’s Initial INVeStMeNt........ccocviiiiiiiiiiiiie e 13-32

13.18 Section 223(f) Modified Form of Cost Certification..........ccecvveviieriir e 13-32

13.19 Special Instructions for Substantial Rehabilitation...........ccocceeiiiiiiiiiiii e, 13-33

13.20 Mortgage Reduction after Cost Certification.........coccevieciiiiiiciiii e 13-34

13.21 Increase in MOrt8age AMOUNT ....coviviiiiiiiiee ettt et e e e ettt e e e e e s s stre e e e e e e s s s sbrsaeeeesesssannseneans 13-36

13.22  Restrictions 0N MOITEAZE INCIEASES ......ueveiiiirriiiiiieeeeeeeiriiireee et e e ssrriteeeeeessssserraeeeesesssasseneees 13-37

13.23  Processing @ MOIrtEage INCIEASE ....cvuuuuiiiiieeiieiiirteee ettt e e e s ettt e e e e e s s s sbrbeeeeessssssnsreneeeas 13-37

13.24 Authorization to Reopen Mortgage Transaction .......ccccveeiiicieieieciieee et e s e e 13-39

13.25 Deferment of PrincCipal PAymMeNts.......ccccuiiiiiiiiie ettt e et e e e tte e e e svae e e s eneeeeeenes 13-39

13.26  DocumeNnt DiSTriBDULION ...coueiiiieiieeeee ettt et s e 13-40

13.27 Office of INSPECLOr GENEIAL......uoii ettt et e e e ette e e e et e e e s ebeeeeesneeeaeeans 13-40

13.28 Cost Certification INCONtESTADIlItY .....ccoecuiiiieeiiee e 13-40

13.29  POST-ClOSING ESCIOWS......uviieeieiiieeeeitieeeetteeeeetteeeeetteeesebteeesebtaeeeaasaseseassaeaeassseasassesassassenaeanes 13-41

13.30 Final Closing — INSUrance Of AVANCES .......ccoccuiieeieciiieeeciieee e et e e ettt e e e estte e e e evreeeesreseeeeneeeaeaaes 13-41
13.30.1 Amortization and Mandatory Prepayments .......ccccccvieieeeeeiecciiiiieeee e e e e 13-41
13.30.2 Confirmation of Final Loan AMOUNT .......cocueiiiiiiiiienie et s 13-43
13.30.3 Final Closing — Insurance Upon COmMPletion..........cooecuiieieciiee et 13-44

Chapter 14 LIHTC and Other Tax Credit Programs.......c..ccceeeeieiieniiiiieeiieieeeniisnenessnenssssssenesssssenens 14-1

I R ) o oo [ ¥ T o o o IO U PP STO PO PROPRRPRRPIN 14-1

14.2  LIHTC UNderwriting GUIANCE....cccciieiiieeiee e e cciitreee e et e e e e e e ettt e e e e e s e e e nbaaaeeeeeeeeennsnnnees 14-1

14.3  Historic and New Markets Tax CreditS. ... eiiiiiirieiieeee ettt st 14-3

14.4  SUDBSIAY LAYEIING REVIEW ..eeiiiiiiie ettt ettt e e ettt e e e e et e e e e tae e e e abaeeeeeabaeeeennseneeensens 14-4

14.5  Evidence of Tax Credit AllOCatioNS. ......cooueiiiiiiiiii ettt 14-4

14.6  HAP Contract Renewals for SECtion 8 PrOJECES .....ccuueiiiiiiiieeciee ettt 14-4

14.7  Application/Submission REQUIFEMENTS ........ccvieeirieiieeecie et cetee e eete e eere e ereeeeteeeebeeeenee s 14-6

14.8  Architecture and ENGINEEIING ...ccei et e e e e e e e e e e e sba e e e e e e e e e e e nnreaaees 14-6

14.9 Identities of Interest in Tax Credit TranSaCtioNS .......coceereereenienienie ettt 14-7

14.10 Mortgage Amounts, ContingenCy and ESCrOW........ceeeeeiiiiiiiiiiieeeeeeeccirte e e e e e eecrnree e e e e e e e e snneneees 14-7

14.11 Structuring of SECONAry DEDT.........ooiiiiiii e et e e bee e et e e e 14-8

MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xxi Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

I 0 TNV [o o1l YT SS 14-9
14.12.1 Treatment Of DEVEIOPET FEE .......uvii ittt et e e e et e e e s e bte e e e sbtaeeeeaes 14-9
14.12.2 Deferred Developer FEE (DDF) .....uii i iieeieieeeeeiieee e eciiee e eectee e e ette e e e evtee e e eaaeeesebaeeessseaeeennns 14-9

14.13 Tax Credit Equity Pay-In SChEAUIE ......couiiiiiiiee et e e 14-10

14.14  Definition of “Net EQUILY” ..oooi ittt sttt e st e e s sbee e e s sbeeeessbeaeessseeeassnns 14-11

14.15 Equity Bridge Loans in Tax Credit Projects.......ccciciiei ittt e s s e e 14-12

14.16 Syndicator and Investor Fees from Operations .......cccovecuveeeiicieee et ee e e sree e 14-14

14.17 Mark to Market (M2M) TranSaCtioNS ......cc.eeecveeerieeeieieerieeeceeesreesreeesseeesseeesseeessseesssseesnsessnses 14-14

14.18 Firm Commitment Additional CoNditioNS........ccovvieriiiiiiiiere e 14-14

14,19 Other IMAtterS .o ueiieeiee ettt ettt ettt s bt e sttt e s it e e st e e sbeeesabeesbteesnbeesabeeesabeesases 14-16
14.19.1 Bond-Financed Projects in NeW YOrk City .....cccccciieiiciiieiiiiiie e esieee e e ssanee s 14-17
R B A 1T o I o ) YA PP UPUP PP 14-17
14.19.3 Tax Credit Regulatory ABre€mMENTS .......ciiiciiie ittt e e e e s saaeee s 14-17
14.19.4 Tax Exempt Bonds - FHA Insured Permanent Debt...........ccvvveviiiiiiiiiiecciee e 14-17
14.19.5 Refinancing Of M2IM PrOPEItIES ...uuiieciiieieciiieeecitee e ecitee e ettt e e et e e ssiae e e s saae e e esnaaeeeenasaeee s 14-18
14.19.6 INCOME AVEIAZINE . uuiieiiiiiiieeeeeeeeeeseese e s s s e s e e s s e e snansnsnnnnnnnnnn 14-18

14.20 FHA Tax Credit Pilot Program EXPansion .......c...ecccciiiiieciiiee ettt eettee e e evte e e e enreee e 14-18

Chapter 15 Oversight of MAP Program ReqUIiremeNnts....c.ccceeueieerereenerencrennerenncrenserensserensesensersnsenes 15-1

15.1  OVersight OFf MAP LENUEIS c....uviiiicieie ettt ettt et e s et e e e e bee e s e abe e e e eabee e e s nabeeeeennees 15-1

15.2  Multifamily Counterparty Oversight Branch .........ccccoeveiiiiiiiie e 15-1
15.2.1 FUNCHIONS coiiiiiiiiiiiititc ettt saa e b e e e e e sabe e ssbae e e 15-1
(I A D o - - T o 2 0=T o Yo o £ PRSPPI 15-2
15.2.3 Timing Of MAP LENAEr REVIEWS.....cciiciiieeiciiiie ettt et e sttt e e e eite e e s sbee e e s sbteeeesseeeaenans 15-3

15.3  Authority to ISSUE MAP SANCLIONS ...cceiiiiiieeiiiiie e ccitee e cetee et e e estee e e e bee e e e sabae e e e sbee e e seabeeeeenrees 15-3
15.3.1 GENEIAL et st sttt et r e s re e s eneereens 15-3

15.4  AdMINISTrative RECOIT .....ouiiiiiiiiiieei ettt sttt ne e 15-4

15.5  SettlemMENt AGIrEEMENTS . ...cci ittt e e eee e e et e e e e st e e e e s bt e e e e baee e e abeeeeenabeeeeeenseeeeennnees 15-5

15.6 Letters of Caution, Warning Letters or SANCIONS..........eiieciiiieciiiie e e eaaeee s 15-6

15.7  Warning Letters and Targeted Enforcement MEasUIes ........ccceeeeveeeeeciiieecciieeceeeee et 15-6
T T Y o 1Y = 1Y o o T SRR 15-6
15.7.2 Targeted ENforcemMENnt IMEASUIES........uvieieiieeeeeieeeeeettee e e etteeeeette e e e etreeeeeteeeeeebteeeesseaeaeanes 15-7

15.8  IMAP Probation.....cooceiiiiieetie ettt sttt e e s e e s ar e sre e e sareesree s 15-8

15.9  IMAP SUSPENSION ..cceeieeeeieieeeeeeeeeeeeeeeeeeeeeeeerereeerereerreeeeeaeeererererereeererererererererererererrr 15-9

0 (O |V VY e T o 411 E= L o T o TP 15-9

15.11 MAP Lender ReVIEW BOard ........coocuieiiiiiiiiierieeiee sttt st e 15-10

15.12 MAP Lender Review Board: Staff Responsibilities..........cceeeeciieiieciiei e 15-12

MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xxii Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

15.13 MAP Lender Review Board: ProCEAUIES .......cocueriieiiierieenienie ettt 15-13
15.14  NOTICE Of VIOIGtION ..euvieiieiieeee ettt et 15-14
15.15  NOTICE OF ACLION ..entiiiieiee ettt sttt e bt st st ean e e te e b e sneesaee e 15-14
15.16 Appeal Conference and ProCeAUIES ........uuiiiiciiiii ittt e e e e s sree e e s sreeeeenaes 15-15
15.17 Suspension, DebArmMeENT OF LDP ........ciiiiiiiiiiiiiiee it eeiteee st e et e e s sbae e e s sbeeeessbeeeessseeeeennns 15-16
15.17.1 Parties subject to a suspension, debarment or LDP..........cccoovvciiiiiiieeieccciiiieeeee e, 15-16
15.17.2 Limited Denial of PartiCipation .......coucuiii i 15-17
15.17.3 Suspension and debarMeEnt...........ou i n 15-17
15.17.4 Procedures to refer a suspension, debarment or LDP ..........coovvvieiiiiiieieiciee e 15-17
15.18 Referral to Mortgagee Review Board 0r OlG........ccceiiieiiiiiieiiiieicieeeceiieee e e esvee e e sareee e 15-18
15.19 Other Enforcement ACTIONS ......eiiriieiiiiiiieete ettt ettt sttt et esbe e e sabeeeaes 15-18
Chapter 16 Master Leases with Market Tax Credits ........cccceceerieeiiirieeiiereeecirreeecesreneseeerenenesssenens 16-1
16.1  INErOAUCTION c.eeniiiiee ettt et ettt e s bt e s he e st e st e et e e beenbeesbeesmeesaeesaneenteens 16-1
ST - - Vol -1 o TV oo [PPSR 16-1
16.3  General Programmatic REQUIFEMENTS .....eiiiiiieeiiciiie ettt ree e s e e e 16-2
16.4  ProcCesSiNg REQUITEIMENTS ....uuiiiiiiiiiiiiiiiteeee e ettt e e e e e s siare et e e e s s s s sbtbeeeeeesssssnssssaeeeesssssssnsneeees 16-3
16.5  Cost Certification and Final ENdOrSEMENt .......ccovueiriiiiiiienieeeiee ettt 16-4
Chapter 17 Section 207: Refinancing Cooperative Housing Projects..........ccccceeeereeencirreeencinnenencennenen. 17-1
17.1  Introduction and BackGroUNd ...........ooi ittt e et e e e e 17-1
I R o oY= =Yoo = =41 o 1 L YA SRS 17-1
17.3  Program REQUITEMENTS . .....uuiiiiiiiieieeeetteeeeeeeeeereerereereererereerereerreeerererereeererer..———.—. 17-4
17.3.1 LOAN PAramMELEIS ..coiiiiiiiiiiiiee ettt ettt ettt e e s e e s et e e s sne e e e s smee e e s sneeeeenane 17-5
17.3.2 General Operating RESEIVE (GOR)......uuiieieiiiee ettt e ettt ette e e e ettr e e e e bte e e e sneeeeeeaes 17-5
17.3.3 Model Forms and CloSiNg DOCUMENTS.........uiiiieiiiieeeeiieeeceiteeeeeiteeeeeiteeeeeteeeeeeareeeesnreeeeeans 17-6
I Y o o] [ Tor- 1A oY T ad 0Tl cE1 [T USRS 17-6
T 1 =Tol o [ or- |l ad o Yo oYY [ o USSR 17-7
17.5.1 Architectural and COSt PrOCESSING.....c.uuiiiiciieeeiiciiieeecreeeeecie e e e sttt eeesreeessseeeessbaeeessseeeasnnns 17-7
17.5.2 Valuation Processing: Appraisal SCOPe-0f-WOrK.......c.ccceeveiiiiiriiiieicciiee e eecreeeeeireee e 17-8
17.5.3 ENVIrONMENTAl PrOCESSING ..uvviiiiiiiieieciiiieeeiieee e ecttee e ettt e e e str e e e s sata e e e s staeeeesaaaeesennsaeeesnnnaeeen 17-11
17.5.4 Mortgage Credit PrOCESSING ...cciciiiiieciiieeecieeeeeeiree e estte e e e stre e e e sttaee e esaraeeeesaaeeeennsreeesnasaeeean 17-11
17.5.5 Asset Management PrOCESSING ... s 17-12
17.6  LOAN ClOSING PrOCEAUIES ...cciiiiiieeicitiee ettt e e eeite e e eette e e e ette e e e ebteeeesbteeeesbtaeeesstaeessseneessasssenesnes 17-13
Chapter 18 Section 223(@)(7).....ccceeremuriieiriiiiirmmniiisisiiimesnnssssissiimessssssssissimsessssssssssssssssssnssssssssssns 18-1
= 70 R 1) o o Yo [0l T T ISP US PR 18-1
18.2  PUrpose Of SECLION 223(A)(7) veecvveerereeeiiieeiee ettt eete e ectee e e eteeeetre e sree e tbeesbeeesaaeesaraeesaeesabaeeneeas 18-1
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xxiii Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

18.3  BasSiC Program ReQUIFEMENTS......uuuiiiiiiiiiiiiiieieieretetererererereeeeeeereeereeeeeteeeaeaererere—... 18-1
18.3.1 Standard ProCesSiNG TIME .....cciccuiiieiiiiieeieiieeeeesteeeeecttee e e eteeeessbteeeeestaeeeestaeesssteeessseesassnns 18-1
18.3.2 INAPPlicable IMOItBaES ......vveee ettt ettt e e e e e e bte e e e ebae e e s ebteeeesreaeeeaans 18-2
18.3.3 MaXimMUM IMIOIEEABE ... uuiiiiiiiieeiiiiteete ettt e e e e e et r e e e e e s e s s bbeeeeeeesesanbtbeeeeeeesesannseneeens 18-2
18.3.4 MO a8 T M s 18-3
18.3.5 Mortgage INSUraNCe PremMiUmMi.... ... it iiiiiieeee e ettt e e e e e et e e e e s s s e saibereeeeeeesssnnneneeees 18-5
18.3.6 Environmental RevVieWw ReqUIrEMENTS.....cccuiiiiiiiiiie ittt ettt e e srree e s snreeeeeans 18-5
18,3, 7 F S e 18-6
18.3.8 ProjeCt NUMDEIING c..eviiiiieiiiee ettt ettt e e s s bte e e s sbte e e s sbeeeessbteeeesnteeeesnns 18-6
18.3.9 RegUIALOrY ABIrEEMENT ..ciiceiiie ettt e e s e e s st e e e st e e e e sbeeeesebteeeesrtaeeeaans 18-6
18.3.10 COSt CartifiCation .....ceeiii ittt ettt e e s bt e e st e e sabeesnteesabeeesareenas 18-6
18.3.11 Commencement Of AMOrtization.......ccociiiriiiiiiiiiiee ettt 18-7
18.3.12 Source of Funds for Prepayment Penalty COStS .......cccviiiiciiieiiiiiee et esiree e 18-7
18.3.13 Refinancing Partial Payment of Claim (PPC) Properties........ccccecvueeeeeeescieesiieeeiieesveeesneenns 18-7
18.3.14 Commitment, Regulatory Agreement and ClOSING .......ccocciieiiiiiiiiiiiiiee e e 18-8

e S S o Yo =11 oY =S PPPPPRE 18-8
R T T o oY =T Y F= Y V2] USSRt 18-8
18.4.2 Verification of Existing BOrrower DEDT...........coccuiiiieiiiii e e 18-11
18.4.3 CINA ReQUITEMENT ... e s e snan 18-12
1844 St VISIES .eerueeetietietiesite ettt ettt b e sttt st e b e bt e bt e she e eat e et e e be e beesaeesane e 18-12
18.4.5 Section 202 Mortgage REfiNanCiNg .......cccocviiiieciiii et 18-12
18.4.6 Ownership and Property Management Changes........c.eeeecuveeeeciieeeeciieeeecieeeeeereeeeeeveee e 18-13

18.5  Application Requirements ChecKlist...........coucuiiiiieiiiie et eare e 18-13

Chapter 19 CloSing GUIE.......cciiiuiiiiiieiiiiiiiiiitnierreneiereenssiessenssissssnsssssssnssssssnnsssssensssssssnssssssaness 19-1

Part I: Introduction and ProCedures............coouiriimmeueiiiiiiiiiiineeiiiiiernerescss s eseaaaaes 19-1

19.1  General Loan CloSING PrOCEAUIES ......cccccuiieiieiiee e ceiiee e ceitee e eetee e e svte e e e eaee e e e eabae e s esabaee s ssaseeeesnnsees 19-1
19.1.1 APPHCADITITY oo s s 19-1
19.1.2 Closing Document Review and ProCeAUIES..........uiiiiiieiiiicieee ettt e e e e 19-2
19.1.3 ClOSING AITANZEMENTS ..eiiiiciiieeiecieeeeciie e e eete e e eette e e e etteeeesbaeeessbteeessstaeeesseeeesasteeessasseeassnns 19-6
19.1.4 Post-Closing Handling of Closing DOCKELS .......cccuviiiiiiiiii et 19-9

19.2  Initial Loan Closing Procedures for New Construction and Substantial Rehabilitation.............. 19-9
19.2.1 |Initial ENAOrsement ACTIVITIES .....c.eevvieiiieiieiierte ettt 19-9
19.2.2 Prevailing Wage Rates & Davis-Bacon Labor Standards ........cccccvevvviieeenicieeecciieee e, 19-10
19.2.3 Early Start of CONSTIUCTION ...eiiiieiiie e e e ear e e e raaee s 19-11
19.2.4 Lender’s Loan Assignment between Initial and Final Endorsement .........ccccceeveivveeecnnneenn. 19-12

MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xxiv Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

19.3  Final Loan Closing Procedures for New Construction and Substantial Rehabilitation ............. 19-14
e T N R S T |l Y- T [ 1Y [ V=4S 19-14
19.3.2 FiNal ENOISEMENT....ciiuiiiiiieiieteeeert ettt et b e st sttt e b e s sane e 19-15
19.3.3 FINAl AQVANCE «.eeiiiiieeiiee ettt ettt et st sab e e st e s bt e e s b e e e sneeesabeesabeeesareesaneens 19-17
19.3.4 Final Closings When DiSPULES AFISE ....uviiiicuiieiiiiiieeieiiieeeeciieeessreeeessereeesssneeessnsaeessssseeees 19-17
19.3.5 Workout Restructuring and INterim CIOSING .....cuveeiieiiiiiiiiiieeeciiee e 19-20

Part Il: Closing Documents and Program-Specific Requirements ........cccceeeeireeeeccrirennccrneennsesneennnens 19-22

19.4 Document and Diligence REQUIFEMENTS ......ccuvieeieiiiiee et ettt e et e e et e e e eree e e s snreeeeeaes 19-22
19.4.1 General Requirements for ClosSing DOCUMENTS ......ccccviiiieiiieieeiiiee e aaee e 19-22
19.4.2 SeCUNITY INSTIUMENT .. .. s 19-26
19.4.3 UCC-1 FINaNCiNg StatemeNts . .. cieieieicecerie e s 19-28
D S o o T o T Yo N 1\ [ = 19-29
19.4.5 RegUIATONY ABIrEEMENT ..cccueiiie ettt e et e e et e e e et e e e e e aba e e e e aaaeeeensaeeeennnreeenn 19-30
19.4.6 Borrower Entity’s Organizational DOCUMENTS.......ccovciiiiiiiiiieecciree e 19-32
19.4.7 Title, Escrow, and SUrvey REQUIFEMENTS.......ccoiciiieiiiiiiececiiee e esiree e erree e ssrre e e esere e e esaaeee s 19-33
19.4.8 Opinion of BOrrOWEr'S COUNSEL ....cciiicuiiieiiciiiiiecciiie s scitee e sttt e s esvre e e ssvre e e s saae e s ssnsaeeesnnaeee s 19-42
S IR Y YoleTq Ve =T AVl =i T T=1 o ol o - U ST 19-43
RS R (0 )= ToT oo B AT o ¥ [ o [ol Yo Il o ¢ o=t £ USRI 19-49
19.4.11 Low-Income Housing Tax Credit (LIHTC) Financed Projects.........ccceeeeeevveescieeeseveescveeennen, 19-51
19.4.12 ESCIOW A M ENES . s e 19-56
19.4.13 Additional CloSiNg REQUIFEMENTS .......uuiiiieiiiieeciiie ettt e e e sare e s e sar e e e esnaeee s 19-57

19.5  Additional Requirements for Insurance of AdVanCesS .........ccoccvviiieciieeicciiee e 19-61
19.5.1 BuUilding LOGN AGIrEEMENT ....uiiiiiiiiie ittt etree e etree et e e et e e e sata e e e e sara e e e e saaaeeeennareeeesnnaeeen 19-61
19.5.2 Project COmMPIetion FUNGAS .....ccocciiiiiiiiie ettt et e et e s s e e e e aaeee s 19-61
19.5.3 Disbursement AGrEEMENT .....ciiiiiiii ettt e e et e e et e e e s aae e e esnaaeeeennnaeee s 19-62
19.5.4 Owner-Architect Agreement — New Construction/Substantial Rehabilitation.................. 19-62
19.5.5 Construction Contract — New Construction/Substantial Rehabilitation ........ccccccovveeuveneee.. 19-63
19.5.6 Assurance of Completion and Related ReqUIrements ..........cecccveeeeeciieeeeciiee e e 19-65
19.5.7 Building Components Stored Off-Site .......ccceeieciiiiiieiiiie e e 19-67
19.5.8 Lender’s Certificate for New Construction or Substantial Rehabilitation............cc.ccc........ 19-68
19.5.9 Final Closing Documents — General ReqQUIrements.......ccccceeeeecciiviieee e cccciieeee e 19-68
19.5.10 When On-Site Facilities Are INCOMPIete........oovvviei i 19-72
19.5.11 When Off-Site Facilities Are INCOMPIETLE .......cccccuviiiieiiiie e e 19-74

19.6  Requirements for Acquisition/Refinance and Other FHA Insurance Programs.........c...c......... 19-74
19.6.1  223(f) LO@NS ceeiiiiiiiieceiiiee ettt e ettt e e ettt e e et e e e e tte e e e e abaee e e ataeeaessaaeeeassaeeaeassaeseeansbeeeeannaeeann 19-74
19.6.2  223(@)(7) LOBNS .uutiiieiiiee ettt ettt ee ettt e e ettt e e ettt e e e et e e e e e abe e e e e abaee e e abaeeeeantaeeeeanreeeeanraeann 19-78

MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xxv Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

19.6.3 Section 241(a) SUPPIEMENTAl LOGNS .....ciiiiiiiiiiecciiee ettt e e aaeee s 19-79
19.6.4 Section 213 Cooperative HOUSING LOANS ...uuuuuiiiiiiiiiiiiiiricics s s 19-81
19.6.5 Insurance Upon Completion Loans for New Construction and Substantial
RENADITEATION ...ttt et s 19-81
Part lll: Sample Language, Certifications, and Riders ........cccceeecerierncirieiccerneencccreennsereennnenees 19-84
19.7  HUD-Required Provisions for Borrower’s Organizational Documents ..........cccceevvcveeeircveeenns 19-84
19.8  Rider to Security Instrument — LIHTC ProjectsS.......cccviieciiieieiiiee it sereee s e e seeee e 19-87
19.9  Rider to Regulatory Agreement for Residual Receipts Requirements........cccccceeevvcieeeircveennnns 19-89
19.10 Survey Affidavit Of NO Change .....cccuviiiiiiiiie e e e s s e e s sreeeeeeaes 19-91
19.11 Certification of Architectural/ENgIiNEering FEES .....ccevieviieiiieirieteecteectee st ere ettt 19-93
19.12 Building Code VerifiCation .......cciiiciiieiiiiiee sttt e st e s e e s sbee e e s sbeeeaeeaes 19-95
RS T R T o o1 o= ] i =] OO PP PUPPPPPRP 19-96
19.14 Third Party Obligee Certification ........coccuiii i e e 19-97
19.15 HUD [Rider / Amendment] To Restrictive COVENANTS........cccvrevvieereeeereeeetee e e ereeeenree e 19-99
19.16 Equity Bridge Loan Rider — LIHTC ProjECES....ccuiiiiiciiieeccieie sttt e e e e senee s 19-103
19.17 Section 213 Cooperative Program Rider to Regulatory Agreement for Multifamily
o o1 £ OO PTPPPUPPPPPPPP PP 19-106
Appendix 2 Quality Control Plans and Identity of Interest ........cccoiieeeiiiiieiiiiieeiccereeecce e e enenes A2-1
A.2.1 Lender Quality Control Plans and Identity of Interest Examples.........ccccceeeecieeeeciieeeecciiee e, A2-1
A.2.1.1 Lender Quality Control Plan GUIdEIINES .......ccccuvieiieiiie ettt et A2-1
A.2.2  Identity Of INTErest EXAMPIES...ccccuiii ittt et e et e e et e e e e atee e s e eabaee e enres A2-24
A.2.2.1 MAP Lender’s and BOIrTOWEI'S TEAM .. .cccuuiiuiiiiieieeieeniee sttt eeeeste e et e sieesaeesaeesbeesbeesbeesaeas A2-24
A.2.3 MAP Lender Representation and Warranty .......ccccceeeeeciiiiieeee e ccciiieee e eeccvtnee e e e e e A2-26
A.2.3.1 Instructions for Representations when the Lender and Syndicator are Affiliated ............ A2-26
Appendix 3 Program Specifications and Limitations .........cccceeviunniiiiiiiiiciiienniiccniicinnnnnnie, A3-1
A.3.1 Specifications and Limitations by Program.......ccccueeeiiiiiiiiiiiee et A3-1
A.3.1.1 New Construction/Substantial Rehabilitation.......cccueeeeeeeiiiiiiieeieeeee e eeeeaeeeeeee e A3-1
A.3.1.2 RefiNanCe/ACGUISITIONS. ......coueiiereeeciee ettt ettt et ete e et e et e e et e e e be e e taeestaeeebeeesareeennes A3-3
A.3.2  Developer FEES DY PrOSram ... ..ottt e ettt e et e e e et ee e e e abe e e e e nbaeaeentaeeeennnes A3-6
A.3.2.1 Section 223(F) PrOZIam......uccccceiee ettt ettt ettt e et e e e e et e e e e eabae e e e eataeeeeeabaeaeeenbaeeeennsees A3-6
A.3.2.2 New Construction/Substantial Rehabilitation Programs .........ccoeeeveeeecreeecveeeceeceeee e A3-7
A.3.3 Sample Senior Housing Waiver Certification FOrM.......c..cccoiiiiiieeiiiie ettt A3-9
A.3.4  Senior’'s Housing: DefinitioNS ........c..eiiiiiiii ittt e et e e e e eabae e e e A3-11
A.3.5 Details Required in Relocation PIaNns .........cocuiiiiiiiii ettt e e e e A3-11
A.3.5.1 Qualifications of Relocation CoONSUIANT........cccueiiiiiiiiiiie et A3-11
A.3.5.2 RelOCAtION PIANS ...oeiiiiieiee ettt ne e sre e sare e A3-12
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xxvi Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

A.3.5.3 Resident Relocation BUdget and ESCrOW......ccccuuieeiiciiieiiiiieeeceiee e et e e evte e e e evree e s enanee e A3-13
A.3.5.4 Resident Relocation — Implementation & Reporting .........ccceecvveeieiiieeiccieee e A3-14
A.3.6 Tenant Relocation Escrow Agreement (guide form) ......cccoecveeiieiiiii e A3-14
A.3.7 Opportunity Zone Map LOCAtIONS .......uiiiiiiiiiiiiieiee ettt e e e e e e e s e aneaeeeas A3-18
A.3.8 Affordable & Green MIP Rate Cat@gOriES ......uuiiiiiieiiiiiiieeicitee ettt sree e s e e e A3-18
F T T R CT=1 o T T - | OO ST OORPPPOTOUPRRPPTTOPRIOt A3-18
A.3.8.2 Broadly Affordable HOUSING ......ueiiiiiiiie ittt sttt e e st e e s svae e e s sraeeeeeans A3-18
A.3.8.3 Affordable HOUSING.....cciiiciiiii ittt e e s st e e s sbee e e s sbeeeessnaaeeesans A3-19
A.3.8.4 Green and Energy Efficient HOUSING.......ccviiiiiiiiiiiiiiic et A3-20
A.3.8.5 Calculating Upfront or Capitalized MIP ........coccuiiiiiiiiiee e A3-20
A.3.8.6 Documentation REQUIFEMENTS ....ccciiiiiiiiiiiiiiee ettt eirree e e e s e re e e e e s s s iareeeeeeeeeas A3-21
A.3.8.7 Other CONSIAEIAtiONS ...cc..eiiiiiieiiieiiie ettt ettt et e st e e b e e sbee e sabeesbeesnbeesabeeesareenas A3-21
Appendix 4 Application Processing DOCUMENTS .......cccuuciieeeeiiieenniiereneniiereeaseienennseserenasssssenssesssennnns A4-1
A.4.1 General Application SUbmMIisSION INSTFUCLIONS ...cccuvveiiiiiiiiecciie e Ad-1
A.4.1.1 Application SUbMISSION INSEIUCLIONS ..cccicviiieiiiiie e Ad-1
A.4.1.2 Application Exhibit CheCKIiStS........ccciiiiiiiiie e Ad-1
A.4.1.3 Concept Meeting CheCKIiStS .......uiiiiiiiiiiiiiec e e A4-2
A.4.2  Section 223(f) Refinance/Acquisition Checklists .........ccouiiiiieiieiiecie e A4-2
A4.2.1 CONCEPT IMEETINGS ..evviiiieiiiieiiiiteee ettt ettt e e e e e s sttt e e e e e s s sssbtbteaeeeesssasssbeaaeeeesnns A4-2
F N A A [ 0 (A ] ] o= Y o o [PPSR PPR A4-3
A.4.3  Section 223(a)(7) Refinance CheCKIISTS.......cccuveiiiiiireieecireee ettt arees A4-7
A4.3.1 CONCEPT IMEEBTINGS .eevvvieiiiiiiiiiiiiteee et esrre e e e e e s s bb e e e e e e s s sssbbbeaaeeeesssssssrseaeeeessnns A4-7
N T A 1 0 A ] ] o= Y o o [ PSR PR A4-7
A.4.4 Sections 221(d)(4), 220, 231, and 241(a) CheckIiStS ......cecerererrenenierieneeeese e A4-8
AL.4.1 CONCEPT IMEEBTINGS ..evviiiiiiiiiiiiiiiteee ettt e e e e e s st a e e e e e s s ssbbbeaaeeeessssssssseaaeeessnas A4-8
Y By A R 1Y o o] [ Tt 1 4 o o -SSR A4-9
N B R T (AN o] o] LTor=Y o o Ly SRRt A4-13
A4.5  Sample MAP INVITAtioN LETLEN ...cccviii ittt et e et e e e te e e e e bee e s e earaee e enres A4-17
A4.6  Firm Commitment TEMPIAtES ...cccviii it e et e e et e e e e atae e e eeabeee e enres A4-19
A.4.7 FHA Project Number and FEES 0N Pay.gOV .......uuuiiiiiiiieciiiieee ettt evtree e e e e e A4-19
A.4.7.1 Requesting an FHA Project NUMDEN .........ueiiii ittt e e e e e e e A4-19
A.4.7.2 Paying Multifamily FEES 0N PaY. GOV .....cccciiiiiiiiee ettt ettt e e e itee e e enra e e A4-22
Appendix 5 Architectural and Construction ANalysis .......cccceeerreeeiiiineiiinieeiieneneiierenesierenessessenenes A5-1
A.5.1 Property Standards and SUIVEY Criteria ......ccueeeeiiieieeiiie ettt e e ree e e ebae e e e A5-1
A.5.1.1 Minimum Property Standards (HUD Handbook 4910.1).........ccccceeevireecreiecieeciee e A5-1
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xxvii Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

A.5.1.2 Commercial Use and Daycare Facilities........cccoueeiiiiieiiciie et A5-1
ALS.L.3 EQUIPIMENT .ottt aan A5-2
A.5.1.4 INeligible EQUIPMENT....cci it e rre e et e e e eatae e e e rabee e e e araeeeennnees A5-2
AL5.15 A CONAITIONING..eiiiiiiiii ittt e e et e e e s st e e e st e e e ssabeeesesabeeeeesaseeeessnsees A5-3
AL5.1.6 Water @N0 SEWE ... eeiiiii ettt et e e e st e e st e e e et e e e e ebee e e e nabee e e e nreeeeenarees A5-3
A.5.1.7 Duplicate Water and SEWErage SYSTEMS. ....cccccuiiiiiiiiieiiiiee e critee e eeee e eree e s rree e e sree e e e A5-3
A.5.1.8 Individual Septic or SEWErage SYSTEMS ......cciivciiiiiiiiiie et svee e e A5-3
A.5.1.9 Privately Owned Offsite Water and Sewerage Systems.......coccveviiviierieicieeeesieee e sreee e A5-4
A.5.1.10 SUbSUIrface EXPlOration ........ccceeiiiiciieii ettt s eree e e e s e nbee e e e A5-4
A.5.1.11 ALTA Survey General Requirements (see Chapter 19) ......cccceeveeeviiecciieecie e A5-4
A.5.2  Accessibility for Persons with Disabilities ........cciivcuiiiiiiiiiiiciec e A5-5
A.5.2.1 Statutory REQUINTEMENTS c.iiiiiiiiiieiee ettt sttt e e e e e s s st be e e e e e e s s ssasnbeaeeeeesnns A5-5
A.5.2.2 Implementing and Applying Accessibility Requirements........cccceeeeiieeiiccieeeecciee e A5-8
A.5.2.3 Summary of Fair Housing Act REQUIrEMENTS .....cccovuiiiiiiiiiei e A5-9
A.5.2.4 Section 504 Requirements for Assisted HOUSING ....c..ceevvuiiiiiiiiiiiiiieee e eeeee e A5-12
A.5.2.5 The Americans with Disabilities ACt (ADA) ......c.ueeeieiieeeeecieee et eecre e e et e e e erte e e e ereeeeeeans A5-15
A.5.2.6 Accessibility and Features of Adaptive DESIZN ......cccuveiieciiiieieciiee et A5-17
A.5.3 Seismic Resistance and Fire ProteCtioN .......ccceeceeiiieiriee it cieesee e e eiee e seeesee e s saeeeeveeeeae s A5-18
A.5.3.1 Seismic Resistance Standards for Existing Buildings ............coccvveeiiiiiii e A5-18
A.5.4 Construction/Architectural Documents for Firm COmMmMItMent ....cccvveeeeeeiiveeeieeeeee e eeeeeeeeeees A5-21
A.5.4.1 Required Exhibits for New CONStrUCTION ......ccccuviiiieiiiieecciieee ettt e e etve e e eiree e e A5-21
A.5.4.2 Required Exhibits for Substantial Rehabilitation...........ccoeereeiiiiicciee e A5-22
A.5.4.3 Required Exhibits for Refinance or ACQUISItION ..........ceeeeciiiiiieciiie e A5-24
A.5.5 Firm Commitment Drawings and Specifications..........ccceeeecieeieciiee e A5-25
A.5.5.1 New Construction and Substantial Rehabilitation .........cccceevveevviiiciieice e, A5-25
A.5.6 HUD Architectural Review Report FOrmMat.......ccccueiiiiiiii ettt e A5-32
A.5.6.1 Pre-Application EXNIDITS .......ccccviiiieiiie et A5-32
A.5.6.2 Lender’s Architectural Analyst’s Report for Firm Exhibits ..........cccccovviiiiiiiiicciiiiiees A5-34
A.5.7  Capital NEeds ASSESSIMENTS...cciiiiiiiiiiirieeeeeeeeiiitreeeeeeeeesiirrreeeeeeesessarareeeeeeesessssrssasesesesessssrsssenes A5-41
A.5.7.1 What is a Capital Needs ASSESSMENT?........ccciviiiieiiiiieeecieee et e e sitr e e e srte e e e svereessraaeeeeans A5-41
A.5.7.2 When CNAS are REQUITE ......cccuviiiiiiiie ittt ettt e e ete e e e site e e e svaeeeesbaaeesensaaaeeanns A5-42
A.5.7.3 Guidance for Key Values on CNA e-TOOL ENFI€S ......eevevcuiieeieiiieeeeiieeeecciieeeeevveeeeevanee e A5-43
A.5.7.4 Lender Review of Capital Needs ASSESSMENTS .......cccuveiiiiiieeeiiiiee e eeree et e e evaee e A5-49
A.5.7.5 Documents for Firm COmMMItMENT .....ccueiriiiiiiiiiicete ettt sbe e sare e A5-54
A.5.8 Design Professional Certifications ........ccccoiiciiiiiciie e A5-55
A.5.8.1 Certification for New Construction and Substantial Rehabilitation.........cccccooeveerieiinienns A5-55
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xxviii Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

A.5.8.2 Project Architect’s Certification for RefinancCing.........cccecuvveeieciiiiicciiie e A5-57
A.5.8.3 Certificate of Professional Liability INSUFANCe .........cueeieeiiiiiiciiec e A5-59
A.5.9 HUD Cost Reviewer Reports FOrmat......cccciiiiiiiiii e, A5-60
A.5.9.1 Cost Review Report for Pre-Application......occueeiiecieeiinciiee e eeee e A5-60
A.5.9.2 Cost Review for Firm Application .........cocciiiiiiiiiii it e e A5-62
A.5.10 Costs Not Attributable for New ConStruCtion.........ccceeiieerieeeiiiee it A5-64
A.5.10.1 Cost Not Attributable for New Construction ..........ccceevieiriiiiiieeniieeniee e A5-64
A.5.10.2 Example: Calculating Cost Not Attributable--New Construction.........cccceevvcveeeircneeennnns A5-66
A.5.11 Costs Not Attributable for Existing Properties........cccoecuveviieieiiiiciei e A5-69
A.5.11.1 Instructions for Cost Not Attributable for Existing Properties ........ccccceevveeeircieeeiicvneennnns A5-69
A.5.11.2 Example of Calculating Cost Not Attributable for Substantial Rehabilitation and
RIS e anannn A5-71
A.5.12 223(f) Repairs and Alterations Cost WOrksheet ..........ccceeeeevieeiiciiee e A5-75
Appendix 6 Energy Modeling and Water Conservation.......cccccceeeeeeeeeeieieieeeeeneeeieeeeeeeeeieeeeeeeeeeeeeeeee A6-1
Appendix 7 Valuation ProCeSSING.....ccucciiieeuiiriemuiereenneereennsiereensssereensssessenssssssnssssssennssssssnnsssssennnns A7-1
A.7.1 HUD Review Appraiser SCOPE Of WOIK .....coccuiiiiiiiiie ettt A7-1
AT L L PUIDOSE. e an A7-1
A.7.1.2 USPAP BACKEIOUNG .....ccciiiiiiiiiiiiee ettt esitee e seitee s estte e e s stee e e s ebee e s ssabeeeessnbaeesesnbeeesennseeeessnsees A7-1
A.7.1.3 Applicability of USPAP t0 HUD/FHA ......ccviiieeteectee ettt ettt et veeve e te et vesaveebeebeens A7-2
A.7.1.4 USPAP STaNCards .....cooeeiiiiiiiiienieesieeste ettt sttt e st e r e sneeeneene e A7-4
AL7.1.5 CONCIUSION 1.ttt sttt et et s e s ae e s st e r e b e s neesreesaneeaneens A7-5
A.7.2 HUD Review of Appraisal and Market STUAY .......ccceiieiiiiiiiiiiee e A7-5
A.7.2.1 Technical Review of Multifamily Accelerated Processing.......ccccceeevveiieiciieeeeccieeeeeciee e A7-5
Appendix 8 Mortgage Credit REQUIremMEeNts .......ccccieeiiiieiiieiiitiiiiieieesiienirensierensereesesssssssassssnsssses A8-1
A.8.1 Required Loan Application DOCUMENLS ....ccccuiiiiiiiiiieeciiee ettt ree e e e e e e e s vae e e A8-1
A.8.2 How to Analyze Financial StatemeNnts.......ccccuuiiiiiiiiie e A8-4
A.8.3  Prior Credit APProVaAl ......uei ettt e e e st e e e st e e e st e e e s aba e e e e b aeeeenarees A8-6
A.8.3.1 Determination .....cccciiiiiiiiiiiiiiii e s A8-6
A.8.3.2 Lender’s Analysis and SCOPE Of REVIEW ......cccicuiiiiiiiiiiicciiie ettt A8-6
A.8.3.3 Signatures for Prior Approval DECISIONS ......cccccuvieiiciiieecciiee e ccree e eeree e eere e e sree e s e evaee e eeaees A8-7
A.8.3.4 Maximum Insured Balance Limit.......coccooiieiieiieienieneeeeeeesee e A8-7
AL8.3.5 SUDMISSION...cuiiiiiiiieite ittt sttt e et e st st st b e r e reesreeeaeeereens A8-7
A.8.3.6 Authority, Conditions and Duration of Prior Approval........ccccceeeeeeiiieicciiee e A8-8
A.8.3.7 Process for Prior APProVal.......ueeicciieiiiciie ettt rre e e ebae e e A8-8
AL8B.3.8 DECISION ...eviiiiiiiiiiiiiiii it A8-9
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xxix Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

A.8.3.9 Project Applications after Prior APProval........cceeoeieeieciei et A8-9
A.8.3.10 Prior Approval and Loan Committee ACLIONS .....ccccvveeieiiieee ittt e e A8-10
A.8.3.11 Lender Fees for Prior APProval..........ccicieie ettt ettt e e e evte e e e vae e e s eraeeeeeaes A8-10
A.8.3.12 Lender Appeals of Prior Approval DECISIONS........cccviiiiiciiiee it eriieeeseriee e e e svaeee e A8-11
A.8.3.13 Detailed Guidance for Exhibits and ANalYsis .......cccvueeiiriiiiiiiciieecciee e A8-11
A.8.4 Mortgage Credit Underwriting Documentation MatriX.......ccccceveeeeriiiiieeecniiee e csiiee e A8-15
A.8.4.1 Mortgage Credit Underwriting Documentation Matrix Legend ........cccocvvveeivcieeeiiciiennnnns A8-18
A.8.5 Payoff Letter for EXiSting MOrtage .....cuuviiiiiiie ittt sree e s A8-18
A.8.6 Subordination, Non-Disturbance and Attornment Agreements ........ccccceeeeeecciiveeeeeeeeeeccvvnneen. A8-19
A.8.6.1 Purpose and APPlicability.......ccueeiieoiiiiiiiiie e e A8-19
N ST A - - T <4 o 18 o 1 UPSPPPRRNE A8-20
A8.6.3 IMPIEMENTATION...cii it et e st e e st e e e e s ate e e s erraeeeean A8-20
N SRR A Y o o] 01V | PSPPI A8-21
A.8.7 Financial & Performance Metrics for Concentrated Risk REO Schedules..........cccceeevvvveeennen. A8-26
A.8.8 Addendum: Identification and Certification of Limited Liability Investor Entities (ILLC).......... A8-27
Appendix 9 ENVironmental ANalySiS....ccciveiiieiiieeierenniieeereneeteniereererenssrensersnsseressessssessnsessnsessnssenes A9-1
A.9.1 Baseline Pipeline Impact Radius Tables.......cc.uuiiiiiiiiiiiiieecceec e A9-1
A.9.1.1 High-Pressure Pipelines Transferring Flammable and Combustible Liquids........................ A9-1
A.9.1.2 High-Pressure Pipelines Transferring Flammable and Combustible Gases
(Thermal RAIAtioN)....ccci et et e e ee e e et e e e e eabe e e e eeabaee e e nbaeeeeenres A9-3
A.9.1.3 High-Pressure Pipelines Transferring Flammable and Combustible Gases (Blast
(0117 4 o =T U] ¢ TR RS S A9-7
A.9.2  Section 106 Delegation IMEMO ........ciiiiiiieiiiiiie et ettt e e st e e e st ee e e s e e e e s eabee e e snbaeeeensees A9-9
Appendix 12 Construction Period.............ceeeeeeeiiiiiiiiiimieiiiiiiiiiiierrec s Al2-1
A.12.1 APProval Of AQVANCES ....coviiiuiiiieieee ettt ettt sttt e bt e sbe e sat e st e sbeesbeesbeesneas Al12-1
A.12.1.1 APProVING AGQVANCES ..oceeeeieiiieeeee e e e eccttteeee e e e e e sttrre e e e e s esesabaaeeeeeeesssasttaeaeaeessannsssennaeasaen Al2-1
I A N ol o1 1 =Y Y= SRS Al12-2
A.12.1.3 Interim INSUrance Of AQVANCES .......ciiviiieii ittt e etee e see e e svee e ste e sae e s rsteesveeesseeenns A12-3
A.12.1.4 Allocation of Cash Available to the BOrrOWET.........cccueeviiiiiiieriieeeiieniee et Al2-6
A.12.1.5 Restricted Excess Mortgage ProCeEAS........ccccviiiiicieeeicieeeecieee ettt e e e sae e e snrn e e Al12-7
A.12.1.6 MAP Lender Duties for Processing Form HUD-92403 ..........cccoeiiviiieeeeiieeeeccieeeeeiieee e Al12-7
A.12.1.7 Certificate of MOrtgage INSUMANCE......ccccuiiiiiiiiiee ettt e e re e e e evae e e s ebaaeeeeaes Al12-8
A.12.1.8 HUD Monitoring of INterim DIaws........ccueiiiiciiieeiiiieeeecieeeeecteeeestree e e evteeeesvaeeesevaaaeeeans A12-8
A.12.2 Contractor’'s Monthly REQUISITION.........ueiiiiiiie et Al12-8
A.12.3 Components Stored OFffSIte .....ciciciiiiiiciiie e eare e e A12-10
A.12.3.1 Eligible BUilding COMPONENTS ....ccccuiiiiiiiiiieeciiee e cciree e ectiree e estae e e esire e e e saereeessatseeessanaeeeas A12-10
MAP Guide, March 2021 Table of Contents Bookmarked Version

Go to beginning of Table of Contents Page xxx Go to Acronym and Abbreviation List, Glossary, Index



To return to this page after clicking a link, press ALT + Back Arrow
Table of Contents
Go to Table of Contents

A.12.3.2 Basic Requirements for Insured AdVanCeS ..........cccuveieeiiiieeeciieee e ecivee e cvree e saaeee s A12-10
A.12.3.3 MAP Lender’'s ReSPONSIbilities.....cccuiiiieciiie et A12-10
A.12.3.4 General Contractors’ Responsibilities.........cccccueieeiiiiiieiiiiiecciee e A12-11
A.12.3.5 CoNntractor's REQUISITION ....ciiicuiiiiiiiiie ittt e s esaee e e s saree e s ssnbaeeesnanaeae s Al12-11
YA R S @ 1 = @] o 4 8 ot o TSR Al12-11
A.12.4 Amendment to the Construction Contract for Payment for Components Stored
(0] 31 =TSP UPTTTPR Al12-12
A.12.5 Projects Experiencing Difficulties Before Final ClOSING........ccceeieciiieieciiee e Al12-14
N T8 B =T o 1= | LR PPPT PP Al2-14
A.12.5.2 Problems Leading to Defaull ........cccuuiiieiiie ittt e Al12-14
A.12.5.3 Defaults DUriNg CONSTIUCTION ....ccecuiiiiiciiiie ettt et e e e e e ae e e e eaaeeean A12-15
A.12.5.4 Remedies to CUre DefauUlts ......ciicii ittt s ee e s e s Al12-16
ALL2.5.5 REPOITING wuvvvviiiiiiiiiiitii s nnnnannnn A12-19
N T S e =Tl [0 1YW =IO ST A12-19
N T A O =T oY = = oSSR A12-19
Appendix 13 Cost Certification......cccccieiiieeiiiiiiiiieiereiereerereaeerneeressereaserenserensssrnsessnssesansssensessnsnes A13-1
A.13.1 Agreement Authorizing Reopening of Mortgage Transaction...........cccceeeeeiieeeecciieeecccviee e Al13-1
A.13.2 Agreement Authorizing Deferment of Principal Payments for Level Annuity Monthly
o 170 0 1T o L PP PP PP PPPPPPPPPPPPPPPPPRS Al13-2
Appendix 15 Lender Compliance, Loan Underwriting and Application Processing Deficiency
LI )1 Co T Lo 11 4 1Y/ N Al15-1
A.15.1 Background and PUIPOSE .......ceiiiiiiiii ittt ceiiee e cetee e eette e e etee e e e eaae e s e sabee e e e snbee e e enbaeessnnbaeeesnnsees Al15-1
A.15.2 MAP Lender COMPIIANCe....cuuiiiiiiiee e cciiee ettt et e e e eee e e e etee e s e sabee e e esnbee e e eenbeeessnnsaeeesarees Al15-1
A.15.3 Loan Underwriting or Application Processing Deficiencies ........cccccveveieiiicciiee e, A15-3
Appendix 16 Organizational Chart for Lease Structure......cc.cceeeeeucireeeniereeenieeneeancesneneneceseneseesnennns Al6-1
A.16.1 Sample Master Lease OWNErship STIUCTUIE .......ccuvieiiiiiie ettt e e e e e e Al6-1

Acronym and Abbreviations List
Glossary

Index

MAP Guide, March 2021 Table of Contents Bookmarked Version
Go to beginning of Table of Contents Page xxxi Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 1 Introduction
Go to Table of Contents 1.1 Multifamily Accelerated Processing Guide

Chapter1 Introduction

1.1 Multifamily Accelerated Processing Guide

A. Multifamily Accelerated Processing (MAP) is designed to establish uniform national standards for
approved Lenders to prepare, process and submit loan applications for Federal Housing Administration
(FHA) multifamily mortgage insurance. The MAP Guide provides - in one volume with appendices -
guidance for HUD staff, Lenders, third party consultants, Borrowers, and other industry participants.
Topics include mortgage insurance program descriptions, Borrower and Lender eligibility requirements,
application requirements, underwriting standards for all technical disciplines and construction loan
administration requirements. The MAP Guide applies only to FHA multifamily mortgage insurance
programs. Except to the extent Lender monitoring or enforcement activities overlap, Section 232 and
other programs administered by the Office of Healthcare Programs are not addressed by the MAP Guide.

B. The Guide has been updated to reflect various organizational, policy and processing changes
implemented since the last edition was published in 2016. Examples include electronic submission of
data in a standardized format, the consolidation of HUD Field Offices to Regional Centers and Satellite
Offices, workload sharing, “risk-based” underwriting, instructions for underwriting energy conservation
measures and savings, and updates to architecture, cost and construction administration procedures
including data entry for the CNA e-Tool.

C. Statutory authority for the implementation of MAP is contained in the basic insuring authority for each
of the programs covered in the MAP Guide, e.g. National Housing Act, 12 U.S.C. §§ 220, 221(d)(4), 231,
241(a), 223(a)(7), and 223(f). Additionally, Section 211 of the National Housing Act and Section 7(d) of
the Department of HUD Act authorize the Secretary to make such rules and regulations as may be
necessary to carry out the provisions of the National Housing Act. The FHA requirements listed in HUD
regulations covering each MAP eligible program are included and more fully explained in this MAP Guide.

1.2  Purposes of MAP

A. The goal of MAP is to provide a consistent, expedited mortgage insurance application process at each
HUD Multifamily Regional Center or Satellite Office. HUD no longer accepts new applications for the
covered programs, either for Pre-application review or for Firm Commitment review, under local “fast-
track” processing. All MAP eligible projects must be submitted using MAP processing unless a waiver is
granted to process under Traditional Application Processing (TAP). Such waiver approval authority is
retained by HUD Headquarters’ Director of Multifamily Production.

B. Review of applications for TAP processing require more work and responsibility by HUD staff, and
accordingly, a higher application fee may be charged. Projects not eligible for MAP, and which may be
submitted under TAP, are:

1. Applications submitted by FHA approved multifamily Lenders who are not approved to submit MAP
applications,
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2. Applications where there is an identity of interest between the Lender and the Borrower or affiliates
of either, or

3. Applications for mortgage insurance under Programs or Sections of the Act not covered by MAP (e.g.,
Cooperatives under Section 213).

C. Some MAP approved Lenders (MAP Lenders) only originate loans and do not close or service them.
After obtaining a Firm Commitment for mortgage insurance under MAP, the originating Lender may sell
or transfer the Firm Commitment to another MAP Lender, so long as the MAP Lender closing the loan does
not have an identity of interest with the Borrower on the loan. The second MAP Lender will close the loan,
oversee the construction loan administration, if applicable, and service the loan in accordance with HUD
requirements. At the Pre-application submission, the originating MAP Lender should inform the Regional
Center or Satellite Office if it does not intend to service the loan or administer the construction loan. The
originating MAP Lender must identify which MAP Lender will be responsible for those functions as soon
as the closing/servicing MAP Lender is identified. The second MAP Lender must identify its construction
loan administrator before or at initial endorsement. A Loan Servicer who receives a transferred MAP loan
for servicing must be FHA approved for multifamily housing and have an approved Construction Loan
Administrator, unless the loan is a refinancing with no repair escrow. The servicing Lender generally is,
but is not required to be, a MAP approved Lender. See also Chapter 19, Section 19.2.4 of the MAP Guide
for assignments post initial endorsement but prior to final endorsement.

D. MAP and the MAP Guide are intended to:

1. Increase HUD’s reliance upon the Lender’s due diligence and increase the MAP Lender’s
accountability for its due diligence and underwriting.

2. Establish a uniform process that significantly reduces the amount of HUD review time.

3. Strike a careful balance between expedited processing and ensuring an acceptable level of risk
management for HUD’s multifamily mortgage insurance programs.

4. Have in one volume, the MAP Guide, the basic information required for loan origination by the Lender
and for review by HUD staff.

5. Bring Handbook and Notice instructions current and maintain up-to-date instructions through
amendments to the MAP Guide.

6. Provide the Lender with predictable and consistent underwriting guidelines, thus facilitating efficient
processing and better service for Borrowers.

1.3  Brief Summary of MAP

1.3.1 Lender Qualifications and Monitoring

A. By permitting a MAP Lender to prepare much of the documentation for an application for mortgage
insurance, HUD places confidence in the Lender’s integrity and competence. A Lender wishing to submit
a MAP application must be:

1. An FHA approved Lender. See the FHA Single Family Housing Policy Handbook (4000.1).
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2. Approved by the Multifamily Asset and Counterparty Oversight Division (COB, formerly Lender
Qualification and Monitoring Division or LQMD) at HUD Headquarters. See Chapter 2 of the MAP
Guide.

3. Subject to Quality Assurance Enforcement Actions. See Chapter 15 of the MAP Guide.

1.3.2 Programs Covered by MAP

A. MAP may be used for the following programs, identified by section of the National Housing Act:

1. 220 - new construction or substantial rehabilitation of mixed-use projects in urban renewal areas;
221(d)(4) - new construction or substantial rehabilitation of apartments;
223(a)(7) - refinancing of FHA insured mortgages;

2

3

4. 223(f) - refinancing or purchase of existing apartments;

5. 231 - new construction or substantial rehabilitation of housing for the elderly; and
6

241(a) - Supplemental Loan program for rehabilitation or additions to projects which have an FHA
insured first mortgage.

1.3.3 Application Processing

A. Application processing instructions are described in Chapter 4. All periods longer than two weeks are
described in calendar days, and periods of two weeks or less, in business days.

B. HUD has certain responsibilities which it does not assign to the Lender, including responsibility for the
environmental clearance in the HUD Environmental Review Online System (HEROS), approval of the
Borrower’s Affirmative Fair Housing Marketing Plan (AFHMP), and issuing the commitment for mortgage
insurance. Although HUD does not assign environmental clearance to the Lender, the Lender must
prepare information for HUD’s review as discussed in Chapter 9.

1.3.4 Construction Responsibilities

A. Under MAP, HUD must approve the initial and final draws.

B. HUD will contract, or perform or otherwise provide, for inspection duties and will provide copies of
the Trip Report to the MAP Lender. Generally, HUD will rely on one inspection per month; however, the
Multifamily Regional Director has discretion to require additional inspections based on fact specific
circumstances.

C. The MAP Lender will prepare and approve the interim draws during construction.

D. HUD must approve the construction amount for each item in the initial and final advance, and for each
Change Order during construction.

1.3.5 Servicing

A. MAP makes no changes in procedures for servicing or asset management, except for servicing Lenders
with prior approval for delegated responsibility for repair escrow administration. See Section 1.2 above
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for guidance on MAP approved Lenders who only originate and transfer loans to another FHA approved
Lender for servicing.

1.4 Regulations, Policies, and the MAP Guide

A. All applicable HUD Handbooks, Notices, and Forms remain in effect and will be used for traditional
HUD processing of mortgage loan applications. For applications under MAP, the Guide incorporates the
majority of Handbook, Notice and Mortgagee Letter requirements and includes in the Appendix the forms
that are required for most applications. If there is a conflict between the Guide and the Handbooks or
instructions for various HUD forms, the Guide will take precedence. Lenders with questions should
address them to the Regional Center or Satellite Office processing the application. Where the Guide is
silent on a matter, the Lender should consult the following MAP  website:
https://www.hud.gov/program_offices/housing/mfh/map/maphome or the Regional Center or Satellite
Office that is processing the application.

B. Consistent with their level of approval, the Lender must be familiar with the basic programmatic
requirements and regulations of the insurance programs set forth in Title 24 of the Code of Federal
Regulations, including but not limited to Part 200.

C. The Lender is encouraged to contact a Regional Center or Satellite Office if any issues are not addressed
in the Guide or if any clarifications are needed. See Chapter 11 on Underwriting for waiver procedures.
The Multifamily Regional Director may waive non-regulatory or non-statutory provisions of the Guide,
although Chapter 11 specifies several requirements that may not be waived without prior approval of
HUD Headquarters (HQ). If the Regional Center intends to waive any of the environmental requirements
in Chapter 9, Section 9.3 that are not regulatory in nature, the Regional Office must obtain advice of the
Departmental and/or Housing Environmental Officer, or the applicable Regional or Field Environmental
Officer (REO/FEO) in whose district the project is located, before the waiver is granted. Regulatory
provisions may be waived only with approval of the Assistant Secretary for Housing - FHA Commissioner.
Statutory provisions may not be waived.

D. The Lender is also encouraged to communicate early with the Borrower to ensure that the Borrower,
the proposed Management Agent, and/or the Project have not been referred to HUD’s Departmental
Enforcement Center (DEC), as such referrals may require additional time to resolve and create
impediments to a timely closing.

E. Any waiver of this Guide granted by the Multifamily Regional Director must be documented in the
Regional Center or Satellite Office docket, along with the Lender’s request and supporting documentation
for the approval. The form HUD-2 must be submitted electronically to the HUD HQ Office of Multifamily
Housing Production’s SharePoint site in accordance with outstanding instructions. No hard copies need
to be submitted to HQ; Multifamily Field Office staff and Office of General Counsel (OGC) may rely on
electronic signatures or scanned copies. HQ will periodically review waivers to determine if changes to
the Guide or to the regulations are warranted.

F. HUD made technical and substantive changes when it adopted new and updated FHA multifamily loan
closing documents. The term “directives” was subsumed within the term “Program Obligations.”
“Program Obligations” refer to:
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1. All applicable statutes and any regulations issued by the Secretary that apply to the Project, including
all amendments to such statutes and regulations, as they become effective, except that changes subject
to notice and comment rulemaking shall become effective only upon completion of the rulemaking
process, and

2. All current requirements in HUD handbooks and guides, notices, and mortgagee letters that apply to
the Project, and all future updates, changes and amendments thereto, as they become effective, except
that changes subject to notice and comment rulemaking shall become effective only upon completion
of the rulemaking process, and provided that such future updates, changes and amendments shall be
applicable to the Project only to the extent that they interpret, clarify and implement terms in the
applicable closing document rather than add or delete provisions from such document. Handbooks,
guides, notices, and mortgagee letters are available on HUD's official website:

http://portal.hud.gov/hudportal /HUD?src=/program_offices/administration/hudclips/

1.5 Workload Management

A. Applications. Applications for mortgage insurance should be submitted to the Regional Center or
Satellite Office having jurisdiction for the area where the property is located (the “originating” office). The
Regional Center or Satellite Office Director is responsible for workload management within their Regional
Center or Satellite Office, including:

Delegation and staff assignments,
Participation in Workload Sharing,

Establishing priority of application processing,

1
2
3
4. Meeting standard processing times, and
5. Loan Committee.

B

. Workload Sharing. Depending on staff capacity and programmatic expertise, a Regional Center
Director may transfer processing assignments to other Multifamily Regional Centers or Satellite Offices
(“processing” offices) through Workload Sharing. Workload Sharing occurs outside of the geographic
service area identified in existing published delegations of authority. The originating Multifamily Regional
Director will retain Commitment Authority and closing responsibility. The processing office will assist as
requested, following protocols of the originating office and counsel. A Regional Center Director may re-
delegate processing responsibilities to designated Multifamily staff in processing offices unless
specifically restricted by the Guide, statute or regulation or by existing published delegations of authority.

C. Washington Docket. At the “initial”/“final” endorsement and closing, the Regional Center Director or
other appropriate designated staff should assemble a set of original documents (or as HUD allows, copies)
for the Washington Docket, in accordance with the local Regional Center’s requirements and procedures.
If originals of recorded documents are unavailable because of filing or recording procedures, a wholly
legible copy should be collected (certified true and correct by the recorder or by the title company). Note
that the Phase I Environmental Site Assessment is a program requirement and a supporting document for
the HEROS environmental review. It should remain with the HEROS summary report in the Washington
Docket as a part of the permanent, historical file.
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D. Initial Endorsement Diligence Review. The Regional Center Director and program staff will review
the Lender’s request for initial endorsement and closing and supporting materials in accordance with
Program Obligations. Applications participating in Workload Sharing will follow closing requirements
and protocols of the originating office and counsel; the processing office will provide such support as
requested.

MAP Guide, March 2021 Chapter 1 Bookmarked Version
Go to beginning of Chapter 1 Page 1-6 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 2 Lender Qualifications and Practices
Go to Table of Contents 2.1 Introduction

Chapter 2  Lender Qualifications and Practices

2.1 Introduction

A. The MAP program requires that Lenders and Underwriters be skilled in underwriting multifamily
housing loans and in preparing applications for FHA multifamily mortgage insurance. To ensure that goal
is met, MAP Lenders and MAP Underwriters must be approved by the Counterparty Oversight Branch
(“COB”) within the Multifamily Asset and Counterparty Oversight Division (MACOD).

B. Approval of a MAP Lender or Underwriter by COB is on a nationwide basis and the MAP Lender and its
approved Underwriter may process MAP loans regardless of which HUD area office will review the MAP
application. MAP approval does not expire, but by accepting the opportunity to participate in the MAP
program, the MAP Lender and Underwriter agree that their MAP loans will be subject to post-
endorsement review by COB and that, if they fail to meet HUD standards for underwriting loans, their
MAP designation may be terminated in accordance with the Quality Assurance and Enforcement Actions

in Chapter 15.

C. Approval by COB as a MAP Lender is a prerequisite to participation in the MAP program, but MAP
approval does not obviate the need to have an experienced team process each application. The MAP
Lender is responsible for ensuring that all third party contractors meet the requirements outlined in the
MAP Guide, including the USPAP appraiser competency provision and jurisdictional certification
requirements, and that third party contractors do not have any Identity of Interest with the
Borrower/Sponsor or any affiliated entity. If the HUD office has concerns regarding the MAP Lender’s, its
Underwriter’s or its third-party contractor’s past performance or capabilities, the office should consult
with COB for additional monitoring or for a potential enforcement action.

D. As a condition of approval of any new MAP Lender, the Lender’s first three loan transactions will be
subject to the processing restrictions described at D.1-4, below. Further, COB will review the first three
loan transactions after Firm Commitments have been issued, although the transactions may continue to
be processed for Initial Endorsement during COB’s review. Section 223(a)(7) refinancing transactions
may only be credited towards one of the three loan transactions that must be reviewed by COB. Based on
the results of its review of the first three transactions, COB may extend the review process and the
processing restrictions described at D.1-4, below, to additional applications for all MAP programs, to
additional applications just for specific programs or it may release any application processing restrictions.
A new MAP Lender may not submit additional applications for insurance until COB has completed its first
three loan transaction reviews. For its first three MAP applications, and such additional applications as
COB may require, the following limitations on the new Lender’s MAP privileges will apply:

1. For all MAP lending programs:
a. A Concept Meeting will be required for all new applications.

b. The Lender’s ability to process MAP loans over a certain amount or for properties over a certain
number of units may be restricted, with the specific loan and unit limits determined by COB based
on a review of the Lender’s application.
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c. A HUD appraiser must review and approve the full appraisals (and market studies, as applicable)
for any new applications.

2. Forthe 223(f) and 223(a)(7) programs:

a. The Lender may not manage critical and non-critical repair escrow releases without a site
inspection and approval of escrow disbursements by HUD staff.

b. The Lender may not process 223(f) or 223(a)(7) loans which require greater than Level 1 repairs
and/or alterations.

c. HUD staff must inspect a property if a CNA is found to be deficient.
d. The Lender must report quarterly on its administration of a non-critical repair escrow.
3. Forthe 221(d)(4) and 220 programs:

a. Two-step processing will be required for all new construction and substantial rehabilitation
applications and direct-to-Firm applications may not be submitted.

b. The Lender may be required to submit full schematics and working drawings during pre-
application processing based on the results of HUD's review during the concept meeting.

4. For the Low-Income Housing Tax Credit program:

a. The Lender may not participate in expedited processing of tax credit applications but must submit
to standard application processing for both 223(f) and 221(d)(4) loans.

E. An originating MAP Lender may sell or transfer a MAP application only upon receipt of a Firm
Commitment. The application and Firm Commitment may be sold only to another MAP Lender in good
standing and not currently subject to any Probation or Suspension sanctions, and within the limits on MAP
Lenders with Identities of Interest with the Borrower (or affiliates of both). For further guidance on the
sale of a Firm Commitment by a MAP Lender, see Chapter 1, Section 1.2 of this Guide.

2.2 HUD Approval of Lenders

A. The Lender must prepare the application for approval as a MAP Lender, although there is no prescribed
form of this application. The application should be submitted to COB electronically in PDF format.

B. COB must approve each MAP Lender in writing. The names of approved MAP Lenders will be posted
on the HUD website at: https://www.hud.gov/sites/dfiles/Housing/documents/aprvlend.pdf

C. COB may disapprove a Lender application on the grounds that: a) it fails to meet the standards set
forth in Section 2.3); b) it fails to provide sufficient information required by Section 2.7); or c) there are
specified deficiencies that must be corrected. A Lender will not be granted MAP approval if the Lender
uses contract Underwriters exclusively. MAP Underwriters must be full time salaried employees and must
already be employed by the Lender at the time of approval. An appeal of COB’s decision to disapprove an
application, or to impose specific conditions of approval, may be made to the Deputy Assistant Secretary
(DAS) for Multifamily Housing.

D. Ifthe MAP Lender’s approval has been terminated, the Lender may not apply for reinstatement for 12
months after termination. See Chapter 15, Section 15.10.G.
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E. MAP Lenders that fail to maintain a minimum level of MAP activity, defined as failing to submit either
a pre-application package or a Firm Commitment application for a MAP or Section 232 LEAN loan at least
once every 12 months, will be terminated from the MAP program for inactivity, in accordance with 24 CFR
200.1520(b).

2.3 Lender Standards

A. A MAP Lender must demonstrate that it is an FHA-approved mortgagee pursuant to 24 CFR Part 202,
that it is financially sound, it has on-staff principal employees with the necessary multifamily
underwriting experience required by this Guide and its record with FHA-insured or conventional
multifamily loans has been satisfactory. Further requirements are as follows:

1. A Lender must be an FHA mortgagee as a result of its approval by the Office of Lender Activities and
Program Compliance, Lender Approval and Recertification Division.

2. The Lender must not be subject to judgments, administrative claims, litigation or current lawsuits that
would seriously affect its ability to do business; the Lender may not unlawfully discriminate. The
Lender must be, and must remain, continuously in compliance with 24 CFR 200.30, 24 CFR part 5 and
24 CFR part 200, subparts |, ], and M, regarding nondiscrimination and equal opportunity, and it may
not have outstanding violations under said authorities unless it is under an agreement or order to
come into compliance. The Lender must identify staff persons with the level of training and experience
required pursuant to Section 2.10. Multifamily underwriting experience on staff is a key to MAP
approval and the Lender’s Underwriters must have worked regularly in the multifamily lending
business and have underwritten the required number of loans which have been funded.

3. The Lender’s application must identify experienced staff who have the authority to underwrite loan
applications and sign the narrative summary in a loan application. The applicant must also identify
whose signatures may bind the Lender for its responsibilities under MAP.

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

5. A Lender may be rejected for MAP qualification due to a recent history of early defaults, foreclosures
or assignments of FHA-insured, or defaults or foreclosures of non-FHA insured, loans. The reason for
any assignments, defaults or foreclosures will be evaluated by COB, including whether it was due to
inadequate servicing or poor-quality underwriting. COB will review any loan the applicant has
underwritten and endorsed within the previous five years that has defaulted and been assigned to
HUD to determine whether the Lender was at fault in its origination and underwriting of the defaulted
loan and if there has been a pattern of poor Lender performance.

6. Ifthe Lender has worked with HUD’s Offices in the previous two years, COB will contact those offices
to ascertain their experience with the applicant and their responses will be included in the Lender’s
file. A pattern of unsatisfactory applications at one or more HUD Offices may be grounds for rejection
of the Lender’s MAP application.
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2.4 Loan Consultants, Correspondents, or Mortgage
Brokers

A. It is common practice for MAP Lenders to use loan consultants, loan correspondents or mortgage
brokers to increase origination capacity. A consultant or a correspondent represents the MAP Lender and
seeks to identify and screen transactions which the Lender can finance using the MAP program. A
mortgage broker represents the Borrower/Sponsor and seeks to identify an appropriate financing source
for their loan transaction.

B. The term loan consultant, loan correspondent or mortgage broker, as used here, applies to an
individual or outside company who is actively engaged in the mortgage origination business and acts as
an intermediary with or on behalf of the MAP Lender but who is not a MAP-approved Lender themselves
and is not an employee of a MAP Lender or of an affiliate of the Lender. Under MAP, the consultant’s,
correspondent’s, or mortgage broker’s sole role is to refer new business to a MAP Lender including
information supplied by the proposed Borrower/Sponsor. Aside from referring a Borrower/Sponsor for
a MAP loan, a consultant, correspondent, or mortgage broker may not have any additional role in
underwriting the transaction or in respect to the MAP Lender.

C. The consultant’s, correspondent’s or mortgage broker’s fee must be paid solely from the Lender’s fees
and must be disclosed in the MAP Lender’s underwriting narrative. The consultant, correspondent or
mortgage broker may not have any Identity of Interest with the Borrower/Sponsor or any affiliated entity,
and acting as an intermediary with or on behalf of the MAP Lender may not represent any Conflict of
Interest with their existing relationship with the Borrower/Sponsor. Consultants, correspondents and
mortgage brokers must agree to comply with the MAP Guide’s prohibitions on illegal inducements,
kickbacks, and side agreements with the Borrower/Sponsor. For consultants or correspondents to
represent a MAP Lender, there must be a signed written agreement acknowledging the requirements and
prohibitions of this section and of the MAP Guide and certifying their compliance to the MAP Lender.

D. HUD will only accept application packages from, correspond with or rely on information submitted by
an approved MAP Lender, will only communicate with employees of the MAP Lender and will only accept
documents signed by authorized signatories of the MAP Lender. MAP Lenders are expected and
authorized to hire third party contractors to prepare specialized reports related to any of the technical
disciplines, as required by the MAP Guide. However, the involvement of a consultant, correspondent, or
mortgage broker in any of these functions, including in the selection of third-party contractors, is not
permitted by the MAP program.

2.5 Underwriting and Construction Administration

2.5.1 Underwriter Responsibilities

A. The MAP Underwriter performs the mortgage credit and real estate underwriting functions and must
be a full-time employee of the MAP Lender. The MAP Lender is responsible for underwriting the loan
which necessarily requires that the Lender oversee and recommend to HUD for approval the conclusions
and recommendations of the third-party reports, except as modified, explained and justified in the
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Lender’s underwriting. The Underwriter or the Construction Loan Administrator is responsible for
management of the Lender’s responsibilities during the construction period.

B. The duties and responsibilities associated with MAP application underwriting are as follows:

1.

Make a determination of the acceptability of the General Contractor, Supervisory Architect,
Management Agent, the Sponsor and the Borrower and its principals through a thorough review of
their ownership structure and an analysis of their experience, credit, character, financial condition
and motivation for ownership (e.g., are they a merchant builder, plan to hold for long term, refinancing
balloon debt, etc.), the availability of assets for closing and the adequacy of property income to meet
loan obligations.

Use trade references, bank references, credit data and construction experience resume in analyzing
the construction capability of the General Contractor, including its financial stability and its ability to
complete the project in light of its responsibility for other projects in progress.

Identify and analyze all risks associated with the proposed financing and determine the recommended
maximum mortgage amount and other key terms of the loan.

Engage all third-party consultants and analysts, provide oversight and effective supervision of their
work to ensure their deliverables meet MAP Guide requirements and support the underwriting
recommendation. The Underwriter must assure that third party contractors do not have any Identity
of Interest with the Borrower/Sponsor or any affiliated entity at the time they are providing the
services. The Underwriter will oversee the assembly of the loan application and will recommend loan
approval to HUD.

2.5.2 Construction Administrator Duties

A. The duties and responsibilities associated with the Construction Loan Administrator during the
construction period (if applicable) are:

1.

Determine the initial distribution of mortgage proceeds into various accounts and maintain a record
of their control and disbursement.

Determine construction costs (as approved by the HUD inspector), Architect fees and carrying charges
payable under requests for advances of mortgage proceeds or prepare written reasons for
modifications, as necessary.

Recommend approval of construction change orders and recommend release of both on-site and off-
site escrow funds or cite special requirements or conditions of approval, as necessary.

Protect HUD’s interests by assisting with and overseeing the resolution of construction disputes,
delays, costs overruns and any related problems.

2.5.3 Underwriting and Construction— HUD’s Role

A. HUD’s role during application underwriting is to:

1. Review the Lender’s mortgage credit analysis of the acceptability of the Sponsor, the Borrower and
its principals, and of the contractor.
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2. Perform the Active Partner Performance System (APPS) Electronic form HUD-2530 Property
Submission review or successor previous participation review process.

3. Confirm the maximum mortgage amount, loan conditions, loan settlement requirements and other
key terms of the loan.

4. Confirm the project’s financial feasibility and the acceptability of the market and the valuation
conclusions.

5. Review initial and final closing documents for compliance and acceptability.

o

Perform the environmental review.

N

Review and approve the Lender’s construction period analysis and construction costs.

. HUD’s role during the construction period (if applicable) is to:
Review and approve the Lender’s proposed initial distribution of mortgage proceeds.

Conduct construction inspections.

Approve construction change orders.
Review the Borrower’s cost certification based on HUD'’s allowed costs.

B
1
2
3. Require the Lender to ensure resolution of construction problems and disputes.
4
5
6. Confirm the final maximum insurable mortgage.

7

Review and approve the final distribution of mortgage proceeds.

2.5.4 Electronic Communications

A. HUD will post information on its web site and will transmit messages to Lenders and to the lending
community by electronic mail, often with attached documents, Mortgagee Letters or Housing Notices.
Lender requests or information required to be submitted by Lenders to HUD must be submitted
electronically, including MAP Lender and Underwriter approval requests which are submitted to COB.

2.6 Identity of Interest, Conflicts of Interest

2.6.1 Introduction

A. The Code of Federal Regulations at 24 CFR 200.1530(b)(6) refers to Identity of Interest (I0I) violations
as defined in this Chapter. For purposes of this section, an IOl is defined as a financial or family
relationship between a MAP Lender and another party related to the MAP loan transaction. All I0Is must
first be reviewed and approved in writing by COB. 10Is are prohibited unless explicitly permitted
pursuant to this section or approved in writing by COB. A prohibited IOl is referred to in this section as a
“Conflict of Interest.” Conflicts of Interest are unacceptable in the MAP program because they:

1. Undermine the independence and integrity of the MAP Lender’s underwriting, risk assessment, credit
analysis and/or loan closing procedures;
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2. Obscure the lines between the MAP Lender’s fiduciary responsibilities to the project’s equity investor
and its responsibilities to HUD;

3. Represent an unfair competitive advantage for the MAP Lender; and/or;

4. Represent an unfair business practice with the Borrower or any of its affiliates, which may be due to
a lack of disclosure or skewing of arm’s length incentives.

B. HUD considers certain prohibited payments and promises by a MAP Lender to be a violation of 24
C.F.R. 200.1530(b)(7), which prohibits:

Payment by, or receipt of a payment by, a MAP Lender of any kickback or other consideration, directly or
indirectly, which would affect the Lender’s independent evaluation, or represent a conflict of interest, in
connection with any FHA-insured mortgage transaction.

C. Certain payments and promises could further violate the Lender’s Certificate (form HUD-92434M) and
the Request for Endorsement form (HUD-92455M, Certificate of Lender) provision, as follows:

Lender has not made or offered, and shall not make or offer, any guarantees, pledges, reservations of sums to
become due, or other inducements to any entity or person to make loans or advances which Lender would be
prohibited from making under the terms of this Section.

D. MAP Lenders that violate the prohibition against 10Is may be subject to enforcement action by the
Department, including, but not limited to, sanctions under 24 CFR part 200, subpart Y (MAP Lender
Quality Assurance Enforcement) and part 25 (Mortgagee Review Board).

E. Prohibited Conflicts of Interest, and acceptable 10l relationships and permissible exceptions, are
detailed in this section; examples are provided in Appendix 2, Section A.2.1.1. 10l relationships that could
be a Conflict of Interest must be disclosed and reported to COB which will provide determinations to
written requests for I0I approvals pursuant to this section. Because determining whether an 10l is
acceptable is inherently complex and may lead to an enforcement action, MAP Lenders and other
participants must obtain written approval from COB prior to proceeding when there is any question of an
IOL

2.6.2 Definitions

A. The following definitions shall apply to this Chapter:

1. Borrower: Includes, but is not limited to, the GP, LP or managers and members of an LLC of the
borrowing entity, its principals and affiliates.

2. Borrower’s Counsel: Includes, but is not limited to, any attorney or support staff employees who are
a partner, member, or employee of the law firm, and applies to firms and solo practitioners.

3. Borrower’s Team: Includes the Borrower, Borrower’s counsel, General Contractor, subcontractor,
Architect, seller of the land, seller of the property, a third-party consultant providing reports
supporting the transaction, any affiliates of the Borrower’s Team or any parties related to the
Borrower’s Team.

4. Family Relationship/Family Members: Includes spouses, parents, siblings, brothers, stepbrothers,
sisters, stepsisters, sons, stepsons, daughters, stepdaughters, legally adopted sons or daughters, foster
children, grandparents, grandchildren, aunts, uncles, mothers-in-law, fathers-in-law, brothers-in-law
and sisters-in-law.
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5. Financial Interest/Financial Relationship: Includes any current or contingent ownership, equity or
security interest in real or personal property or in a business, as well as any indebtedness,
compensated employment and fiduciary relationship.

6. Gift: Includes any gratuity, favor, discount, entertainment, hospitality, loan, forbearance, or other item
having monetary value, including services as well as gifts of training, transportation, local travel,
lodgings, and meals. Gifts can be provided in-kind, by payment in advance, or by reimbursement after
the expense has occurred.

7. MAP Lender: Includes the Lender’s officers, directors, partners, principals, stockholders, affiliates,
affiliate’s officers, affiliate’s principals or any contract employees working on a particular affiliate’s or
principal’s MAP application and, unless otherwise specified, includes the FHA-approved MAP Lender,
its parent company, subsidiaries, affiliates and any other related entities, and any officers, directors,
partners, members or employees of the MAP Lender, its affiliates and other related parties.

8. Prohibited Source: Means any person who: a) is seeking official action by HUD, b) does business or
seeks to do business with HUD, c) conducts activities regulated by HUD; d) has interests that may be
substantially affected by performance or nonperformance of the HUD employee’s official duties, or €)
is an organization a majority of whose members are described in (a) through (d) and also includes
any people who have a family relationship with the prohibited sources.

2.6.3 Identity of Interest - General

A. The MAP Lender is responsible for conducting appropriate, commercially reasonable due diligence to
identify I0Is and to ensure that no Conflicts of Interest exist. Because the guidance in this chapter is
necessarily general, the Lender is responsible for obtaining prior written approval from COB when there
are questions as to whether an 101 is prohibited in any specific situation.

B. In some cases, the MAP Lender is a Supervised Mortgagee, as defined in the HUD Single Family
Handbook, or is a publicly owned company (or a wholly owned subsidiary of a publicly owned company)
subject to oversight by the U.S. Securities and Exchange Commission. Such entities are actively regulated
by other federal agencies and thus HUD'’s risk in 10l situations is partially mitigated. Due to the size and
number of shares and employees, it may be impractical for such entities to provide certainty that there is
no 10I. Accordingly, for purposes of determining whether a prohibited Conflict of Interest exists,
Supervised Mortgagees or publicly-owned MAP Lenders may define in their QC Plan the MAP Lender as
the applicable operating entity responsible for origination and servicing of “agency business”, which
would include both FHA and GSE loans. The QC Plan must describe the due diligence process used to
ensure shareholder or employee 10Is are sufficiently remote such that they will not undermine, or give
the appearance of undermining, the MAP Lender’s or Borrower’s Team member’s integrity and
independence in the underwriting, risk analysis, credit review and loan closing process.

C. Generally, MAP Lenders which are Supervised Mortgagees or publicly owned companies can assume
that counterparties in MAP transactions with less than a 5% shareholder interest in the Borrower entity,
or depositories with less than $500,000 in an account, would not have a Conflict of Interest with the
Lender.

D. Lenders are expected to perform commercially reasonable and appropriate due diligence in evaluating
Borrower Team members’ potential I0Is. Generally, certifications by Borrower’s counsel, Design
Architects and other professional advisors (including the MAP Lender’s third-party professionals) and the
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principals of their firms, that they have no equity interest in the Borrower or in the MAP transaction or
project, may be relied upon. Similarly, certifications by non-10I General Contractors may be relied upon
as applying to principals of their firms and sub-contractors.

E. Borrower Team members subject to Previous Participation review are assumed to be subject to 10I
disclosure and prohibitions, as are entities or persons with an equity or other financial interest in the
Borrower such that their role in the transaction may provide material control or influence over the
development, operations or management of the project.

F. Further IOI examples can be found in Appendix 2, Section A.2.2.1.

2.6.4 Specific Business Conflicts

2.6.4.1 Lender Owned FHA-Insured Properties

A. MAP Lenders with an equity or ownership interest in a property, either directly or through an affiliate,
would have an 10l if they refinanced the property’s existing loan with a new FHA insured mortgage. This
is not necessarily prohibited, so long as the MAP Lender complies with the requirements of this Chapter
of the MAP Guide (for example, if the MAP Lender is affiliated with a tax credit equity investor or
syndicator which will have a 99% ownership interest in the property), discloses to COB the relationship
in writing prior to submitting the Firm Commitment application, and the loan terms and interest rate are
commercially competitive at the time of the refinancing.

2.6.4.2 Secondary Financing Relationships

A. Secondary financing includes, but is not limited to:
1. Loans secured by the project or made to the Borrower entity in addition to a first mortgage;

2. Loans made to and/or secured by upper tier ownership interests in the Borrower entity (i.e., persons
or entities with any ownership interest in the property’s Single Asset Mortgagor Entity); and

3. Other forms of mezzanine financing associated with the project proposed for the MAP loan
transaction.

B. Any proposed secondary financing relationship between the Borrower and the MAP Lender on a MAP
financed project constitutes an I0I and, unless explicitly allowed in published program guidance, must be
disclosed in writing to HUD and the MAP Lender must receive written approval of the I0I from COB before
submitting an application. Such approval will not be unreasonably withheld provided the relationship is
fully disclosed and the parties demonstrate to HUD’s satisfaction that the relationship will not undermine
the integrity and independence of the MAP Lender’s underwriting, credit review and loan closing process.
These situations will require additional scrutiny by HUD and by the MAP Lender to ensure an appropriate
property valuation and compliance with MAP program requirements. In cases where a secondary
financing 101 occurs during or after processing, it must be disclosed in the manner provided in this section
as soon as it is anticipated.
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2.6.4.3 Bridge Loans and Balance Sheet Loans

A. An 10l is created in cases where a temporary bridge loan is made by the MAP Lender to the Borrower,
as well as in cases where aloan on the MAP Lender’s balance sheet will be refinanced using an FHA insured
loan. Existing or potential bridge or balance sheet loans require disclosure of 10Is at the earlier of the
Concept Meeting or at submission of the loan application. Generally, such 10Is will be approved if HUD
determines, based on the facts and circumstances submitted in writing by the MAP Lender, that the
relationship does not:

1. Undermine the integrity and independence of the Lender’s underwriting;
2. Circumvent program requirements; or

3. Undermine program intent (for example by facilitating cash out on either a Section 223(a)(7) or a
Section 223(f) loan greater than 80% LTV).

2.6.4.4 Lenders with Tax Credit Equity Affiliates

A. With prior written approval from COB, certain MAP Lenders with tax credit equity syndicator or
investor affiliates, which would otherwise represent a prohibited IOl relationship, may originate MAP
loans. Approval of such requests shall be conditioned on:

1. The MAP Lender must be a Supervised Mortgagee, as defined in the HUD Single Family Handbook.

2. Exceptwhere HUD has agreed to a “Pre-Approval of Special Limited Partners as Interim Replacement
GP/MM for LIHTC Transactions”, the equity syndicator or investor must remain in a purely passive
role throughout the term of the FHA-insured loan, including after the tax credit compliance period
ends.

3. The MAP loan must be processed, underwritten, and approved by the MAP Lender’s staff without
involvement by the affiliated equity syndicator’s or investor's staff.

4. Effective firewalls must be maintained between the affiliated equity syndicator or investor and the
MAP Lender. The affiliated equity syndicator or investor must not improperly influence the MAP
division's staff in its role as MAP Lender, nor may the MAP Lender act to influence the affiliated equity
syndicator or investor.

5. The MAP division and the affiliated equity syndicator or investor must each provide HUD with a
project-specific certification that contains the MAP Guide's prescribed 10l certification contained in
Section 2.6.4.6.A.8, below.

6. The MAP Lender and the Borrower must certify that the affiliated equity syndicator or investor did
not seek, and shall not provide, any inducement to the Borrower to close the MAP loan with the MAP
Lender.

B. MAP Lenders that are not Supervised Mortgagees may still invest in tax credit transactions through
their equity syndicator or investor affiliates, subject to compliance with Section 2.6.4.4.A.2-6 above, and
compliance and certification that, after the project’s placed-in-service date, the affiliated equity syndicator
or investor will hold no more than a 25 percent ownership interest in the Borrower entity.
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2.6.4.5 Lender’s Consultants, Correspondents, or Mortgage Brokers and 10l

A. MAP Lenders may engage business using a mortgage broker, loan consultant or loan correspondent,
subject to the restrictions and requirements contained in Section 2.4 and Section 2.6.4, above. Mortgage
brokers, consultants and correspondents may not have any 101 with the Borrower or Sponsor or any of
their affiliated entities. Although the mortgage broker’s, consultant’s or correspondent’s fee will be paid
from the MAP Lender’s fees, this does not create an 10l relationship between the mortgage broker,
consultant or correspondent and the Lender.

2.6.4.6 Other Lender Conflicts

A. MAP Lenders may occasionally seek to invest in a project financed under MAP by a separate
“Underwriting MAP Lender”. If the Borrower has an 10l relationship with a MAP Lender, that “I0l MAP
Lender” cannot assist in underwriting, purchasing, or servicing the loan until after Final Endorsement.
The arrangement to assign the loan after Final Endorsement is subject to full disclosure before processing
begins, including certification and approval by HUD and the adoption of appropriate procedures in each
MAP Lenders’ QC Plans. The Conflict of Interest risk may be mitigated by meeting the following
requirements:

1. The IOI relationship must be fully disclosed as a planned business practice in both MAP Lenders’ QC
Plans. With each application, the Underwriting MAP Lender must include a certification that includes
the applicable criminal penalty warning. The warning must certify that the 10l MAP Lender had no
involvement in the underwriting process and that the referring entity had a “firewall” such that only
employees of the owner/ equity investor affiliate of the IOl Map Lender provided information to the
Underwriting MAP Lender.

2. The Underwriting MAP Lender must have made no specific written or oral obligation to assign the
loan to the 10l Map Lender after Final Endorsement and must retain the right to assign, or refuse to
assign, the loan to any servicer or to hold the loan.

3. The IOl Map Lender must have made no written or oral obligation to purchase the loan from the
Underwriting MAP Lender after Final Endorsement and must retain the right to sell, or refuse to sell,
the loan.

4. Any dealings between the I0I MAP Lender and the Underwriting MAP Lender must be arm’s length
and independent at all times, including after issuance of a Firm Commitment. The 10l MAP Lender
may not advise or assist the Underwriting MAP Lender in processing the loan or with making any
underwriting decisions.

5. The IOl MAP Lender may not receive a mortgage broker’s, consultant’s or correspondent’s referral fee
from the mortgage proceeds.

6. HUD will only accept application packages, correspondence and information related to the loan that
are submitted by the Underwriting MAP Lender.

7. The 10l MAP Lender may not hire or interact with third-party contractors, except that its equity
affiliate may respond to inquiries from the Underwriting MAP Lender’s third parties. Such
interactions must be isolated by the firewall described in the Lenders’ QC Plans.

8. Third-Party contractors may not have any 101 with the Borrower or the Underwriting MAP Lender at
the time they are providing their services.
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9. Both Lenders must have appropriate and acceptable QC practices that provide for an effective firewall
and must provide for objective and independent loan origination and underwriting processes. Such
practices and procedures must be defined in each MAP Lenders’ QC Plan and be approved by COB.

2.6.4.7 Prohibited Practices - Inducements

A. AMAP Lender may not have arrangements with Borrowers for the purpose of securing the Borrower’s
business that may undermine the MAP Lender’s integrity in the underwriting and credit review process
or provide an unfair competitive advantage to the MAP Lender. The following are examples of prohibited
inducements in which the MAP Lender may not:

1. Provide “kickbacks” such as financial rewards, payments or fee rebates, free or discounted
professional services (except for a reduced loan origination fee) or other remuneration to a Borrower;

2. Provide loans or advances of funds to affiliates of either the MAP Lender or the Borrower for the
purpose of meeting requirements for cash or financial capacity related to the MAP transaction;

3. Condition the provision of, or provide more desirable terms for, other banking products including tax
credit equity investments by affiliated entities in exchange for engagement to process the MAP loan;

4. Pay the Borrower’s costs for third-party reports;
5. Pay application fees; or

6. Offer to refund application fees on unsuccessful loan applications.

B. The preceding list of prohibited inducements is not intended to be exhaustive. Any similar payment
made by MAP Lender to the Borrower to secure loan origination business is prohibited. The prohibition
on inducements does not prevent a MAP Lender from paying for updated third-party reports provided
the transaction was already submitted for a Firm Commitment application that was delayed in processing
due to no fault of the Borrower. The Lender must provide to COB and the Director, Office of Multifamily
Production a written notice and detailed explanation of any transaction in which such funds are greater
than $10,000.

2.6.4.8 Prohibited Practices - Gifts

A. A prohibited IOI can be created when the MAP Lender, Borrower, or other parties to a MAP loan
transaction solicit or accept gifts from prohibited sources based on their business relationship. Gifts less
than $200 per year to an individual recipient are presumed not to constitute a prohibited IOI. A gift may
not be conditioned on an agreement or obligation to do business related to a MAP transaction. Gifts given
based on an existing business relationship outside of the MAP transaction, or incidental to commercially
reasonable and customary marketing practices that are typical of FHA MAP Lenders, are not prohibited
unless the value, amount or circumstances undermine, or give the appearance of undermining, the
integrity and independence of the underwriting and credit review process. The MAP Lender’s QC Plan
must address their policy on this topic.

2.6.4.9 Prohibited Practices - Charitable Donations

A. Occasionally, MAP Lenders will make charitable donations to causes that may create a potential
Conflict of Interest. HUD does not prohibit charitable contributions by MAP Lenders or Borrowers,
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although they can result in a Conflict of Interest for MAP purposes. Any donation given by any party in a
MAP transaction conditioned upon an agreement or obligation related to a MAP loan creates a prohibited
I0I whether or not such condition is in writing. In situations where HUD becomes aware of such
contributions that may constitute a Conflict of Interest, enforcement will be pursued if HUD determines
the gifts were intended for the purpose of competing for a potential MAP loan.

B. The six primary factors to be considered by HUD in determining whether charitable donations may
represent a prohibited O] are:

1. Whether the donor disclosed such charitable donations to HUD in advance of submitting the MAP
application. The donor may provide documentation of monetary value, history of donations to a
particular charity, history of donations to a variety of similar charities or other information it deems
relevant to show that the donation is not based on, and would not influence, the origination or
underwriting of the MAP loan;

2. The timing of the donation;
3. The monetary value or amount of the donation;

4. Anyimplicit or explicit understanding that the contribution is a condition of engagement of the Lender
to process the MAP loan;

5. The Lender’s history of philanthropic contributions; and

6. The specific roles and relationships between the parties involved.

2.6.5 Disclosing Identities of Interest

2.6.5.1 In General

A. Disclosure is required where there is an actual 10], the appearance of an 101 or the potential for an 0]
between the MAP Lender and the Borrower’s Team or any other party to the MAP transaction. All
questions and supporting documentation, including any additional information requested by the HUD
production office, must be submitted to COB for review.

2.6.5.2 101 Discovered Before Processing

A. If an IOl is identified and a MAP Lender has not started processing, the MAP Lender must disclose the
[01 to COB and request written approval of the 101 before continuing. Alternatively, the MAP Lender may
undertake one of the following measures:

1. Remove the IOl party from the transaction and process the application using MAP; or

2. Immediately transfer the application to a new MAP Lender. The new MAP Lender may not assign the
pre-application submission, the Firm Commitment application, the mortgage insurance commitment
or the insured loan back to the IOl MAP Lender prior to Final Endorsement.

2.6.5.3 101 Discovered During Processing

A. If an IOl becomes apparent during processing, the MAP Lender must immediately stop processing,
disclose the 10l to COB and attempt to obtain HUD’s written approval of the 10l before continuing.
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Alternatively, the MAP Lender may transfer the application to a new MAP Lender which may be required
by the HUD production office to reprocess all or some stages of the transaction. At no time prior to Final
Endorsement may the new MAP Lender assign the pre-application submission, the Firm Commitment
application, the mortgage insurance commitment, or the insured loan back to the [0l MAP Lender.

2.6.54 101 Discovered After Firm Commitment

A. 10Is discovered after issuance of a Firm Commitment may reflect either a lack of transparency, absence
of due diligence or negligence on the part of the MAP Lender. The MAP Lender and other involved parties
may be referred to investigative or enforcement authorities and the HUD production office must refer
such transactions to COB for review of the loan underwriting to determine if it may have been impacted
by the I0I relationship.

2.6.6 Certification

A. The MAP Lender must certify and agree that it:

1. Does not have outstanding loans or advances to the Borrower’s Team or to any of the Sponsors, the
General Contractor or the Architect for any purpose directly or indirectly related to the MAP
transaction without prior written approval of HUD;

2. Will not make any loans or advances to the aforementioned parties for any purpose directly or
indirectly related to the MAP transaction without prior written approval of HUD; and

3. Has not made or offered, and shall not make or offer, any guarantees, pledges, reservations of sums to
become due or other inducements to any entity or person associated with the MAP transaction.

B. In the following circumstances, certification is not required: a) loan advances made in accordance with
Program Obligations; b) notes given to evidence additional financing charges owed by Borrower to the
MAP Lender as authorized in the MAP Guide and as disclosed pursuant to the Lender’s Certificate (form
HUD-92434M or later designation) or the Certificate of Lender contained in the Request for Endorsement
of Credit Instrument (form HUD-92455M or later designation), as applicable; or ¢) Lender advances made
pursuant to the Security Instrument (form HUD-94000M or later designation).

2.6.7 Syndicator or Investor Influence

A. The affiliated tax credit equity syndicator or investor must not improperly influence the MAP Lender
which is underwriting a MAP loan on a tax credit project. The MAP Lender and the affiliated tax credit
equity syndicator or investor must each provide the HUD production office a project specific
representation and warranty on each application submitted for a tax credit project. The representation
and warranty should be consistent with instructions provided in Appendix 2, Section A.2.3 and must
contain the referenced criminal warning language.
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2.7 New MAP Lender Application Package

A. A new Lender’s MAP application should be submitted to COB electronically in PDF format. There is no
specific required application form for approval as a MAP Lender, but the information submitted must
include the following exhibits:

1. Exhibit A: Provide the 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, and the FHA Mortgagee ID Number.

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

3. Exhibit C: Describe the type of FHA-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 the Lender is a subsidiary of another company, and if so, identification of
the parent company.

4. Exhibit D: Provide a copy of most recent financial statements submitted to HUD’s Office of Lender
Activities and Program Compliance, Lender Approval and Recertification Division (not applicable to
supervised mortgagees).

5. Exhibit E: Describe in the narrative the applicant’'s method of operation in multifamily lending. This
will include whether it: a) services loans; b) is an originator that sells commitments or loans to others;
c) originates and holds loans in its portfolio; d) purchases loans from others; and, e) has experience
in construction loan administration. Also include the number, location and staffing of branch offices
it operates and any other information the applicant deems relevant in providing a clear description of
its business.

6. Exhibit F: Describe the experience of the Lender in multifamily loan origination, for both
conventional, GSE and FHA-insured loans. List the FHA-insured loans for which the Lender has
received Firm Commitments in the last 5 years, the number, name, location, original amount, HUD
Office where processed and whether the loan is in default has been assigned, or an election to assign
the loan to FHA has been filed, or the Lender has elected to foreclose on the loan. The extent of
conventional lending may be summarized rather than listing each conventional mortgage originated
in the last 5 years. It is important to summarize the extent of conventional multifamily experience,
the extent to which construction loan administration was involved and the number and percentage of
defaults and foreclosures. List any FHA or conventional loan that was sold since origination and is
serviced by another Lender and report on whether the sold loan is in default, foreclosure or has been
assigned to FHA. Default for these purposes means a loan whose payment is more than 60 days
overdue.

7. Exhibit G: Explain in detail any elections to assign FHA loans for insurance benefits for any Initial
Endorsements that occurred after May 1, 1995.

8. Exhibit H: Provide resumes of the staff who will be responsible for the submission of MAP loan
applications demonstrating that the staff have the required multifamily experience.
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9. Exhibit: Describe experience in construction loan administration, if the applicant intends to perform
this function. Identify those persons authorized to sign advances, construction change orders and
escrow releases.

10. Exhibit]: Provide a detailed description of the following:

a. Lawsuits/claims/judgments filed or issued in the last 5 years against the applicant, its officers or
principals, or its Chief or Deputy Underwriter(s) which:

1) Concern equal employment or Lender discrimination prohibited by law, or
2) Are aresult of, or might significantly affect, its multifamily lending business.

b. Any criminal matters or civil complaints that impugn the character or compromise the integrity
of the applicant, its officers or principals, or its Chief or Deputy Underwriter(s).

11. Exhibit K: The Lender must represent that it will certify with each pre-application submission and
application for mortgage insurance that it is in compliance with the provisions of the MAP Guide
concerning Identities of Interest and conflicts of interest among participants in a loan transaction.

12. Exhibit L: The Lender must state that it will open its files and records on all FHA applications for
monitoring by COB, the Departmental Enforcement Center and the Office of Inspector General.

13. Exhibit M: The Lender must submit a Quality Control plan for underwriting insured mortgages
processed under MAP and when applicable, for construction loan administration for such insured
mortgages.

14. Exhibit N: Provide a copy of the Letter of Approval evidencing approval as an FHA Approved
Mortgagee.

2.8 Limitations and Notices

A. There are no additional capital requirements for MAP Lenders beyond the minimum net worth and
liquidity requirements in 24 CFR Part 202.5(n)(3).

B. There is no fee charged by HUD for applying to be a MAP Lender.

C. MAP Lenders must promptly notify COB if there has been a change in approved signatories. MAP
Lenders at all times must maintain staff with the level of experience and qualifications required by this
Guide. Other than Underwriters, Chief Underwriters and Deputy Chief Underwriters, COB will not
approve or disapprove of other individuals working for MAP Lenders.

D. MAP Lenders must notify COB if there has been a change of address of their home office for multifamily
business, electronic mail address or telephone number. If there is a change in ownership or in the
controlling interest in a MAP Lender, or if the Lender has a material change in its way of doing business,
the Lender must re-apply for MAP Lender status. If a sale/acquisition, merger or license transfer of a MAP
Lender is planned, the acquiring Lender must notify COB at least 30 days before the transaction is
consummated and must submit for COB’s review a description of: a) the transaction; b) its effect on the
Lender’s participation in the MAP program; c) the Lender’s MAP staffing plan; d) any changes to its MAP
operating procedures; e) an updated QC plan; and, f) a combined production tracking report for all MAP
transactions in process. Failure to provide such information to COB at least 30 days before the transaction
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is consummated may result in sanctions and an enforcement action under Chapter 15. If there is a change
in the MAP Lender’s name or in the name the Lender does business as (DBA) with no other substantive
changes proposed, the Lender must notify COB of the change and must provide a certification that there
has been no change in ownership, principal staff or in the Lender’s QC Plan and procedures. Lenders must
notify COB if they withdraw as MAP Lenders, even if temporarily.

2.9 Quality Control, Records and Monitoring

A. All new and existing MAP Lenders must have a QC Plan that contains the information required by this
Chapter and by Appendix 2, Section A.2.1. The QC Plan must be updated annually.

B. MAP Lenders must make their files and records available to HUD or HUD’s authorized contractors for
such monitoring of MAP processed loans as HUD determines. Lenders must retain the loan origination
and underwriting files for 7 years after Final Endorsement (even if the loan has been sold).

C. MAP Lenders are subject to, and must cooperate with, monitoring and periodic on-site reviews by COB
or its representatives to verify that the Lender:

1. Adheres to all statutory, regulatory and MAP Guide requirements;

2. Has made underwriting decisions that are consistent with the requirements of the MAP Guide;
3. Has undertaken technical processing that is consistent with the requirements of the MAP Guide;
4

Has complied with the conditions of a Firm Commitment and the requirements for Initial or Final
Endorsement; and

“n

Has complied with the requirements for construction loan administration in the MAP Guide.

D. Additional information on the role, authority and procedures of COB is found in Chapter 15.

2.10 Underwriters — HUD Approval

A. Any applications submitted to HUD must be underwritten by a MAP-approved Underwriter who has
been approved and certified either by HUD or by a HUD-approved Chief Underwriter who is employed by
a MAP Lender. The process for approving and certifying MAP Underwriters by HUD or by Chief
Underwriters is outlined below.

B. COB will approve MAP Underwriters for: a) Low Volume MAP Lenders (with less than a 4 year trailing
average of $100,000,000 in firm commitments annually) that choose not to have their Underwriters
approved by a Chief Underwriter; b) new MAP Lenders with less than 4 years MAP underwriting
experience (or until COB has determined that they have gained sufficient experience); and, c) MAP
Lenders with suspension or termination enforcement actions within the previous 4 years. All other MAP
Lenders must approve their MAP underwriting staff pursuant to the Chief Underwriter process described
below.
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C. COB may reject or condition approval authority for MAP Underwriters, provided that the basis for
decision are described in writing. Lenders may appeal rejections or conditions to approval to the DAS for
Multifamily Housing,.

2.10.1 MAP Underwriters

A. A MAP Underwriter must be a full-time salaried employee of the MAP Lender and may not be hired or
retained only for a specific loan application. Underwriter compensation may not be based solely on loan
production volume, nor may the Underwriter be compensated in a way that may be construed as a means
of discouraging prudent risk management. MAP Underwriters may not hold a significant equity position
in, or be a principal of, the MAP Lender or any of the Lender’s affiliates, although Employee Stock
Ownership Plans and similar forms of compensation are permitted.

B. Applicants for MAP Underwriter designation may range from trainees to veteran executives with years
of experience, but all are expected to have recent experience and to document that they have met the
minimum education and experience requirements expected of Underwriter trainees. The applicant must
demonstrate competence and the following qualifications:

1. The applicant must have knowledge and skills in a variety of financial areas, including:

a. General experience in banking, accounting, finance, commercial lending and in multifamily
mortgage financing;

b. The ability to analyze corporate and personal financial statements including, but not limited to,
balance sheets, income statements, 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 permanent mortgages, construction loans and the
financial structures of individuals, partnerships, and other business entities; and

d. Demonstrate recent, like-kind underwriting experience. Recent experience is defined as actual
underwriting experience obtained by underwriting funded multifamily permanent loans within
the previous 5 years. Like-kind experience is defined as underwriting with comparable duties
and responsibilities as required under the MAP program.

2. Application for HUD approval of MAP Underwriters (who will not otherwise be approved under the
procedures contained in Section 2.11, below): The request for approval should be submitted
electronically in PDF format to COB by a senior officer of the MAP Lender with signatory authority
and include the following exhibits:

a. Resume of the Underwriter that demonstrates the specific qualifications, education, and level of
experience.

b. Documentation of successful completion of relevant education and training courses.

c. List of loans (MAP and otherwise) processed and underwritten by the Underwriter that reached
Firm Commitment (or its equivalent under other loan programs), certified and signed by a senior
officer of the MAP Lender with authorized signatory designation and by the Underwriter
applicant. The list must contain the following warning code:

“Warning: Federal law provides that anyone who submits (or causes to submit) a document
containing any false, fictitious, misleading, or fraudulent statement/certification or entry may be
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criminally prosecuted and may incur civil administrative liability. Penalties upon conviction can
include a fine and imprisonment, as provided pursuant to applicable law, which includes, but is
not limited to, 18 U.S.C. 1001, 1010, 1012; 31 U.S.C. 3729, 3802, 24 C.F.R. Parts 25, 28 and 30, and
2 C.F.R. Parts 180 and 2424. The signatory certifies that the information provided herein is true
and accurate.”

d. Additional supporting documentation as may be requested by COB.

2.10.2 Chief Underwriters

A. MAP Lenders that are responsible for approving their MAP Underwriters pursuant to this Chapter must
designate an employee as a Chief Underwriter who has been approved by COB. As a condition of approval,
all new MAP Lenders must have a designated Chief Underwriter who meets this Section’s requirements. .
The designated Chief Underwriter will have responsibility for approving MAP Underwriters and Deputy
Chief Underwriters and must certify that they are qualified in accordance with MAP Guide requirements.
If the Chief Underwriter is absent or is no longer employed by the MAP Lender, and there is no Deputy
Chief Underwriter available to perform these functions, the Lender may not submit new applications until
COB has approved a new Chief Underwriter to perform them.

B. Ongoing eligibility to approve Underwriters will be determined by COB, by confirming the following:
a) the MAP Lender is in good standing; b) the Chief and Deputy Chief Underwriters are in good standing;
c) the Chief Underwriter or Deputy has co-signed each application submitted by a designated
Underwriter; and, d) the Chief Underwriter confirms in his/her annual Certification that the MAP Lender’s
QC Plan and underwriting staff are in compliance as defined herein.

1. The proposed Chief Underwriter must:
a. Beapproved in writing by COB.

b. Beingood standing with the Department and in full MAP compliance, defined as not having been
subjected to MAP disciplinary actions (probation, suspension, or termination) over the previous
5 years.

c. Have evidence of 10 years prior underwriting experience, which need not be continuous, but must
total 10 years. The experience must include a minimum of 5 years FHA/MAP underwriting
experience, with the remaining experience to be comprised of Fannie Mae, Freddie Mac, HFA Risk
Sharing or equivalent experience underwriting construction and/or permanent loans on
multifamily properties. The proposed Chief Underwriter’s application must include a list of FHA
loans the applicant has underwritten and the name(s) of the processing MAP Lender. The
applicant may request that 1-year’s equivalent experience be granted for evidence of each 10
acceptably processed Firm Commitment applications, for up to 5 years of the required experience.

d. Demonstrate experience in the training, development, and oversight of MAP Underwriter
trainees. The application should include specific training experience with a list of all personnel
they have trained.

e. May not hold a significant equity position in, or be a principal of, the MAP Lender or any of the
Lender’s affiliates, although Employee Stock Ownership Plans and similar forms of compensation
are permitted.
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2. Theroles and responsibilities of Chief Underwriters include:

a.

Creation and oversight of the MAP Lender’s training and development program for underwriting
personnel.

Approval of MAP Underwriters.

Confirmation of the MAP Lender’s compliance with statutory, regulatory and programmatic
underwriting processes, requirements and standards.

Establishment and oversight of the MAP Lender’s quality control process.

Review, approval and cosigning of all HUD mortgage insurance applications. All application
submissions must be cosigned by the Chief Underwriter, who may delegate responsibilities to the
Deputy Chief Underwriter, but otherwise remains responsible for the submission.

Implementation of COB recommended improvements, including any findings and observations
from COB’s review of the MAP Lender or of its loans.

3. MAP Underwriter Approval Process and Certification.

a.

The MAP Lender and its Chief Underwriter must provide a certification that the MAP Underwriter
or the Underwriter Trainee has complied with all experience and training requirements detailed
in this Chapter and must evaluate the prospective Underwriter to ensure the following:

1) The Underwriter has completed and complied with the MAP Lender’s approved training plan.

2) The Chief Underwriter has extensively reviewed the Underwriter Trainee’s underwriting
during the training period to ensure that it complies with MAP requirements and accurately
identifies and addresses the risks associated with the proposed loan.

3) The Chief Underwriter has reviewed and ensured that the loan documentation submitted to
HUD during the training period was complete and that the submission did not require
significant revision to correct errors or omissions by HUD staff.

The MAP Lender and Chief Underwriter must notify COB and certify that the Underwriter or the
Underwriter Trainee has satisfactorily completed the designation criteria and has been approved
and designated to underwrite loans. The designee is not authorized to begin underwriting until
COB is in receipt of and acknowledges the MAP Lender’s notification and certification.

Although HUD will rely upon the designation and certification by the MAP Lender, HUD reserves
the right, with due cause and based on written notification, to deny or rescind such approval and
otherwise hold the MAP Chief Underwriter accountable under any of the following circumstances:

1) Evidence that the Underwriter Trainee’s work product during the training period was
unsatisfactory.

2) Prior incidences of poor underwriting that display a lack of knowledge or failure to exercise
prudent judgment or risk management.

3) Listing of the Underwriter Trainee on HUD’s LDP, suspension or debarment list.
4) For other good cause as determined by HUD.

QC reviews prepared by the MAP Lender must include confirmation that the Chief Underwriter
and the Underwriter(s) are approved and have satisfactorily completed all designation criteria,
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including, without limitation, the MAP Lender’s approved training and approval requirements.
During the QC process, the reviewer will ensure that each loan reviewed was underwritten by an
approved and designated Underwriter, and, if the Underwriter was approved within the previous
4 years, the QC review should include a review of the Underwriter’s approval package.

2.10.3 Deputy Chief Underwriters

A. The MAP Lender’s Deputy Chief Underwriter may perform all functions delegated to the Chief
Underwriter, but the Chief Underwriter remains responsible for all actions of the Deputy Chief
Underwriter. With notice to and approval by COB, the Deputy Chief Underwriter may also act as an
interim Chief Underwriter to maintain business continuity in emergency situations. The MAP Lender
must obtain COB’s approval if the Deputy Chief Underwriter will act as the Chief Underwriter for more
than 3 months. High Volume MAP Lenders (with more than a 4-year trailing average of $100,000,000 in
firm commitments annually) may designate more than one Deputy Chief Underwriter.

1. The proposed Deputy Chief Underwriter must:
a. Beapproved in writing by COB.

b. Be in good standing with the Department and in full MAP compliance, defined as free of MAP
disciplinary actions (probation, suspension or termination), during the previous 5 years.

c. Provide evidence of 5 years prior underwriting experience including a minimum of 3 years of
FHA/MAP underwriting, with the remaining experience comprised of Fannie Mae, Freddie Mac,
HFA Risk Sharing or equivalent experience underwriting permanent loans on multifamily
properties. The experience need not be continuous but must total 5 years. The proposed Deputy
Chief Underwriter’s application must include a list of FHA loans underwritten and the name(s) of
the processing Lender. The Underwriter may request that 1-year’s equivalent experience be
granted for evidence of each 10 acceptably processed Firm Commitment applications.

d. Nothold a significant equity position in, or be a principal of, the MAP Lender or any of the Lender’s
affiliates, although Employee Stock Ownership Plans and similar forms of compensation are
permissible.

2.11 Underwriter Trainees

A. A MAP Lender may train its in-house staff to be new MAP Underwriters for approval either by COB or
by the Lender’s Chief Underwriter under the procedures in Section 2.10, above. The Lender must establish
a written development plan for Underwriter trainees that includes a combination of
commercial/multifamily training courses and on the job experience.

1. The Underwriter trainee must have successfully completed at least 3 underwriting, finance, appraisal
or environmental courses that demonstrate basic understanding of multifamily underwriting
concepts, one of which must be a multifamily/ commercial appraisal course. These courses may be
obtained through the American Bankers Association, Institute of Real Estate Management, National
Association of the Review Appraisers & Mortgage Underwriters, the Mortgage Bankers Association of
America (MBA), the Appraisal Institute or any other acceptable training institution such as colleges
and universities. Suggested courses include Commercial Underwriting, Understand Your Construction
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Borrower, Analyzing Financial Statements, Commercial Real Estate Financing and Valuation, Appraisal:
Concepts and Applications, Appraisal Principles, Appraisal Procedures, Basic Income Capitalization,
Advanced Income Capitalization, and Uniform Standards of Professional Appraisal Practice (USPAP).

Education used to meet Underwriter approval requirements must be comprehensive enough to
provide substantive background. In-depth specialized technical training provided by recognized
training institutions, trade associations or private firms will be considered so long as the content and
duration of the class is analogous to a college-level class. One-day seminars or participation in
industry conferences are appropriate (and expected) for continuing education, but these are not
sufficient to meet the requirement for one of the 3 courses. Lenders or training providers may submit
a course syllabus to COB if there is a question as to the sufficiency of a specific course to meet the
requirement.

2. In addition to the training courses, HUD requires on-the-job training of a minimum of 3 years
continuous work experience in multifamily mortgage lending. The Underwriter trainee must work
on a minimum of 3 MAP applications that reach Firm Commitment. Section 223(a)(7) refinancing
transactions may only be credited towards one of the three minimum MAP applications. Only one
Underwriter trainee may assist the MAP-approved Underwriter in completion of any MAP application,
which should document that the trainee was supervised by only one MAP-approved Underwriter
mentor.

3. An Underwriter trainee may assist the MAP Underwriter in completion of the underwriting and both
the MAP approved Underwriter and the trainee must sign the Narrative Summary and the processing
forms.

4. The MAP-approved Underwriter must accept responsibility for all aspects of the loan underwriting as
evidenced by the signed Narrative Summary and processing forms.

5. The Underwriter trainee must be a full-time salaried employee of the MAP Lender and may not be
hired or retained only for a specific loan application.

6. The Underwriter trainee may not hold a significant equity position in, or be a principal of, the MAP
Lender or any of the Lender’s affiliates, although Employee Stock Ownership Plans and similar forms
of compensation are permissible.

7. The trainee’s contribution to the underwriting, and the specific tasks performed by the trainee, must
be stated in the Narrative Summary.

8. Work completed by an Underwriter trainee must be under the direct supervision of a MAP approved
Underwriter and it is unacceptable for the MAP Underwriter to merely sign a form or document
prepared by a trainee without providing proper supervision. The mentor Underwriter must add a
paragraph in the Underwriter Certification to certify that he/ she has directly supervised the
Underwriter trainee in completion of the specific tasks in the Narrative Summary and the processing
forms.

9. For new MAP Underwriters who must be approved by COB, a written request for approval of the
trainee as a MAP Underwriter should be submitted electronically in PDF format by a senior officer of
the MAP Lender with signatory authority to COB and include the following exhibits:

a. A written development plan established for the Underwriter trainee.
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b. Aresume of the Underwriter trainee that demonstrates the specific qualifications, education and
the level of experience outlined above.

c. Alist of MAP loans processed and underwritten by the trainee that reached Firm Commitment,
certified and signed by a senior officer with authorized signatory designation and by the
Underwriter trainee. The list must contain the following warning:

“Warning: Federal law provides that anyone who submits (or causes to submit) a document
containing any false, fictitious, misleading, or fraudulent statement/certification or entry may be
criminally prosecuted and may incur civil administrative liability. Penalties upon conviction can
include a fine and imprisonment, as provided pursuant to applicable law, which includes, but is
not limited to, 18 U.S.C. 1001, 1010, 1012; 31 U.S.C. 3729, 3802, 24 C.F.R. Parts 25, 28 and 30, and
2 C.F.R. Parts 180 and 2424. The signatory certifies that the information provided herein is true
and accurate.”

d. An electronic submission of complete documentation of each MAP application on which the
Underwriter trainee worked (a hard copy is not required and should not be submitted). The
documentation, signed by the trainee and co-signed by the mentor Underwriter, must include:

1) A copy of Narrative Summary that clearly identifies the specific tasks performed by the
Underwriter trainee;

2) A copy of completed form HUD-92264-A and other forms and / or exhibits for the type of
mortgage proposed that require a mortgage credit analysis (refer to Chapter 8 and Appendix

4);
3) A copy of the Master form HUD-92264; and,

4) An 10l Certification, as required by Section 2.6, signed and dated by the Underwriter trainee
only.

10. Underwriter candidates who have successfully completed the MBA’s 6-month FHA Multifamily
underwriting course will receive credit toward the experience and education requirements.
Completion of that course will:

a. Fully satisfy the requirement to complete 3 courses;
b. Satisfy half of the 3 transactions requirement; and,

c. Satisfy half of the 3 years of experience requirement.

B. By satisfying half of the MAP Underwriter requirements in #2 and #3, above, the candidate may elect
to utilize the course completion to fulfill either two transactions/one year, or one transaction/two years
of the requirements. The applicant should submit evidence of completion of the MBA MAP Underwriter
course and indicate how they wish to utilize the course completion toward the minimum transaction
requirements.

2.12 MAP Underwriter Transfers

A. MAP Underwriters in good standing may transfer to another approved MAP Lender.
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B. A written request for transfer approval should be submitted electronically in PDF format to COB, on
behalf of the transferring MAP Underwriter, by a senior officer with signatory authority for the MAP
Lender to which the MAP Underwriter has or intends to transfer and include the following exhibits:

1. Resume of the Underwriter that demonstrates the specific qualifications, education, and the level of
experience.

2. Evidence of prior MAP Underwriter approval.

3. Alist of MAP loans processed and underwritten by the Underwriter that reached Firm Commitment,
certified and signed by the Underwriter applicant. The list must contain the following warning:

“Warning: Federal law provides that anyone who submits (or causes to submit) a document
containing any false, fictitious, misleading, or fraudulent statement/certification or entry may be
criminally prosecuted and may incur civil administrative liability. Penalties upon conviction can
include a fine and imprisonment, as provided pursuant to applicable law, which includes, but is not
limited to, 18 U.S.C. 1001, 1010, 1012; 31 U.S.C. 3729, 3802, 24 C.F.R. Parts 25, 28 and 30, and 2 C.F.R.
Parts 180 and 2424. The signatory certifies that the information provided herein is true and
accurate.”

4. A detailed list of all prior MAP loan defaults, assignments or claims with which the Underwriter was
associated, including a detailed explanation of the circumstances of each default, assignment, or claim,
and any applicable mitigants.

5. Approved Chief Underwriters are delegated the authority to approve MAP Underwriter transfers by
certifying to COB that the transferee is qualified in accordance with items in Section 2.12.B.1-4 above.
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Chapter3  Programs

3.1 General Program Requirements

A. This chapter contains the basic requirements for FHA multifamily mortgage insurance programs for
which Lenders can submit Pre-Applications and Applications for Firm Commitment under MAP.

B. The requirements below apply to FHA multifamily mortgage insurance programs governed by this
Guide.

3.1.1 Regulatory Agreement

A. All Borrowers must execute a HUD Regulatory Agreement governing the operation of the project. The
Regulatory Agreement is recorded at Initial Endorsement.

3.1.2 Single Asset Mortgagor Entity

A. The mortgaged property must be the only asset of the Borrower entity, and there may not be more
than one Borrower entity. Natural persons, foreign entities, or Tenants-in-Common ownership structures
(including entities such as Maryland Statutory Trusts and Delaware Statutory Trusts) are not permitted
as mortgagor entities, though they may hold “upper-tier” interests (i.e., they may have an ownership stake,
such as a partnership interest, in the Single Asset Mortgagor Entity). Additional information on eligible
foreign nationals and entities may be found in Chapter 8. Waiver authority is reserved for the Director,
Office of Multifamily Production headquarters but requests for waivers are discouraged as they are
unlikely to be approved. In the unusual circumstance that a waiver request is submitted for review,
approval must be obtained prior to a Multifamily Regional Center or Satellite Office accepting an
application for mortgage insurance that does not conform to these prohibitions.

3.1.3 Non-Recourse

A. The HUD mortgage note will contain a non-recourse provision as to the mortgagor entity.
Notwithstanding this provision, certain parties may be held personally liable to the extent of losses arising
from certain “bad acts” and malfeasance, as set forth in the Regulatory Agreement. Such parties will be
identified in the Firm Commitment.

3.14 Interest Rate

A. The interest rate on a HUD insured loan is negotiated between the Borrower and the mortgagee (and
if applicable, the Ginnie Mae investor) and must be locked in by the time of Initial Endorsement. Payment
of discounts by the mortgagor to buy down an interest rate is acceptable during negotiations, prior to
Initial Endorsement. Any change in the mortgage amount due to a change in interest rate must be
reflected in an amendment to the Firm Commitment before Initial Endorsement. This action may require
re-underwriting with the issuance of an amended Firm Commitment. The Mortgage Note, form HUD-
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94001M, provides for the same or different interest rates for the construction and permanent financing
periods.

3.1.5 Amortization Plan

A. Al HUD insured mortgages must amortize through a level annuity monthly payment plan (LAMP), with
equal monthly payments of principal and interest. Variations are not permissible. This restriction does
not prevent separate tranches within one promissory note (e.g. An A and B pieces).

3.1.6 Loan Terms

A. The maximum loan term is the lesser of any limits included under the applicable Section of the Act, 40
years for new construction/substantial rehabilitation, 35 years for Section 223(f) purchase/refinancing,
or 75% of the remaining economic life of the property.

3.1.7 Prepayment Restrictions

A. The Section 223(f) program limits prepayment during the first five years of the loan. (Refer to Section
3.7.10 for detailed requirements for prepayment restrictions concerning Section 223(f) loans.) For other
Sections of the Act, HUD permits but does not impose prepayment restrictions on insured loans.
Prepayment restriction provisions may not include HUD consent as a condition to prepayment of the loan
by the Borrower.

3.1.8 HUD Application Fee

A. Under MAP (and the Section 213 program), HUD requires a fee of $3 per thousand dollars of the
requested mortgage amount for review of the Firm Commitment application. The application fee (also
known as “exam fee”) is considered earned at HUD acceptance of the application for processing and is
nonrefundable. For market rate new construction or substantial rehabilitation transactions, one half of
the application fee is due with the submission of the pre-application, and the other half is due with the
application for Firm Commitment. For affordable new construction or substantial rehabilitation
proposals, and for any refinancing or acquisition transactions, the entire amount is paid at the Firm
Commitment stage, regardless of whether or not a Pre-Application is filed with HUD (see Section 3.1.12
for definition of affordable).

B. See Section 3.1.36 for application fees for projects located in Opportunity Zones.

C. For Section 223(a)(7) transactions processed under MAP, the application fee is $1.50 per thousand
dollars of the requested mortgage amount.

D. For Traditional Application Processing (TAP) loans, the application fee is $5 per thousand dollars of
the requested mortgage amount for market rate transactions and $3 per thousand dollars of the requested
mortgage amount if the transaction meets HUD’s definition as Affordable housing or is a Section 213 loan
processed under TAP rather than under MAP.
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3.1.9 HUD inspection Fee

A. The HUD inspection fee is $5 per thousand of the mortgage amounts for new construction and $5 per
thousand of the total of all improvement costs (line G50 on form HUD-92264) for substantial
rehabilitation. The inspection fee is no longer calculated on Builder and Sponsor Profit Risk Allowance
(BSPRA) and Sponsor Profit Risk Allowance (SPRA). There is no inspection fee for Section 223(a)(7)
projects (even if there are repairs). For loans insured pursuant to Section 207 /223(f), the inspection fee
is the following:

1. $30 per unit where the repairs/improvements are greater than $100,000 in total but $3,000 or less
per unit.

2. The greater of $30 per unit or 1% of the cost of repairs or $1,500, where the repairs/improvements
are more than $3,000 per unit.

3. $1,500 where the total repairs/improvements are less than $100,000, which may be decreased by the
Regional Center or Satellite Office, if the Lender elects to take responsibility for the inspection.

3.1.10 Mortgage Insurance Premium

A. The mortgage insurance premiums (MIP) are established by the Firm Commitment and may not be
changed after initial endorsement. The annual MIP is based on a percentage of the mortgage amount and
may vary, depending on the insurance program and the MIP rates as most recently posted in the Federal
Register. For New Construction or Substantial Rehabilitation, the initial annual capitalized MIP is
collected at Initial Endorsement. The capitalized MIP is the mortgage amount times the annual MIP
percentage rate for each year of construction with any portion of a year rounded up to one year. Any MIP
due for a partial year of construction is paid at the anniversary of the Initial Endorsement. All MIP
payments collected between Initial and Final Endorsement are reconciled at Final Endorsement.

B. For Section 223(f) and Section 223(a)(7) loans, the upfront capitalized MIP is payable at Initial
Endorsement. This upfront capitalized MIP is the same for all market rate acquisition or refinancing
transactions and equals 1% for Section 223(f) loans and %2% (50 basis points) for Section 223(a)(7) loans.

C. The standard upfront and annual MIPs are reduced for any project qualifying as Affordable, Broadly
Affordable, or Green and Energy Efficient Housing, as defined in the Federal Register published on March
31,2016 (24 CFR Part 266) as follows:

1. 25 basis points for Broadly Affordable
2. 35 basis points for Affordable

3. 25 basis points for Green and Energy Efficient Housing

D. These categories are more fully described in Appendix 3. The Federal Register Notice is available in
the link below: https://www.regulations.gov/document?D=HUD-2016-0007-0001

3.1.11 Lender Fees and Charges

A. For programs other than Section 223(a)(7), the maximum financing and placement fees the Lender
may charge is limited to a total of 3.5% of the mortgage amount. This 3.5% maximum may consist of any
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combination of origination, financing, and permanent placement fees, as long as it also includes the
Lender’s legal fee. In bond transactions, financing and placement fees up to 5.5% are permissible. Third
party costs (e.g., appraisal, market study, Capital Needs Assessment (CNA), and other organization costs)
may be included as mortgageable soft costs in the mortgage calculations and are not included in the
limitation on Lender fees. See Chapter 11, Section 11.5 for additional provisions regarding loan fees and
charges.

B. The Lender is prohibited from advancing fees on behalf of the Borrower for payment of discount fees.
Waivers of this provision must be granted in writing and submitted to Multifamily Production
Headquarters and reviewed per HUD’s regulatory requirements (See 24 CFR 200.41).

3.1.12 Definition of Affordable Housing

A. Affordable housing for FHA multifamily mortgage insurance programs is defined as projects meeting
either the minimum affordability requirement for Low Income Housing Tax Credits LIHTC) or the
requirements for project-based Section 8.

B. To qualify under the LIHTC affordability requirement, rent and income restrictions must be imposed,
monitored and enforced by a governmental agency for at least 15 years after Final Endorsement by means
of a recorded Regulatory Agreement requiring the project to meet either of the LIHTC restrictions,
including income averaging as applicable: 20% of units at 50% of area median income (AMI); or 40% of
units at 60% of AML.

C. Projects need not use LIHTCs to qualify for affordable underwriting so long as they meet the
requirements for LIHTC affordability.

D. To qualify as affordable based on project-based Section 8, the project must have a Housing Assistance
Payment contract covering 90% of the units with a minimum remaining term of 15 years.

E. Note that the definition of Affordable in this section is separate and distinct from the definition of
Affordable and Broadly Affordable used to determine eligibility for a reduced MIP (See Section 3.1.10) or
application fees for projects located in Opportunity Zones (See Section 3.1.36).

3.1.13 Fair Housing and Equal Opportunity

A. Borrowers, Management Agents, Contractors, and subcontractors must comply with HUD Fair Housing
and Equal Opportunity requirements. (See 24 CFR 5.105 (a)(1)). Such requirements include selection of
occupants, employment, and project accessibility (See 24 CFR Part 100 and subsequent Sections),
regardless of race, color, national origin, religion, sex, disability, or familial status which are all Fair
Housing Act protected classes. Discrimination by age is also prohibited and the Equal Access Rule (24
CFR 5.105(a)(2)) provides for non-discrimination based on actual or perceived sexual orientation, gender
identity, or marital status. Project accessibility requirements apply to most multifamily properties. For a
complete description of project accessibility requirements see Chapter 5 and Appendix 5, Section A.5.2.

B. Affirmative Fair Housing Marketing requirements are addressed in Chapter 10, Section 10.9 of this
Guide. Also see “Affirmative Fair Housing Marketing to Fair Housing Act Protected Classes” (24 CFR Part
108 and 200.600). Projects with federal financial assistance are required to comply with the accessibility
requirements of Section 504 of the Rehabilitation Act and projects that are a program or activity of a state
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or local government or contain public accommodations are required to comply with Titles II or III of the
Americans with Disabilities Act.

C. Fair Housing and civil rights violations may result in enforcement actions including but not limited to
Limited Denial of Participation.

3.1.14 Previous Participation

A. Individuals and entities in control of a project are subject to a previous participation review as set forth
in 24 C.F.R. Part 200, as the same may be amended from time to time, and must submit information
regarding previous participation in governmental housing transactions either via the electronic Active
Partner Participation System (APPS) or on form HUD-2530, or any successor system or form, for approval
for participation in any mortgage insurance program. Invitation Letters or Firm Commitments may be
issued conditioned on Previous Participation approval, assuming no critical findings and that any flags
can be resolved without being presented to the Multifamily Participation Review Committee.

3.1.15 HUD's Fiscal Procedures

A. HUD's Fiscal Procedures are contained in HUD Handbook 4410.1 Revision 2.

3.1.16 Bridge or Gap Financing

A. Bridge financing is a short-term loan that is secured by the property or by a pledge of an interest in the
borrowing entity, pending the start of a long-term permanent loan. Bridge loans that are secured by the
property (as distinguished from a bridge loan used to fund equity during construction and which is
secured by ownership interests), are acceptable only in instances of Insurance upon Completion and
before the start of the FHA-insured permanent financing. Bridge financing is permitted as long as the
bridge loan is repaid no later than the time of permanent loan closing or converted in whole or in part to
Secondary Financing within the allowed limits for the FHA program. Bridge loan or other debt intended
to increase the FHA-insured mortgage or circumvent outstanding program requirements will not be
recognized as existing indebtedness in the cost basis. Gap financing is a loan that may be secured by a
subordinate lien behind the permanent first mortgage to provide additional capital funds for the project;
it must meet the Guide’s requirements for secondary financing. See Chapter 14 for a detailed discussion
of the use of bridge financing in relation to the LIHTC program.

3.1.17 Secondary Financing

A. FHA insured mortgages must be first liens. Secondary liens are permitted in the case of FHA insured
second mortgages (supplemental loans and operating loss loans) and under certain conditions. Chapter 8
contains the requirements for secondary financing, as does Chapter 14 regarding secondary financing for
LIHTC transactions.

3.1.18 Statutory Loan Limits

A. The statutory loan limits for each FHA multifamily insurance program are issued annually in the
Federal Register, and are used to determine the maximum per unit loan amount to complete Criterion 4
of the form HUD-92264-A. The Regional Director may grant exceptions to the maximum mortgage limits
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for certain Multifamily Housing Programs by (1) up to 170 percent, (equivalent to a 270 percent
multiplier) in geographical areas where cost levels so require or (2) up to 215 percent in High Cost Areas,
(equivalent to a 315 percent multiplier) where necessary on a project-by-project basis. When Criteria 4
is relevant to sizing the mortgage, the calculated statutory limit may be adjusted for project costs not
attributable to residential use as described in Chapter 5, Section 5.12.2.B.3.c or Section 5.12.2.B.3.d When
refinancing a previously insured property, the loan amount determined by Criterion 4 shall not be less
than the Criterion 4 amount determined for the previously insured loan (assuming no demolition or
reduction of improvements since endorsement of the previously insured loan).

3.1.19 Tax Increment Financing

A. Tax Increment Financing (TIF) is a public financing method that is used as a subsidy for
redevelopment, infrastructure, and other community-improvement projects. States create districts
to administer the program for communities to benefit from the TIF. TIF structures vary by
municipality, state, or local authority. They may use future increases in taxes to subsidize current
improvements. Some states sell bonds backed by a project development's future taxes, while the
bond money helps pay the Developer's construction costs.

B. TIF may or may not be recognized as a source of funds, equity, additional income, or a loan in FHA-
insured underwriting. The MAP Lender must:

1. Disclose a proposed or existing TIF Commitment at the Concept Meeting;

2. Determine the amount and terms of the TIF and whether or not the specific work in the TIF
Commitment is included in the improvements for FHA-insured mortgage; and

3. Document that none of the TIF proceeds are used to support FHA-insured mortgage proceeds, or
provide complete analysis and documentation demonstrating that the TIF funds and any tax benefits
are irrevocably committed.

3.1.20 Commercial Space

A. Commercial facilities may be included in a mixed-use project, subject to programmatic space, income,
and vacancy and collection loss limitations. See Chapter 7 for further guidance.

3.1.21 Military Impacted Areas

A. HUD generally will not insure mortgages in designated military impacted areas unless HUD determines
that demand from nonmilitary households is sufficient to sustain occupancy in both the insured project
and the market as a whole. Section 238(c) of the National Housing Act authorizes the provision of
insurance in military impacted areas upon certain findings by the Department of Defense (DOD) and HUD
HQ. In such areas, Borrowers should be encouraged to contact DOD for other potential programs
administered by DOD which could provide alternative sources of financing for the proposed project.
Section 238(c) loans are not eligible for MAP but may be processed under TAP.
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3.1.22 Student Housing

A. Insured projects cannot be designed solely for student occupancy, although students and families are
eligible occupants of insured family housing projects. Insured loans on projects in college areas must be
underwritten at rents that are comparable to family housing in the area. Loans cannot be underwritten
with rental rates assuming multiple student occupants in a unit that would result in a processing rent
higher than a typical family apartment, nor may an appraisal use sales and capitalization rates generated
by comparable student housing properties.

3.1.23 Real Estate Requirements

A. The insured mortgage must be on real property held in one of two forms of estate:
1. A fee simple estate, or

2. Alease with a term of at least (i) ninety-nine years which is renewable, (ii) 50 years from the date the
mortgage is executed, or (iii) for a period of not less than 10 years more than the loan maturity date,
dependent upon the Section of Act (SOA).

3.1.24  Transient Housing/Hotel Services Prohibition

A. Section 513 of the National Housing Act prohibits the use of the insurance programs for transient or
hotel purposes. Leases for less than 30 days are prohibited, and occupants cannot be provided with hotel
services such as maid service, furnishing and laundering of linens, room service, and bellboys. This also
applies to any commercial space funded by the mortgage.

3.1.25 Sustaining Occupancy

A. Sustaining occupancy is a level or percentage of occupancy of tenant units by rent paying tenants
consistent with signed leases such that the monthly rents paid are sufficient to pay all operating expenses
for the month (actual or prorated annual costs as applicable) plus monthly debt service composed of
principal, interest, and MIP. Any subordinate debt requiring current payment must be included in the
sum of debt service. This is equivalent to a debt service coverage ratio (DSCR) of 1.0, a ratio also referred
to as “breakeven.” When this level of occupancy is sustained for a period of consecutive months, it is
referred to as “sustaining occupancy”. The standard number of months for achieving sustaining
occupancy in HUD new construction and/or substantial rehabilitation projects is 6 months. HUD may
vary the number of months of sustaining occupancy required to address specific project risk for individual
cases or cases with identified risk conditions.

3.1.26  Operating Deficit

A. An operating deficit escrow (also known as the Initial Operating Deficit Escrow (I0D) for construction
loans) is required on all applications for new construction and many applications for substantial
rehabilitation to provide funding for operating expenses and debt service when net income is not available
during the initial lease up and stabilization period. A debt service escrow may also be required for Section
223(f) proposals where analysis requires it. This escrow is not mortgageable and unused portions will be
returned to the Borrower. See Chapter 7, Section 7.14 and Chapter 8, Section 8.14 for more detail.
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3.1.27 Short-Term Lease Premiums

A. Projects offering leases with terms of less than 30 days are not eligible for HUD-insured financing under
any circumstances. Treatment of income from short-term leases of at least 30 days, e.g., furnished units,
corporate or business short-term leases, may be considered to the extent that it is present in the local
market. The actual number of furnished or corporate/business units generally may not exceed 10% of
the units. Any higher percentage must be approved by Asset Management at the time of underwriting. In
the case of any such approval, no more than 10% of the units may be underwritten at rents higher than
for unfurnished units of the same unit type (i.e. number of bedrooms, unit size, and configuration).

3.1.28 Replacement Reserve

A. A Reserve for Replacement (RfR) Escrow account is required for all insured mortgages. The escrow
may be funded by an initial deposit at endorsement and by monthly deposits to the Replacement Reserve
as determined in the financial schedule developed by the Lender in the CNA e-Tool and approved by HUD.
The purpose of the Escrow is to set-aside funds to pay for timely replacement of capitalized physical
assets. See Appendix 5, Section A.5.7 for the minimum annual replacement reserve requirements for all
program types and for guidance on completing a CNA. HUD Handbook 4350.4, Chapter 2 Servicing
Manual, details the Lender’s responsibility for managing funds held for the project and describes liquidity,
draws, and investment requirements.

3.1.29 Developer Fees

A. In cost-controlled mortgages for FHA New Construction and Substantial Rehabilitation Programs
(other than Section 231 Substantial Rehabilitation and Section 241(a)), BSPRA is allowed. BSPRA is a
mortgageable cost but not a source of cash. For affordable programs (such as Low-Income Housing Tax
Credits, Rental Assistance Demonstration (RAD), and Section 202 refinancing), a Developer Fee may be
mortgageable as long as BSPRA or SPRA is not also included. In no event may a non-mortgageable
Developer Fee be included as part of a market rate transaction, with or without BSPRA. A summary of
Developer Fee calculations limits for various FHA and assisted programs is included in Appendix 3,
Section A.3.2.

3.1.30 Scattered Sites

A. FHA insured multifamily properties may be traditional multifamily structures on one site, or may be
detached, semi-detached, or row houses. Each property must consist of five or more dwelling units.
Group homes are not eligible properties.

B. The site may consist of two or more noncontiguous parcels of land when the parcels comprise one
marketable, manageable real estate entity and each parcel (or combination of contiguous parcels) has at
least 5 units. (The regulations, 24 CFR 200.73(c), prohibit sites with less than 5 units.) “Contiguous”, in
this context, means adjacent or next to one another. Two parcels separated by a driveway or road may
still be contiguous for purposes of establishing one “single” site.

C. Certain factors should be considered in underwriting, and determining whether a scattered site
property is one marketable, manageable real estate entity:

MAP Guide, March 2021 Chapter 3 Bookmarked Version
Go to beginning of Chapter 3 Page 3-8 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 3 Programs
Go to Table of Contents 3.1 General Program Requirements

1. Degree of Separation. Generally, a greater distance would be acceptable in a rural area than an
urban one, but two sites funded by one FHA insured multifamily mortgage separated by more than 15
or 20 miles in exurban areas or 10 to 15 minutes in travel time in metropolitan locations, or in any
event located in different market areas or different political jurisdictions (township, city, county),
would be considered unacceptable.

2. Physical condition, construction type, and age. If individual sites vary in these criteria, it is more
difficult to make the case that they comprise a single entity, and to evaluate the collateral (e.g.
requiring separate CNA and Appraisal analyses, which are then combined.) If an Underwriter cannot
rely on a single CNA and appraisal to analyze a property, then the property is not a single
mortgageable real estate asset.

3. Occupancy type and turnover history. Combinations of sites with and without age restrictions, or
properties with and without unique tenant populations, e.g., students or military personnel are not
single marketable, manageable real estate entities.

4. Unit configuration and project layouts. This includes single-family homes in a “checkerboard”
configuration. Projects consisting only of single-family homes whether located on one or multiple
sites are strongly discouraged.

5. Expense volatility. This is particularly important for single family structures or more widely
disbursed properties. In such cases, risk must be mitigated by high-end expense estimates, and, in
some cases, shorter amortization periods.

6. Homeowners Associations (HOA). An insured project operating within and governed by an HOA
may be subject to terms and conditions that may be detrimental to the operation of the insured
project, especially when such agreements limit or regulate maintenance or repairs and alterations. In
addition, sites subject to different HOA Associations are not acceptable.

7. Flexibility for Affordable Housing. HUD has and will continue to provide greater flexibility to RAD
and affordable transactions (as well as refinancing Section 202 Project Rental Assistance Contract
(PRAC) projects) with significant outside funding sources. However, the factors outlined above should
be carefully considered in any transaction involving scattered sites.

3.1.31 Condominiums

A. A project built and platted as a condominium complex, but that is now operating as a rental project,
may be refinanced under Section 223(f) if the condominium regime is held by a single owner with no
individual unit ownership and the property meets other program guidelines, including the minimum
occupancy standards.

B. Condominium ownership regimes may be recorded if the property is otherwise operated as a rental
project with a single ownership entity owning all the apartments. Separate condominium units may be
established for commercial use and for housing use which must include all the residential apartments.
The insured loan must be secured by a mortgage on the rental apartments and mortgageable commercial
space. Joint use and maintenance agreements and easements between the insured portion and any
separately demised condominium portion must be defined, and all condominium fees and expenses must
be equitably allocated.
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C. The Regional Center or Satellite Office Director may consider a waiver for a condominium building with
a limited number of individually owned units (i.e., 10% or less of total units) if all such units are located
in a separate building or in a separate section of a single building apart from the rental units. HUD will
not consider a waiver if any ownership units are interspersed with the rental units.

3.1.32 Environmental Review

A. HUD has responsibilities to comply with HUD’s environmental requirements described in MAP Guide
Chapter 9. These include regulatory requirements in 24 CFR Parts 50, 51, 55 and 35, and program
requirements. Potential issues are to be identified at time of concept meeting and in the Lender’s
narrative or preapplication stage (or application if straight to Firm Commitment.) Lenders must submit
an environmental report to HUD using the HUD Environmental Review Online System (HEROS) system
for all projects submitted under MAP and TAP. Projects must comply with the other regulatory and
programmatic requirements described in MAP Guide Chapter 9, Environmental Review. Chapter 9
provides further details about submission content and timing requirements.

3.1.33 Underwritten Vacancy and Collection Loss

A. Underwritten vacancy and collection loss rates shall not be less than the minimum levels shown in
Appendix 3, Section A.3.1. Higher vacancy and collection loss rates may be determined based on the
appraised or actual loss rates at the subject property (see Chapter 7.)

3.1.34 Borrower’s Certifications

A. All certifications executed by the Borrower, in addition to certifications submitted by the Lender in
support of MAP applications should contain the following language:

[ hereby certify under penalty of perjury that all of the information I have provided on this form and in any
accompanying documentation is true and accurate. I acknowledge that if | knowingly have made any false,
fictitious, or fraudulent statement, representation, or certification on this form or on any accompanying
documents, I may be subject to criminal, civil, and/or administrative sanctions, including fines, penalties,
and/or imprisonment under applicable federal law, including but not limited to 12 U.S.C. § 1833a; 18 U.S.C.
§§1001, 1006, 1010, 1012, and 1014; 12 U.S.C. §1708 and 1735f-14; and 31 U.S.C. §§3729 and 3802.”

3.1.35 Waivers

A. There are various references in the MAP Guide to HUD’s waiver authority. Regulatory Waivers must
be approved at the Assistant Secretary level, and certain waivers are reserved to HUD Headquarters.
Regional Center Directors retain waiver authority for other provisions of the MAP Guide. While HUD may
consider waiver requests within delegated authority, they will not be approved except for good cause, and
Lenders should not assume approval.

3.1.36 Opportunity Zones

A. The 2017 Tax Cuts and Jobs Act (P.L. 115-97, Dec 22, 2017) created an investment vehicle known as
Qualified Opportunity Funds, which invest capital gains into projects located in Opportunity Zones.
Opportunity Zones are census tracts that are low-income communities as defined in Section 1400Z(c) of
the Act. HUD has reduced application fees (also known as “exam” fees) for FHA multifamily mortgage
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insurance pursuant to the Section 221(d)(4), Section 220, and Section 223(f) for properties located in a
qualified opportunity zone. Application fees are reduced from 0.3% of mortgage amount to 0.2% except
for properties which are Broadly Affordable (see HUD’s Federal Register Notice dated March 31,2016, 81
FR 18473), in which cases the application fee is reduced to 0.1% of mortgage amount. The referenced
Federal Register Notice may be found at: https://www.regulations.gov/document?’D=HUD-2016-0007-
0001.

3.2 New Construction/Substantial Rehabilitation
Program Requirements

A. Sections 220, 221(d)(4), 231, and 241(a) of the National Housing Act provide FHA multifamily
mortgage insurance for the new construction or substantial rehabilitation of multifamily rental apartment
properties. Section 213 is available for new construction and Section 213(i) is used for substantial
rehabilitation of Cooperatives; these transactions are processed under TAP.

B. The requirements in the subsections below apply to all FHA New Construction/Substantial
Rehabilitation multifamily mortgage insurance programs.

3.2.1 Properties

A. Properties must have 5 or more residential units with individual full kitchens and baths for each unit.
(Section 231 requires at least 8 units.) Group Homes are not eligible for FHA multifamily mortgage
insurance. Single Room Occupancy (SRO) properties will be considered only if they have existing Project
based Section 8 contracts in place.

3.2.2 Insurance for Construction and Permanent Loan Periods

A. HUD can insure both the construction and permanent loan periods (Insurance of Advances) or just the
permanent loan period (Insurance Upon Completion). Davis-Bacon wage requirements apply to new
construction and substantial rehabilitation transactions for both Insurance of Advances and Insurance
Upon Completion.

3.2.3 New Construction Transactions

A. New Construction transactions finance improvements where no construction work has been done to
the site prior to Initial Endorsement. See Chapter 5 and Chapter 9 for additional information and
exceptions.

3.2.4 Substantial Rehabilitation Transactions

A. Substantial Rehabilitation transactions finance repairs and rehabilitation of existing properties that
are or have been previously occupied. (Conversions of a non-residential to residential use are also
included and may be financed as substantial rehabilitation). Projects in which construction of above
ground improvements was started but not completed or inhabited are not eligible. The definition of
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substantial rehabilitation is based on a per unit threshold for the cost of rehabilitation. See Chapter 5,
Section 5.1.4.

3.2.5 Cost Certification

A. The Borrower must submit a cost certification prepared by an independent Certified Public Accountant
(CPA) upon completion of construction or substantial rehabilitation. The mortgage amount that is finally
endorsed for insurance after completion of construction can be reduced based upon HUD review of the
cost certified amounts. General Contractors or subcontractors are required to submit a cost certification
if a cost-plus construction contract is used or there is an identity of interest with the Borrower. See
Chapter 13, Section 13.1 and Section 13.1.B for cost certification exceptions for Low Income Housing Tax
Credit projects.

3.2.6 Federal Labor Standards

A. The General Contractor and all subcontractors for FHA-insured new construction or substantial
rehabilitation transactions are required to comply with federal wage and reporting requirements under
the Davis-Bacon Act and the Copeland Act. Davis-Bacon requires the payment of prevailing wage rates
and regulations under the Copeland Act require the submission of weekly certified payroll reports.
Prevailing wage schedules may be obtained from the appropriate HUD Regional Center or Satellite Office.
There are limited exceptions to this requirement. Davis-Bacon Wage requirements do not apply for
Section 241(a) loans in which the underlying first mortgage is a Section 223(f) loan (or a Section 223(a)(7)
loan) or for Section 241(a) loans for projects with a Secretary-held mortgage, if the project did not
originally have an FHA-insured loan that was subject to Davis-Bacon. Additionally, Davis-Bacon Wage
rates do not apply to off-site improvements, nor do they apply to any site demolition or improvements
completed prior to the creation of a federal nexus, defined as the submission of either a pre-application
or firm commitment application to HUD.

3.2.7 Assurance of Completion

A. The General Contractor shall provide an assurance of completion of construction in the form of a
Combined Performance Payment Bond or cash or a Letter of Credit in an amount approved by HUD. See
Chapter 8, Section 8.14.C.13 for the specific requirements.

3.2.8 Absorption Period

A. The absorption period used in estimating market demand for proposed newly constructed or
substantially rehabilitated units should not exceed 18 months from delivery of the first units. The
absorption period should be supported by the MAP Underwriter and fully explained in the Lender’s
Narrative. Larger projects may phase in additional units under a separate application for mortgage
insurance. An exception to the 18-month limitation on the absorption period may be considered by the
Regional Center or Satellite Office Director for large high-rise buildings, which will be evaluated based on
their own merit and will require a larger initial operating deposit.

MAP Guide, March 2021 Chapter 3 Bookmarked Version
Go to beginning of Chapter 3 Page 3-12 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 3 Programs
Go to Table of Contents 3.2 New Construction/Substantial Rehabilitation Program Requirements

3.2.9 Marketing and Leasing Plan

A. All projects that require absorption of units at economic rents to achieve break-even occupancy must
submit a detailed marketing and leasing plan, and a budget reviewed and confirmed by the proposed
property management company. The plan must discuss when marketing efforts will begin, when the
leasing office and model units will open, how the leasing office will be staffed, and the project’s marketing
and advertising strategy. The plan must address timing of the construction progress schedule with
respect to egress and ingress into the project, landscaping, and access to amenities. These items are in
addition to those required by the Affirmative Fair Housing Marketing Plan.

3.2.10  Working Capital Escrow

A. The Working Capital Escrow is designed to cover accruals of taxes, insurance, and interest above the
amounts capitalized in the mortgage in the case of construction delay. The escrow may also be used to
pay for construction contingencies for cost overruns and change orders, and other miscellaneous
expenses which are not included in the mortgage and required for new construction and substantial
rehabilitation proposals. For new construction the Working Capital Escrow is 4% of the mortgage amount
with 2% set aside specifically as a construction contingency to cover construction cost overruns and
change orders and the other 2% to cover excess soft costs or costs of putting the project in operation. For
substantial rehabilitation, the Working Capital Escrow is 2% (a construction contingency is permitted in
the construction costs of substantial rehabilitation projects). Substantial rehabilitation projects with
Section 8 rental assistance for more than 90% of the units do not require a Working Capital Escrow when
the Lender demonstrates there will be sufficient income generated by the property during the rehab
period to cover items typically funded by the Working Capital Escrow and when interim income is not
being used as a source of financing.

3.2.11 Furniture, Fixture, and Equipment in Cost Basis

A. Reasonable costs of Furniture, Fixture, and Equipment (FF&E) may be included in mortgageable
project costs and in the Reserves for Replacement for new construction and substantial rehabilitation
proposals. See Chapter 5, Section 5.12.3.A.8 for FF&E examples and guidance. All funded FF&E will be
subject to FHA MAP Lender’s security instruments.

3.2.12 Elderly Developments

A. New construction or substantial rehabilitation of apartments specifically designed with occupancy
restricted to the elderly age 62 and over should be processed under Section 231. Age restricted projects
are not eligible under Section 220. Age restricted Multifamily projects may be considered under other
Sections of the Act (e.g., Section 221(d)(4)) as long as they comply with the provisions of Section 3.11.

3.2.13 Occupancy Preference

A. Sponsoring nonprofit organizations such as labor unions, professional groups, religious organizations,
and fraternal or civic organizations may give preference to their members, provided membership in the
organization is open without regard to race, color, national origin, sex, sexual orientation, gender identity,
marital status, familial status, age, disability, or religion. However, Sponsors cannot restrict occupancy
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solely to their members. Preferences may also be given to other groups such as veterans, homeless
persons, victims of domestic violence, etc.

B. Residency preferences require HUD approval (24 CFR 5.655(c)(1)(iii) and may be used only under
conditions specified in the Affirmative Fair Housing Marketing Plan instructions and 24 CFR 5.655(c)(1),
so that they may not create a disparate impact in selection against protected classes. In no case may
special preference be given to children of current residents since the demographics of housing markets
and labor pools change. Similarly, projects (regardless of ownership) may target occupancy to various
demographic groups (such as “workforce housing”) so long as there is sufficient and sustainable market
and Affirmative Fair Housing Marketing Plans and other management plan exhibits demonstrate the
property will not discriminate against any particular race, color, national origin , religion, sex, disability,
familial status, sexual orientation and gender identity and age. Additionally, if an owner adopts a
preference for working families, an applicant shall be given the benefit of the working family preference
if the head and spouse, or sole member, is age 62 or older, or is a person with disabilities. See 24 CFR
5.655 (c)(2).

3.2.14 Builder and Sponsor Profit and Risk Allowance (BSPRA)

A. BSPRA and SPRA are allowed (but not required) for new construction and substantial rehabilitation
applications under Sections 221(d)(4) and 220 for profit motivated and limited distribution Borrowers.
BSPRA and SPRA are allowed for new construction Section 231 applications but not under Section 231
substantial rehabilitation. Non-profit Borrowers are eligible for a Developer’s fee, or they may apply as a
for-profit entity for purposes of applying for FHA mortgage insurance, as provided in Chapter 8.

1. The BSPRA allowance will be credited against the Borrower’s required equity contribution. To use
BSPRA, there must be an identity of interest between the Borrower and General Contractor and there
must be no paid builder’s 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 (including third party
report fees), and audit expenses (total of lines 50, 63 and 67 in Section G. of form HUD-92264),
exclusive of land. For substantial rehabilitation projects, BSPRA is 10% of the above costs exclusive
of the as is value of the existing structure.

2. SPRA may be included in replacement cost where no identity of interest exists between the General
Contractor and Borrower, or where there is an Identity of Interest, but the Borrower and General
Contractor have agreed to a General Contractor profit instead of BSPRA. SPRA is 10% of the total
estimated cost of: Architect's fees, carrying and financing charges, legal, organizational, and audit
expenses.

3.2.15 Energy Efficiency

A. New construction projects must comply with the International Energy Conservation Code (IECC) for
buildings of up to three stories, or in the case of buildings over three stories, American Society of Heating,
Refrigeration and Air-conditioning Engineers, ASHRAE Standard 90.1 as adopted by HUD (see Chapter 6,
Section 6.1.1). Substantial rehabilitation projects must conform to these energy codes except where
compliance is not feasible due to required preservation of historic buildings or elements of historic
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buildings. Incentives for improved building performance (i.e. reduced utility consumption) are available
as described in Chapter 6, Section 6.1.2.

3.2.16 Cost vs. Value

A. Most FHA multifamily new construction and substantial rehabilitation programs are based on cost
rather than value when sizing the mortgages (in Criterion 3 of form HUD-92264-A). Exceptions are the
Sections 231 substantial rehabilitation and the 241(a) programs, which are both values based, per statute.
For substantial rehabilitation under all Sections of the Act, the “as is” value of the project is a component
of the cost. “As is” value of a substantial rehabilitation project will be the lesser of the value “as is”,
reflecting actual occupancy and any restrictions on net operating income (NOI), or the purchase price at
closing, if it is an arms-length acquisition transaction.

3.3 Section 221(d)(4)-New Construction and
Substantial Rehabilitation

A. Section 221(d)(4) insures mortgages for the new construction or substantial rehabilitation of rental
housing. In addition to the general requirements in Section 3.1 and Section 3.2, the requirements in this
section apply to the Section 221(d)(4) program.

B. Maximum Loan Ratios and DSCR. The loan ratios and percentages shown in the subsections below
control the loan amount and are the mortgage criteria detailed on the form HUD-92264-A, Supplement to
Project Analysis. The lowest mortgage criterion controls the loan amount.

3.3.1 Criterion 1

A. Loan Amount Requested in the Application. The loan amount requested in the application may be
amended when appropriate, e.g. when a higher mortgage is supportable due to a reduction in the interest
rate.

3.3.2 Criterion 3

A. Amount Based on Replacement Cost. The applicable percentage of the estimated replacement cost
for new construction or the applicable percentage of the estimated replacement cost for substantial
rehabilitation (which includes the “as is” value of the property before substantial rehabilitation) is:

1. 90% for projects with 90% or greater rental assistance;

2. 87% for projects that meet the definition of Affordable Housing and for which the achievable Tax
Credit rents are at least 10% below market rents; or

3. 85% for market rate projects or Tax Credit projects without a significant rent advantage (i.e., the
achievable rents are at least 10% below market.).
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3.3.3 Criterion 4

A. Amount Based on Limitations per Family Unit. Where percentages are required, enter the same
percentage applied under Criterion 3. See Chapter 8 for complete details and the MF Housing website:
https://www.hud.gov/program_offices/administration/hudclips/notices/hsg to locate HUD’s notice of
Annual Revisions to Base City High Cost Percentages providing information for per family unit limitations
and the High Cost Percentage by jurisdiction.

3.3.4 Criterion 5

A. Amount Based on DSCR. The applicable DSCR ratios are as follows (ratios are rounded for
presentation purposes):

1. 90% (1.11 DSCR) for projects with 90% or greater rental assistance;

2. 87% (1.15 DSCR) for projects that meet the definition of Affordable Housing and for which the
achievable Tax Credit rents are at least 10% below market rents; or

3. 85%(1.176 DSCR) for market rate projects or Tax Credit projects without a significant rent advantage
(i.e., the achievable rents are at least 10% below market.).

3.4 Section 220 Mortgage Insurance for
Redevelopment Areas

A. Section 220 insures mortgages for the new construction or substantial rehabilitation of mixed-use
housing projects in urban renewal areas, code enforcement areas and other areas where local
governments have undertaken designated revitalization activities.

B. In addition to the general requirements in Section 3.1 and Section 3.2, the following requirements
apply to Section 220.

3.4.1 Eligible Areas

A. The property must be located in either a concentrated development area approved by the applicable
HUD Multifamily Regional Center or Satellite Office or 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.

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

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

v s W N

An area of concentrated code enforcement being carried out under Section 117 of the Housing Act of
1949. The Multifamily Regional Center or Satellite Office will consider proposals in concentrated
development areas 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
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neighborhood improvement, conservation or preservation. Locally developed strategies may be
informal, but must do all of the following:

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;

b. Coordinate public and private development efforts; and

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

3.4.2 Commercial Facilities

A. Commercial space may be included if it will serve the needs of the project residents and other residents
of the area. Commercial space is limited to 25% of total net rentable area and commercial income to 30%
of effective gross project income.

B. See Chapter 7 for requirements where commercial facilities are included in a project.

3.4.3 Maximum Loan Ratios and DSCRs

A. The controlling mortgage criteria for Section 220 loans are the same as for the Section 221(d)(4)
program, detailed above in Section 3.3.

3.44 Builder and Sponsor Profit and Risk Allowance (BSPRA)

A. See definition of BSPRA in Section 3.2.14.

3.4.5 Sponsor Profit and Risk Allowance (SPRA)

A. See definition of SPRA in Section 3.2.14.

3.4.6 Age Restriction Prohibited

A. Apartments specifically designed for the elderly, limited to elderly occupancy, and/or seeking to use
the Fair Housing Act’s housing for older persons exemption are not permitted under Section 220.

3.5 Section 231 Mortgage Insurance

A. Section 231 insures mortgages for construction and substantial rehabilitation of rental housing for
elderly persons (aged 62 or older) and/or persons with disabilities. A project must comprise 8 or more
new or substantially rehabilitated units designed for occupancy by elderly persons and may include family
units for occupancy for persons who qualify as disabled.
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3.5.1 Definitions

A. Elderly Person. A person aged 62 or older. For Section 231 occupancy, other than for units designed
for the use and occupancy of disabled persons and their families for up to 25% of the units, all persons
living in a unit must be age 62 or over.

B. Disabled Person. A person who has a physical or mental impairment that substantially limits one or
more major life activities.

3.5.2 Design and Amenities

A. Particular attention is to be given to room layout and unit design to assure they are consistent with the
needs of the elderly or individuals with disabilities. (See 24 CFR 100.205)

3.5.3 BSPRA or SPRA allowances

A. BSPRA or SPRA allowances are eligible under Section 231 new construction transactions as long as
there is no Developer Fee. These allowances are not available for Section 231 substantial rehabilitation
transactions, which may be constrained by value. See Section 3.2.14. for an explanation of these
allowances.

3.5.4 Maximum Loan Ratios and DCRs

A. The controlling mortgage criteria for Section 231 loans are the same as for the Section 221(d)(4)
program, detailed above in Section 3.3, with the exception of criterion 3 for substantial rehabilitation
loans, which is controlled by the applicable percentage of “as rehabilitated” value (not cost).

3.6 Section 241(a) Mortgage Insurance for
Supplemental Loans

3.6.1 Eligibility

A. Section 241(a) is now a MAP-eligible program. It provides secondary financing for improvements or
additions to properties with a HUD-insured first mortgage that need repairs, substantial rehabilitation, or
additional units. Deferred Developer fees carried over from a LIHTC transaction are considered ineligible
costs under the 241(a) loan program.

1. Projects with HUD-held debt (as opposed to FHA-insured), or Risk Share financing are not eligible to
apply for Section 241(a) loans.

2. Improvements consisting of repairs, alterations, or additions to, or substantial rehabilitation of
existing structures may be financed with a Supplemental Loan.

3. Construction of additional units, or expansion of the footprint of the existing building, is allowed, so
long as the number of units in the new addition is equal to or less than the existing building. Such
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work may be completed on the existing parcel secured by the first mortgage, or a contiguous or nearby
parcel acquired and included in an amendment to the existing first mortgage security documents.

4. A cross-default provision should be placed in the Section 241(a) mortgage loan documents such that
a default under a “prior recorded insured mortgage” will trigger a default under the Section 241(a)
mortgage. However, a default under the Section 241(a) loan should not trigger a default under the
first mortgage.

3.6.2 Term

A. The Section 241(a) loan generally should be coterminous with the underlying FHA-insured first
mortgage if that loan has more than 25 years remaining on its term. If less than 25 years remain on the
term of the first mortgage, HUD will consider an amortization period of up to 40 years regardless of the
underlying first mortgage’s amortization period so long as the term is no greater than 75% of the project’s
remaining economic life. Notwithstanding the above, the Regional office has discretion to grant a waiver
to permit the second mortgage term to exceed the term of the first mortgage loan in the event that the
increase in term will reduce overall risk to the transaction and will otherwise meet program obligations.

3.6.3 Equity Requirement and Controlling Mortgage Criteria

A. The owner is required to contribute at least 10% of the total development cost of the transaction.
Existing RfR deposits in excess of the Initial Deposit requirement concluded in the CNA and underwriting
may be used to meet the equity requirement. Similarly, land equity from adjacent or nearby parcels added
and incorporated into the existing first mortgage security and additional cash contributions can be used
to meet the 10% equity contribution requirement. Residual Receipt account funds (e.g., from surplus
Section 8 funding) cannot be used to meet equity requirements. Imputed equity representing the
difference between the “as is” value of the project and the existing indebtedness is not available to meet
the equity requirements. HUD forms HUD-92264 and HUD-92264-A should recognize only the cost of the
addition or improvements but, should include all (i.e. the existing and proposed) NOI in Criterion 5 of
form HUD-92264-A. A supplemental analysis comparing the historical and proposed NOI should be
included as an attachment to the form HUD-92264.

3.6.3.1 Criterion 3—Loan to Value/Cost

A. A Section 241(a) supplemental loan is limited by statute to 90% of the HUD-estimated value of the
improvements, additions, or equipment, regardless of the Section of the Act insuring the underlying first
mortgage. The cost of the repairs and transaction costs (including the acquisition price of an adjacent or
nearby land parcel) will be recognized as the value, as long as any additional land purchased or
contributed is no more than the fair market value. Regardless of the Section of the Act of the underlying
first mortgage, neither BSPRA nor SPRA may be recognized. The cost of the transaction can and should
include builder’s profit (regardless of whether there is an Identity of interest.)

3.6.3.2 Criterion 4-Statutory Limits

A. The Supplemental Loan, when added to the outstanding balance of the mortgage covering the project
or facility, may not exceed the maximum statutory limitation applicable to the building and unit type for
the Section of the Act under which the existing first mortgage is insured.
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3.6.3.3 Criterion 5-Debt Service Coverage Ratio (DSCR)

A. The maximum loan amount under this criterion is limited by debt service (i.e., combined supplemental
and first mortgage payments) supported by 90% of projected NOI, a combined DSCR of 111%.

3.6.4 CNAs, Plans and Cost Estimates

A. A CNA s required for the entire property, including both existing units and any proposed addition. The
portion of the property already existing and not proposed for substantial rehabilitation should be
evaluated in the same manner as for existing buildings in a refinance application to identify and define
any existing critical or non-critical repair needs as well as future needs. These identified critical and non-
critical repairs should be included in the loan amount and the approved construction scope of work. Such
repairs should be documented with plans and specifications consistent with the applicable classification
of work as described in Chapter 5. (See Chapter 5, Section 5.11 for architectural review of Section 241(a)
loans.)

B. If the proposed construction includes substantial rehabilitation of the existing property or a portion
thereof, then for that portion of the property, the CNA will only identify future needs.

C. Similarly, for any portion of the property that is an addition, the CNA will only identify future needs.
Future needs for any substantial rehabilitation portion of the property and additions are based on
proposed drawings and specifications, while future needs for other portions of the property are based on
inspected conditions. The cost of all future capital needs is used to size the RfR escrow.

D. Plans, Specifications, and Architecture and Cost Analysis reports for portions of the property that are
substantial rehabilitation or additions must be completed consistent with requirements for Section
221(d)(4) or other new construction or substantial rehabilitation loan programs as described in Chapter
5, Section 5.11.

E. The Section 241(a) loan combined with the original first mortgage shall be considered one project and
the CNA must produce one RfR schedule and budget for future capital needs inclusive of the existing
improvements as well as any proposed substantial rehabilitation or addition.

3.6.5 Davis-Bacon Act Applicability

A. (See Section 3.2.6 for Davis-Bacon Wage applicability.) (See Chapter 19 for closing guidance.)

3.6.6 Insurance of Advances or Insurance upon Completion

A. For Section 241(a) mortgage insurance for Supplemental loans, either the insurance of advances or the
Insurance upon competition approach is acceptable. Construction advances for any Supplemental Loan
may be insured; the minimum amount of advance that may be insured is $200,000. Mortgageable
contingency and construction draw retainage are subject to the same requirements as other New
Construction / Substantial Rehabilitation programs.
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3.6.7 Environmental Review

A. AHEROS environmental review per the requirements of Chapter 9 is required for Section 241(a) loans.
Chapter 9, Section 9.2 provides guidance in determining whether the correct level of review is
Categorically Excluded, or Environmental Assessment is required.

3.6.8 Working Capital and Operating Deficit Reserves

A. The working capital and operating deficit reserves requirements are the same as those of the Section
221(d)(4) program. The Lender can recommend, and HUD may approve, waiving the requirements when
appropriate on specific cases. A defaultunder the first mortgage will constitute a default under the Section
241(a) loan.

3.6.9 Management Exhibits

A. Management exhibits identified in Section 3 of the application exhibits are not required if the
Management Agent’s operations have not materially changed in a negative manner since approval of the
HUD-insured first mortgage. If operations have materially, negatively changed, Management Agent
documentation is required.

3.6.10 Multiple Lenders

A. Anew Section 241(a) insured loan may be originated by the first FHA lienholder or a new Lender. The
Lender processing the Section 241(a) FHA insured loan shall create one RfR Account incorporating both
escrow account requirements into a single reserve account. If the holder of the first lien is not the same
entity as the proposed secondary debt Lender (See Section 3.6.1.A.4), the two Lenders shall designate one
as the depository holder of the CNA e-tool and the RfR accounts. This decision shall be determined before
the Section 241(a) application is submitted to HUD. The designated Lender shall maintain the updated
CNA e-tool report and RfR Account incorporating both loans. The processing 241(a) Lender must agree
and certify to obtain an updated CNA e-tool report, funding for a new RfR Account, and other pertinent
information required by the Section 241(a) insured loan. If different from the first lien holder, the Section
241(a) processing Lender shall submit the updated information to the first lien holder for review and
approval based on HUD’s program requirements. The designated Lender, if different than the Section
241(a) Lender, shall submit a written acceptance of the updated CNA report and RfR Account at the time
of the insured Section 241(a) application submission. The designated Lender shall have the authority
over all the RfR accounts and reimbursements and future requirements once Initial Endorsement has
occurred and all other terms and conditions of the FHA Firm Commitment have been satisfied.

3.6.11 MIP

A. Applicants for Section 241(a) mortgage insurance for Supplement loans may apply for reduced initial
and annual MIP based on Green and Energy Efficient Housing qualifications. Both the existing
improvements and the proposed improvements must be evaluated as one property for energy
performance analysis and, as a whole, achieve the selected Green Certification. Upon qualification, the
reduced initial and annual MIP will apply only to the secondary loan processed under Section 241(a)
transaction. See Chapter 6 and particularly Chapter 6, Section 6.8.
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3.7 Section 207/223(f) Refinance or Acquisition

3.7.1 General Requirements

A. Section 207/223(f) insures mortgages for the purchase or refinancing of existing rental housing that
may have been financed originally with conventional mortgages, equity, or with a HUD-insured loan. The
use of Section 223(f) for Cooperative Multifamily Housing is described in Chapter 17. Properties requiring
substantial rehabilitation are not eligible for this program. HUD requires completion of critical-life safety
repairs before endorsement of the mortgage. Critical-accessibility repairs must be completed as soon as
possible, although such repairs can be deferred until after endorsement when earlier completion is not
possible. Non-critical repairs may be deferred until after endorsement. See Chapter 5, Section 5.1 for the
definition of substantial rehabilitation and detailed requirements concerning repairs. The property must
contain at least 5 residential units.

3.7.2 Eligible Properties

A. Applications for refinancing of property with certificates of occupancy issued 3 or more years prior to
application are eligible and will be underwritten consistent with the loan sizing ratios described in Section
3.7.11 below. Applications for these properties must document a pattern of stable occupancy at not less
than 85% and stable operating results. Deficit reserves are generally not required but may be imposed
where extensive repairs, re-pricing of units, or market instability require mitigation of such risks.

B. Newly built or substantially rehabilitated properties (with certificates of occupancy less than 3 years
prior to application) will be accepted as soon as properties achieve the applicable programmatic DSCR for
not less than one full month. However, and notwithstanding this allowance, MAP Lenders should be
careful to submit only those applications for mortgage insurance that will meet the underwriting
requirements set forth below, such that endorsement can reasonably take place no more than sixty days
after issuance of the firm commitment. All projects submitted to HUD for mortgage insurance within three
years of issuance of the final Certificate of Occupancy must meet the following underwriting conditions,
in addition to those currently set forth in the MAP Guide, as part of an application for mortgage insurance.

1. The project must evidence a minimum DSCR consistent with the requirements for Criterion 5, as
stated in Section 3.7.11 below, for a period of three consecutive months prior to loan endorsement.

2. Anincome and expense statement commencing with initial occupancy to application submission, as
well as a projection of income and expense for the succeeding twelve months, must be submitted.

3. Acurrentrent roll evidencing existing, achieved rents as well rents that were used to underwrite the
existing first mortgage must be submitted.

4. Aleasing history of the project commencing from initial occupancy to application submission, as well
as the lease-up projection used to underwrite the existing first mortgage, must be submitted.

5. Rent concessions, other discounts and short-term leases (less than 12 months) that are offered by the
owner to induce a prospective tenant to enter into a lease must be disclosed and discussed in the
Lender's Narrative.

6. HUD will underwrite to actual revenue collected less normalized operating expenses in order to
determine when and if the required programmatic DSCR has been achieved.
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7. Arequest for cash out is permitted, subject to the maximum loan to value (LTV) ratio for Criterion 10
described in Section 3.7.11 below. However, 50% of the available cash must be held by the Lender as
a debt service reserve until such time as the property achieves the applicable minimum debt service
coverage for six consecutive months.

3.7.3 Ineligible properties
A. Manufactured home parks and group homes are not eligible under this Section.

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

C. Projects providing meal services are not eligible, although there is a potential exception to allow
otherwise prohibited services for refinancing Section 202 properties or FHA-insured properties with
Project-Based rental assistance as long as they are offered on an optional basis.

3.7.4 Additional Section 223(f) Requirements

A. In addition to the general requirements in Section 3.1, the following requirements apply to Section
223(f) when used for acquisition or refinancing:

1. Any property acquired by the Borrower before the date of the mortgage insurance application shall
be treated as a refinance transaction.

2. Any property acquired by the Borrower after the date of the mortgage insurance application shall be
treated as a purchase.

3. In a purchase transaction, any identity of interest, however minor an interest, between seller and
purchaser requires the application to be processed as a refinance. (Acquisitions to facilitate
Affordable transactions as defined in Section 3.1.12 of the MAP Guide are an exception to this
requirement.)

4. Borrowers with no experience operating multifamily rental housing will not be considered for
acquisition financing under Section 223(f) unless there are significant mitigants (e.g. the principals
have clean credit, strong diversified financial capacity, a conservative valuation, and the property will
be managed by an experienced HUD third party Management Agent).

3.7.5 Repairs

A. Critical-life safety repairs must be performed prior to endorsement. Critical-accessibility repairs must
be completed as soon as possible but may be deferred to after endorsement when completion prior to
endorsement is not possible. See Chapter 5, Section 5.3 and Section 5.10 concerning repairs and
alterations in Section 223(f) transactions.

B. Non-critical repairs, approved by HUD, may be completed after endorsement. These repairs, together
with any deferred critical-accessibility remedies, must be described with work write-ups sufficiently
detailed to facilitate inspections, schedules for completion of repairs, credible bids on work items greater
than $35,000, and a financial escrow equal to 120% of the cost of deferred repairs which must be
established at closing. The 20% portion of the escrow above the 100% of the deferred repair cost is non-
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mortgageable and may be reduced to 10% for affordable and Section 223(a)(7) transactions. See Chapter
5, Section 5.3 and Section 5.10 concerning repairs and alterations in Section 223(f) transactions.

C. Construction of additional units is not permitted under the Section 223(f) program. Ancillary
improvements such as community buildings and leasing offices or amenities such as swimming pools or
other similar revenue-enhancing improvements are permitted as long as the total size of improvements
do not exceed a gross floor area of 5,000 square feet. Additionally, if new improvements are proposed,
refer to Chapter 9, Section 9.1.3.C for information on environmental reporting.

3.7.6 Accessibility Requirements

A. Any property available for first occupancy after March 13, 1991 that does not comply with the Fair
Housing Act design and construction requirements must, as a condition of insurance, be
modified/retrofitted to comply with Fair Housing Act accessibility guidelines. Similar but distinct
requirements exist for any property now or ever federally assisted (per Section 504 of the National
Rehabilitation Act of 1973). The Americans with Disabilities Act may also apply to portions of a property.
HUD may approve the modifications/retrofits to be completed after endorsement with appropriate
financial escrows at closing, and the work must be performed in accordance with instructions in Section
5B “Accessibility for Persons with Disabilities.”

3.7.7 Age Restricted Projects

A. Projects with existing elderly occupancy or age restrictions are eligible for refinancing under Section
223(f) as long as the property meets the requirements of Section 3.11 and does not contain the features
of the Section 232 program.

3.7.8 Defaults, Claims, or Enforcement Referrals

A. HUD does not prohibit applications for mortgage insurance for projects that have previously
experienced default, assignment, or were formerly HUD-held loans. However, HUD will not accept any
application from a Borrower/Principal who has had a previous loan or other financial relationship with
HUD and not proven to be a good business partner, or for a property which has proven to be unsuccessful
or infeasible in the past, especially if any inherent negative attributes remain uncorrected. The Lender
should accept such applications only after they have documented the economic, physical, operational, or
management changes that have occurred, thereby justifying an application for new insurance. A concept
meeting prior to submission is required to address the history of the loan and of the Borrower/Principal,
including past Regulatory Agreement compliance. Similarly, the Lender should ensure that the Borrower,
the proposed Management Agent, and/or the Project have not been referred to HUD’s Departmental
Enforcement Center (DEC), or if such a referral has been made, that all issues have been or will be
resolved.

3.7.9 Labor Standards

A. Davis-Bacon prevailing wage requirements do not apply to Section 207 /223(f).
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3.7.10 Prepayment Provisions and Prohibition

A. 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 Borrower enters into an agreement with HUD to maintain the property as rental housing for the
remainder of the specified 5-year term;

2. HUD determines that the conversion of the property to a cooperative or condominium ownership is
sponsored by a bona fide resident organization representing the majority of households in the project;

3. HUD determines that continuation of the property as rental housing is unnecessary to assure
adequate rental housing for low- and moderate-income residents of the community; or

4. HUD determines that continuation of the property as rental housing would have an undesirable and
deleterious effect on the community.

B. The statutorily imposed prepayment restriction is not intended to prohibit refinancing under Section
223(a)(7), though the terms of a Ginnie Mae or other mortgage backed security or bond financing may
restrict prepayment. A Section 223(f) Use Agreement is required for a refinancing of an existing Section
207 insured loan pursuant to Section 223(f)/ 223(a)(7) if the mortgage is aged less than five years from
the Final Endorsement date.

3.7.11 Maximum Loan and Debt Service Coverage Ratios
(DSCR)

A. The following loan ratios and percentages control the loan amount and are detailed on the form HUD-
92264-A, Supplement to Project Analysis, mortgage criteria. The lowest mortgage criterion controls the
loan amount.

3.7.11.1 Section 223(f) Refinance and Acquisition Processing

A. Criterion 1. Loan Amount Requested on Application. The requested application amount may be
amended when appropriate.

B. Criterion 3. Amount Based on Value: The applicable percentage of the estimated value of the
property after completion of repairs and improvements for loan applications are as follows:

1. 90% for Section 202 & 202/8 direct loans and for projects with 90% or greater rental assistance.

2. 87% for projects that meet the definition of Affordable Housing and for which the achievable Tax
Credit rents are at least 10% below market rents.

3. 85% for market rate projects or Tax Credit projects without a significant rent advantage (i.e. the
achievable rents are not at least 10% below market).

C. Criterion 4. For amount based on limitations per family unit, where percentages are required, enter
the same percentage applied under Criterion 3. See Chapter 8 for complete details and the MF Housing
website: https://www.hud.gov/program_offices/administration/hudclips/notices/hsg on information
for per family unit limitations and the High Cost Percentage by jurisdiction.
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D. Criterion 5. Amount based on DSCR (ratios are rounded for presentation purposes) must be as follows:
1. 90% of NOI (1.11 DSCR) for projects with 90% or greater rental assistance;

2. 87% of NOI (1.15 DSCR) for projects that meet the definition of Affordable Housing and for which the
achievable Tax Credit rents are at least 10% below market rents; or

3. 85% of NOI (1.176 DSCR) for market rate projects or Tax Credit projects without a significant rent
advantage (i.e. the achievable rents are at least 10% below market.)

E. Criterion 7 - Acquisition Applications. For amount based on total cost of acquisition, per Section
223(f), the following percentages apply to Line 7d. (i.e. formula to compute the loan closing charges) and
Line 7h:

1. 90% for projects with 90% or greater rental assistance;

2. 87% for projects that meet the definition of Affordable Housing and for which the achievable Tax
Credit rents are at least 10% below market rents; or

3. 85% for market rate projects or Tax Credit projects without a significant rent advantage (i.e. the
achievable rents are at least 10% below market.)

F. Criterion 10. For this criterion, the limit is the greater of 80% of LTV or the cost to refinance.

3.7.12 For Cash Out/Equity Out Proceeds When Repairs are
Deferred

A. Fifty percent (50%) of any cash out proceeds after funding mortgageable transaction costs and the
assurance of completion requirements must be held in an escrow by the Lender until the deferred repairs
are completed and HUD approves the release of funds remaining in the Repair Escrow. (See Chapter 8,
Section 8.11.1.A.2.c for exceptions and Chapter 12, Section 12.17.1.3 for detailed escrow release
instructions.)

3.7.13  Capitalization Rates and Determination of Value

A. Capitalization rates represent the blended or weighted cost of capital to the investor and the various
methods of calculating capitalization rates utilize the mortgage constant to represent the debt portion of
the cost of capital. Capitalization rates should generally exceed the mortgage constant in nearly all cases,
and the MAP Underwriter should compare the mortgage constant to the capitalization rate as a test of
reasonableness. A capitalization rate that is less than this mortgage constant may indicate a market that
is over-heated or that that the capitalization rate data in the appraisal is flawed. Regardless, a
capitalization rate that is less than the mortgage constant may indicate the need for a more in-depth
review.

3.7.14 Statutory Loan Limits

A. When approved by the Regional Director, the statutory loan limits may be increased for Section 223(f)
projects up to the maximum permitted factors (270% or 315%, as applicable.) But in no event will the
statutory loan limits be increased to increase the amount of available equity on a cash-out transaction
controlled by Criterion 10.
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3.7.15 Cost Not Attributable to Dwelling Space

A. A calculation for cost not attributable for dwelling space may be included in the determination of final
loan amount for purposes of Criterion 4 for Section 223(f) projects. (See Chapter 5, Section 5.12.2.B.3.d.)

3.7.16 Reserve for Replacements (RfR)

A. An Initial Deposit and/or Annual Deposits must be made to the RfR account in accordance with the
CNA and underwriting conclusions. For projects with a recently completed CNA, see Chapter 5, Section
5.10.4.

3.7.17 Secondary Financing

A. HUD permits secured secondary financing on Section 223(f) loans up to total debt of 92.5% Loan-to-
Value, or as otherwise specified for affordable housing projects. (See Chapter 8 and Chapter 14 for
details.)

3.7.18 Commercial Space

A. Commercial space is limited to 25% of total net rentable area and commercial income to 20% of
effective gross project income.

3.7.19 Real Estate Requirements

A. The mortgage must be on real estate held:
1. Infee simple; or

2. Under aleasehold estate approved by HUD for not less than ninety-nine years which is renewable or
with a minimum term of 50 years from the date the mortgage is executed. Both the land and the
improvements may be subject to the leasehold, so long as Office of General Counsel determines there
is adequate security for the loan.

3.7.20 Mortgage Term

A. The maximum term of the mortgage is 35 years or 75% of the remaining economic life of the property,
whichever is less, provided that the term may not be less than 10 years.

3.7.21 Firm Commitment Processing Only

A. Lenders should participate in a concept meeting with the HUD Regional Center or Satellite Office prior
to application submission if there are concerns about marketability, environment, competing proposals,
or for particularly complex financing structures or projects with less than three years operating history,
significant cash out or for loans over $75M.
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3.7.22 Market Study

A. Section 223(f) applications typically do not require a market study separate from that contained in the
appraisal. However, in volatile or declining markets, the Lender should consider and may be required to
obtain a market study to support the underwriting conclusions of market demand for the property over
the loan term. HUD Regional Center or Satellite Office staff should consult with Economic Market Analysis
Division (EMAD) in such cases. Requirements for market studies are contained in Chapter 7.

3.7.23 Bond Financing Costs

3.7.23.1 Discounts and/or Costs of Issuance

A. Discounts and/or Costs of Issuance associated with bond financing may be eligible for inclusion in the
computation of Criteria 7 and 10.

1. Review documentation regarding permanent financing. Documentation must state the amount of the
discounts, financing fees, and/or costs of issuance to be charged and to whom they will be paid.

2. Permanent Placement Fee. This fee must include all permanent placement expenses, including
Lender’s legal fees, except discounts. Where Ginnie Mae Mortgage-Backed Securities (MBS) are
involved and the mortgagee charges:

a. The maximum permanent placement fee, it may not assess an additional charge for either the MBS
application fee and/or the securities custodial fee.

b. Less than the maximum permanent placement fee, it may assess an additional charge for either
the MBS application fee and/or the securities custodial fee provided the total fees and charges do
not exceed the dollar value of the maximum permitted permanent placement fee.

3. Determine if the discounts, financing fees and costs of issuance are reasonable and generally in line
with prevailing market conditions and mortgage credit data. Recognize financing fees and discounts
charged by the permanent Lender, for inclusion in the mortgage:

a. Where a project is to be financed through the sale of either taxable or tax-exempt bonds, the
maximum financing fees allowable in the mortgage computation and recognizable for cost
certification purposes is 5.5% of the mortgage amount. Any cost beyond the 5.5% must be paid
from sources outside the mortgage.

b. The maximum financing fee the mortgagee may retain for its own account is 3.5% to cover the
costs of origination, permanent placement, processing, underwriting, closing and delivery
(including the mortgagee's legal fees), escrow monitoring, etc. The remaining 2% (or such greater
percentage as may result from the Lender reducing its maximum retained 3.5% fee) may be used
to offset the bond fees.

c. Discounts. In a refinancing or purchase transaction, discount fees will be recognized only for
those actual costs charged by the placement Lender, which are determined to be eligible.
Discounts included in the computation of Criteria 7 and 10 must be reasonable based on current
market conditions.

MAP Guide, March 2021 Chapter 3 Bookmarked Version
Go to beginning of Chapter 3 Page 3-28 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 3 Programs
Go to Table of Contents 3.8 Section 223(a)(7) Refinancing

3.7.23.2 Defeasance Costs Associated with Underlying Bond Financing

A. Defeasance costs associated with underlying bond financing, yield maintenance, swap termination fees,
or costs to satisfy similar derivative instruments will only be recognized in the eligible cost basis up to
10% of the requested FHA loan amount. Defeasance costs greater than 10% of the proposed FHA insured
loan amount may only be paid from equity-out when the loan amount is less than or equal to 80% LTV.

3.8 Section 223(a)(7) Refinancing

A. The Section 223(a)(7) program is more fully described in Chapter 18 of this Guide. The program was
included as a MAP Program in July 2010 and provides for streamlined refinancing of currently insured
FHA loans. Accordingly, some requirements of MAP processing for other multifamily programs are not
required. The following is a summary of the program features:

3.8.1 Eligibility

A. Only currently FHA insured loans are eligible for Section 223(a)(7) refinancing. HUD held loans are
not eligible unless subject to a Mark-to-Market Debt Restructuring under the Multifamily Assisted
Housing Reform and Affordability Act of 1997 (MAHRAA). Risk Share loans are not eligible (by statute).
Properties that need substantial repairs or propose new construction (e.g. of additional units or other
permanent structures) are not eligible.

3.8.2 Terms

A. Most transactions are processed with a lower interest rate, and re-amortized either within the
remaining term or with an extension up to 12 years, including any previous extensions granted.
Exceptions are detailed in Chapter 18; however, Lenders should ensure compliance with this section by
reviewing the loan history in HUD’s database if the most recent financing was through Section 223(a)(7).
Extended amortizations may reduce risk to the Department by lowering debt service requirements as
long as the CNA shows that the physical condition supports the extended term of the mortgage. In every
case, the loan term cannot exceed 75% of the remaining economic life of the property.

3.8.3 Controlling Mortgage Criteria

A. The loan is limited to the lesser of the original principal balance, the existing indebtedness plus
transaction costs, and that which can be supported by 90% of NOI (95% for projects with greater than
90% Project-Based Rental Assistance with a term in excess of 15 years after endorsement).

3.8.4 Lender Fees

A. See Chapter 18 for more detail. The one exception to the prohibition on inducements is the payment
of prepayment penalties on an existing FHA insured loan from Lender’s profit. The Lender may pay such
prepayment penalties on behalf of the Borrower, as long as disclosed to and approved in advance by HUD.
Prepayment penalties payable by Lenders may include the cost of defeasance or penalties associated with
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bond financing, or defeasance of other MBS (including Ginnie Mae securities), as long as the amount does
not exceed 10% of the proposed FHA insured loan amount.

3.8.5 Borrower Fees

A. Lenders cannot pay application or due diligence fees on behalf of the Borrower, or other payments as
an inducement. To do so would be considered a kick-back and a basis for enforcement action. This broad
prohibition applies to affiliates of either the Lender or the Borrower and includes any payment or
contribution from the Lender directly to the Borrower or in support of their Borrower’s interests. Other
than to pay for CNA costs, existing RfR deposits (for HUD held or FHA insured mortgages) are not available
for application fees or other transaction costs.

3.8.6 CNA

A. A complete CNA is required in accordance with Appendix 5, Section A.5.7. For projects with a recently
completed CNA, see Chapter 5, Section 5.10.3.B.

3.8.7 Other Issues

A. Projects in which the repairs or rehabilitation is extensive enough to require an Environmental review
above categorical exclusion not subject to the laws and authorities (CENST) (See Chapter 9, Section
9.1.3.A) or compliance with Davis-Bacon Wages, are not eligible for Section 223(a)(7) refinancing.

B. An officer of the Lender who is an approved signatory must sign the application. Site visits and an
approved MAP Underwriter are generally not required, though the physical condition or other issues in
specific transactions may require such a site visit and Underwriter review.

C. Prepayment approval must be requested by the servicing mortgagee at the time of the application.
When the refinancing is being performed by a different firm than currently services the loan, a letter
accompanying the Firm Commitment application and signed by the Borrower to the Servicing Lender
notifying them of their Borrower’s intent to refinance and requesting their filing of the form HUD-9807
will be accepted in lieu of the actual request for prepayment approval.

3.9 Property Insurance Requirements

3.9.1 Insurance During Construction

A. Public Liability Insurance on a Commercial General Liability form with limits of not less than $1Million
per occurrence, $2 Million in the aggregate to protect the mortgagor during the construction phase from
claims involving bodily injury and/or death and damage to the property of others, is required during
construction. Such Commercial General Liability Insurance must be endorsed to include owners' and
Contractors' protective coverage.

B. Vehicle Liability Insurance with limits based on the State or the District of Columbia’s minimum
required liability coverage or not less than $300,000 for one person and $500,000 for more than one
person, whichever is greater, to protect the mortgagor for claims for bodily injury and/or death, and not
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less than $100,000 against claims for damage to property of others arising from the owner's operation of
vehicles is required during construction. Such insurance must include coverage for employer's owned,
non-owned and/or hired vehicles, where applicable.

C. For properties in a Special Flood Hazard Area (SFHA) on a Federal Emergency Management Agency
(FEMA) Flood Insurance Rate Map, flood insurance is required during construction when the property
becomes insurable, and upon completion, in the amount required per Section 102(a) of by the Flood
Disaster Protection Act of 1973 (42 USC 4012a(a)). For each improved structure located in a SFHA, HUD
insurance requirements may go beyond the statutory minimum.

D. HUD requires flood insurance in an amount at least equal to the greater of:

1. The maximum flood insurance available for that type of property under the National Flood Insurance
Program (NFIP); or

2. An amount equal to the replacement cost of the bottom two stories above grade, as determined by
form HUD-92329, or equivalent.

3.9.2 Permanent Insurance

A. Upon acceptance of the project, or any portion thereof from the Contractor, the Lender must provide a
certified duplicate copy of the types of insurance coverage listed in this subsection. In some instances,
continuation of the insurance obtained for the construction period, with proper endorsements thereto,
will be acceptable. In any event, the Lender must assure that there is no gap period in insurance
protection during the transition from the Insurance During Construction to the Permanent Insurance. In
general, however, once the project is completed and accepted, the Lender must provide a certified
duplicate copy of insurance coverage as described below.

3.9.2.1 Public Liability Insurance

A. Property liability insurance is required to be on a Commercial General Liability form with not less than
$1 Million per occurrence and $2 Million in the aggregate, to protect the mortgagor from claims involving
bodily injury and/or death and property damage that may arise from the mortgagor’s operations,
including any use or occupancy of its facilities, grounds and structures. This must include independent
Contractor’s coverage, where applicable.

3.9.2.2 Vehicle Liability Insurance

A. If the mortgagor owns a vehicle in the operation of the project, including non-owned and/or hired
vehicles operated for the benefit of the mortgagor, the mortgagor must maintain Vehicle Liability
Insurance. Such insurance must provide for limits of liability based on the State or the District of
Columbia’s minimum required liability coverage amounts or not less than $300,000 for one person and
$500,000 for more than one person, whichever is greater, to protect the mortgagor from claims for bodily
injury and/or death, and not less than $100,000 against claims for damage to property of others.

3.9.2.3 Flood insurance

A. For properties in a SFHA on a FEMA Flood Insurance Rate Map, flood insurance is required during
construction when the property becomes insurable, and upon completion, in the amount required per
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Section 102(a) of the Flood Disaster Protection Act of 1973 (42 USC 4012a(a)). For each improved
structure located in a SFHA, HUD insurance requirements may go beyond the statutory minimum. HUD
requires flood insurance in an amount at least equal to the greater of:

1. The maximum flood insurance available for that type of property under the NFIP; or

2. An amount equal to the replacement cost of the bottom two stories above grade, as determined by
form HUD-92329, or equivalent.

3.9.24 Casualty Insurance

A. Also known as “fire and extended coverage” casualty insurance protects Borrowers (as well as Lenders
and HUD) from losses caused by fire, storm, wind, and similar accidents or natural hazards. The Borrower
must maintain extended coverage on the property, in accordance with terms and conditions established
by the Commissioner, as required by 24 CFR 200.86.

1. Insurable values. The amount of damages covered, and the amount of coverage needed are both
based on the replacement cost of individual buildings not including land or site improvements,
meaning the actual current cost of replacing the building, not value or depreciated original cost. For
each building this sum is known as its “insurable value.” The dollar amount payable in any casualty
event will not exceed the actual cost of damages calculated on a building by building basis and for
each building will not exceed the insurable value for that building. For this reason, methods of
estimating insurable value that prorate gross cost among dissimilar buildings may under (or over)
state actual replacement cost resulting in a risk of loss not covered by insurance. Most states regulate
casualty insurance coverage and prohibit “over insurance” because it is an inducement to arson and
insurance fraud. For HUD programs, replacement cost (insurable value) must be estimated for each
structure in a property and is reported on the CNA report. (See Chapter 5 and Appendix 5, Section
A5.7).

2. Minimum coverage amount. Provided that any co-insurance requirement is met (see below), the
Borrower must provide casualty insurance with a face amount that is the lower of: 80% of insurable
improvements; or the balance of the insured mortgage(s). (See the form HUD-92447, section 5(a)).

3. Limitations of Borrower’s obligation to share cost of damages. HUD’s minimum coverage
requirements protect Borrowers by limiting their obligation to share the costs of damages when a
casualty occurs and by assuring that the insurance proceeds are sufficient to pay the commensurate
portion of the principal amount of any insured mortgage(s) when a damaged building cannot be
restored. Typically, insurers require Borrowers to share the cost of damages by one (or both) of two
methods: deductibles, and co-insurance requirements. HUD limits Borrowers’ exposure as follows:

a. Deductibles may not exceed the greater of $50,000 or 1% of the insurable value for any particular
building up to a maximum amount of $250,000.

b. The Borrower must purchase casualty insurance in an amount that equals or exceeds any
applicable co-insurance requirement. This limitation prevents Borrowers from purchasing
insurance policies that require Borrowers to pay a share of damages on partial claims (i.e. claims
for less than total losses). A co-insurance requirement is expressed as a ratio or percentage that
the maximum insured loss for any casualty event bears to the aggregate of insurable values for a
property. The maximum insured loss is also commonly called the “face amount” of the insurance
policy and is the insurer’s maximum obligation for damages from any casualty event. Recognizing

MAP Guide, March 2021 Chapter 3 Bookmarked Version
Go to beginning of Chapter 3 Page 3-32 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 3 Programs
Go to Table of Contents 3.10 Large Loan Risk Mitigation

that total losses are quite rare, especially for multi-building properties, Borrowers often seek to
reduce premium costs by reducing the face amount of insurance purchased. A co-insurance clause
requires Borrowers to share in any loss if the face amount of insurance purchased is less than the
co-insurance requirement. A co-insurance requirement typically but not always imposed by
insurers is 80%, meaning the face amount of insurance purchased should equal or exceed 80% of
insurable values. With this co-insurance requirement, if a Borrower purchases a face amount of
insurance which is 65% of insurable values, then the insurer’s obligation to pay any claim will be
limited to 65% of the claim, leaving 35% (plus any deductible) to be paid by the Borrower. If the
Borrower purchases a face amount equal to or exceeding the co-insurance requirement, then the
insurer is obligated to pay 100% of any claim (less any deductible) up to the face amount of the

policy.

4. Exceptions. In some circumstances such as large properties with multiple buildings and properties
included in a portfolio with multiple tiers of casualty loss coverage, a waiver of the 80% of insurable
values minimum may be considered provided that the Lender demonstrates the adequacy of coverage
in light of possible casualty events and that the Borrower is not obligated to share in losses arising
from partial claims.

3.9.3 Other Insurance Requirements

A. Both HUD and the Lender must be named as additional insured on the policies of insurance, with the
standard Lender clause reading: “loss payable to the mortgagee, its successors and assigns.” All insurance
carriers or providers that issue policies of insurance on a HUD insured project must have and must
maintain during the policy period a rating that is acceptable to HUD (A.M. Best Financial Strength Rating
[FSR] of B+ or better). Further detail of ongoing requirements for insurance coverage after Endorsement
may be found in the Asset Management Handbook (HUD HB 4350.1). The amount of property insurance
required is further discussed in the Asset Management Handbook.

3.10 Large Loan Risk Mitigation
3.10.1 Purpose

A. This section addresses the greater single-point risk of loss created by very large loans and defines the
underwriting standards for large multifamily loans, primarily those above $75 million. Except where
otherwise stated, these policies do not apply to loans below $75 million or to loan applications under
Section 223(a)(7).

3.10.2 Underwriting Ratios for Large Loans

A. The following DSCR, Loan to Value Ratio (LTVR) and Loan to Cost Ratio (LTCR) underwriting standards
shall be applied as loan sizes increase:

1. For New Construction/Sub Rehab under Sections 220, 221(d)(4), 231, 241(a) on loans at or above
75M:
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Property Is: Debt Service Coverage Loan To Cost Limits
Limits
Market Rate & LIHTC with no 1.30 75%
rent advantage
Affordable 1.25 80%
=>90% Rent Assisted 1.15 87%

Section 241(a) loans are limited by statue to 90% (see.). Section 3.6

For refinancing under Section 223(f) on_loans at or above $75M:

Debt Service Coverage Loan to Value
Property Is: Limits (without/with cash out*)
Market Rate & LIHTC with no 1.30 75%/70%
rent advantage
Affordable 1.25 80%/70%
=>90% Rent Assisted 1.15 87%/80%

* Note: Loan amount with cash out is determined at Criterion 10 of the form HUD-92264-A.

3.10.3 Increased Reserves for Large Loans

A. New construction/substantial rehabilitation projects need an appropriately sized operating deficit
reserve to help assure success of these projects during their early, most vulnerable stages of rent-up. The
amount of an operating deficit reserve for loans less than $75 million is described at Chapter 8, Section
8.14.C.6. When loan amounts equal or exceed $75 million, minimum operating deficit reserve amounts
are as follows:

Loan size Reserve amount shall be the greater of

> $75M 12 months amortizing debt service plus MIP or the amount calculated per MAP Guide
Chapter 7, Section 7.14

>$100M 12 months amortizing debt service plus MIP, or the amount calculated per MAP Guide
Chapter 7, Section 7.14 or such amount identified through HUD analysis of the risks
and the mitigants appropriate to the particular loan application

B. For large loans (=> $75 million) under Section 223(f), for properties with certificates of occupancy
issued less than 3 years prior to application, a debt service reserve is required which shall be the greater
of 12 months debt service (principal, interest and MIP) or 50% of any excess loan proceeds (cash out).
The debt service reserve will be released upon 6 consecutive months of operating results meeting or
exceeding the underwritten debt service coverage requirement, including any such months prior to
endorsement. If prior to endorsement 6 consecutive months of underwritten debt service coverage have
been achieved, no operating deficit reserve is required.

C. For loans greater than $100 million, HUD’s analysis of the risks and the mitigants appropriate to the
loan application may require adjustment of the required DSCR, LTCR, or LTVRs, and/or the minimum
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operating deficit or debt service reserve requirements. Lenders should detail appropriate risk mitigants
for such transactions, which will be reviewed on a case-by-case basis.

3.10.4 Extended Lease-Up Period

A. A Large loan is often associated with large property size measured in number of units, which may
indicate a lengthy lease-up or absorption period. The absorption period for estimating market demand is
up to a maximum of 18 months. HUD Regional Office Directors may waive the 18-month absorption
period restriction only in cases where there is an unusually strong market that will support initial rent-
up to sustaining occupancy beyond 18 months and where the Borrower has clearly demonstrated
successful experience with developing such projects in the recent past. Such projects may require larger
operating deficit or debt service reserves.

3.10.5 Higher Net Worth and Liquidity

A. For large loans, the Principals of the borrowing entity must have, in aggregate, net worth equal to at
least 20% of the loan amount and liquidity equal to at least 7.5% of the loan amount. This requirement
may be waived for Sponsors of subsidized affordable housing properties.

3.11 Age and Family Status Restrictions

3.11.1 Restrictions Authorized by Statute

A. Age and family status discrimination in housing is prohibited except as certain restrictions are
authorized by statute. In order to be eligible for FHA mortgage insurance, properties proposing to restrict
occupancy to elderly families or elderly persons must comply with one of the following three occupancy
categories.

3.11.1.1 Restrictions Allowed by HUD Statutory Authority

A. Properties proposing to restrict occupancy to certain populations pursuant to specific HUD statutory
authorities may be eligible for FHA mortgage insurance. This category includes, without limitation,
properties operating under programs in which, pursuant to statutory authority, HUD has approved
restricting occupancy to a “mixed use” population including elderly and non-elderly disabled families.
Section 231 is one such program. This category also includes, without limitation, properties restricting
occupancy in accordance with statutory authority provided under Sections 221 or 236 of the National
Housing Act or Section 8 of the United States Housing Act of 1937. Several of these programs authorize
properties to restrict occupancy to households in which at least one person is 62 years old and which may
include children under the age of 18. This is FHA’s long-standing definition of elderly families and has
been referred to in previous FHA guidance as “62+ HOH”. A property operating under this design may not
discriminate against familial status in its admission and occupancy policies. However, if a program has
statutory authorization for a specific kind of occupancy restriction, an exemption from the Fair Housing
Act’s familial status provisions is not needed to operate the property in accordance with that program.
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B. FHA mortgage insurance is compatible with projects having an elderly preference combined with
project-based Section 8 rental assistance permitting non-elderly families with children under the age of
18. In these cases, the Fair Housing Act’s housing for older persons exemption (which permits the
exclusion of families with children) is not implicated because the Section 8 statute and regulations require
the inclusion of families with children.

C. If the project allows a “mixed population”, including elderly and non-elderly disabled persons, has been
operating continuously since prior to October 1, 1991 (the effective date of Title VIII, Subtitle A of
“Cranston-Gonzalez National Affordable Housing Act”, Pub. L. 101-625), and is subject to a project-based
Section 8 contract, a regulatory agreement, or a use agreement executed in accordance with statutory
authority, the project would meet the MAP Guide requirement. No waiver would be required as long as
the Lender submits with the application the contract or agreement permitting the use and the proposed
occupancy regime will continue in accordance with existing agreements in place prior to October 1, 1991.

3.11.1.2 Housing for Persons Age 55+ (55+ Exemption)

A. The Fair Housing Act authorizes certain properties to restrict occupancy to families composed only of
adults with a household head aged 55 or older, referred to here as the 55+ Exemption. HUD does not
permit projects with occupancy restricted to age 55 and older under any market rate multifamily
programs or under any New Construction or Substantial Rehabilitation programs. Existing affordable
properties that restrict occupancy to households in which at least one person is at least 55 years old may
be eligible for FHA mortgage insurance for refinancing, acquisition, or rehabilitation financing if they
qualify for an exemption from the familial status provisions of the Fair Housing Act. To qualify as housing
“intended and operated for occupancy by persons 55 years of age or older,” the housing provider must
meet all three of the following criteria:

1. Atleast 80 percent of the occupied units are occupied by at least one person who is 55 years of age or
older;

2. Thehousing community or facility publishes and adheres to policies and procedures that demonstrate
the intent to serve persons 55 years of age and older; and

3. The housing facility or community complies with the rules issued by HUD for verification of
occupancy.

B. Thelaw at42 U.S.C. § 3607(B)(2)(C)(i)-(iii), as implemented at 24 C.F.R. part 100 addresses these three
requirements in greater detail: the 80 percent minimum occupancy requirement outlined in (i), above is
addressed at 24 C.F.R. § 100.305; the assessment of intent outlined in Section 3.11.1.2.A.2 above is
addressed at 24 C.F.R. § 100.306; and the verification requirements outlined in Section 3.11.1.2.A.3 above
are addressed at 24 C.F.R.§100.307.

C. Eligible properties must have complied with the Fair Housing Act’s conversion rules, including the rule
covering properties intending to convert from non-exempt to exempt housing after May 3, 2000. In these
projects, the owner/Borrower of an existing property must apply neutral admission policies (admitting
head of household-age-eligible families with children) until the 80 percent threshold of the exemption is
satisfied. For properties constructed after May 3, 2000, the new construction rules dictate that such
properties may exclude families with children until 25 percent of its units are occupied. Once the 25
percent threshold is reached, at least 80 percent of the occupied units must have a resident who is 55
years of age or older. If the property does not meet the 80 percent requirement once the 25 percent
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occupation threshold is reached, the owner/Borrower may not thereafter exclude or otherwise
discriminate against familial status.

D. The Fair Housing Act prohibits “dual purpose housing facilities.” A housing facility or community may
not avail itself of the 55 and older exemption if it designates some units, sections, or buildings for persons
age 55 and older, while designating other units, sections, or buildings for families with children. See 54
Fed. Reg. 3232, 3252 (January 23, 1989) for more information on this issue. Furthermore, properties
applying for purposes of FHA mortgage insurance must be “one marketable, manageable real estate
entity”. Any property proposing one FHA insured loan, with separate management agreements and
procedures for a portion of the units or buildings restricting occupancy to persons age 55 or older and
another portion to other occupancy regimes generally will not be considered one manageable entity and
thus not eligible for mortgage insurance.

3.11.1.3 Housing Restricted to Persons Age 62+

A. Properties proposing to restrict occupancy exclusively to persons 62 years of age or older may be
eligible for FHA mortgage insurance, but only under the Section 231 program. Although housing intended
for, and solely occupied by, persons 62 years of age or older is a recognized exemption from the familial
status provisions of the Fair Housing Act, 42 U.S.C. § 3607(b)(2)(B), it is FHA’s policy to allow this
restriction on occupancy only for Section 231 transactions.

3.11.1.4 Other Fair Housing Act Exemptions

A. The Fair Housing Act recognizes another exemption from its familial status provisions, namely for
housing “provided under any State or Federal program that the Secretary determines is specifically
designed and operated to assist elderly persons (as defined in the State or Federal program)” 42 U.S.C. §
3607(b)(2)(A). Although this is a recognized exemption to the Fair Housing Act’s familial status
protections, it has not heretofore been necessary to rely on this exemption in the context of MAP
multifamily insurance processing. Therefore, FHA policy requires a property to fit into one of the other
three categories described in Section 3.11.1.

3.11.2 Age Restriction in Certain Projects and Programs

A. There are additional FHA mortgage insurance requirements for restriction of tenant age and family
status applicable to specific project types. This section lists additional requirements for each of the kinds
of projects listed.

3.11.2.1 Market Rate Projects

A. Except for projects applying under Section 231 or Section 220, market rate applications for age-
restricted projects under all Sections of the Act must have all unit heads of household 62 years or older
and cannot exclude non-elderly family members including children. Section 231 allows age restrictions
detailed at Section 3.11.2.3 below while age restrictions in any form are prohibited in Section 220. For
purposes of this section, market rate projects are those that do not meet the definition of affordable stated
in Section 3.1.12.
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3.11.2.2 Affordable Projects and 55+ Exemption

A. Existing projects availing themselves of the 55+ Exemption under the Fair Housing Act may be eligible
for FHA mortgage insurance if all of the following are true:

1. The project is an affordable property (as defined in Section 3.1.12);

2. The project is already availing itself of the 55+ Exemption for at least the previous three years and is
not using FHA mortgage insurance to facilitate transition into the use of the 55+ Exemption; and

3. There is no statutory or regulatory restriction limiting eligibility to another category of persons (for
example persons or heads of household who are age 62 or older).

4. Properties with project-based Section 8 rental assistance and other federal assistance have
programmatic terms that limit eligibility and thus such projects may not avail themselves of the 55+
Exemption.

B. These potentially eligible properties must operate in full compliance with the 55+ Exemption in the
Fair Housing Act to impose age restrictions and exclude children. To be eligible for FHA mortgage
insurance, a project operating under the 55+ Exemption must provide a Certification of Compliance with
the Fair Housing Act by the Borrower. A sample template is included in Appendix 3, Section A.3.3 of this
guide. In support of the certification, the Borrower must provide the governing age restriction documents
and management documents indicating the property complies with the 55+ Exemption. Governing age
restriction documents include use agreements, bond documents, tax credit qualified allocation plan and
application documents, and zoning documents, as applicable. Management documents include leases,
occupancy policies, marketing plans, and affirmative fair housing marketing plans, as applicable. Though
such management documents may be sufficient to establish eligibility, processing staff should encourage
applicants to provide documents such as use agreements, relevant zoning documents, or bond documents,
whenever available. See 24 C.F.R. § 100.306 for examples of other relevant documents to be considered.

C. HUD processing staff should review the certification to determine whether it is consistent with the age
restriction and management documents submitted by the property. Further, processing staff should
review the certification, age restriction, and management documents to ensure that the project is not
operating as a “dual purpose” property in contravention of the Fair Housing Act.

D. FHA MAP Lender applications and underwriting must document, and HUD processing staff must verify,
the property’s compliance with the Fair Housing Act by requesting and then analyzing the governing age
restriction and management documents to determine whether the documents clearly impose a 55 or older
restriction that is compatible with the 55+ Exemption.

E. If an FHA-financing-eligible property certifies as a 55 or older property, it is important for processing
staff to verify when the property began operating as such. The regulations at 24 C.F.R. § 100.305(e)
specify that properties had the opportunity to establish eligibility for this exemption until May 3, 2000.
After this date, existing projects could avail themselves of this exemption only if they met the criteria
defined in the certification through neutral admission policies.

F. Multifamily HUD staff should consult with Office of General Counsel prior to accepting an application
for FHA mortgage insurance for properties operating under the following programs and seeking to take
advantage of the 55+ Exemption:

1. Old Section 202 Prepaid;
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2. Refinance of Prepaid Section 202.

3.11.2.3 Section 231 Projects, both Market Rate and Affordable projects

A. Section 231 projects have statutory authority to serve persons who are 62 years old or older as well
as statutory authority to serve non-elderly persons with disabilities. FHA may approve transactions in
which up to 25% of the units are available to non-elderly disabled families. See Section 3.11.1.3 above.
Section 231 projects do not require a specific exemption from the Fair Housing Act because they are
statutorily required to provide housing restricted to persons who are 62 and over.

3.11.3 Limitations on Services and Fees

3.11.3.1 Services

A. Projects with extensive resident service packages or that are otherwise specifically designed for elderly
occupancy such that all or a portion of the units would be eligible under Section 232 of the National
Housing Act are not eligible for MAP insurance programs. The following are typical Section 232 project
characteristics that are not eligible for multifamily mortgage insurance or MAP processing (whether
elderly or non-elderly):

1. Projects such as nursing homes, intermediate care facilities, board and care homes, assisted living
facilities, and day care in eligible health care facilities as defined under Section 232, or projects that
contain comparable characteristics.

2. Projects in which any percentage of the units must be licensed or regulated by the state or
municipality in which the facility is located, other than a standard rental housing occupancy or
operating license.

3. Projects in which the Borrower is required to obtain a Certificate of Need or comparable
documentation from the state or municipality.

4. Elderly housing developments that provide “continuous protective oversight” services for residents
in the manner defined under Section 232.

5. Residential accommodations, including any of the following:

a. Programmatic restrictions on the number of bedrooms per unit from efficiency through 3-
bedroom units;

b. Non-self-contained units, i.e., a bathroom shared by different residents; or

c. Akitchenette or less than what would constitute standard, full kitchen equipment.
Mandatory resident meal requirements.

Other resident services made a mandatory condition of occupancy.

6
7
8. Non-shelter and optional services included in the underwriting of NOL.
B

. The prohibition on services and licensure discussed in this sub-section does not apply to formerly or
currently HUD-held or FHA insured multifamily projects which received Assisted Living Conversion
Program Grants for less than 75% of the units.
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3.11.3.2 Meals Service Exceptions

A. By final rule published in 56 FR 42798, central kitchens and the provision of food services in elderly
housing projects are prohibited under any rental housing section of the National Housing Act, including
Sections 223(f) and 221(d)(4). The Regional Center or Satellite Office Director may approve refinancing
transactions for properties, with meal services, in refinanced Section 202 and 202/8 direct loan
properties, or properties with Project-Based rental assistance which are currently insured under other
Sections of the Act, if and only if the all of the following are true:

1. Meals were provided before September 30, 1991 (the effective date of the regulation) and have been
continuously provided since that date;

2. Meals are provided on an optional basis, or with no more than one mandatory meal per day;
3. Income and expenses from the meal service are not included in the underwriting of NOI, and

4. The cost of the meals program is self-sustained by the revenue it generates based on HUD’s review of
the project’s financial statements.

B. Non-shelter spaces including formal dining areas with meal services for projects other than those with
Project-Based rental assistance and a current Section 202 or HUD-insured loan are not eligible for
multifamily mortgage insurance, even if they are provided to residents on an optional basis.

3.11.3.3 Prohibition on Founder’s Fees

non

A. "Founders' Fees,
prohibited.

admission fees," or similar types of initial occupancy or entry payments are

3.11.34 Guest Suites

A. In certain circumstances, multifamily projects may set aside a unit or create a limited number of non-
income units as an amenity for residents. The non-income units provide accommodations for the
resident’s guests or relatives. These non-income guest units are typically located in LIHTC, senior, and
senior cooperative projects, although they may be located in market rate projects as well. Non-income
units are permissible only to the extent their use is consistent with the National Housing Act’s prohibition
against use of FHA-insured multifamily projects for transient or hotel use. Borrowers are legally bound
to comply with these statutory requirements via execution of their Regulatory Agreement (form HUD-
92466M) and Borrower’s Oath (form HUD-92478M). In assessing whether the non-income units comply
with the prohibition on transient or hotel accommodations, HUD will take the following factors into
consideration:

1. Rental charges for the unit may not be imposed, nor may the project derive any income from the guest
suite.

2. The project may not provide cleaning, linens, or customary hotel services; however, a one-time
cleaning and laundering fee may be charged to the resident that reserves the guest suite.

3. Guests are not responsible or directly charged for any fees for the use of the guest suite, and its use is
limited to friends and family of residents.

4. Guest units are not available to the public.
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5. Only project residents are permitted to reserve the guest unit; the project does not independently
rent the guest suite.

6. Residents are limited to two reservations within a one year period, and up to a maximum of seven
reservation days per resident.

7. The number of guest suites are no more than two percent of the total number of units in the project.

3.12 Tenant Relocation

3.12.1 Relocation-General

A. Substantial rehabilitation of occupied properties pursuant to Section 220, 221(d)(4), and 231 and
acquisition or refinancing of a property pursuant to Section 223(f) with repairs and alterations may result
in permanent displacement or temporary relocation of tenants. When tenants of housing are permanently
displaced or temporarily relocated, owners and Lenders must address relocation with a relocation plan.

B. Statutes, regulations, and guidebooks provide specific requirements and instructions for managing the
permanent displacement and temporary relocation of tenants in projects receiving federal financial
assistance as referenced in Section 3.12.2 below. HUD mortgage insurance as well as LIHTC are not forms
of federal financial assistance for purposes of the Uniform Relocation Assistance and Real Property
Acquisition Act of 1970, as amended (42 U.S.C. 5601 et. seq.) (URA) and use of either or both of these two
federal programs does not trigger the URA.

C. Section 104(d) of the Housing and Community Development Act of 1974 applies only to properties
with HOME Investment Partnership Program (HOME) or Community Development Block Grant (CDBG)
funding and prescribes requirements when relocation is necessary at a property receiving assistance from
these sources.

D. However, even when neither of the statutes described in paragraphs B and C above apply, mortgage
insurance programs financing rehabilitation or renovation activities that displace residents require the
preparation and implementation of a plan for temporary relocation consistent with Section 3.12.3 below.

E. When construction is proposed at an occupied property, Lenders must assure that relocation needs
are identified, and appropriate plans described and implemented consistent with either 3.12.B. or 3.12.C,
as applicable and with Appendix 3, Section A.3.5. Notwithstanding whether an application concerns
housing with federal financial assistance or using HOME or CDBG funds, relocation plans must address
certain common concerns. These include the following:

1. Special expertise is required. A relocation consultant should be retained to assist in preparing a
relocation plan, including preparation of appropriate notices or letters to tenants, identifying units
and tenants who will be displaced, and assessing specific needs of displaced tenants whose health,
age, or physical condition does not permit exposure to anticipated construction activity or temporary
hazards arising from such activity (e.g. dust, chemicals, noise, obstructed access, etc.) even if the
activity does not occur in the dwelling unit occupied by the tenant or tenants for whom special
assistance may be necessary to manage activities of daily living outside their unit.
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2. The relocation plan must detail the schedule of proposed repairs to specifically identify the buildings
and units where construction activities will cause displacement, including the names of occupants by
unit number as well as the expected date displacement will occur and its likely duration.

3. Based on these expectations, the relocation consultant should describe how tenant relocation will be
implemented including addressing unique or special needs of tenants, estimating the costs of
relocation associated with each household displaced, and aggregating such costs by month consistent
with a monthly draw schedule for relocation costs during construction.

4. The relocation plan should describe the tenant relocation expenses that will be paid and/or the
services or facilities that the owner will provide and the means, method, and timeline for such
payments or provision of services or facilities.

5. The relocation plan should provide the text and timing of notices or letters that will be provided to
tenants and the frequency and method for visiting with and/or informing tenants of the expected
cause and timing of displacement, the expenses that will be paid and the services that will be provided,
the methods for affected tenants to respond, and who tenants may contact to address questions or
problems.

6. The relocation plan must identify whether there is any federal financial assistance involved in the
project. If yes, then Section 3.12.2 applies and either or both the URA or Section 104(d) of the Housing
and Community Development Act of 1974 (42 U.S.C Section 5304(d)) (Section 104(d)) also apply. The
relocation plan must adhere to these specific statutory and regulatory requirements and clearly show
how these requirements are met.

3.12.2 Projects with Federal Assistance

A. Where federal financial assistance is received or anticipated in any phase of acquisition, demolition, or
rehabilitation of a property, the permanent displacement or temporary relocation of tenants must comply
with the URA. Likewise, if HOME or CDBG funds are used in any phase of the demolition or conversion of
a lower-income dwelling unit, as defined in 24 CFR part 42, then Section 104(d) shall apply. Minimum
requirements and instructions for managing displacement, giving notice to owners and/or tenants of
properties acquired with Federal financial assistance, and providing relocation compensation or
assistance are described in regulations at 49 CFR part 24, and in HUD Community Planning and
Development Handbook 1378 which may be found at:
https://www.hud.gov/program_offices/administration /hudclips/handbooks/cpd/13780 .

B. The URA establishes the minimum Federal requirements for the acquisition of real property for
Federally funded programs and projects, and for the temporary relocation or permanent displacement of
persons who must move from a property as a direct result of acquisition, rehabilitation, or demolition for
a Federally funded program or project. Insured mortgage applications that contemplate or rely on federal
financial assistance such as Section 8 Housing Assistance Payments (HAP) may trigger the applicability of
the URA, and if HOME or CDBG funds have been or will be invested in the property, the applicability of
both the URA and Section 104(d). HUD’s Office of Community Planning and Development (CPD) has
overall responsibility for HUD compliance with the referenced statutes. Assistance in these cases may be
obtained from CPD’s Regional Relocation Specialists (RRS). A list of these specialist is available in the
“Contacts” section of HUD’s Acquisition and Relocation web-site at:
https://www.hudexchange.info/programs/relocation/contacts/
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C. Additional information and guidance on URA and Section 104(d) matters is available on HUD’s
Acquisition and Relocation website at: https://www.hudexchange.info/programs/relocation/

D. Most relocation of tenants caused by construction activities is temporary. Appendix A to 49 CFR Part
24 provides guidance for temporary relocation and includes requirements that temporarily displaced
tenants must be reimbursed for reasonable out-of-pocket expenses incurred in connection with a
temporary move. These expenses may include moving expenses and increased housing costs during the
temporary relocation. Relocation is considered temporary when the displacement activity is completed,
and the tenant(s) reoccupy their original or a comparable unit at the same property within a one-year
period.

3.12.3 Projects with No Federal Assistance

A. Displacement of tenants from properties that do not receive federal financial assistance and have no
HOME or CDBG funding also requires planning and preparation to assure:

1. Timely completion of construction;
2. Resident health and safety; and

3. Sustained project occupancy and income.

B. Displacement in existing and occupied properties occurs when construction activity prevents tenants
from preparing two or more consecutive meals or sleeping in their units during their normal period of
rest or otherwise prevents occupancy of their units for 8 consecutive hours. (Persons with special needs
and/or frail elderly are considered displaced if they are obligated to vacate their units for any period of
time.) Owners must offer displaced tenants temporary relocation assistance. In general, temporary
relocation will be required when the scope of work will result in any of the following:

1. Requires packing, moving, or storing resident’s furniture or personal items in order to perform the
work;

2. Prevents full use of the kitchen or the bathroom(s) by the resident (e.g. replacing the kitchen cabinets
and countertops, tub surrounds and plumbing fixtures, flooring replacement);

3. Creates odors, dust, debris, noise, or other hazard that negatively impacts the sanitary condition of
the unit or health and safety of the resident;

4. Involves shutting down the heating, ventilation, and air conditioning (HVAC) equipment that prevents
maintaining the interior temperature of the unit between a range of 65 - 75 degrees Fahrenheit for
more than a period of 2 hours;

5. Disrupts the electrical service to the unit for more than a short-term of 2 hours or less;
6. Prevents safe ingress and egress without proper alternative routes at any point during construction;

7. Provided however, that if any of these disruptions are confined to periods of time when tenants
customarily are or plan to be (and actually are) voluntarily absent from their units (e.g. at work, out
of town, etc.) then the disruption is not a cause displacement.
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C. Temporary resident relocation is not required for projects undergoing simple repairs and minor
renovations [i.e. 223(a)(7)s and 223(f) applications with classification of construction work limited to
repairs as described in MAP Guide Chapter 5, Section 5.1 and Section 5.2].

D. When tenants are displaced and must find or prepare meals or lodging outside their units, the owner
must provide reimbursement of costs.

1. Forthis purpose, owners must pay any displaced tenant the Federal travel per-diem (meals or lodging
as applicable) for the period or periods of displacement. The meals per-diem shall be for each person
in the tenant household.

a. The lodging per-diem shall be for lodging room or rooms with sleeping capacity consistent with
the number of persons, marital status, and the gender and age of persons in the household without
requirement of adding additional beds or equipment not regularly provided in the room(s) by the
lodging vendor.

b. The per-diem rates shall be those established for the locality in which the property is located and
shall be paid to tenants without requiring receipts or evidence of actual cost and notwithstanding
whether tenants obtained food service or lodging from a commercial vendor.

2. Iftenants’ personal property must be packed and/or moved, owners must pay the actual costs of such
services including insurance against loss of or damage to personal property.

3. Owners must identify displaced tenants who are elderly, disabled or special needs individuals and
must provide additional services such as help locating or identifying alternative housing,
transportation assistance, day care or similar services appropriate to their condition and apart from
the per-diems for meals or lodging except to the extent that meals or lodging are included in day care
or similar services.

4. Notwithstanding the forgoing, tenants are not required to accept owner-designated or recommended
facilities. Without abridging any per-diem compensation due to them, tenants may select lodging and
meals at their discretion provided that such discretion is exercised in writing and in advance of the
scheduled displacement date(s) by such notices and at such intervals as shall be described in the
approved relocation plan and provided further that any tenant having exercised such discretion may
not disrupt the relocation schedule by failing to vacate on the agreed date and for the agreed period.

E. Applications requiring permanent displacement of elderly or disabled residents from a non-assisted
property will not be accepted, provided that HUD will accept such applications if the owner proposes to
meet the relocation requirements applicable to projects receiving Federal financial assistance as
described in Section 3.12.2.

F. Owners are not obligated to provide assistance (i.e. permanent relocation assistance) to tenants
choosing to permanently relocate from a property in lieu of remaining as residents with temporary
relocation benefits.

3.12.4 Relocation Costs on HUD Forms

A. Relocation costs are mortgageable costs but are not construction costs and are not included in the
estimated costs of improvements. They are not included in any calculation of cost thresholds that define
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Substantial Rehabilitation or define levels of construction documentation required for Section 223(f)
applications that propose repairs and alterations (See Chapter 5).

B. The owner’s or the relocation consultant’s estimated cost of relocation should be reviewed by the
Lender, consistent with this Section 3.12 and Appendix 3, Section A.3.5 and then reported on HUD insured
mortgage application forms.

C. For substantial rehabilitation applications, relocation costs are included in the replacement cost
buildup reported for Criterion 3 of the form HUD-92264-A by showing the total of relocation costs,
including any relocation consultant fees on the form HUD-92264 in Section G, line 69, “Consultant Fee
(non-profit only)” relabeled to indicate inclusion of relocation costs (notwithstanding non-profit or for-
profit status).

D. Relocation costs should be reported on the form HUD-92013: Section G, Line 43 Relocation Expenses
or if in 223(f) transactions Section G is not used, then the Lender must identify Relocation Costs in the
proposed Sources and Uses for the transaction.

E. Relocation costs should be reported on the form HUD-92264-A for other loan sizing Criteria as
applicable to the Project:

1. Criterion 7, line c. Other Fees
2. Criterion 9, line d. Expense of Relocating Occupants

3. Criterion 10, line c. Other Fees
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Chapter4  Application Processing

4.1 Introduction/General

A. Only an approved MAP Lender and Underwriter may submit an application for insurance using MAP.
Lenders should contact the MF Regional Center’s Workload Distribution Lead to discuss the submission
of an application for insurance using MAP.

4.1.1 Approval of Lender's Reviewers

A. The Lender is responsible for assigning a MAP-approved Underwriter, who is then responsible for
selection and management of their third-party consultants. If a Regional Center or Satellite Office has
concerns about an Underwriter or a proposed third-party consultant, they should contact the Multifamily
Asset Counterparty Oversight Division before responding to the Lender.

B. The Lender must advise HUD who the Construction Loan Administrator will be, if applicable, prior to
the Firm Commitment stage, if the closing and servicing Lender has been identified, or as soon as
identified.

4.2 Stages of Application
4.2.1 Refinancing Applications (Sections 223(f), 223(a)(7))

4.2.1.1 Concept Meetings

A. Concept meetings (or conference calls) with the MF Regional Center or Satellite Office are optional and
generally not needed for refinancing transactions. They are recommended for projects in volatile
markets, Large Loan requests (per Chapter 3, Section 3.10), questions about the scope of repairs,
significant cash out (e.g. $20M or exceeding 50% of the loan amount), if there are concerns about
marketability, environment, competing proposals, or if there are other unusual risk factors. Upon the
Lender’s request, a concept meeting will be scheduled either in person or by teleconference as soon as
workload permits, generally within two weeks. Site visits by the appropriate HUD staff may be conducted
if practicable. Please refer to Appendix 4 for concept meeting exhibits.

4.2.1.2 HUD Response

A. HUD will respond by written letter or by email within 5 business days of the concept meeting.
Consideration will be given as to the effect on other insured projects in the subject’s market area that are
already in the pipeline or in portfolio, Borrower experience and overall feasibility based on the exhibits
and information presented. Depending on the completeness and quality of the submission, HUD may
recommend that the Lender submit an application, request additional information, specify conditions or
recommendations to consider, and/or identify specific risks or weaknesses of the proposed project that
should be addressed. The written response to the concept meeting does not represent a commitment
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from HUD, which should be clearly stated in the response. Based on the preliminary information
submitted, HUD may encourage an application submission but not approve it after review of the actual
application.

4.2.1.3 Firm Commitment Application Submissions

A. Firm Commitment application submissions will be reviewed for completeness, then processed,
reviewed and underwritten. It will then either be recommended for approval or approval with conditions,
returned to the Lender for modifications, or rejected.

B. Loan Approval is completed either by the National Loan Committee, Regional Center/Satellite Office
Loan Committee, or Regional Director signature authority. Loan Committee requirements are specified
in administrative memoranda to HUD staff.

4.2.1.4 Firm Commitment Issuance

A. The MAP Lender may prepare a draft Firm Commitment for the project for inclusion in the application
to expedite HUD processing.

4.2.1.5 Firm Commitment Acceptance and Rate Lock

A. Firm Commitments may be extended up to no more than 180 days from the date of issuance, plus a
discretional 60 calendar days for good cause to be approved by HUD HQ. At the expiration of all permitted
extensions, a reopening fee is required. The reopening fee for refinance and new construction/substantial
rehabilitation programs is $.50 per $1,000 of the loan amount and the reopening request must be received
within 90 days of the expiration of the Firm Commitment, plus all extensions. In addition to updated third
party reports, all mortgage credit documentation, including financial statements, credit reports and an
updated HUD 92013-SUPP are required. The Lender’s narrative should confirm that no substantive
changes have occurred in the underwriting or the development team as a result of the extension of time.
The new commitment, if issued, will remain in effect for 180 calendar days.

4.2.1.6 Closing

A. The RC Director will assign a staff member to the transaction to facilitate communication between the
Lender and HUD housing and Office of General Counsel (OGC) staff and to provide instructions and
guidance on the closing process.

4.2.2 New Construction and Substantial Rehabilitation
Programs

4.2.2.1 Concept Meetings

A. Concept meetings (or conference calls) with the MF Regional Center or Satellite Office are strongly
encouraged for market rate new construction or substantial rehabilitation transactions (unless waived by
the Regional Director) and optional for affordable transactions. Concept meetings are required for
projects intended to be submitted under the LIHTC New Pilot Program. The process for concept meetings
is the same as for refinancing transactions. Lenders may submit applications for market rate deals
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without a concept meeting; however the application fee will be considered “earned” at acceptance of the
application for processing and will not be refunded if the application is rejected or not approved under
terms acceptable to the Lender and Borrower.

4.2.2.2 Pre-Application Stage

A. The Pre-Application stage for new construction or substantial rehabilitation is designed to permit HUD
to review the feasibility of a proposed project prior to the Lender, Borrower, and HUD spending the time
and expense involved in Firm Commitment processing. Pre-Application submissions will be reviewed for
completeness, processed, reviewed and underwritten, and either recommended to be approved,
approved with conditions, returned to the Lender for modifications, or rejected.

B. The Lender may request to skip the Pre-Application stage to go directly to the Firm Commitment
application. Lenders should consider such requests only for projects in strong markets, where the Lender
and Borrower acknowledge in writing the risk of a rejection and that the application fee is nonrefundable,
so long as there are no environmental issues, and the Lender, Borrower, and development team members
have previous positive experience with FHA Multifamily financing.

4.2.2.3 Invitation Letters

A. If an invitation letter is issued, the Lender must advise HUD in writing within 30 calendar days if it
plans to submit a Firm Commitment application. If it fails to notify HUD, the invitation letter will expire,
and the Lender will be required to repeat the Pre-Application process. Letters of invitation are issued and
effective for 120 calendar days.

B. The application for a Firm Commitment must be submitted within 120 days of the date of the letter of
invitation. The Regional Director may or may not authorize one extension up to 90 days. The HUD
Underwriter will review the Lender’s extension request.

C. If there is a justifiable request by the Lender for an extension of time beyond the time period allowed
(210 total days), the Regional Director must request approval for a further extension from the Director of
the Office of Multifamily Production in HQ, stating the additional time requested, the Regional Director’s
recommendation and the reasons for the extension.

4.2.2.4 Firm Commitment

A. Firm commitments are issued upon application review and approval by the National Loan Committee,
Regional Center Loan Committee, or Regional Director signature authority. Loan Committee
requirements are specified in administrative memoranda to HUD staff.

B. Firm Commitments may be extended up to no more than 180 days from date of issuance, plus a
discretional 60 calendar days for good cause to be approved by HUD HQ. Guidance related to expired
commitments and reopening fees for new construction and substantial rehabilitation programs is
identical to the guidance for refinancing programs found in Section 4.2.1.5 of the MAP Guide.

4.2.2.5 Closing

A. Initial Endorsement (also known as Closing) consummates the Firm Commitment.
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B. The RC Director will assign a staff member to the transaction to facilitate communication between the
Lender, HUD housing, and OGC staff to provide instructions and guidance on the closing process.

4.2.2.6 Construction Period
A. A Pre-Construction Conference is required prior to Initial Endorsement (see Chapter 12).

B. For new construction and substantial rehabilitation projects, the HUD construction administration
period begins at Initial Endorsement and extends to Final Endorsement.

C. The Borrower and General Contractor must certify actual construction cost consistent with Chapter 13
prior to Final Endorsement.

D. Final Endorsement represents HUD’s insuring of the final loan amount and resolution of all outstanding
program obligations.

4.2.3 Appeals

A. Lenders have the right to appeal HUD decisions regarding the issuance of an Invitation for Firm
Application or Firm Commitment with which they do not agree. There is no appeal process for the concept
meeting recommendation. Other parties (Borrowers, third parties) do not have a formal right to appeal.
Appeals must be filed in writing and delivered electronically and by hard copy to the Regional Director.
The appeal must explicitly address the basis for the appeal and disagreement and include supporting
documentation and background information. It should also include a copy of relevant previous
correspondence and reports.

B. The Regional Director will assign the appeal for review to staff not involved in the original decision.
The Regional Director will issue a written response to the Lender within 30 days of receipt of the appeal,
or such other period of time as practicable. If the original decision being appealed was a result of a
Regional Center Loan Committee which the Regional Director participated in, the Regional Director will
either hear the appeal or may request it be treated as a second level appeal and referred to HUD
Headquarters.

C. Ifthe Lender is not satisfied with the appeal decision, they have the right to a second level appeal, which
should be addressed to the Director of Multifamily Production in HUD Headquarters. The Director will
assign the appeal for review to technical support or other staff not involved in the original decision. The
Director will issue a written response to the Lender within 30 days of receipt of the appeal, or such other
period of time as practicable.

4.3 Lender Processing

4.3.1 General Requirements

A. Borrower Engagement letters are expected as a prudent business practice, but not regulated by HUD.
Only one MAP Lender may be engaged at a time. If Borrower changes MAP Lenders prior to or after
submission of an application, the Borrower must disclose the processing history, and the MAP Lender
submitting the application must address it in the Underwriter Narrative Executive Summary.
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B. Lenders must have a written contract (engagement letter) with Third Party reviewers; HUD
recommends extension clauses as part of the contract.

C. Electronic submission of applications material, the Standard Underwriting Narrative and the LIHTC
Summary Report (LIHTC transactions only), are required. Application checklists are in Appendix 4. HUD
will continue moving to complete electronic submission and processing through a web-based portal.

D. MAP Lenders are required to comply with the procedures and management controls specified in their
Quality Control Plans.

E. Pre-Approval of Principals with Large Concentrations of FHA Insured Debt. The Lender must perform
a thorough mortgage credit and creditworthiness review, and obtain HUD approval, before submission of
an application in cases where principals have greater than $500,000,000 of outstanding FHA insured debt.
Borrowers previously approved for amounts between $250,000,000 and $500,000,000 must continue to
obtain HUD approval upon expiration of any existing decision memo or when approval authority is
exhausted, whichever first occurs. Please refer to Chapter 8, Section 8.8 for additional information.

F. Lenders may produce their own copies of HUD forms, as long as the recreated forms have the correct
Office Management and Budget (OMB) numbers, HUD form numbers, OMB expiration dates, approval
numbers, form titles, and are identical in content and order of the line items on the MAP Form. All forms
must be completed subject to their respective instructions. See HUDClips:

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/forms

G. A complete application submission includes one original, one additional hard copy and one electronic
copy. The additional hard copy should be in a separately bound mortgage credit file, along with the rest
of the application containing the exhibits that do not contain sensitive personal and Privacy Act protected
information. A standardized underwriting narrative and more structured application checklist are now
required as well.

4.3.2 Processing

A. The Lender’s MAP approved Underwriter is responsible for oversight and performance of the following
tasks:

1. Data collection;

2. Due diligence;

3. Loan Processing;

4. Mortgage Credit review;

5. Underwriting;

6. Obtaining internal loan approval (from the Lender’s loan committee or other process);

7. Submission of the loan application to the appropriate Regional Center or Satellite Office and the
application fee to Pay.gov. See Appendix 4 for pay.gov instructions;

8. Responding to HUD deficiency letters and requests for information;

9. Follow-up to get the loan to closing; and
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10. Coordination with construction loan administration, cost certification, and servicing.

4.4 HUD Processing

44.1 General Requirements

A. Under the direction of the MF Regional Director, the HUD Underwriter or third-party contract
Underwriter for HUD is responsible for management of the application processing, review, underwriting,
loan approval and closing processes, as well as coordination of turn over to Asset Management at closing.

B. HUD review is a risk-based, underwriting approach. Technical compliance and processing must be
correct and documented, but the primary purpose of HUD’s review is to determine if the loan application
is an acceptable risk to the FHA insurance fund.

C. The HUD Underwriter will review all application exhibits and determine what technical reviews are
necessary, if any, given the level of complexity and risk of the transaction and program type, and perform
or arrange for the underwriting and mortgage credit analysis.

D. Risk-based processing and the single Underwriter model will allow qualified Underwriters to review
architectural/cost exhibits, appraisals, and market analyses and solicit the assistance of appropriate HUD
technical specialists to perform additional reviews as necessary depending on the level of risk and
complexity of each individual transaction. A Construction Analyst may be called upon to advise the
Underwriter in his or her review, or to perform a limited review or full review, as determined by the
Production team. The level of review by the HUD Construction Analyst may vary but the work required
from the Lender’s third-party provider has not changed. The MAP Lender and third-party provider are
responsible for determining the acceptability of the physical improvements, providing conclusions
essential for underwriting determinations to minimize mortgage risk, and ensuring compliance with MAP
Guide instructions and guidance. Similarly, the HUD Appraiser may be called upon to act in an advisory
role or perform limited or full reviews as deemed appropriate by the HUD Production team.

E. HUD has certain responsibilities which it does not assign to the Lender, including responsibility for the
environmental clearance, approval of the owner’s Affirmative Fair Housing Marketing Plan, Previous
Participation review, and issuing the commitment for mortgage insurance.

F. HUD staff must perform a site visit for all applications in which an Environmental Report is required.
Environmental approval is documented by HUD in the HUD Environmental Review Online System
(HEROS). The Lender must submit an environmental report to HUD using the HEROS system for all
projects submitted under MAP. The environmental review in HEROS must also be certified by the
Production Division Director as part of the Firm Commitment approval. The site visit is typically
performed by a HUD Appraiser, Construction Loan Analyst, Senior Underwriter, or other experienced
HUD staff or managers with training and experience in environmental review requirements after review
of the third party and Lender’s environmental analysis. HUD Regional and Headquarters Environmental
Officers may be called on to assist if and as questions arise.

G. Applications that the Regional Center or Satellite Office determine to be unacceptable will be returned
to the Lender and HUD will retain the application fee if the transaction completed screening and entered
underwriting and technical review. If it is clear at the screening stage the transaction is not approvable,
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it will be rejected at that stage. Lenders repeatedly submitting premature, materially deficient, or
otherwise unacceptable applications should be referred to the Multifamily Asset Counterparty Oversight
Division.

H. Review of MAP Lender Team Members. HUD must check the Limited Denial of Participation List and
the Consolidated List of Suspended and Debarred Contractors for all proposed Lender team members, and
review the proposed MAP Lender and Underwriter, and third-party resumes. If there is a concern with
past performance, the Regional Director will consult with the Multifamily Asset Counterparty Oversight

Division for guidance on how to proceed. If appropriate, adverse findings or conclusions should be
communicated to the Lender within 10 business days.

4.4.2 Processing

A. Under the direction of the MF Regional Director, Production Division Director, and Underwriter Branch
Chief, the HUD Underwriter is responsible for the oversight and performance of the following tasks:

1. Concept meetings and follow-up communication;
2. Reviewing of proposed MAP Lender and Underwriters;

3. Working with the Workload Distribution Lead for the Region and other appropriate officials in
managing workload assignments for new applications;

4. Acknowledging receipt of the application;

5. Ensuring the screening of applications for completeness, and fiscal controls for new application
submissions;

6. Using the New Early Warning System (NEWS) to determine what level of Underwriter and technical
specialist review is required given the complexity and risk factors associated the transaction;

7. Performing technical reviews of Lender underwriting and third-party reports, or arranging for HUD
technical specialist reviews for higher risk or more complex transactions when needed;

8. Consulting with and obtaining reviews from Asset Management, Legal, Labor Relations, Economic and
Market Analysis Division (EMAD), Fair Housing and Equal Opportunity (FHEO), and other HUD staff
as appropriate depending on the program requirements and particular transaction features;
recommending transactions for loan approval (or rejection);

9. Determining whether there are any open referrals to HUD’s Departmental Enforcement Center (DEC)
relating to the Project, the Borrower and/or the proposed Management Agent; and working with the
DEC to resolve the open DEC referrals either prior to, or in tandem with, closing;

10. Preparing and issuing Pre-application Invitation letters and Firm Commitments;

11. Coordinating the closing process with the RC Director (or their delegate), OGC, the Lender, and
Borrower’s team; and

12. Coordinating with Asset Management in turnover of files, briefing about conditions of the Firm
Commitment, and providing information necessary for Asset Management’s risk rating of the
transaction.

MAP Guide, March 2021 Chapter 4 Bookmarked Version
Go to beginning of Chapter 4 Page 4-7 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 4 Application Processing
Go to Table of Contents 4.4 HUD Processing

4.4.3 Construction Period Responsibilities

A. Under MAP, HUD must approve the initial and final construction draws.

B. HUD will perform, contract, or otherwise provide for inspection duties and will provide copies of the
Trip Report to the MAP Lender.

C. The MAP Lender will prepare and approve the documents required for the interim draws during
construction.

D. HUD must approve the construction amount for each item in the initial and final advance and for each
Change Order during construction.

4.4.4 Servicing

A. MAP makes no changes in procedures for servicing or asset management, except for servicing Lenders
with prior approval for delegated responsibility for repair escrow administration. See Chapter 1, Section
1.2.C for guidance on MAP-approved Lenders who only originate loans and transfer loans to another FHA-
approved Lender for servicing.
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Chapter 5 Architectural and Construction Analysis

5.1 Eligible Construction Activities

A. Construction activities eligible for the FHA insured mortgage programs include new construction,
substantial rehabilitation, alteration, and repairs.

B. The construction activity with the largest scope of work is new construction, which is erecting new
buildings with all the necessary site work. Substantial rehabilitation of an existing property involves
significant work and describes construction activities that exceed the Aggregate Cost limit defined in this
Chapter. Work on existing structures that is less than substantial rehabilitation is categorized as repairs
and alterations partly as defined by the International Existing Buildings Code (IEBC 2015, Chapter 2
Definitions and Chapter 5 Classification of Work).

C. The MAP Guide categorizes construction activities in terms of the costs and the Class of Work for two
purposes. The first purpose is to determine eligible construction activities under each program, i.e., by
the Section of the National Housing Act. The second is to identify what methods and professional services
are appropriate for the design, documentation, supervision, administration, and inspection of the
proposed work.

5.1.1 New Construction

A. New construction involves building entirely new structures with necessary site preparation. Eligible
work activities include constructing detached, semidetached, row, walkup, or elevator-type residential
multifamily buildings and accessory structures on the property’s improved site as well as any necessary
offsite work.

5.1.2 Substantial Rehabilitation

A. Substantial rehabilitation is work on existing building(s) including any additions for which the
Aggregate Cost of construction (the Aggregate Cost) exceeds the Aggregate Cost Limit amount defined as
follows:

1. Aggregate Cost means the total costs of all the proposed construction work at the property, including
General Contractor fees and Project Architect fees. The Aggregate Cost will also include the amounts
spent from the contingency reserve and assurance of completion escrows! at the end of construction,
as well as any cost increases through change orders.

a. For LIHTC transactions, 100% of the contingency and assurance of completion amounts should
be assumed to be expended and included in the upfront estimate of the Aggregate Cost.2

b. The final Aggregate Cost at the completion of all construction, which must include all actual
amounts spent from the contingency reserve and assurance of completion escrows as well as any

1 Construction contingency reserve escrow and assurance of completion escrow as required per Chapter 8.
2 See Chapter 5.6.2.6 and its related Footnote for further explanation.
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cost increases incurred from change orders, must not exceed the Aggregate Cost Limit3 for any
applications for refinance or acquisition programs (i.e. Section 223(a)(7) and Section 223(f)).

2. Aggregate Cost Limit is calculated in dollars as follows:

a. Aggregate Cost Limit Calculation. Aggregate Cost Limit = [Base per Dwelling Unit Limit] X [High
Cost Percentage multiplier] X [Number of Dwelling Units]

b. Base per Dwelling Unit Limit. HUD set the Base per Dwelling Unit Limit (Base Limit) at $15,000
per unit in 2016 and has annually adjusted it for inflation based on the percentage change
published by the Bureau of Labor Statistics of the Department of Labor or other inflation cost
index.

c. High Cost Percentage. HUD annually calculates and publishes the High Cost Percentage (HCP)
multipliers for designated cities based on the industry-standard construction cost index. These
published HCP multipliers are used to calculate the threshold for substantial rehabilitation
specific to the project’s location.

d. Number of Dwelling Units. The total number of dwelling units should be the count of units at
the property upon completion of all proposed construction work, given that the work may include
addition and/or deletion of units at the property. The number should include non-rental units
and commercial spaces in live/work type units.

e. High Cost Areas Multiplier. The higher limit HCP multiplier for the identified High Cost Areas
(315%) is used only to determine the maximum mortgage amount as an exception granted by
HUD. This higher limit multiplier for High Cost Areas may not be used in the calculation to define
the substantial rehabilitation threshold as described above.

f. Annual Revision of Base Limits. The revised Base Limits and HCPs are both published in
Housing Notices titled “Annual Revisions to Base City High Cost Percentage, High Cost Area and
Per Unit Substantial Rehabilitation Threshold” for the year and can be located on HUD Website:
https://www.hud.gov/program offices/administration/hudclips/notices/hs

5.1.3 Class of Work

A. Class of work defines and categorizes construction work on existing properties that is less than
substantial rehabilitation. HUD has quoted language from the International Existing Building Code (IEBC)
to define classes of work in the context only of this MAP Guide for the purpose of matching appropriate
construction documentation and oversight to differing levels of work.* The levels of work defined from
the least to the most significant in scope and complexity are as follows:

3 Given that the actual expenses spent from any contingency escrow or assurance of completion escrow will not be
known until the end of construction, whether the level of work and the cost contemplated for the property are
appropriate for 221(d)(4) Sub-rehab or 223(f) should be determined conservatively and not aggressively close to
the cost threshold limit. The Lenders should take caution that at termination of the Repair Escrow when all the
additional costs incurred during construction including change orders result in the final Aggregate Cost exceeding
the Aggregate Cost Limit, the Lender will be subject to enforcement action by HUD.

4 The IEBC is cited only as a quoted source acknowledging copyright and for no other purpose.
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1. Repair means “the reconstruction or renewal of any part of an existing building for the purpose of its
maintenance or to correct damage.” [IEBC, Section 202 General Definitions] Repairs to site features
(not buildings but otherwise similarly defined) are included in this class of work.

a. “Repairs,...include the patching or restoration or replacement of damaged materials, elements,
equipment or fixtures for the purpose of maintaining such existing components in good or sound
condition with respect to existing loads or performance requirements.” [IEBC, Section 502.1]

b. Repairs also include related work, which is defined as “work on non-damaged
components...necessary for the required repair of damaged components.” [IEBC Section 502.3]

c. Inaddition, installation of items not previously present in a building or on a site but necessary to
address safety, security, accessibility or communications needs are considered “Repairs” when
such installation and related work do not require alterations. Examples of such installation
include but are not limited to 1) smoke detectors added to bedrooms; 2) signage or pavement
markings added to identify accessible paths; 3) panic bars added to exit doors, etc.

2. Level 1 Alterations: “...include the removal and replacement or the covering of existing materials,
elements, equipment, or fixtures using new materials, elements, equipment, or fixtures that serve the
same purpose.” [IEBC Section 503.1]. Examples include removing and replacing an existing flooring
or wall finish, etc.

3. Level 2 Alterations: “...include the reconfiguration of space, the addition or elimination of any
[exterior] door or window, the reconfiguration or extension of any system, or the installation of any
additional equipment.” [IEBC Section 504.1]

Examples include 1) adding or demolishing interior walls (partition or loadbearing) to reconfigure
dwelling unit layout; 2) adding another bathroom inside a unit; 3) relocating the kitchen within a unit;
4) adding a new air conditioning system that was not previously present to the existing buildings
and/or units; 5) adding an elevator to the building, etc.

4. Level 3 Alterations: “...apply where the work area consisting of all reconfigured spaces exceeds 50%
of the building area.” [IEBC Section 505.1]

5.1.4 Defining Construction Activities

A. “New construction” and “substantial rehabilitation” describe the scope of work proposed for an entire
property and invoke requirements that apply to the whole loan transaction.

B. For work less than substantial rehabilitation, the scope of work must be itemized as individual work
tasks, each described and labeled with a Class of Work. For example, in a single building, there may be
some work items identified as “Repairs” and others that are “Level 2 Alterations.” In other cases, a
property with multiple buildings may need “Level 1 Alterations” in some buildings while other buildings
need “Level 3 Alterations.” The total scope of work in such properties is composed of many work items,
each labeled with the appropriate Class of Work.

C. Therefore, a Class of Work (i.e., Repair, Level 1, 2 or 3 Alterations) describes an individual work item
or a group of closely related work items. Class of Work is not applied to the property as a whole or used
to label an entire loan transaction. The following steps are required for properly labeling work items with
Class of Work:
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1. Describe the proposed work as distinct, separate work items, where each item describes a set of
construction activities that are similar or related in character and scope.

a. For example, the construction activities of removing aged windows, installing new flashing,
inserting new window units, patching up siding and repainting may all be described as
“replacement of existing windows” as a single work item.

b. An individual work item should not be too broad or include multiple Classes of Work, such as
using “kitchen remodeling” to describe replacing the cabinets (Level 1 Alteration) as well as
reconfiguring the space by removing existing walls and extending the countertop space to
increase the kitchen area (Level 2 Alterations).

¢. Anindividual work item must be distinct and described in sufficient detail for accurate estimation
and inspection during construction.

2. Each work item listed in Critical or Non-Critical Repairs (per Appendix 5, Section A.5.7.2) describes
an individual task (commonly referred to as a “repair item”) and should be labeled with the applicable
Class of Work, i.e., as a Repair, Level 1, 2, or 3 Alteration.

a. For example, “replacement of existing windows” with windows of the same size in the existing
openings should be classified as Level 1 Alteration.

b. In the case of the “kitchen remodeling” example cited above, such work should be described in
two separate work items, such as: 1) “relocate partition walls to modify existing kitchen layout”
as one work item labeled Level 2 Alteration; and, 2) “replace existing kitchen cabinets” as a
separate Level 1 Alteration.

3. Professional services and documentation required are to be based on the Class of Work of individual
work items.

4. The Lender will review and confirm for HUD the Class of Work for each work item recommended by
the Needs Assessor.

5.1.5 Eligible Construction by Program

A. Sections 220, 221, and 231: New construction and substantial rehabilitation are permitted. Class of
Work does not apply to these programs.

B. Section 241(a): New Construction, Substantial Rehabilitation, Repairs, and all Levels of Alteration
activities are permitted.

C. Section 223(f): Repairs and Level 1, Level 2 and Level 3 Alterations are permitted, provided that the
Aggregate Cost of all such repairs and alterations does not exceed the Aggregate Cost Limit for substantial
rehabilitation described in Section 5.1.2.

1. The Lender must ensure that the cost of repairs and alterations in refinance or acquisition
transactions does not exceed the program eligibility limit notwithstanding any unforeseen
circumstance, change in cost, or estimating error;

2. Additions (defined here as any expansion of a building footprint with conditioned space) are not
permitted to dwelling spaces and residential buildings. Adding a patio or a balcony is considered a
Level 2 Alteration, given that they are not conditioned spaces;
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3. Additions to accessory buildings or additions of minor accessory structures (e.g., carports, storage
sheds, swimming pools) may be deemed Level 2 or 3 Alterations, subject to the approval of the
Director of the Regional Center/Satellite Office;

4. Construction of a new accessory building (e.g.,, community building, gym) is permitted as a Level 3
Alteration. New accessory buildings may not exceed a gross floor area of 5,000 square feet.

D. Section 223(a)(7): The intent of the 223(a)(7) program is to provide a simple, quick refinance option
for existing insured properties to improve cash flow by lowering the interest rate or extending the
amortization period, reducing the risk of default and improving overall financial performance. Therefore,
all proposed work for 223(a)(7) must be limited to the following:

1. Construction activities must not exceed the definition of “routine maintenance” per CPD Notice 2016-
02;

2. Activities must not exceed the Class of Work level of Repairs;

3. The total cost of repairs and routine maintenance must not exceed $1,500 per unit, excluding the cost
to remedy accessibility deficiencies;

4. Any accessibility related repairs must not exceed the Class of Work level of Repairs;

5. See Chapter 9, Section 9.1.3.C.1 for environmental review requirements.

5.2 Consultant Due Diligence Responsibilities

A. The Lender and the Borrower are required to retain competent third party consultants with skills,
training, and experience appropriate to the scale and scope of the physical characteristics of the property;
the nature of architectural and engineering documents required; the kinds of construction solutions
existing or proposed; and the due diligence typical of multifamily real estate transactions. In this context,
the term “due diligence” is used as a general term for the range of professional examinations, studies,
inquiries, research, investigations, reporting, and documentation needed to determine the physical
condition, utility, and suitability of sites and buildings existing or proposed for multifamily properties.

5.2.1 General

A. HUD requires both the Lender and the Borrower to retain professional consultants with qualifications
appropriate for the due diligence required for each loan application. In general, these due diligence
requirements are:

1. The preparation of a Capital Needs Assessment (CNA) by a Needs Assessor;

2. The preparation of construction documents (plans and specifications) by a Project Architect for new
construction, substantial rehabilitation, and significant alterations at existing properties;

3. The review of construction documents and cost estimates for compliance and acceptability by a
Construction Analyst;

4. For certain utility conservation incentive programs, the evaluation of utility consumption and energy
conservation measures (ECMs) by an energy professional (see MAP Guide Chapter 6, Section 6.4);
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5. Occasional specialized reports as needed (e.g., structural engineers for seismic analysis); and,

6. The preparation of HEROS Environmental Report and the Phase I Environmental Site Assessment
(and Phase II Environmental Site Assessments if needed) required by HUD (see MAP Guide Chapter
9, Section 9.2.4 for qualifications of environmental professionals).

5.2.2 Qualifications for Lender’s Consultants

5.2.2.1 Needs Assessor Qualifications

A. The Lender must select a Needs Assessor with education, professional credentials, and field experience
appropriate to the assessment assignment considering the age, size, type of building systems, construction
methods, and location of the property. The Needs Assessor must be knowledgeable and experienced with
local building standards and construction methods, relevant national and international building codes and
standards (e.g., International Existing Building Code, International Energy Conservation Code), and
specific statutory and regulatory requirements for multifamily housing (e.g., Federal Fair Housing Act
Accessibility Guidelines, Uniform Federal Accessibility Standards and the 2010 ADA Standards). In no
event should the qualifications of the Needs Assessor, and any related consultants employed to prepare
the CNA, be less than as described in ASTM E2018-15 Standard Guide for Property Condition
Assessments: Baseline Property Condition Assessment Process. The Needs Assessor (and any other
consultants, specialists, or trades contractors engaged for purposes of the needs assessment) may not
have any identity-of-interest with the Lender or the Borrower or its principals, and may not have any
personal or business relationship with the Borrower (or its principals) that would create a conflict of
interest.

5.2.2.2 Needs Assessor Responsibilities

A. The Needs Assessor prepares the CNA for existing improvements in refinance and acquisition
transactions. The Needs Assessor identifies and describes all deficiencies and proposed improvements at
the property. All CNAs must be reported using the method prescribed by HUD, which is the CNA e-Tool.

B. CNAs must be prepared by an independent third party hired and paid by the Lenders.

C. For existing properties, except for substantial rehabilitation, the Needs Assessor must conduct onsite
physical inspections, including a representative sampling of units, and prepare the CNA in compliance
with the instructions at Appendix 5, Section A.5.7.

D. The Needs Assessor may prepare dimensioned sketches or diagrams when needed to illustrate
particular repairs and alterations. However, drawings required to describe dimensioned remedies for
accessibility deficiencies must be done by a registered Architect who may be an employee of, or consultant
to, the Needs Assessor’s firm.

5 The owner may hire and pay the third party when CNAs are required for Asset Management oversight of
properties with no insured mortgage, such as budget-based rent increase events where no servicing Lender is
involved.
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E. When a Project Architect and/or a General Contractor are engaged, the Needs Assessor needs to engage
with these professionals to accurately reflect the scope of work and costs in the CNA e-Tool (see Section
5.3.3.4).

F. If the proposed application is for a green Mortgage Insurance Premium (MIP) rate or proposes
adjustments to underwritten operating expenses resulting from reduced utility consumption, the Needs
Assessor must report utility costs rates, estimated utility use of components, and sustainable utility-
conserving future replacement alternatives for the project in the CNA e-Tool consistent with Chapter 6.

5.2.2.3 Construction Analysts Qualifications

A. The Lender must hire a qualified Construction Analyst with experience in multifamily construction to
review the drawings and specifications prepared by the Project Architect and any related contracts for
design and construction services. The analyst must be knowledgeable and experienced with local building
standards and construction methods, relevant national and international building codes and standards
(e.g., International Existing Building Code, International Energy Conservation Code) and specific statutory
and regulatory requirements for multifamily housing (e.g., Federal Fair Housing Act Accessibility
Guidelines, Uniform Federal Accessibility Standards, and the 2010 ADA Standards for Accessible Design).
In all cases, the Lender must ensure that the work experience of the Construction Analyst is consistent
with the scale, scope, materials, methods, and technologies existing or proposed at the property.

B. The Lender’s Construction Analyst may be a licensed or registered Architect or professional engineer
but must, at a minimum, have a degree (BS or BA) in architecture, civil or structural engineering or
construction with five years of experience in design, construction, or development of multifamily
buildings. Alternatively, any person who is a construction contract administrator with a current
certification (CCCA) by the Construction Specifications Institute (CSI) and who has administered
construction of not less than three multifamily properties with an aggregate construction cost not less
than $30 million may serve as a Construction Analyst.

5.2.2.4 Construction Analyst Responsibilities

A. The Construction Analyst must:

1. Visit the site and its environs, investing time and attention sufficient to support a knowledgeable and
professional review of the due diligence requirements and products, as well as the design,
specification and construction documents prepared;

2. Evaluate the design of proposed and/or existing buildings and the construction materials, methods,
or technologies employed in the buildings;

3. Review the agreements and contracts between the Borrower, design professionals, and contractors
to ensure that the proposed services are sufficient and clearly defined and that the Borrower’s right
and power to assign the agreement(s) to or for the benefit of the Lender is not impaired.

4. Evaluate the professional qualifications and experience of the Borrower’s design and construction
team members and any due diligence professionals or contractors retained by the Borrower to ensure
conformance to HUD requirements and relevance of qualifications and experience to the anticipated
scope of work;

MAP Guide, March 2021 Chapter 5 Bookmarked Version
Go to beginning of Chapter 5 Page 5-7 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 5 Architectural and Construction Analysis

Go to Table of Contents 5.2 Consultant Due Diligence Responsibilities

10.

11.

12.

13.

14.

15.

Determine that the Borrower’s and Project Architect’s due diligence concerning physical attributes of
the site or existing buildings is sufficient to expose and quantify such costs and risks as reasonably
may be expected, based on observed conditions, and identify any unmet due diligence needs;

Evaluate architectural design, specification, construction contract, and cost and scheduling
documents for proposed projects and ensure internal consistency, accuracy, reasonableness, and
conformance to HUD requirements, including specifically: the Minimum Property Standards; local
codes and the HUD minimum energy conservation code when this code exceeds local codes;
accessibility requirements for persons with disabilities (see Appendix 5, Section A.5.2); and HUD
standards for architectural drawings and specifications (see Appendix 5, Section A.5.5);

Review the Project Architect’s certification stating that the project design complies with the Minimum
Property Standards, all applicable local codes and ordinances, accessibility requirements, and HUD

standards (See Appendix 5, Section A.5.8);

Prepare complete cost analysis and review and confirm the reasonableness of Borrower’s costs for
design, specification, construction, contract administration and supervision (and any related due
diligence or other professional services) for the construction, alteration or repair of multifamily
structures (See Appendix 5, Section A.5.9);

Evaluate the professional liability and errors and omissions insurance for the Project Architect and
Borrower’s other design or due diligence professionals by comparing the risks covered and the dollar
amount of loss coverage to the scale and cost of construction and/or evident risks, offering an opinion
of the adequacy of such coverage and confirming that such insurance will be maintained through any
warranty inspection period following endorsement;

Maintain a dated log of all contacts, messages, and conversations with the Project Architect and the
Borrower’s design team referencing all documents and versions thereof in the log;

Ensure that all relevant parties are informed of HUD requirements and communications and
coordinate responses thereto;

Prepare or review the schedule of anticipated future capital needs and corresponding estimates of
costs, assuring that all repairs and replacements likely necessary during the CNA Estimate Period are
included in the analysis of future needs. (See Appendix 5, Section A.5.7);

Review and confirm as part of the CNA the accuracy of estimates of replacement cost (new) for each
structure (CNA e-Tool Property Insurance Schedule Report, the automated form HUD- 92329).

Identify, review, and describe to HUD any identities of interest among any members of the design,
construction and/or due diligence team or between any such member and any principal of the
Borrower or between any such member and the Lender;

Ifthe proposed application is for a green MIP rate, then all the reviews, determinations, and evaluation
by the Construction Analyst, as described above, also apply to the requirements and mandated
qualifications and procedures described in Chapter 6 for energy and water conservation measures®;
and,

6 The Construction Analyst must review energy related reports, documentation and exhibits to ensure that HUD's
program requirements for Green MIP are met and properly documented for HUD’s review.

MAP Guide, March 2021 Chapter 5 Bookmarked Version
Go to beginning of Chapter 5 Page 5-8 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 5 Architectural and Construction Analysis
Go to Table of Contents 5.2 Consultant Due Diligence Responsibilities

16. Provide advice and assistance on design, construction, and physical due diligence issues to Borrowers,
consultants, contractors, and others.

B. Construction analysts must apply the specific standards or criteria enumerated in the Appendices to
Chapter 5. The Construction Analyst is not required to review structural design details and calculations.

5.2.3 Owner’s Consultant Qualifications and Duties

5.2.3.1 Project Architect Qualifications

A. The Borrower must engage an architectural professional with building design and construction
expertise to prepare construction documents and to supervise construction as appropriate for the
proposed construction activity. Such professional services must be provided by a licensed or registered
Architect or a professional engineer who must be the principal lead professional with overall
responsibility for the design development and the execution of the design in construction. This
professional is referred to as the Project Architect in the MAP Guide and must meet the qualifications
described in this section. Failure of the Borrower to engage a Project Architect acceptable to the Lender
and HUD is a basis for rejection of the application:

1. The Project Architect must be licensed or registered by the State in which the project is located.

2. The Project Architect must have substantial experience inthe design and construction of
multifamily properties comparable in scale and scope to the proposed property and must be in good
standing professionally and legally.

3. For green MIP rate applications, the Project Architect must meet additional experience and
qualifications requirements (see Chapter 6) when acting as an energy professional.

4. The Project Architect and any other consultants providing professional services for the project must
be covered by an insurance policy (or policies) of professional liability, errors, and omissions.

5. The insurance must be of an amount consistent with the risk of loss based on the scope, scale, and the
total cost of the project. The amount of any payable claim shall be actual damages subject to the policy
limit and shall not be limited to the fee for the service provided.

6. The professional liability insurance policy must be maintained through the twelve-month warranty
inspection period that follows final endorsement. The professional liability insurance carrier must
have and maintain a rating that is acceptable to HUD (A.M. Best Financial Strength Rating [FSR] of B+
or better).

7. Atinitial closing, each design professional must provide their current certificate of liability insurance
that must substantially conform to the sample Certificate of Professional Liability Insurance contained

in Appendix 5, Section A.5.8.3.

5.2.3.2 Project Architect Duties and Responsibilities

A. The level of professional services and required documentation are determined first by the program for
which the application is made and then the Classes of Work as applicable. Required services and
documentation are:

1. New Construction and Substantial Rehabilitation
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a. The scope of services shall provide all architectural, structural, mechanical, electrical, civil,
landscape, and interior design and consulting services (Design Services) necessary to prepare
drawings, specifications and other documents setting forth in detail the requirements for
construction of the project.

b. When basic design services (e.g., civil, mechanical, electrical engineering services) are provided
by professionals outside of the Project Architect’s firm, they should be contracted with the Project
Architect as consultants to the Architect and not directly to the owner. In general, no additional
Owner-Architect Agreement besides the one with the Project Architect is allowed for the design.
A separate civil engineering services under a separate Owner-Architect Agreement (i.e., AlIA
B108) may be allowed on a case-by-case basis when warranted (e.g., when civil engineering is
engaged much earlier in the predevelopment phase).

c. The scope of services shall also provide for the administration of the construction
contract (Construction Administration), including conducting the monthly job site meetings with
meeting agendas and official recordings of the meeting minutes.

d. There may be separate agreements for design and construction administration services if the
same Project Architect is not employed for each (e.g., when the Project Architect has an identity
of interest with the Borrower). When there is a separate agreement for the administration of the
construction contract, it must be submitted for approval before initial endorsement. Where
separate agreements are made, those sections not applicable shall be deleted.

e. The Project Architect may have an identity of interest with the owner or General Contractor, but
in that event, may not administer the construction contract. Identity of interest is defined in the
HUD Amendment (form HUD-92408-M).

2. Section 223(f) Transactions with High Costs and/or Complex Alterations:

a. When the services of a Project Architect are required because the Aggregate Cost of the work is
equal to or greater than $15,000 per unit, or because Level 2 or Level 3 Alterations are proposed
(See Section 5.3.3.1), the Project Architect must meet the same licensing and insurance
requirements as for substantial rehabilitation, including the provision of a certificate of liability
insurance that must substantially conform to the sample Certificate of Professional Liability
Insurance. (See Appendix 5, Section A.5.8.3). The Project Architect’s responsibilities and
liabilities apply to all alterations and repairs included in the scope of work.

3. Section 223(f) Transaction with Green MIP:

a. Refinance or acquisition applications for a green MIP rate require a Project Architect when the
owner proposes to obtain a green certification to qualify for the green MIP. The Project Architect
must fulfill additional responsibilities described in Chapter 6, Section 6.6.3.A.6 and Section

5.2.3.3 Owner-Architect Agreement for Services

A. The agreement between the Architect and the owner for services must be in the form of the American
Institute of Architects (AIA) Contract Documents. The owner must submit the executed contract at the
time of the Firm Commitment application.
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1.

For new construction and substantial rehabilitation projects, the agreement must be the AIA
Document B108 Standard Form of Agreement between Owner and Architect for
Housing Services and must include the HUD Amendment to AIA Document B108 (form HUD-92408-
M).

a. In general, the document should not be altered except for the deletion of the binding arbitration
and mediation provisions. The only allowable dispute resolution is litigation in a court of
competent jurisdiction. Any modifications that delete or reduce the basic design and construction
administration services of the Project Architect are prohibited. Further, there mustbe no changes
that reduce, delegate, or leave a gap in the basic responsibilities of the parties involved.

b. In uncommon circumstances where it becomes necessary to describe special approved
arrangements, the modifications must be noted by striking out any inapplicable language and
inserting additional provisions in Article 12. Any proposed modifications will require additional
review in consultation with the Office of General Counsel of HUD prior to approval.

c. There may be separate agreements for design and for supervisory services.

d. Ifthere is one agreement for both design and supervisory services, a specific dollar amount must
be indicated for each service.

e. Where the Project Architect’s basic fee exceeds that which may be paid from mortgage proceeds
or where the Owner-Architect Agreement provides for reimbursable expenses (note that
reimbursable expenses may not be paid from mortgage proceeds or any excess contingency), the
person/entity responsible for such extra fees must be identified in the HUD Amendment.

f.  HUD shall not be incorporated into any specific provision of the Agreement, and the inclusion of
the HUD Amendment in Article 12 (enumeration of Special Terms and Conditions) is sufficient to
incorporate HUD requirements. No modification of the HUD Amendment is permitted.

In Section 223(f) transactions, the required professional design services are typically of limited scope.
Accordingly, the Owner-Architect Agreement shall be the AIA Document B104, Standard Abbreviated
Form of Agreement Between Owner and Architect. AIA B108 is allowable when the scope is extensive.

a. The agreement must accurately describe the specific services to be provided and include all
services that are necessary to the project, including adequate construction administration duties.

b. The Architect’s fee must be a fixed sum for the services provided. No other method of stating
compensation is acceptable. Separate fee amounts for design and construction services must be
stated. When the Architect has no identity of interest with the Sponsor or mortgagor, the design
and supervision fees are mortgageable costs and should be included in form HUD- 92264-A for
the loan amount calculation.

c. The AIA B104 form may not be altered in general, except for the deletion of the binding arbitration
and mediation provisions. There is no standard HUD amendment prescribed for the AIA B104.

The Project Architect may be a principal or an employee of the Borrower, or of an affiliate of the
Borrower, provided that the requirements for professional qualifications, licensing or registration,
and professional liability insurance are met and that the construction documents produced are not
diminished by comparison with what would otherwise be required in the AIA Contract.
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a. The Owner-Architect agreement is still required in such cases as the design professional must be
identified separately from the Sponsor or mortgagor entities or affiliates, but the Lender must
require construction administration services by a separate, unaffiliated qualified professional. In
that event,a separate AIA B 104 would be executed to retainthird party construction
administration services during the construction phase.

b. No Architect’s fee payable to the affiliated principal or employee shall be a mortgageable cost.

5.2.3.4 Project Architect as Owner’s Representative

A. The owner must identify a representative (Owner’s Representative) in the Owner-Architect Agreement
and meet the following requirements:

1. Owner’s Representative must be a member of the Borrower’s entity, typically a general partner or
managing member and may not be a third-party consultant. A prohibited third-party consultant
includes a construction manager hired to act on behalf of the owner;

2. For Non-profit entities, the Owner’s Representative may be an executive officer or a member of the
Board of Directors;

3. When a Public Housing Authority is the owner entity or the principal thereof, the governing board or
commissioner must designate a qualified individual through a passed resolution providing
appropriate authority;

4. The owner must give the Representative the authority to make decisions in a timely manner. The
owner’s Representative must be actively engaged during design and construction such as attending
job site meetings and must have the authority to approve construction draw requests on behalf of the
owner.

5.2.4 Other Technical Specialists

A. The Borrower, the Project Architect, or the Lender may require the services of other technical
specialists. These specialists may include sanitary, environmental, geotechnical, civil or structural
engineers, etc. When engaged for services, a principal of the technical specialist firm must be a licensed
or registered professional, must sign any resulting report or opinion, and when applicable, must affix
his/her professional seal.

B. If utility consumption benchmarking or performance evaluation is required, the owner must hire a
qualified energy professional who meets the requirements in Chapter 6, Section 6.4.8.

5.2.5 HUD Approval of Qualifications

A. The Lender should disclose the identity and qualifications of both the Borrower’s and its own
architectural and construction consultants, Needs Assessors, energy professionals or other technical
specialists at times consistent with efficient completion of due diligence and design work, but in no event
later than the application for Firm Commitment. HUD reserves the right to examine credentials and
experience and to reject individuals HUD deems unqualified for a particular assignment. Accordingly, the
risk of relying on due diligence or design products prepared by unqualified consultants is borne by the
Lender and the Borrower.
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5.3 Requirements by Construction Activity and
Program

A. HUD requires professional services, due diligence, and oversight suitable for the program and scope
of work for each project. The Lender and Borrower must employ appropriate levels of professional
services for the proposed work to ensure proper design and documentation, as well as successful
completion of the work. The type of professional services and their responsibilities are determined by 1)
the program (Section of the Act) for which the application is submitted; 2) the Aggregate Cost of the work;
and, 3) the Classes of Work proposed (see MAP Guide Section 5.1). Both the Lender and the owner must
engage qualified professionals for due diligence acceptable to HUD. See Section 5.2 for qualifications and
responsibilities and Chapter 6, Section 6.4.8 and Section 6.6.3.A.7 for green MIP applications.

5.3.1 General

A. Accessibility Repairs. When proposed repairs and alterations remedy accessibility violations, the
necessity of a registered Architect must be determined independently of Class of Work. In general,
remedies that require simple installations or replacements of components (e.g., replacing existing non-
compliant doorknobs with lever-type or installing audio-visual fire alarms) do not require an Architect.
However, remedies involving mandated dimensions for spaces or floor area clearances require code
compliant design described in drawings and specifications (plans and specs) by a registered Architect for
code evaluation, precise construction, and inspection. See Appendix 5, Section A.5.2 on applying
accessibility standards.

B. Tenant Relocation.” Lenders must evaluate the level of disruptions to tenants during construction.
When the degree and duration of disruption are such that the residents need to be displaced to ensure
health and safety, a relocation plan is required. See the MAP Guide Chapter 3, Section 3.2 and Appendix
3, Section A.3.5 for instructions for acceptable relocation plans.

C. Trades Bids. Repairs, Level 1 and some Level 2 Alterations typically do not require a General
Contractor. Regardless of Critical or Non-Critical Repair designation, any closely related work items with
an estimated Aggregate Cost of $35,000 or greater should be based on bid(s) by a qualified licensed
trade(s) contractor with the intent for the Borrower to employ the trade contractor whose bid amount is
selected. The Borrower should execute the contract prior to closing.

D. Detailed Construction Schedule. Successful construction management depends on project planning
and scheduling in detail consistent with the level of construction activity and/or classification of work.
General Contractors are expected to provide project planning and scheduling. A detailed construction
schedule must describe the necessary sequence or order of tasks, dependencies among tasks, milestones,
and other important details involved for project scheduling. Typically, such a schedule is not a simple
calendar but a graph or a table illustrating the elapsed time and sequence of the tasks (i.e., Gantt chart or
critical path schedules).

7 This applies to Section 221(d)(4) Substantial Rehabilitation as well as Section 223(f) transactions.
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5.3.2 Sections 220, 221, and 231

5.3.2.1 Scope of Work

A. A Project Architect responsible for the full scope of work at the property is required. The Project
Architect must fulfill all roles and responsibilities as described in MAP Guide Section 5.2.3.1.

B. The Project Architect’s drawings and specifications (plans and specs) must describe the entire scope
of work involved for design permits and construction and must conform to HUD requirements for format
and content of drawings and specifications (see Appendix 5, Section A.5.5).

C. Lender’s Construction Analyst is required to provide Architectural and Cost Analysis Reports and must
fulfill all roles and responsibilities as described in MAP Guide Section 5.2.2.2.

D. The Lender’s Construction Analyst may prepare the CNA e-Tool for submission based on the proposed
plans and specs by the Project Architect.

E. The use of CNA e-Tool is limited to scheduling and financing the future repairs and replacement of
components (Reserve for Replacement (RfR)) only. No construction work should be described in the CNA
e-Tool as Critical or Non-Critical Repairs.

5.3.2.2 Construction Costs
A. Report costs on HUD forms for processing as described in MAP Guide Section 5.7.

B. The costs of future replacement of components described in the CNA e-Tool should be based on the
hard costs of the General Contractor’s estimate/bid. All anticipated soft costs (e.g., General Contractor’s
general requirements, overhead, profit) should be excluded in the CNA e-Tool’s estimate of components
costs.

5.3.2.3 Schedule
A. A detailed construction schedule is required. (See Section 5.3.1.D above.)

B. HUD’s Construction Progress Schedule (form HUD-5372) is not an acceptable form nor an acceptable
substitute for such a detailed construction schedule described in Section 5.3.1.D. Form HUD-5372 is used
to evaluate percentage of completion and the related costs and may not be used as a detailed construction
schedule.

5.3.3 Section 223(f) with Repairs and Alterations

5.3.3.1 When Project Architects are Required

A. The Borrower must hire a Project Architect to define work at the property when one of the following
conditions is true of the property:

1. The Aggregate Cost (before General Contractor fees or allowances) of all the identified repairs and
alterations equals or exceeds $15,000 per unit.
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a. This amount of $15,000 Aggregate Costs per unit used here as a threshold is different from the
dollar per unit maximum cost that defines the boundary between Section 223(f) transactions and
Section 221(d)(4) Substantial Rehabilitation. This threshold is not adjusted by the High Cost
Factor or the annual inflation adjustment.

b. Costs exceeding this threshold are evidence that the proposed repairs and alterations are
sufficiently complex that the services of a Project Architect are required to ensure the clarity and
accuracy of design and specification documents necessary to guide and evaluate all construction.

c. Remedies for accessibility deficiencies, if any, must be included in both the cost of repairs and
alterations and the design documents.

d. HUD may waive the requirement to hire a Project Architect when the Aggregate Cost of all repairs
and alterations exceeds $15,000 per unit but work is limited to repairs and Level 1 Alterations.

2. When the Aggregate Cost of repairs and alterations is less than $15,000 per unit but the proposed
work includes Level 2 or Level 3 Alterations, a Project Architect must be retained to prepare drawings
and specifications for the Level 2 or Level 3 Alterations provided as follows:

a. Work proposed outside the work area where Level 2 or Level 3 Alterations will occur may be
excluded from the Project Architect’s scope of work.; and

b. When there are only Level 2 alterations proposed (no Level 3 Alterations), and the Level 2
alterations are nominal (e.g.,, enlarging a closet in a few units with no accessibility ramifications),
the services of a Project Architect are not required.

5.3.3.2 When General Contractors are Required

A. The Borrower must hire a General Contractor to conduct all the work defined by the Project Architect
and provide coordination as a single point of control for costs, scheduling, and conformance of the work
to plans and specifications when one or more of the following conditions are true:

1. The Aggregate Cost of repairs and alterations exceed $15,000 per unit, excluding General Contractor

fees;
2. The proposed work includes Level 3 Alterations; or
3. More than three licensed trade contractors are to be employed for the work.
B. HUD may waive the requirement to hire a General Contractor when:
1. The Aggregate Cost of all repairs and alterations exceeds $15,000 per unit but work is limited

primarily to Repairs and Level 1 Alterations; or,
2. The owner has substantial experience and proven ability planning and staging construction tasks,

coordinating trades, and supplying general requirements.

5.3.3.3 Licensed Trades

A. When a General Contractor is not retained, the work items documented by the Architect (e.g., remedies
for accessibility deficiencies, limited Level 2 Alterations) must be executed by qualified licensed trades
(e.g., a plumber, electrician, framer, tile-setter licensed in the local jurisdiction). Similarly, repairs and
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Level 1 Alterations described as individual work items (or a group of closely related items) with an
estimated cost of $35,000 or greater must be performed by qualified licensed trades contractor(s).

5.3.3.4 Scope of Work

A. All proposed work must be itemized as individual work items and descriptively listed as Critical and
Non-Critical Repairs in the CNA e-Tool by the Needs Assessor preparing the CNA.

B. If and when engaged, the Architect must accurately describe the relevant repairs and alterations in
drawings and specifications (plans and specs).

C. The Needs Assessor must ensure that all of the work described in the Architect’s plans and specs are
accurately summarized and described as separate work items in the Critical and Non-Critical Repairs lists
in the CNA e-Tool with appropriate details and characterization:8

1. The Needs Assessor should identify and reference specific sheets, pages, schedules or specifications
that address the repair work item identified in the CNA e-Tool. This referencing should be done by
entering the relevant sheet/page numbers and/or schedules as the first words in the "Comments" box
on the “Recommendations Screen” in the e-Tool.

2. The comment should direct the Lender and the HUD Reviewer to the location or section of the
Architect’s plans and specs where the listed work item is described, dimensioned, or otherwise
detailed.

D. New LIHTC 223(f) transactions typically follow a development process significantly different from
other HUD Section 223(f) refinancing/acquisition processes and HUD waives the required use of a Needs
Assessor and the CNA e-Tool to describe Critical and Non-Critical Repairs. Instead, LIHTC 223(f)
transactions should follow construction documentation procedures similar to substantial rehabilitation
(see Section 5.6).

5.3.3.5 Construction Costs
A. Costs of the work items (estimates) must be provided in the CNA e-Tool, except for LIHTC transactions.

B. When a General Contractor is hired, the costs in the CNA e-Tool should reflect the price proposal (bid)
and the bids uploaded as attachments.

C. The Lender must ensure that the Needs Assessor has reviewed the General Contractor’s cost estimate
with the assessor’s own independent cost estimate.

8 For example, the architect’s plans show new replacement windows on the building elevations drawings indicating
location and style, along with a schedule that describe types, sizes and installation details, and in specifications
prescribe material and thermal performance requirements. The Needs Assessor should show it as a work item in
the Non-Critical Repairs list describing it as window replacement, and indicate Class of Work, location, type and
quantity. The needs assessor may choose to list the replacement as multiple work items, distinguished by sizes,
types or other significant distinction such as location and material.
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D. When a Project Architect and/or the General Contractor are involved, form HUD-2328 is not to be
used to report the costs by the General Contractor for 223(f) transactions®. Instead of the HUD -2328,
costs may be organized and reported in the CNA e-Tool as follows:

1. The contractor's price proposal (bid) should be captured in the CNA lists of repairs and alterations.
The contractor’s bid should be expressed as a certain dollar amount per appropriate unit of measure
of the associated Alternative of the Component to be repaired or replaced.1?

2. Only the hard costs should be reflected in the CNA e-Tool Repairs lists. Soft costs, if any, should be
separately itemized and reported. Soft costs include any architectural fees, General Contractors
overhead, profit and general requirements, etc. See Appendix 5, Section A.5.12 for the 223(f) Repairs
& Alterations Cost Worksheet!! that properly organizes and reports the summary of costs.

3. The total cost of repairs and alterations that includes both the hard and soft costs should be reported
on form HUD-92264-A, lines 7b and 10b.

4. No fees payable to identity of interest contractors are mortgageable. Justified and itemized general
requirements are mortgageable.

5.3.3.6 Schedule

A. When a General Contractor is retained, the General Contractor must submit a detailed construction
schedule as described in Section 5.3.1.D above. The Needs Assessor must review the schedule and enter
the number for “months to complete” for each work item in the CNA e-Tool. The number entered indicates
the number of months from the initial closing until scheduled completion of the particular work item. The
months elapsed is not necessarily the minimum duration of the construction for that particular item.

B. For all other transactions, the Needs Assessor and Lender, in working with the owner, must develop a
construction timeline that reflects the planned completion of the work items and enter in the CNA e-Tool
as “Months to Complete.” The timeline should ensure that all the proposed work (repairs and alterations)
be completed as soon as possible and within 12 months of closing.

9 The form HUD-2328 was designed to work with a full set of Project Architect prepared plans and specifications
which would detail the location and extent of the work. By contrast, the CNA e-Tool relies on a different schema
originating from the standard outline for CNAs established by ASTM 2018-08 and then expanded by Mortgagee
Letter 2016-26 and the 2016 MAP Guide as the Estimated Useful Life Table. The two different schemes for
categorizing construction work are not compatible. In addition, the form HUD-2328 does not contemplate the
completion of any Critical repairs prior to endorsement. For this reason, the use of the form HUD-2328 in
conjunction with the CNA e-Tool is unworkable.

10In many cases recommended alternatives are most appropriately expressed with "each” as the unit of measure
and the bid price for each times the quantity will equal the bid total for the item.

11 The worksheet provides a printable summary of costs best suited to assure that program cost limiting thresholds
are correctly applied and that a common report of scope of work and related costs exists for all parties, including
HUD reviewers and inspectors. A sample worksheet summary of cost is provided in Appendix 5, Section A.5.12.
Editable spreadsheet will be provided for download at HUD MAP Guide Website.
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5.3.4 Section 223(a)(7) with Repairs and Alterations

5.3.4.1 Scope of Work
A. Scope of work is limited per Section 5.1.5.

B. All scope of work must be described and listed as Critical and Non-Critical Repairs in CNA e-Tool by
the Needs Assessor preparing the CNA.

C. When the Critical Repairs include accessibility repairs, the Needs Assessor must assess and
recommend to the Lender whether an Architect is required per Section 5.3.1.A. The Needs Assessor may
provide architectural services when the person is a registered Architect.

D. The plans and specs, when produced to address accessibility remedies, must be submitted with the
CNA e-Tool as attachments.

5.3.4.2 Construction Costs

A. Costs of the work items must be provided in the CNA e-Tool.

5.3.4.3 Schedule

A. A construction schedule must be provided in the CNA e-Tool indicated as “Months to Complete” for
each work item.

5.4 Architectural and Other Building Standards

A. Projects that are built, substantially rehabilitated, acquired or re-financed with FHA mortgage
insurance must meet the standards described in the Appendices to this Chapter, as outlined below:

1. Appendix 5, Section A.5.1. Property Standards and Survey Criteria

Appendix 5, Section A.5.2. Accessibility for Persons with Disabilities

Appendix 5, Section A.5.3. Seismic Resistance and Fire Protection

2
3
4. Appendix 5, Section A.5.5. Firm Commitment Drawings and Specifications
5

Appendix 5, Section A.5.7. Capital Needs Assessments

5.5 Construction Contracts

5.5.1 New Construction and Substantial Rehabilitation

A. New construction and substantial rehabilitation projects require a General Contractor and the services
of a Project Architect (See Section 5.3 above.) The contracts between the parties must be coordinated
using the following forms:
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1. Owner and General Contractor

a. The construction contract between the owner and General Contractor shall be form HUD-92442M
Construction Contract for Insured Advances:

1) Form HUD-92442M, Construction Contract Lump Sum (Article 4 Option 2), may be used when
there is no identity of interest between the Borrower and the contractor.

2) Form HUD- 92442M, Construction Contract Cost Plus (Article 4 Option 1), may be used in any
case, and shall be used when an identity of interest exists between the Borrower and
contractor. A Builder’s Profit will not apply.

b. Form HUD-92554M Supplementary Conditions to the Contract for Construction must be attached.
c. AIA Document A201-2017 General Conditions of the Contract for Construction must be attached.

d. HUD does not specify a form of construction contract for Insurance Upon Completion projects.
However, some form of binding contract must be executed and submitted to HUD for review and
approval.

2. In addition, the Building and Loan Agreement between the Borrower and the Lender (form HUD-
92441M) must be used.

5.5.2 Section 223(f) Transactions

A. The use of contracts depends on the required professional services (see Section 5.3 above). Whenever
an Architect and/or General Contractor is engaged, the contracts must be in writing using the forms
acceptable to HUD as follows:

1. The Owner and General Contractor agreement shall be AIA A104, and;

2. Other AIA forms for change orders, requisitions of funds, and related processes referenced in these
paired agreements should be used consistent with the terms of the agreements.

5.6 Streamlined Processing

5.6.1 Eligibility for Streamlined Processing:

A. Streamlined processing means that less than 100% complete plans and specifications (construction
documents) may be submitted with the application for Firm Commitment.

1. Proposed final project drawings and specifications must be submitted for HUD’s review and
comment/approval at least thirty calendar days prior to initial endorsement.

12 Streamlined processing of architectural design, specification, construction, and cost estimation exhibits serves
two purposes. The first is to expand the use of HUD mortgage insurance programs for projects with Low Income
Housing Tax Credits (LIHTC). The second is to expedite applications for Borrower development teams with clearly
demonstrated capacity and experience with HUD-insured construction projects.
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2. Any HUD comments on the proposed final drawings and specifications must be resolved and permit-

ready drawings and specifications13

endorsement.

must be delivered not less than ten calendar days prior to initial

B. All LIHTC project applications are eligible for streamlined processing of design and construction
documents.

C. Other applicants requesting streamlined processing should describe and discuss their qualifications
with the Multifamily (MF) Regional Center/Satellite Office for approval.

1. HUD will discuss and determine eligibility for streamline processing at the concept meeting or pre-
application stage.

2. To be considered qualified, the Borrower/Sponsor, the Project Architect, the General Contractor and
due diligence providers must each have successful prior HUD project experience comparable in scope
and scale to the scope of work proposed in the application.

3. Applicants for Section 223(f) without LIHTCs and with repairs and alterations requiring a Project
Architect may request a concept meeting if they consider deferred submission of final plans and
specifications necessary.

D. Factors Limiting Streamline Processing for Non-LIHTC Applications.

Lenders and MF Regional Center/Satellite Offices should determine that the project will achieve initial
closing within sixty calendar days after issuance of a Firm Commitment conditioned upon final plan
submission.

2. Lenders and MF Regional Center/Satellite Offices should consider the complexity of the proposed
design and construction when determining whether to permit the deferred submission of final
drawings and specifications. Complex issues unsuited to streamlined processing include, but are not
limited to:

a. Any claim of exemption from the design and construction requirements of the Fair Housing Act
based on site impracticality (terrain unsuited to accessible paths and building entrances);

b. Projects where costs not attributable to residential use must be calculated because Criteria 4 of
the form HUD-92264A, Statutory Limitations of cost per family unit, is material to the calculation
of the maximum mortgage amount;

c. Projects with complex mixed-use, commercial use, or use of new, complex construction
technology; and

d. Projects with complex environmental remediation issues or issues that cannot be resolved
without the final set of plans and specifications (e.g., noise, historic preservation).

5.6.2 Section 223(f) with new LIHTC Applications

A. New LIHTC 223(f) transactions have a largely, if not fully, developed scope of work for repairs and
alterations early in the development. Accordingly, a separate CNA should not be needed to evaluate

13 “Permit ready” means approved by the Building Code Official with jurisdiction, subject only to the payment of
required permit fees and charges.
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property conditions or to define the scope of work for repairs and alterations and HUD will waive the
required use of Needs Assessors and the CNA e-Tool to describe Critical and Non-Critical Repairs.
Applicants for Section 223(f) insured loans with new tax credits should follow the following construction
documentation procedures:

1.

The construction scope of work should be defined by the Project Architect in a full set of construction
drawings and specifications as prescribed for substantial rehabilitation, provided that the Architect’s
Agreement will be the AIA B104 and the Architect’s Certificate shall be in the form of Appendix 5,
Section A.5.8.2.

A General Contractor should be engaged and should estimate costs using form HUD-2328. The general
contract should be the AIA A104.

The Project Architect should provide to HUD a written summary documenting the inspection
procedure employed at the property and identifying conditions or systems determined to require
correction, repair, replacement, or improvement, similar to what is described in Section 5.9.2.A.2 for
Joint Inspection Report.

a. This written summary is in lieu of a Needs Assessor inspecting and reporting on the property.

b. The report should specifically identify any conditions that fail to meet the applicable accessibility
requirements at the property for persons with disabilities under relevant statutes: Section 504 of
the Rehabilitation Act, the design and construction requirements of the Fair Housing Act, and the
Americans with Disabilities Act both Title II and Title III.

c. A comparable document prepared for the application for tax credits or for the tax credit investor
may be acceptable.

The CNA e-Tool should only describe future repairs and replacements for purposes of establishing the
appropriate Reserve for Replacement (RfR) Schedule, including any initial deposit to the RfR and
annual deposits to the RfR Escrow. The characterization of future needs should be based on project
conditions, assuming completion of all work described in the Architect’s plans and specifications.

The Lender must employ a Cost Analyst to review the plans and specifications and the General
Contractor’s cost estimates (and likely also to prepare the CNA e-Tool for future needs). The cost
review should be completed using the same methods, procedures, and forms as applicable to
substantial rehabilitation applications, including form HUD-92326 and form HUD-92331-B.

When reviewing costs of repairs and alterations, the Lender should ensure that the sum of hard costs,
the General Contractor’s soft costs and the Project Architect’s supervision fee, and any contingency or
assurance of completion, do not exceed the cost threshold for substantial rehabilitation. Any
contingency or assurance of completion amounts must be included into the Aggregate Cost calculation
per Section 5.1.2.14

All other construction documents should be submitted separately, consistent with procedures for
substantial rehabilitation.

14 This restraint should be imposed at the time of application for Firm Commitment because LIHTC investors
customarily require that contingencies or assurance of completion funds are fully used, first for necessary change
orders, and then for betterment change orders. There is no expectation that funds will be returned to the Borrower.
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8. Attachments to Firm Commitments should be consistent with the practice for insured substantial
rehabilitation and in compliance with the specific instructions provided in this Section.

5.6.3 Documentation at Firm Commitment

A. The Firm Commitment may be conditioned on the timely receipt and satisfactory review of complete
and final plans, specifications, and cost estimates, provided that the Lender’s submission of less than
100% of the drawings, specifications (i.e., schematic/line/working drawings) and cost estimates provide
the following detail:

1. The static footprint of the building or buildings together with proposed site improvements on the
surveyed site plan as well as any proposed easements and/or off-site improvements with survey
detail, consistent with the requirements for surveys described in Appendix 5, Section A.5.1;

2. The gross building and net residential square footage for the project;

3. Dimensioned unit layouts for each unit type for new construction or substantial rehabilitation or for
reconfigured spaces in Section 223(f);

4. Dimensioned floor plans and elevations for each building type;

5. Sufficient design detail to determine the Davis-Bacon wage rate classification for new construction
and substantial rehabilitation;

6. Sufficient design detail to determine compliance with accessibility requirements in Appendix 5,
Section A.5.2;

7. Sufficient design detail (wall cross-section details) to determine structural framing and exterior wall
finishes for new construction and substantial rehabilitation and other repairs and alterations, when
applicable;

8. Asummary interior finish schedule identifying proposed interior finishes for units, including kitchens
and baths, as well as for building common spaces and accessory structures;

9. Sufficient design detail to determine building mechanical systems;

10. Sufficient design detail to determine the scope of site development and off-site construction;
11. A written cost estimate (form HUD-2328) from the General Contractor, if any;

12. The Lender’s Construction Analyst’s cost estimate (HUD-92326);

13. The Lender’s review and comparison of the General Contractor’s cost estimate with the Lender
Construction Analyst’s estimate on form HUD-92331;

14. For new construction and substantial rehabilitation (a) the proposed but unsigned owner-contractor
agreement for construction (form HUD-92442M) indicating any selected options (e.g., incentive
payments) or special conditions and the Supplemental Conditions (form HUD-92554M). For Section
223(f), the AIA A104 agreement is used if General Contractor is used;

15. Project Architect’s or Needs Assessor’s CNA reviewed by the Lender’s Construction Analyst with the
Lender’s financial plan for funding future capital needs, all in accordance with Appendix 5, Section
A.5.7. Such CNA may be based on less than 100% complete construction documents and be amended
at the time the 100% set is submitted;
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16. For applications in pursuit of Green MIP rate, plans and specs at the level of completion that the
chosen Green Certification standard keeper is able to verify achievement(s) of required milestones
and be on track to achieve the actual Certification within the required timeline; and

17. For substantial rehabilitation, the Project Architect’s detailed inspection report and work write-up.

5.6.4 Requirements for Issuing a Firm Commitment

A. HUD requires that the following are completed prior to issuing a Firm Commitment:

1. An assessment that the estimated project cost based on the Borrower’s or General Contractor’s
estimate of costs and the Lender’s cost estimate and the Lender’s comparison of these estimates is
reasonable and in line with comparable HUD project data and is likely accurate within a deviation of
plus or minus 5%.

2. An assessment that the Borrower’s and General Contractor’s financial capacity to complete the
proposed construction is not materially diminished by an increase in cost of up to 5%.

3. Anassessment that the proposed General Contractor is acceptable pursuant to existing requirements
(sufficient working capital, experience, etc.).

4. An assessment that the plans and specifications are in compliance with all applicable requirements
on a preliminary basis, with appropriately qualified certifications executed.

5. The Phase I (ASTM Practice E 1527-13 or most current) environmental site assessment and the
HEROS Environmental Report must contain no significant unresolved environmental issues (see

Chapter 9).

5.6.5 Modifications to the Firm Commitment

A. A modification must be made to the Firm Commitment for those projects determined to be eligible for
deferred submission of final drawings, specifications, and cost estimates. Below is a sample special
condition to be added to the Firm Commitment.

“As an accommodation to the Borrower, this commitment has been issued and based upon
preliminary drawings, instead of the final drawings, specifications and cost estimates. At least 30 days prior
to the scheduled date for Initial Endorsement [Endorsement, if pursuant to 223(f)], HUD must receive the final
drawings, specifications and the Lender’s architectural/cost review report for review and approval to ensure
consistency of design and cost. In the event that there is a net cumulative construction cost change of more
than 5%, or a change in design concept, this commitment shall be subject to and conditioned upon the further
approval of HUD, to be evidenced in writing. Based on such review this commitment may be terminated and
voided by HUD, or additional conditions may be imposed, at HUD’s option.”

5.6.6 Risks Related to Deferred Document Submission

A. All risks related to deferred submission of construction documents are borne by the Lender and the
Borrower. HUD will not refund application fees in the event that the Borrower is unable to provide
acceptable construction documents
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5.7 New Construction Processing through Firm

Commitment

5.7.1 Concept Meeting

A. When a concept meeting is scheduled, its purpose with respect to design and construction topics is to
establish feasibility and to identify key issues. For this reason, the Lender should provide the following:

1.

The name, address, contact information, and resume or summary of experience of the Project
Architect and any other design professional(s), due diligence providers and the General Contractor if
known. Of particular importance is the development team’s previous experience with HUD mortgage
insurance programs for new construction.

Maps and photographs illustrating the location, boundaries, conditions, and features of the site,
noting, in particular, the location and size of public utility lines available to serve the site, means of
access and egress, and proximate properties. Such survey of the site should identify key issues
presented by the site and its environs, such as, but not limited to the following:

a. Terrain, rock, or steep slopes that may require detailed exploration, unusual site costs or result in
any claim of site impracticality exemption from the design and construction accessibility
requirements of the Fair Housing Act.

b. Absence or unavailability of public utilities, required offsite work, unusual public permitting or
development entitlement processes or costs.

c. Insufficient or deficient access to the site due to limitations on existing streets and grades or lack
thereof and/ or adverse traffic patterns or conditions.

d. Flood plain or flood hazard areas and the location of recognized environmental conditions that
indicate the presence of contamination as defined by ASTM E 1527, or protected sites or artifacts.

The Borrower’s summary design program or concept prepared after inspection of the site and
preliminary review of existing or proposed zoning, subdivision, and building code requirements. The
summary should characterize the contemplated number, size, and kind of buildings and dwelling units
and should include a conceptual site plan and sketch plans of typical units and buildings.

The Lender description of existing or ongoing needs for site due diligence and provide a plan or
description of how due diligence tasks will be completed, including appropriate sequencing,
coordination of studies, and the identity of prospective providers. The Lender should include a
discussion of environmental issues and plans to address them.

The Lender’s identification of any other contemplated sources of funding that would trigger design
and/or construction requirements and describe such requirements (e.g., any Federal assistance, such
as HOME, will trigger Section 504 and UFAS; state or local assistance, including LIHTCs, may trigger
a state or local agency plan for compliance with Title II of the Americans with Disabilities Act).

The Lender‘s statement of whether streamlined processing of design and construction documents is
proposed and, if proposed, the reasons such processing is both needed (e.g., use of LIHTCs is expected)
and realistic (e.g.,, development team is experienced with HUD-insured mortgage programs for
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construction, has successfully executed physically similar projects, and the site and/or environs
present no complex challenges or prospective delays).

5.7.2 Pre-Application

A. The Lender’s Underwriter must have visited and inspected the site, and the Lender must submit the
following Pre-application exhibits to HUD:

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, points of access and egress, pedestrian access, and accessible entrances and paths) and
location of existing utilities (e.g., water, sewer, electric, gas) in the streets adjacent to the site:

a. Contour lines and elevations are not required in the sketch site plan. However, the Lender must
state whether any contours or elevations observed are likely to result in a claim of exemption of
any proposed building or facility from the design and construction requirements for accessibility
of the Fair Housing Act by reason of site impracticality (See Fair Housing Design Manual 1.38);

b. If so, the Lender must confirm that it has advised the Borrower, the design professional(s) and
the General Contractor of the site feasibility methodology described in the Fair Housing Act
Design Manual. Similarly, the Lender must describe whether and how any design and
construction requirements triggered by other sources of funding (e.g., UFAS or the 2010 ADA
Standards for Accessible Design) will be met:

4. Sketch plans of building(s) that show:
a. Ground floor plan showing common areas and dimensions;
b. Building floor plans showing unit types, placement, and dimensions;
c. Unit floor plans of all unit types;
d. Building elevations;
e. Residential and gross building area for each building or building type;

f. Typical wall sections showing footing, foundation, and wall and floor structure, with notes
indicating the basic materials to be used in the structure, floor, and exterior finishes; and

g. Anticipated interior finish schedule indicating kind and quality of finishes proposed for units,
including kitchens and baths, as well as building common spaces and accessory structures.

B. The Lender must address any physical due diligence issues identified and ongoing due diligence needed
to complete analysis of the site and its environs. If not addressed at a concept meeting, the Lender should
provide a description of the studies completed or anticipated and the identity of those preparing the
studies. Completed or proposed due diligence should include investigation of the physical requirements
that may be imposed by any other sources of funding anticipated for the project.

C. See Chapter 9 for environmental review requirements.
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5.7.3 Firm Commitment Application

A. The Lender’s Construction Analyst must have visited and inspected the site and its environs, investing
time and attention to detail sufficient to allow the analyst to appreciate due diligence needs and to
knowledgeably evaluate prepared due diligence and all design and construction documents. The Lender
must submit the following exhibits for review, provided that, if the application is approved for streamlined
processing, the following exhibits may be submitted as substantially completed drafts and resubmitted as
proposed final drafts at least 30 days prior to an initial endorsement (See Section 5.6 above):

1.
2.

10.
11.

Form HUD-92013, Application for Project Mortgage Insurance.

Owner-Architect Agreement, AIA Document B108 (and HUD Amendment to the B108), fully defining
the services and fees for each prime design professional with which the Borrower/owner contracts
directly. The Project Architect shall have the authority and duty to coordinate all the consultants and
their work involved in the basic design services of the Architect.

Completed Surveyor’s Report, form HUD-1073M, with responses to all questions and the completed
HUD certification. See Appendix 5, Section A.5.1.

Engineering and specialty reports (e.g., geotechnical, structural).

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

Any documents necessary to establish:

a. Site ingress and egress, utility services and other general acceptability criteria in MPS 4910.1,
Chapter 2; and
b. Binding or signature-ready drafts of proposed joint use, access and maintenance agreements

where common use easements (e.g.,, common driveways) exist or are proposed. When proposed,
easements should be platted, and agreements drafted for review in preparation for recording.

Certification from Project Architect substantially in the form of Appendix 5, Section A.5.8.1.

Drawings and Specifications. One legible full-sized printed set (hard copy) of drawings and one set of
specifications for review that conform to the specific format and requirements described in Appendix
5, Section A.5.5.

Description of all work essential to the project but outside the boundaries of the property (see
Appendix 5, Section A.5.5).

The General Contractor’s Cost Breakdown, form HUD-2328.

The Lender’s CNA based on construction plans and specifications of the improvements to be built. A
qualified energy professional must be engaged to complete section “a” below, as required for green
MIP applications (See Chapter 6. The Lender’s Construction Analyst or the Project Architect may
complete the remaining three sections “b,” “c,” and “d.” The Project Architect should verify the
accuracy of the information reflected in these sections according to the latest plans and specifications
developed by the Project Architect. The CNA must be completed and submitted using the CNA e-Tool
in accordance with Appendix 5, Section A.5.7 and includes:

MAP Guide, March 2021 Chapter 5 Bookmarked Version
Go to beginning of Chapter 5 Page 5-26 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 5 Architectural and Construction Analysis

Go to Table of Contents 5.7 New Construction Processing through Firm Commitment

For green MIP applications, a HUD Custom Statement of Energy Design Intent (SEDI) from EPA’s
Portfolio Manager based on projected utility consumption for the entire property to be built,
including the entire site and all the buildings. The projected utility consumption data resulting
from the Energy Modeling should be reported to Portfolio Manager and the HUD Custom SEDI
obtained. The resulting HUD Custom SEDI must show an energy score not less than the prescribed
minimum per applicable program requirements. (See Chapter 6.) Note that the HUD Custom SEDI
minimum score is a requirement in addition to, and not in lieu of, the obligation to prepare plans
and specifications meeting the requirements of the applicable version of the International Energy
Conservation Code or the ASHRAE standard 90.1. See Chapter 6 for more details.

A completed physical inventory of the property to be built, (that is, description of the site,
buildings, units, utility types and rates, components and alternatives in the CNA e-Tool).

An estimate of replacement cost, as new, for each structure (form HUD-92329, Schedule of
Insurable Values, automated in the CNA e-Tool). The Aggregate Costs should be consistent with
the Lender’s Construction Analyst's estimate of costs for structures including general
requirements, contractor’s overhead and profit, and bonding.

The Lender’s financial plan for funding future capital replacement needs based on actual expected
replacements with appropriate adjustments for inflation and other variables as described in
Appendix 5, Section A.5.7. The financial plan will define the schedule of annual deposits to the
RfR escrow.

12. The Lender’s Construction Analyst’s detailed cost estimate package (Cost Report) composed of the
following:

a.

Detailed cost estimate to be reported on form HUD-92326.

b. A comparison of the General Contractor’s trade line item cost estimate (form HUD-2328) with the

Lender’s Construction Analyst’s estimate (form HUD-92326) with comments and explanations
described on form HUD-92331-B).

Form HUD-2328, signed and dated by the Lender’s Construction Analyst in-the FHA: Processing
Analyst’s box. The Lender’s Underwriter must sign and date form HUD-2328 in the FHA: Chief
Underwriter box. After review, HUD approves this document by the Technical Branch Chief
signing in the FHA Chief Cost Branch or Cost Analyst’s box.

13. Form HUD-92264, signed and dated by the Lender’s Construction Analyst submitted by the Lender as
both “Cost Processor” and “Architectural Processor.” If different analysts execute the architectural
and the cost reviews, then each must sign as appropriate.

14. The Lender’s Construction Analyst’s review and disclosure of identities of interest and application of
the 50%-75% Rule (See Chapter 13, Section 13.14.13 and Section 13.15 for instructions on this Rule.),

which should

a. ldentify and describe any identity of interest relationships between or among the Borrower, any
of the Borrower’s design professionals, the General Contractor, any subcontractors, material
suppliers, equipment lessors, or manufacturers of industrialized housing.

b. Identify by analysis of form HUD-2328 any single subcontractor that executes 50% or more of the
total construction or any three subcontractors who in the aggregate execute 75% or more of the
total construction measured by dollar value.
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15. The proposed but unsigned owner-contractor agreement for construction (form HUD-92442M)
indicating any selected options (e.g., incentive payments) or special conditions and the
Supplementary Conditions (form HUD-92554M) reviewed and included in the Lender’s Construction
Analyst’s report.

16. Review report prepared by Lender’s Construction Analyst who must state that all exhibits are
acceptable without conditions, and that all deficiencies have been acceptably corrected, except that in
the case of an application approved for streamlined processing, this statement may allow for the
contingency that final plans and specifications have not been completed and that final cost estimates
may vary by up to 5% from the costs estimated in the Firm Commitment application. The report
should address the following:

a. Completeness of construction documents;

b. Conformance to local building codes and HUD standards, including the HUD minimum energy
codes when these exceed local code requirements;

c. Accessibility for persons with disabilities. Refer to the Fair Housing Act design and construction
requirements for accessibility found at 24 CFR 100.205. If the property is federally assisted, refer
also to the Uniform Federal Accessibility Standard (UFAS). For any public space at the property
(e.g., leasing office, commercial space), refer to Title I1I of the Americans with Disabilities Act (See
Appendix 5, Section A.5.2);

d. Site design:

iy
2)
3)
4)

Placement of buildings, roads, walks and parking on the site;
Identification and review of offsite construction;
Site erosion and storm drainage; and

Soil borings report;

e. Building design and building circulation:

iy
2)
3)
4)
5)
6)

7)

8)

Adequacy of elevators;

Number and placement of stairs;

Adequacy of lobbies and corridors;

Adequacy of fire egress;

Typical dwelling units: Adequacy of room sizes and circulation within units;

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

Structural adequacy: Review of building structure and structural details including measures
implemented to address identified hazards such as seismic risk, coastal high wind and/or
flood zones;

Mechanical, electrical and plumbing adequacy: Review of mechanical and electrical and
plumbing plans; and
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9) Energy efficiency. Review utility combination for energy efficiency and determine
acceptability of utility combination.

f.  Submit copies of the Lender’s Construction Analyst’s project files and logs only if requested by the
HUD Office.

g. Standard certification by Lender’s Construction Analyst(s) (see Chapter 11, Section 11.2).

17. See Chapter 9 for environmental review requirements.

5.7.4 Special Considerations for Industrialized Housing

A. The Lender must contact the Production Chief of the MF Regional Center or Satellite Office to approve
the use of industrialized (aka “modular”) housing.

B. Architectural and engineering services are required for off-site construction of housing (modules or
panels) and the fees for such services must be included in the cost of each manufactured unit.

C. The Lender’s Construction Analyst must determine the acceptability of such services by examining the
drawings and specifications. In addition, architectural services are required for onsite construction
including site work and a prepared foundation for the installation on site of modules or panels constructed
off-site. These services are provided by the Project Architect.

D. The exhibits for off-site work shall be equal in quality to the typical construction documents prepared
by Architects engaged in designing the type of housing proposed and should include the working drawings
and specifications for the typical industrialized housing unit, along with an assembly or installation plan
and manufacturer’s warranty document, which must cover not only off-site construction but also transit
and delivery and the efficacy of the onsite assembly or installation plan.

E. Additional professional services may be required to provide a complete set of construction documents.
These services must be determined by the Lender’s Construction Analyst for each project based on the
percentage of the construction documents for the project that may be provided by the housing
manufacturer. Usually, the Project Architect will integrate the manufacturer’s drawings into his/her set
of drawings and specifications, adapting them to the particular project.

F. The manufacturer shall provide complete professional design services for the modules or panels to be
used. If these services in combination with those of the Project Architect meet in all respects the
qualifications and quality required, the construction documents shall be acceptable.

G. In most states, plans and specifications for industrialized or manufactured housing are pre-approved
by an authorized state office, agency or building code official with plans for particular models evidenced
by a plan approval number. Inspections and or certifications of factory-based construction typically are
managed by states by periodic factory inspections evidenced by stamps and/or numbered approvals. It
is the responsibility of the Project Architect, reviewed by the Lender’s Construction Analyst, to determine
that any and all plan approvals have been obtained.

H. Owner Architect Agreement, AIA Document B108, is required only to cover the services provided by
the Project Architect and is not required for professional services provided by the housing manufacturer.

I. In all cases, an independent Architect with no identity of interest shall provide general administration
of the construction contract.
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J. The logistics of construction with modules constructed off site require detailed consideration as part of
construction planning and should be well understood as early as the concept meeting. In urban areas,
large modules trucked to a construction site must negotiate narrow streets, power lines, trees, and related
obstacles and often cannot be stored in quantity. Cranes and heavy lift equipment may also be required
and may confront similar constricted access challenges. These logistic requirements may impose
additional costs and scheduling problems and may limit feasibility.

K. In addition, modular manufacturers typically require a minimum payment or deposit to initiate or
complete work on a modular unit off-site. Such fees are credited to the owner or General Contractor upon
delivery of the modular units. But until units are delivered, these payments or deposits are not
reimbursable as part of an insured advance. Only the costs of modular units delivered, accepted by the
General Contractor, and installed or stored on site or in an acceptable, owner-controlled location
proximate to the construction site and covered by the owner's or General Contractor’s builder’s risk
insurance may be included in an insured advance.

L. Davis-Bacon wage rates will apply only to the onsite construction work.

M. Loan terms for industrialized housing must be based on proper assessment of the economic life of the
project as determined by the appraiser (see Chapter 7), given the construction quality and material used.

5.8 New Construction Processing through Initial
Endorsement

5.8.1 Plans and Specifications Revisions

A. Except for projects submitted as streamlined applications, drawings and specifications may be
amended by addendum when the change(s) will have no effect on cost or value (final drawings and
specifications are finalized after Firm Commitment in streamline processing). The Lender’s Construction
Analyst must review the addenda for acceptability as follows:

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

2. Amendments shall be clearly noted and dated.

3. Addenda are not to be used to correct errors noted during Firm Commitment processing.

5.8.2 Major Changes

A. Firm Commitment reprocessing is required for major changes adding or deleting work representing a
net change of more than 5% of estimated total construction costs, or physical changes that alter
underwritten income and expense so as to change the approved mortgage amount by a sum greater than
5% of total construction cost. Drawings and specifications affected must have sheets and pages revised
and replaced.
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5.8.3 Construction Documents

A. The Lender shall submit the following construction documents to HUD for review and approval prior
to initial endorsement:

1.

Final, signature-ready drafts of the Building Loan Agreement, form HUD-92441M, the Construction
Contract, form HUD-92442M and the Supplementary Conditions to the construction contract (form
HUD-92554M).

a. Ensure the correct identification of drawings and specifications on contract forms.
1) Project name, HUD project number, and Project 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) Addenda, if any, by number and date.
b. Ensure compliance with any architectural requirement or condition.
Survey and Surveyor’s Report, form HUD-91073M, which must be reviewed:
a. For compliance with Survey Instructions and Certificate.
b. To confirm that the legal description and survey property boundaries agree.

c. To confirm consistency of the approved plans and site plan with the survey and the description of
any easements, joint use and access agreements, dedications of land for public rights of way, and
state or local subdivision requirements.

d. The Survey (plat) shall be full-sized hard copy.

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
Borrower and Project Architect. (See instructions for how to prepare the progress schedule in Section
5.3.1.D).

a. The Borrower or Project Architect must submit a copy to the Lender’s Construction Analyst at
least 30 days before initial endorsement, and a final copy must be provided with the permit-ready
drawings not later than 10 days prior to endorsement.

b. The Lender’s Construction Analyst must review the schedule to ensure it relates to all the
construction activities required by the construction documents, including dates for the stages of
construction.

c. Copies of the approved schedule are distributed with other construction documents at initial
endorsement and used to monitor construction progress.

4. Drawings and Specifications. Submit three sets and confirm that:

a. Master Sets No. 1, 2 and 3 are the same as accepted and identified in the Firm Commitment. (For
projects approved for streamlined processing, the Lender must confirm that the final plans and
specifications are acceptable, complete and consistent with Firm Commitment exhibits.) Indicate
the total number of pages in the drawings and specifications. HUD may, at its discretion, eliminate
the requirement for set No. 2 (HUD review set).
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Cover and last drawing sheets, and the first and last specification pages of all sets, are signed by
representatives of the Project Architect, Architect administering the contract, owner, contractor,
Lender, and bonding company, if any.

Master Set is bound and signed as described above on the cover sheet and last sheet of the
drawings and the first and last pages of the specifications. Signatories must initial opposite any
“last minute” revisions not covered by Firm Commitment or addendum. The master set must be
identified as such.

Lender’s signatory is an individual or individuals who are authorized to sign at closing, and who
must sign and initial the plans and specifications (see Appendix 5, Section A.5.5). HUD will accept
only the Lender’s authorized signatory, who must be identified as such for HUD by the Lender.

5. Drawings and Specifications. The Lender must retain one set and confirm that the:

5.8.4
A.

5.8.5

a.

Lender set is the same as the set that was accepted and identified in the Firm Commitment (or
approved after Firm Commitment per streamline processing). Indicate the total number of pages
in the drawings and specifications.

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

Lender set is signed by signatories on the cover sheet and the last sheet of the drawings and the
first and last pages of the specifications. Signatories must initial opposite any “last minute” minor
revisions not covered by Firm Commitment or addendum or as approved per streamline
processing.

Recommendation for Initial Endorsement

If construction documents are correct, the HUD senior Underwriter will recommend initial
endorsement. In the event of errors or inconsistencies, the construction documents will be returned to
the Lender for correction and resubmission.

Distribution of Drawings and Specifications

A. After initial endorsement, the Lender shall distribute the drawings and specifications as follows:

1. Set No. 1, The Master Set, is the legal contract document. The Lender shall deliver the Master Set to
the HUD office (Regional or Satellite office) that will oversee the construction. Prior to closing, HUD
will inform the Lender which HUD office will receive the set. HUD will:

a. Retain this set until the last guarantee inspection.

1) Add a copy of each change order, form HUD-92437.
2) Add a copy of each Architect’s supplemental instruction.

b. Use this set for processing change orders, review of inspection reports and similar functions.

c. Package the specifications in a tightly-rolled bundle with drawings on the outside, attach a memo
indicating the HUD project number, and send it to the Regional Federal Records Center one year
after completion of construction.
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2. SetNo. 2 is the Contractor’s Set.
a. This setis to be delivered to the Contractor to be kept on site.

b. This set will be the Contractor’s “record set,” where the Contractor will record any updates during
construction as “as-built.”

3. SetNo. 3 is the HUD Inspector’s Set.
a. The HUD inspector will use this set for inspection of the project.

b. The HUD inspector will conform this set to the contractor’s “record set.” (The Contractor is
required to maintain at the site a record set for the owner.)

c. The HUD inspector will return this set to the HUD office upon completion of construction. This set
will be the HUD “as-built” set.

d. Use this set for guarantee inspections.

e. HUD Inspector will send the “as-built” set to the HUD Regional Center/Satellite Office Director,
one year after completion of construction, for use in loan servicing.

B. Drawings and specifications to be maintained by the Lender (the “Lender Set”):

1. In addition to the prescribed sets above, the Lender must maintain an additional set for a period of
three years after final endorsement.

a. Add a copy of each change order, form HUD-92437.
b. Add a copy of each Architect’s supplemental instruction(s).

c. The Lender may choose to keep electronic copies of the above documents. It is recommended
that the Lender also maintain copies of HUD Trip Reports and other related documents
distributed during the construction period.

2. Ifthe originating Lender will not administer the construction contract, the construction administering
Lender must forward copies of each change order and Architect’s supplemental instruction to the
originating Lender for inclusion in the Lender Set.

5.8.6 Early Start of Construction

A. Construction work to be performed after receipt by HUD of the initial application but before initial
endorsement constitutes an early start of construction. An early start of construction is prohibited in
general but may be allowed only with the prior approval of the Director of the MF Regional
Center/Satellite Office on a case-by-case basis.

B. Some work such as clearing, grading, minor demolition, environmental remediation or other minor
preliminary work may or may not constitute an early start of construction; (e.g. site improvements or
grading on a separate, adjacent site might result in necessary adjustments to surface drainage or grades
on a subject site and might be permissible; or utilities serving multiple proximate parcels might require
installation of a main across a subject site, and such work might be permissible.) HUD staff must confirm
this work during the review stage of the application and the MF Regional Center/Satellite Office Director
may approve. No work shall proceed without either a HEROS environmental review or a determination
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that one is not necessary and the Borrower obtaining and evidencing all state or local approvals or permits
requisite for that work.

C. The following are mandatory conditions for approval of an early start of construction:
1. Firm Commitment. There must be a valid outstanding Firm Commitment, including:

a. Site control and/or ownership of the land that will ensure the right to legally access the site for
purposes of construction.

b. HUD-approved set of contract drawings and specifications on file. See Appendix 5, Section A.5.5
for required Firm Commitment contract drawings and specifications.

c. Required construction contract and other construction documents, including, but not limited to:
1) Construction contract, form HUD-92442M;
2) Supplementary conditions of the contract for construction, form HUD-92554M;
3) Applicable Davis-Bacon wage decision (supplied by HUD Labor Standards and Enforcement);

2. Assurance of Completion for Onsite and Off-Site Work. The early start may not hamper the ability
of the Borrower to obtain a good and marketable title policy when the loan goes to initial closing.

3. Valid Basis for Early Start. The MF Regional Center/Satellite Office Director must document the file
including the reason for granting an early start, after determining the following:

a. Animmediate closing is not practical.

b. There is reasonable evidence and assurance that closing will occur in the near future.
c. There is a compelling need to start construction before the anticipated closing date.
d. An early start of construction will not be detrimental to HUD’s interests.

e. HUD has no insurance obligation or liability whatsoever for costs incurred during an early start if
the project does not reach initial endorsement.

4. The contractor, Borrower and Lender must execute form HUD-92415, Request for Permission to
Commence Construction Prior to Initial Endorsement for Mortgage Insurance, without change. The
MF Regional Center/Satellite Office Director must sign form HUD-92415.

5. The costs involved for the early start work must be included and reflected as relevant in the line items
of the contractor’s cost estimate (form HUD-2328). A table showing the cost breakdown of the early
start items separately from the rest of the cost estimate should be attached to form HUD-92415 and
be made part of form HUD-92264 Section O, Remarks.

6. Preconstruction conference must be held before the start of any construction (see Chapter 12, Section
12.2).

7. Violations of early start criteria must be referred to the MF Regional Center/Satellite Office Director
for a determination as to whether the project may proceed to initial endorsement.
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5.9 Substantial Rehabilitation Processing through
Initial Endorsement

A. All of the previous instructions for standard processing of applications for new construction (Section
5.7 and Section 5.8 of this Chapter) apply to substantial rehabilitation projects except as modified here.

5.9.1 Concept Meeting

A. The concept meeting is an important opportunity to describe and determine the expected scope of
work for existing properties, which may range from significant rehabilitation to more limited repairs and
alterations.

B. A key result of the concept meeting should be consensus on the methods and the professionals that
will be used to evaluate the existing buildings and define the scope of work. The Lender and Project
Architect must describe a process consistent with Appendix 5, Section A.5.7 and a timeline for evaluating
the existing buildings and developing the scope of work and supporting due diligence.

C. Appendix 5, Section A.5.3 defines a step-by-step process for determining whether seismic conditions
warrant further analyses of existing buildings in accordance with the most recent standards of the
American Society of Civil Engineers (ASCE). The threshold is easily determined, requires no onsite
analysis or observation of buildings or sites and should be provided at the concept meeting to indicate
whether seismic analyses are required. (The CNA e-Tool requires a determination of these same
threshold values.)

D. The Lender should describe the existing or expected due diligence analyses including lead-based paint
inspection for buildings constructed prior to January 1, 1978, buildings with asbestos materials and any
other known or reasonably anticipated hazards. See Chapter 9 for other environmental review
requirements.

5.9.2 Pre-Application

A. The Lender’s exhibits for pre-application are the same as those for new construction with these
additional items or considerations:

1. Due diligence and draft scope of work summary. The Lender should submit a draft Scope of Work
Summary prepared by the Project Architect in developing detailed plans, specifications and cost
estimates based on conclusions from the Concept Meeting, the Project Architect’'s own detailed
inspection and due diligence of the property.

a. The draft Scope of Work Summary should describe the overall anticipated scope of work and
identify other due diligence professionals engaged and describe their qualifications.

b. The composition of the due diligence team should be based on the condition of the property and
address foreseeable issues based on the Borrower’s objectives and the proposed improvements
(scope of work).

¢. The results of any more advanced due diligence agreed upon at the Concept Meeting (e.g., a joint
inspection by the design team) should inform the pre-application.
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d. The summary descriptions of the proposed improvements should include sketch plans. The final
Scope of Work Summary should be submitted at the Firm Commitment Application per Section
5.9.3.A.3 below.

2. Jointinspection and report. The purpose and the requirements of the joint inspection are as follows:

a. To establish a common understanding of the existing physical condition of the property and the
necessary improvements to be addressed in the scope of work. All involved parties should agree
on the methods and procedures necessary to adequately evaluate the physical needs, such as
intrusive testing and various professionals to be employed for further assessments and
developing the scope of work.

b. The Lender is responsible for arranging the joint inspection and reporting the findings.

1) At a minimum, the Borrower, the Lender’s Underwriter or a representative, the lender’s
Construction Analyst and the Project Architect must attend.

2) HUD staff may attend depending on the availability and the complexity anticipated.

3) The local Building Code Official should be encouraged to attend, particularly for the older
properties that were built in compliance with outdated building code. The official should be
asked to provide guidance on any improvements required to meet the current code and safety
standards particular to the jurisdiction.

4) The Lender is responsible for documenting the inspection with notes, annotated photographs
and summary of conclusions in writing and distributed to all involved parties.

c. Thejointinspection should be scheduled as early as feasible and may follow the concept meeting.
If not scheduled prior to the pre-application, it must be scheduled promptly following the pre-
application and before the execution of further due diligence or design work.

d. Except for LIHTC projects, a decision on any request for streamlined processing should be made
only after the joint inspection, or subject to the completion of the joint inspection.

3. Requests for streamlined processing. Given the more contingent and variable circumstances
typical of work with existing buildings (by contrast with new construction), any Borrower or lender
request for streamlined processing for substantial rehabilitation (other than LIHTC projects) must
include documentation demonstrating prior experience and capacity in properties of similar scale,
condition, and building technologies employed. This demonstration should be made for each
participant: Sponsor, Project Architect and design consultants, Needs Assessor and any due diligence
consultants, General Contractor, and the Lender’s Construction Analyst.

4. Sketch plans of existing building(s). The Project Architect should provide “as-is” sketch plans of
existing buildings with the pre-application.

5. Year built. The Lender should determine the year built for each building and whether each building
was built for residential first occupancy after March 13, 1991, using dates of occupancy permits and
building permits when any doubt exists. (If a CNA is prepared as part of due diligence, the CNA e-Tool
will require the Needs Assessor to obtain and supply this information.) If first occupied after March
13, 1991, each such building must conform to the design and construction requirements of the Fair
Housing Act (42 USC 3604(f)(3)(C), and 24 CFR 100.205). See Appendix 5, Section A.5.2.
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Federal Assistance. The Lender must determine whether the property is proposed to be or ever has
been Federally assisted. The CNA e-Tool requires this information. If so, the property must conform
to the Uniform Federal Accessibility Standards and the requirements of 24 CFR 8.23, 8.26, 8.31, and
8.32. See Appendix 5, Section A.5.2.

7. Lead Based Paint. The Lender should provide lead-based paint (LBP) test reports for projects
constructed prior to January 1, 1978, and asbestos report. Delivery of these due diligence items may
be deferred until Firm Application if consistent with and scheduled as part of an agreed work plan for
due diligence.

8. Environmental Review. See Chapter 9 for environmental review requirements.

5.9.3 Firm Commitment Application

A. The Lender shall submit final drawings, specifications and costs analyses and unsigned contract
agreements similar to applications for new construction except as follows:

1.

Form of Drawings and Specifications Matched to Scope of Work. The Borrower’s architectural,
engineering, and cost exhibits for substantial rehabilitation must be based on due diligence studies
and examination of existing conditions. Because existing conditions vary widely, the extent and form
of drawings and specifications (plans and specs) will also vary. For substantial rehabilitation, plans
and specs should be prepared and submitted in the same manner as for new construction.

Lender Construction Analyst’s Review Reports. The Construction Analyst should specifically
determine whether the scope of work documented in the plans and specs adequately addresses the
existing conditions and deficiencies including life safety deficiencies and accessibility violations. All
the proposed work must be described adequately with a level of detail that describes measurable
quantities, specified quality or performance standards, precise locations of work, and is both
actionable and amenable to inspection of completed work.

Final Scope of Work Summary.15 The Construction Analyst must prepare a final Scope of Work
Summary that concisely and descriptively itemizes all the improvements that the Project Architect
has designed and proposed to do as prescribed in the final plans and specs.

Building and Unit Areas and Counts. Building and unit area and unit count breakdowns by
buildings as well as the project totals should be recorded as a schedule (table) of buildings and units
in the drawings prepared by the Project Architect in accordance with Appendix 5, Section A.5.5. These
counts and areas should also be entered in the CNA e-Tool. An approved CNA prepared in the CNA e-
Tool creates a permanent electronic record of this information and should be inclusive of all the
proposed improvements.

Operation and Maintenance Plans. For projects that contain lead-based paint (LBP), asbestos, or
have ongoing risks such as radon that may require permanent installation of ventilation, detection, or
alarm devices, the Borrower or Project Architect is responsible for engaging the services of qualified
abatement contractor(s) to prepare a scope of work for the abatement or mitigation. Where the scope
of abatement work consists of permanent enclosure or encapsulation or ongoing monitoring, but not
removal, a qualified consultant or abatement contractor(s) must also prepare, separate from the

15 Previously referred to as “Detailed Work Write-Up”.
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scope of abatement work, an Operations and Maintenance (0&M) Plan. The O&M Plan must describe
ongoing maintenance procedures to be followed for as long as the hazard remains in place. All
abatement work and ongoing maintenance activities for radon, LBP, asbestos, and/or any other
hazards shall conform to the requirements described in Chapter 9. At the time the CNA is submitted
in the CNA e-Tool, any O&M plans should be attached with the submission. A condition shall be
attached to the Firm Commitment requiring that the Borrower operate and maintain the property
consistent with the referenced O&M plan(s) for the duration of the insured mortgage.

6. Davis-Bacon Wage Standards and the CNA e-Tool. For substantial rehabilitation, the future
replacement costs of the components and systems estimated in the CNA e-Tool for the purposes of
financial planning are not subject to wage decisions. On the other hand, the summation of costs in the
standard trade breakdown in General Contractors estimate (form HUD-2328) should be based on the
contractor’s use of the prevailing wage decision. The Lender’s Construction Analyst’s detailed
estimate (form HUD-92326) and comparison of estimates (form HUD-92331-B), together with the
architectural and cost portions of form HUD-92264 signed by the Construction Analyst, should also
reflect the use of the prevailing wage decision. These forms should be part of the Construction
Analyst’s cost analysis report.

7. Project Architect’s Certification. For applications proposing substantial rehabilitation, the Project
Architect’s certification (Appendix 5, Section A.5.8.1) should be submitted.

8. Construction documents, certifications, and studies. The construction documents (plans and
specs), Project Architect’s certification, due diligence, engineering, and related studies, if any, and the
Lender Construction Analyst’s cost package is submitted in the same manner as for new construction.

9. Historic Preservation. Consultation with the State Historic Preservation Officer (SHPO) is required
as part of HUD’s determination of whether the property is a historic property or is in a designated
historic district, and whether there will be adverse effects to a historic property. The SHPO
consultation must be completed no later than the submission of an application for Firm Commitment.

(See Chapter 9).

10. Environmental Review. See Chapter 9 for environmental review requirements.

5.9.4 Firm Commitment to Initial Endorsement

A. After Firm Commitment and not later than 30 days prior to the initial endorsement, the Lender must
assemble the final, printed plans, drawings, specifications, construction schedule, and contract forms.
Even if such documents were electronically submitted, they must still be printed and signed in the
requisite number of counterparts as described in Section 5.8 and confirmed as sufficient, authentic and
final documents for contract purposes.

5.10 Standard Processing for Section 223(a)(7) and
223(f)

A. The previous instructions in this Chapter apply to projects insured pursuant to Section 223(a)(7) and
223(f) for repairs and alterations, except as modified below.
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5.10.1 Architectural Standards

A. Eligible properties are existing buildings, and the criteria for acceptance are not the same as for
proposed construction. See Appendices 5A and 5B for architectural standards for existing buildings.

5.10.2 Concept Meetings

A. Neither concept meetings nor pre-applications are needed for 223(a)(7) applications and are not
required for 223(f) applications, and the Firm Commitment applications may be submitted directly to
HUD for review.

1. A concept meeting may be advisable for 223(f) applications with Level 2 and/or Level 3 Alterations
that are significant and approach the threshold definition of substantial rehabilitation (See Section
5.1.2). In that event, the purpose of the concept meeting is to determine the scope of work, or to
establish agreed upon due diligence that will develop the scope of work.

2. A concept meeting is also advisable for Section 223(f) applications receiving new tax credits.

3. Section 223(f) applications with repairs and alterations intended to achieve a green building
certification should be presented in a concept meeting, in which event a purpose of the concept
meeting is to confirm the appropriate choice of a green building certification and achieve mutual
understanding of the requirements for certification.

5.10.3 Capital Needs Assessment

A. Except for properties receiving new tax credits, a CNA based on existing conditions is required for all
applications submitted under Sections 223(a)(7) and 223(f). The Lender must retain a qualified Needs
Assessor who must complete the assessment in accordance with Appendix 5, Section A.5.7 not earlier than
180 days prior to the application for Firm Commitment. The CNA prepared for properties receiving new
tax credits should be prepared to describe future replacement needs consistent with the procedure
described in Section 5.6.2.A.4.

B. A previously completed CNA may be accepted if:
1. Itis dated not more than three years prior to the date of application for Firm Commitment;

2. The MF Regional Center/Satellite Office Director approves the use of the existing CNA for purposes of
the application;

3. The CNA contents and scope conform to the requirements of Appendix 5, Section A.5.2 and Section
A.5.7, and the CNA is prepared in the CNA e-Tool; and

4. The mortgagor and Lender are required to provide a new CNA not later than 10 years after the date
of the CNA accepted with the application.

B. If the date of the CNA is more than 180 days from the submission date of an acceptable Firm
Commitment application, HUD will return the CNA to the Lender and the Lender must order an updated
CNA. The Needs Assessor must re-inspect the subject property, updating any structure and/or site
conditions observed, and submit the new CNA in the CNA e-Tool.
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5.10.4 Lender’s Review of Costs

A. Lender should ensure that each repair and alteration work items listed in the CNA e-Tool is identified
by Class of Work and properly cross-referenced with any plans and specs, as relevant.

B. When a General Contractor is engaged, the Lender should verify that the costs of repairs and alterations
as reported in the CNA e-Tool’s lists of Critical and Non-Critical repairs are hard costs only 16 and
consistent with any bids obtained or if applicable, General Contractor’s AIA A104.

C. Report costs (both the hard costs and soft costs) in accordance with Section 5.3.3.5 using the Lender’s
223(f) Repairs & Alterations Cost Worksheet (Cost Worksheet) when a Project Architect and/or General
Contractor is involved.

D. No totals from the Cost Worksheet should be transferred to form HUD-92264, Section G. However, the
Lender should ensure that their appraiser is provided with the Cost Worksheet and the lists of repairs and
alterations so that the appraisal may establish value based on the assumption that repairs and alterations
are completed. If the appraiser concludes that repairs and alterations have a material impact on income
(Section C), on amenities and services (Section D), or on expenses (Section E) then these impacts should
be reflected in the relevant section and explained in Remarks (Section O). The CNA e-Tool report entitled
“Property Insurance Schedule” (the automated HUD Form 92329) describes the estimated replacement
cost for all improvements assuming the improvements are reconstructed at current construction pricing.
This figure should be entered in line 72 of Section G. The appraiser’s valuation of the land should be
entered in line 73a and the total entered in line 74.

E. Similarly, on form HUD-92013, the description of the property (Section C), available utilities (Section
D), income (Section E), equipment and services (Section F,) and expense (Section I) should assume the
completion of repairs and alterations. In Section G, the sum of hard and soft costs of repairs and
alterations should be entered in line 20. If a refinance, the amount required to pay-off existing liens should
be entered in Section G, line 23 and the line item renamed “Existing Debt”. If an acquisition, the contract
price should be entered in Section G, line 46 and the line item renamed, Purchase Price. These entries
plus other costs (MIP, financing fees, due diligence fees, relocation, etc., on lines existing in Section G of
form HUD-92013) will be summed in Section J, Line 1.

F. The referenced HUD Forms (92264; 92264A; 92013) are not attachments to the CNA in the CNA e-
Tool.

5.10.5 Certification

A. By submitting the CNA through the CNA e-Tool, the Lender certifies that it has selected a qualified
Needs Assessor with no conflicts of interest in the transaction and has reviewed the assessment for
completeness, accuracy, reasonableness, and conformance to HUD requirements. (See Appendix 5,
Section A.5.7 for certification language.)

16 Soft costs should not be apportioned to individual repair work items. They are separately recorded. This is
because the cost of any component, either installed for the first time or replaced as other than a "One Time Repair,"
will be scheduled for replacement in the future at the end of its Estimated Useful Life. Adding soft cost to that
component perpetuates the one-time soft cost in each future replacement.
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5.10.6 Firm Commitment

A. Application Exhibits. Required architectural/engineering/cost related exhibits as listed in Appendix
5, Section A.5.4.3 must be submitted at the time of Firm Commitment Application.

B. Attachments to Firm Commitments. For Section 223(f) applications with no new tax credits, the
scope of work for any repairs and alterations may be described by attaching to the Firm Commitment the
printed results of the Lender’s 223(f) Repairs & Alterations Cost Worksheet along with the printed lists
of repairs and alterations from the approved CNA e-Tool. When a detailed construction schedule is
required, it too should be attached. If plans and specifications and AIA contracts exist, they should be
referenced but not attached.

C. Title Surveys and Reports. For specific survey requirements, see Appendix 5, Section A.5.1.11.

5.10.7 Time for Completion of Repairs

A. Appendix 5, Section A.5.7 requires that all repairs and alterations be identified as either critical or non-
critical. Critical repairs are further identified as either Life Safety or Accessibility. The “Life Safety” repairs
address any hazards to life and health, while the “Accessibility” repairs are to correct accessibility
deficiencies. While these are not mutually exclusive, only one designation may be applied to each repair
or alteration. All other repairs and alterations are Non-Critical repairs.

B. Life Safety Critical repairs must be completed prior to Endorsement.

C. Accessibility Critical repairs must be completed prior to endorsement. When completion prior to
endorsement is not possible due to an extensive scope, the repairs must be done as soon as possible within
twelve months of closing. The time required to complete each repair must be identified as a number of
months, no greater than twelve. The months identified must reasonably demonstrate “as soon as
possible” and should be supported with reasons considering the difficulty and the scale of the work,
external factors such as the weather, labor market, and logistics, such as scheduling.

D. For any Accessibility repairs that are proposed to exceed twelve months, a corrective action plan must
be referred to HUD headquarters to the attention of the Director of Technical Support in the Office of
Multifamily Housing Production, who will determine whether the proposed corrective action plan is
acceptable.

E. Non-Critical repairs must be scheduled to begin promptly after closing and timely completed within
twelve months of the endorsement. The MF Regional Center/Satellite Office Director may approve an
extended period not to exceed six additional months for unusual circumstances (e.g., work constrained by
weather conditions or work requiring temporary relocation of elderly or disabled tenants). A program of
repairs and alterations, which, because of scale or quantity, is reasonably expected to require more than
a year to complete should be reconsidered as substantial rehabilitation.

5.10.8 Escrow Agreement for Deferred Repairs

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. In this
context, deferred repairs include all immediate repairs identified in the CNA that are proposed for
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completion after endorsement, including both Non-Critical repairs and any accessibility remedies that
cannot be completed prior to endorsement. A letter of credit may not be substituted for this escrow.

B. An additional cash amount (or letter of credit, at the option of the Lender) of not less than 20 percent
of the repair cost estimate will also be placed in escrow as an assurance of completion of deferred repairs,
provided however, that;

1. For Section 223(a)(7) transactions and Section 223(f) for affordable properties, the additional
amount shall be 10% of the repair cost; and,

2. For Section 223(f) applications, the additional deposit may be reduced to 10% of the cost for any
repairs and alterations where:

a. adesign professional has prepared construction drawings, and the Borrower has engaged a non-
identity of interest General Contractor to execute the work; and

b. the contract provides for the withholding of retainage in the amount of 10% of the value of work
completed.

C. The Lender may release funds from the mortgage proceeds portion of the escrow in proportion to the
cost of work completed consistent with HUD’s instructions for disbursements from repair escrows. See
Chapter 12, Section 12.17.

D. Funds remaining in the escrow may be released to the Borrower when:

1. Allrepairs have been satisfactorily completed as determined by HUD or Lender when delegated to an
approved Lender;

2. Evidence of clear title has been provided to HUD; and,

3. In cases where the cost of repairs and alterations included in the Repairs Escrow exceeds $400,000,
the Borrower (or the General Contractor in cases where a construction contract was executed) has
provided latent defects assurance in the form of an escrow in cash or letter of credit or surety bond
(at the option of the Lender) equal to 2%2% (or a greater percentage, as warranted) of the repair cost,
to be maintained for fifteen months from completion of repairs. See paragraphs 8 and 9 of form HUD-
92476.1M for further details.

E. Exceptin the case of existing insured projects, where the current balance in the RfR)escrow may exceed
the initial deposit otherwise required to provide a balanced financial plan for future capital replacement
needs, funds deposited in the RfR escrow account at or after endorsement shall not be used for the
completion of any immediate repairs and alterations.

F. See form HUD-92476.1M, Escrow Agreement for Deferred Repairs, as well as Chapter 8, Section
8.11.1.A.2.c and Chapter 12, Section 12.17.1 for greater detail on repair escrows.

G. If proposed repairs or alterations require occupancy or cash flow disruption, the Lender should
estimate such losses by month and add the aggregate total to an operating deficit escrow, not the repair
escrow.

H. In cases where completion of repairs is deferred and the mortgage amount exceeds the costs of
refinancing and all required costs, including repairs (“cash-out transactions”), the Lender shall withhold
50% of the excess proceeds until all repairs and alterations are completed in a manner acceptable to the

MAP Guide, March 2021 Chapter 5 Bookmarked Version
Go to beginning of Chapter 5 Page 5-42 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 5 Architectural and Construction Analysis
Go to Table of Contents 5.11 Processing Section 241(a) Supplemental Loans

Lender and HUD. The withheld funds will be added to the repair escrow. (See Chapter 8 for more detailed
description of the calculation of surplus cash withheld and escrow release instructions).

5.10.9 Completion of Repairs and Alterations

A. If the Borrower has not completed the required scope of work consistently with the repair schedule
set in the Escrow Agreement (as adjusted for any HUD-approved extensions), the Lender shall complete
the work using the remaining escrowed funds including assurance of completion amounts. The Lender
will provide HUD a new repair schedule. In addition, the Lender will provide the Borrower 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 Borrower,
less reasonable administrative costs incurred in completing the repairs.

B. In cases where all or a portion of the costs of repairs and alterations support the size of the loan amount
and actual costs are less than estimated, the maximum insurable loan amount must be recalculated and
this recalculated figure compared to the endorsed loan amount. When the recalculated maximum
insurable loan amount is less than the endorsed amount, the Borrower must use the excess proceeds for
one or more of the following purposes:

1. Additional repairs approved by HUD and the Lender; and/or

2. Prepayment of the mortgage in amounts equal to the scheduled monthly principal payments, with any
remainder going to the RfR.

5.11 Processing Section 241(a) Supplemental Loans

5.11.1 Supplemental Loan for New Construction

A. Section 5.3.2 requirements and instructions apply to Section 241(a) applications involving new
construction, except as modified below:

1. A CNA of the existing improvements at the property is required to identify deficiencies and repair
needs as may exist in the existing improvements for which repairs and alterations must be included
in the proposed scope of work. However, a single CNA e-Tool for the entire property must produce
one RfR schedule of all the components, inclusive of future replacements at the existing improvements
as well as for any proposed new structures and additions.

B. Processing requirements for new construction as described in Section 5.7 and Section 5.8 apply.

5.11.2 Supplemental Loan for Existing Structures

A. Section 241(a) applications involving substantial rehabilitation as defined in Section 5.1.2 are required
to meet the following:

1. For the buildings and other structures undergoing substantial rehabilitation at the property, the
requirements in Section 5.3.2 apply regarding required professional services, documentation, and
oversight.
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2. Processing requirements for substantial rehabilitation as described in Section 5.7, Section 5.8, and
Section 5.9 apply.

3. When certain existing buildings and improvements are not included in the substantial rehabilitation
scope of work, a CNA for those existing structures is required. Any identified deficiencies and
immediate repair needs must be included in the plans and specs produced by the Project Architect for
the substantial rehabilitation work.

4. The structures to be built or substantially rehabilitated are included in the CNA based only on future
needs planning, derived from plans and specs.

5. The Section 241(a) loan combined with the original first mortgage shall be considered one project
and the CNA must produce one Reserve for Replacement (RfR) schedule and budget inclusive of the
existing improvements, as well as the proposed improvements.

B. Section 241(a) applications involving repairs and alterations require the following:

1. Section 241(a) applications with a scope of work less than substantial rehabilitation must follow the
requirements described in Section 5.3.3 and the following:

a. The CNA should identify and categorize repair needs in the same manner as Section 223(f)
applications.

b. The identified repairs must be remedied in the proposed scope of work in the Section 241(a)
application and the cost of such repairs may be included in the Section 241(a) loan amount.

c. The Section 241(a) loan combined with the original first mortgage shall be considered one project
and the CNA must produce one RfR schedule and budget inclusive of the existing improvements
as well as the proposed improvements.

d. Processing requirements for Section 223(f) as described in Section 5.10 apply.

5.12 Cost Estimating for Lenders

A. Evaluating the estimates of construction cost prepared by the Borrower, Project Architect, General
Contractor, Needs Assessor, and/or Construction Analyst is a critical element of the Lender’s
underwriting task. It is the Lender’s responsibility to ensure that the Borrower and third-party
professionals have developed and described costs in accordance with Chapter 5. For new construction
and substantial rehabilitation projects under Sections 220, 221(d)(4), and 241(a) supplemental loans,
replacement cost is one of the criteria used to determine the insured mortgage amount. In value-based
programs, Section 231 and Section 223(f), replacement cost is a significant consideration in valuation,
(except for properties 10 or more years old). Cost estimating consists of estimates of the construction
costs for proposed improvements and/or repair and alteration costs for existing improvements.

5.12.1 Estimation Method

A. For new construction and substantial rehabilitation, the cost estimating method should be similar to
that used by General Contractors. For new construction and substantial rehabilitation, data should be
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organized by trade division using the Construction Specification Institute (CSI) Format,!” then adjusted to
reflect cost differences due to time, location, and price fluctuations. The cost estimate may be prepared
using a quantity takeoff or a square-foot and per-unit cost approach using established data and making
adjustments. The Lender’s Construction Analyst must develop form HUD-92326 cost estimates
independently and compare with the General Contractor’s HUD -2328 costs using the HUD -92331-B.

B. For repairs and alterations less than substantial rehabilitation, Needs Assessors and Lender
Construction Analysts should develop and document costs in the CNA e-Tool, estimating costs for each
repair item and component replaced or added new.

C. Replacement cost and insurable values for each building are calculated for casualty insurance purposes.
Insurable values by building must be estimated assuming the task of reconstructing the building if it is
destroyed, i.e. for the cost of replacing the building as if new (not restoring the structure as it was
originally built using obsolete methods and materials). Accordingly, for all existing structures,
replacement cost as if new (notwithstanding its condition) should be estimated for each building on a “per
square foot” basis. This figure should be entered in the CNA e-Tool on the Buildings screen. For new
construction, estimated costs are “as if new” and so total estimated costs of buildings, (not site
improvements) including soft costs and fees should be converted to a “per square foot” figure for each
building and entered in the CNA on the Buildings screen. (See Appendix 5, Section A.5.7.5).

D. The data source(s) used to prepare cost estimates must be documented. Acceptable cost data may
come from completed comparable projects, benchmark amounts taken from actual project costs, and
published data from construction cost data publishers. The CNA e-Tool requires that replacement cost
estimates briefly describe data sources/methods.

E. The Lender’s Construction Analyst should use detailed plans and specifications supplied by the Project
Architect as a basis for the cost estimate. Estimates must reflect the general level of construction costs in
the locality where construction takes place. Costs must be projected to the midpoint of the estimated
construction period. Davis-Bacon labor wage rates must be used for new construction and substantial
rehabilitation. It is the Lender’s responsibility to obtain current Davis-Bacon wage rates from HUD and
to ensure that the project design team and General Contractor are provided with the relevant and most
recent, applicable wage decisions. For new construction and substantial rehabilitation, the cost estimate
is tabulated on form HUD-92326, and totals are reported in Sections G, M, and O of form HUD-92264.

5.12.2 Cost Categories

A. The cost estimate consists of the following items:
1. Structures and Land Improvements include:
a. Costs of all residential buildings, including footings and foundations.

b. Garages, including all covered parking, from individual carports to complete parking structures.
For new construction and substantial rehabilitation, include free-standing garage structures with
other accessory buildings on the Accessory Structures line on form HUD-92326. Garages are
reported separately in Line G.39 on form HUD-92264, except when the garage space is an integral
portion of alarger structure; in which case individual trade costs should be reported for the entire

17 HUD forms reflect the sixteen-division CSI format (pre-2004).
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structure and not separately for the parking element. Similarly, costs should not be separated
when accessory uses or commercial space is included as part of a larger dwelling structure.

Surface parking, including carports, which are treated as site improvements in the CNA e-Tool. In
a building designed exclusively for parking (or if parking is a use of space in a larger building with
other uses), all enclosed (garage) parking is treated as a common space even if spaces can be or
are assigned to particular tenants or units. In some building configurations (e.g. attached
townhouses) garages may be part of a dwelling unit and available only to a resident of that unit.
Such garages are called “in unit” garages and the square foot area of such “in unit” garages is
included in the area of the unit. “In unit” garages are not common space. Replacement cost is
estimated for each building including all the uses of space in the building.

Onsite land improvements that make up the following trade line items on form HUD-92326:
Earthwork, Site Utilities, Roads and Walks, Site Improvements, Lawns and Planting, and Unusual
Site Conditions. In the CNA e-Tool onsite land improvements are identified as the need category
“site systems.”

In new construction and sometimes in substantial rehabilitation, unusual land improvements
required to address conditions not typical to most construction in the locality (e.g., excessive
excavation, rock excavation, cuts and fills, special foundations, high water table, problem soils,
environmental remediation work or installations). These items are taken from the Unusual Site
Conditions trade line item on form HUD-92326 and are reported separately in Line G.36a of form
HUD-92264. They must be itemized separately because of their possible impact on site value. The
Lender’s Construction Analyst should consult with the Lender’s Underwriter and appraiser to
define and quantify the need for unusual land or site improvements.

Short extensions or connections of roads, walks, and utilities from project site boundaries to
adjacent offsite public improvements are considered onsite land improvements.

B. Supplemental Cost Estimates include:

1.

Demolition. Demolition, which is defined as onsite work to remove the existing structure, footings,
foundations, and utilities to prepare a site for new construction.

a.

Include the removal and disposal of debris and fill and compaction of excavations. Include
General Contractors' and subcontractor’s overhead and profit in the estimate.

Report on form HUD-92326, under “demolition,” and form HUD-92264, Section O. Appraiser will
report Demolition costs in Section ] of form HUD-92264.

Demolition should not be included in the construction contract.

“Demolition” in this context does not include interior demolition within existing structures
undergoing substantial rehabilitation.

Offsite. Offsite work is work not adjacent to project boundaries including utilities, walks, curbs,
gutters, streets, drainage structures, landscaping, etc., that extend away from the project site. These
improvements are not included in the construction contract. Report on form HUD-92326 and Section
M of form HUD-92264.

Cost Not Attributable. Cost Not Attributable to dwelling use is the construction cost estimate of
certain project amenities not directly used for residential dwelling and is calculated only for
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properties where Criterion 4 is the determining criterion. This cost is calculated by the cost analyst
and used by the appraiser to increase the maximum mortgage amount under Criterion 4 of form HUD-
92264-A (Statutory maximum insurable mortgage amount per dwelling unit). Criterion 4 is typically
not material in determining the maximum insurable mortgage, and the calculation is material only
when project costs are likely to exceed the statutory limit and when a portion of those costs are not
attributable to dwelling units.

a. Cost Not Attributable must be included within the estimate of total structures and land
improvements, and the costs must be itemized and reported separately on form HUD-92326 and
Section M of form HUD-92264. The reason to estimate cost-not-attributable is to isolate
construction costs for (A) all improvements and for (B) selected improvements not related to or
necessary for the dwellings (non-residential use). In each case, the total is without general
requirements and fees.

b. The percentage of (B) divided by (A) is the percentage of costs not attributable. Such a percentage
should be calculated for both residential buildings/spaces and commercial buildings/spaces in
the project, and neither number may exceed a fixed maximum of 15%. The two are added
together to obtain the project percentage of cost-not-attributable.

c. This figure is used to allocate a proportionate share of all other mortgageable costs (fees,
construction period interest and finance charges, etc.) between dwelling use and costs not
attributable to dwelling use. The total of all Costs Not Attributable times the maximum percentage
loan-to-cost ratio is added to the maximum statutory limit calculated for the number of units by
type. The sum is the maximum mortgage amount per Criteria 4. (See Appendix 5, Section A.5.10).

d. Cost Not Attributable to dwelling use for Section 223(f) Statutory Limit Constrained deals may be
used to adjust the statutory limits (Criteria 4 of the form HUD-92264A) for all Section 223(f)
insured loans applications. See Appendix 5, Section A.5.11 for calculating Cost Not Attributable
for Section 223(f)s.

5.12.3 Allowances and Fees

A. Allowances and fees are reported on forms HUD-92326 and HUD-92264 as lump-sum dollar amounts
but should be supported with itemized cost schedules attached to these forms. Allowances and fees
include:

1. General Requirements (Job Overhead). Covers project-specific overhead and construction staging
expenses. Include:

a. Supervision and jobsite engineering;

b. Onsite job office expenses directly related to the project including clerical wages;

¢. Temporary buildings, tool sheds, shops, and toilets,

d. Temporary heat, water, light and power for construction;

e. Temporary walkways, fences, roads, siding and docking facilities, sidewalk and street rental;
f. Construction equipment rental not included in trade item costs;

g. Cleanup and disposal of construction debris not included in trade or sub-contract costs;
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h. Medical and first aid supplies and temporary facilities;
i. Security guard wages and related costs;
j.  Theft and vandalism insurance. (does not include Builders Risk Insurance);

k. Builders Risk Insurance. Builders Risk Insurance is separate from any theft and vandalism
insurance policy provided by the General Contractor. While Builders Risk Insurance may be
placed by either the General Contractor or the Borrower, it is common industry practice for the
contractor to place the policy, with the contractor named as Insured, and the Borrower named as
“Other Insured.” Regardless of which party is responsible for payment, the Borrower must always
be named as an Insured party, as per Builder’s Risk Insurance requirements in form HUD-92447,
Property Insurance Requirements.

l. When the contractor pays for the policy, the premium may be included in the General
Requirements or the contractor’s Other Fees. When the Borrower pays for the policy, the
insurance premium is included under Insurance online G-55, Insurance, of Form HUD92264.

m. Salaries for site visits by owners, partners, or officers of the general contracting firm are included
in General Overhead, except for payment for work done on the job by these individuals in a trade
capacity, as laborers or supervisors.

2. General Overhead. Covers contractor’'s home office or principal office and general business
expenses. The amount is fixed at up to two percent of the sum of Total Land Improvements, Total
Structures, and General Requirements.

3. Builder’s Profit or Fee. Builder’s Profit or Fee is calculated as a percentage of the sum of Total Land
Improvements, Total Structures, and General Requirements. The percentage amount is determined
by the nature and location of the project and market conditions and should be compared to the
amount of the fee negotiated between the Borrower and contractor for reasonableness. When the
General Contractor is an independent third party (no identity of interest with the Borrower or
Sponsor), the Builder’s Profit or Fee is an actual cost that must be paid to the General Contractor. This
applies to all non-identity of interest General Contractors participating in any of HUD’s mortgage
insurance programs. When the General Contractor has an identity of interest with the Borrower, see
paragraphs “d” and “e” below.

4. Development fees in Value Based Programs - Sections 231 Substantial Rehabilitation and
223(f). Except for certain affordable housing transactions, development fees payable to affiliates of
the Borrower (i.e., identity of interest participants) are not mortgageable costs and should not be
included in the cost estimate. A reasonable and customary general contractor fees and costs payable
to unaffiliated third parties are eligible. (See Appendix 3, Section A.3.2 for treatment of fees in certain
affordable housing transactions.).

5. Architect’s Fees. The source of this cost is the Owner-Architect Agreement, (see Section 5.3.4). If
there are multiple prime agreements (e.g., separate Design Architect and Supervisory Architect), total
all fees in line G 45 of form HUD-92264 and itemize in Section O, Remarks. The Lender’s Construction
Analyst should copy the fee amounts, unaltered, to the cost estimate. The Construction Analyst should
document Architect’s fees and compare with existing fee data to determine reasonableness. The
Construction Analyst should inform the Lender’s Underwriter if fees are significantly different from
the data range, but the fees should not be altered on the cost estimate without a prior meeting
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between the Lender, Lender’s Construction Analyst, Borrower, and Project Architect. For new
construction and substantial rehabilitation applications, fees should be documented as a percentage
of the sum of Total Land Improvements, Total Structures, General Requirements, General Overhead,
and Builder’s Profit. The Architect’s Fee usually consists of a design fee to cover the cost of the
preparation of all construction documents (working drawings and specifications) up to the start of
construction; it typically represents 75 to 80 percent of the total fee. The Architectural Supervision
fee covers the cost of the Project Architect’s construction inspections, reports, and preparation of
change order requests; it typically represents 20 to 25% of the total fee.

6. Bond Premium. This covers the cost of Payment/Performance Bonds used to ensure completion of
construction in event of a default by the General Contractor. The bonding or surety company
determines the premium or cost based on its perception of risk in light of the contractor’s financial
capacity and performance history and the nature of the work. The Letter of Credit Fee can be
mortgaged if the Developer is using a letter of credit for assurance of completion instead of bond.

7. Other Fees. Costs of various required items and services can vary greatly among jurisdictions and
localities. Other Fees can be paid either by the Borrower or the General Contractor. The Borrower
should submit an itemized list of all project-related Other Fees as an aid to the Construction Analyst.
Other Fees paid by the General Contractor should be entered in form HUD-2328. Owner’s Other Fees
entered into form HUD-92264, Section G include the General Contractor’s Other Fees amounts. Other
Fees include:

a. Site and topographic surveys;

b. Subsurface exploration (test borings);

c. Soil tests, concrete tests, and other construction testing;
d. Fees for utility taps and connections;

e. Impact fees for public infrastructure;

f.  Building permits and licenses;

g. General Contractor’s cost certification audit fee (if required). NOTE: The Borrower’s cost
certification audit fee is not to be included in Other Fees since it is recorded separately in Line G.
66 of form HUD-92264; and

h. Builders Risk Insurance, which may be included with general Requirements or Contractor’s other
fees (only if paid for by General Contractor).

8. Furniture, Fixtures, and Equipment (FF&E). This category includes substantial indoor and outdoor
furniture and equipment (e.g., trash dumpsters, pool or recreational equipment, permanent lobby or
reception area furnishings, golf carts). It may not include titled vehicles, minor items of relatively
insignificant cost such as furniture accessories, rental unit furnishings, hand tools and hand power
tools, or expendable items. An itemized schedule of FF&E with cost for each item will be submitted
with the cost documents and reviewed by the Lender’s Construction Analyst for acceptability. Costs
may include only delivery and placement of the item. The dollar amount of FF&E will be reported in
line G.60 of form HUD-92264; “AMPO percent (nonprofit only)” will be lined out and substituted with
“FF&E”.
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5.12.4 Builder’s and Sponsor’s Profit and Risk Allowance
(BSPRA)

A. BSPRA is a presumed profit for development and construction of a multifamily project. It is unique to
applications for new construction or substantial rehabilitation under HUD’s “cost-based” programs
(Sections 220 and 221(d)(4)) when an identity of interest exists between the Borrower and the General
Contractor.

B. BSPRA is always 10% of replacement cost, not including land but is itself not an actual cost or fee to be
paid to the identity of interest General Contractor and/or development entity (Sponsor). It is used to
calculate the mortgage amount in Criterion 3 on the form HUD-92264-A.

C. Itseffectis to allow the identity of interest Borrower/Developer/contractor to contribute its presumed
builder/Developer profit (BSPRA) as equity whenever the mortgage amount is limited by Criterion 3. In
a balanced summation of sources (loan proceeds, equity, etc.) and uses (costs of land, development,
construction, capitalized interest, etc.) this imputed profit or BSPRA is added both to uses and sources.

1. When Criterion 3 prevails, the mortgage amount will be a fixed percentage of costs.
2. The “B” in BSPRA refers to the presumed fee of the builder or General Contractor.

3. The “S” refers to development cost of the Sponsor/Borrower outside the general contract and is called
SPRA. The appraiser calculates the BSPRA amount and enters it in line G 68 of form HUD-92264.

D. Use of BSPRA is not mandatory. A Borrower may pay an affiliated General Contractor an actual
builder’s fee or profit provided that:

1. The amounts of the fee are reasonable and customary;

2. The form of the construction contract is cost plus fixed fee; the mortgagor and General Contractor cost
certify; and,

3. The amount of the fee is funded in the construction escrow established at initial endorsement. When
BSPRA is used, the Lender should:

a. Calculate an equivalent builder’s profit (the “B” portion of BSPRA) and an equivalent subtotal; and

b. On the Builder’s Profit line of form HUD-92326 and in Line G 44 of form HUD-92264, enter the
word “BSPRA”. The equivalent builder’s profit calculated above is not included in the Total for All
Improvements (bottom of form HUD-92326 and Line G.50 of form HUD-92264).

5.12.5 Construction Time

A. For substantial rehabilitation and new construction, report the construction time in months in Line
G.52 of form HUD-92264.

B. This figure will be used to estimate the amount of capitalized interest and carrying costs during the
construction period.
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5.13 CNAs are Required for All Applications

A. For new construction and substantial rehabilitation, the Lender’s Construction Analyst may prepare
the CNA based on the Project Architect’s proposed plans and specifications assuming construction
completion (that is, the CNA will estimate only future repairs and replacements and not immediate
construction). In other applications, the CNA is prepared by the Needs Assessor based on existing
conditions. In either instance, it is the Lender’s responsibility to ensure that the estimated remaining
useful life of components and the costs of future replacements and any immediate repairs are estimated
consistent with Chapter 5 and its appendices. The Lender’s Underwriter will develop a financial plan for
funding future capital needs by using the “Financial Factors” screen (see Appendix 5, Section A.5.7). Based
on the financial factors, the CNA e-Tool will generate a schedule of annual deposits to the RfR escrow. In
accordance with Appendix 5, Section A.5.7, the Lender must adjust the financial factors so as to plan
funding sufficient to pay estimated future capital needs. The Borrower’s schedule of deposits to the RFR
will be based on actual expected capital needs, not on a percentage of construction cost or mortgage
amount.

B. Whether prepared based on conditions at an existing property or for a property to be built, the CNA e-
Tool will generate an estimated replacement cost for each structure, which should be used as the Schedule
of Insurable Values, (HUD Form 92329). In the case of CNAs based on construction to be completed, the
Lender’s Construction Analyst should ensure that the replacement cost per square foot entered on the
“Buildings ” screen of the CNA e-Tool is consistent with cost estimates for each identified building.

5.14 Firm Commitment Cost Package

5.14.1 Detailed Cost Estimate

A. As part of the Firm Commitment application, the Lender’s Construction Analyst will prepare a detailed
cost estimate and all required reports and recommendations as described below. For streamlined
processing, these same documents will be prepared in draft consistent with the draft drawings and
specifications. However, these documents must be corrected as needed and submitted in final form based
on the final drawings and specifications no later than 30 days prior to initial endorsement.

B. Required Forms:

1. Form HUD-92326. Used for preparation of detailed construction cost estimate for new construction
and substantial rehabilitation projects.

2. Form HUD-92331-B. Used to make a detailed comparison of trade line items between Estimators’
cost estimate (form HUD-92326) and Contractor’s trade payment breakdown (form HUD-2328) for
new construction and substantial rehabilitation projects.

3. Form HUD-92329. Property Insurance Schedule, prepared in the CNA e-Tool, used to determine the
Insurable Value for each project structure and the aggregate sum for all structures for all applications.
Form HUD-92447, Property Insurance Requirements, will be prepared by HUD and provided to the
Lender at closing.

4. Form HUD-92264. Project Income Analysis and Appraisal.
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a. Section G. Estimated Replacement Cost, Line 36a through 52 is used to summarize Total
Structures, Land Improvements, General Requirements, and Fees from form HUD-92326, and also
records estimated construction time. This section is primarily used for substantial rehabilitation
and new construction.

b. Section M. This is used to summarize Cost Not Attributable to Dwelling Use (lines 10 through
15), and Offsite Requirements (lines 16 and 17).

c. Section 0. The "Remarks” Is used to explain Unusual Land Improvements, Other Fees, itemization
of professional fees (e.g., engineers), the overall difference between Lender's and Borrower's cost
estimates, and other cost items.

C. For new construction and substantial rehabilitation proposals, prepare detailed cost estimate on form
HUD-92326 using instructions in Section 5.11; sign form on the “Estimate Prepared by” line and certify.
Refer to standard certification in Chapter 11, Section 11.2.

D. Resolve differences in Lender’s and contractor’s construction cost estimates. Before the Firm
Commitment application can be submitted for HUD review, the construction cost estimates prepared by
the General Contractor and the Lender’s Construction Analyst must be reconciled. The Lender’s
Construction Analyst is responsible for resolving major differences between the two estimates. When the
two estimates are generally consistent, the Lender may use the contractor's cost figures as shown on form
HUD-2328 asits cost estimate. The Lender’s Construction Analyst will use the following review procedure
for new construction and substantial rehabilitation applications:

1. Prepare trade line-item comparison of Lender’s and contractor’s cost estimates using form HUD-
92331-B.

a. Enter costs from forms HUD-92326 andHUD-2328. For multiple-structure type projects, a
separate form HUD -2328 must be submitted for each structure type, and a master form HUD-
2328 for the entire project.

b. Calculate and list line item percentage differences.

2. Review trade line item differences and note all variations beyond normal ranges. The range of trade
line item differences varies from trade to trade. Major trades (e.g., engineers, carpentry) should have
a smaller range difference than minor trades (e.g., sheet metal). The Construction Analyst should
judge the variations based on established data.

3. The Construction Analyst should be alert for a pattern of front-end loading in trade items, where the
contractor inflates costs for trade items needed early in the job schedule in order to secure more
mortgage proceeds early. Such a pattern may indicate inadequate working capital or risky business
practices by the contractor. Advances of funds from loan proceeds should always accurately reflect
the cost of work completed, and payment should follow, never precede, the completion of work or
portions thereof for which payment is requested.

4. Meet with the contractor to discuss and resolve all questionable trade line item differences. The
resolution process may result in either the estimator or the contractor, or both, recalculating costs of
various trade line items based on discussions.

a. If differences are resolved, accept costs in form HUD-2328 and use as Lender’s Cost Estimate in
form HUD-92264.
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b. When dealing with suspected front-end loading, require rigorous documentation of early trade
items that are higher than normal.

c. Ifdifferences cannot be resolved, do not accept costs in form HUD-2328.
d. Use the Construction Analyst’s cost estimate as to the Lender’s cost estimate.
e. Inform the Lender’s Underwriter that the contractor’s form HUD-2328 is unacceptable.

f. Advise the Lender’s Underwriter to meet with the Borrower and the contractor for further
attempts at resolution.

E. Prepare cost portions of form HUD-92264, using instructions in Section 5.12. Sign the form in the “Cost
Processor” box and certify (see standard certification in Chapter 11, Section 11.2).

F. Complete the property insurance schedule, form HUD-92329, based on CNA e-Tool replacement cost
per building. Common equipment that serves the entire property or portions thereof (e.g., a boiler and
cooling tower assembly) should be included with the cost of the building where it is located and not
prorated among the buildings served by the equipment.

G. Prior approval of identity-of-interest subcontractors’ proposed costs including overhead and profit is
required.

1.

Identity of interest is a relationship that exists giving the Borrower or General Contractor apparent
control or influence over a subcontractor, equipment lessor, material supplier, or manufacturer of
industrialized housing. (See General Contractor’s cost certification instructions in Chapter 13, Cost
Certification, for definition of relationships).

When subcontractors, material suppliers, or equipment lessors have an identity of interest with a
Borrower or General Contractor, the Lender must approve the subcontract amounts, including
specific amounts for subcontractor general overhead and profit.

Approval is required before work begins under the subcontract. Failure to secure prior approval will
result in the disallowance of the total general overhead and profit of the subcontractor at cost
certification.

Request for approval (with the subcontracts, agreements, or leases) is submitted to the Lender’s
Construction Analyst, whose recommendations must include:

a. Acceptability of the documents.
b. Reasonableness of guaranteed maximum prices for the subcontract work.
c. Appropriateness of general overhead and profit dollar amounts.
Mandatory conditions for approval include the following:
a. Subcontracts. There are general requirements for the use of subcontracts.
1) There must be a separate subcontract for each trade.
2) They must clearly identify the scope of work.
3) They must be on a cost-plus fixed fee basis, which includes:

a) Guaranteed maximum dollar amount for work.
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6.

b) Specific dollar amount for general overhead and profit.

4) Disapprove “paper conduit” arrangements where work is to be done by General 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 total price must not exceed the amount shown for the trade item on the accepted form
HUD-2328.

2) Total price must not exceed reasonable prices taken from available data.
3) The Lender’s cost analyst must resolve disagreements in trade prices with the subcontractor.

c. Overhead and Profit. The amounts for general overhead and profit shall be no higher than the
typical prices for the specific trade.

d. Subcontractor entity. The burden of proof of 1, 2, and 3 below is on the subcontractor.

1) The firm must operate and have documented the experience as a subcontractor for the
specific field covered in the subcontract.

2) The firm must control labor, materials, and equipment typical for the trade.

3) The firm must do significant business in its specific field with Borrowers and General
Contractors having no identity of interest.

If a total of all identity of interest subcontracts, purchases and leases are less than % of 1 percent of
the mortgage amount, the requirements for each identity of interest subcontractor to cost certify may
be waived by the MF Regional Center/Satellite office Director upon notification by the Lender.

The Lender’s Cost Analyst must prepare a letter of approval or disapproval to the Borrower or General
Contractor. The letter must address all mandatory conditions.

a. Approval will indicate any conditions, including whether or not subcontractor must cost certify.

b. Disapproval will state the reason for disapproval and indicate any cost certification requirements.

5.14.2 Substantial Rehabilitation Costs

A. The detailed cost estimate should include and evaluate the following:

1.

Interior demolition and removal of floors, walls, roofs, doors and windows, finishes, cabinets,
appliances, plumbing, HVAC, and electrical, including boilers and central air conditioning. Also
includes abatement of asbestos and lead-based paint. Enter the amount in Special Construction trade
line in form HUD-92326. If individual trades include removal (e.g., remove and replace cabinets),
removal costs may be included in the trade line item.

Site preparation demolition is not part of the Construction Contract and should be estimated and
recorded in the same way as for new construction.

Allowances and Fees for substantial rehabilitation, especially General Requirements and Architect’s
Fees, are calculated the same way as for new construction, but they should reflect the risk and
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responsibility inherent in rehabilitation and consider the location of the project. It is recommended
that the Construction Analyst keep separate data for this item.

Rehabilitation time is determined the same way as construction time for new construction, but the
data used must take into account the time required for interior demolition, as repair and
rehabilitation cannot begin until such demolition is complete.

Rehabilitation Cost Not Attributable to dwelling use includes an “as-is” value for non-attributable
items in addition to a value for actual work performed. Calculate by using the format in Appendix 5,
Section A.5.10.2. The Construction Analyst completes steps 1, 2, and 3; steps 4 through 8 are
completed by the appraiser.

The contingency reserve amount is based on available data for the type and condition of structure.
Calculate as percentage of the sum of structures, land improvements, and general requirements.
Percentage ranges from 10 to 15%, depending on the condition of the project, extent of rehabilitation,
and experience and financial capacity of the Borrower and contractor. Enter amount in line G.71 and
in Section O of form HUD-92264. Subject to Lender and HUD approval, the Borrower may elect to
apply any funds remaining in the substantial rehabilitation construction contingency account after
completion of the approved rehabilitation, to:

a. further improvements, betterments or upgrades to the property, provided however, that these
additional improvements will not be considered as the basis for a request for an increased
mortgage amount;

b. an initial deposit to the RfR account; or

c. reducing the mortgage balance.

5.14.3 Refinance/Acquisition Costs

A. For Section 223(f) acquisition/refinance loans or Section 223(a)(7) refinance applications the Lender
must determine that:

1.

The CNA describes, quantifies and estimates immediate repairs and future needs consistent with
Chapter 5 and Appendix 5, Section A.5.7 and that replacement costs data sources are identified;

The assessed remaining useful lives of components and estimated useful lives for alternatives are
justified whenever the entered values depart from the Standard Estimated Useful Life Table; and

The warning flags obtained from validation of the needs assessment in the CNA e-Tool are either
removed by amending the needs assessment or explained in a flag comment.

B. The cost portions of form HUD-92264 should be completed based on the replacement cost of buildings
as reported in the CNA e-Tool.

1. The Lender must review the Needs Assessor’s “Repair, Replace Add New Recommendations” and
determine that life safety and accessibility repairs have been identified with a “yes” in the appropriate
indicator and that the recommended timing, cost, and other action are appropriate and consistent
with observed conditions.
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2. The Lenders should review any immediate repairs for Section 223(a)(7) applications to ensure that
repairs are limited and do not exceed routine maintenance, except for needed remedies for
accessibility deficiencies.

5.15 HUD Procedures
5.15.1 HUD Underwriting Assignment

A. All applications will be assigned to a Senior Underwriter or underwriting team by the Production Chief.
The underwriting team will complete an early warning system (EWS) review of each application and
identify which applications can be assigned to and reviewed by a single Underwriter and which may
require the assistance of the Technical Branch Chief and/or a HUD Construction Analyst (Architect, cost
analyst).

1. In general, all new construction and substantial rehabilitation applications should be reviewed by a
HUD Construction Analyst.

2. In addition, refinance and acquisition applications with combinations of repairs and alterations
exceeding $15,000 per unit in cost and/or including Level 2 and Level 3 alterations should be
reviewed by a HUD Construction Analyst.

3. Applications for Section 223(f) for properties less than 10 years old and for Section 223(a)(7) should
not require the assistance of a Construction Analyst unless the CNA contains a corrective action plan
for accessibility deficiencies, or the HUD Underwriter observes that such a plan is required but not
submitted.

4. Section 223(f) applications for properties older than 10 years with repairs and Level 1 Alterations
will require the Underwriter to determine whether any issues are observed that might require a
technical review.

B. When engaged to complete a technical review or consider a particular Lender exhibit, the HUD
Construction Analyst should not redo or correct the Lender’s work. Instead, the review should be
summarized in writing for the HUD Underwriter.

1. Review the Lender deliverables for completeness.

2. Examine the review report and the A/E and cost exhibits and recommend either acceptance,
acceptance assuming specified modifications or rejection of the A/E and cost portion of the Firm
Commitment submission; report to the Underwriter on the form(s) at Appendix 5, Section A.5.6 and
following as appropriate for the application stage and program.

C. Any application for an existing property proposing repairs and alterations in any combination that
results in uncertainty about program eligibility (refinance/acquisition vs. substantial rehabilitation)
should be reviewed by the HUD Construction Analyst, who shall review the immediate repairs identified
in the CNA e-Tool.

D. The costs of all repairs should be totaled and compared to the cost per unit threshold (Section 5.1.4)
adjusted for the applicable Hight Cost Percentage. If the total cost of immediate repairs exceeds the
threshold, the application must be for substantial rehabilitation.
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5.15.2 CNA e-Tool and HUD Underwriting

A. The review functions of the CNA e-Tool are available only to authorized HUD staff. Use of the CNA e-
Tool should be consistent with the single Underwriter approach and requires that completed work be
presented to senior managers before a CNA is approved as part of an underwriting decision on an
application for mortgage insurance. Each user will be assigned at least one of three possible roles:

1.

Assigner. Assigners generally will include the Production Chief, and Branch Chiefs and may include
Senior Underwriters. Assigners should have dual roles, i.e.,, Assigners typically will also have a
reviewer role. Assigners receive compiled reports on all CNAs submitted to HUD including
information on the program for which application is made or the purpose of the CNA, the name and
location of the subject property and the status of the CNA (submitted, under review, ready for
decision, returned and approved.). Assigners will also receive a compiled workload report indicating
the number of CNAs assigned to each reviewer and certain information useful to assess relative
workloads. Using these reports, Assigners will assign submitted CNAs to staff for review. Assigners
also have the responsibility to open CNAs made “ready for decision” by their staff, and to modify or
edit the reviewer’s comments. If an Assigner desires a Reviewer to modify comments or reconsider
issues or seeks additional review from technical staff on a CNA made ready for decision, the Assigner
can return the CNA to the reviewer with instructions, or identify a different Reviewer and reassign
the CNA. If satisfied that the review is complete and the CNA acceptable the Assigner can approve the
CNA, or if comments or identified issues require a Lender response, the Assigner or the Reviewer may
“return” the CNA to the Lender. When the Lender addresses comments and resubmits the CNA, the
process is repeated until the Assigner is satisfied that all CNA and other underwriting requirements
have been addressed and a Firm Commitment can be issued, whereupon the Assigner “approves” the
CNA. Attachments and reports from the approved CNA may be printed for use as attachments to the
Firm Commitment as needed. The approved CNA4, including all attachments, is recorded permanently
in the CNA e-Tool database and can be retrieved for comparative purposes and/or for use in asset
management functions. Approval of a CNA should be closely associated with the conclusion of
underwriting and the issuance of a Firm Commitment. But circumstances may require a change,
typically an amendment to the Firm Commitment. The Assigner may enable a change to an approved
CNA by selecting “Undo Approval” which action restores the CNA to an “Under Review” status
whereupon the reviewer or the assigner can return the CNA to the Lender so the Lender can make the
necessary changes.

Reviewer. Reviewers receive assignments from Assigners. Generally, reviewers are Underwriters
and HUD construction analysts. When opening the CNA e-Tool, reviewers see a list of all CNAs
assigned to them and may open any one of these and complete or continue a review. Reviewers may
search for other CNAs not assigned to them but may only read, not write, to such files. Reviewers
analyze the assigned CNA, enter comments both general and specific and upon completion of review
indicate that the CNA is “ready for decision.” A Reviewer may “reassign” to another reviewer a CNA
assigned to him which enables staff to share work or solicit assistance. If a reviewer identifies issues
or deficiencies in the CNA, the reviewer can enter comments and return the CNA to the Lender. When
satisfied that the CNA addresses all relevant and material issues, the reviewer changes the CNA status
to “ready for decision” whereupon the assigner is able to consider the reviewer’s work, modify the
reviewer’s comments and either assign it back to the same or another reviewer for further work,
return it to the Lender for the Lender to address comments, or approve the CNA.
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3. Viewer. Aviewer is any staff person who regularly needs to see CNAs but not act on them.

B. The CNA e-Tool supports work-sharing across all HUD offices geographically and among different
program offices, e.g., Office of Multifamily Production, Office of Recapitalization, and Office of Asset
Management and Portfolio Oversight. Any HUD staff provided access to and a role in the CNA e-Tool can
use the Tool to read CNAs selected by search or to review CNAs assigned to them for review.

5.15.3 Instructions and Training for Users

A. Detailed instructions for users are available at the CNA e-Tool homepage at:
https://www.hud.gov/program_offices/housing/mfth/cna

An extensive library of training resources, references, bulletins and announcements concerning
preparation of CNAs and use of the CNA e-Tool may be found at this website.

5.15.4 Consultation and Review Timeliness

A. Timely consultation and review by other, appropriately experienced, HUD staff may expedite
applications and avoid delays at closing. In particular, survey issues, proposed easements, and joint use
and access agreements that impact design, construction or operating expense estimates should be
reviewed by Regional Counsel before final underwriting is completed.
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Chapter 6 Energy and Water Conservation

6.1 Purpose and Summary Requirements

A. Conservation of energy and water at multifamily properties reduces property operating costs and
increases physical durability. Conservation is achieved by good design and engineering, superior
products, careful construction, conscientious maintenance and property management practices, and
incentives that change utility consumption behavior of tenants and employees. This chapter describes
the minimum energy efficiency requirements for FHA-insured properties, available incentives for energy
and water conservation and the requirements for obtaining these incentives.

6.1.1 New Construction and Substantial Rehabilitation
Standards

A. All buildings proposed for new construction or substantial rehabilitation with FHA-insured mortgage
proceeds must meet or exceed the International Energy Conservation Code (IECC version 2009) or, if
greater than 3 stories above grade, the American Society of Heating, Refrigerating and Air Conditioning
Engineers Standard 90.1 (ASHRAE 90.1 version 2007) or such later versions of these standards as HUD
adopts. These HUD minimum standards do not over-ride or replace existing state or local requirements
when such state or local requirements exceed the HUD minimum standards.

6.1.2 Incentives for Improved Building Performance

A. Owners of existing buildings may use reduced, underwritten operating expenses by documenting
estimated reductions in energy and water consumption and costs (See Section 6.9). Also, as detailed in
HUD’s annual Federal Register publication of mortgage insurance premium (MIP) rates, Lenders may
qualify for a green MIP rate for loans on properties that obtain a green building certification and
demonstrate continuing energy efficiency performance (See Section 6.3 and Section 6.4).

6.2 Statutes and Regulations

A. The Energy Independence and Security Act of 2007 (EISA) requires HUD (and USDA) to adopt energy
conservation standards. Section 481 of EISA amended section 109 of the Cranston-Gonzalez National
Affordable Housing Act of 1990 (Cranston-Gonzalez) (42 U.S.C. 12709), establishing procedures for
setting minimum energy standards for certain HUD programs, including HUD-FHA multifamily mortgage
insurance programs for new construction and substantial rehabilitation. On May 6, 2015, HUD and USDA
jointly adopted the IECC 2009 and ASHRAE 90.1 2007 codes by Federal Register notice (80 FR 25901).

B. On March 31, 2016, HUD published revised mortgage insurance premiums in the Federal Register (81
FR, page 18473, the “MIP Notice”). Section D of the MIP Notice outlined an MIP rate category for loans on
properties that obtain a recognized green building certification and maintain performance thereafter as
evidenced by annual submission of an ENERGY STAR® Score of not less than 75. The MIP Notice
authorizes HUD to recognize additional green building certifications.
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6.3 Green Building Certifications Specifications
Recognized for Green MIP

A. Multiple organizations sponsor and maintain green building certifications. These organizations,
(sometimes also referred to as “standard-keepers”), and their certification programs vary widely in the
types of projects that can be certified, the jurisdictions in which the certification is available, and the
methods used to verify green building features and compliance. It is the responsibility of the Lender and
Borrower, acting in concert with the Project Architect, to select a certification appropriate for their
proposed project, and to ensure that the property will meet continuing performance requirements
including annual whole building data reporting.

6.3.1 New Construction and Substantial Rehabilitation
Certifications

A. The following green building certifications are accepted for the purpose of earning green MIP rates for
new construction and substantial rehabilitation projects or for such projects recently completed and
proposed for refinancing or acquisition:

B. Enterprise Green Communities Criteria; LEED-Home, LEED Home Midrise and LEED-New
Construction; ENERGY STAR® New Construction Single Family (covers 1 and 2 family structures and
townhouses); ENERGY STAR® New Construction Multifamily; ENERGY STAR® Multifamily Hi-Rise;
EarthCraft House and EarthCraft Multifamily; Earth Advantage New Homes; Greenpoint Rated New Home;
National Green Building Standard; Passive Building Certification from Passive House Institute US or
International Passive Housing Association; and Living Building Challenge from the International Living
Future Institute.

6.3.2 Certifications for Existing Buildings

A. The following green building certifications qualify for green MIP rates for acquisition or refinancing of
existing properties: Enterprise Green Communities Criteria; EarthCraft House and EarthCraft
Multifamily; Greenpoint Rated Existing Home-Whole Building Label; and National Green Building
Standard. If a building is occupied for the period necessary for benchmarking and is benchmarked (See
Section 6.6.3), then an existing building certification may be used even if HUD defines the proposed scope
of work as substantial rehabilitation.

B. For existing but newly constructed buildings, ENERGY STAR® Existing Building Certification will
qualify for green MIP in limited circumstances (See Section 6.6.2).

6.3.3 Certifications Not Recognized by HUD

A. HUD may accept other national or multistate green building certifications to qualify for green MIP
rates for applications proposing new construction or improvements to existing buildings provided that
the Project Architect certifies to HUD that the procedures and requirements of the proposed certification
meet all of the following requirements:
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1. Minimum Performance Improvement for Non-Recognized Certifications. For new construction
and substantial rehabilitation (of properties with no benchmarked recent history) the certification
must require designed building performance that achieves not less than a 25% reduction in estimated
energy use (not energy costs) by comparison with the energy use estimated for the same structures
if built to the HUD minimum codes (See Section 6.1.1). For existing buildings (with a benchmarked
recent history, see Section 6.6.3) the certification must require a reduction in energy use (not energy
cost) of not less than 15% by comparison with the benchmarked energy use.

2. Independent Verification of Design & Construction. The proposed certification requires
independent verification of energy conservation measures and sustainable products and methods.
Such verification should occur at appropriate, identified milestones during design and during the
progress of construction. (Appropriate milestones include: review of final drawings and
specifications prior to application for firm commitment; on-site inspections of the building envelop
and rough mechanical installation prior to drywall or closing of wall cavities; and a final inspection or
commissioning after construction completion). The standard-keeper must designate or approve the
verifier(s). The independent verifier may have no identity of interest with the Sponsor, the Borrower,
the Lender, the Project Architect, the General Contractor or any subcontractor or engaged trades.

3. Documentation of Procedures, Findings, Award of Certification. The standard-keeper for any
national or multi-state green building certification must require from the verifier and furnish to the
Project Architect and/or Borrower timely written documentation of results or conclusions at each
milestone of practice or achievement that is necessary for certification including the final award (or
denial) of the certification after construction completion.

4. Architect’s Certification. The identity of the standard keeper, the name of the proposed national or
multi-state green building certification, the selected level or grade of achievement (e.g, silver, gold,
platinum, etc.) as well as the Project Architect’s certification, must accompany the mortgage
insurance application. (See Project Architect’s Certification, Appendix 5, Section A.5.8.1 for new
construction or substantial rehabilitation or Appendix 5, Section A.5.8.2 for refinance or acquisition
of existing properties).

6.4 General Requirements for Green MIP

A. Applications proposing a green MIP rate are subject to requirements over and above those for all other
insured mortgages, including the following for applications under all Sections of the Act.

6.4.1 Continuing Performance Required under Green MIP

A. All Borrowers with loans endorsed at green MIP rates and secured by properties of 20 or more units
must annually demonstrate continuing performance by delivering to HUD an ENERGY STAR® Statement
of Energy Performance (SEP) showing an ENERGY STAR® Score of not less than 75. (See Section 6.4.5 on
planning for future data collection for purposes of demonstrating continuing performance.) It is the
property owner’s obligation to maintain, repair, and replace components as necessary to retain this
minimum performance score for the life of the insured mortgage.
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6.4.2 ENERGY STAR® Appliances and High-Performance
Components

A. The Capital Needs Assessment (CNA) prepared in the CNA e-Tool must specify all appliances and
heating and air conditioning systems as ENERGY STAR® as and when replaced, and for lighting, electrical
and mechanical equipment, and building envelope components with no available ENERGY STAR® label,
the Capital Needs Assessment must specify high performance and/or sustainable replacements.

6.4.3 HUD Forms — Borrower’s Certifications

A. Form HUD-91070M, titled “Consolidated Certification-Borrower,” evidences the applicant’s
commitment to achieve and/or deliver an indicated green building certification. The executed form must
be submitted with the Application for Firm Commitment, and among other purposes, identifies the
specific green building certification the property has or will obtain. Lender requests to switch the
identified green building certification after submitting an application for Firm Commitment will result in
HUD returning the application pending Lender submission of a fully revised set of plans and specifications
consistent with the newly selected certification. HUD will not consider changes in the selection of green
building certification after the issuance of a Firm Commitment. At endorsement, form HUD-91070M,
titled “Consolidated Certification-Borrower,” states the Borrower’s commitment to deliver a named green
building certification and to demonstrate continuing performance with an ENERGY STAR® Score of 75 or
more in each year of the mortgage term.

6.4.4 Regulatory Agreement Rider 5 Required for Green MIP

A. Form HUD-92466-R-5 (Rider 5) is a rider to the Regulatory Agreement that the Borrower must execute
at initial endorsement. Rider 5 obligates the Borrower to complete all construction as well as any and all
tests, evidence, or assurances as may be necessary to perfect and obtain the selected green building
certification. In addition, Rider 5 specifies the Borrower’s on-going energy performance obligations
during the life of the insured mortgage.

B. The Office of Asset Management and Portfolio Oversight (0AMPO) provides instructions to Borrowers
and Lenders on how to comply with green MIP continuing performance requirements in Mortgagee Letter
2020-1 (ML 2020-1). Borrower's failure to deliver a correctly prepared and verified Statement of Energy
Performance (SEP) and/or failure to maintain a minimum ENERGY STAR® Score of 75 (or in the event of
a change in the calibration of the Score, failure to maintain the expected Energy Use Intensity Score [EUI
Score] equivalent to a score of 75 at the time of application), after notice and opportunity to cure will
result in sanctions consistent with ML 2020-1. The EUI Score is energy use, expressed in British Thermal
Units (BTUs) per square foot per annum. The EUI is reported on the SEP in addition to the ENERGY
STAR® Score.

6.4.5 Data Collection Plan

A. Because the Borrower is obligated to demonstrate continuing performance through the maturity of
the green MIP mortgage using EPA’s Portfolio Manager, a web-based utility benchmarking application, it
is essential that the Borrower prepare a plan for collecting valid energy consumption data for each month
and correctly entering this data in Portfolio Manager. The most valid and convenient solution is to obtain
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100% whole building data from the utility provider(s) or to install energy consumption monitoring
technology that collects monthly data from all meters on the property (Whole building data means
recording of all energy consumption on site, both owner and tenant paid). The data collection plan should
identify and describe the method(s) to be used and describe exactly how data will be collected and
recorded, what persons or officers will be responsible and how the data will be entered in Portfolio
Manager. The data collection plan should be prepared by the energy professional in consultation with the
Borrower and the property manager and must conform to the instructions in numbers 1 and 2 as follows:

1. Instructions for Preparing an SEP to Evidence Continuing Performance. The SEP must be verified
by a qualified energy professional evidenced by the energy professional’s signature on the SEP.
Verification means that the energy professional has reviewed the data entered in Portfolio Manager,
compared these entries to the Borrower’s documentation of energy consumption reported for each
utility meter on the property, and compared the utilities and meters currently reported to prior SEP
or project records, and confirmed the accuracy of data entered. Note that a verified SEP is not the
same as an application for ENERGY STAR® Certification and does not require a site visit nor the seal
and signature of a registered Architect or professional engineer. (In some cases, the energy
professional may need to visit a site to resolve conflicting information and to assure that all existing
utility meters and/or uses of energy are reported.) Firms providing energy consumption monitoring
services may serve as energy professionals for purposes of verifying a Borrower’s continuing
performance.

2. Sampling of Tenant Meters Not Permitted. For purposes of demonstrating continuing
performance, extrapolation of energy use data from a sample of units at a property is not acceptable.
Owners applying for green MIP rates must propose and implement a plan to obtain 100% whole
building utility data for all utilities, whether from the utility providers, or through the installation of
energy consumption monitoring technology capable of measuring, recording and reporting energy
consumption for all meters, including metered tenant spaces.

6.4.6 Real-Time Consumption Monitoring, Smart Home Tools

A. In addition to providing utility consumption data needed for continuing compliance, hardware and
software that delivers valid, real-time energy use data to owners and tenants allows users to make
informed choices, change behavior, and reduce their utility costs. (Studies have shown that tenants with
real-time feedback on utility consumption reduce usage by an average of 10%). Applicants are
encouraged to augment their data collection plan with such technology.

6.4.7 Design and Construction Team Qualifications

A. When planning project development, the Developer/Sponsor should pay attention to high-
performance building experience and qualifications when assembling the project team. When preparing
an application for a green MIP mortgage, the Lender also should give attention to the experience and
qualifications of key firms and personnel. The Lender should also note that some green building
certifications specify additional qualifications for members of the design team.
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6.4.8 Energy Professionals Qualifications

A. Energy professionals must be persons with not less than three years work experience evaluating utility
consumption in multifamily buildings and employing energy modeling and benchmarking software,
including specifically EPA’s Portfolio Manager and related ENERGY STAR® resources and products.
Energy professionals must have professional certifications or credentials appropriate for analyzing
multifamily properties and must remain current with new energy monitoring, measurement methods,
and technologies.

1.

Expected Tasks for Energy Professionals. The energy professional’s primary tasks include: a)
benchmarking existing buildings including obtaining and/or reviewing and consolidating raw
consumption data (monthly bills, utility-provider supplied data); b) managing use of EPA Portfolio
Manager software and assuring correct data entry; c) conducting site inspections and energy audits
per ASHRAE Level Il or III standards and conducting field tests, e.g., blower door tests for detecting
air infiltration and air handling leaks; d) selecting appropriate energy modeling software and e)
correctly modeling various design assumptions, e.g., a building built to current code, the same building
with energy conservation features that exceed the current code; f) advising the Project Architect of
building components most likely to improve performance; g) preparing the Borrower’s data
collection plan; h) reviewing and entering data to Portfolio Manager and verifying resulting
Statements of Energy Performance to support Borrower’s annual demonstration of continuing
performance; and i) estimating the local utility providers average price per unit of use for each utility
at a site (see Section 6.9.3 for obstacles to estimating utility price per unit of use).

Specialization of Energy Professional’s Experience and Qualifications. The qualifications and
experience of the energy professional(s) on a green MIP application must be appropriate to the
subject building types.

RESNET Home Energy Raters, utilizing the software and products for RESNET Home Energy Ratings,
are acceptable for single homes, townhouses and or multi-unit structures up to three stories with no
common space (assuming site energy is included). These building types (buildings up to three stories),
as described at Section 6.1.1, must comply with the International Energy Conservation Code.

Generally, software and products used by RESNET Home Energy Raters do not accommodate
appropriate analysis of the most common multifamily building types, as the appropriate methods and
software used to analyze energy use in houses, townhouses, and small buildings differ substantially
from those necessary for larger buildings. Further, buildings of four or more stories must comply with
ASHRAE Standard 90.1, and RESNET Home Energy Raters generally do not work with ASHRAE 90.1.
Therefore, RESNET Home Energy Ratings are not acceptable for the more common building and
property types found in multifamily mortgage applications, where larger buildings including common
spaces and all site improvements must be considered.

Professional Certifications Required for Energy Professionals. Registered Architects or licensed
professional engineers (PE) may serve as energy professionals provided that they have demonstrated
the requisite experience. Other professional certifications for qualified energy professionals include
one or more of the following: a) American Energy Engineers Association’s Certified Energy Manager
(CEM) or Certified Energy Auditor (CEA) designations; b) American Society of Heating, Refrigerating
and Air Conditioning Engineers (ASHRAE) High Performance Building Design Professional (HPBDP)
designation; c) Building Performance Institute (BPI) Multifamily Building Analyst (MFBA)
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designation; or d) for townhouses and buildings up to three stories with no common space, a
Residential Energy Services Network (RESNET) Home Energy Rating System (HERS) Rater. When
building energy modeling is employed the lead modeler or energy professional must hold a
professional certification specific to simulation modeling: ASHRAE Building Energy Modeling
Professional (BEMP) or Association of Energy Engineers Building Energy Simulation Analyst (BESA).

6.4.9 Energy Modeling and Modeling Software

A. Modeling or simulation of expected building performance is a common technique for estimating and
comparing utility use results achievable with alternative designs or construction methods. Certifications
that allow performance-based options require modeling to verify expected results. Many green building
certifications allow the designer a choice of a “prescriptive” option for meeting certification requirements
or a “performance” option. Prescriptive in this context means a fixed “recipe” of building parts and
components each with an individual qualitative metric or specification, e.g., fiberglass batt insulation
rated R-30. By contrast a performance standard allows the design professional flexibility to create a
unique “recipe” provided the whole building design is modeled to estimate overall performance.
Prescriptive options do not require modeling. The energy professional and the Project Architect are
responsible for selection and proper use of appropriate, industry recognized energy modeling software.
In general, selected modeling software must simulate the actual buildings, common spaces, accessory
structures and site improvements proposed (See Section 6.4.8 above). For buildings over three stories or
containing common spaces, the modeling must be completed in accordance with the requirements of
ASHRAE 90.1 Appendix G. For buildings up to three stories with no common space, the HERS Resnet
rating system may be used, provided that other specialized modeling software or methods, (e.g., for site
lighting, clubhouse and pool, etc) are used to document all energy use apart from the residential buildings.
In a property with buildings of both kinds, the energy professional may use ASHRAE 90.1 Appendix G or
a combination of both methodologies provided that all energy use for the entire property is included in
results. Plans and specifications for construction should be at least 80% complete and include all design
elements that impact energy use. All factors other than design variations must be held constant from one
modeled iteration to the next. Modeling for an existing property must incorporate as-built design as
modified by proposed repairs and alterations, and for any buildings, units or spaces unchanged, the model
should incorporate benchmarked consumption. Recognized software and modeling standards are
described in Appendix 6.

6.4.10 Change Orders Modifying Energy Measures

A. For properties where construction is proposed to achieve green building certification, change orders
that modify construction (including repairs and alterations to existing buildings) by reducing the
proposed level of performance or reducing the approved level of certification may only be approved if
HUD determines that the change is a necessary change order. In no event may a change order result in
construction that will fail to achieve the approved green building certification.

6.5 Requirements for Section 223(a)(7) Applications

A. Green MIP rates are available to 223(a)(7) applicants only when the existing mortgage has a green MIP
rate, or when the property is previously certified by one of the green building certifications named above
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(Section 6.3.1 and Section 6.3.2). In either circumstance, the qualifying certification must have been
earned not more than 15 years prior to the date of application. The Borrower must demonstrate
continuing performance as described in Section 6.5.1, Section 6.5.2, and Section 6.5.3 below:

6.5.1 Existing Green MIP Mortgages

A. If the existing mortgage is green MIP then all Statements of Energy Performance for all prior years
must have been correctly prepared, timely submitted and have a score of 75 or higher.

6.5.2 Proving Continuing Performance Under ENERGY STAR®
Existing Building Certification

A. Whether the existing insured mortgage is Green MIP or not, an ENERGY STAR® for Existing Building
Certification must be provided with the application to establish continuing performance and to
demonstrate that 100% whole building data is available. The Existing Building Certification should be
based on a performance period ending less than six months before the date of loan application. The
Existing Building Certification requires 100% whole building data. No sampling of units is permitted. The
application for the Existing Building recognition must be signed and sealed by a Registered Architect or
Professional Engineer as required by EPA.

6.5.3 Delivery of ENERGY STAR® Existing Building
Certification

A. The Existing Building Certification must be delivered with the application. It may not be deferred. The
Firm Commitment may not be conditioned upon receipt or future delivery of the Existing Building
Certification. A single exception is permitted if the Existing Building Certification cannot be obtained
because the Borrower is unable to provide consumption data for twelve consecutive, whole months for
every meter on the property, including any and all tenant meters. In this circumstance, the application
must include a Statement of Energy Performance consistent with the benchmarking procedures described
at Section 6.6.3.A.2 indicating that the property likely will achieve the minimum ENERGY STAR® Score
after 100% whole building data is available. In addition, the Borrower must include as non-critical repairs
the installation of energy consumption monitoring technology (as described at Section 6.4.5.A.2) to
provide 100% whole building consumption data collection. If the Existing Building Certification is
deferred, it must be delivered not more than 15 months after the completion of the non-critical repairs.

6.5.4 Recording Baseline Data - CNA

A. Section 223(a)(7) applications qualify for green MIP only if previously certified and construction
activity in such applications is limited to repairs not exceeding aggregate cost per unit as defined in
Chapter 5 (See Chapter 5, Section 5.1.5.D). Accordingly, the needs assessor or energy professional is not
required to enter utility consumption data for each component identified in the CNA. However, the needs
assessor or energy professional must download the HUD Custom SEP (an excel spreadsheet) and attach it
to the CNA in the CNA e-Tool. This will automatically record the actual (or expected) ENERGY STAR®
Score as well as the related Energy Use Intensity (BTUs per square foot). In the event that EPA revises or
recalibrates the multifamily ENERGY STAR® Score resulting in a property reporting an annual continuing
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performance less than the minimum 75, the Energy Use Intensity reported with the application will
become the minimum performance requirement.

6.6 Green MIP Requirements for Section 223(f)
Applications

A. Existing properties proposed for 223(f) financing may qualify for green MIP in one of two ways. The
first is by providing a previously earned certification recognized by HUD (See Section 6.3.1 or Section
6.3.2) earned not more than 15 years prior to the date of the loan application. The second is by committing
to obtain a certification (either a HUD recognized certification or a non-recognized certification per
Section 6.3.3) after completing repairs and alterations sufficient to earn the selected certification.

6.6.1 Properties with Previously Earned Certifications

A. An existing property with a HUD recognized certification earned within 15 years of the date of
application may qualify for a green MIP rate provided that the Borrower evidences continuing
performance in the same manner as prescribed for Section 223(a)(7) loans (See Section 6.5.1, Section
6.5.2, and Section 6.5.3). Baseline data for these properties should be recorded by downloading the HUD
Custom SEP and attaching it to the CNA prepared for the property in the CNA e-Tool.

B. Some recently built properties may not have achieved and sustained occupancy for a time-period
sufficient to permit benchmarking consistent with Section 6.6.3.A.2 below. These recently built projects
may qualify for green MIP rates if the owner delivers with the application one of the certifications named
in Section 6.3.1 (for new construction or substantial rehab) and has complied with the general
requirements described at Section 6.4.1 through Section 6.4.5 (data collection plan, Rider 5, etc.) In
addition, any recently built project must have been equipped with ENERGY STAR® appliances and
conform to other requirements for new construction or substantial rehabilitation as described in Section
6.7.1. Recording baseline data for recently built projects with no benchmarked results is accomplished
by downloading a HUD Custom SEDI (Statement of Energy Design Intent) based on the as-built drawings
and specifications and attaching it to the CNA in the CNA e-Tool.

6.6.2 Newly Built Properties with No Prior Certification

A. Recently built properties without a HUD recognized green building certification will not qualify for
green MIP. Owners and Developers contemplating a possible future FHA-insured mortgage refinancing
with a green MIP rate for a prospective new development should select and implement a HUD recognized
green building certification appropriate for new construction before beginning the prospective
development.

However, to allow Lenders and Borrowers time to plan projects, the ENERGY STAR® for Existing
Buildings Certification will qualify for green MIP for Section 223(f) applications filed within two years
after publication of this MAP Guide provided the application is consistent with the general provisions of
Section 6.4 as well as the following additional conditions:

1. The Certificate of Occupancy must be issued within three years of the date of mortgage application.
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2. Properties that have achieved at least 12 months of occupancy meeting the minimum occupancy for
the ENERGY STAR® for Existing Buildings Certification must deliver the Certification with the
application for firm commitment.

3. [Ifaproperty lacks the 12 consecutive months of minimum occupancy, a Statement of Energy Design
Intent (SEDI) based on the as-built drawings and specifications of the property and signed by the
Project Architect may qualify provided that the owner commits to deliver the ENERGY STAR® for
Existing Building Certification within three months after the 12 consecutive months at or above the
minimum occupancy is achieved. Repairs or alterations are not permitted as a means of achieving a
prospective Certification.

4. The minimum ENERGY STAR® Score required for use of the ENERGY STAR® for Existing Building
Certification is 90.

5. Baseline data will be recorded by attaching the HUD Custom SEP, or SEDI as applicable, to the Capital
Needs Assessment prepared for the property.

6.6.3 Existing Properties with No Prior HUD Recognized
Green Building Certification

A. Any existing property lacking a prior HUD recognized green building certification (a certification
named in Section 6.3.1 or Section 6.3.2 earned within 15 years of the date of application) may qualify by
committing to obtain one of the certifications available for existing buildings (Section 6.3.2) or an
unrecognized certification appropriate for renovations of existing buildings and selected consistent with
Section 6.3.3. The owner must propose repairs and alterations consistent with and sufficient to achieve
the selected certification. In addition, Borrowers must meet the following requirements:

1. Existing Properties-Selection and Achievement of Green Building Certification. The Project
Architect must assure the Lender and HUD that the green building certification selected is appropriate
for the building(s) composing the property and for the level of construction activity proposed and
must certify that the Borrower’s proposed repairs and alterations when completed will reasonably
achieve the requirements of the designated green building certification. The Borrower is responsible
for achieving the selected certification and maintaining performance for the life of the mortgage.

2. Energy Due Diligence-Benchmarking. All owners of existing properties proposing repairs and
alterations in order to obtain a green building certification must benchmark their property to
establish the annual energy utility consumption against which the expected result of proposed
improvements is measured. (Note that Section 6.4.5 specifies an annual benchmarking procedure to
demonstrate continuing performance by green MIP properties during the mortgage term and that
procedure does not permit sampling. By contrast, this paragraph requires a one-time benchmarking
procedure required for candidate properties which procedure does contemplate sampling.) While
sampling is permitted to benchmark energy use prior to certification, Lenders/Borrowers able to
obtain and use 100% whole building data for establishing the benchmark must do so because this is
a conclusive demonstration of the ability to meet the future, continuing performance requirement.
Whole building, whole property data means 100% of all meters on the property or at the building
and/or all fuels delivered to the property or the building.

The Borrower must retain a qualified, third-party, energy professional who must benchmark energy
consumption for twelve whole, consecutive months, or consecutive utility billing periods consistent
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with a 12-month period, with the last month ending not more than six months prior to firm
commitment application. Physical occupancy for each month must be at least 80%.

If 100% whole-building data is not available, a sampling regimen consistent with the requirements
for ASHRAE Level Il Energy Audits may be used, provided that tenant usage must be determined based
on a sample of not less than 25% of units. If whole building data is available for some but not all
buildings in a property, then the sampling requirements may be applied to the buildings lacking whole
building data. Similarly, if some (but not all) utility providers serving the property provide whole
building data, then sampling may be used to estimate usage for the utility where 100% whole building
data is not available. For any sample, the applicant must demonstrate how the sample is
representative and clearly identify sampled units and buildings. Actual usage must be documented
with copies of source material, i.e., utility bills or statements from the utility provider. If sampling is
used, the documentation must identify the unit and the time period for which usage is reported. If a
utility provides whole building data, the utility’s documentation must show the name and address of
the property and/or building and a count of tenant meters and owner meters by building or by site
utility use as applicable.

The benchmarked results and documentation should be reported in the energy professional’s
ASHRAE Energy Audit, which should summarize aggregate, annual consumption for each energy
source and organize supporting documentation so that a Lender or HUD Underwriter can quickly
verify the accuracy of the information. When a sample is used, the method of extrapolating the sample
results to the whole must be shown. When the data collection and extrapolation of any sampled data
is complete, the energy professional should enter monthly usage in the Borrower’s EPA Portfolio
Manager account. A Statement of Energy Performance (not the HUD Custom SEP) representing the
benchmarked results should be included in the ASHRAE Energy Audit. The ASHRAE Energy Audit
should be attached to the CNA prepared in the CNA e-Tool.

3. Energy Due Diligence-Energy Audits. The Borrower’s energy professional must conduct an energy
audit for the property in accordance with the standard of work for an ASHRAE Level I Energy Audit.
Key features of Level II audits include: a) benchmarking existing use; b) identifying specific
components, assemblies, appliances, equipment or systems that use, move or transmit energy; c)
allocating benchmarked usage to these same items; d) recommending specific repairs, replacements
and alterations to these items likely to reduce energy consumption; e) estimating per item and total
cost of such items together with the per item and total reduction in energy use and cost resulting from
the recommendation. In addition, a Level Il Energy Audit should calculate the number of years
required for the estimated annual energy savings to equal or exceed the cost of the recommendation
for each item (the payback period). Level Il audits provide an investment grade report that adds the
following: a) whole building computer simulation (modeling) calibrated with field data; b) modeling
of conservation measures and corresponding changes in energy consumption; and c) bid-level
construction cost estimating. Accordingly, for Section 223(f) applications where a General Contractor
is retained to estimate total costs and complete construction, an ASHRAE Level Il Energy Audit is
required, but if no General Contractor is retained, a Level III audit is required to provide bid-level
construction cost estimating for energy conservation measures.

4. Energy Due Diligence-Capital Needs Assessment. The Capital Needs Assessment prepared in the
CNA e-Tool for a green MIP application for an existing building must indicate that an ASHRAE Energy
Audit has been prepared and must identify the energy professional as a participant. (Note that many
due diligence providers may qualify as both needs assessors and energy professionals.) In addition,
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energy usage for each item or component named in the Energy Audit should be entered for each
component and alternative. If a component (e.g., windows) does not use, but rather transmits, energy
then the usage entered for the existing component is “0” and the usage entered for each alternative
for that component is either a negative number (indicating expected energy saved relative to the
existing component) or a positive number (indicating additional expected energy use). The CNA e-
Tool will calculate the Total Cost of Operation (TCO) per item for each component and alternative.
Also, it will compare the TCO of a component to each of its alternatives, allowing the user to see and
demonstrate the relative life cycle cost. Ata future date, the CNA e-Tool will also calculate and display
net energy dollar savings for each recommended action (e.g., recommended replacement of 52
existing refrigerators with new ENERGY STAR® refrigerators saves $XX in energy costs per year.) In
the meantime, such dollar savings (increases) should be provided in the ASHRAE Energy Audit.

5. Demonstrating Ability to Achieve and Maintain Minimum ENERGY STAR® Score. In addition to
obtaining green building certification, a green MIP property must achieve and maintain an ENERGY
STAR® Score of 75 or better. To demonstrate a high probability that this score will be achieved, the
energy professional must calculate the estimated, annual, whole building, whole property energy use
expected upon completion of all proposed repairs and alterations. If the selected green building
certification allows a performance-based method for compliance, and the performance option is used
for purposes of certification, then modeling or simulated results should be reported (See Section
6.4.9). The energy professional must then enter these estimated results in EPA’s Portfolio Manager to
obtain a Statement of Energy Design Intent (SEDI) displaying an ENERGY STAR® Score that must
equal or exceed the required minimum score of 75. The energy professional must download a HUD
Custom SEDI, an excel spreadsheet, which should be attached to the CNA in the CNA e-Tool. This
attachment records the expected ENERGY STAR® Score. It also records the expected Energy Use
Intensity (i.e.,, BTUs per square foot) against which continuing performance will be measured in the
event that EPA at a future time recalibrates or revises its multifamily ENERGY STAR® Score.

6. Project Architect Required. Borrowers applying for green MIP under Section 223(f) with a proposed
(not already earned) green building certification must retain a Project Architect (or Professional
Engineer) whose green MIP responsibilities include the same responsibilities as described for
construction at Section 6.7.2. In addition, the Project Architect must certify the acceptability of any
national or multi-state green building certification selected by the Borrower but not recognized by
HUD (See Section 6.3.3). An Architect may not serve as both Project Architect representing the
Borrower, and green building certification verifier or validator representing the standard-keeper of
the green building certification.

7. Green MIP - HUD Repair Escrow Administration. For green MIP applications, HUD will not
delegate repair escrow administration to Lenders. HUD will administer the repair escrow, approve
any and all changes to the scope of work, and conduct periodic inspections of the work in progress.

8. Delivery of Green Building Certification - Extension of Repair Escrow. HUD may approve, if
necessary to achieve the designated green building certification, an extended completion period of up
to fifteen months. The green building certification must be earned and delivered prior to the release
of the Borrower’s assurance of completion and any hold-back of surplus loan proceeds.
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6.7 Green MIP Requirements for Sections 220,
221(d)(4), 231-New Construction, Sub-Rehab

A. All new construction and/or substantial rehabilitation applicants can qualify for green MIP by
obtaining a HUD recognized green building certification (See Section 6.3.1) or an alternative national or
multi-state certification consistent with Section 6.3.3. The selected green building certification must be
earned and delivered prior to Final Endorsement consistent with the Project Architect’s Certification (See
Appendix 5, Section A.5.8.1).

6.7.1 ENERGY STAR® Appliances and Systems Required

A. All new construction or substantial rehabilitation applications for green MIP rates must specify
installation of ENERGY STAR® appliances and central air conditioning systems (if applicable). Other
electrical and mechanical equipment (motors, fans, pumps, etc.) should be high performing, energy
efficient products. For water-consuming appliances and components, EPA WaterSense labeled products
must be specified.

6.7.2 Project Architect’s Green MIP Responsibilities

A. In addition to the general responsibilities of the Project Architect (See Chapter 5), in green MIP projects
the Architect has these additional responsibilities: a) assure that the selected green building certification
is applicable to the contemplated design and scope of construction work; b) coordinate with the green
building certification standard-keeper or its designated verifier to assure that the plans and specifications
meet all certification requirements, including any requisite verifying proofs, exhibits or procedures; c)
when a performance based compliance method is used, select or approve the selection of appropriate
building performance modeling software and complete or supervise completion of performance models
comparing designed performance to any designated baseline code or benchmarked prior performance
using in each modeled design the same assumptions concerning climate, degree days, set temperatures,
owner/tenant behavior, etc.; d) prepare or coordinate with an energy professional to prepare an estimate
of expected utility consumption based on the assumed completion of the project as designed and
operating at stabilized occupancy by the intended tenant profile; e) enter or work with an energy
professional to enter estimated utility consumption in Portfolio Manager and obtain a HUD Custom
Statement of Energy Design Intent evidencing that the project as designed will achieve and maintain an
ENERGY STAR® Score not less than 75; f) coordinate with the Contractor(s) to prepare a detailed
construction schedule that includes all milestones for completion and inspections required by the green
building certification procedures; g) coordinate with the verifier, the Contractor(s) and the HUD Inspector
to assure that all certification inspections, and any resulting corrective actions are timely completed
consistent with the detailed construction schedule; h) coordinate with the verifier, the Contractor(s) and
the HUD Inspector, to assure that any and all tests, commissioning or similar routines required to perfect
the green building certification are completed. (See Appendix 5, Section A.5.8.1.)

6.7.3 Recording Baseline Data-CNA

A. The Lender’s cost analyst will prepare a CNA in the CNA e-Tool reporting future repair and replacement
needs only. No utility consumption data for individual components is required. The cost analyst should
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obtain the HUD Custom SEDI (an excel spreadsheet) and attach it to the CNA in the CNA e-Tool. This will
automatically record the expected ENERGY STAR® Score as well as the related Energy Use Intensity
(BTUs per square foot). In the event that EPA revises or recalibrates the multifamily ENERGY STAR®
Score resulting in a property reporting an annual continuing performance less than the minimum 75, the
Energy Use Intensity reported with the application will become the minimum performance requirement.

6.8 Green MIP Requirements for Section 241(a)

A. Section 241(a) Supplemental Loan proceeds may be used for eligible construction costs including
repairs and alterations to existing buildings or site improvements, additions to existing buildings or site
improvements, as well as construction of new buildings and site improvements. Regardless, a
supplemental loan is secured by the entire premises subject to the lien of the first mortgage, and all
requirements of both liens apply to the entire premises. Therefore, if green MIP is proposed for a
supplemental loan, the entire property must obtain a green building certification. Two green building
certifications may be necessary to achieve certification if both renovations of existing, and construction
of new buildings, are proposed in a supplemental loan (few, if any, green building certifications
contemplate both activities in a single certification). In the event two certifications are proposed, one for
existing buildings, the other for new buildings, the property may be characterized as two phases to the
extent needed for certification, provided that no exception exists to the requirement that the Borrower be
a single asset entity. After completion of construction and delivery of the certifications, continuing
performance will be demonstrated with a single Statement of Energy Performance (SEP) prepared for the
entire property. One or two certifications, as applicable, must be delivered prior to Final Endorsement of
the supplemental loan.

6.9 Underwriting Owner’s Utility Cost as Part of
Operating Expenses

A. For most existing buildings, utility costs are underwritten as part of expected operating expenses based
on three years of operating history. But for applications where savings result from utility conservation
measures included in the Repair Escrow, these savings may reduce the estimated operating budget for
the relevant utility. (Properties with less than three years of operating history are not eligible for
underwriting of reduced utility costs as compared to proven annual utility costs.) While substantial
rehabilitation involves existing buildings, the estimation of utility cost as a portion of forecasted operating
expense is not based on three prior years of expense history, unless the existing building is fully occupied
for the three years prior to application and either will remain occupied during construction, or the
majority of existing tenants will resume occupancy after temporary relocation. When an application for
a stabilized, operating property proposes green building certification, then 100% of projected savings
may offset historic expense, but if no new certification is proposed then only 75% of projected savings
may be underwritten. In all other cases of substantial rehabilitation, and in new construction proposals,
utility costs included in forecasted operating expense must be derived as follows: a) for green MIP
applications, from the modeled or simulated utility consumption calculated for the proposed project; and
b) for applications with no green building certification, utility costs may be estimated by comparison to
other recently built, non-green-building-certified properties in the same utility pricing market.
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6.9.1 Methods for Underwriting Owner’s Utility Costs
Changes

A. For existing properties with energy conservation measures included in the Repair Escrow,
underwritten utility expenses based on the prior three years of operating history may be adjusted based
on the utility cost results of the repairs and alterations as documented in an ASHRAE Level Il Energy Audit.
The savings (or possible increases) estimated must be for specific utilities or fuels and for the specific uses
of these utilities or fuels. For example, forecasted reductions and/or increases in electric consumption
must be detailed for each repair, replace, or add-new action that impacts electric usage. When the net of
these itemized increases or decreases in usage is converted to dollar costs given the local per unit cost of
the utility, only these net costs may be used to offset (or increase) historic costs for electric power. (See
Section 6.9.3 below on obstacles to determining utility price per unit of use.) In cases where the
alterations and repairs alter the mix and use of owner-paid fuels or utilities, (e.g., gas heat replaces electric
heat; or solar hot water replaces or supplements an existing fuel for water heating), the altered and/or
substituted mix and cost of fuels must be shown in the calculation of utility cost used to adjust comparable
historic costs. Itis not sufficient merely to claim a net change and adjust the aggregate historic utility cost.
The specific change derived from each repair, replace, or add-new action must be shown.

6.9.2 Underwriting Owner Utility Operating Expense for New
Projects

A. Green MIP applications for new construction and most substantial rehabilitation projects have no
history of utility use as a benchmark. The energy professional should determine local utility rates and
forecast utility operating expense based the simulated or estimated utility consumption for each owner-
paid fuel or utility used on the site. Consumption should be estimated in the unit of measure used by the
local utility provider to price the fuel, power or water and cost per unit of measure should be the local
price per unit of the utility used.

6.9.3 CAUTION: Changed Energy Use Not Proportionate to
Resulting Change in Cost

A. A complicating factor when estimating the utility cost results of repairs and alterations, or forecasting
utility costs for a new development, is the variability of pricing methods and fixed and variable costs used
by utility providers. For example, many providers charge a minimum monthly amount regardless of
usage, and other usage-based or flat-fee capital cost surcharges, and usage-based price schedules may
include bundled service discounts, volume discounts or surcharges, multiple pricing tiers and peak
demand period pricing. Itis the responsibility of the energy professional to investigate and determine the
appropriate average price per unit of use for each utility used at a property. Therefore, changes in utility
consumption often DO NOT result in proportional changes in costs. It is the Lender’s responsibility to
assure that appropriate expertise and attention are given to estimating utility prices.
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Chapter 7  Valuation & Market Analysis

7.1 Introduction

A. This chapter provides guidance on HUD’s Valuation and Market Study requirements for Third-Party
MAP Appraisers and Market Analysts, MAP Lenders and Underwriters, and HUD staff involved in
reviewing appraisals.

B. A Valuation Analysis evaluates the existing or proposed project as collateral and security for a long-
term mortgage. Depending on program requirements, this includes an estimation of the market value of
the land and/or the property as well as an analysis of the project’s market need, location, residential and
commercial rent and other income, and operating expenses.

C. The Valuation Analysis develops conclusions with respect to feasibility; suitability of improvements;
extent, quality, and duration of earning capacity; and other factors that have a bearing on the economic
soundness of the project. The objective of the appraisal and market study, if applicable, is to establish
value for use in underwriting the supportable loan amount and to determine if the project will meet the
market demand at rents that will pay operating expenses, service debt, and provide for sufficient deposits
to any reserve accounts.

D. The Department has statutory authority (12 USC 1708(g)) to prescribe standards for the appraisal of
all projects to be insured by the Federal Housing Administration. Such appraisals shall be performed in
accordance with uniform standards, by individuals who have demonstrated competence and whose
professional conduct is subject to effective supervision. Under the MAP Program, HUD relies on the MAP
Approved Lender to provide such supervision through the underwriting, loan approval, quality control,
and compliance program and protocols. Additionally, the Department requires a Uniform Standards of
Professional Appraisal Practice (USPAP)-Compliant appraisal review by a HUD Review Appraiser (HRA)
for medium- to high-risk transactions.

E. The Multifamily Regional Center Director has authority to rely on the Lender’s appraisal review
without a HUD staff appraiser review. Exercise of such authority may be appropriate for low-risk
(minimal Level 1 repairs or alterations) and some medium-risk transactions in which the application is
complete, reliable, and not particularly complicated. In all cases, a qualified HUD employee must review
each appraisal for compliance with USPAP and HUD requirements.

1. Low-Risk Transactions. These include, for example, most Section 223(f) projects with minimal
(Level 1 or less) repairs or alterations.

2. Medium-Risk Transactions. These include, for example, 223(f) projects where significant repairs
may be required, RAD or Tax Credit projects as well as Substantial Rehabilitation projects where there
is minimal tenant displacement. This does not include projects that meet the criteria for large loan
underwriting. New Construction projects may be included where the Lender’s Underwriter is
experienced, and the market is well established.

3. High-Risk Transactions. These include, for example, most New Construction Projects and projects
that meet large loan underwriting criteria as set forth in Chapter 3, Section 3.10. Also includes
transactions with leasehold (versus fee simple) ownership interests.
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7.2  Selection of Appraisers and Market Analysts

A. The Lender is responsible for the selection and approval of appraisers and market analysts who are
familiar with MAP guidelines. Lenders must ensure that each selected appraiser and market analyst is
qualified to appraise or perform market analyses for multifamily properties by reviewing their education,
quality and frequency of multifamily appraisal experience, sample appraisals and market studies,
professional affiliations, and state licenses or certifications. The ability to complete various HUD forms
related to the appraisal (e.g., forms HUD-92264, 92273, 92274, etc.) is also a requirement. The Lender
may assist the appraiser in the preparation of these forms, but the appraiser must sign them. Form HUD-
92264-A is an underwriting form prepared by the MAP Lender’s Underwriter and is not a required
appraisal exhibit.

B. The appraiser or the market analyst must be independent of, and may not be affiliated with, the loan
originator, broker, Developer, Borrower, MAP Lender, or any individual or institution involved in any
other financial role in the application. The Underwriter shall not act as the appraiser or market analyst.

C. The MAP Lender’s responsibility for supervision of the appraisal and market study (and any other
third-party reports) requires that the third-party appraiser be selected by the MAP Lender’s Underwriter.
The appraisal must be ordered and paid for by the MAP Lender, and not by the originator, broker,
Developer, or Borrower. The appraisal must identify HUD as an intended user of the report. Appraisals
prepared by any entity not engaged and paid for by the Lender are not acceptable and will not meet HUD’s
appraisal requirements.

D. The market study should be ordered and paid for by the Lender. However, a market study that has been
prepared for the Borrower by a third-party market analyst and meets all other market study requirements
of the Guide, including timeliness, is acceptable. The Lender is responsible for the review and acceptance
of all market studies submitted with the application.

E. In accordance with the Fair Housing Act, there shall be no discrimination on the basis of race, color,
national origin, religion, sex, disability, or familial status in the selection of an appraiser or market analyst.
Discrimination by age is also prohibited by the Age Discrimination Act of 1975. The Equal Access Rule
(24 CFR 5.105(a)(2)) provides for non-discrimination based upon actual or perceived sexual orientation,
gender identity, or marital status.

F. HUD reserves the right to examine the credentials of all appraisers and market analysts hired by the
Lender, and to reject any individuals that it considers unqualified. HUD staff with concerns about a third
party’s capability, competence, or experience should contact the Counterparty Oversight Branch (COB)
through their supervisory chain. HUD will not reject any third-party contractor without having first issued
warning letters to the Lender highlighting the areas of non-compliance in their submitted reports. Third-
party contractors will be afforded the right of appeal and due process in defending their work, consistent
with COB procedures.

G. HUD does not formally approve appraisers or appraisal firms as being “MAP Approved.” Rather, the
MAP Lender is responsible for ensuring the professionalism and competence of its contracted appraiser
as well as the quality of the ultimate appraisal product submitted as a component of the Lender’s
application.
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H. The most current appraiser Certification required by USPAP must be signed by the appraiser. In
addition, the appraiser must include a certification that the racial /ethnic composition of the neighborhood
surrounding the project in no way affected the appraisal determination.

7.3  Appraiser and Market Analyst Qualifications

7.3.1 Appraiser Qualifications

A. Each third-party appraiser must meet the following minimum qualification requirements:

1. Be aCertified General Appraiser under the appraiser certification requirements of the state in which
the subject project is located;

2. Be currently active and regularly engaged in the appraisal of multifamily properties;

3. Meet all requirements of the Competency Rule described in USPAP, which applies to each certified
appraiser who signs the report. If any of the persons involved in preparing the report is a trainee
acting as an assistant, this must be disclosed in the report;

4. Have at least three years of income project appraisal experience; and

5. Be knowledgeable concerning current real estate market conditions and financing trends in the
geographic market area where the subject project is located and be experienced in appraising
multifamily properties with the complexity and characteristics similar to those of the subject project.
If the subject contains commercial space, Low Income Housing Tax Credits (LIHTC), or other
subsidies, the appraiser must have acceptable prior experience in the appraisal of comparable
properties.

B. The above requirements apply to each Certified General Appraiser signing the report. It is not
permissible for an appraiser who is not certified in the appropriate jurisdiction to circumvent certification
requirements by having a locally certified appraiser co-sign the report. Appraisers who are not certified
in the appropriate jurisdiction may not perform the required project inspections of the subject or
comparable properties. The appraiser must disclose any of the persons involved in preparing the report
who are not certified general appraisers and are acting as an analyst, assistant, or trainee.

C. Temporary certifications are permissible; however, the above competency requirements still apply.
The appraiser is responsible for checking the accuracy of all information obtained from local sources and
must indicate the names of all individuals who provided material assistance in preparing the appraisal. A
temporary certification must be obtained prior to beginning the assignment. The Lender may select
appraisers with a temporary certification who have documented how they will achieve competence in the
subject area in accordance with USPAP.

7.3.2 Market Analyst Qualifications

A. Each Market Analyst must meet the following minimum qualification requirements:
1. Have atleast 3 years of experience in performing market studies for income-producing properties;

2. Be currently active and regularly engaged in performing market studies for multifamily properties;
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3. Be knowledgeable concerning real estate market conditions and financing trends in the geographic
market area where the project is located; and

4. Be experienced in performing market studies for multifamily properties with the complexity and
characteristics similar to those of the subject project. If the subject contains commercial space, LIHTC,
or other subsidies, the market analyst must have acceptable prior experience with comparable
properties.

B. COB will investigate any Regional Center or Satellite Office complaints that a Lender is contracting
unqualified or unlicensed appraisers or market analysts.

7.4 Valuation Reviews of Third-Party Reports

A. Certain underwriting functions may be transferred to HUD staff who are in locations that are distant
from the project under review. These functions may include, but are not limited to, appraisal and market
study review.

B. Third Party Appraisers and Market Analysts working on MAP transactions should assume that HUD
staff who are performing reviews may not always be able to physically inspect the subject and
comparables, and that the market information used to verify and determine the validity of conclusions
may be purchased from national data sources such as, but not limited to, CoStar and REIS. (Note: In all
cases, the project will be physically inspected by a qualified HUD staff member for purposes of an
environmental review.)

C. Project locations that are outside the urbanized areas covered by these national data sources are
affected by market forces for which there will be little property-specific information available to HUD
staff. HUD staff will not typically have the same level of knowledge of a particular project or location as
the professional who has done the extensive research and analysis necessary to develop credible
conclusions. The review function would not be efficient or sensible if it involved the same level of time
required to develop and prepare an appraisal report/study. However, reviewers must take the time
needed to make contacts with market participants to develop as much knowledge as possible to reach
reliable conclusions about the work under review.

D. Third-party report providers and MAP Underwriters must ensure the application and supporting
material contain sufficient information for remotely located HUD staff to make an informed decision. For
projects in a location that are not adequately covered by national data sources, the reports must reference
the local sources and contrast them with recognized national sources. The goal is to assure that the
reviewer can fully understand the nuances of the local market.

7.5 Content and Format of the Market Study
7.5.1 Purpose and Focus of the Study

A. The purpose of the market study is to assure that there is enough sustainable demand for additional
units without adversely impacting the existing supply, so as to maintain a balanced overall market. The
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focus of the market study is on the overall demand within a defined market area, and of the proposed
project’s ability to capture and sustain a share of the total (incremental demand). The primary and
secondary market areas analyzed by the Lender’s market analyst may be narrower in scope than the
market analysis prepared by the HUD Economic and Market Analysis Division (EMAD), which analyzes
the broader Metropolitan Statistical Area (MSA), county, or smaller submarket area as appropriate. The
market analyst must, however, also discuss the larger MSA or county. The study must estimate the
number of renter households with sufficient incomes to afford the type of housing at the rents proposed
at present, as well as any expected changes in rental housing demand in the foreseeable future (typically
the next 3 to 5 years). The study must also identify and discuss any risks associated with longer-term
changes in rental housing demand (during the term of the mortgage). In addition, the study must estimate
the number of units that the market could reasonably absorb over a specified forecast period, which is
typically 3 years, taking into consideration competitive units in the existing inventory, units currently
under construction, and units in the planning pipeline, as well as the gross and contract rents of those
units.

B. For projects designed for the elderly, families, and persons aged 62 and over, the study must define the
age restrictions, the anticipated household configuration, and any anticipated household services. The
study must also estimate the number of elderly households with sufficient incomes to afford the type of
housing and services (if any) under study, any expected change in the number of such households, the
proportion of those households that would need and demand such housing, and the number of units that
the market could reasonably absorb and sustain over the forecast period.

C. The market study and appraisal should be completed by two separate entities in order to preserve
independent analysis and conclusions. Any alternative, such as two individuals from the same firm
completing separate reports, must be documented/supported by the MAP Lender, approved by HUD at
the concept meeting, and documented in the encouragement letter issued by HUD.

D. No market study, other than that which would be provided in the appraisal, is required for projects
with 90% or more project-based rental assistance.

7.5.2 Effective Date

A. The effective date of completion of the market study for purposes of a pre-application submission must
be within 120 days prior to the submission of the pre-application package. The date for submission of the
market study for a firm commitment application must be within 180 days prior to the issuance of the Firm
Commitment. The date of the market study can be the date of the site inspection or the date the analyst
completes his/her research on active and proposed competitive properties (the effective date), but not to
exceed 30 days from the date of the site inspection in either case (these dates should be noted by the
analyst in the market study). The effective date is defined as the date that the opinion applies and may or
may not be the same as the date of inspection. Expired reports must be updated as necessary by analyzing
all relevant data. In cases where a Firm Commitment is delayed and the market has remained stable, HUD
may, at its discretion, consider waivers to allow the Lender’s Market Analyst to resurvey the data and
provide an update letter referencing any changes or impact to the conclusion contained in the report.

B. Assuming a two-stage application process, the Lender must either submit an updated market study or
a Limited Scope Update to the original market study with the submission of the firm commitment
application. A Limited Scope Update report requires revisiting the demographic and competitive
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environment (including supply), a recalculation of Net Demand and Effective Demand, and a discussion of
subject property’s proposed rents in the current competitive environment. It should also include any
material changes in the primary market area including unemployment rates, adjustments to the labor
force, and any large layoffs or employment losses that may have occurred since the original market study.
It does not require updating all contextual information included in the original market study and can
typically be conducted as a desktop analysis.

7.5.3 Forecast Period for Market Study

A. The Forecast period for the Net Demand Analysis should be a three-year period starting at the effective
date. Extenuating circumstances may require construction and lease up to stretch to a fourth year due to
the regulatory environment or the nature of construction in the subject market (e.g., dense markets, high
rises in central business districts). If the demand period exceeds three years, demand should be adjusted
to match the specific term of the Forecast period. The longer demand periods must include an estimate
of new supply beyond three years.

7.5.4 Project Rents Used in Market Study

A. The rents as determined by the appraisal are to be compared to those concluded in the final market
study. Variations in rents between the market analyst and appraiser may have only a minor impact on
effective demand indicators but may have a significant impact on the market analyst’s opinion about
absorption, since absorption is contingent on a specific rent level. The impact of this must be reflected in
the final report. The market analyst must evaluate the rents for the subject and discuss the
appropriateness of the rents based on current market conditions and an evaluation of the subject site and
product offered, including suggested changes. Rents analyzed in the market study must be compared with
the independent analysis completed by the appraiser and reconciled by the Lender.

7.5.5 HUD as an Intended User

A. All studies should designate HUD as an intended user, along with the Lender and Sponsor/Developer.

7.5.6 Executive Summary

A. All market studies must contain an Executive Summary with a concise summary of the data, analyses,
and conclusions, including the following:

1. A description of the site and the immediate surrounding area;
2. A summary of the project, including the proposed targeted population;

3. Summary statements describing the condition of the economic, demographic, and competitive
environment;

4. A statement of key conclusions reached by the analyst, including but not limited to the Net Demand
and Effective Demand for the subject and forecast average annual change in the number of households
for a specified period of time;
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7.
8.

A summary of competitive advantages and disadvantages, and issues that will affect the project’s
marketability, performance, and lease-up, as well as points that will mitigate or reduce any negative
attributes;

The number of units currently under construction or in the development pipeline;
A statement of the analyst's opinion of market feasibility of the project; and

Recommendations and/or suggested modifications to the proposed project, if appropriate.

7.5.7 Description of the Proposed Project

A. The market study must include a thorough description of the proposed project, including:

1. The number of units by type and size with information on the number of bedrooms and bathrooms,
structure type, square footage, etc. Actual (paint to paint) size should be noted as well as the size in
published brochures or other media.

2. The proposed contract, utility allowance, and resulting gross rents by unit type. (Gross rent is defined
as the cost of renting the unit, including the cost of resident-paid utilities.)

3. Description of any income or rent restrictions imposed on the project by the use of public financing
and/or subsidies (e.g., LIHTC, tax-exempt bonds, or subordinate loans). Identify any project-based
rental subsidies to be offered, specify the number of subsidized units, the type and form of the
assistance, and rent levels compared to market rents.

4. Utility policy describing which costs are paid by the tenant and which costs are paid by the
owner/landlord.

5. The unit features, project amenities and services, and associated cost.

6. For rehabilitation projects, provide:

a. Adescription of the proposed scope of rehabilitation including a breakdown of hard and soft costs,
if available.

b. An estimate of total construction cost and cost per unit.

c. Identification of the existing unit mix and rents including any existing housing subsidies. Current
and proposed rents should be compared.

d. Current and historical (if available) occupancy information.

e. An analysis of the current rent roll (if available) to determine if existing tenants will remain
income-qualified and/or able to afford the proposed rents.

7. The project location, in terms of:

a. Characteristics of the neighborhood in relation to schools, transportation, shopping, employment
centers, social and community services, etc., to include a study of the adequacy of the public
facilities that will service the site. The report must include a map showing the site and important
neighborhood facilities and amenities.

b. Any other locational considerations relevant to the market and marketability of the proposed
project.
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c. A conclusion concerning the suitability /appropriateness of the site for the proposed use.

8. Other Characteristics, if any, of the proposal that will have a specific bearing on its market prospects
and overall marketability.

7.5.8 Primary Market Area

A. The Primary Market Area (PMA) is the geographic area in which units with similar characteristics (e.g.,
number of bedrooms and rents) are in equal competition. The location of the competing projects and the
expected origin of the majority of the residents must be discussed. The size of the PMA for general
occupancy rental housing can vary significantly depending on the extent and location of comparable and
competitive products within a specific area and geography. In some cases, both a primary and secondary
market area must be defined. When defining the boundary of a market area, the analyst should consider
the locations of comparable and competitive rental developments (existing, under construction, and
developments in planning) and commuting times from employment. Data on place of work or residence,
population from the Decennial Census, American Community Survey (ACS), private data services, and
local sources will aid in this determination.

B. The market area analysis must include the following:

1. Alegible map of the PMA, showing delineated boundaries, location of the subject, major highways and
thoroughfares, geographic features like rivers and lakes, and political divisions such as state lines and
city limits. The map must have a title, bar scale, north arrow, and legend.

2. Adescription of the geographic boundaries of the PMA and a justification for the delineation, including
a discussion of the location of competitive housing, relevant services and amenities, and
concentrations of employment opportunities.

7.5.9 Economic Context

A. The market study must include a thorough description of the current and forecast economic
characteristics and conditions of the PMA, county, "micropolitan”, or metropolitan area (whichever are
applicable). The description is necessary to provide background and justification for the subsequent
demographic analysis and estimates of demand for additional rental housing. Current economic
conditions and employment characteristics must be discussed, including:

1. Identification of growth sectors in the economy and emerging trends, including a detailed discussion
of the sectors in the economy that have a major impact on the local housing market, such as military
facilities, colleges and universities, federal and state government, major employers, or tourism.

2. A study of recent trends in employment, including unemployment statistics and new job creation or
loss, with a detailed discussion of historical nonfarm and resident employment levels and changes.

3. Any anticipated changes in employment as a result of expected closings, openings, expansions, or
cutbacks by leading employers, with a particular emphasis on how this would affect the rental market
during the forecast period, including any seasonal employment markets.

4. Information on the types of jobs being created and lost, including data on pay scales and how these
wage levels relate to the affordability of the proposed rental units.

5. Alist of major employers in the PMA, the type of businesses, and the number employed.
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6. In relevant markets (such as resort areas), comment on the availability of affordable housing for
employees of businesses and industries that draw from the PMA.

7. Aforecast of employment for the specified forecast period and how this forecast supports demand for
additional new rental housing.

7.5.10 Demographic Analysis

A. The market study must include a thorough description of the current and forecast demographic
characteristics and conditions of the PMA with a comparison to the secondary market, including a detailed
explanation of all significant trends and changes addressing:

1. Recent trends in population and household growth from the most recent decennial census, current
estimates, and growth projections over the next 5 years covering such subjects as population change,
migration, net natural change, household growth or decline, and changes in the average household
size.

2. For senior communities, current and projected senior household base with 55+ and/or 62+
householders.

3. A thorough discussion of past building trends in comparison to household trends.

4. Characteristics of the current household base, including family type, current and change in tenure, age
distribution and household type, and rent burden.

5. Current income characteristics of the population and income by tenure.

6. For senior communities, tenure breakdown, income characteristics, and rent burden of senior
households.

7.5.11 Current Housing Market Conditions

A. The market study must include a comprehensive description of the current conditions of the rental
market in the PMA, and of the sales market, if relevant. This description should include a summary
statement on the current condition of the overall rental market and of the rent levels in the market of
comparable projects, looking at both market-rate communities and affordable units/communities. If
appropriate to analyze, subsidized communities in which tenants are not responsible for all rent being
charged should be discussed separately from market-rate/affordable communities.

B. The analyses should include the following:

1. An estimate of the current competitive rental inventory of professionally managed units in the PMA,
with data on the number of units by structure type, number of bedrooms, rent levels, year built, and
location.

2. A thorough discussion of recent market trends analyzing the following:

a. Current vacancy levels and recent trends in occupancy/vacancy in existing rental projects.
Occupancy levels should be reported for market-rate as well as affordable communities, and/or
age-restricted communities, if applicable.
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b. Absorption experience of recently completed rental developments, including estimates at a
project level of per unit per month absorption rates, with particular emphasis on comparable and
competitive projects that have entered the market within the past 24 months.

c. Current effective rents for comparable and competitive projects, reflecting incentives and utility
policies. Include a discussion of rent trends in this inventory during the past 24 to 36 months.
The description should identify any services included in base rents or offered at a premium.
Where relevant, the report should include information on the extent of rent concessions or similar
incentives, particularly in projects in initial occupancy, and must address the impact of
concessions on rent levels and whether the quoted rents are overstated due to concessions or
other factors.

d. Estimated current overall rental vacancy rate and vacancy rate for units similar to those in the
proposed project. Significant seasonal variations in vacancy rates, if applicable, should be
discussed.

e. Discussion of any vacancy or absorption problems in the market, particularly in the segments of
the market most relevant to the subject project.

f.  Theimpact, if any, of the single family and condominium market conditions, including an analysis
of the cost to rent versus to own, and the impact of foreclosures and of the shadow inventory of
single family and condominium units.

3. The report must include a map showing locations of existing competing rental projects, projects
currently under construction, and those in the planning and development process.

4. Ifappropriate, analyze inventory, occupancy levels, and waiting list of deeply subsidized communities
in the PMA.

5. If appropriate in markets without a significant inventory of professionally managed rental units,
provide an overview discussion of the scattered-site rental market that might compete with the
subject property, including type of structure, units available, and rents.

7.5.12 Rental Units in the Pipeline

A. The market study must include separate estimates of the numbers of rental units currently under
construction and in the planning and development process that are likely to enter the housing market
during the specified forecast period. These estimates should include all rental developments known, not
solely those determined by the analyst to be comparable and competitive. The description of the pipeline
activity should clearly identify any significant characteristics of specific developments with rent
restrictions or rent limits, such as LIHTC or age-restricted occupancy. The report should provide:

1. An estimate of the number of projects currently under construction, the total number of units, the
numbers by bedroom size (number of bedrooms) by rent range, structure type, and amenities (if
available).

2. An estimate of the number of projects in planning stages that are likely to be developed, including but
not limited to those with building permits or firm financial commitments, with details on the number
of units by bedroom size, rents, locations, and stage of development.
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3. Alist of LIHTC projects in or near the market area that are not yet placed in service, giving as much
known detail as possible on estimated placed-in-service dates, unit mix, and income levels to be
served.

4. For senior proposals, a list of all existing and anticipated senior projects within or near the market
area, including characteristics such as type of age restriction (55+ or 62+), number of units by
bedroom size, income restrictions (if applicable), location, rents, and any features, amenities, etc.
included with the rents. For future projects, include as much known detail as possible on estimated
placed-in-service dates.

5. A map locating all proposed communities.

7.5.13 Demand Estimate and Analysis

7.5.13.1 Net Demand Analysis

A. The market study must include an estimate of future demand for the specified forecast period, typically
36 months. The estimate of demand must be based on a calculation of incremental demand (i.e. demand
for additional new units) and must address the following factors:

1. Renter household growth during the forecast period.

2. Recent trends in tenure broken down by homeownership and rental that may increase/decrease the
demand for rental units (e.g., households shifting from renter to owner tenure.)

3. Replacement of existing rental units lost from the inventory due to demolition, conversion, shifting of
owner units into the rental market, and by other means.

4. The effect of any current excess vacant supply, based on an estimate of the balanced market vacancy
rate, which is typically assumed at five percent.

5. Reconciliation of the number of units in the proposed project with the demand estimate for the PMA,
taking into consideration current housing market conditions, available vacancy, and forecast
additions to the supply (planned and under construction).

6. The impact of demand on occupancy levels. Analysts must comment on the potential impact of the
net demand conclusion on future occupancy levels in the market by the end of the forecast period,
especially if net demand indicates supply and demand are concluded to be out of balance.

7.5.13.2 Effective Demand

A. The estimate of "effective demand" is the pool of households with sufficient income and/or applicable
household size that would be expected to demand such housing during the forecast period, including the
income levels and rent- to-income ratio(s) assumed in the study. Evaluation of Effective Demand includes
an analysis of Capture Rate and Penetration Rate:

1. Renter Capture Rate is defined as the percentage of qualified potential renter households in the PMA
that the property must capture to fill the units and achieve stabilized occupancy. Qualified Renter
Households is defined as households that meet any applicable age and household size restrictions and
are within any limiting income eligibility band, such as LIHTC Income Limits, and who have sufficient
minimum income to pay the proposed rent without being rent overburdened. The Renter Capture
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Rate is calculated by dividing the total number of units at the property by the total number of renter
households that meet the applicable age and any income band requirements.

2. Penetration Rate is defined as the percentage of Qualified Renter Households in the PMA that the
property and similar existing and proposed competing properties must capture to fill all units and
achieve stabilized occupancy. The Penetration Rate is calculated by dividing the total number of units
in the competitive inventory (including the subject property, current competitive properties, and
proposed relevant competitive properties) by the total number of renter households that meet the
applicable age and income eligibility band requirements.

3. For communities with subsidized units, affordability and penetration rate sensitivity analyses should
be conducted both with and without project-based rental assistance.

4. The capture and penetration rate analysis must be completed for each unit type at the subject
property.

7.5.13.3 Evaluation of Net Demand and Effective Demand

A. The evaluation of Net Demand and Effective Demand should take into consideration:
1. The current and anticipated supply/demand conditions in the overall rental market;

2. The potential depth of the market of income-eligible households in comparison to the number of units
at the proposed rents; and

3. The marketability of the proposed units considering the project's amenities, rents, and location
relative to comparable and competitive projects and other available housing options.

7.5.13.4 Demand for LIHTC Projects

A. Provide an estimate of demand, including capture and penetration rates, based on potential income-
eligible residents. An income-eligible resident is one whose income does not exceed the maximum
permitted by the affordability restrictions, but who has sufficient minimum income to pay the proposed
rent without being excessively rent-burdened. Households are considered "rent-burdened” if they pay
more than 30 percent of their household income in gross rent, and "severely rent-burdened" if they pay
more than 50 percent. The market study must describe what basis is used for rent-burdened (e.g., 30
percent, or some other percent, but in all cases less than 50 percent.) To make these determinations,
consider the following information and guidance:

1. The market study should specify the applicable LIHTC maximum rents, market rents, and impact on
achievable rents and project-based subsidy rents.

2. When the proposed rents are set at the LIHTC maximums, the market of income-qualified residents
for the restricted units may be comprised of a relatively narrow band of income-eligible renters whose
incomes do not exceed the maximum but are sufficiently high to pay the rent without being rent-
burdened. This can resultin problems with the market feasibility of the project. Depending on income
and rental market conditions in the area, there may not be a sufficient number of potential renters
who meet the income limit and are also able to afford the restricted rent. In many markets, LIHTC
project rents need to be set below the maximum permitted.

MAP Guide, March 2021 Chapter 7 Bookmarked Version
Go to beginning of Chapter 7 Page 7-12 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 7 Valuation & Market Analysis
Go to Table of Contents 7.5 Content and Format of the Market Study

3. Some LIHTC projects include additional types of assistance (such as Section 8 rental assistance or
various forms of subordinate financing) which further reduce the tenant-paid rents and thus expand
the pool of potential income-eligible residents. The market study must identify the estimated number
of households who are eligible but are not excessively rent-burdened when paying gross rent
(including utilities).

4. The determination of demand and capture/penetration rates should take into consideration:
a. the current and anticipated supply/demand conditions in the overall rental market,

b. the potential depth of the market of income-eligible households in comparison to the number of
units at the proposed rents, and

c. the marketability of the proposed units, taking into account the project's amenities, rents, and
location relative to comparable and competitive projects and other available housing options.

B. The Regional Center/Satellite office staff should consult with EMAD in assessing the determination of
eligible income band, capture rate, and absorption rate contained in the market study. Projects with
insufficient demand for the units at the proposed rents should be rejected.

7.5.14  Findings and Conclusions

A. Provide a Project Evaluation. Evaluate the subject property within the context of the site, economic,
demographic, and competitive characteristics. Comment on the strengths and weaknesses of the
proposed project in terms of location, project size, unit breakdown, unit sizes, amenities, features, and
rents.

B. Address the absorption rate, which is defined as a projection of the pace of unit lease up as units
become available for occupancy. The study should also include an estimate of the absorption period
needed for the project to reach a balanced market occupancy rate (e.g., 5% or the market’s typical
stabilized occupancy level based on current market data and the Net and Effective Demand estimates.)

C. The market study must include an assessment of the impact the proposed project will have on existing
rental developments. Specifically, the study must address the impact on existing insured properties and
show whether sufficient demand will be derived from new renter households, the shifting of households
into the rental market, or the replacement of lost or sub-standard units. It must be demonstrated
quantitatively that the number of units under construction and the proposed supply, including the subject,
will not create over-supplied or overall soft market conditions. Even if the subject does not directly
compete with existing insured or uninsured properties, an oversupply of units could spill over into all
segments of the market.

D. For age-restricted properties, the market analyst must describe the intended occupancy regime. The
MAP Lender’s Underwriter narrative must ensure that the analysis and owner’s intent based on their
representations comply with FHA program guidance and Fair Housing law.

E. When projects have a commercial component, the market analyst shall acknowledge and describe the
presence of any commercial space. The description should include information on: traffic counts; trends
in commercial vacancy rates and commercial rents in the submarket in which the subject site is located;
inventory of competitive centers in the immediate vicinity of the subject site; representative sample of
rents presently available in the market; pipeline of commercial properties; evaluation of expenditures
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compared to supply to determine gaps in the market for retail; an opinion on commercial development
opportunities on the subject site; and an opinion on achievable rent levels for such space. This level of
detail is likely not necessary for commercial space under 5,000 square feet. A more detailed analysis will
be completed by the MAP Appraiser. See Section 7.7.14.

7.5.15 Guidance for Income-Restricted Projects

A. According to USPAP Advisory Opinion 14:

“Subsidized housing may be defined as single- or multifamily residential real estate targeted for ownership
or occupancy by low- or moderate-income households as a result of public programs and other financial
tools that assist or subsidize the Developer, purchaser, or resident in exchange for restrictions on use and
occupancy.” While HUD provides the primary definition of income and asset eligibility standards for low-
and moderate-income households, other federal, state, and local agencies define income eligibility
standards for specific programs and developments under their jurisdictions.

The competency required of appraisers and market analysts to appraise or prepare market studies for
subsidized housing extends beyond typical multifamily residential experience and requires an
understanding of the various programs and definitions involved in the particular subsidy program
applicable to the development. Practitioners should be capable of analyzing the impact of a particular
subsidy program in both the general market and the local subsidized housing submarket. Political changes
may affect these requirements and therefore must be fully understood.

7.5.16 Data, Estimates, and Forecasts

A. The study should document the methods and techniques used to develop all estimates and forecasts
and provide relevant and current citations on the sources of all data, estimates, and forecasts. Conclusions
in the study must be consistent with the facts presented; findings and recommendations should be based
on a reasonable forecast of market supply/demand conditions and sound assumptions regarding capture
rates, absorption, achievable rents, income affordability, and similar factors. To the extent possible, the
qualitative and quantitative estimates of demand for additional rental units should address the changes
in renter households by household size, not just in total. Although data for all household sizes may be
used, a study of the trend of change by household size may derive a more representative and accurate
demand estimate consistent with the characteristics of the target market.

7.6  Appraisal Requirements

A. The Development of the appraisal must comply with USPAP Standards Rule 1, the Scope of Work Rule,
and assignment conditions outlined throughout this MAP Guide. The report shall be in a narrative format,
comply with USPAP Standards Rule 2, and contain all of the information necessary for loan underwriting
and for the reviewer to easily understand the reasoning employed by the appraiser. Standard Rule 2 does
not dictate the form, format, or style of real property appraisal reports. The form, format, and style of a
report are functions of the needs of the client and intended users. The substantive content of a report
determines its compliance.
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7.6.1 Effective Date

A. For pre-applications, all appraisals must have an effective date within 120 calendar days before the
date of the pre-application package. For Firm Commitments, the effective date of the appraisal must be
within 180 calendar days prior to the issuance of the Firm Commitment. The MF Regional Center/Satellite
Office may require an updated appraisal prior to an amendment, re-issuance, or an extension of the Firm
Commitment (e.g., if there is a material change in the terms of the mortgage or in the market conditions
and market data upon which the Firm Commitment was based.) Expired reports may be amended or
updated as needed by re-surveying all relevant data. HUD defines the effective date as the most current
date that the appraiser inspected the subject and comparables and developed estimates of rents and
expenses. Updated appraisals can be submitted if the appraiser re-inspects the exterior of the subject
project, re-surveys the rental comparables, and reviews the market for any additional sales comparables.
USPAP Advisory Opinion 3 should be followed for guidance on completing and reporting appraisal
updates. Lenders should provide for updates in their response to the invitation letter in case of processing
delays prior to issuance of the Firm Commitment. The Regional Center/Satellite Office has the authority
to waive the 180-day requirement or decrease the amount of time until expiration of the report depending
on market conditions.

B. HUD recognizes that occasionally there may be situations where the Inspection Date and Effective Date
may differ, but there should not be a significant difference between the Inspection Date and the Effective
Date. While in the course of preparing the appraisal report, new market information may become
available that has a material effect on the results of the appraisal. This should be noted in the appraisal
report. If there are questions, the Regional/Satellite Office (rather than HUD HQ) should be consulted.

7.6.2 Brevity

A. The appraisal report should be clear and concise. The appraiser should reference in the body of the
report conclusions derived by the analysis of large tables of data, and the actual data should be included
as an addendum. Appraisals must be submitted as an electronically signed and searchable PDF file.

7.6.3 Complex or Unusual Appraisal Assignments

A. When an appraisal assignment involves a subject with property rights issues or other unusual
circumstances, third-party appraisers must be sure to comply with USPAP Standards Rule 1-1(a), “In
developing a real property appraisal, an appraiser must be aware of, understand, and correctly employ
those recognized methods and techniques that are necessary to produce a credible appraisal.” When
these issues occur, the Lender and appraiser (if identified) should consult with the Regional
Center/Satellite Office at a concept meeting before the appraisal assignment begins.

7.6.4 HUD Forms to Include in the Report

A. Form HUD-92264 and supporting forms HUD-92273, HUD-92274, and HUD-92264T (if applicable)
must also be prepared and included in the report.
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7.6.5 USPAP Jurisdictional Exception Rule

A. The USPAP Jurisdictional Exception rule is not generally applicable in HUD appraisal assignments.
Nevertheless, the USPAP Jurisdictional Exception Rule clearly states that if an applicable law or
administrative rule such as the MAP Guide or a HUD Notice preclude compliance with any part of USPAP,
then that part of USPAP becomes void for that assignment.

7.6.6 Occupancy Percentage

A. Unless otherwise noted, the occupancy used in the valuation of properties for acquisition or refinance
should be based on the occupancy that is prevalent for the subject’s area. This is reflected in Criterion 3
on form HUD 92264-A. The Underwriters may need to use more conservative (lower occupancy/higher
vacancy) rates to comply with FHA program guidance in sizing the debt-service constrained mortgage
comparisons. The estimate of occupancy should consider the historical performance of the subject and
the vacancy and collection loss typical for the subject’'s market area to determine the occupancy
percentage. The appraiser should ignore unsustainable market conditions and short-term spikes in the
occupancy rate due to seasonal changes and short-term demand for specialized employment (e.g., disaster
relief workers.)

7.6.7 Sections 220, 221(d)(4), and 231

A. Sections 220, 221(d)(4), and 231 (new construction only) do not call for an “as complete” value
conclusion. The Department considers valuation work for these assignments to be an appraisal that is
developed and reported in compliance with USPAP Standards 1 and 2.

1. By statute, FHA Multifamily new construction programs are replacement cost-limited mortgages and
require a valuation of the land, a debt service analysis, and a cost approach to value. An estimate of
the market value after completion is not required or relevant. The appraiser must fully examine the
proposed construction costs of the subject project at the Firm Application stage. The MAP Lender’s
Appraiser must present, analyze, and support the cost approach based on the plans, specifications,
and development costs using either a subscription cost service, the lender’s third-party cost analyst,
or a direct comparative analysis of recently completed similar developments. Substantial
Rehabilitation projects require an estimate of the “As Is” value of the project (as opposed to only the
land) by use of the income and direct sales comparison approaches to value when possible.
Unoccupied or “shell” structures may be appraised using the sales comparison approach and/or cost
approach.

NOTE: The Section 231 Sub Rehab Program is an exception - those projects require calculation of both
a cost and an “as completed value” limited mortgage amount.

For apartments that are occupied, the primary method to determining value is the Income Approach.
The value should be what the typical purchaser would pay for the income stream currently associated
with the subject based on its actual condition and occupancy restrictions. The as-is value must not be
based on after-rehab projected income or any advantages that will accrue as a part of the transaction.

NOTE: See special instructions for Cost Certification as it relates to As Is Valuation in Chapter 13,
Section 13.21.

MAP Guide, March 2021 Chapter 7 Bookmarked Version
Go to beginning of Chapter 7 Page 7-16 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 7 Valuation & Market Analysis
Go to Table of Contents 7.6 Appraisal Requirements

2. The appraiser and the MAP Underwriter must assure that there is a sufficient narrative and exhibits
to allow a reliable underwriting decision to be reached. This should include, but is not limited to,
location maps, photographs of the subject, rent and expense comparables, site and floor plans, along
with thorough explanations of all adjustments.

7.6.8 Section 223(f)

A. For Section 223(f), calculate all three approaches to value for subjects that have an actual age of less
than ten years. The appraisal for the 223(f) refinancing should assume market value for purposes of
developing Criterion 3 and should further assume that any proposed repairs/improvements have been
completed, as rents, expenses, and value must reflect completion of any proposed repairs or
improvements. Notall repairs/improvements will result in an increase in value. Structural repairs, utility
line improvements, or other repairs that do not directly result in an increase in market share or would
not result in a resident’s willingness to pay an increased rental amount likely will not increase value. Any
proposed rental increase must be demonstrated by market data.

7.6.8.1 Value for Rent Controlled Properties

A. The appraisal should use market rents for purposes of developing Criterion 3 except in cases where
rent control or a legislative restriction exists that limits the maximum rents in perpetuity and where such
limits survive foreclosure. In these limited cases, the controlled or legislatively limited rents should be
used to develop Criterion 3.

7.6.8.2 Cost/ Summation Approach

A. The cost or summation approach must consider all applicable forms of depreciation, functional, and
external obsolescence. The cost/summation approach shall not automatically set the upper limit of value
for these programs. The appraiser should provide a final reconciliation of the three approaches to value,
and consider the basic principle of substitution in that no prudent purchaser would pay more for a project
than the cost to acquire a similar site and construct improvements of equal desirability and utility. This
approach may be eliminated at the discretion of the appraiser for subjects that are ten or more years old.

7.6.8.3 Sales Comparison Approach

A. In multifamily housing, the entire project as a whole typically does not offer a convenient basis for
comparison with other entire projects due to differences in size, composition, areas, units, and rooms. In
such cases, acceptable units of comparison are price per living unit, price per room, and price per square
foot of gross building area (GBA). Adjustments to the sales should reflect market conditions and be
supported through appropriate analysis. A comparative adjustment for a Net Operating Income (NOI)
differential in the Sales Comparison Approach (more commonly known as an NOI adjustment) is not
permitted under any circumstances.

7.6.8.4 Income Approach

A. The annual net operating income remaining after the payment of expenses is considered to be the
primary source of value to the project. The preferred method of capitalizing the NOI into a value estimate
is Direct Capitalization. Note that the overall capitalization rate verified from Actual Sales is preferable to
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those used in the Sales Comparison Approach or developed by the Band of Investment Model or Investor
Surveys, especially in the cases where rent restrictions are factored into Criterion 3 due to legislative
restrictions on rent that survive foreclosure. There are several acceptable techniques for deriving
capitalization rates. All of the following should be employed and thoroughly discussed:

1. Comparable Sales. Rate Extraction based on recent (preferably within the past year) comparable
sales is the most preferred. Pending sales are also encouraged if reliable information is available.
These must include ALL of the market comparables used in the Sales Comparison Approach or an
explanation must be provided. Comparables should be similar to the subject in location, design,
quality of construction, and similar risk factors associated with ownership. They should also be
similar in the type of expenses, specifically noting variances in deposits to reserves for replacement.

2. Band of Investment Model. Band of Investment is based on the premise that most properties are
purchased with a combination of debt and equity. The overall capitalization rate derived by this
model must satisfy the market-indicated requirements of both investment positions. Lenders
anticipate obtaining a competitive interest rate commensurate with the perceived risk of the
investment, and they expect the loan principal to be repaid through periodic payments. The property
investors expect a competitive return through the equity capitalization rate commensurate with the
perceived risk.

3. Published Surveys. These are to be discussed as supporting information.

7.6.9 Reconciliation of the Approaches to Value

A. Reconciliation involves the data, analyses, and value indications from each of the approaches to value
that were developed. It also includes the information comprising the appraisal problem and the
underlying analyses of the apartment market, the property’s location, and the property itself. All
approaches must be internally consistent in order to achieve a reliable estimate of market value. The
result of the reconciliation should be a well-reasoned value opinion that discusses conflicting issues and
inconsistencies that were revealed by the research conducted and explains them such that a logical and
credible conclusion is reached.

7.6.10 Section 231 Substantial Rehabilitation

A. For Section 231 Substantial Rehabilitation cases, follow the instructions for Section 223(f). Substantial
rehabilitation under Section 231 differs from Sections 220 and 221(d)(4) in that a market value based on
the completion of the rehabilitation is required.

7.6.11 Remaining Economic Life (REL)

A. HUD Multifamily Housing programs allow for long term amortization periods. The HUD Underwriter
must determine the REL and the remaining useful /physical life based on review and reconciliation of the
appraisal, capital needs assessment (CNA), recommendations from the appraisal review, and their own
observation. This estimate is not a strictly formulaic calculation. REL is defined as the estimated period
during which improvements will continue to contribute to project value and an estimate of the number of
years remaining in the economic life of the structure or structural components as of the date of the
appraisal. For new construction and substantial rehabilitation projects, the maximum mortgage term is
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the lesser of 40 years, or 75 percent of the REL. For existing properties, the maximum mortgage term is
the lesser of 35 years, or 75 percent of the REL.

B. When used in this section, the words and terms below are defined as follows:

1. Physical Life. The period from the time of completion (as new or after substantial rehabilitation) of
a structure until it is no longer fit or safe for use, or when maintaining the building in a safe, usable
manner is no longer practicable. Because a building is subject to physical deterioration and
obsolescence, its period of usefulness is limited. As a building deteriorates or becomes obsolete, its
ability to serve useful purposes decreases and eventually ends. This may occur gradually or rapidly.

2. Economic Life. The period over which improvements to real property contribute to property value.
Economic life can never be longer than the physical life but may be shorter. Both Physical and
Economic life will be affected by the underlying construction quality, market incentives, level of
maintenance/updating to correct physical deterioration, and/or functional obsolescence.

3. Functional Obsolescence. Reduction in the usefulness or desirability of the improvements to real
property due to the presence of outmoded features, such as lack of closet space or the number of
bathrooms commensurate with the number of bedrooms. Such features are often not curable and
may or may not be relevant in evaluating the REL.

4. Effective Age. The apparent age of the improvements to the real property, which may vary from its
actual or chronological age. The effective age is determined by the appraiser assuming the required
repairs to be made as specified in the CNA are a condition of refinancing, and based on the following
factors:

a. Workmanship, durability of construction, and the rate with which natural forces cause physical
deterioration;

b. The physical condition and probable cost of maintenance and repair, the maintenance policy of
owners and occupants, and the use or abuse to which structures are subjected;

c. The economic background of the community or region and the need for accommodations of the
type represented;

d. The relationship between the property and the immediate environment, the architectural design,
style, and utility from a functional point of view, and the likelihood of obsolescence as attributable
to new inventions, new materials, and changes in tastes; and

e. The trends and rate of change of characteristics of the neighborhood and their effect on land
values.

C. Remaining Economic Life is the Economic Life less the Effective Age. The effective age is determined
by the appraiser based on the actual condition of the subject considering all applicable forms of
depreciation. The appraiser should assume the required repairs to be made as specified in the CNA are a
condition of refinancing, and consider the type and quality of construction, maintenance factors, and any
other relevant market and economic factors that might influence the long-term success of the project. The
following are examples that illustrate the implementation of these concepts:

1. An older structure with functional obsolescence remains competitive in an area characterized by
chronic high costs and a shortage of moderately priced apartments.
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Such structure could be a market-rate project in a particularly desirable location, or a former
affordable housing project. The MAP Appraiser's market analysis indicates that there is sustained
demand in the market area that likely will allow the project to remain competitive for a long term.
This can cause the effective age to be lower, with a commensurate increase in REL.

2. A structure that is sound and in good physical condition with many years of physical life remaining
may have reached the end of its economic life - if its remaining years of physical usefulness will not
provide a competitive return on investment.

Low rise apartment projects in a given market area are no longer consistent with emerging trends or
investment patterns, e.g., changes resulting from construction of a new transit system or facility
stimulate demand for higher density commercial and residential uses.

D. The presence or prevalence in a market area of persons or families of any race, color, national origin,
religion, sex, disability, or familial status, (which are all are Fair Housing Act protected classes) shall never
be considered when conducting an appraisal.

7.6.12  Confidentiality Rule of USPAP

A. HUD is the regulatory enforcement agency identified in the Confidentiality Rule of USPAP. Appraisers
will be required to present their entire work file and fully disclose the identity and source of confidential
information should the Department determine a review of the appraiser’s work file is in order. (Note that,
per USPAP, disclosure to enforcement agencies does not constitute a violation of the Confidentiality Rule.)

7.6.13  Appraiser’s Certification

A. Include an appraiser’s Certification with the format in Chapter 11, Section 11.2.3 of the MAP Guide as
well as the most current USPAP certification.

7.6.14 Inspection of the Subject and Comparables

A. The primary appraiser designated by the Lender and accepted by HUD must physically inspect the
subject (both exterior and interior) and all of the comparables used as part of the analysis. The primary
appraiser must also sign the Certification within the appraisal report and the supporting HUD forms.

1. The primary appraiser must inspect at least one of each bedroom/unit type. The total number of units
inspected must equal or exceed 5% of the total number of units for projects of up to 200-units, or 4%
of the total number of units for projects greater than 200-units. If the characteristics and/or condition
of the subject indicate that a higher level of inspection is necessary, it is the appraiser's responsibility
to expand the scope of the work as may be necessitated by the observations made by the primary
appraiser during the inspection of the subject. This is especially important where the improvements
are high-rise structures and individual units within the building demonstrate varying degrees of light
and view qualities. If there are hazardous conditions or other factors that preclude a thorough
inspection of the interior, the appraiser must clearly indicate these circumstances in the appraisal
report.

2. For large projects exceeding 500 units, the Lender may permit a lesser percentage but reasonable
number of units to be inspected by the appraiser. In addition, the appraiser may employ assistants to
inspect individual units so as to encourage a thorough inspection. The names and qualifications of
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these assistants must be disclosed in the appraisal report. The assistants are not required to sign the
report.

3. The primary appraiser must inspect all of the comparables used in deriving an estimate of value,
including land comparables (if applicable), improved comparables sales, expense comparables, and
rental comparables. The appraiser must verify the condition of the comparables with management
or other personnel familiar with the project, whose contact information must also be documented in
the appraisal report.

7.6.15 Required Appraisal Report Exhibits

A. The following exhibits are required with all submissions: photographs (subject, and all comparables
including rentals), regional map, location map, satellite scans (if available from Google, Bing, etc.), flood
hazard map, survey (if available), floor plans (for each type of unit being offered - if available), site plan,
zoning map, tax map, land sales comparable map, rental comparable map, and improved sales comparable
map.

7.6.16 Market Analysis

A. The appraisal must also contain, depending on the complexity of the project and prevailing market
conditions, a Level B or C Market Analysis of the local market with an emphasis on multifamily housing
to determine the ability of an existing project to continue usage as multifamily housing. In the case of
proposed construction or substantial rehabilitation, the purpose is to determine overall feasibility and
demand for new housing units. The following is a brief outline of a Level C analysis:

1. Location. This includes a general description, specific analyses of site linkages and urban growth
determinants, and detailed competitive location rating.

2. Demand Analysis. This includes a discussion of general evidence of sales/leasing activity, general
city/area growth trends, market absorption, demand and need forecast based on population,
employment and income, and a demand forecast of the subject market segment.

3. Competitive Supply Analysis. This includes vacancy rates for comparables and from market surveys
(secondary data), field research on all competitive and proposed properties, building permit analysis,
identification of proposed sites, and a detailed competitive amenities rating.

B. The detailed requirements for performing a Level B or C analysis can be found in “Market Analysis for
Real Estate” published by the Appraisal Institute. In general, a stable market evidenced by recent sales,
and balanced supply and demand, is an indication that a lower level “B” analysis will be sufficient. If there
is uncertainty in determining the level of analysis, the Lender and appraiser should jointly consult with
the Regional Center or Satellite Office.
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7.7 Estimating Project Income

7.7.1 Rental Estimates

A. The appraiser must estimate the annual gross income of the subject project including estimates of
income from market comparables, rental concessions, and an assessment of the general health of the
rental market. The gross income estimate assumes a full occupancy level and reflects rent levels current
as of the appraisal date or date of the market study. Also consider the effect that any proposed repairs to
the project will have on rents, expenses, and net income; however, not all repairs will increase rents,
occupancy, or net income, and/or decrease expenses.

7.7.1.1 Rent Comparables

A. Market rent by comparison shall be estimated by the appraiser and documented on form HUD-92273
or form HUD-92273-S8 if the appraisal is also being used as a Rent Comparability Study (RCS). A separate
form HUD-92273 is to be prepared for each type and size of rental unit in the subject project (if
significantly different).

B. Market rents attributed to the subject property should not be speculative. If rents are based on levels
achievable assuming that proposed repairs are completed, then those units that have had repairs
completed and are leased are most reflective of market or near market rent levels. The rent comparables
and units selected for comparison must be as similar as possible to the subject project and units as to
location, structural type, number of bedrooms, and average unit size. In order to ensure they are truly
comparable and competitive with the subject project, appraisers should generally not use rent
comparables located outside of the subject’s market area, instead they should be from areas similar to the
subject and should be fully explained in the report. Market-rate units from partially assisted projects can
be used as rental comparables in the absence of better rental data.

7.7.2 Adjustments

A. Consistent adjustments for significant differences between the comparables and the subject units shall
be derived from the market, applied to the subject rent estimate, and fully explained. Rental adjustments
are always made to the comparables reflecting differences with the subject project.

7.7.3 Final Rent Estimate

A. The appraiser should select the final rent estimate based on the comparables that are the most similar
to the subject in location, size, style, and desirability. In situations where the appraiser gives the greatest
weight to the highest or lowest comparables, the appraiser must explain and substantiate with market
data why the chosen comparables are the most reliable. Often the best comparables are those that require
the least amount of adjustment. Just as the most appropriate rent comparable must receive more weight,
the general health of the rental market must be recognized before relying upon one or two optimistic
indicators.
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7.7.4 LIHTC and/or Bond Financed Projects

A. On LIHTC and/or bond financed projects, form HUD-92264T must be completed to determine the
appropriate processing rents.

7.7.5 Trending of Rents

A. Rental estimates shall be made as of the appraisal or market study date and may not be trended to a
future date. Since rent estimates are made based on street rents currently being obtained by the
comparables, no time adjustment is needed for an estimate as of the appraisal or market study date.
Estimate Gross Potential Income (GPI) based on in-place rents at the subject property as evidenced by
current rent rolls. However, rents may be adjusted based upon improvements to be made as part of the
refinancing when these improvements will increase marketability.

7.7.6 Equipment Included in Rent

A. Equipmentincluded in the subject rent such as ranges, refrigerators, microwave ovens, air conditioning
equipment, and laundry facilities must be identified. Services included in the subject rent frequently
include heat, air conditioning, water, and trash removal, and must also be identified. Comparable project
equipment and services must correspond to the same items of equipment and services provided in the
subject proposal and the adjustment process must reconcile any differences. This approach also applies
to the analysis of expenses.

7.7.7 Occupancy/Vacancy and Collection Losses

A. The appraiser must establish a factor for vacancy and collection loss when determining the effective
gross annual income for the residential units. The factor must consider both historical and current data
(applicable for existing properties) of the subject project, the rental comparables, and any anticipated
changes in the market. The factor selected must reflect long-term occupancy rates that are expected to
continue. The estimate of occupancy should be based on the actual occupancy of the subject without
regard to programmatic constraints imposed on the maximum underwritten occupancy when calculating
debt service coverage. The estimate of occupancy must take into account the vacancy and collection (bad
debt) loss typical for the subject’s market area and, if applicable, be consistent with the subject’s historical
performance.

B. In most cases the appraiser should use income from actual operations and market conditions in
determining value. In sizing the loan for purposes of debt service, the underwritten vacancy rates will be
the greater of the minimums below and the vacancy loss rates for the subject property. However, the
following minimums may be used to develop market value if deemed appropriate by the appraiser.

Minimum

Vacancy and

Collection Loss

Rate Property Type

3% o Properties with HAP contracts covering 90% or more of the units
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Minimum

Vacancy and

Collection Loss

Rate Property Type

5% e Properties meeting at least the minimum LIHTC set aside requirements (20%
of the units set aside for tenants earning no more than 50% of median
income; 40% of the units set aside for tenants earning no more than 60% of
median income; or with income averaging, 40% of the units at an average
income of no more than 60% of the area median income); and

e Attainable tax credit rents at least 10% below market.

7% o LIHTC properties with any percentage of units set aside but without a 10%
discount to market; or

o Other properties that do not meet the requirement for a 5% or 3% minimum
vacancy

7.7.8 Project Rent Concessions

A. Rent concessions in comparable projects must be included in the analysis and an appropriate
adjustment made to the subject rent based on the comparable units. The adjustments must reflect the
actual impact on gross annual income resulting from the comparable rental concession.

7.7.9 Occupancy

A. When the occupancy rate in a comparable project is significantly less than the long-term occupancy
rate estimated for the subject, a downward adjustment should be made to the comparable’s rent. If other
factors such as condition have an effect on occupancy, care should be taken to avoid excessive and
duplicative adjustments for interdependent factors. The appraiser must note the actual market-derived
commercial vacancy/occupancy rate in the appraisal report. However, the appraised value of the
commercial space component for acquisition/refinance, or the underwritten net operating income for
new construction/substantial rehabilitation projects, must assume either the lesser of what is indicated
by the market or the occupancy limitations of the specific program.

7.7.10 Utilities/Services

A. All of the items for consideration under this heading refer to the cost of the services of water, sewer,
gas, and electricity that may be included in the rent. In some cases, even though both the subject and the
comparable units have the same service included in the rent, an adjustment may still 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 negative adjustment reflecting that portion
of the comparables rent attributable to the inclusion of the service. If excluded from the comparable rent,
but included in the subject rent, enter a positive adjustment reflecting the estimated increase in rental
value attributable to including the service in the subject’s rent.
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7.7.11 Project Location, Amenities, and Other Factors

A. Consider the subject location relative to distance from shopping, recreational, social, medical and
employment centers, neighborhood desirability, transportation, special hazards, and nuisances.

1. “Other” items that may be considered include, but are not limited to, the following:

a. Livability - reflect good or poor unit design and configuration, including room sizes, layout,
adequacy of closets, lighting, elevators, and laundry facilities, etc.

b. Condition of improvements - reflect lack of maintenance, soundproofing, etc.

c. Parking - reflect parking rates, adequacy of parking for visitors, proximity of parking to the units,
inclusion/exclusion of parking space with unit rental, 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 rental.

e. Unitlocation - reflect features of location of a unit within the project, such as view, proximity to
swimming pool, tennis, or other recreational facility, and/or other similar factors.

2. Generally, only high-rise elevator comparables are to be compared with a subject elevator high-rise
proposal. Mid-floor level rents of the comparables are compared with the mid-floor level of the
subject project. Rent adjustments for heights of the comparables above and below the mid-floor level
of the subject also must be made, as indicated by the market.

7.7.12 Other Income

7.7.12.1 Ancillary Income

A. The appraiser may consider other income based upon the operating history of the project only where
these sources of income are common in the market. Other income might include, but is not limited to,
recurring and reliable sources such as laundry facilities, parking, equipment rental, and vending
machines. The appraiser may consider the net amount of this other income based on the actual
(historical) amount received. Any projections of other income must be supported by market information
and should not automatically assume a direct relationship to residential occupancy. This analysis must
be discussed in the appraisal report

7.7.12.2 Resale/Submetering of Utilities

A. This type of income may be recognized so long as it is legally acceptable, is typical for the market, and
is transferable.

7.7.12.3 Resale of Internet and Media Services

A. Income from the resale of internet and media services must be both legally acceptable and typical for
the market. The MAP Appraiser and Underwriter must address the issue of competition with other
service providers as well how this service is provided, specifically taking into account changing
technology. Contracts between service providers must be assessed for risk due to factors such as
transferability upon the sale of the project, long-term financial strength of the service provider, the length
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of the contract, and the upfront cost of procuring a contract. For 223(f) or existing 231 projects, there
must be clear market-derived indications that having this service results in an increase in a project’s value.

7.7.12.4 Cell Tower Income

A. This is a form of commercial income. Its inclusion in the estimate of value is discouraged unless there
is an established long-term lease with a reliable lessee. If cell tower income is to be recognized for either
underwriting or valuation purposes, the MAP Appraiser and MAP Underwriter should address the risk
associated with present and future competition as well as technological changes, and a higher
capitalization rate may be used if income is recognized for valuation purposes.

7.7.12.5 Short-Term Lease Premiums

A. Projects with lease terms that are less than 30 days are not eligible for HUD-insured financing under
any circumstances and should be distinguished from Corporate Leases defined below. Income from other
short-term leases may be considered to the extent that it exists in the local market. There must be a
thorough discussion of the prevalence of short-term leases in both the appraisal and underwriting
summary. The amount of the premium is the difference between the rent for a unit with a term that is
typical for the market (generally one year) and the rent for a short-term lease. This premium is resident-
related and is treated as ancillary income. Units with short term leases do not require a separate form
HUD-92273, but the rental amount must be based on market information.

7.7.12.6 Corporate Leases

A. Corporations and businesses are eligible residential residents in insured projects so long as the lease
term equals or exceeds 30 days, although compliance with the policy on Short-Term Lease Premiums
above is required and the number of units subject to the leases cannot exceed 10% of the units. For
underwriting and valuation purposes, the percentage of total gross income obtained from corporate
leases shall not exceed 10%. Requests to waive this guidance will rarely, if ever, be approved.

7.7.12.7 Pool and Pet Fees

A. These fees may be recognized based on operating history and prevailing market conditions. For
existing projects (223(f) and occupied substantial rehabilitation) the greatest weight should be given to
operating history. For new construction cases, any projected income from these fees must be supported
by hard data and a thorough discussion of competing and comparable properties.

7.7.12.8 Ineligible Income

A. Ineligible income should be noted and discussed in both the narrative appraisal report and the remarks
section of form HUD-92264. There is no prohibition on this category of income, but it cannot be included
in the income calculation for the purposes of determining value or the maximum insurable mortgage.
Ineligible income includes the following:

1. Interest Income. The appraiser must not include in the calculation of income any interest income,
including interest on reserves.

2. Ineligible Fee Income. Non-recurring and non-regular income that is not reliable may not be
included in the calculation of income. Examples may include, but are not limited to, forfeited security
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deposits, or forfeited rent. Reliance on a forfeited security deposit or forfeited rent may be common
due to management practices in a project or market but will not be recognized by HUD/ FHA for either
the valuation or underwriting.

3. Furnished Units. Furnished units must be underwritten at the same rental rate as unfurnished units.
This applies to all units, including those having corporate and short-term leases. For valuation
purposes, furnished units can be valued based on the prevailing market conditions.

4. Non-Shelter Services/Elderly Developments: Refer to Chapter 3, Section 3.11.3.

7.7.12.9 Commercial Income

A. Where commercial facilities are included in a mixed-use project, a separate analysis must be made of
the effect that the commercial operation will have on the project. The appraiser must calculate income,
vacancy and collection loss, operating expenses, and replacement reserves attributable to commercial
space separately from the residential space. Project-paid tenant improvements must be accounted for as
a leasing expense, and if applicable, a separate commercial-space operating deficit must be calculated in
addition to the required residential operating deficit.

B. The term "Commercial" is applied to any space or facility permitted and acceptable for "Nonresidential
Use" from which income is derived or anticipated. Income from residents for the use of facilities such as
community rooms and parking are not considered commercial even though fees may be collected. This
income is considered ancillary income and is treated separately from commercial income. However,
income from non-residents related to parking or other community facilities must be treated as
commercial income and is subject to the restrictions on the underwritten occupancy rate as noted in

Chapter 3.

C. The space occupied by parking and community facilities is not included in the calculation for allowable
commercial space. Non-tenant parking income from commercial parking spaces reserved for use by
motorists who are not project residents or are not parking to use the on-site commercial tenant’s facilities
must be included in the Commercial Space and Income limitations. The income and space attributable to
parking spaces reserved for non-residential or non-commercial tenants must be included in the
limitations, based on applying the percentage of the total spaces that are reserved for non-tenant use. For
existing properties that provide parking for a monthly fee and are to be acquired, refinanced, or will
undergo substantial rehabilitation, the Lender must identify the percentage of monthly parkers who are
non-tenants so as to include these in the commercial income limitations. The maximum occupancy factor
to be applied to the parking income attributable to parkers who are not associated with either the project’s
residential or commercial tenants shall be the lower of:

1. The amount indicated by the market and by the historic performance of the subject; or

2. 50 percent.

NOTE: For proposed construction, or where new commercial parking facilities are to be
constructed, the demand for this parking must be addressed in the appraisal and Underwriter’s
narrative. If the Borrower operates a parking facility that provides parking for residential or
commercial tenants of the project, the Lender must determine underwritten parking income
based on an analysis of the past 3 years of operation and the trailing 12-month period prior to
application. If the parking facility is operated by a third party, the Lender may use the amount of
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income collected under the contractif itis a fixed monthly payment. Parking contracts that specify
a percentage rent in addition to or in place of a fixed rent are not permitted without a waiver.

D. A separate analysis must be performed for each type of space using form HUD-92273 or a similar
format to summarize appropriate adjustments to comparable data. These studies can be incorporated as
a separate section in the overall residential market study submitted at the pre-application or firm stages,
depending on the program requirements, and must also comply with Appendix 7, Section A.7.1. Care must
be taken in reviewing the allowable square footage and income percentage attributable to the
commercial/office space since these requirements vary by program. See the table below.

Commercial Space and Income Limitations

Maximum Allowable Maximum Allowable
Percentage of Total Net Percentage of Effective Gross
SOA Rentable Area Income
221(d)(4) and 231 25% 15%
220 25% 30%
223(f) 25% 20%

E. For all programs except Section 223(f), the maximum underwritten commercial occupancy rate shall
be the lesser of: a) that indicated by the market, or b) 80 percent. For Section 223(f), the maximum
underwritten commercial occupancy rate shall be the lesser of: a) that indicated by the market, b) the
actual occupancy rate of the subject, or ¢) 90 percent. For special instructions related to the maximum
underwritten occupancy rate for non-tenant parking income, see Section 7.7.12.9.C above.

7.7.13 Limited Waiver of Commercial Income and Space Limits

A. Regional Center Directors may issue waivers of the commercial income limits in Section 7.7.12.9, so
long as the amount does not reflect a property that is primarily commercial rather than residential. New
construction and substantial rehabilitation projects with commercial income greater than 20% of the
effective income should, if located in a Section 220 eligible location, use the Section 220 program rather
than a waiver of the 221(d)(4) limit. The Regional Center Director’s approval must document that the
project’'s commercial component will contribute to meeting the Department’s Strategic Plan Goals,
including promoting sustainable communities or supporting transit-oriented development. If the Lender
requests a waiver of the commercial income limits, HUD may require that the request be supplemented
by a complete credit analysis of all existing or pre-leased commercial tenants. Waivers may be granted
where there are clear mitigating circumstances that justify such a waiver. Examples include, but are not
limited to:

1. A long-term lease with a credit-worthy tenant, such as a government agency or a large, well-
established business;

2. A multi-tenant commercial space where most of the tenants have a long history of occupancy (5 or
more years) and full occupancy of this space is not needed to provide a break-even cash flow for the
project; or

3. There is substantial Borrower equity and/or local government funds that mitigate risk.
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4. Existing Section 223(f) projects with an established history of commercial income exceeding the 20%
limitation, but less than or equal to 30%.

B. Regional Center Directors may issue waivers to exceed the commercial space limits in Section 7.7.12.9.
In order to justify a request to waive the commercial space limitation, the owner must demonstrate:

1. thatthe additional space will not negatively impact on the use of the project by its residential tenants
and will not create a nuisance to the surrounding community, so as to create a situation where the
project is no longer residential in nature;

2. there is ample market support to assure occupancy of the space within the projected absorption
period; and

3. any issues involving easements, liability insurance, parking and zoning must be resolved prior to
granting the waiver.

7.7.14 Commercial Space Valuation

A. Unlike the valuation of the residential portion of a mixed-use project, the appraiser must value the
commercial portion of the project by applying the programmatic income and space limitations used to
establish the commercial NOI for calculating debt service coverage (see Chapter 3). The appraiser must:

1. Conduct a complete analysis of at least three commercial income and expense comparables and
provide a photograph, the tenant’s name, type and address of business, square feet, rent, vacancy, any
concessions, and major lease terms for each comparable.

2. Provide data to support the subject’s commercial vacancy rate in relation to the market commercial
vacancy rate and review the rollover risk and cost of resident improvements to re-lease space. Use a
vacancy factor of not less than 10% for Section 223(f), and 20% for Section 221(d) and Section 220
new construction or substantial rehabilitation, to obtain effective gross commercial income for
underwriting purposes.

3. Provide the term, commencement date, expiration date, and name of the tenant, square footage, and
calculation of gross rents, expenses, reimbursement of expenses, cancellation clauses, and renewal
clauses for each lease.

4. Include as project operating expense all commercial expenses payable by the project owner. The
analysis of all commercial income and expenses must be reflected on form HUD-92264 with all the
supporting data attached to the form.

7.8 Project Operating Expenses, NOI
7.8.1 Purpose

A. The appraiser shall determine the costs to maintain, operate, and repair the project and to defray the
costs of ownership. An accurate analysis of operating expenses is essential to determining a realistic
estimate of net income before debt, depreciation, or the Borrower’s other non-operating costs. This net
income is commonly known as net operating income (NOI).
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B. Appraisers must use form HUD-92274 (Operating Expense Analysis Worksheet) to develop project
expense estimates to be included in Section E of form HUD-92264 (Project Income Analysis and
Appraisal). Form HUD-92274 must be included in the processing file as supporting documentation for
form HUD-92264.

C. Market expenses attributed to the subject should not be speculative and should bear some reasonable
relationship to the project operating history, understanding that some savings in operating expense line
items may be gained when proposed repairs are completed. An example of savings might be reduced
utility expenses based on the installation of certain energy-efficient features. Reduced real estate taxes
based on a new assessment classification would also be justification for estimating operating expenses
lower than indicated by the project-specific operating history.

7.8.2 Sources of Expense Data

A. For new construction projects, operating expenses must be estimated on the basis of comparable
projects.

B. For existing projects, for both valuation and debt service, operating expenses must be adjusted on the
basis of comparable projects but will primarily be based on the past 3 years of operating experience for
the subject project. In addition, the Lenders should provide trailing 12 months of income and expenses
for the appraiser to compare to the historical statements.

1. The most current year project financial statement must have a third-party CPA or IPA review. Owner
certified financial statements may be submitted for the years prior to the last full Fiscal Year. Any
owner-certified financial statement or owner-certified balance sheet and operating statement must
include the following acknowledgment:

“WARNING: 18 U.S.C. 1001 provides, among other things, that whoever knowingly and willingly
makes or uses a document or writing containing any false, fictitious, or fraudulent statement or entry,
in any matter within jurisdiction of any department or agency of the United States, shall be fined under
that title or imprisoned for not more than five years, or both.”

2. Forrefinance transactions where the project may not have been under the current ownership for the
3-year period, financial statements for the entire 3 years may not be available. This is particularly
true for bankruptcies or the acquisition of defaulted properties. Also, in purchase transactions, not
all the required information may be available for reasons beyond the purchaser’s control. In these
situations:

a. The Borrower must submit a statement through the Lender that explains why all the required
records cannot be obtained.

b. The Lender must also certify that they have evaluated the Borrower’s statement and agree that
the information is not available.

3. The Regional Center Director may waive the requirement for past 3-year period financial statements.
However, the Borrower must submit the project financial statements that are available including an
owner-certified year-to-date balance sheet and operating statement.

C. All projects must be analyzed as independent operations and must not reflect shared expenses from
nearby projects under the same management, including shared insurance premiums. If the nearby project
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should be subject to foreclosure, the subject project would be adversely affected, thereby constituting an
unacceptable underwriting risk. For the same reason, estimated expenses must reflect typical long-term
operation and must not reflect a specific Sponsor or Management Entity whose operation would not be
typical.

7.8.3 General

A. Operating expenses are periodic expenses needed to maintain the project and to continue the
production of effective gross income, and represent the totality of all expense items as recognized under
Generally Accepted Accounting Principles (GAAP), except to the extent modified by HUD Program
Obligations. Operating expenses must include the annual amounts deposited to the Reserve for
Replacement. Operating expenses shall not include interest charges, or charges or allowances for
depreciation of real or personal property, or amortization of financing expense, or payments to any officer
or director of the corporation, unless such payments are for services which are necessary to the operation
of the project. For appraisal purposes, an operating statement that conforms to the above definition of
operating expenses may differ from statements prepared for accounting purposes. Current or historic
statements must be prepared on a cash basis. It is important to verify the accounting basis for the
operating statement since project operating expenses for appraisal purposes must be reported on a cash
basis. Typical categories of expenses are as follows:

1. Fixed Expenses. Fixed expenses are those that generally do not vary with occupancy and have to be
paid regardless of whether the project is occupied or vacant, and generally do not fluctuate greatly
from year to year. Real estate taxes and insurance costs are typically included as fixed expenses.

2. Variable Expenses. Variable expenses are operating expenses that vary with the level of occupancy
or the intensity of project operation. Operating expenses for large properties frequently list many
types of expense variables, but typical broad categories include the following:

a. Management charges

b. Utilities - electricity, gas, water, sewer charges

c. Heating, ventilation, and air conditioning (HVAC)
d. General payroll and security

e. Cleaning expenses

f. Maintenance and repairs

Decorating

5 @

Grounds maintenance

—-

Exterminating
j.  Trash removal
k. Miscellaneous (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 itself and must be replaced
periodically during the building’s economic life. These components may include but are not limited
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to roof covering, carpeting, plumbing fixtures, appliances, and HVAC. The estimate of the reserve for
replacements should be based on reserves that are typically collected for comparable properties in
the subject’s market area, without regard to FHA programmatic requirements used for determining
the required replacement reserves when calculating debt service coverage. The appraiser must
document the research conducted to make this determination. The MAP Lender’s underwriting
narrative must address any variance between the market reserve cost used on the appraisal and the
FHA-required deposits included in the underwriting.

4. Total Operating Expenses. Total operating expenses for residential properties are the sum of the
fixed expenses and variable expenses updated to the appraisal date, plus the reserve for replacements.

5. Commercial Facilities. Where commercial facilities are included in the subject project, a separate
analysis must be made to determine the effect that the commercial operation will have on the project
expense estimate.

7.8.4 Estimate of Operating Expenses by Units of Comparison

A. Items of expense shown under each comparable and the expense items applicable to the subject
proposal must be expressed as suitable unit of comparison-such as expense per unit per annum (PUPA),
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 similar as possible to the subject project and units
as they relate to the subject location, structural type, number of bedrooms, and average unit size.

B. For consistency purposes, expense components must be expressed in the same units of comparison so
that the expenses for the subject proposal can be totaled. In cases where the unit of comparison for a
specific 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 selected for the other expense
components. Additional documentation must be submitted, as needed, for all component estimates that
are not self-explanatory.

7.8.5 Expense Comparables

A. All HUD-insured properties used as expense comparables must be identified and disclosed in the
appraiser’s form HUD-92274 (Operating Expense Analysis Worksheet) and in the appraisal, except as
noted below.

1. General Requirements. All comparables (confidential and disclosed) must be representative of the
physical and location-specific characteristics of the subject project. Appraisers must always present
the best comparables available for their analysis and must refrain from repeatedly using the same
disclosed comparable merely to meet the disclosure requirement.

2. Confidential Expense Data. The appraiser may include confidential expense comparables in the
expense analysis; however, the analysis must include at least one fully identified and disclosed
expense comparable to serve as a benchmark. Confidential expense data sources must be disclosed
to a HUD review appraiser upon request (and are subject to confidentiality requirements similarly
imposed on licensed HUD review appraisers). Appraisers may only use confidential expense
comparables that are supportive and consistent with the fully disclosed comparables used in the
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analysis. When submitting confidential expense comparables, the appraiser must redact only the
minimum amount of information necessary to protect the confidentiality of their client. The city, state,
and general market area within the city must be disclosed unless this information would clearly
identify the comparable and thus breach the appraiser’s confidentiality requirement. The project
description, unit mix, and the physical characteristics of the comparables’ units must be disclosed. It
is unacceptable for the appraiser to base conclusions on confidential expense comparables that are
not supported by the fully disclosed comparables used in the analysis.

3. Review of Insured Expense Comparables. The HRA will compare the FASS or OPIIS systems file for
the insured expense comparables used by the appraiser to confirm the data. In order to accomplish
this, the HRA will combine the following accounts: Acct. No. 6263T (Administrative Expenses,
subtracting Acct. No. 6203 (Conventions and Meetings) and Acct. No. 6370 (Bad Debts)), Acct. No.
6400T (Utility Expenses), Acct. No. 6500T (Operating and Maintenance Expenses), and Acct. No.
6700T (Taxes and Insurance).

7.8.6 Expense Adjustments

A. Project expenses must be expressed in the same units of comparison in order to ensure accurate
adjustments and correct reporting of expense estimates. Consistent adjustments for significant
differences between the comparables and the subject units shall be derived from the market and applied
to the subject expense estimate.

B. The appraiser must enter the dollar amounts attributable to significant differences between the subject
proposal and each of the expense comparables, such as for physical characteristics, equipment, services
provided, the level of management furnished to residents, and any differences in rates between tax and
utility jurisdictions. The appraiser must also correlate the comparable expense for each component which
is applicable to the subject project.

7.8.7 Updating Procedures

A. Appraisers must not trend expenses to reflect a time adjustment from the effective date of the most
recent expense comparable to the anticipated date of project occupancy following construction and initial
endorsement. Instead, expense estimates must be effective as of the date of the appraisal and must reflect
the same year of operation.

B. The appraiser may use a factor expressed as a percentage to adjust expense comparables up to the
same date as the most current expense comparable in order to make a more creditable comparison.
However, if all of the expense comparables have data from the same operating year, no adjustment for
updating is necessary.

C. Adjusting expense data is a two-stage process, as follows:

1. First, the oldest comparables are updated to the date of the most recent comparable, so that all
comparable data is representative of the same effective time period. Second, after updating the
comparables to the same effective time period, the line items are correlated, and the subject’s expense
estimate is updated to the date of the appraisal.

a. The most current comparable is entered in the first column on form HUD-92274. This comparable
serves as the benchmark for updating the remaining comparables.
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b. The effective date of the operating expense data is always the beginning date of the operating
year. For example, the beginning date of a financial statement dated January 1stto December 31st
is January 1st of that year. If the financial statement fiscal year ends June 30, 2000, the beginning
date is July 1, 1999.

c. Other than the first comparable being the most recent, the remaining comparables do not
necessarily need to be in chronological order.

d. The appraiser must enter the comparables’ itemized expenses as reported on audited, reviewed,
or certified financial statements. Per unit expenses or per square foot expenses are treated
similarly:

1) The actual expense amount must be entered in the first column, without any adjustments.

2) Once the adjusted per unit expenses are determined for each comparable, the subject project’s
expenses are then correlated from the array.

3) Once the correlated line item expenses for the subject project are determined, they are added
and updated to the date of the appraisal.

4) The correlated subject expenses are updated based upon the beginning date of the expense
period of the most recent (the benchmark) comparable. HUD may request from the appraiser
the names and addresses of any confidential expense comparables used in the expense
analysis, pursuant to the Confidentiality sub-section of the Ethics Rule, along with Standards
3.1.e and 3.2.f of the USPAP. If the appraiser still refuses to provide this information, the HRA
may request additional non-confidential comparables.

7.8.8 Consistent Expense Line Items

A. The expense line items included in Section E. of form HUD-92264 should be consistent with the
individual line items as updated on form HUD-92274.

7.8.9 Underwritten NOI and Program Guidance

A. Underwriters should use the following general guidance. Underwriters should stress-test assumptions
that raise risks and evaluate worst case scenarios.

1. Projects must have an average physical occupancy rate of at least 85%. For market rate properties,
the maximum underwritten economic occupancy rate is 93%. For affordable properties, refer to the
Section 7.6.6.

2. Projects must demonstrate a pattern of stable physical occupancy (i.e., the average occupancy
standards noted above), for a period of six months prior to submission of the Firm Commitment
application, and maintain that average occupancy through to the date of Initial/Final Endorsement.
Continued occupancy consistent with the underwriting conclusions must be documented with an
updated rent roll no more than 30 days prior to closing. (For newly built projects, i.e., certificates of
occupancy issued less than three years prior to application, see Chapter 3, Section 3.7.2.B.)

3. The Borrower must submit an updated, certified rent roll detailing the occupancy level at the project.
The rent roll must be dated no more than 30 days prior to endorsement. If HUD determines that the
updated rent roll shows a significant change in occupancy from that submitted at the time of
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application and that was assumed in the loan approval, then any Commitment issued shall be of no
force or effect and may be cancelled by HUD or amended.

4. Operating Expenses will be stabilized based on the previous three-year operating history where
available. Operating expenses, as evidenced by the three-year operating history may require
adjustment if capital expenditures (normally considered a reserve for replacement item) have been
paid out of the operating budget. Additionally, adjustments to management fee may be made provided
a new management contract is executed that reflects a different percentage of gross collection.
Adjustments to real estate taxes may be permissible if there is an anticipated tax reduction based on
reassessment or reclassification. Annual deposit for the reserve for replacement will be based on the
estimate made by the Needs Assessor in the capital needs assessment. (For newly built projects, i.e.,
certificates of occupancy issued less than three years prior to application, see Chapter 3, Section
3.7.2.B)

5. Exceptions: Set forth below are exceptions to developing NOI for underwriting Criterion 5 (debt
service):

a. For projects with units assisted under a Section 8 HAP contract subject to mark-down to market
or having short terms, the Underwriter should size the debt service mortgage at the lower of
either:

1) Market rents as estimated by the third-party appraiser, or
2) Section 8 HAP rents.

b. For projects with Section 8 HAP contracts at above-market rents for a long term, the Underwriter
may amortize the additional debt supportable with the above-market portion of rent (per the
Criterion 5, debt service approach) based on two tranches, an A and B piece.

1) The A piece will be determined by underwriting to the market rent levels over the entire term
of the mortgage.

2) The B piece will be underwritten as the difference between the market rents and the higher
Section 8 rents over the remaining term of the HAP Contract.

c. For Criterion 5 in the first refinance of a 202 direct loan, the Underwriter may use the Section 8
HAP rents (even if they exceed the market) as well as actual project expenses, as evidenced by the
three-year operating history as stabilized. This assumes that these projects are not subject to
restructuring under Mark-to-Market and that no equity will be extracted in the transaction based
on above market rents.

d. Forasecond refinance of projects which previously had Section 202 direct loans, the Underwriter
will use the two-tranche method described above. These projects are no longer exempt from
mark-to-market under MAHRA at the next HAP contract renewal.

e. Tax Increment Financing (TIF) income may be underwritten as a second tranche for the term of
the TIF, only to the extent the offset request NOI is guaranteed or refinanced to obtain anticipated
benefits and the TIF would unquestionably not result in a default. The underwritten narrative
must provide a complete explanation of the TIF and stress test analysis.

f. For (LIHTC) Projects, debt service rents will be the lower of market or tax credit
restricted/achievable rents unless there is a Section 8 HAP contract that covers the LIHTC rental
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units. In the case where there is a long-term Section 8 contract in place with rents comparable to
market the Section 8 rents will be used. If the HAP has less than 15 years remaining, no renewals
are necessary, but the Lender must underwrite to the lesser of Section 8, market, or LIHTC
achievable rents or see Section 7.8.9.A.5.b (above) for Section 8 rents that exceed market.

g. When an application for a stabilized, operating property proposes green building certification,
then 100% of projected energy/utility savings may offset historic expense, but if energy saving
repairs and alterations are proposed without a green building certification, then only 75% of
projected savings may be underwritten. Refer to Chapter 6 of the MAP guide or underwriting
guidance for projects with energy savings.

7.9 Site Analysis

A. Key analyses for consideration of site acceptability for a proposed project are described in this section.

7.9.1 Analysis of Location

A. The analysis of location involves a determination of the desirability and utility of the site, probable
future neighborhood trends, the pattern of project and neighborhood improvements, and rents in the
area.

7.9.2 Specific Location

A. Consider the specific site in relation to neighborhood and city-wide physical, social, and economic
influences, limitations of use imposed by zoning or deed restrictions, development trends, stability, decay
and rehabilitation, availability of utilities, services, and appropriateness of the intended use. Review and
analyze the various influences which affect its market and income potential, including a review of the
crime rate in the area, its impact on the project and how the impact, if any, can be addressed through
design or staffing. Race, color, national origin, religion, sex, disability, and familial status, which are all
Fair Housing Act protected classes, shall never be taken into account when conducting an appraisal. No
decisions should be made based on pre-conceived notions about characteristics of the area based on the
demographics in lieu of statistics. (For further guidance, consult USPAP Advisory Opinion 16, “Fair
Housing Laws and Appraisal Report Content”).

7.9.3 Civic, Social, and Commercial Centers

A. Consider the sufficiency of community facilities as they relate to the needs of residents of the proposed
project. A location for a multifamily project must be adequately served by elementary and secondary
schools, neighborhood shopping centers, transportation, churches, playgrounds, parks, libraries,
hospitals, and theaters and other appropriate services.

7.9.3.1 Schools

A. Accessibility to schools will be judged by the transportation time required, rather than by walking
distance alone. Thus, if school bus service will be provided and the time involved is reasonable, the
location may be acceptable even if schools are not within walking distance. School capacity is the
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responsibility of the community and a project that is otherwise feasible will not be rejected because the
local schools are considered overcrowded, unless it can be proven that marketability is adversely affected.

7.9.3.2 Neighborhood Shopping

A. The convenience of shopping should be judged on the basis of time rather than distance. The
importance of grocery, drugstore, and other neighborhood shopping facilities to be within a reasonable
walking distance will be heightened based on the number of residents who do not have private
transportation.

7.9.3.3 Religious and Recreation Centers

A. Ready access to religious and recreation centers is desirable. Projects designed for large families have
a greater need for playgrounds and active recreation areas. Adequate on-site provisions for playgrounds
and other recreation amenities must be incorporated into the proposal where adequate facilities are not
in close proximity to the project site and available for use by occupants.

7.9.4 Transportation

A. Convenient transportation to places of employment, major shopping districts, and civic and social
centers is a prerequisite to site acceptability. In those communities where local public transportation is
the principal means of commuting by the prospective residents, the location of a project designed for such
occupancy shall be within a reasonable walking distance to mass transit.

7.9.5 Special Hazards and Nuisances

A. Such conditions include unusual topography, subsidence, flooding, unstable soils, unusual traffic
hazards and noise, danger from fire and explosion, exposure to airport noise and low-flying airplanes,
smoke, chemical fumes, noxious odors, stagnant ponds or marshes, and sewage disposal failure. Any of
these, or similar conditions, if serious and infeasible to overcome, will cause a specific location to be
ineligible for mortgage insurance.

7.9.6 Parking Facilities

A. The Lender and the third-party reports must consider the impact that parking requirements for the
project will have on parking facilities in the neighborhood and on all-night parking, including the
availability of other off-street parking, if the project site lacks adequate parking for residents. The loan
proposal must estimate the number of parking spaces that would be required and whether or not the
proposed parking facilities will meet the estimated need of the residents and their guests. The Lender
and the third-party reports must consider convenient access to reliable public transportation, because it
may in some cases mitigate parking availability concerns.

7.9.7 Site Suitability

A. The site must be adequate in size, shape, exposure, and contour for the proposed project. Building
height limitation, project unit size and numbers, necessary on-site parking, and play areas must be
considered.
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7.9.8 Land/Site Valuation

A. The site value of land in new construction is to be estimated using all applicable approaches to value,
as if the project were unrestricted and market rate.

B. The “As Is” value in substantial rehabilitation cases is to be estimated using all applicable approaches
to value based on the current operation of the project.

C. For both Section 7.9.8.A and Section 7.9.8.B above, no consideration will be given to:

1.

D.

Any additional value that may be attributable to subsidies available to the project or any LIHTCs or
other tax benefits the project will receive; or

Any value reduction due to any NOI or value limitations caused by regulatory agreements or
affordability restrictions imposed by any subsidy program or tax regulation. This valuation
methodology permits Sponsors to acquire a project at its market value for new construction or
rehabilitation of affordable housing. The value attributable to the presence of LIHTCs diminishes over
time and is not always freely transferable, and thus should not be taken into consideration.

NOTE: See special instructions for Cost Certification as it relates to As Is Valuation in Chapter 13,
Section 13.21.

For underwriting purposes, where sites/projects are sold by a public body to the Developer for a

specific re-use purpose, the value of land fully improved is the lesser of:

1.

The amount determined by comparison with other sites possessing the improvements and amenities
that the subject site will have upon completion.

The dollar amount paid by the purchaser under the purchase contract with the public body, plus an
estimate of any additional costs imposed by its terms or by the insurance program. Such costs are
those to be borne by the purchaser under the purchase contract, including real estate taxes and special
assessments accruing from date of purchase to date of commitment, legal fees incident to the
land/project purchase, re-zoning costs, installation of certain designated off-site improvements,
razing structures and clearance of the site (after allowance for any income to the purchaser), and
environmental abatement. This is not a complete list of items covered but serves as a guide to the
acceptability of costs required by the purchase contract.

The actual values are noted in the MAP Appraiser’s narrative and in the Remarks Section of the 92264.

The site value of land in new construction or the “As Is” value will be noted in the MAP appraiser’s
narrative report and in the Remarks section of form HUD-92264. For the purpose of developing the
cost build-up in Section G of form HUD-92264, the lesser of market value or the acquisition cost will
be entered in Section G. Line 74 (Total Estimated Replacement Cost of the Project) is to be entered in
Criterion 3 of form HUD-92264-A.

In the case of non-LIHTC developments that otherwise meet the definition of affordable per Chapter
3, Section 3.1.12 of the MAP Guide, all or a portion of the residual land value assignable to the
affordable units in the transaction may be included in Criterion 3, as long as the land value is
constrained by a valuation consistent with an affordable development (as opposed to a market-rate
site valuation). For purposes of clarification, the site value used for affordable housing may be lower
than the corresponding value if all of the units were operated at market. The units that are restricted
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to rents below area market rents (established in the appraisal) would not contribute the same value
to the underlying land as the market rate units. In some cases, the value may pose a negative impact
for each unit restricted as the amount of rent generated would likely not cover expenses. Thus, the
impact of the rents in this case must be thoroughly analyzed.

6. The appraised value of the land may be included in Criterion 3 in the event that the public entity
maintains ownership in the transaction, and the project meets the definition of affordable per MAP

Guide Chapter 3, Section 3.1.12.

E. HUD’s estimated value of land or project “as is” for cost certification may include all of the items in
Section 7.9.8.D.2 above with the exceptions of: the installation of off-site improvements and the cost of
razing structures and clearing the site (less income received). This is intended to avoid duplication of
costs that might be reflected in the estimated value of land “as is” and also allows for the Sponsor to
include them as separate items in cost certification which includes both off-site costs and demolition. The
dollar amount of the land purchase contract plus a breakdown of the estimate of additional costs must be
fully itemized and documented.

NOTE: Cost Certification instructions (enforced by Statute) dictate that, in substantial
rehabilitation cases, the lesser of the “as is” value of the land and improvements (before repair or
rehabilitation) or the purchase price of the land and improvements is used in the cost build up for
Criterion 3 of form HUD 92264A. Consequently, when mortgage proceeds will be used to fund the
acquisition of the project, the “as is” value estimation will be used as a test of the reasonableness
of the acquisition price.

F. When the acquisition price is less than the “as is” value of the land and improvements (as accepted by
HUD), and mortgage proceeds will be used to fund the acquisition of the project, the acquisition price will
be used in the cost build up for Criterion 3, forming the cost basis for the Firm Commitment

G. When the acquisition price exceeds the “as is” value of the land and improvements (as accepted by
HUD), then the acquisition price must be reduced to the “as is” value and will, subsequently, comprise the
basis of the cost build up for the Firm Commitment.

H. When mortgage proceeds will not be used to fund the acquisition of the project, the “as is” market
value of the project will be used in the cost build up for Criterion 3, forming the cost basis for the Firm
Commitment. This is particularly significant when below-market rent restrictions are in place (such as in
the case of LIHTC-limited rents or Section 8 rent subsidy) and the use of market rents in valuing the
project will result in a premium over these rent restrictions.

7.9.9 Warehousing of “Excess” Land Area

A. Warehousing of “excess” land area is not encouraged, but where un-avoidable it may be permitted but
may not be funded with insured mortgage proceeds.
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7.10 Pre-Application for 220, 221(d), and 231

7.10.1 Lender’s Responsibilities

A. Based upon the market study prepared by the market analyst and the rental income and expense
estimates prepared by the appraiser, the Lender is responsible for making the following determinations
before submitting the application:

1. Determine the current occupancy levels, market absorption rates, and market demand for the number
and type of units proposed.

2. Analyze site for acceptability.

3. Determine market rents reflecting amenities, services, and equipment offered, and estimate project
income.

4. Estimate total operating expenses. HUD’s Environmental Review Online System (HEROS) reports,
including the Phase 1 ESA, should be consulted to determine if additional carrying costs are to be
included in the operating expense summary.

5. Estimate mortgage amount based on form HUD-92264-A, Criteria 5, and Debt Service Ratio.
6. Make a determination of feasibility or non-feasibility of the Sponsor’s proposal.

7. Evaluate the market study and appraisal report. The Lender will either accept their conclusions for
use in underwriting or may revise them for underwriting purposes. Any such revisions must be
explained and justified. The Lender may adjust the appraised value downwards but may not adjust
it upwards. Once accepted by the Lender and submitted to HUD as part of the Lender’s application,
the Lender assumes the validity of the findings and conclusions of the appraisal.

B. The HEROS report, including a Phase I ESA, must be prepared in accordance with Chapter 9 and the
Lender should advise the market analyst and the appraiser of any conditions which might affect the
marketability or value of the project.

C. The appraiser or market analyst must prepare the market study in accordance with the requirements
of this Chapter.

D. The appraiser must determine project rents, estimated rental income, operating expenses, and the
warranted price of land or “as is” value (of land and buildings for substantial rehabilitation cases). The
Lender must ensure that forms HUD-92273 (Estimate of Market Rent by Comparison) and HUD-92274
(Operating Expense Analysis Worksheet) are prepared. For substantial rehabilitation projects, the
appraiser must estimate the rents and expenses based on the assumption that all proposed substantial
rehabilitation to the project has been completed and is used as the basis for NOI in the debt service
criterion. However, pre-rehabilitation rents and operating expenses must be used for purposes of
developing the cost build up and determining as-is value.

E. The Lender must consider cost information from various sources, including the Sponsor, appraiser,
and cost consultant (including soft-cost and land cost information) to calculate the total replacement cost,
and will compare its estimate of total replacement cost with the costs estimated by the Borrower.

F. The Lender must ensure that forms HUD-92264, HUD92264-A, and supporting forms are completed.
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G. The Lender must compare the calculations on form HUD-92013 with those proposed by the Borrower
and either accept the Borrower’s proposal, recommend its modification, or reject it and advise the
Borrower that the project is infeasible.

7.11 Firm Commitment for 220, 221(d), and 231 (New
Construction)

7.11.1 Lender’s Responsibilities

A. Contract for an appraisal establishing the replacement cost for the project utilizing the cost approaches
in accordance with requirements found in Section 7.6. The appraiser will update the rental and expense
analyses provided in the Pre-Application.

B. The appraiser is also required to determine the “warranted price of the land” for new construction
projects and the "as is" value of the project for substantial rehabilitation projects. In addition, for Section
231 substantial rehabilitation projects, the appraiser must also determine the “value fully improved” of
the project site.

C. The Lender must forward or otherwise coordinate sharing information prepared by its cost analyst,
and any soft cost and land cost information provided by the Sponsor, with the appraiser for assistance in
the calculation of the total replacement cost.

D. In accordance with USPAP Standard 2-3, “When a signing appraiser(s) has relied on work done by
appraisers and others who do not sign the certification, the signing appraiser is responsible for the
decision to rely on their work. The signing appraiser(s) is required to have a reasonable basis for believing
that those individuals performing the work are competent. The signing appraiser(s) also must have no
reason to doubt that the work of those individuals is credible.”

E. The Lender must assure that all applicable sections of the Rental Housing Project Income Analysis and
Appraisal, form HUD-92264, are completed in accordance with current policy, for the type of project
proposed.

F. Form HUD-92664 items to be calculated by the appraiser include:
1. Market rents and estimated income,

2. Estimated total operating expenses,

3. Total estimated replacement cost of the project,

4

“Warranted Price of the Land” for new construction projects and the "As Is" value of the land and
building for substantial rehabilitation projects,

wn

Estimate of operating deficit and replacement reserve,
6. Estimate of REL, and

7. Estimate of Interest during Construction (line 53 in section G of form HUD-92264), to be calculated as
the greater of a or b below:
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a. By formula. The amount of the mortgage multiplied by 0.5, multiplied by construction interest
rate and multiplied by construction years. (Construction Years is the construction time in months
from line 52 in section G of form HUD-92264 plus 2 months, then divided by 12).

b. Lender’s estimate (optional). The Lender’s estimate of interest during construction must be
documented with a pro-forma draw schedule or its equivalent, subject to USPAP Standard.

8. The Lender must also provide written explanations in the Underwriter’s narrative of any major
changes to the pre-application invitation letter. Any inconsistency between the data reported on a
form HUD-92264 prepared by the appraiser and the Lender’s form HUD-92264 must be explained in
the Underwriting.

7.11.2 HUD Review

A. HUD’s HRAs and Underwriters may suggest modifications to elements of the appraisal and
methodology of the appraisal conclusions internally or may return the application to the Lender for
modification. See Chapter 11, Section 11.3 for review by Multifamily Regional Center/Satellite Office staff.

7.12 Firm Commitment for 223(f)

7.12.1 Lender’s Responsibilities

A. The Underwriting Narrative must demonstrate that the MAP Underwriter performed adequate due
diligence in reviewing the appraisal, which shall include a thorough discussion comparing the appraiser’s
market analysis to the conclusions from the market study (in cases where a separate market study is
required.) There must also be a full discussion by the Underwriter of the approaches to value and the
appraiser’s reconciliation and value conclusion.

B. The Lender must state any reasons for disagreement with the appraisal report. The underwriting
summary should contain a thorough discussion of any differences between the value conclusions made
by the appraiser and those conclusions used in underwriting the loan. The appraiser’s value conclusions
may be adjusted downwards by the Underwriter but may not be adjusted upwards.

C. The appraiser must complete an appraisal of the project establishing market value utilizing the cost,
income, and comparable sale approaches. The Cost Approach may be eliminated at the discretion of the
appraiser for subjects that are ten or more years old, although an estimate of the land value must still be
provided.

D. The appraiser should participate in the inspection of the project with the capital needs assessor where
practicable.

E. The appraiser must consider the eligibility of the project, confirm the project occupancy level, and
verify the owner’s rent roll during the inspection. When the appraiser has established that the owner’s
rent roll is correct, the actual occupancy based on the owner’s rent roll must be entered in the Remarks
section of form HUD-92264. The appraiser must also determine whether the apartments are furnished
or unfurnished.

F. The appraiser must analyze the project for acceptability.
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G. The Lender must confirm that the HEROS report, including the Phase I ESA, is prepared in accordance
with Chapter 9 of the MAP Guide and with all appropriate directives.

H. The Lender must assure that the appraiser completed forms HUD-92273 (Estimate of Market Rents)
and HUD-92274 (Operating Expense Analysis Worksheet). This is based on the determination made by
the appraiser of the project’s income and operating expenses including a review of the operating history
of the project (rent roll and financial statements).

I. The Lender must assure that all applicable sections of the Rental Housing Project Income Analysis and
Appraisal (form HUD-92264) are completed in accordance with current policy, for the type of project
proposed. Form HUD-92264 items to be calculated by the appraiser include:

Market rents and estimated income,
Estimated total operating expenses,

Total estimated replacement cost,

Market value of the project,

1

2

3

4. “Warranted Price of the Land”,

5

6. Estimate of operating deficit as necessary and replacement reserve,
7

Estimated and actual occupancy rate, and

8. REL.

J. The data provided in the Lender's form HUD-92013 and Lender’s form HUD-92264 must be consistent,
and any inconsistency between the data reported on a form HUD-92264 prepared by the appraiser and
the Lender’s form HUD-92264 must be explained in the Underwriting Summary.

7.13 Substantial Rehabilitation for 220, 221(d)(4), and
231

7.13.1 General

A. In general, a substantial rehabilitation project is processed in accordance with the instructions found
in Section 7.10 and Section 7.11 above, except as noted below.

7.13.2 Completing Form HUD-92264

A. Form HUD-92264 must be completed in accordance with basic valuation instructions for Sections
221(d)(4) and 220 processing, with the following modifications:

1. Development of the “As Is” value must be in accordance with the pertinent requirements of Standards
1 and 2 and the applicable approaches to value. A supplemental form HUD-92264 is not required.

2. The forms HUD-92273 and HUD-92274 analysis used to support the income and expenses on form
HUD-92264 must reflect the “as completed” project conditions that will exist after substantial
rehabilitation has taken place.
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3. Avalue for the land without improvements must be estimated and entered using the analysis grid in
Section H of form HUD-92264.

4. The “as is” value and the value of the land without improvements must be entered in Section “0”
(Remarks) of form HUD-92264.

7.13.3  Applicable Approaches for "As Is" Value

A. The estimate of “As Is” value of the land and building before rehabilitation should be estimated by the
direct market comparison approach and the income approach to value. The “As Is” value by the residual
approach is not mandatory but can be used in cases where there is a lack of market sales. This estimate
of value assumes an arm’s length transaction between the subject and a typical purchaser of the subject
in its current state with respect to condition and income, including the current presence of a subsidized
income stream. To determine value based upon the income approach, the appraiser should use the lesser
of market rent or the income derived from any rental assistance contract, as applicable, to avoid
inappropriately inflating income and thereby the estimate of value. Moreover, the estimate does not
assume any advantages or disadvantages associated with the current sale or refinancing of the subject
that would involve issuance of tax credits or other development advantages.

NOTE: See special instructions for Cost Certification as it relates to As Is Valuation in Chapter 13,
Section 13.21.

7.13.4 Valuation for 220 and 221(d)(4)

A. Determine the market value of the project "As Is". Complete the Location and Description of the Project,
Information concerning Land or Project, Estimate of Income, Equipment and Services Provided in Rent,
Estimate of Annual Expenses, Income Computations, Income Approach to Value, and Sales Comparison
Approach to Value within the report. If the project involves rehabilitation and new construction with
additional land to be added, also complete a land appraisal for that portion of the land to be added for the
new construction portion of the development proposal.

B. Use the Replacement Cost by Formula, Rehab Projects, with or without Builder and Sponsor's Profit
and Risk Allowance (BSPRA), to find the total project cost (summation estimate) using the "As [s" market
value of the project, and the rehabilitation cost estimate furnished by the cost analyst, plus carrying
charges and financing.

C. Complete form HUD-92264. In Section G, the "As Is" market value of the project before rehabilitation
will be shown on the line titled "As Is" value of project except as noted below.

D. Instructions for limiting the “As Is” value of project before rehabilitation, when that project is acquired
as a leasehold estate, are found in Ground Leases, Section 7.15.

E. To find the project mortgage amount for Section 220 and Section 221, use the lowest of Criteria 1, 3, 4,
or 5 on form HUD-92264-A. Estimate the "As Is" value of the project before rehabilitation, add the total
for all improvements plus soft costs to the As-Is Value to obtain the sum of the above costs. Then multiply
the sum of the project costs listed above by the applicable percentage based upon Criterion 3 to obtain
the maximum project mortgage amount.
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NOTE: Cost Certification instructions (set by Statute) dictate that, in substantial rehabilitation
cases, the lesser of the “as is” value of the land and improvements (before repair or rehabilitation)
or the purchase price of the land and improvements is used in the cost build up for Criterion 3 of
form HUD 92264A,. Consequently, when mortgage proceeds will be used to fund the acquisition
of the project, the “as is” value estimation will be used as a test of the reasonableness of the
acquisition price.

F. When the acquisition price is less than the “as is” value of the land and improvements (as accepted by
HUD) and mortgage proceeds will be used to fund the acquisition of the project, the acquisition price will
be used in the cost build up for Criterion 3, forming the cost basis for the Firm Commitment

G. When the acquisition price exceeds the “as is” value of the land and improvements (as accepted by
HUD), then the acquisition price must be reduced to the “as is” value and will, subsequently, comprise the
basis of the cost build up for the Firm Commitment.

H. When mortgage proceeds will not be used to fund the acquisition of the project, the “as is” market
value of the project will be used in the cost build up for Criterion 3, forming the cost basis for the Firm
Commitment. This is particularly significant when below-market rent restrictions are in place (such as in
the case of LIHTC-limited rents or Section 8 rent subsidy) and the use of market rents in valuing the
project will result in a premium over these rent restrictions. (See Section 7.13.3, defining how rents are
derived as the basis for the “as is” value)

7.13.5 Valuation for Section 231 Substantial Rehabilitation

A. Section 231 substantial rehabilitation cases require two value estimates: 1) a value subject to the
completion of rehabilitation using all applicable approaches, which shall be used in Criterion 3 of form
HUD-92264-A, and 2) an “As Is” value entered in Section G, line 73b of form HUD-92264 to determine the
Total Replacement Cost of the Project, in a manner similar to the procedure used in Sections 220 and
221(d) (4). Depreciation is not included. The value upon completion of the project should reflect that
which could be obtained through an arms-length sale. If rental restrictions exist and will survive post-
sale, then the value will be based upon these limitations. Alternatively, if the restrictions terminate upon
sale, then the As-Is estimate would reflect the higher value. The “As Is” value is also used in completing
Criterion 6 of form HUD-92264-A.

B. If the Total Estimated Replacement Cost of the Project (Line 74 of Section G of form HUD-92264)
exceeds the value after rehabilitation, the residual “As Is” value by formula must be completed. This
amount must be entered on line 73b of Section G, and Section G, line 74 will be considered to be the value
of the project after rehabilitation, and this amount must be entered in Criterion 3 of form HUD-92264-A.

7.13.6 Valuation for RAD Transactions

A. On RAD 221(d) (4) substantial rehabilitation transactions, the appraiser should use the Commitment
to Enter into a Housing Assistance Payments (CHAP) rents along with historical occupancy and operating
expenses, if available, to set value.
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7.13.7 Contingency Reserves

A. To address unanticipated costs inherent in the rehabilitation of older structures, there will normally
be included in the mortgage amount a reserve for contingencies based on the percentage of estimated
rehabilitation cost without fees. This percent may range between 10 and 15 percent, depending upon the
scope and type of rehabilitation and the experience and financial ability of the Sponsor, the Borrower, and
contractor, and on whether the contractor’s bid already contains a reserve for contingencies. This
percentage, determined by the cost analyst, must be included as a separate line item in the estimate of
replacement cost on form HUD-92264.

7.13.8 Interest During Construction

A. Interest during construction for substantial rehabilitation (line 53 in section G of form HUD-92264)
must be calculated as the greater of:

1. By Formula. The amount of the mortgage multiplied by 50 percent, multiplied by construction
interest rate, and multiplied by construction years. (Construction Years is the construction time in
months from line 52 in section G of form HUD-92264 plus 2 months, then divided by 12).

2. Lender’s Estimate (optional). The Lender’s estimate of interest during construction must be
documented by a pro forma draw schedule or equivalent.

7.13.9 Inspection Fee

A. The inspection fee is calculated as half of one percent (0.5%) of the loan amount when the project
involves new construction. For substantial rehabilitation projects, the inspection fee is calculated as the
sum of Total for All Improvements times one half of one percent (0.5%) rounded to the next higher $100.

7.13.10 Offsite Costs

A. If there are any offsite costs associated with the rehabilitation, enter them as a line item in the
Estimated Replacement Cost. This separate entry is necessary in rehabilitation processing, since the "As
[s" value does not include offsite cost requirements.

7.13.11 Rehabilitation Cost not Attributable to Residential Use

A. This entry must be completed for all rehabilitation projects and is prepared on Rehabilitation Cost Not
Attributable to Residential Use, found in the MAP Form Book, and transferred to line 4b under Criterion
4 (Amount Based on Limitations per Family Unit) on form HUD-92264A.

7.13.12 Developer’s Fee, when Applicable

A. HUD may include a nonprofit Developer’s fee in the estimated replacement cost of a project, in addition
to the legal, organizational and audit fees normally included in the estimated replacement cost of a project.

1. The fee will be based on a sliding scale at eight percent of the mortgage, but not less than $40,000 or
more than $400,000.
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2. The following exceptions apply:

a. For mortgages in excess of $5,000,000, increase the maximum fee to provide an additional 2
percent based on that portion of the mortgage that is in excess of $5,000,000.

b. At the option of the nonprofit Sponsor/Borrower, the fee included in the replacement cost may
be reduced.

3. Part of or the entire fee may be used to pay for transactional costs related to developing the subject
project, including but not limited to:

a. Reduction of the estimated closing costs of the project,

b. Staff salaries,

c. Nonprofit working capital deposit,

d. Relocation expenses,

e. Operating deficit escrow,

f. Financing fees above the 3.5 percent included in the estimated replacement cost of the project,
g. Environmental studies, and/or

h. Housing Consultant services provided by either in-house staff or contractor.

4. Funds not used to meet the estimated cash requirements of the project will be released to the
nonprofit based on a percentage of completion method.

7.13.13 Exclusions to Estimated Replacement Cost

A. HUD will no longer include in the estimated replacement cost of a project an Allowance to Make Project
Operational (AMPO) nor an amount for Housing Consultant services, except as part of the Developer’s fee
noted above.

7.14 Calculating Operating Deficits

7.14.1 Estimate of a Project’s Operating Deficit

A. When it is anticipated that the project’s net income will be inadequate to support the insured loan
during the initial rent-up period, the appraiser must estimate the anticipated project operating deficit
utilizing the following steps:

1. Estimate the total project operating expenses, add the debt service requirement (including principal,
interest, and mortgage insurance premium (MIP)) and divide the total by the potential gross income
for the project. The resultant ratio is the break-even occupancy level. Multiply that percentage times
the total project units to obtain the number of units required for break-even occupancy (rounding up
any fraction of a unit).

2. Estimate the total number of units expected to be occupied at the time of Final Endorsement. The
difference between the total units required for break-even occupancy and those occupied units at the
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time of Final Endorsement represent the total number of units that must be rented in order to reach
a break-even occupancy level.

3. Estimate the likely rate of absorption of the available units, taking into account the current and
proposed supply of housing units in the subject’s market balanced against demographic and demand
considerations. The absorption or lease-up rate must be supported by comparison to similar projects’
historic rates of absorption during their lease-up period, whenever such a comparison can be made.
The number of units to be absorbed, divided by the monthly absorption rate, will yield the total
number of months of the entire operating deficit period.

a. Absorption Period. The Absorption Period is the period of time necessary for a newly
constructed or renovated project to achieve stabilized occupancy. The absorption period begins
when the first certificate of occupancy is issued and ends when the last unit to reach stabilized
occupancy has a signed lease and is actually occupied by a resident. A typical pre-marketing
period begins about three to six months prior to the issuance of the certificate of occupancy,
therefore the month that leasing is assumed to begin should accompany all absorption estimates.
[t is important to consider that the absorption of restricted/low-income units may be different,
depending on the differential in rent between low-income rents and market rents, and the number
of income-qualified potential residents in the Housing Market Area (HMA.)

b. Maximum Allowable Absorption Period. As a result of risk mitigation guidance, the absorption
period used in estimating market demand for the proposed number of units has been reduced
from 24 to 18 months. Larger projects may phase additional units under a separate application
for mortgage insurance (e.g., under Section 241(a)). An exception to the 18-month absorption
period limitation may be waived by the Regional Center Director for large high-rise buildings.
Such projects will be evaluated based on their own merit and will require a larger initial operating
reserve to insure against the risk inherent in a longer absorption period.

c. Absorption Rate. The Absorption Rate is the average number of units rented each month during
the absorption period.

4. Because the deficit period can begin at certificate of occupancy and continue through the cost
certification phase and the amortization phase, there are three distinct expense intervals to consider
when calculating the total deficit period, although not every project will require using all three
intervals.

a. Interval 1 covers the time between certificate of occupancy and the end of the construction
period and cost certification. (Note that the construction period is defined as construction time
plus two months for cost certification purposes). This is an optional interval, because some
projects may have the same certificate of occupancy and construction completion dates and thus
would not need an Interval 1. When calculating expenses for this Interval, no debt service is to be
included as an expense since the mortgage interest for this interval is included in the mortgage in
Section G Line 53 "Construction Interest”". Replacement Reserves and ground rent are not to be
included in Interval 1. This interval must only include the appraiser's estimate of all of the
applicable operating and leasing expenses for each month (period).

b. Interval 2 begins at the end of the construction period/cost certification process (construction
time plus two months) and ends at the beginning of loan principal amortization. This period can
be no greater than 2 months and is also an optional interval. (Chapter 8, Section 8.9.1.B.1 requires
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amortization to begin "no later than 4 months after construction completion for insurance of
advances and first day of second month after final endorsement for insurance of completion
cases"). If amortization begins at the end of the construction period, this interval will not be
necessary. Debt service must include payment of interest and MIP, but not amortization, as the
beginning of amortization signals the beginning of Interval 3. (Section G Line 53 of form HUD-
92264 includes mortgage interest for the construction period plus two months. If amortization is
deferred until 4 months after construction completion, there will be two months of unaccounted-
for interest and MIP that must be included in the Initial Operating Deficit (I0OD)). Ground rent
must be included if the project is a leasehold since only ground rent during construction can be
included in the mortgage, and this interval begins after construction completion. Replacement
reserves are not included in interval 2. This interval must include the appraiser's estimate of
applicable operating expenses for each month (period).

c. Interval 3 begins at the beginning of amortization. Amortized debt service is mandatory in this
interval, and must include payment of principal, interest, and MIP. Ground rent, if applicable, and
replacement reserves are also mandatory in interval 3. This interval must include the appraiser's
estimate of applicable operating expenses for each month (period). Interval 3 ends when NOI
becomes positive and is sufficient for breakeven coverage of the mortgage debt.

B. Operating deficits can occur before and after the start of amortization. The operating deficit calculation
for the first interval must begin when the Certificate of Occupancy is secured.

C. If the dollar amount of debt service for a period 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 cancel
a prior period of income deficiency.

D. The operating deficit represents the total of all cumulative losses projected to occur before the project
reaches breaks even and produces a positive cash flow. These losses may not be offset by intermittent
periods of positive cash flow.

E. Where commercial facilities are included in the project, a separate operating deficit estimate of income
loss for commercial rent-up must be prepared. The appraiser must ensure that expenses included in the
residential deficit estimate are not duplicated in the commercial space deficit estimate so as to unfairly
penalize the project. The commercial space deficit is added to the residential operating income deficit to
determine the total project operating deficit escrow funding that will be necessary. Any positive income
attributable to the commercial space during the deficit period will not offset the residential operating
deficit requirements.

7.15 Leaseholds/Ground Leases

A. HUD may insure a leasehold deed of trust (or mortgages) that constitutes a mortgageable interest
under the law of the state in which the project is located and otherwise meets the requirements of the
National Housing Act and this Section. However, HUD prefers to provide insurance on deeds of trust and
mortgages secured by a project owned in Fee Simple. The MAP Lender’s underwriting and appraisal
analysis must fully describe the interest in a Leasehold Estate transaction and related values. Except as
specifically noted below, waivers of this Section and modifications to the HUD Lease Addendum (form
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HUD-92070M) are not permitted in the field and must be processed in HQ except for affordable
transactions with a governmental entity as the lessor.

7.15.1 Definitions

A. Fee Simple (Estate). An ownership interest in land that is the broadest property interest allowed by
law, extending beneath the soil to the air above, and which endures until the last holder dies without heirs.

B. Leasehold (Estate). A Tenant’s possessory interest in land for a term of years granted to the Tenant
pursuant to a lease agreement. Upon expiration of the Lease term, all rights to possess and use the land
revert back to the Landlord (Fee Simple owner) and the leasehold estate terminates. A leasehold interest
can be in the land only (ground lease) or the land and building and improvements.

C. Leased Fee. A Landlord’s interest and rights to the leased property, including the right to receive
rental income and a right to possess the property at the end of the lease.

D. Tenant. An entity with a possessory interest in the land granted by the Landlord through a Lease,
typically the single asset Borrower entity, i.e., the HUD Borrower.

E. Landlord. The owner of the Fee Simple interest in the land (and sometimes improvement on the land)
who grants the Tenant the temporary possessory interest in the land (and improvements, if applicable).

F. Lease. A contract for exclusive possession of lands or tenements for a determined period. Note that
the Lease Addendum - Multifamily (form HUD-92070M)) uses the term Lease to refer to Leasehold Estates
comprised of the land (or air) and Improvements, but for purposes of this Section, Lease may refer
generally to a lease of land and improvements, a Ground Lease, or an Air Rights Lease.

G. Ground Lease. A particular form of Lease, typically a long-term contract between the Landlord and
Tenant granting the Tenant an exclusive possessory interest in land for a term of years in return for lease
payments or rent. A Ground Lease for purposes of this Section does not include improvements.

H. Rent or Ground Rent. Money paid by Lessor to Lessee in exchange for the exclusive use and
enjoyment of the land or improvements.

I. Improvements: Improvements are a permanent addition to real property (land).
J. Operating Expenses. See Section 7.7.

K. Taxes: Project taxes and special assessments. Taxes shall not include income taxes. Net income before
Debt Service Payments shall mean the annual amount which remains after operating expenses and taxes
are subtracted from Effective Gross Income.

L. Debt Service Payment. The annual amount paid to mortgage principal, interest, and MIP.

M. Net Cash Flow. The annual amount remaining after Debt Service Payments are subtracted from net
income.

N. Air Rights. The right to undisturbed use and control of designated air space above a specific land area
within stated elevations. Air rights may be acquired to construct a building above the land or building, or
to protect the light and air of an existing or proposed structure on an adjoining lot. The rights may be
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transferable, which is an air right, that cannot be used by the landowner, or that the owner chooses not to
use, but can be conveyed to landowners in another location.

7.15.2 Legal Requirements

A. The Tenant/Borrower must have a mortgageable interest in the property comprised of:

1. A Leasehold interest in the land - Lease Addendum - Multifamily (form HUD-92070M) (Option 1
“Ground Lease”); or

2. A Leasehold interest in the land and building/improvements - Lease Addendum - Multifamily (form
HUD-92070M)) (Option 2 “Lease,” permitted only in cases where the Landlord is a
public/governmental entity); or

3. A Leasehold interest in the air rights - Lease Addendum - Multifamily (form HUD-92070M) (Option 1
“Air Rights Ground Lease”).

4. A Leasehold interest in air rights and improvements - Lease Addendum - Multifamily (form HUD-
92070M) (Option 2 “Air Rights Lease,” permitted only in cases where the Landlord is a
public/governmental entity).

5. For Leaseholds of trust lands or Native American tribal land, HUD must ensure that the Lease
provisions, including the term of the lease and any waivers of Lease Addendum provisions, are
acceptable to both HUD Headquarters and the Bureau of Indian Affairs.

NOTE: In all cases the Landlord must be the Fee Simple owner of the property and must grant the
leasehold estate directly to the Tenant (i.e., the Borrower). This prohibition against insurance of
mortgages on sub-leasehold estates is statutory for Sections 207/223(f) and 231 and cannot be
waived for these programs.

B. The Lease must meet the following requirements:

1. Term of Lease. The term of the lease must comply with the National Housing Act and cannot be
waived.

a. Sections 221(d) and 220: the term of the lease must run at least ten (10) years beyond the
maturity date of the mortgage or for a period of not less than 99 years which is renewable.

b. Sections 207/223(f) and 231: the term of the lease must run at least fifty (50) years beyond the
date of mortgage execution or for a period of not less than 99 years which is renewable.

c. Section 223(a)(7): the term of the lease is subject to the requirements of the original mortgage
program for the project being refinanced.

d. Section 241(a): the term of Lease (from the insured first mortgage) may remain the same except
if the 241(a) loan is being extended beyond that of the insured first mortgage. The term of Lease
must be extended by a corresponding number of years in cases where the original Lease term is
other than 99 years and renewable.

2. Recording. The Lease or a Memorandum of Lease must be recorded in the applicable land records
office and must contain the following information (in addition to any information required by state
law):

MAP Guide, March 2021 Chapter 7 Bookmarked Version
Go to beginning of Chapter 7 Page 7-51 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 7 Valuation & Market Analysis

Go to Table of Contents 7.15 Leaseholds/Ground Leases
a. The names of the parties (Landlord and Tenant);
b. Alegal description;
c. Term of the Lease and any option to renew;
d. Reference to the HUD Lease Addendum - Multifamily, form HUD-92070M; and
e. Specific reference to HUD’s option to purchase in Section 7 in the HUD Lease Addendum (unless

Section 7 is expressly waived in writing by HUD in accordance with Program Obligations).

3. Lease Addendum - Multifamily (form HUD-92070M). The Lease Addendum must be included and
used as follows:

a.

C.

The Lease must incorporate the Lease Addendum - Multifamily form HUD-92070M (“Lease
Addendum”). If the Lease has been recorded, the Lease Addendum must also be recorded in the
official records to amend the previously recorded Lease. If a Memorandum of Lease has been
recorded, it must be amended in the official records to reference the incorporation of the Lease
Addendum as noted above.

The Lease, through the incorporation of the Lease Addendum, must grant HUD the option to
purchase good and marketable fee simple title to the property and the Landlord’s interest, if any,
in the building and improvements (Section 7 of form HUD-92070M).

1) Option Price: HUD’s option price must be the value of the Leased Fee Estate (net present value
of Ground Lease) at the time of Firm Commitment (see Section 7.15.4 regarding valuation of
the leasehold interest).

2) Waiver: If the Landlord is a state or local unit of government or public entity created pursuant
to state law, the Regional Center Director may waive the purchase option requirement at the
time of issuance of the Firm Commitment. To be eligible for this waiver, the project must also:

a) Be “affordable” as defined in Chapter 3, Section 3.1.12, OR be alow-leverage, low-risk loan
with significant public purpose and benefit;

b) Be appraised for both Leased Fee and Leasehold interests, as well as the Fee Simple
interest in the land (the Leased Fee is the net present value of the Ground Lease); and

¢) Provide a thorough discussion in the appraisal and underwriting narrative of the Lease
terms, and a determination by Lender that both the Leasehold Estate is marketable and
the Leased Fee is less than the Fee Simple interest in the land.

d) Additionally, HUD will permit the use of discounted cash flow analysis and/or direct
capitalization in determining the value of the Leased Fee. The Lender must include a
thorough discussion of the parameters and methods used in the determination of the
discount rate. The value of the Leasehold Estate will be accounted for in form HUD-
92264A on line 3(a) and will be used to calculate the maximum insured mortgage for
purposes of Criterion 3. No value is given to the Leased Fee under either Criterion 3 or 4.

Execution of a new Lease Addendum is not required for 223(a)(7) transactions.

4. Estoppel Certificate. The Tenant/Borrower must provide an estoppel certificate signed by the
Landlord that identifies the Lease documents, including all amendments, and confirms: the legal
description; that the Lease is in full force and effect; and that there are no defaults, pending defaults,
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or conditions that could give rise to a default under the Lease. The estoppel certificate must also
contain the required language from 24 C.F.R. § 200.62 and the “warning” language from the Lease
Addendum. The estoppel certificate must be dated within 30 days of closing.

7.15.3 Lease Payments (Ground Rent)

7.15.3.1 Acceptable Form of Ground Rent Computation

A. For all Leasehold projects, the Ground Rent must meet the underwriting standards of this MAP Guide.
Ground Rents may be computed using one 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. Astated dollar amount per year which must remain fixed for at least ten years beyond the term of the
insured mortgage. If monthly or quarterly payments are required, these will be converted to annual
amounts by the appraiser. When the Lease contains more than one method of computing the Ground
Rent, it must also indicate whether the amount to be paid is to be the greatest or the least, or the sum
of, these amounts. The stated annual dollar amount may be described as a minimum payment.

B. The MAP appraiser must evaluate the payment based upon the acceptable Ground Rent computations
and incorporate the payment into their conclusion of net operating income.

7.15.3.2 Unacceptable Lease Payments (Ground Rent)

A. HUD will not accept variable Ground Rents, including (1) graduated schedule of future increases on a
lump sum/year-by-year basis, (2) Cost of Living Allowance (COLA) or Consumer Price Index (CPI)
increase, and (3) increases based on the results of future appraisals or arbitration.

7.15.3.3 Ground Rent During Construction

A. Ground Rent during construction must be included in the estimated replacement cost of the project
and in the certified cost, subject to the following conditions:

1. The period for which Ground Rent is estimated must be the same as that for which interest and other
related charges are calculated, or the estimated construction time plus two months.

2. Ground Rent during construction must be entered in Line G 69 of form HUD-92264 (currently labeled
“Construction Fee”). A remark must be entered in Section H, indicating that the amount in Line G 69
represents Ground Rent during construction.

3. Ground Rent must not be included in the base on which Section 220, 221(d) BSPRA is calculated.

4. The annual amount of Ground Rent during construction may not exceed the test for acceptability of
Lease payments.

5. For rehabilitation under all Sections of the Act, Ground Rent during rehabilitation must be included
in the replacement cost.
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7.15.4 Valuation of the Leasehold Estate

A. The value of the Leasehold Estate is determined by analyzing the factors used by the MAP Appraiser in
developing a value for Criterion 3 such as income capitalization supported by comparable sales and
included on line 3.a of form HUD-92264-A.

1. Foraffordable projects thatinvolve a ground lease on land or on both land and improvements without
an option to buy, the Department will not insure a loan that will recognize a leasehold interest for
security unless the property meets these requirements:

a.

b.
C.

d.

The lessor must be governmental body or a housing authority, or a non-profit entity. There are
no exceptions and no waivers at the Regional level.

The property must qualify as affordable housing, as defined in Chapter 3, Section 3.1.12;
No deviations from form HUD-92070M are permitted, except for those previously stated.

The project must be a low leverage, low risk loan with significant public purpose benefit.

2. Valuation methodology and analysis must clearly outline the various components of the lease, and the
Highest and Best Use section of the Appraisal must present the appropriate analysis and methodology
that reflects the following:

a.

Value of the Fee Simple Interest in the Land per requirements in the MAP Guide, typically
supported by comparable sales and reflected elsewhere in the appraisal. The specific components
of the fee simple estate must be clearly defined (i.e., land, land and shell, land and building, etc.)

Value of the Leased Fee must reflect the Net Present Value of all lease payments and the
appropriate risk to collecting those payments. The value must reflect the typical terms in the
market by a typical investor and may be appropriately reflected by both a capitalization of the
initial income for the current year lease and by using a Discounted Cash Flow. Any/all variances
in value between these two methodologies must be analyzed and explained in terms of the risk to
HUD.

The impact of the Leased Fee Value on the Leasehold Estate must be clearly discussed and
reflected in the Leasehold Value estimated in the Income Approach, and any/all adjustments must
be reflected in the value determined by the Sales Comparison Approach.

The resulting value of the Leasehold Estate must be analyzed and reported in Section G, Line 73b
of form HUD-92264 and Line 3a of form HUD-2264-A respectively.

Upfront land lease payments essentially reflect the Net Present Value of annual payments that
would have otherwise occurred under a Land Lease, subject to any/all HUD requirements. The
appraiser must analyze that payment as it reflects the Net Present Value of the income stream
that would have otherwise been an operating expense, thereby reducing the NOI. This up-front
payment may also affect Leasehold Value as set forth in Criterion 3, potentially impacting the
requested loan amount.

The appraiser must support all Overall Rates, Discount Rates, Internal Rates of Return, etc. as it
relates to the various components of Leased Fee and Leasehold Estate Values in the Market and
clearly explain the impact on the Value Estimates. The Leased Fee value may not exceed the Fee
Simple Interest in the property (i.e., land, land and shell, land and building, etc.)
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7.15.5 Rehabilitation of an Existing Project

A. When Building/Improvements are owned by the Tenant/ Borrower and the Leasehold mortgage is to
be insured and contains existing buildings, the valuation processing shall be as follows:

1. “AsIs” Leasehold Value of both land and building(s) must be established by capitalization of income
and/or by comparable sales, as appropriate.

2. Value of the land without building/improvements must be established by market comparison based
on sales of similar sites. When the existing improvements are in poor condition and have little or no
inherent value, their contributory value may be added to the value of the site plus any demolition cost
in order to render the structure ready for development.

3. The total “As Is” value of the entire project is the value of the site plus contributory value of the
improvements, plus any demolition costs, so that the site is ready and available for development.

7.15.6 Maximum Mortgage Amount for Criterion 3

A. The value or replacement cost of the project described in the mortgage shall be the value or
replacement cost of the Leasehold Estate (as determined by HUD), which in all cases shall be less than the
value or replacement cost of the property in fee simple.

7.15.7 Fee-Joinders

A. Under certain limited circumstances, HUD may insure mortgages even when the Borrower entity does
not directly own the requisite Fee Simple Estate and/or eligible Leasehold interest with appropriate
closing documentation to ensure compliance with the National Housing Act, as discussed below.

B. Certain states have statutorily authorized programs that provide tax abatements to residential rental
projects. In order to take advantage of such programs, private Developers will transfer Fee Simple
ownership of their project to the state or local development agency, and then enter into a Lease with the
state or local development agency for a duration that is shorter than required under the National Housing
Act. Through ajoinder to the FHA-insured mortgage, as an accommodation to gain FHA-insured financing,
the governmental agency agrees to allow its Fee Simple Estate to serve as security for the FHA-insured
loan. This arrangement is deemed a subordination of the fee (or “Joinder of the Fee”).

C. For FHA purposes, a document titled Rider to the Security Instrument — Fee Joinder (the “Rider”), must
be used in these situations. Through this document, the governmental agency/Landlord agrees to subject
its Fee Simple interest to the FHA-insured Security Instrument so that the MAP Lender has a first mortgage
on real estate in Fee Simple for the entire term of the FHA loan. If the Borrower defaults under its
obligations, then the FHA Lender, HUD, or other purchaser at foreclosure sale (as applicable) will acquire
Fee Simple title to the project.

D. MAP transactions requesting HUD approval for Joinder of the Fee must meet the following
requirements:

1. The project, Borrower, and transaction must otherwise be eligible pursuant to this MAP Guide;

2. The project must benefit from a state or locally authorized tax abatement program;
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3. The Landlord must be a state or local unit of government or public entity created pursuant to state
law;

4. Lender’s counsel and the HUD closing attorney must ensure that under state law, the FHA Security
Instrument (mortgage or deed of trust) represents a first lien on the entire Fee Simple Estate of the
project for the duration of the FHA-insured Note;

5. The Rider must be executed and attached to the Security Instrument; and

6. Borrower must provide a title insurance policy satisfactory to the MAP Lender and HUD.

E. For valuation purposes, Fee joinder structures must be underwritten to the full amount of the project

taxes unless the project satisfies the permissions set forth in Section 7.16.

F. Additional Requirements:

1. Security Instrument.

a.

The Landlord must be added to the first paragraph of the Security Instrument as an
accommodating “Joinder Party.” This addition is necessary to ensure the proper indexing of the
Fee Simple security interest granted by the Rider. While the Landlord will be added as a party in
the first paragraph of the Security Instrument, it will not be a signatory to the Security Instrument
itself.

The Rider must be executed by the Landlord and the Borrower and must meet the state-law
specific signature and attestation requirements.

The Security Instrument must not be referred to or titled as a Leasehold Mortgage/Leasehold
Deed to Secure Debt/Leasehold Deed of Trust because the Rider results in the Security Instrument
encumbering the entire Fee Simple Estate as collateral for the loan.

2. Title Insurance Policy.

a.

The title insurance policy must not be a “Leasehold Loan Policy.” Instead, Schedule A2 must list
both the Fee Estate and Leasehold Estate. Schedule A3 should similarly list both the Landlord and
the Borrower. In Schedule A4, where the Security Instrument is listed, the Rider must be
appropriately referenced. Schedule B, Parts I and II, must list all exceptions and encumbrances
pertaining to both the Fee Simple and Leasehold Estates. Any exceptions must be acceptable to
HUD.

3. Lease Addendum - Multifamily, form HUD-92070M.

a.

The Borrower must use the Lease Addendum, striking paragraphs 7, 11, and 12, as they are not
applicable in this Fee Joinder context. Further, paragraph 10 regarding condemnation must be
stricken and replaced with the following (no HQ approval is needed): “All awards and /or
proceeds from the condemnation, or the negotiated sale in lieu of condemnation, of all or any part
of the Tenant's and/or Landlord's interests in the Property, Improvements or the leasehold estate,
shall be paid to Lender and applied as provided in the Security Instrument between Lender and
Tenant.”
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7.16 Tax Abatement Procedures

7.16.1 General Comments and Exceptions

A. Tax Abatement is a reduction of project taxes for a specified term by the taxing authority. Properties
with abatement are eligible for additional mortgage funds under certain circumstances. The abatement
must run with the real estate and not with the type of sponsorship if it is to secure additional mortgage
proceeds based upon value (Criterion 3). The debt service approach (Criterion 5) used for underwriting
must include an amount for the expected project taxes (including abatement or PILOT) in the project
operating expenses. The terms of the tax abatement must be analyzed and a stress test demonstrating the
risk must be performed even if the present owner or its transferee may benefit from the abatement for
the term of the mortgage. The risk that a transferee of the project or an assignee of the mortgage in the
future might cause the tax abatement to be lost is an unacceptable risk to the insurance fund. Exceptions
to these requirements include the following:

1. Ifthe property is subject to LIHTC covenants to maintain affordability, or if over 90% of the units are
covered by a Section 8 project based rental assistance contract, and if the tax abatement runs with the
sponsorship (Borrower) entity, then the Regional Center Director may waive the MAP Guide so that
the underwriting does not have to include a provision for project taxes during the period of the tax
abatement. This exception is justified for low loan-to-value mortgages on LIHTC projects and the
additional due diligence and oversight by private equity investors. A real estate tax abatement will
be recognized in both value (Criterion 3) and underwriting (Criterion 5) calculations even if the
abatement runs with the owner rather than with the land, so long as the owner is non-profit
sponsored.

2. Some properties are leased from a governmental body to either a non-profit or for-profit Developer,
where the project is exempt from taxes and the abatement flows to the leasehold improvements.
There is usually a requirement for a percentage of units to be set aside as affordable housing, which
is imposed by a land use restriction or regulatory agreement. Regional Center Directors may grant a
waiver, after appropriate review, to promote affordable housing.

7.16.2 Full Term Tax Abatement

A. If the amount of the tax abatement is fixed and runs the entire term of the mortgage, the real estate tax
expense reported on form HUD-92264 must be the actual amount of taxes the project will pay, if any. The
full amount of the real estate taxes without the abatement must be noted in the remarks section of form
HUD-92264. The project will benefit from an increased mortgage amount due to the lower pro-forma
operating expenses and an increased NOI estimate. When the abatement runs for the full term of the
mortgage, the NOI used for form HUD-92264-A Criteria 5 may also be processed at the reduced tax
amount.

B. Also, if value attributable to long term tax abatement is recognized in the subject’s market area, the
same NOI may be capitalized and the resulting value may be used in Criterion 3. Attributing value to the
abatement is allowable only if the abatement is transferable.
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7.16.3 Partial Term or Variable Tax Abatement

A. If the abatement is partial term or variable, it may still be used to secure additional mortgage proceeds.
The additional mortgage will be the amount that will amortize over the term of the tax abatement. A
special amortization plan must be requested which has debt service payments that are increased by the
additional net income generated during the term of the abatement. When processing a partial term or
variable abatement, the full amount of the project taxes must be estimated and included in the total project
expenses on form HUD-92264 as if there were no abatement. The additional debt service carry resulting
from the abatement must be calculated on line I, Criteria 5 of form HUD-92264-A.

B. If Criterion 5 (Amount Based on Debt Service Ratio) is not the controlling criterion, partial term or
variable abatements cannot be used to secure additional mortgage proceeds. Also, the appraiser must not
include extra value associated with partial-term abatement in either the estimate of land value, the “As Is”
value for substantial rehabilitation, or the “As Repaired” or “As Is” value for existing projects, and it must
not be included in Criterion 3.

1. Partial Term Abatements: Assume that Project A has been awarded a 5-year tax abatement of
$5,000/year and the interest rate on the insured loan is quoted at 7.5% and the MIP is 0.5%. The
amount of additional mortgage is calculated by dividing the annual abatement, $5,000 by the
applicable debt service constant (P, I, and MIP). In this example the debt service constant is
0.245455383.

$5,000 / 0.245455383 = $20,370

The additional mortgage amount based upon debt service (Criterion 5 of form HUD-92264-A) would
be an increase of $20,370 and a special amortization schedule would be required with a debt service
payment that is $5,000/year greater in years 1 through 5.

2. Variable Abatements: Variable tax abatements are more complex to quantify but are essentially
calculated in the same manner. Assume that Project B has been awarded 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 insured loan is quoted at
7.5% and the MIP is 0.5%. The amount of additional mortgage is calculated as the amount that could
be fully amortized by the variable payments over the 15-year period based on the stated financing
terms. The graph below illustrates the calculation.
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$25,000 ($5,000) Abatement Period 1

$25,000 -$10,000 = $15,000
$15,000/ 0.245455 = $61,111

$20,000 ($5,000)

$15,000 ($5,000)

$10,000 (85,000) (85,000 Abatement Period 2

$10,000 - $5,000 = $5,000
$5,000/0.147422 = $33,912

$5,000 ($5,000) (85,000) (850000 | Apatement Period 3

$5,000 - $0 = $5,000
$5,000/0.116241 = $43,014

When there are two or more abatement amounts and periods, and the amounts decline, the abatement
amount for each period is found by subtracting the abatement amount of the next period. Period 1
will run for 5 years, Period 2 will run for 10 years, and Period 3 will run for 15 years. Because all three
periods begin amortization at the same point in year 0, the amount of the abatement for the next
period must be subtracted to avoid double counting.

a. AbatementPeriod 1: $25,000 minus $10,000 (the amount of abatement in period 2) = $15,000 for
5 years. The debt service constant for a 5-year term at 7.5% interest with 5% MIP is 0.245455383.
Dividing $15,000 by 0.245455383 indicates additional mortgage proceeds of $61,111 attributable
to period 1.

b. Abatement Period 2: $10,000 minus $5,000 (the amount of abatement in period 3) = $5,000 for
10 years. The debt service constant for a 10-year term at 7.5% interest with 0.5% MIP is
0.147442123. Dividing $5,000 by 0.147442123 indicates additional mortgage proceeds of
$33,912 attributable to period 2.

c. Abatement Period 3: $5,000 minus $0 (since there are no periods remaining) = $5,000 for 15
years. The debt service constant for a 15-year term at 7.5% interest with 0.5% MIP is
0.116241483. Dividing $5,000 by 0.116241483 indicates additional mortgage proceeds of
$43,014 attributable to period 3.

d. Adding the supportable mortgages from each of the abatement periods results in a total additional
supportable mortgage of:

1) Period1 = $61,111
2) Period2 = $33,912
3) Period3 = $ 43,014
4) Total = $138,037
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The mortgage amount based on debt service (Criteria 5 of HUD 92264-A) would be increased by
$138,037 and a special amortization schedule would be required with a debt service payment that
reflects $25,000 per year in years 1 through 5, $10,000 per year in years 6 through10, and $5,000
per year in years 11 through 15. The appraiser must not include extra value associated with
variable abatement in either the estimate of land value, the “As Is” value for substantial
rehabilitation, or the “As Repaired” or “As Is” value for existing projects, and it must not be
included in Criterion 3.

7.16.4 Deferral of Real Estate Taxes

A. A real estate tax deferral must be distinguished from a real estate tax abatement. A tax deferral only
postpones the payment of real estate tax until some future date. The Borrower shall not participate in a
real estate tax deferral program unless approved by HUD Headquarters in writing. HUD will not approve
participation in any real estate tax deferral program unless participation will not result in the creation of
a lien that has priority over the insured mortgage and, if applicable, any second mortgage held by the
Commissioner. However, if any deferred taxes result in a first lien on the property, the tax lien must be
paid before HUD will allow an FHA insurance claim, and the payment will not be reimbursed by HUD as
part of any insurance claim.

7.17 Project-Based Section 8 and LIHTC
7.17.1  For Section 223(f)

A. The project must be evaluated under two scenarios: a) the “hypothetical market value” of the project
without regard to any Section 8 project-based subsidies, rent restrictions, or LIHTC; and b) a debt service
analysis must be performed that considers all Section 8 project-based subsidies and other low income
rent restrictions. Two independent Section C rent schedules must be prepared, one for a hypothetical
market rent estimate and one that recognizes all rent restrictions and subsidies.

7.17.1.1 Criterion 3 Market Value

A. The appraiser must ignore the Section 8 contract rents and tax exempt bond or LIHTC restricted rents
when determining market value and the income to be capitalized for a determination of market value for
the purposes of determining Section K, form HUD-92264, and Criterion 3, form HUD-92264-A Value. To
be consistent, the appraiser must use a market capitalization rate and must assume market rents in the
income approach to value. Note that the comparable sales approach to value must be completed without
regard to Section 8 or LIHTC awards.

7.17.1.2 Criterion 5 Debt Service Analysis

A. In calculating net operating income to be used for Criterion 5 Debt Service, rent restrictions must be
observed. For the Criterion 5 debt service analysis, the Line 6, form HUD-92264-T rents must be used.
This applies to projects receiving LIHTCs that may use either tax exempt bond or market-rate financing.
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7.17.1.3 Form HUD-92264T for LIHTC Projects without Section 8

A. Follow the existing form instructions. Processing will be based upon the lesser of Lines 1, 4, or 5.

7.17.1.4 Form HUD-92264T for Section 8 Project-Based Assistance without
LIHTC

. Enter the market rent by comparison on Line 1.

. Enter Personal Benefit Expenses on Line 2.

. Line 3 is Not Applicable.

. Line 4 is Not Applicable.

. Enter the Project Based Section 8 Contract Rent on Line 5.

. Subtract Line 2 from Line 5 (if applicable).

D m m g 0O W >

. Process using the lesser of Line 1 or Line 5.

7.17.1.5 Form HUD-92264T for Section 8 Project-Based Assistance with
LIHTC

A. The LIHTC rent must be recorded but is not used as a limiting criterion because the total income to the
project is the LIHTC rent combined with the Section 8 rent, so that the actual amount of rental income to
the project will be the Project-Based Section 8 rent, as follows:

2 Bedroom Section 8 Contract Rent: $850/Month
2 Bedroom LIHTC Rent limit: $350/Month
Resident’s Rent Obligation to Project: ~ $350/Month
Section 8 Payment to Project: $500/Month

Total Income to Project: $850/Month

7.17.2 Fee Income

A. If additional fees for project amenities are mandatory for all residents, the mandatory fee income from
restricted units must be excluded from the calculation of net income. The mandatory fee income from
non-restricted units may be included if these amenity fees are indicated by comparable properties in the
market and it must be explained in the remarks section of form HUD-92264.

7.17.3 Income Limits

A. The appraiser must ascertain that the correct income limits are employed in calculating the maximum
LIHTC rents and in completing form HUD-92264-T. The Housing and Economic Recovery Act of 2008
(HERA) modified HUD’s income limit methodology for calendar years after 2008 to require HUD to
increase applicable area median incomes by the amount area median incomes rise, even if the HUD-
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determined area median incomes would be frozen under HUD’s 2007 and 2008 income limit
methodology.

7.17.4  Expenses/Fees

A. Properties with LIHTC-restricted units will commonly have a higher operating expense ratio per unit
than market rate properties, which may be due to increased administrative costs for tax credit compliance
monitoring, performing resident income certifications, and staffing to provide on-site resident services.
Estimating operating expenses for projects that are to be funded through the sale of LIHTC requires the
analysis of LIHTC comparables if available, and consultation with other experts (i.e. appraisers and project
managers) in the context of current market conditions, which should consider the size of the project and
unit mix. Utility expense unit rent adjustments in LIHTC projects may be estimated by the analysis of
actual costs supplied by the Developer, the utility company, or by use of the Section 8 utility allowances.

1. If the project has the same operating expenses under LIHTC or Project-Based Section 8 operation as
it would under market rate operation, enter expenses as usual.

2. Ifaprojecthas different expense needs as a subsidized project, the expenses used for Criterion 3 must
be market rate expenses and the expenses used for Criterion 5 debt service shall be the actual
expenses under its proposed usage. This will ensure that the Criterion 5 debt service analysis of the
form HUD 92264a is calculated based on the actual estimate of the rent restricted NOI for the project.

7.18 Appraisal Review Policy and Requirements

7.18.1 Scope of Work

A. Scope of Work includes project identification, extent of inspection, the type and extent of data
researched, and the kind of analysis needed to arrive at opinions or conclusions. The rule also states that
appraisers have broad flexibility and significant responsibility in determining the appropriate scope of
work for an appraisal or appraisal review assignment.

B. According to USPAP, appraisers, including HRAs, are responsible for determining the scope of work.
However, as an employer who is also the client, the Department may issue guidance as to what is the
extent of an assignment for a review appraisal. It is not a violation of USPAP for an appraiser to accept an
assignment, in which a limited scope of work is appropriate, so long as the assignment and scope of work
are clearly defined, produces credible results, and is performed objectively without bias.

C. HRAs may have to expand the scope of work and do additional research in performing an assignment.
The HRA should discuss such situations with management to determine whether additional work by HUD
staff is appropriate, or if the application should be rejected or approved with conditions.

D. According to USPAP, if relevant information is not available because of assignment conditions that limit
research opportunities (such as conditions that place limitations on inspection or information gathering),
an appraiser must withdraw from the assignment unless the appraiser can still develop credible
assignment results. For example, they may be able to modify the assignment conditions to expand the
scope of work to include gathering the information or use an extraordinary assumption.
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7.18.2  Jurisdictional Exception Rule

A. The Jurisdictional Exception Rule provides a saving or severability clause intended to preserve the
balance of USPAP if compliance with one or more of its parts is precluded by the law or regulation of a
jurisdiction. When an appraiser properly follows this Rule in disregarding a part of USPAP, there is no
violation of USPAP.

B. USPAP defines law as including constitutions, legislative and court-made law, administrative rules, and
ordinances. Regulations include rules or orders having legal force, issued by an administrative agency,
such as HUD. This would include Handbooks, Notices, and the MAP Guide. Instructions from an attorney
or a client do not establish a jurisdictional exception.

C. The need to take a Jurisdictional Exception should be rare. If it is needed, the appraiser or HRA must
specifically cite the regulation and the portion of USPAP that is affected. Verbal direction from
management is not sufficient to justify an exception. The HRA must cite a citation from the MAP Guide or
other appropriate authority.

7.18.3 Record Keeping Rule

A. This rule specifies record keeping procedures for appraisers. The rule does not mandate that an
appraiser have possession of assignment work files. The Department does not permit permanent or
personal possession of records relating to a review appraiser's work. The Department retains these
records for far more than the time required under USPAP and will, with due process of law, cooperate
with appraiser regulatory agencies, professional peer review committees, and to assist obtaining a
professional designation. Appraiser work-files will be maintained in the Satellite office. When an HRA
leaves employment, they shall be transferred to the Regional Office. Records should be stored on the local
or regional network drive. Paper records should be scanned as needed.

7.18.4 Loan Committee

A. HRAs are expected to complete workload assignments to facilitate loan approval (or rejection)
including an executive summary and other material needed for Regional Center or National Loan
Committees. The summary is intended to allow peers and management the ability to efficiently complete
their reviews and conclusions. The Department allows the use of an alternative format for the NLC
narrative as long as it is approved by the Regional Center Director and contains an executive summary. It
is the Department’s position that its programs and instructions are in compliance with USPAP.
Management has the right to disagree with conclusions made by HRAs or any other technicians.
Management should document the file with the reasons for any disagreement. The original conclusions
are part of the permanent project file.

7.18.5 Workload Sharing

A. Workload Sharing arrangements may require HRAs to perform reviews without the benefit of being
able to do a physical inspection. The assignment will generally be completed with the HRA making certain
assumptions, such as the condition to be consistent with the photographs and other reports.
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7.18.6 Consultations with Other Staff

A. HRAs may be required to provide consultation with Senior Underwriters and other staff who have been
asked to review an appraisal. A Frequently Asked Questions grid included in Addendum 7 discusses tasks
which can be accomplished, as well as the level of required USPAP compliance.

7.18.7 Environmental Processing

A. The responsibility for environmental processing has been typically assigned to the HRA, though other
appropriately trained HUD staff may also perform these reviews. In accordance with 24 CFR 50.32, HUD,
not the Lender, is responsible for independently evaluating the information supplied by the Lender,
supplementing that information as needed, and making the required findings in HEROS as the
environmental review record for the project. HUD will determine whether the proposed project site is
out of compliance with applicable laws, Executive Orders, or regulations or otherwise would endanger
residents’ health or safety or put FHA mortgage insurance or the US Government at financial risk or
liability. Federal regulations at (24 CFR 50.11) further require that a Program Approving Official take
responsibility for the scope and content and the environmental finding. These functions cannot be
delegated to a Lender or the Lender’s or owner’s consultants. In order for HUD to complete these
functions, the Lender or Lender’s consultant must submit an environmental report to HUD using the
HEROS system for all projects submitted under MAP. Additional details are provided in Chapter 9 of this
Guide.

B. When HUD staff appraisers are assigned this duty, it is not considered an appraisal assignment subject
to USPAP requirements. In accordance with Chapter 9 of this Guide, the Department expects the appraiser
or other responsible staff to perform the environmental review under the National Environmental
Protection Act (as required) and HUD’s regulation at 24 CFR Part 50, and ensure compliance with related
environmental laws and authorities including the Wetlands/Floodplain Executive Orders, Endangered
Species Act, National Historic Preservation Act, etc. HUD staff must review the HEROS report, including
the Phase I Environmental Site Assessment submitted by the Lender, obtain additional information as
needed from other governmental or private sources, and complete the review in HEROS. The Regional/
Satellite Director who issues the commitment is responsible for certifying the review in HEROS as the
Program Approving Official. Chapter 9 requires that HUD staff must make a site visit.

7.18.8 Technical Appraisal Review Requirements

A. The HRA or Senior Underwriter must follow the review requirements listed below:
1. Exhibits. The Lender must submit the exhibits listed in Section 7.10.1 to HUD.

2. Market Study Review. The HRA or Senior Underwriter and the EMAD economist must each provide
a desk review of the market study to determine reasonableness and compliance with Market Study
requirements. The Reviewer must make final recommendations to the team leader regarding market
demand for the project.

3. Level of Inspection. The HRA or Senior Underwriter must state the level of inspection. Preferably,
they should inspect the subject site and as many as possible of the comparables used in the appraiser’s
forms HUD-92273 and HUD-92274 analysis.
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4. Environmental Review. The HRA (or other designated employees) must review the Lender’s
submitted HEROS report, including the Phase I ESA, supplement the information as needed, and make
the required findings in HEROS.

5. Site Review. The HRA must review site characteristics and make a recommendation regarding site
acceptability to the team leader.

6. Comparables. The HRA must determine that the comparables submitted are acceptable.

7. Recommendation. From a review of forms HUD-92264, HUD-92273, HUD-92274, and supporting
information, the HRA must make a recommendation to the team leader regarding:

a. The acceptability of the proposed rents and estimated rental income,

b. The acceptability of the total operating expenses,

c. The acceptability of the site and the estimated warranted price of land or “as is” value,
d. Ifapplicable, the estimate of market value, and

e. Any recommended modifications necessary to approve the application instead of a categorical
rejection. Any value conclusions made by HRA that differ from the appraisal under review require
preparation of a work file in accordance with Standard 1 of USPAP. Only licensed appraisers may
develop a different value. In determining acceptability, the Department prefers that the HRA or
Senior Underwriter only opine on the quality of the work under review and as to whether or not
it is reliable for use in underwriting mortgage insurance.

8. Compliance with USPAP. The HRA or Senior Underwriter must also ascertain if the appraisal
complies with Standards 1 and 2 of the Current USPAP. Senior Underwriters must be familiar with
USPAP or consult as necessary with the HRA. USPAP does not require that reviews to determine
USPAP compliance be made by an appraiser.

7.18.9 Documentation of the Appraisal Review

A. The Department’s SharePoint site contains a number of appraisal review templates as well as review
forms from the previous MAP Guide. HRAs and Senior Underwriters have a great deal of flexibility in the
format that they use, so long as it is approved by the Regional Center Director and contains an executive
summary.
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Chapter 8 Mortgage Credit

8.1 Introduction

A. This chapter is designed to explain FHA’s underwriting criteria for determining the creditworthiness
of a Principal, i.e.,, the Principal’s capacity of credit, experience and financial histories. It also covers
determining the maximum insurable mortgage as well as other financial requirements for issuing a Firm
Commitment and closing under the different sections of the National Housing Act.

B. Principals of the borrowing entity and of other entities participating in FHA multifamily mortgage
insurance programs must have a positive credit history demonstrating that they will honor their legal,
financial and contractual obligations. All Principals must be identified and analyzed with respect to their
creditworthiness. Regulatory standards established in the Code of Federal Regulations (24 C.F.R.) Part
200 Subpart H Participation and Compliance Requirements determine the appropriate review of previous
participation in multifamily insured programs, based upon past performance and other aspects of a
Principal’s records.

C. In certain standards addressed in this chapter, separate policy has been developed for Low Income
Housing Tax Credit projects and this policy is presented in Chapter 14. If apparent conflicts arise between
this Chapter and Chapter 14, Chapter 14 guidance will prevail in the underwriting of Tax Credit Projects.

8.2 Borrower Types — Single Asset Borrower Entity

A. A single asset Borrower entity is required for all multifamily FHA mortgage insurance projects. The
single asset Borrower entity must be registered in the United States and in the State where its corporate
office is located. Natural Persons, Delaware Statutory Trusts, Maryland Business Trusts, foreign entities,
and Tenants in Common are not eligible single asset Borrower entities, although such entities may have
ownership interests in the single asset entity Borrower. Acceptable forms of single asset entities that may
participate in FHA insured transactions include the following:

1. General Partnership (GP); An ownership structure may have two or more general partners. A written
partnership agreement may be accepted in lieu of a state registration.

2. Limited Partnership (LP); A limited partnership must have at least one GP and at least one LP and
must also conform to the laws of the jurisdiction in which it was established.

3. Corporation, C Corporation, or S Corporation with shareholder owners and corporate officers and
directors who may or may not be shareholders.

4. Limited Liability Company (LLC) composed of members, with one or more managing members and
one or more investor members.

5. Trust with beneficiaries and one or more trustees (when the Borrower is a trust, the duration of the
trust must be equal to or longer than the term on the FHA Note).

6. Nonprofit Corporation with officers and directors.
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7. Any other public or private single asset Borrower entity.

8. Any combination of acceptable ownership forms can be used to establish a joint venture for the
purpose of jointly sharing the risks and the rewards and contributing the appropriate knowledge,
skills or assets necessary to a successfully developed project. However, the Borrower must always be
a single asset entity.

8.3 Reviewing Principals and Other Parties in Control

A. The individual(s) and entity(ies) who exercise operational and financial control over a project are
subject to a mortgage credit review. This review includes creditworthiness review and a review of
previous participation of such individual(s) and entity(ies) in federal programs.

8.3.1 Determining Principals and Who is in Control

A. The term Principal refers to individual(s) and entity(ies) who exercise operational and/or financial
control over a project. MAP Underwriters will consider a Principal(s) in three contexts: (1) individual(s)
or entity(ies) who possess financial and/or legal control of the Borrower, thereby requiring financial and
credit analysis; (2) person(s) or entity(ies) who will execute Section 50 of the HUD Regulatory Agreement
and also require financial and credit analysis; and (3)individual(s) or entity(ies) who must disclose for
Previous Participation Certification review.

B. “Principals” may include any of the following:

1. “Active Principals” are individuals or entities who singly or with others direct and control the
Borrower and are responsible for the Borrower’s ability to execute any and all actions for the benefit
of the project, regardless of the extent of their equity interest. A Principal is any entity that has an
ownership interest of 25% or more in the project to be insured, which is reduced to 10% or more for
corporations. However, and regardless of the percentage of ownership interest, principals are subject
to both a financial underwriting review and a previous participation review if they possess a
substantial financial interest or have decision making authority in the Borrower.

a. Active principals of a borrowing entity that possess a substantial financial interest and/or have
decision making authority are subject to a credit and financial underwriting review. A substantial
financial interest is an interest that would create an ability by the investor to direct the operations
of the Borrower, or influence, either directly or indirectly, the decision-making authority of the
managing member or general partner and those member(s) of business entities which, if they
suffered material negative financial or legal problems, would pose a risk to HUD. The MAP Lender
must determine whether a principal is Active by reviewing the organizational chart and
identifying the various partners and their relation to the borrowing entity and to each other.

2. “Passive Principals” are persons or entities who singly or with others have limited or no decision-
making power or control over the Borrower but who have an ownership interest of 25% or more
(10% for corporations) in the Borrower. Language in the Partnership Agreement or Organizational
Documents should evidence that the Passive Principal has no operational or decision-making
authority.

3. “Borrower” is the single asset Borrower entity.
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4. Foreign National individual and/or business entity. See Section 8.3.5.

5. A Special Limited Partner Entity (SLP) [This principal type applies only to LIHTC transactions]. This
permits the admission of a “Special Limited Partner” in case of default by or other failure of the initial
General Partner. Provision of Notice to the Investor by HUD and pre-approval of a Special Limited
Partner can be achieved through a “Rider to the Security Agreement for LIHTC Properties” available
at:  http://portal.hud.gov/hudportal/documents/huddoc?id=Security_Instrument_Rider.pdf. In
addition, instructions for the use of this Rider are provided at:
http://portal.hud.gov/hudportal/documents/huddoc?id=Pre-appr_Process_Instru.pdf. When
passive partners are replaced after final endorsement, HUD requires a modified Transfer of Physical
Assets (“TPA”). The Production Office will process submissions for Pre-Approval of the Special
Limited Partner Entity, which must occur at or before Initial Endorsement or Initial/Final
Endorsement; otherwise the SLP shall be treated as a passive investor.

6. Requirements for General Contractors (GC): A General Contractor will be treated as a principal if it
has an ownership interest in the project of over 10%.

7. A Principal may be a public or private entity, whether an individual or business, proposing to
participate in a project as an owner or General Contractor. Under certain conditions specified in
Section 8.3.5, the individual or entity may also be a foreign national. A Principal maintains significant
decision-making authority regarding an FHA-insured loan transaction, and/or retains the significant
percentage of ownership in a single asset Borrower entity. The Principal’s role can involve active
participation in directing the activities and affairs of the Borrower entity or passive participation
when an ownership interest has been acquired in the entity. All types of Principals are subject to
financial and credit disclosure and underwriting.

8.3.2 Underwriting Active Principals and Those with Control

A. Principals must have positive experience and qualifications in developing, owning or building
multifamily properties reasonably comparable in kind and scale to the subject of the proposed
transaction. Comparable in kind and scale means: (a) similar in physical size (e.g. number of units) and
building type and uses (e.g., low rise, high rise, commercial spaces); (b) similar financially (e.g. revenues,
expenses, size of mortgage, required liquidity ); (c) similar operationally (e.g. target markets/tenant
population, elderly, subsidized or affordable); and (d) similar in kind of transaction purpose (e.g.
acquisition, re-positioning/turn-around, rehabilitation, new construction).

B. Underwriting a Principal requires their financial and credit disclosure including: (1) a designated
person and an entity to sign Section 50 of the Regulatory Agreement, (2) individual or entity credit
reports, (3) individual or entity financial statements, HUD forms, documents and Schedule of Real Estate
Owned (REO)/debt schedules, (4) Internet searches (e.g. SAM.gov (System for Award Management) and
searches of debarment and delinquencies (i.e. MDDR Multifamily Delinquency and Default Report), OFAC
(Office of Foreign Assets Control) and any other relevant databases, and (5) pre-approval in cases where
their total FHA-insured debt is greater than $500,000,000.

C. Credit and Financial Underwriting Review Required on Other Principals (individuals and entities):

1. Investors (passive principals) that have exceeded the $500,000,000 threshold or wish to avoid
exceeding that threshold and wish to invest in a project as a passive investor.
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2. Aninvestor (passive principal) whom the Borrower relies upon for both their financial strength and
cash requirement contribution.

D. Principal Types Not Subject to Credit Review:

1. Investor entities with limited liability benefiting from tax credits, including but not limited to low-
income housing tax credits pursuant to Section 42 of Title 26 of the United States Code, whether such
investors are syndicators, direct investors or investors in such syndicators and/or investors.

2. Parties whose sole interest is that of a purchaser or owner of less than five individual unit(s) in the
same condominium or cooperative development; (ii) parties whose sole interest is that of a tenant in
not more than two units in an FHA mortgaged insured property.

3. Public Housing Agencies (PHAs) where the PHA is acting in its capacity as a PHA owning and/or
operating public housing. However, PHAs are expected to form single asset entities to hold properties
financed with FHA mortgage insurance.

4. Passive Principals who have limited or no decision-making power or control over the ownership
entity. A passive Principal’s financial or other obligations to the Borrower and the property must be
fixed and defined before endorsement, with the Borrower or its Principals having limited or no power
to compel a passive Principal to increase its obligations. A passive Principal may have limited power
singly or with others, or no power to remove, replace or diminish the powers, or alter the
compensation of Principals. As used here “limited” means that the rights of a passive Principal to
exert control or effect decisions that are defined in organizational documents and are limited to
specific actions intended to remedy negligence or default by a Principal, or to protect the passive
Principal from loss due to a default or failure of performance by the Borrower.

5. Shell Entities that do not take actions themselves but only serve as legal vehicles through which the
partners, members or owners of such entity take actions.

E. Organizational Charts. An organizational chart of the single asset Borrower entity must be submitted
with each application. Organizational charts are a visual/graphical disclosure of the participants that
constitute the ownership structure, which facilitate HUD’s loan underwriting and the separate process of
a Previous Participation certification and review.

F. Acceptable organizational charts for the typical HUD project have the following attributes:

1. Depicts all tiers of the ownership structure, starting with the single asset Borrower entity and
concluding with the ultimate source of equity. Ultimate sources of equity are often an individual, trust,
or a widely held corporation.

2. Displays all intermediate entities such as pass-through entities, which results in a full disclosure of all
participants.  Controlling and limited ownerships are depicted as separate intermediate
individuals/entities.

3. Displays each entity’s legal name, type (e.g. LLC or LP) and ownership percentage of its parent.
Ownership percentages reconcile to 100% for entities (including intermediate entities).

4. Lists at least one natural person. Tax credit investors and limited investors need not always trace to
a natural person.
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5. Denotes individuals or entities that will sign Section 50 of the HUD regulatory agreement (i.e. using
an asterisk and footnote or other means).

6. Discloses if any entity is publicly held, its exchange, and ticker symbol (e.g. “XYZ Corp. (NYSE: XYZ)").

7. Consolidates or groups widely held interests to achieve conciseness. For example, a group may be
labeled on the organizational chart (e.g. “10 Additional Limited Partners”), along with aggregate
ownership percentage.

8. Provides additional disclosure in narrative form or a separate organizational chart, avoiding
unnecessary visual complexity of the Borrower’s organizational chart.

8.3.3 Previous Participation Certification Requirements

A. Certain Principals are subject to a previous participation certification review as set forth in 24 C.F.R.
Subpart H 200.220, as may be amended from time to time. This review is in addition to any underwriting
considerations or review. Those individuals and entities subject to previous participation certification
review in accordance with 24 C.F.R. Subpart H 200.212 must submit form HUD-2530 or any successor
form or electronically through the Active Partners Performance System (APPS) or any successor
electronic system. Individuals and entities that are excluded from underwriting review are also excluded
from previous participation review. Guidance with respect to previous participation certification review
may be updated from time to time through Mortgagee Letters or other appropriate means.

B. For any multifamily project, with an insured or proposed FHA insured mortgage under the National
Housing Act (a “Covered Project”), an individual or entity serving in any of the following capacities is also
considered to be a “Participant” for purposes of this previous participation section. Participants are
natural persons (individual) or entities who may or may not be an Active and/or Passive Principal but
who are required to file for previous participation certification review, i.e. form HUD-2530 or APPS.

C. Notwithstanding the foregoing or anything else in this Guide, if HUD determines that an individual or
entity does not actually exercise financial or operational control of a Covered Project or Specified Capacity,
such individual or entity shall not be considered a Controlling Participant.

D. Active Principals must possess and disclose social security numbers (SSN) and employer identification
numbers (EIN). This is required by 24 C.F.R. 5.216(c), (d) & (f) for applicants and participants under 24
C.F.R.200.6 and 24 C.F.R. 200.1101.

1. Controlling Participants for Previous Participation Review Purposes. Controlling Participants are
those entities and individuals (i) serving as a Specified Capacity with respect to a Covered Project as
both terms are defined below; and (ii) the entities and individuals in control of the Specified
Capacities. At least one natural person must be identified as a Controlling Participant for each
Specified Capacity.

Specified Capacities are:
a. The Borrower entity;

b. The owner, if different from the Borrower entity, e.g. in a transfer of physical assets (TPA) or
change in role;

c. The Management Agent;
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d. The General Contractor; and/or

e. The foreign national (individual and/or business entity). The foreign national Active Principal,
who is an individual, must possess and provide an SSN, and a business entity must possess and
provide its EIN. An Individual Tax Identification Number (ITIN) may not be used in place of the
SSN or EIN for a foreign national Active Principal. HUD will not require a foreign national Passive
Principal to provide an SSN or EIN. An SSN or EIN is required if the Passive Principal’s role later
changes to Active Principal.

2. In addition to the entities named above, an individual or entity determined by HUD to have control
over the day-to-day financial or operational decisions of an FHA-insured property shall also make a
previous participation certification review submission. If a Controlling Participant is an entity, the
submission must include those individuals who exercise the day-to-day financial or operational control for
that entity.

3. The previous participation certification procedure assesses the experience of applicants with FHA-
HUD insured mortgage programs and with the United States Department of Agriculture Rural
Development (USDA-RD) multifamily programs. All submissions must include a previous
participation certification and may be made via the Active Partners Performance System (APPS), or
paper form HUD-2530. Submission of the previous participation certification review or form HUD-
2530 is not a substitute for processing the application for project acceptability, credit capacity, or
competency. Paper submissions are acceptable if the Participants are having trouble with the APPS
access. All Participants must certify and sign the certificate personally as to their individual record
and are responsible for its timely filing with the Regional Center having jurisdiction over the project.
Any Participant experiencing trouble with or wants to learn more about APPS, to register, access the
user guide, or use the tutorial can visit HUD’s website by clicking the following link:
https://www.hud.gov/program_offices/housing/mfh/apps/appsmfhm.

4. A Previous Participation Certification is required from the following List of Controlling Participant
types:

a. Tax credit syndicators or investors with an identity of interest in the general partner or managing
member.

b. For-profit entities; officers of the entity’s board of directors (BOD); officers and the executive
management team of the entity (such as the President, Chief Executive Officer etc.), if different
from the officers of the BOD; or any other individuals determined by HUD to control the entity.

c. Nonprofit borrowing entities, including the:

1) Executive Director or another manager or officer of the non-profit corporation. Non-profit
board members who do not exercise control over the corporation in another capacity (for
example, as Executive Director or other manager or officer of the non-profit corporation) are
excluded from the requirement of filing for the previous participation certification and
review.

d. Special Limited Partner (SLP) Entity in a LIHTC transaction seeking pre-approval.

e. Investors (passive principal) that have exceeded the $500 million threshold or investors who
wish to avoid exceeding that threshold and want to invest in a project as a passive investor with
less than a 25% interest (10% for corporations) so as not to trigger the threshold.
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An investor (passive principal) who the Borrower relies upon for both financial strength and cash
requirement contribution but still maintains an ownership interest of less than 25% (10% for
corporations).

Foreign nationals who are Controlling Participants (as defined in 24 C.F.R. 200.212 & 200.216 and
Housing N-2016-15) for the Specified Capacity (owner, Borrower, Management Agent, General
Contractor, as set forth in the Regulations and Housing Notice) are required to register in the
Business Partner Registration System of APPS (Active Partners Performance System).
Participants will either prepare and submit the electronic filing of the Previous Participation
Certification (form HUD-2530) through APPS or submit a non-electronic (paper) filing of the form
HUD-2530. The Controlling Participant must file using either an SSN or EIN. Passive Principals
are not required to file a Previous Participation Certification. See Housing Notice H 2016-15 and
24 CFR Part 200, Subpart H (2018) for more detailed information.

If the applicant or MAP Lender has any reason to believe that any Controlling Participant is not of
sound mind or body or is otherwise incapacitated, such information must be disclosed to HUD to
review and determine whether another individual is acting as a Controlling Participant.

5. List of Exclusions. Except that any Specified Capacity is a Controlling Participant, and unless
otherwise determined in writing by HUD in a specific transaction to exercise day-to-day control of a
Covered Project or Specified Capacity, Controlling Participants do not include the following:

a.

Wholly-owned entities. Any entity that is 100% owned or controlled by one individual or entity
is excluded. Such entities are not exercising control; the individual or entity that wholly owns
them is exercising control. An organizational chart may include one or more tiers of wholly-owned
entities. All wholly-owned entities in all tiers are excluded.

Shell entities. Entities that do not take actions themselves but only serve as legal vehicles through
which the partners, members or owners of such entity take actions are excluded. These entities
are not exercising control; the partners, members or owners of such entities are controlling. The
"middle tiers" of an organizational chart are often shell entities.

For example, if a Borrower ("Borrower LLC") has a managing member ("Managing Member") that
is a joint venture partnership of two entities ("Partner 1" and "Partner 2") and day-to-day control
of Managing Member is exercised by Partner 1, then Partner 1 is the Controlling Participant of the
Borrower. In this example, neither Managing Member nor Partner 2 are exercising control and
are excluded. If Partner 1 is itself a shell LLC, with three members, then the individual(s) or
entity(ies) that exercise day-today control of Partner 1 would be the Controlling Participant(s). If
day-to-day control of Partner 1 is exercised by Member A, then Partner 1 would be excluded, and
Member A would be the Controlling Participant. If the organizational chart reflects this
arrangement and unless additional information or special circumstances warrant further inquiry,
HUD will accept Member A's certification that it is the Controlling Participant and will not require
an examination of the various entities' organizational documents to confirm that Managing
Member and Partner 1 are excluded shell entities.

Individuals who provide a certification in one capacity need not provide a separate duplicate
certification. When a corporation (for-profit or nonprofit) is a Principal, all its officers, directors
and principal stockholders need not individually sign, certify nor file the certificate when they all
have the same record. When their previous participation records are identical the officer
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authorized to sign for the corporation will list on the certificate the full names for all such
principals connected with the corporation who do not elect to sign. Those principals who have a
separate participation record outside that of their corporation must certify, sign and file. The
objective is full disclosure.

d. Attorneys and Architects with only an arms-length fee arrangement for services.
e. Sub-contractors.

f.  Minor corporate officers who do not exercise control over an entity or who have no significant
involvement in a project, as determined by HUD, need not complete a previous participation
submission.

In the event HUD requests an officer who has not provided a Previous Participation Review
submission to provide a submission, HUD shall accept certification from the officer that (s)he has
limited involvement in the Covered Project, does not exercise operational or financial control over
the Covered Project and does not have the ability to prevent or resolve violations or
circumstances giving rise to flags related to the Covered Project (See Notice 2016-15 Section G for
details on "Flags".)

g. Lessthan 25% ownership interest. Unless exercising control through another capacity, members,
partners, stakeholders, and owners of entities with less than a 25% interest in an entity are
excluded. This exclusion does not apply to any such member, partner, stakeholder or other owner
of an entity ("Proposed Excluded Member") who would have an interest greater than 25% if the
combined percentages of all other members, partners, stakeholders or other owners (including
beneficial interests in trusts) with whom the Proposed Excluded Member has an "ldentity of
Interest,” or a conflict of interest because of familial relation or common financial interest, exceeds
25%. Whether an Identity of Interest or conflict of interest exists is determined by HUD. If the
program requirements of the applicable program in which the Covered Project is participating
speak to Identify of Interest or conflict of interest, those program requirements control.

h. Members of a Board of Directors. Members of a non-profit or for-profit corporation’s board of
directors who do not exercise control over the corporation in another capacity (for example, as
Executive Director or other manager or officer of the non-profit corporation) are excluded.

i. Parties whose sole interest is that of purchaser or owner of less than five individual unit(s) in the
same condominium or cooperative development; and parties whose sole interest is that of a
resident.

j.  Tax Credit investors, Passive Investor Principals, Syndicators and direct investor entities in Low-
Income Housing Tax Credits, Historic Tax Credits, New Markets Tax Credits or other tax credits
(if HUD determines such credits are substantially similar to the listed tax credits) are excluded
unless such entities exercise day-to-day control or seek other involvement that would trigger the
need for previous participation review. For these passive investors, HUD requires the
“Identification and Certification of Limited Liability Investor Entities (ILLC),”. The certification is

found in Appendix 8, Section A.8.8.
If during the underwriting it is found that an entity has triggered the need for a previous

participation review because it will exercise day-to-day control or other involvement exists that
would trigger a review, or the entity does not want to provide an ICLLIE, they must submit in place
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of the required certifications the following items: organizational documents, form HUD 92013-
SUPP, a credit authorization, EIN verification, and credit report.

k. Public Housing Agencies/Authorities, whether in their capacity as owning and operating public
housing or otherwise, are excluded. Public housing agencies are subject to different oversight and
review by HUD's Office of Public and Indian Housing, and who are subject to separate treatment
for projects redeveloped under the RAD program.

1.  Brokers whose services are limited to referring the loan to a Lender and presenting information
on behalf of the Borrower.

m. A Qualified Opportunity Zone Fund that has invested in an insured project structured as a shell
entity need not file; however, the fund and its participants must be identified on the
organizational chart.

n. Publicly Held Companies. For publicly held companies, the chief executive officer (or equivalent
position), the controlling shareholder (if any), and other individual(s), if any, identified as having
day-to-day control over a Specified Capacity or Covered Project, including any relevant project
manager(s), must file but the publicly held company shall otherwise be treated as an individual
without need for other individual shareholders to file certifications in their individual capacity or
identify their social security or tax identification numbers.

0. Mortgagees. Mortgagees acting in their capacity as such are excluded.

p. No Exercise of Financial or Operational Control. Any individual or entity determined by HUD not
to exercise financial or operational control of a Covered Project or Specified Capacity shall not be
considered a Controlling Participant.

q. For the Sections 223(a)(7), 223(t), 241(a), 232(i) and 223(d) programs Controlling Participants
are only subject to Previous Participation review if they were not previously approved to
participate in that project (provided they have not changed roles in the project without prior
approval).

8.3.4 Nonprofit Principals

A. Nonprofit Principal is understood to mean “the Single Asset Entity (SAE) Borrower and its Board of
Directors” (BODs). The BODs acting as officers and/or member/directors who do not exercise control
over the corporation in another capacity are excluded from filing. However, an Executive Director or
other managing officer of the nonprofit corporation are considered Controlling Participants.

B. Nonprofit entities and sponsoring parent organizations that are Principals with control and exercise
day-to-day financial or operational control of the SAE must demonstrate financial strength, credit history,
experience and capacity Executive officers must provide resumes evidencing experience commensurate
with the requirements of the project. Generally, analysis of personal financial information, including
credit reports, form HUD-92013-SUPP, and financial statements including verifications of deposit or
available liquidity are not required of board members or officers of the nonprofit. Any Officers that exert
management control and other executive management including the Executive Director of the nonprofit
corporation will provide only the previous participation certification.
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C. Where a nonprofit is not a Principal but proposes a role such as property manager, service provider,
or an intermediary with a local community or constituency, the nonprofit must demonstrate experience,
management ability and financial capacity to execute the proposed services. For its role as property
manager, the non-profit entity must provide the previous participation certification.

D. “Sponsor” is an informal term use for persons or entities who may do one or more of the following:
locate and control the site; assemble the development team, provide financial assistance to the project or
provide development experience and expertise to the project in ways other than as a paid consultant. The
Sponsor is not the SAE though they may also act as a Principal in the ownership entity.

8.3.5 Foreign National Participation in FHA-Insured
Multifamily Programs

A. Foreign national individuals and business entities may participate as either Active or Passive Principals
in FHA-insured Multifamily programs (as defined in Section 8.3 of the MAP Guide and as clarified below).
The formed single-asset-entity Borrower must be registered in the United States and in the State where
its corporate office is located. At least one Principal with operational decision-making authority must be
a United States citizen or a foreign national who is a lawful permanent resident of the United States, having
an immigration status granted by the United States government that enables that Principal to exercise
operational decision-making authority. It is the MAP Lender’s responsibility to confirm that foreign
national entities are properly identified as Active or Passive Principals. This analysis is to ensure that
Passive Principals have no decision-making authority, or operational control, and do not represent a
financial or legal risk to HUD.

B. As required under Section 8.3 above, each foreign national individual or foreign national controlled
private entity that is an Active or Passive Principal must be listed on the Borrower entity’s organizational
chart.

C. Background Evaluations of Foreign National Principals. In addition to the existing requirements
applicable to all Active and Passive Principals under Section 8.3 above, the MAP Lender must perform a
thorough and independent background evaluation for all foreign national Principals including:

1. A review of organizational documents, personal resumes, history of past business relationships and
litigation, i.e. foreign and domestic criminal and civil; and

2. Research of the foreign national Principal on the following internet and database systems: SAM.gov
(System for Award Management); Office of Foreign Asset Control (OFAC) and the MDDR (Multifamily
Delinquency and Default Reporting). The analysis of a foreign national business entity is conducted
at the business entity level in addition to the executive who is authorized to execute actions of the
entity.

3. Based upon the content of this background evaluation, HUD may require additional information
and/or an investigation to better assess the foreign national Principal in terms of risk to HUD. The
MAP Lender will summarize the results of their background evaluation from the legal risk and the
business relationships in the MAP Lender’s Underwriter Narrative.

D. A Domestic Principal is an individual that acts on behalf of the partnership in cases where the
remaining principals in the partnership are Passive foreign nationals. Similar to an Active Principal,
Domestic Principals with operational decision-making authority must be a United States citizen or a
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lawful permanent resident of the United States. This authority to act on behalf of the Borrower presumes
that the Domestic Principal has similar credit and financial strength and real estate development
experience with those he/she is representing, such as an executive level officer (if employed by a real
estate development organization). The MAP Lender has the responsibility to determine that the Domestic
Principal has significant liquid assets and net worth (e.g., a net worth equal to at least 3-5% of the
proposed loan amount) that are commensurate with the level of financial obligation of the loan being
insured, notwithstanding the requirement for the other Active (or Passive) Principals to provide
necessary equity. The Domestic Principal should also evidence a high level of experience in similar real
estate projects to that being proposed.

E. The MAP Lender must conduct a thorough underwriting of the Domestic Principal, focusing on the
relationship of the Domestic Principal to the foreign national principal/entity, in the single asset entity.
This investigation should include any past partnerships and joint ventures, the length of time that the
parties have known or done business with each other, and any financial or legal obligations created by
one to the other.

F. E-2 Treaty Investors are not eligible as Active Principals or Domestic Principals, given their
nonimmigrant classification and temporary status (subject to renewal every two years:
https://www.uscis.gov/working-united-states/temporary-workers/e-2-treaty-investors). Their short-
term status conflicts with the need for longer term operational decision-making authority and stability of
the foreign national Active and Domestic Principals within single asset Borrower entities due to the
lengthy maturity terms of FHA-insured Multifamily loans.

8.3.6 Definition of Principal for Regulatory Agreement
Section 50

A. For privately held entities, the provision generally requires two signatures for project Sponsors. In
most cases, HUD, upon the Lender’s recommendation, shall approve an individual signatory to sign in his
or her individual capacity and the project parent/Sponsor entity to sign in a corporate capacity. In any
specific deal, underwriting may conclude that an entity with the requisite control and involvement or
interest in the Project that possesses a positive credit history and adequate financial strength relative to
the size of the loan may serve in the capacity required by Section 50. In some circumstances, particularly
involving large, capitalized, and experienced corporate entities with complex corporate organizational
structures, the underwriting may not reveal any apparent individual to reasonably serve in the required
capacity, whereas the parent/Sponsor entity itself may possess such necessary characteristics to act as
the sole necessary signatory.

B. The Lender may consider whether the entity has been approved as an appropriate signatory to
provisions similar to Section 50 in a recent Government Sponsored Enterprise (GSE) transaction. A GSE
transaction means any Fannie Mae DUS or Risk Sharing or Freddie Mac loan program, in which they have
approved the signatory on their comparable carve out provisions. HUD will also consider the Federal
Home Loan Bank as a GSE, if they also have similar approval. The GSE-approved entity may be an
appropriate sole signatory for Section 50 if the entity has positive credit history and adequate financial
strength. A copy of relevant excerpts from the recently closed transactions would evidence such GSE
approval.
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C. For publicly traded corporations, Real Estate Investment Trust (REITs), or nonprofit Borrower: The
parent/Sponsor entity itself is acceptable as the sole signatory. For such entities, any individual signing
on behalf of the corporate entity does not sign in an individual capacity, but to bind the parent/Sponsor.
No personal liability will be claimed against the individuals signing in such a capacity.

D. For nonprofit Borrowers, the parent or other Principal must be named as the signatory for Section 50.
In the event the parent or other Principal is not the entity, the nonprofit Single Asset Entity is the signatory
named in Section 50. The MAP Underwriter’s Narrative should contain a brief explanation as to the reason
why the nonprofit entity is named as the signatory.

E. For any corporate entities required to execute Section 50: An officer or entity or other person
authorized to bind the company in connection with the proposed transaction may sign.

F. The following prohibitions relate to Section 50:

1. Insertions of “or successors” language to the identification of signatories is not allowed. The
Regulatory Agreement can and should be amended when there is a new individual who is responsible
for the provisions of Section 50.

2. Riders to the regulatory agreement that attempt to limit a signatory’s liability are not allowed.

3. Section 50 may not be omitted simply because a currently insured project has been processed as a
Section 223(a)(7).

G. The Domestic Principal or foreign national Active Principal who is a lawful permanent resident of the
U.S. may each sign Section 50 of the Regulatory Agreement in his or her individual capacity. A foreign
national Active Principal Section 50 signatory must either remain a lawful permanent resident of the U.S.
for the life of the loan or be replaced, with HUD’s prior written approval, by a U.S. citizen or lawful
permanent resident of the U.S.

H. The Lender is responsible for the mortgage credit review of the parent/Sponsor entity and to identify
and verify the identity of the signatory of Section 50 of the Regulatory Agreement. The signatory will be
identified in the Firm Commitment (or in a letter Amendment to the Firm Commitment).

8.4 Investigating Credit and Character

A. The MAP Lender’s Underwriter is responsible for analysis and review of the mortgage credit exhibits,
identifying credit issues and/or resolving discrepancies in order to determine that the Borrower and the
Principals have demonstrated: (a) both the willingness and the ability to pay creditors in accordance with
agreed terms, (b) the ability to deliver timely and satisfactory performance of contractual or business
obligations, and (c) the mitigation of litigation risks by honoring prior loan obligations (especially during
adverse market/financial conditions).

8.4.1 Use of Credit Reports and Credit Investigation

A. Credit reports or credit histories are a means of validating and cross-checking information received
from the Borrower and Principals in financial statements and in application exhibits. Credit reports give
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a picture of payment history and financial interactions with creditors. The Lender must reconcile any
contradictions with a summary statement.

B. A commercial credit report for a business or a residential mortgage credit report (RMCR) for
individuals must be current within 60 days of the application acceptance date, and HUD may require
updated reports during processing. Merged credit reports from the three major credit bureaus are
acceptable, but compiled infile reports are not acceptable. Infile reports have the potential of containing
select or less reporting rather than the full reporting as in a single credit report.

C. For Principals who are individuals, credit reports are needed for the individual and for that individual’s
other business concerns (i.e. ownership of property management firm, general contracting or
subcontracting firm, or land or property development entities, etc.). The Lender should randomly select
an overall 10% or more of these other business ventures or property operating companies for credit
review for the individual and its other business concerns. The report should contain information on
pending judgment(s), legal actions and bankruptcy claims.

D. The General Contractor’s credit reports are required on the business entity/firm, and its operating
affiliates, if any. The Lender must provide credit reports for Principal(s) of the General Contractor if the
financial capacity and track record of the General Contractor entity is deemed insufficient to assess a
credit risk.

8.4.2 Lender’s Review of the Credit Report

A. The Lender is required to do all of the following:

1. Compare all information obtained from credit reports and histories to the financial statements
provided by the relevant Borrower or principal(s). Resolve or explain contradictory information.

2. Make reasonable inquiries to determine if the applicant or any principal is in default on any type of
federal debt including direct loans, HUD insured loans, student loans, Small Business Administration
loans or judgment liens against the property.

3. Investigate any adverse credit information that appears on the credit report and obtain a written
explanation of any late payments, actions, judgments or derogatory information.

8.4.3 Delinquent Federal Debt, Judgments and Pending
Litigation

A. When delinquent federal debt is identified, the Lender must include as part of the required application

exhibits:

1. Adetailed 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.

2. A letter from the creditor agency stating that the delinquent federal debt is current or satisfactory
arrangements for repayments have been made.

3. The Lender’s reason(s) for recommendation of the applicant, which may be included in the Lender
Underwriter’s review and recommendation.
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B. The Lender shall also investigate any other serious adverse information, including but not limited to
bankruptcies, defaults on real estate mortgages, tax liens, foreclosures or deeds-in-lieu of foreclosures,
judgments and pending litigation.

8.4.4 Trade and Credit References

A. HUD requires a completed Fannie Mae Form 1006, Request for Verification of Deposit or bank
statements (including a three-month average balance on the VOD or three months of consecutive bank
statements) to verify Borrower’s/Principal’s liquid assets for each bank account submitted for review.
Deposits and/or marketable securities of the Principal must be verified and examined in consideration of
the Principal’s liquid assets reported on financial statements. Both sources should be reasonably
consistent, and any significant differences should be explained. When a Principal’s financial statements
show real estate owned and other mortgage debt, the credit references must include a sampling of the
Principal’s mortgage payment histories and must confirm the character, business acumen, expertise and
timeliness of the Principal in meeting their business obligations.

B. A credit report with sufficient data may be used in place of trade or credit references.

C. Written inquiries of trade references should include a copy of the certification authorizing the release
of credit information.

8.4.5 Rejection Due to Unacceptable Character and Credit

A. The Lender’s professional judgment is required in approving or rejecting Principals on the basis of
character and credit.

B. The Principal should be a credit rejection if:

1. The Principal has a history of late payment or non-payment of creditors or has defaulted on debt
without making reasonable attempts to remedy or cure the default. The Lender’s Underwriter may
not recommend approval of a Principal with a history of default without contacting the defaulted
Lender to determine the circumstances surrounding the default with a summary of these discussions
included in the Lender’s narrative.

2. Delinquent federal debt has not been resolved or satisfactory arrangements made for repayment.
3. There are judgments or actions against the party, that:

a. Could significantly impact the financial position of the individual/ firm or corporation; or

b. Resultin a determination that the individual/firm or corporation is an unacceptable credit risk.

4. The Principal is insolvent or is the subject of a pending bankruptcy or insolvency proceeding at the
time of application, issuance of the Firm Commitment, or at the time of loan closing.

5. Active Principals are currently flagged in the Active Partners Performance System (APPS) for FHA-
insured mortgage defaults or other financial improprieties as determined by HUD.

C. The MAP Lender is responsible for amending or withdrawing the Commitment application if there is a
material adverse change in the Borrower’s credit after application submission.

MAP Guide, March 2021 Chapter 8 Bookmarked Version
Go to beginning of Chapter 8 Page 8-14 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 8 Mortgage Credit
Go to Table of Contents 8.5 Evaluating Financial Capacity

D. Principals with repaired credit may be considered for approval provided that a positive credit history
has been established and sustained for a period of time encompassing both favorable and unfavorable
economic conditions and that the principal has during that time been engaged in financial transactions
and/or business enterprise comparable in scale to the proposed insured mortgage transaction. It is
unlikely that this period would be less than 7 years.

E. Departmental Enforcement Center (DEC) Referrals. The MAP Lender should discuss with the Borrower
and its Principals to ensure that any matters pending with the DEC relating to the Borrower, the
Management Agent and/or the Project have been resolved.

8.5 Evaluating Financial Capacity

8.5.1 Financial Statement Analysis

A. MAP Lenders have the responsibility to review financial statements of the Borrower and its Principals
to determine that the Borrower, and/or the Principals have the financial capacity to own and operate the
property. For construction proposals, an analysis of financial statements is used to determine whether
the owner and the General Contractor have the singular ability to deliver the project. Financial analysis
is performed on Active Principals as identified in the Borrower entity’s organizational structure. The
Lender’s Underwriter must determine which Principals have control of the single asset entity and the
property; and review their financial statements along with any financial schedules to assess the Principal’s
financial stability and assess any potential risk to FHA. Also, the Underwriter must analyze and disclose
to HUD as part of their recommendation any financial interests that do not rise to the level of Principal,
but nevertheless have a material impact on the creditworthiness of the proposed Borrower or its
Principals.

B. These determinations are based on:
1. Pastfinancial condition;

2. Present liquidity; and
3

Projected future financial capacity.

8.5.1.1 Submission of Financial Statements—New Construction

A. The Active Principals and the General Contractor must submit with the loan application current
financial statements to include a balance sheet, income and expense statement, supporting schedules a
REO schedule history and the schedule of mortgage debt. Individuals will submit a Personal Financial and
Credit Statement, form HUD-92417 (or an acceptable form of financial statement, e.g., balance sheet that
contains a certification and criminal warning statement) and if applicable, an REO schedule and schedule
of mortgage debt. The General Contractor must submit a REO schedule if it has a significant financial
interest or contribution or has a role to direct project operations. A non-identity of interest General
Contractor with only a nominal equity interest need not submit REO. See Appendix 8, Section A.8.1 for
detailed requirements.

B. The financial analysis is used to determine the amounts available for investment in the project by
performing an analysis of working capital. Working capital is the difference between current assets and
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current liabilities and is the cash or liquidity that exists to purchase assets, pay off debt and make up
deficits from operations or fund new activities or projects. The financial analysis also determines which
non-pledged assets can be readily used as collateral or pledged as security to obtain cash. See Appendix
8, Section A.8.2 for instructions on how to correctly analyze financial statements when determining the
financial capability of the Active Principal, Sponsor, General Contractor and/or Manager of an LLC.

8.5.1.2 Existing Project Financial Statements

A. The Borrower entity must submit:

1. Thelastthree (3) fiscal years of financial statements on the project and, if more than three (3) months
have elapsed since the closing date of the most recent financial statements, submit a year-to-date
balance sheet and operating statement. If three years have not elapsed from certificate of occupancy
to application submission, any full year statements must be provided as well as a year-to-date balance
sheet and operating statement.

2. When audited financial statements are not available for the last full year and/or any year-to-date
period, the borrower must submit: copies of the most recent insurance and property tax bills; rent
rolls and bank statements for the last twelve (12) months of operating history or the actual number
of months of operation if less than twelve (12) months; and a reconciliation of the rent rolls to
financial statements and financial statements to normalized operations and cash receipts.

B. If all the financial statements are audited by an independent Certified Public Accountant (CPA) or an
Independent Public Accountant (IPA), no further review is needed to validate the statements.

C. Un-audited financial statements must be certified by the principal of the borrower and the last
complete fiscal year must be a CPA or IPA “reviewed” statement. “Audited,” and “Reviewed,” are defined
professional standards for reports understood by CPAs. The intent of this requirement is to obtain an
independent (non-identity of interest) professional review of the financial statements certified by the
Owner.

D. A principal of the borrower must certify year-to-date financial statements, and if the year-to-date
period is six (6) or more months the statements also require CPA or IPA review. If the project has a
demonstrated history of three (3) or more years of stabilized occupancy and financial performance, a
Borrower certified year-to-date statement may suffice. In some cases, year-to-date statements covering
less than six (6) months may require a CPA or IPA review. Examples of when year-to-date financial
statements for less than six (6) months might require CPA or IPA review include factors such as: a soft
market or other case-specific risk factors exist, or; the project has only recently achieved sustaining
occupancy.

E. There may be circumstances beyond the Borrower’ s control where the required financial statements
are not available because of loss by fire, arson, theft, flood event etc.

1. The Borrower must submit:
a. Evidence satisfactory to the Lender that the financial statements are not obtainable; and

b. Project financial statements that are available including an owner-certified balance sheet and
operating statement.
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2. Lender’s case file must contain a statement from the Borrower that explains why all the required
records are not obtainable and a memorandum from the Underwriter to the Regional or Satellite
Office Director stating that he/she has evaluated the Borrower’s statement and agrees that the
information is not available.

F. Owner-certified financial statement or owner-certified balance sheet and operating statement must
include the entire certification and criminal warning found in Appendix 8, Section A.8.1.A.1.b.1, Section
A.8.1.A.1.b.2, and Section A.8.1.A.1.b.3.

G. Past due accounts payable and outstanding liabilities for project operating expenses must be cleared
and released, or otherwise fully resolved, before or at Initial Closing. Examples of such items include
deferred management fees, over-due utility bills or real estate taxes, and trade payables. These items are
not to be included in the eligible debt basis in the calculation of the cost of refinance/ acquisition.

H. If the transaction does not involve a Transfer of Physical Assets (TPA), and if approved by the Regional
Center Director, surplus cash notes may be established for payables owed to a related entity. Accounts
payable and outstanding liabilities that are not past due do not need to be resolved at or before closing.

8.5.1.3 Review of Financial Statements and Other Documents

A. A current financial statement must be no more than 3 months old when the form HUD-92013 is
submitted to the Lender for Firm Commitment review. The Lender must determine financial stability and
financial strength unless the Active Principal and/or the Sponsor are a public company with an investment
grade credit rating.

B. Exceptions:
1. The credit investigation or other circumstances may warrant more current financial statements.

a. Assess the adequacy of each Active Principal’s liquidity and its ability to provide immediate and
ongoing support to the property, as well as to any asset that is in financial difficulty. For those
properties in financial difficulty, consider that property’s strength as well as liquidity sources
outside the property, such as the Principals and/or the Sponsor, as applicable. The Lender must
look for likely future events that may drain cash resources from the Principals (e.g., loans held by
an Active Principal that mature within five years).

b. The Lender may include other sources of Principal cash flow in the analysis, if the source and
stability of the cash flow has been verified by reviewing historical tax returns. It is not necessary
to include interest income from notes receivable, real estate investment income, dividend income
and Principal salaries in the analysis.

2. Audited or reviewed financial statements prepared by a CPA or IPA may be up to 1 year old. The
audited or reviewed statements must be supplemented with year-to-date financial statements and
supporting documentation, which may be Management Agent-prepared if more than 6 months have
elapsed since the closing date of the audited statement.

C. A Borrower that is fully funded with adequate capital in an account in the name of the Borrower must
still provide financial statements for the Active Principals.

D. Make a working capital determination for the Borrower, its Active Principals and the General
Contractor based upon a review of their financial statements and projects currently planned or in the

MAP Guide, March 2021 Chapter 8 Bookmarked Version
Go to beginning of Chapter 8 Page 8-17 Go to Acronym and Abbreviation List, Glossary, Index




To return to this page after clicking a link, press ALT + Back Arrow
Chapter 8 Mortgage Credit
Go to Table of Contents 8.5 Evaluating Financial Capacity

development process/construction stage as applicable. Adjust the net working capital for the effect of
contingent liabilities, pledged financial requirements and the financial needs of other projects in the
planning stage or under construction, adjusted by the percentage of completion.

E. Net worth in lieu of working capital (hypothecation of fixed assets) occurs when existing assets can
secure loans or lines of credit to cover the project’s financial requirements and such loans or lines of credit
are confirmed as being available. In this case, the Underwriter should recommend approval based on
“true net worth” rather than on working capital; and require the Active Principal to provide a commitment
letter from a lending institution that states:

1. The rate, amount, term and conditions, if any, of the loan or line of credit that the lending institution
is willing to provide. (See Section 8.5.1.4.F below)

2. The date by which the commitment letter must be exercised. The date must extend at least to the
anticipated date for initial endorsement.

3. The party that will be responsible for repayment of the loan or line of credit, if the commitment is
exercised.

a. Repayment may not be an obligation of the Borrower entity.

b. A certification from the Lender affirming 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 or line of
credit. This certification must contain the criminal certification found in Appendix 8, Section
A.8.1.

F. Funds provided by a parent company/Sponsor or affiliate of the Principals will require a certification
from the Board of Directors or authorized agent that specifies the funds the parent company/Sponsor or
affiliate will commit. Establish the availability of funds from the parent company/affiliate. Consider
whether:

1. Individual corporations have any excess operating capital (e.g. restricted assets);
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.

8.5.14 Letters and Lines of Credit

A. Letters of intent and letters of credit cannot be used to establish financial capability. At initial
endorsement, however, 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 Borrower draws down cash at initial
closing to satisfy the escrow requirement, a letter of credit may not be substituted to establish the same
escrow requirement.

B. Ratings and requirements for bank issued letters of credit. When a letter of credit is permitted, the
ratings and requirements for banks issuing letters of credit for all multifamily project escrows must meet
criteria in the Ginnie Mae Guide, as follows:
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1. Bank Rating Requirements: Irrespective if the loan is pooled with Ginnie Mae, the bank must meet
rating requirements for depository institutions and deposit accounts found in Ginnie Mae MBS Guide
5500.3, Chapter 16, Part 8, Section B. It is available at the following link:

https://www.ginniemae.gov/issuers/program_guidelines/MBSGuideLib/Chapter_16.pdf

2. Form and Terms. For loans pooled with Ginnie Mae, the letter of credit must be in the form specified
by Ginnie Mae MBS Guide 5500.3, Appendix VI-3 found at the following link:

https://www.ginniemae.gov/issuers/program_guidelines/MBSGuideAppendicesLib/Appendix_VI-
03.pdf

C. If the loan is not pooled with Ginnie Mae, MAP Lenders must prepare beneficiary forms acceptable to
HUD at closing (with substantially the same terms as Ginnie Mae). MAP Lenders should coordinate
drafting and approval of the proposed forms directly with the Regional Center.

D. The Lender of record (as having a financial stake in the Borrower’s position) may not be the issuer of
any letter of credit without prior written consent of the Regional Center Director. Such consent will be
granted only on an exception basis with sufficient investigation of a potential conflict of interest. If a
demand under any letter of credit is not met immediately, the Lender must provide the cash equivalent to
the remaining balance of the letter of credit.

E. On an exception basis and with prior written consent of the Regional Office Director, lines of credit may
be used to establish a portion of the principal’s financial capability. With the Firm Commitment
application, the Lender must have the principal provide a letter from a lending institution that confirms:

1. The existence of the line of credit, original amount and available balance, repayment terms, and
expiration date.

2. The line of credit must not expire prior to project completion.

8.5.1.5 Sponsor’s Continuing Commitments

A. A written statement must be submitted from Active Principals who are Sponsors and are relied on for
financial capacity; it must indicate the parameters of their financial commitment to and contractual
relationship(s) with the Borrower:

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 relied on for financial support but not having an ownership interest in the Borrower
must also certify in writing the amount of funds it will commit.

B. The Firm Commitment will contain special conditions to ensure the contractual association of the
Sponsor to the project:

1. The condition mustindicate that the withdrawal of any individual /firm relied on for financial capacity
requires prior HUD approval. If there is a change in sponsorship or of the individuals/firms relied on
for financial capacity and the Sponsor or the remaining Principals do not demonstrate the capacity to
meet the financial requirements of the project at any processing stage of the application, this is
considered a significant deviation from the original proposal and a cause for rejection of an
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application. Additionally, the withdrawal of any individual/firm relied on for financial capacity could
result in HUD declaring the Firm Commitment, if issued, null and void.

2. ldentification of the individuals/firms relied on for financial capacity. For confidentiality reasons, do
not indicate their alphabetic designation or their dollar contribution as they are listed in the Remarks
Section on form HUD-92264-A.

3. Require organizational documents reflecting such continuing contractual relationships, (i.e., for
nonprofits).

C. Individuals are prohibited from submitting financial statements as Sponsor and then abandoning the
project and the Borrower after the Firm Commitment is issued. The Lender should require a certified
statement from such Sponsor stating their commitment to the project and specifying the amount of funds
that will be reserved for contingent needs through Final Endorsement and sustaining occupancy.

D. 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 Borrower could result in appropriate sanctions being taken against the Sponsor including suspension
or debarment.

8.5.1.6 General Contractor with Adequate Capital

A. The General Contractor’s adjusted working capital position should equal 5% or more of the estimated
construction contracts in place.

1. The instructions for hypothecation (See Section 8.5.1.3.D) of fixed assets may be applied if the General
Contractor does not have an acceptable working capital position.

2. The General Contractor’s ability to obtain a performance-payment bond does not negate or lessen this
requirement.

3. Adjust the working capital amount for projects in construction.

4. 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% of all construction
contract amounts for projects in construction and development.

5. Waiver of the working capital requirement is reserved to Regional Center Directors and will be
considered only when there are specific strongly supported mitigating factors.

6. Pay When Paid subcontracts affect the timing of the payments to the subcontractor, not the
requirement to pay, and therefore should have no effect on the working capital calculation. Pay if Paid
contracts will relieve the General Contractor’s obligation to pay the subcontractor; however these
type contracts, while not prohibited, are generally discouraged for both policy and risk reasons.
Therefore, HUD will generally not permit an adjustment to the General Contractor’s working capital
requirements if either contract is used.

8.5.1.7 LIHTC, Historic Tax Credit or New Market Tax Credit Transactions

A. In the case of LIHTC, Historic Tax Credit or New Market Tax Credit transactions, the application must
include a Letter of Commitment/Letter of Intent to fund the required equity from a syndicator or investor.
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This Letter of Commitment/Letter of Intent must specify the total equity amount, pay-in schedule, and
conditional equity pay-in benchmarks so the Lender can verify the availability of equity. The Lender must
identify the funding and use of any syndicator or investor-required reserves in comparison to HUD’s
reserve and escrow requirements and reconcile any differences in the Lender’s Narrative.

B. The Lender must also review additional documentation (e.g. financial statements, syndication track
record/history, etc.) to determine the syndicator or investor’s ability to make all future equity
installments. The Lender should focus on and evaluate the syndicator’s or the investor’s financial
strength, experience, and reputation. The Lender should also identify whether they syndicator or investor
has a majority ownership interest or identity of interest in the Borrower entity, as addressed in Section
8.3. See Chapter 14 for further guidance on underwriting an application with tax credits.

8.5.1.8 Real Estate Owned Schedule and Mortgage Debt Schedule

A. Real Estate Owned (REO) Schedule and Mortgage Debt Schedule must disclose the latest entire
calendar year of operations. The purpose of requiring the REO and Mortgage Debt Schedules is to
determine an Active Principal’s exposure to any risk associated with their real estate portfolio (e.g.
multifamily rental, assisted living, commercial, office, undeveloped land, and new construction versus
stabilized properties, etc.). Generally, the REO Schedule lends credibility to asset values reported on the
principal’s financial statements by requiring detailed information on each real estate asset and serves as
a cross-check to the financial statements. The mortgage debt schedule should include loans that are
maturing within the next 5 years or have floating-rate resets within the next 5 years. Other debt that has
a material impact on the Principals’ creditworthiness should be included as well (e.g. if they are in default
or are likely to have problems with a loan over the next few years) to determine if any of the properties
should be classified as a troubled asset. A troubled asset is one that has, or is likely to, defaulted on its
mortgage obligations, or has significant financial management or operational problems. The credit
evaluation shall include:

1. An analysis of the various properties’ net operating income, outstanding indebtedness, cash flow and
valuation estimates must detail and support the Lender’s assessment of the likelihood of the
Borrower’s successfully refinancing projects that have maturing balloon debt, assuming current
capital markets conditions and current availability of alternative long-term financing sources. The
analysis should pay particular attention to Principals with a history or anticipated incidence of
adverse credit actions including (but not limited to) bankruptcies, foreclosures or a pattern of
renegotiating debt.

2. A financing plan that should include both conventional financing and other FHA insured loans,
including healthcare loans, for any shortfall or anticipated lack of available credit.

3. An analysis of large nonprofit or for-profit entities/ owners with large portfolios and audited
summary financial statements. Generally, the Lender can provide summary data, including a
description of exposure to maturing debt obligations, a detailed listing and analysis of troubled
projects, including those with recent or anticipated defaults or other material adverse actions.

4. Ifataxcreditsyndicatorisidentified, a brief overview and analyses of the entity. Typically, a tax credit
syndicator is an investor intermediary with only a limited ongoing obligation to LIHTC rental
properties. Accordingly, an REO schedule is not required for tax credit syndicators or investors.
However, the syndicator’s liquidity, track record, asset management and monitoring capability and
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ability to perform on its commitment to provide equity to the Borrower after Initial Endorsement are
material issues for the HUD Senior Underwriter’s analysis of the tax credit investor/LP.

5. The REO and mortgage debt schedule in tabular format containing the information described below
and any other information sufficient to present their analysis and conclusions. Typically, the format
is a spreadsheet accompanied by a summary description and analysis of each project. When the REO
schedule materially differs from the financial statements and are not minor variations arising from
timing of statements or changes in principal balances, then the Lender should investigate, reconcile
and explain the differences. Refer to Appendix 8, Section A.8.1 for the itemized physical property list
and the schedule of mortgage debt.

8.6 Required Prior Credit Approval of
Principals/Borrowers

8.6.1 FHA Insured Balances Greater than $500 Million

8.6.1.1 Purpose

A. Prior credit approval of a principal is a specialized review of a large Borrower to manage risk and
promote efficient program application processing.

B. HUD manages risk with a prior approval review by:

1. Determining whether an active principal represents a reasonable credit risk given the operating
performance, age, utility and physical condition of the principal’s existing FHA insured, including HUD
assisted and other properties;

2. Determining the amount of any new mortgage insurance commitments that may be extended to a
principal given their credit history, cash flow, net worth, liquidity, scheduled debt maturities and
operational stability; and

3. Identifying and evaluating the risks arising from any unique combination of assets that may suggest
an adverse circumstance that could impact the stability of the principal’s portfolio, such as
concentration in a particular asset type, industry sector or geographic or market concentration.

C. Over time, the levels of aggregate loan balances for some principals have increased, with balances
well exceeding $500 million. These portfolios can also involve varied degrees of Borrower risk
generated by factors such as:

1. Animbalance of new construction in the Borrower portfolio;
2. Concentrations of insured loans in similar geographic areas;

3. Riskassociated with excess and/or unwarranted litigation, including asset management and financial
deficiencies; or

4. An aggregate loan balance that presents a single point of failure risk to the FHA insurance fund if a
key principal (or principals) of the business entity would suffer an event that would materially,
negatively affect their portfolio.
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D. The prior approval of principals also assures a consistent, timely and efficient response to active
principals with portfolio holdings that may be scattered among numerous Multifamily Regional Centers.

E. In addition, it enables the largest users of FHA programs to plan for future property development or
acquisition relying on financing available through the insurance programs.

8.6.2 Principal Types

A. Two Principal types must receive HUD’s prior credit approval before submission of the application, if
the REO portfolio exceeds a threshold (see next section):

1. Principals normally subject to application-level mortgage credit underwriting as defined in Section
8.3.2.A and Section 8.3.2.C and Active Principals, defined as those member(s) of business entities
which, if they suffered material negative financial or legal problems, would pose a risk to HUD.

2. Investors participating exclusively as Passive Principals, as described in Section 8.3.2.D, except whose
interest is not fixed or some form of continuing or contingent responsibility exists (e.g. a future equity
investment obligation).

8.6.3 Threshold

A. The threshold for a mandatory review is the principal is a participant in FHA insured projects with
outstanding loan balances greater than $500 million (unadjusted for ownership interest). Changes in the
principal’s REO schedule resulting from Transfer of Physical Asset (TPA) transactions may trigger a
mandatory prior credit approval request or, in cases where an active prior credit approval exists, the lead
Lender must ensure a TPA is in compliance with the decision’s insured loan balance limit.

8.6.4 Threshold Applies to Current and Expected Balance

A. Prior approval applies to future applications of MAP multifamily and healthcare loan programs. It does
not apply to future refinancing applications pursuant to Section 223(a)(7) or Housing Finance Agency or
Government Sponsored Enterprise risk-sharing loans. This also applies to all applications for Transfer of
Physical Assets in cases where the ownership interest of the transferee meets the definition of an Active
Principal in accordance with Section 8.3.1.B.1.a above.

8.6.5 Effective Date and Duration

A. A prior approval decision will be effective and may be relied upon for 24 months or lesser period
specified by HUD, from the date of the credit approval.

8.6.6 Lender Submission and Procedure

A. The MAP Lender must prepare a specialized mortgage credit review for the subject principal(s). Key
areas include individual/corporate financial analysis, REO analysis and key performance metrics (both
overall and FHA insured segment), ownership/investment strategy analysis, geographic concentration
risk, key person dependency risk, proposed FHA financing analysis, and Management Agent analysis.
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B. Appendix 8, Section A.8.3 and Section A.8.7 sets forth the instructions and requirements for MAP
Lenders to file a prior approval request. The Lender should deliver the prior approval submission to the
HUD Regional Center most relevant to future application activity. The Regional Center will then forward
this presentation to HUD Headquarters Office of Multifamily Housing Production for review.

8.7 Secondary Financing

A. The amount, form, terms and conditions of any permitted secondary financing must comply with the
guidance herein and 24 CFR Sections 200.71 and 200.85. This section provides guidance when secondary
funding is included in the project financing plan. Except as specifically noted in this section, the term of
any subordinate loan may not mature before the term of the HUD-insured first mortgage. Additional
secondary financing guidance for Low Income Housing Tax Credit projects is found in Chapter 14, Section
14.14. Identify all subordinate loan funds in Section III “Source of Funds to Meet Cash Requirements”
form HUD-92264-A.

8.7.1 Public Sources

A. For all Sections of the Act (SOA), when secondary financing is funded by sources such as HOME funds,
Affordable Housing Program, Federal Home Loan Banks (FHLB), Grants, or other quasi-public, federal,
state, or local governmental sources, the following is applicable:

1. The subordinate loan must be documented by a promissory note (with terms similar to form HUD-
92223M, Surplus Cash Note) and may be secured with a mortgage lien as prescribed by the
governmental funding source and reviewed and approved by HUD and made subordinate to the HUD-
insured first mortgage using form HUD-92420-M, entitled “Subordination Agreement - Public.” Ata
minimum, the associated note will need to contain the following language from Section 8.7.5 below.
Note that the parties will need to execute and record a Subordination Agreement and the note will
need to conform to the terms in Section 3 of the Subordination Agreement.

2. Secondary financing (or grants lent to the property as a secondary loan) may be used to offset up to
100% of the applicable SOA equity requirements, and may also be used to finance non-mortgageable
costs, which when added to the HUD mortgage and required equity contribution, may exceed 100%
of the project’s total cost. None of these sources may be substituted for Tax Credit Equity and all
remain subject to the cumulative 75% limit on payments from surplus cash.

3. Non-mortgageable costs (i.e. replacement cost items, not eligible for inclusion in the HUD insured
loan) to be financed by the secondary loan, must be certified by the funding source to be reasonable
and necessary to complete the project. Documentation to this effect must be included with the
application submission.

4. The term of a subordinate loan should generally be coterminous with the HUD insured first mortgage.
However, the HUD Underwriter may consider exceptions on a case-by-case basis for public debt when
other HUD programs (e.g, the HOME program, National Housing Trust Fund) require shorter
amortizations and the risk is mitigated. Examples of mitigants include items such as significant
additional public funds, low loan-to-value or loan-to-cost ratios, below market rents or higher than
minimum debt service coverage.
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5. Anyrestrictive covenants in the secondary financing must expire upon foreclosure of the HUD insured
loan’s mortgage or deed to trust. However, when the source of the secondary financing is HOME
program funds, HUD will permit the Rider/Restrictive Covenant Agreement to be modified such that
the restrictive covenants will survive foreclosure of the FHA insured security instrument.
Additionally, state lending programs that provide secondary financing on terms similar to those under
the HOME Program may also be considered under this policy on a case by case basis.

8.7.2 Private Sources — Section 223(f)

A. Secondary financing from a private lending source must be evidenced by a promissory note (form HUD-
92223M Surplus Cash Note or form HUD-92908M Residual Receipts Note) that may not be modified or
altered in any manner without the written consent of HUD. If secured by the Project, the private loan must
be subordinated to HUD-insured loan with form HUD-92907M Subordination Agreement - Private.

B. Private secondary financing is permitted to offset mortgageable and nonmortgageable costs up to the
difference between the loan-to-value percentage and a maximum combined debt of 92.5% of the fair
market value (FMV), except in instances when private secondary financing is combined with federal, state
or local governmental agency secondary financing. (In these instances, the governmental loan, in
aggregate with the HUD first and private second, may exceed the property’s FMV.) The 92.5% limitation
on combined debt does not apply to Low Income Housing Tax Credit transactions, in which primary and
secondary debt together may equal but not exceed 100% of total development costs. (See Chapter 14 for
details.)

C. Private secondary financing up to 92.5% total LTV (including both HUD-insured and private secondary
financing) may be secured by a lien encumbering the real property.

D. Mezzanine financing is a subordinate loan usually secured by a pledge of ownership interests, rather
than by a secondary lien on the real estate or an obligation of the Single Asset Mortgagor Entity.
Mezzanine debt terms must be fully disclosed to and approved in writing by HUD. Any mezzanine debt
that remains from a previous financing of the property is subject to the secondary financing guidance in
this section. Payments on mezzanine financing may be made only from surplus cash, and the debt may
not mature before the FHA insured loan. Mezzanine loan interest rates will typically be higher than that
of the first mortgage but must be reasonably consistent with market rates for mezzanine debt.
Additionally, the interest rate must not be so high that it jeopardizes the ownership stability of the
property, or that the interest due cannot reasonably be expected to be repaid from surplus cash. Interest
due or accruing on the mezzanine loan must be approved as reasonable by HUD.

E. In the event of nonpayment or default on the mezzanine debt, any transfer of an ownership interest in
the Borrower entity or in its principals to the mezzanine Lender must have prior written approval by HUD,
through the Transfer of Physical Assets (TPA) process. The mezzanine Lender may exercise no
enforcement remedies against the real estate or against the Borrower entity during the term of the
mezzanine loan, nor may the mezzanine Lender take action that would trigger a Transfer of Physical
Assets (TPA) without HUD approval.

NOTE: Project-specific exceptions or waivers to these policies for mezzanine financing must be
approved in writing by HUD and documented in a HUD-2 waiver form.
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8.7.3 Private Source — New Construction/Substantial Rehab

A. Private secondary financing is not permitted under Section 221(d)(4) or other new
construction/substantial rehabilitation first mortgage programs. The only exception to this consideration
is Seller-financed secondary debt (aka seller take-back note). The Seller-financed secondary debt must
meet the follow criteria:

1. The FHA loan to replacement cost ratio is less than 50% (80% loan ratio for tax credit applications)
of mortgageable cost; and

2. The Seller financed secondary debt is either:
a. Anarms-length transaction; or

b. It involves an identity of interest transaction and the selling price of the land or building is not

)«

greater than the property’s “as is” value.”
3. Seller-financed secondary debt must also meet all of the following:

a. Itis aninferior cash flow debt, such that cumulative payments for that and any other subordinate
debt must not exceed 75% of surplus cash, if available.

b. Itis documented in a promissory note that is not recorded and not secured with a lien against the
property; this prohibition on a lien does not apply to LIHTC transactions (see Chapter 14).

c. Itdoes not contain any provision of foreclosure that would threaten the first mortgage.

d. It is subject to automatic re-subordination in any subsequent refinancing of the first mortgage;
and

e. The subordinate debt does not have a balloon payment or maturity prior to maturity of the FHA-
insured first mortgage.

8.7.4 Section 223(a)(7) Refinance Program

A. For Section 223(a)(7) applications, secondary financing terms are governed by the SOA of the
underlying insured mortgage but shall not be used directly or indirectly to provide funds for an equity
takeout or a Transfer of Physical Assets.

8.7.5 Condition for Repayment of Secondary Financing

A. (Subordination Agreement - Public (form HUD-92420M) and Subordination Agreement - Private form
HUD-92907M). Required repayment of this and any other secondary debt, including interest, must be
made solely payable cumulatively from up to 75% of available surplus cash. Consider using form HUD-
92223M or including the following language in the secondary financing promissory note, or otherwise
ensure the transaction provides for the following:

"So long as the Secretary of Housing and Urban Development or his/her successors or assigns, are the insurers
or holders of the first mortgage on (insert project name and FHA Project No.), the total payment(s) due
under this Note, and all other secondary debt instruments shall be payable and shall not cumulatively exceed
75% of available surplus cash. Non-project sources that are outside the Mortgaged Property may also be used
to repay subordinate financing. The term surplus cash is defined in the Regulatory Agreement dated (insert
date) between HUD and (insert name of Borrower). The restriction on payment(s) imposed by this
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paragraph shall not excuse any default caused by the failure of the maker to pay the indebtedness evidenced
by this Note."

B. This language does not need to be added to the Subordination Agreement - Public (form HUD-92420M)
or the Surplus Cash Note (form HUD-92223M)

8.7.6 Secured Public Secondary Financing Conditions

A. A publicly financed subordinate loan must be made subject to the Subordination Agreement Public,
HUD-92420M, which includes, among other provisions, the following terms:

1. The Lender on the FHA-insured mortgage (first mortgage) consent to the placing of the subordinate
lien and confirm that its existence does not create a basis for default on the insured first mortgage.

2. The subordinate lender certifies that the subordinate loan documents do not contain a cross default
provision or any right of foreclosure before the termination of the FHA-insured mortgage.

3. The subordinate loan is assumable when a sale or transfer of physical assets occurs, and the insured
first mortgage remains in place.

4. The subordinate loan automatically terminates if HUD acquires title to the project by a deed in lieu of
foreclosure.

5. Repayment of the subordinate loan from Project Assets is limited to 75% Surplus Cash.

6. Subordinate lender agrees to extend the subordinate loan under certain circumstances (e.g.,
insufficient surplus cash for repayment when due and payable).

B. Both the subordinate lien, as modified by the Subordination Agreement Public, HUD-92420M, and the
insured first mortgage loan documents must be recorded prior to or on the day of closing. Though
recordable closing documents are frequently recorded in advance of actual closing, the subordinate loan
may not be funded until closing. See Chapter 19, Section 19.1.3.4 for details on closing arrangements.

8.7.7 Unsecured Private Secondary Financing Conditions

A. Terms of unsecured private Promissory Notes must reflect those provisions found in: form HUD-
91710M, Residual Receipts Note [Non-profit Borrower], or form HUD-91712, Residual Receipts Note
[Limited Dividend Borrower], or form HUD-92223M, Surplus Cash Note [Profit Motivated Mortgagors]
based upon the type of Borrower; or Form Residual Receipts Note (form HUD-92908M), when Borrower’s
distributions are restricted through a Residual Receipts Rider to the Regulatory Agreement. See the Closing
Chapter 19, Section 19.4.8.2 for further details.

1. Form HUD-91710M, Residual Receipts Note (for Non-profit Mortgagors) and form HUD-91712M,
Residual Receipts Note (for Limited Dividend Mortgagors).

a. Principal and interest shall be due and payable on or after the maturity date of the HUD-insured
mortgage.

b. If the HUD-insured mortgage is prepaid in full, the holder of the residual receipts note has the
right to declare the entire principal sum or any remaining balance including any accrued interest
immediately due and payable.
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c. Prepayments to principal and interest:

1) may be made (a) from the residual receipts as defined in the Regulatory Agreement only after
obtaining written approval from HUD or (b) from sources other than Project Income or
Project Assets, e.g., syndication proceeds.

2) may be made only after final endorsement of the insured mortgage and after the end of a
semiannual or annual fiscal period.

d. if unauthorized prepayment is accepted, the funds shall be returned to the project immediately
upon discovery.

e. Theresidual receipts note is nonnegotiable and may not be sold, transferred, assigned, or pledged
by the payee.
f. Presentation, demand and notice of demand, nonpayment and protest of the residual receipts

note are waived.

g. Interest on the note must not compound; however, for LIHTC projects, HUD will consider
compounding of interest pursuant to the instructions in Chapter 14, Section 14.11.B.5 of the MAP
Guide.

2. Form HUD-92223M, Surplus Cash Note (for all other mortgagor entities). The conditions and
limitations are the same as form HUD-91710M, except that:

a. Provisions may be made for interest payments annually or semiannually or at the end of a fiscal
period. However, the Note should provide for interest to accrue and be payable in full at maturity.

b. Prepayment of principal or any payment of interest must be limited to sources other than Project
Income or Project Assets, e.g., syndication proceeds or surplus cash as defined in the Regulatory
Agreement.

c. Payments on promissory notes will be made only as permitted by the applicable Regulatory
Agreement, but prepayment of the promissory notes from sources other than the project is
permitted without HUD approval.

d. Should any unauthorized prepayments be made, as determined by HUD, it shall be the
responsibility of the Borrower to return them to the project.

e. Interest on the Note must not be compounded, however for LIHTC and otherwise affordable
projects, HUD will consider compounding of interest pursuant to the instructions in Chapter 14,
Section 14.11.B.5 of the MAP Guide.

8.7.8 Tax Credit Equity Bridge Loans

A. Tax credit equity syndicators or investors (with or without an identity of interest with the MAP Lender)
may make bridge loans to fund required equity contributions for LIHTC, Historic or New Market Tax
Credits during the construction or substantial rehabilitation period as described in Chapter 14, Section
14.14.
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8.8 Application Exhibits and Responsibilities

A. The Lender shall utilize HUD’s standardized application exhibit checklist to facilitate the electronic
submission of the application to aid in HUD’s completeness review of deliverables and to record
underwriting processing results and conclusions for both pre-application and firm applications. The
standardized checklist is a concise structured template organized with separate sections directly related
to each technical discipline. The template will permit the HUD-delegated Underwriter and Lender to
locate exhibits within the application binder, which will in turn expedite the application review process
while reducing HUD’s risk during the underwriting analysis of the application. These application
templates are for use for all program applications submitted under the Multifamily Accelerated
Processing with the exception of Section 223(a)(7) applications. The Lender’s application submission
templates for mortgage insurance are:

1. Underwriter’s Narrative
2. Application Checklist
3. Form HUD-92013-C, LIHTC Summary Report (LIHTC transactions only)

8.8.1 General Responsibilities of Lender’s Underwriter

A. Underwriting multifamily projects is a process for evaluating the character, capacity and
creditworthiness of the Sponsor, Borrower and its principals, the General Contractor, and in the instance
of an identity of interest, the property management company, in order to reach specific conclusions
resulting in the approval (with conditions, as appropriate) or denial of a mortgage insurance application.

B. The Lender must assess the Borrower’s ability to manage all of the responsibilities of the ongoing
operations of multifamily properties, including the development, construction, completion, and lease-up
for new construction proposals and property maintenance, tenant relations, financial and performance
reporting and effective management for existing properties.

C. The Lender’s Underwriter must:

1. Identify the Borrower and its principal entities or individuals and present a complete, consistent and
coherent picture of the financial capacity and creditworthiness of the Borrower and the various Active
Principals.

2. Analyze the creditworthiness of the Sponsor(s), the Borrower entity, if formed, and its principals and/
or individuals and the contractor. If a borrowing entity is not yet formed at the time the firm
application is submitted, the MAP Underwriter must still perform the financial and credit analysis on
the Active Principals and/or individuals. The Underwriter must demonstrate that the principals
and/or individuals have the character, capability, creditworthiness and commitment to provide
expert leadership, working capital and cash needed to close the proposed transaction(s), complete
the development process, as applicable, and to support the operations of the property. This
determination is made in light of the obligations that may already be required of the principal, or are
expected to arise due to ownership of other business interests and real estate projects.

3. For existing mortgagor entities and properties, evaluate the financial performance of the mortgagor
and the property based on its financial statements and other operating reports, (e.g., rent rolls) and
credit history to determine eligibility, mortgage amount and conformance to program requirements.
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4. Conduct a mortgage credit review to include:

a. The balance sheets for principals as discussed in Appendix 8, Section A.8.2, “How to Analyze
Financial Statements” and in addition to the Schedule of Real Estate Owned and other relevant
schedules.

In each case the Lender will conduct sufficient diligence to determine what should be an
appropriate period of past financial review. Character is best demonstrated during periods of
economic distress and so a review of atleast one complete business cycle (means the entity’s fiscal
year) is necessary. Any material credit problems in the last 2 to 5 years should be carefully
reviewed and may result in an application rejection. Events that occurred before that period if,
for example more than 8 or 10 years have passed, would not have as material an impact on
creditworthiness but may still be relevant. The Lender should consider all relevant factors in the
analysis and credit approval decision.

b. Determine whether the Sponsor(s) has (or will have, given proposed transactions) existing
insured mortgage balances exceeding $500,000,000. If a Sponsor has obtained prior approval to
exceed this amount, submit a copy of the Prior Approval Decision together with any other
documents identified as required by the Prior Approval Decision. (See Appendix 8, Section A.8.3
for prior credit approval instruction.).

Determine if there is incomplete or inconsistent information, or discrepancies between the
information included on the financial statements and in the credit reports. Any inconsistencies must
be reconciled.

In addition to the formal documents and credit investigation described above, the Lender’s
Underwriter must conduct and describe the results of an internet search of each principal and
determine if there is any information that raises concerns about creditworthiness and address any
negative information.

Provide the Office of Foreign Assets Control (OFAC)/Terrorism checks and verifications on principals
which are required by the U.S. Patriot Act. These checks must be completed and documented no later
than the time of Initial Endorsement, whether or not the Lender is a regulated financial institution.
The OFAC verification is not part of MF Regional/Satellite Office review except to the extent that the
Lender has identified problems during the OFAC check. OFAC requirements are administered by the
Department of the Treasury and Lenders should refer to the Treasury’s website

http://www.ustreas.gov/offices/enforcement/ofac, for any questions.

8.8.2 Additional Exhibits Required of Project Participants

A. The Borrower shall provide the following exhibits for participating professionals and officers of
corporations:

1.

Identity of Interest of Borrowers Using Builders and Sponsors Profit and Risk Allowance
(BSPRA). General Contractors with an identity of interest with the Borrower may be either
independent businesses with an ownership interest created in the Borrower entity primarily to obtain
the Builders and Sponsors Profit and Risk Allowance (BSPRA) or businesses owned and operated by
a Principal of the Borrower. Notwithstanding any identity of interest, the General Contractor is
required to provide the identical exhibits as a participant.
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2. Management Agent. A detailed resume is required for Management Agents even when they have no
ownership interest in the Borrower entity or identity of interest with a Principal. Credit reports are
required for the Management Agent only in cases where there is an identity of interest between the
owner and the Management Agent, or in cases where the Management Agent holds an equity interest
in the Borrower. Also, receipt of negative information concerning the performance or capacity of the
Management Agent could require a credit review. Analysis of financial statements is generally not
required, unless the agent has an identity-of-interest with the Borrower or a Principal, or where
financial statements are necessary to evaluate the capacity of the management entity to perform its
management role.

3. Fee Developer/Consultant. Fee Developers, packagers, consultants and other professional persons
or organizations are sometimes retained to assist nonprofit Sponsors that might lack needed
experience. Such services might include assisting with project development, financial structuring or
HUD processing. Packagers and consultants must provide resumes evidencing their qualifications,
and the Developer must provide credit reports and financial statements when their services are
critical to project viability.

4. Design Architect/Engineers. Design professionals must provide resumes establishing their
credentials, competence and experience commensurate with levels of expertise and experience
required by the project. Absent an ownership interest in the Borrower that would otherwise qualify
the design professional as a Principal, no other mortgage credit exhibits are required.

5. Executive Officers of Borrower. Officers with less than 10% of the voting stock of a for-profit
corporation but who qualify as a principal of the Borrower, may be required to submit resumes and
demonstrate appropriate competence and experience to provide an accurate picture of character,
capacity and commitment.

6. Executive Officers and Directors of Publicly Traded Corporations. These individuals are not
required to submit mortgage credit exhibits as individuals, notwithstanding their stock ownership
inasmuch as such firms are regulated by the U.S. Securities and Exchange Commission (SEC). The SEC-
required annual corporate report (Form 10-K) and quarterly corporate report (10-Q) provide
complete financial statements, background and history of corporate operations as well as resumes
and compensation of corporate officers and disclosure of conflicts of interest of officers and directors.
In addition, the credit of publicly traded corporations is rated by agencies such as Standard and Poor’s,
Fitch and Moody’s. When a publicly traded corporation is a Principal, Forms 10-K and 10-Q and
agency credit ratings may be accepted in lieu of mortgage credit exhibits.

8.8.3 Evaluating Nonprofit Sponsors and Borrowers

A. Nonprofit Borrower/Sponsors (whether national, regional, or local) must have the experience and
financial strength appropriate for the development and ownership of the proposed property, see Section
8.3.2. The nonprofit Sponsor being evaluated may not have equal strength with respect to all criteria. In
transactions where the Borrower/Sponsor’s ownership structure contains multiple entities performing
differing functions, the Lender must evaluate the nonprofit and each of the other entities on their capacity
to perform its particular function, e.g. ownership, property management, acquisition, development,
resident services or asset management. This includes the need for prior acceptable history of successful
development, ownership and management of assets similar in size and complexity as the proposed
project. Therefore, only the criteria for the areas in which the nonprofit entity has direct responsibility
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or authority need to be applied during the evaluation process. The eligibility of prospective nonprofit
Sponsor/Borrower must be determined before a Pre-application approval or Firm Commitment is issued.

B. The Lender must include in the Underwriter Narrative summary a description of the party(s) paying
pre-development costs, in addition to the follow written explanations:

1. Details of any proposed rent/income restrictions on the property to be developed by the nonprofit.

2. Developer’s Agreement or any other document which shows the relationship and work
responsibilities of all parties associated with the transaction.

3. Explanation of the terms and conditions of the Housing Consultant’s contract, if applicable. The fee
for the Housing Consultant shall be an expense of the Borrower.

4. Memorandum of findings and recommendations:

a. Must include a description of the relationship between the nonprofit and any profit motivated
entities involved in the transaction.

b. The determination of eligibility or ineligibility of the nonprofit Sponsor/Borrower must be
approved by the HUD office with jurisdiction.

c. At the Firm Application stage and prior to initial endorsement (beginning of construction in the
case of Insurance Upon Completion), describe the Sponsor’s and Borrower’s relationships with
parties or firms furnishing land and services.

d. Describe any signed agreements of relationship between such parties or firms with the Sponsor
and Borrower.

e. Allrelationships are subject to HUD approval therefore the Sponsor and the Borrower must inform
HUD in writing if there is a change in any signed agreements of relationship.

5. Explain any nonperforming assets in nonprofit Borrower/Sponsor portfolio in conjunction with the
REO review.

6. Detailed explanation of the motivation for sponsoring the project including a history of the
organization's involvement in multifamily housing.

7. The Management Agent must have a minimum of 3 years of experience in directing and overseeing
the management of at least 3 properties serving the same resident clientele and comparable to the
proposed property in scale, complexity, tenant profile and regulatory compliance requirements. A
property manager must demonstrate adequate property management experience with properties
comparable to the subject property.

8. Signed written resolution of the nonprofit’s directors or trustees, acknowledging the responsibilities
and obligations of sponsorship and continuing ownership, and that the subject proposal reflects the
will of the board and/or the membership of the organization.

9. Detailed statement of arrangements made or proposed for the following (listing principals involved,
their relationship with the nonprofit Sponsor/Borrower, the terms of the arrangements and the
circumstances surrounding each):

a. Land on which the project will be built including the existing length of ownership.
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b. Project construction/rehabilitation, including selection of General Contractor, subcontractors,
and Architect.

c. Legal and consulting services.
d. Project financing, including any discounts.

NOTE: A national, State, or regional organization acting as a cosponsor must submit a separate
form HUD-3433 and Supplemental documentation.

10. The nonprofit Sponsor must have diverse and stable funding sources with recurring revenue and, if
required, a proven record of raising sufficient funds to meet its operating needs. The Lender must
identify whether the nonprofit Sponsor’s primary funding sources are from fees on development
projects or from sources such as public funding, public contracts, grants, or donations that may be
subject to budget or funding constraints.

8.8.4 Credit Review of a Nonprofit Sponsor and Borrower

A. The Lender’s Underwriter narrative should describe how the nonprofit Sponsor/Borrower is qualified
to start, complete, and operate a project under the insured loan programs. The Lender must determine
that the nonprofit Sponsor/Borrower is acting on its own behalf, or if either knowingly or unwittingly
acting under the influence, control or direction of any outside party seeking to derive a profit or gain from
the proposed project—such as a landowner, real estate broker, contractor, Architect, attorney or
consultant.

B. Credit investigation analysis:

1. As with for-profit Sponsors, the Lender’s Underwriter must make a determination of the individuals
and entities with decision-making and operational authority over the project. The Underwriter will
provide an in-depth written analysis on the aspects of the mortgage credit review in the Underwriter’s
narrative.

2. Check that the Borrower/Sponsor has no unresolved issues related to payment history and check
credit references.

C. Financial data analysis:

1. Determine the amount of cash and liquid assets available for investment in the project and overall
financial condition of the sponsoring group, and in particular whether the financial statements
indicate that income will be sufficient to meet the expenses incurred by the group.

2. Financial statements of many large nonprofit organizations show various fund accounts, such as
general and building fund, etc.

a. Identify any inter-fund receivables and payables that cancel each other.
b. Do not consider restricted-use funds in the analysis.

c. Review the Public Records section of the credit report to eliminate any assets that were used as
collateral in secured borrowing.

3. The project size and complexity should be consistent with the abilities of the spons