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Office of the Assistant Secretary for Housing-
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*The original MAP Guide was published May 17, 2000, Revised May 15, 2002.

The information collection requirements contained in this Multifamily Accelerated Processing Guide are a compilation of outstanding
processing Handbooks (4425.2 Rev.2 Basic Underwriting; 4435.01 Construction & Servicing before Final Endorsement, 4445.1
Underwriting-Technical Director for Project Mortgage Insurance; 4450.1 Rev. 1 Cost Estimation for Project Mortgage Insurance; 4460.1
Rev. 1 Architectural Analysis and Inspections for Project Mortgage Insurance; 4470.1 Rev. 2 Mortgage Credit Analysis for Project Mortgage
Insurance; 4470.2 Rev. 1 Cost Certification Guide for Mortgagors and Contractors of HUD-insured and Section 202/811 Multifamily
Projects); Approval of the Lender requirements in Chapter 2 is covered by OMB Control Number 2502-0541. The FHA and HUD Forms
referenced in the Guide and set forth in the Forms Book which accompanies the Guide are approved as indicated on the Forms, particularly
by approval control numbers 2502-0001; 2502-0005; 2502-0010; 2502-0011; 2502-0018; 2502-0028; 2502-0029; 2502-0044; 2502-0057;
2502-0097; 2502-0112; 2502-0118; 2502-0305; 2502-0468; 2502-0470; and 2502-0416.

“The information collection requirements contained in this document have been approved by the Office of Management and Budget (OMB)
under the Paperwork Reduction Act of 1995 (44 U.S.C. 3501-3520) and assigned above OMB control numbers. In accordance with the
Paperwork Reduction Act, HUD may not conduct or sponsor, and a person is not required to respond to, a collection of information unless
the collection displays a currently valid OMB control number.”
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Public reporting burden for this collection of information is estimated to average 600 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 date only in response to a Freedom of Information Act request.
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1.4C
1.5D

24
2.6
2.10-2.15

3.2.B
3.2F
3.2.G.1

3.2
3.2K
3.2.P
3.2.Q
3.2.R
3.4.1

3.4.0

OMB Clearance No. 2502-0541
Expiration Date 00-00-0000

MAP Guide - Highlights

Highlights

Chapter 1 — Introduction

Reference to New Project Concept Meetings stage.

Added Underwriter Site Inspection and Rental Lease Audit Requirement
Combine Pre-application and Firm Application Stage of Processing.

Clarifies waiving of the MAP Guide Sections.

Chapter 2 - Lender Qualifications
MAP Lender In-house Underwriter Approval Requirements

Identity of Interest between Map Lender and Tax Credit Syndicator.
Deleted/Moved to new Chapter 15.

Chapter 3 - Eligible Multifamily Mortgage Insurance Programs
Single Asset Entity Requirements.
Application fee modification

Charge $30 per unit on projects without repairs. Applies to Section
207/223(f).

Correction of Fair Housing Act Violations under Section 223(f).
Previous Participation Electronic System (APPS).

Operating Deficit has new parameters when residents are displaced.
Working Capital increased from 2 % to 4% of the mortgage.
Definition of affordable housing.

Substantial Rehabilitation and Acquisition/Refinancing -Abatement costs of Lead
Based Paint and/or asbestos within an existing structure.

New parameters for NC/SR market studies with significant tenant displacement.



Section
3.5.D.1
3.5.D.4
3.6.C
3.6.C4
3.7.B

3.8

3.8.A
3.8.K

3.8.K.2 NOTE

3.8.R
3.8.S

41B
4.3.C
4.2 A
4.2.A.1
4.2.A.2
4.2.C

4.2.C.2.& 3 new

4.2.C.4 new

December 2010

OMB Clearance No. 2502-0541
Expiration date: 00/00/0000

Highlights

New parameters for maximum mortgage limitation for Section 221(d)(4) only.
New parameters on DSCR for Section 221(d)(4) only.

Change to DSCR for Section 221(d)(3) only.

Change to DSCR for Section 221(d)(3) only.

Section 220 projects with commercial space must be underwritten to market rate
standards.

Treat a Section 223(f) application with both a purchase and a refinance transaction,
as two separate transactions.

Former condominiums converting to rental apartments are eligible for Section 223(f).

New parameters maximum mortgage limitation for Section 223(f) purchase &
refinance.

Fifty percent of cash out from mortgage proceeds will be held in escrow until non-
critical repairs are complete.

Section 223(f) occupancy standards underwriting guidance.

Section 223(f) consideration of obtaining a market study.

Chapter 4 - Application Requirements

Two stage processing or opting to combine both into the Firm.
Updated for partial electronic submission

Hub MAP Coordinator website.

Project concept meeting

Concentration on principal’s risks that meet the threshold of $250,000.

Pre-Application exhibit requires preliminary appraisal work & the Lender’s
creditworthiness assessment of the sponsor & $250M HUD pre-approval

Pre-application exhibits must include preliminary appraisal work & lenders’
assessment of sponsor’s creditworthiness.

Two stage processing guidance.
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4.2.D.3

5.1.A.1
5.1.C
5.2.A

5.5.B.3
5.7.C.3d

5.24.B

5.24.C
5.25.C

5.26.A.2
5.26.D.2.b
5.26.D.3.a

6.3.C.3.b.(1)
6.3.C.3.d (3)
6.3.C.3.f
6.9.B.2

6.9.2.A.1
December 2010

OMB Clearance No. 2502-0541
Expiration date: 00/00/0000

Highlights

Authorize three 30-day extensions.

Chapter 5 - Architectural Analysis
Qualifications of Lender’s Needs Assessor.
HUD approval of Lender’s Needs Assessor.
Expanded to include new Architect’s Professional Liability
Insurance.

Acceptability of an existing survey market “re-surveyed.”

Lender’s authorized signatory is the only one who can sign the
plans and specifications for the Lender. Lender must supply HUD
with the name(s) of the authorized signatory.

Properties dating from the 1970s which contain hazardous aluminum wiring must
undertake mitigation measures as a condition of Section 223(f) mortgage insurance.

Smoke detectors are required in Section 223(f) projects.

For a project with more than one structure, the Lender must prepare a Dwelling Unit
Breakdown list and an estimate of the Gross Floor Area for each individual structure
in the project.

Updating of PCNA when 120-day period expires.

Chapter 6 - Cost Processing

Section modified to eliminate Site Not Attributable.
Ceiling for Rehabilitation Cost Not Attributable.
Eliminated the entire Section on Site Not Attributable

Independent Lender review of repair costs in PCNA is a required Firm stage
deliverable.

PCNA prepared by Lender’s Needs Assessor.
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6.10.1
6.10.2

7.4.A.1-8
7.4.A.9-13

7.6.F
7.6.G
7.6.N
7.7.F

7.8.1
7.9.A.3,B.2
7.10.B.5.1
7.11.A.6
7.11.B.4
7.11.B.8.h
7.16

7.17

Section

8.2A3&C.1
8.3.A.5

December 2010
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Highlights

Lender Project Processing - Firm Stage

HUD Procedures

Chapter 7 - Valuation Processing
Discusses and Clarifies Appraisal Requirements.

Appraisal Requirements continued. Prohibition against confidential rent and sales
comparables.

Addition of the 220 program to vacancy and collection loss rate.

Tenant improvements should be accounted for as a leasing expense.
Apartments designed specifically for the elderly.

Updating expense data method.

A new section on site value for subsidized and/ or LIHTC applications.
Identification of HUD as an authorized user for environmental assessments.
Definition of Remaining Economic Life.

Environmental Assessments are required for all 223(f) (including 202/223(f))
Identification of HUD as an authorized user for environmental assessments.
Lender’s appraiser must calculate Remaining Economic Life.

Site Not Attributable to Dwelling use has been eliminated. This Section is renamed
as “Tax Abatement/ Exception.”

Renamed as “Section 8 and LIHTC Processing”

Chapter 8 - Mortgage Credit Underwriting and Processing
Requirements

The electronic 2530 review and approval process begins at pre-application.

Emphasize credit & financial analysis of key principals including fully funding
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8.3.B.5
8.3.C.1
8.3.D

8.3.1.d

8.3.F.2
8.3.H.2
8.3.J
8.3.J.1.a
8.3.J.1d
8.3.J.2
8.3.J.4 new

8.4.A.5

8.4.B.2

8.4.B.2.d
8.4.B.3.a
8.4.B.3.d

8.4.C.1.c

84.Cl.a(l) &
)

8.4.C.2

8.4.C.13
8.7.A.1.b
December 2010

OMB Clearance No. 2502-0541
Expiration date: 00/00/0000

Highlights

mortgagor entity.

Fannie Mae form will replace request for verification of deposit.
Identifying the Borrower and Its Principals expanded

Paragraph Identifying The Principals, revised to add LLC managing members and
clarification.

Rejection Because of Unacceptable Credit, bankruptcy, insolvency, pending litigation
with HUD.

Concentration on key principal’s risks that meet the threshold of $250,000.
Trade and Credit References expanded.

Expanded the experience analysis of a mortgagor and general contractors.
Same as 8.3.J

Expanded search for past roles in MF business.

Expanded the review of the resume for persons new to HUD MF business.

Added the need to demonstrate experience with owning/ operating LIHTC & Section
8 properties.

Emphasize credit & financial analysis of key principals including fully funding
mortgagor entity.

The requirement for submission of three year balance sheet is expanded.
Added “Schedule of Real Estate Owned” & “Schedule of Mortgage Debt”.
Increased requirements for Section 223(f) financial analysis.

Past due accounts payable and project liabilities must be cleared and released, or
otherwise fully satisfied before closing.

Concentration on principal’s risks that meet the threshold of $250,000.

Expanded the requirements of financial statement analysis.

Fully funded mortgagor entity is required to submit audited financial statements.
Add Historic Tax Credit transactions.

New parameters for the maximum mortgage limitation for Sections 221(d)(3) & (d)
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8.7.A.1.c.(4)

8.7.A.1.c.(4)
8.7.A.1.d
8.7.A.2.b

8.8.A.1.c

8.8.A.1.b,d,& e
8.8.A.2.b Note

8.8.A.2.c

8.8.D.6.a
8.9.B.1,B.2

8.10.B.3

8.11

8.12.A
8.12.A.9 new
8.12.B.5
8.12.B.6.b

8.12.B.7

8.12.B.11
new

8.12.C.1.e
December 2010

OMB Clearance No. 2502-0541
Expiration date: 00/00/0000

Highlights

4.

This paragraph was modified to remove Site Not Attributable (SNA) & replace with
the warranted price of land.

New parameters for the per family unit limitations for Sections 221(d)(3) & (d)(4).
New parameters for the DSCR for Section 221(d)(3) & (d)(4).

New parameters for the maximum mortgage limitation for Section 221(d)(3) & (d)

(4.

This paragraph was modified to remove Site Not Attributable (SNA) & replace with
the warranted price of land.

New parameters for the maximum mortgage limitation, DSCR & cost of acquisition.

Cash out from mortgage proceeds will be deferred until non-critical repairs are
complete.

Fifty percent of cash out from mortgage proceeds will be held in escrow until non-
critical repairs are complete.

Recent indebtedness defined.

New guidance for Secondary Financing from Government Sources and Private
Sources.

New guidance on non-disclosure of grants and loans.

Subsidy layering review eliminated on Title Il mortgage loans.
Introduction paragraph on evaluation on nonprofit mortgage/sponsor expanded.
Added the requirement for written explanation of non-performing assets.

Added a property manager and asset manager resume requirement when applicable.

Added no material, unmitigated contingent liabilities to the financial statement
analysis.

Added must not have any unresolved internal control or compliance findings;
unresolved issues of integrity or conflict of interest.

Added requirement to determine if the nonprofit has a proven record of raising
sufficient funds to meet its operating needs.

Added must not have any unresolved internal control or compliance findings;
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8.12.C.2.a
8.13
8.14.E
8.14.F

8.14 last para.
8.15.C.5

9.3

9.3
9.3
9.4

10.2.A.1

10.2.A.7
10.4

December 2010

OMB Clearance No. 2502-0541
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Highlights

unresolved issues of integrity or conflict of interest.

Added residential credit reports.

Insurance Upon Completion

The working capitol escrow percentage increased from 2 to 4 percent.

The operating deficit escrow is now based on the greater of the appraisal &
underwriting analysis, 3 percent of mortgage amount or 4 months of debt service.

Cash out for land equity and other equity is deferred until final endorsement.

Excess premium income on Section 223(f) applications.

Chapter 9 — Environmental

There was a major rewrite for this entire Chapter

Expanded to include the requirements that the environmental professional firm
conducting the Phase I must base is site analysis on the guidelines in the listed
publications of the American Society of Testing materials (ASTM).

Discussion of remediation plans.
Discussion on Monitoring wells.

Details on field personnel responsibilities in reviewing cases requiring remediation;
and remediation cost included in the mortgage.

Chapter 10 - Management Analysis

Added option to file electronic 2530 through — Active Partner Performance System
(APPS) Participant Certification page.

Exhibit requirement added for marketing, leasing and relocation plan.

HUD Review of the Previous participation Certification (Form 2530) - Active
Partners Performance System (APPS).

Chapter 11 - Lender Underwriting HUD Review
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11.1.D.3

11.2B
11.2.D
11.2.G
11.2.G Note
11.2.H

11.212 &
11.2L.8

11.2.L.7

12.6.A.4

12.7.A.4

13.1

13.11.B.4.c
13.11.C.5

13.15.H.3.b.
NOTE

New Chapter

Section 15.2B
December 2010

OMB Clearance No. 2502-0541
Expiration date: 00/00/0000

Highlights

Development Application Processing (DAP) system made optional for processing,
however is mandatory for tracking.

HUD data verification and inspections.

USPAP Standard 3.

Basis for additional FO review.

Discusses extension of time for reviews.

Expanded the HUD review recommendation memorandum instructions

Added early start construction to the firm commitment decision Section & these
requirements cannot be waived.

Paragraph modified to remove Site Not Attributable.

Chapter 12 - Construction Period

HUD Construction Contract takes precedence over inconsistent provisions in AIA
Document A201, General Provisions, Article 9.8.

Construction contract retainage

Chapter 13 - Cost Certification

Eliminated need for cost certification on LIHTC projects where the ratio of the loan
proceeds to the actual cost of the project is less than 80 percent

Non-disclosure of liabilities on balance sheets.
Added Form HUD-2205-A.

Included the permanent Lender’s fee up to 5-1/2 percent for bond-financed projects.

Chapter 14 — Low Income Housing Tax Credit (LIHTC) Guidance

Chapter 15 - Quality Assurance Enforcement Actions

Removed the Program Center Director’s recommendation to the MAP Lender
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Section 15.4

Section 15.8.E
Section 15.9.B.6
Section 15.9.C
Section 15.15
Section 15.15.D
New Chapter

December 2010

OMB Clearance No. 2502-0541
Expiration date: 00/00/0000

Highlights
Review Board.

Replaced the referral to the MAP Lender Review Board to referral to the Director of
MF Development.

Removed references to Chapter 2, added language for clarity.

Clarified the duration or provisions modified in settlement agreements.

Clarified that the MAP Lender’s compliance is determined by HUD.

Removed the term “informal” from this section.

Clarified duration of time before the Appeals Official makes a written determination.

Chapter 16 - Master Lease to facilitate the use of tax credits
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CHAPTER 1

SUMMARY OF MAJOR CHANGES IN CHAPTER 1 OF THE MAP GUIDE

Introduction

This Memorandum is intended to help reviewers understand which major issues have been addressed in the
revision. This Memo will not be published as part of the Guide.

The MAP Guide was originally published May 2000 and updated May 15, 2002, and is available online
through the multifamily internet site: http://www.hud.gov/offices/hsg/hsgmulti.cfm

The originally published MAP Guide is a compilation of existing HUD M/F processing Handbooks (4425.2
Rev. 2, Basic Underwriting; 4435.01 Construction & Servicing before Final Endorsement; 4445.1 Underwriting-
Technical Direction for Project Mortgage Insurance; 4450.1 Rev.1 Cost Estimation for Project Mortgage Insurance;
4460.1 Rev.1 Architectural Analysis and Inspections for Project Mortgage Insurance; 4470.1 Rev 2 Mortgage
Credit Analysis for Project Mortgage Insurance; 4470.2 Rev. 1 Cost Certification Guide for Mortgagors and
Contractors of HUD-insured; and Section 202/811 Multifamily Projects) Mortgagee Letters and HUD Notices
issued prior to 2000.

The revised MAP Guide before you for review is an extension of the previously published version that has
been updated through the issuance of Frequently Asked Questions, published on the multifamily internet site
http://www.hud.gov/offices/hsg/hsgmulti.cfm through May 2007; Program changes either through Housing Notices
and/or Mortgagee Letters from April 2002 through August 2010; and the Housing Economic Recovery Act
(HERA) 2008.

Additionally, all HUD forms used in the underwriting of a multifamily project have OMB approval.

Specific Chapter 1 revisions in the new release:

- Section 1.3 adds Sections 231 Housing for the Elderly is a new program added as eligible for processing
under MAP. Deleted from the MAP Guide as an eligible program is Section 232, The Residential Care
Facilities program has been transferred to Office of Insured Health Care and is no longer eligible for
processing under MAP/TAP.

- Section 1.3 added the provision allowing the MAP Lender the option of combining the pre-application and
firm application into one stage. The MAP Lender has the option of bypassing the pre-application phase of
processing and going straight to the Firm Commitment phase of processing. The time frame for this stage
of processing is 60 days.

- Section 1.4 contains a brief summary of MAP and references the programs covered under MAP.


http://www.hud.gov/offices/hsg/hsgmulti.cfm
http://www.hud.gov/offices/hsg/hsgmulti.cfm

Chapter 1 Introduction

Chapter 1

Introduction

Multifamily Accelerated Processing, abbreviated as MAP, is designed to establish 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 -
mortgage insurance program descriptions, mortgagor and Lender eligibility requirements, application
requirements, the underwriting standards for all technical disciplines, and construction administration
requirements.

Statutory authority for the implementation of MAP is contained in the basic insuring authority for each of

the programs covered in MAP. See National Housing Act, Sections 220, 221(d), and 207. Additionally,
Section 211 of the National Housing Act authorizes and directs the Secretary to make such rules and
regulations as may be necessary to carry out the provisions of the Act. The FHA requirements listed in
HUD regulations covering each MAP eligible program are fully described in the accompanying HUD
Handbook or Guide.

The MAP Guide provides a consistent expedited process at each HUD multifamily Hub or Program Center,
(also referred to as Field Offices). 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.
The Lender must either submit the application as a MAP submittal, or for traditional application
processing (TAP). Under TAP, the HUD Field Office will conduct the due diligence and underwrite.
Some MAP-approved Lenders only originate loans. After obtaining a Firm Commitment for loan insurance
under MAP, the originating MAP Lender may sell or transfer that Firm Commitment to another MAP Lender.
The second MAP Lender handles the construction loan administration and services the loan. At the pre-
application, the originating Lender should inform the Hub or Program Center if it does not intend to
administer the construction loan, and, therefore, which MAP Lender will be responsible for that function. The
second MAP Lender will have to identify their construction loan administrator before or at initial
endorsement.
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Chapter 1 Introduction

MAP is intended to:

A. To provide the Lender an earlier review of the application for insurance on new construction and
substantial rehabilitation. Therefore, if the application is rejected by HUD at a pre-application
stage, the Lender and borrower do not spend the time and money required to prepare the exhibits
and analysis for the application for a Firm Commitment.

B. To establish a process that significantly reduces the amount of HUD review time.

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

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

E. To strike a careful balance between expedited processing and ensuring an acceptable level of risk
for HUD’s multifamily mortgage insurance programs.

A. Lender Qualifications and Monitoring

By permitting a MAP Lender to prepare much of the documentation for a loan submission for
mortgage insurance, HUD places confidence in the Lender’s integrity and competence. Refer to
Chapter 15 for the Quality Assurance Enforcement Actions. Lenders wishing to submit MAP
applications for FHA Multifamily Mortgage Insurance must:

1. Be an FHA approved lender. See the Mortgagee Approval Handbook (4060.1).

2. Be approved by the Lender Quality Monitoring Division (LQMD) in HUD Headquarters’
Office of Multifamily Development. See Chapter 2 of the MAP Guide.

FHA approved Multifamily Lenders who are not approved to submit MAP applications can submit
loans for mortgage insurance using traditional (TAP) processing.

B. Programs Covered by MAP

MAP may be used for Sections 221(d) (3) and 221(d) (4) (apartments), Section 220 (apartments in
urban renewal areas), Section 231 Housing for the Elderly, and the Section 241(a) Supplemental
Loan program. It may be used under Section 223(a)(7) and Section 223(f) for refinancing or
purchase of existing apartments. Program requirements for MAP are given in Chapter 3 of this
Guide. We will publish program guidance for Sections 223(a)(7) and 241(a) in our future release.

C. Processing

1. For new construction or substantial rehabilitation under Sections 220, 221(d)(3) or (d)(4), 231,
and 241(a), an application goes through two stages: a pre-application review and an
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Chapter 1 Introduction

application for Firm Commitment review. For refinancing or purchase under Section 223(f);
the Lender files an application for Firm Commitment.

2. HUD requires a fee of $3 per thousand dollars of requested mortgage amount for review of the
Firm Commitment application. One half of this amount is due with submission of the Pre-
application package for market rate transactions. The entire amount is paid at the Firm
Commitment stage for “affordable” New Construction or Substantial Rehabilitation proposals, and
for Refinancing or Acquisition transactions. (See Chapter 3 for the definition of “Affordable”).

3. The following is the process for a Lender to submit a MAP application, at both the Pre-
application and Firm Commitment stages.

a. The Lender has a “concept” meeting or teleconference with the HUD Field Office to
discuss the proposed transaction. The exhibits submitted for a concept meeting are
detailed in Appendix 4A for New Construction or Substantial Rehabilitation proposals and
Appendix 4B for Refinance or Acquisition proposals.

b. The transaction is registered with the HUD Field Office. The lender selects and is
responsible for performance of the third party due diligence team, and requests approval of
the MAP Underwriter. If the HUD has documented concerns about the third party team or
the proposed underwriter, the HUD Field Office will contact the Lender Quality
Monitoring Division, and if appropriate advise the Lender. Otherwise they will approve
the Lender’s underwriter.

c. The Lender collects data, processes the loan, performs due diligence, underwrites the loan,
obtains internal loan approval (from the Lender’s loan committee or other process), and
submits the loan and application fee to HUD.

d. The HUD Field Office staff read the Lenders Underwriting Narrative and screens the
application. This preliminary technical review is to determine if the application is complete
and that there are no material deficiencies or obvious deal points not addressed in the
application. Assuming, after review of the Lender’s Underwriting Narrative and screening,
the Field Office determines the application is complete and ready for processing; they will
cash the check for the application fee and continue the technical review. If there are
material deficiencies identified, the Field Office will discuss the issues with the Lender and
document the issues in an e-mail or more formal correspondence. If the issues can be and
are corrected within 1 week, the Field Office will continue processing. If the issues are
such that they cannot be quickly corrected, the application should be returned to the
Lender.

4. Standard Processing Times

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

a. Pre-application Review (New Construction/Substantial Rehabilitation) — 45 days.

The performance standard for this stage is no more than 45 days. This stage of MAP is
measured in calendar days; it begins when HUD receives a complete pre-application
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Introduction

b.

from an approved MAP Lender and ends when HUD issues a signed letter that advises the
Lender whether to apply for a firm commitment.

Firm Commitment Application Review (New Construction/Substantial Rehabilitation) - 45
days.

The performance standard for this stage is no more than 45 days. This stage of MAP is
measured in calendar days; it begins when HUD receives a complete firm commitment
application and ends when HUD issues a signed commitment.

The MAP Team Leader may extend this review period under certain circumstances as
described in Chapter 11, Section 11.2. Lenders will be advised immediately if the Team
Leader determines that a more extensive review is needed.

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

The performance standard for this stage is no more than 60 days because there is no pre-
application review for Existing Property Purchase or Refinance applications. This stage of
MAP is measured in calendar days; it begins when HUD receives a complete firm
commitment application and ends when HUD issues a signed firm commitment letter.

Combined Pre-application & Firm Commitment application - 60 days.

Where the MAP Lender has opted to combine the pre-application and firm application
stage for an “affordable” transaction, the performance standard for this stage is no more
than 60 days. This stage is measured in calendar days; it begins when HUD receives a
complete application that includes all of the exhibits previously required at pre-app with
the exhibits required for firm commitment processing. This 60 day time Field Office
review time frame is only when the pre-application phase is combined into the one Firm
Commitment application phase.

5. Responsibility for Underwriting and Technical Review

This Guide discusses the Lender’s responsibilities and HUD’s review responsibilities. Chapter
4 discusses Processing, Chapter 5 discusses the Architectural responsibilities, Chapter 6 covers
Construction Cost, Chapter 7 describes Valuation, Chapter 8 Mortgage Credit, Chapter 9
Environmental Requirements, Chapter 10 Management Analysis, and Chapter 11 discusses
Underwriting.

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

D. Construction Responsibilities

Under MAP, HUD approves the initial and final draws utilizing current procedures. The MAP
Lender prepares and approves the documents required for the interim draws during construction.
HUD will perform inspection duties and will give copies of the Trip Report to the MAP Lender.
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HUD also retains the right to approve the construction amount for each item in the initial and final
advance and each Change Order during construction.

E. No New Requirements for Servicing

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

Relation of MAP to Handbooks and Notices

A. All applicable HUD Handbooks, Notices, and Forms remain in effect. They will be used for
traditional HUD processing of mortgage loan applications. For applications under MAP, the MAP
Guide incorporates the majority of Handbook, Notice, and Form requirements. It includes in the
Appendix the forms that are required for the customary applications. Certain forms and
requirements that are infrequently used or are too detailed for inclusion in this Guide are
incorporated by reference to the Handbooks, Notices, and Forms, statutes or regulations. If there
is a conflict between the MAP Guide and the Handbooks, the MAP Guide will take precedence.
Questions on conflicts should be raised to the HUD office processing the Lender’s application.
Where the MAP Guide is silent on a matter, old requirements are obsolete. Rather consult with
HUD Headquarters at the following MAP website:

http://www.hud.gov/offices/hsg/mfh/map/maphome.cfm.

B. The MAP Lender must be familiar with Sections 207, 220, 221(d) (3), 221(d) (4), 223(f), and 231 of
the National Housing Act. The Lender should also understand the regulations for those sections of the
Act and the basic program requirements set forth in 24 Code of Federal Regulations Part 200.

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

D. Any waiver of this Guide granted by the Hub Director in connection with the proposed transition
must be documented in the field office docket and Washington docket, along with the Lender’s
request and field office request. Waivers granted at the Hub level must be submitted, along with
supporting documentation, to the Office of Multifamily Housing Development, Attention: Lender
Monitoring Division for post review. Headquarters will review all waivers requested and granted
to determine if changes to this guide or the regulations are necessary.
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A. Applications for mortgage insurance should be submitted to the MAP Coordinator in the Hub
having jurisdiction in the area where the property is located. The Hub Director is responsible for
workload management within their Hub, including: Delegation and staff assignments,

1. Priority of application processing,
2. Meeting standard processing times, and
3. Loan Committee.

B. Responsibilities assigned by this Guide to a Hub Director or Program Center Director may be
delegated unless specifically restricted by this Guide or by regulation.
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CHAPTER 2

SUMMARY OF MAJOR CHANGES IN CHAPTER 2 OF THE MAP GUIDE

Lender Qualifications

Chapter 2 has OMB Clearance under 2502-0541

This Memorandum is intended to help reviewers understand which major issues have been addressed in the
revision. This Memo will not be published as part of the Guide.

Other than minor revisions in 2001 and 2002 the MAP Guide has not been revised since it was
originally published in May, 2000. The originally published MAP Guide is a compilation of existing HUD
M/F processing Handbooks (4425.2 Rev. 2, Basic Underwriting; 4435.01 Construction & Servicing before
Final Endorsement, 4445.1 Underwriting-Technical Direction for Project Mortgage Insurance, 4450.1
Rev.1 Cost Estimation for Project Mortgage Insurance, 4460.1 Rev.l Architectural Analysis and
Inspections for Project Mortgage Insurance, 4470.1 Rev 2 Mortgage Credit Analysis for Project Mortgage
Insurance, 4470.2 Rev. 1 Cost Certification Guide for Mortgagors and Contractors of HUD-insured and
Section 202/811 Multifamily Projects) Mortgagee Letters and HUD Notices issued prior to 2000.

The revised MAP Guide before you for review is an extension of the previously published version
that has been updated through the issuance of Frequently Asked Questions, published on the multifamily
internet site http://www.hud.gov/offices/hsg/hsgmulti.cfm through May 2007; Program changes either
through Housing Notices and/or Mortgagee Letters from April 2002 through August 2010; and the Housing
Economic Recovery Act (HERA) 2008.

Specific Chapter 2 revisions in the new release:

- Renamed Chapter to “Lender and Underwriter Qualifications™

- Added Tiered Approval parameters to Section 2.1

- Section 2.3a contains the New MAP Lender Requirements

- Section 2.3b contains the New MAP Lender Application Requirements

- Section 2.4a contains the new MAP Lender Underwriter approval requirements

- Section 2.4b contains the new MAP Lender Underwriter Applications Requirements

- Section 2.4c contains the Existing MAP Lender Underwriter Trainee Requirements

- Section 2.4d contains the Existing MAP Lender Underwriter Trainee Application Requirements

- Previous Sections 2.10 thru 2.15 were removed and placed in a separate chapter, Chapter 15 to contain
all of the Enforcement actions.

- Section 2.10 now address the role of Loan Brokers and Correspondents


http://www.hud.gov/offices/hsg/hsgmulti.cfm

Chapter 2

Lender and Underwriter
Qualifications

A. Multifamily Accelerated Processing requires Lenders skilled in underwriting multifamily housing

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

Approval of a MAP Lender by LQMD is on a nationwide basis, so that the MAP Lender may
apply to process loans using MAP regardless of which HUD Multifamily Hub or Program Center
will be processing the loan. By accepting the opportunity to use MAP, a MAP Lender agrees that
its MAP loans will be subject to post-endorsement review by the LQMD. Moreover, the MAP
Lender agrees that if it fails to meet HUD standards for underwriting loans, its MAP designation
may be terminated. Qualification is continuing unless terminated in accordance with the Quality
Assurance Enforcement Actions in Chapter 15.

The tiered levels of approval and experience requirements for each are:

Approved Programs Experience Requirements

223(f) and 223(a)(7) with no |5 Closings

Tier 1
Government Subsidies or
LIHTCs
Tier 2 223(f) and 223(a)(7), with or |5 Closings Total; 2 may be

without Government Subsidies | credited from Tier 1
or LIHTC

Approved Programs Experience Requirements

220, 223(f), 223(a)(7), 221(d), |5 Closings

Tier 3
231, 241 with no Government
Subsidies or LIHTCs
Tier 4 220, 223(f), 223(a)(7), 221(d), |5 Closings Total, 2 may be

231, 241, with or without | credited from Tier 3
Government Subsidies or
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LIHTC

As it relates to tiered approvals, Government subsidies shall include LIHTC’s, Section 8 rental
assistance, Project Rental Assistance Contracts, rent restricted bond financing, Section 236 Interest
Reduction Payments and all other similar forms of subsidy.

D. Approval of a lender and underwriter by LQMD is on a nationwide basis, so once approved the
lender and underwriter may submit applications regardless of which Hub or Program Center will
be processing the loan or where the project is located. The names of approved lenders and
underwriters, and their approval level, will be posted on HUD’s website. As a condition of
approval the lender and underwriter agree that their loans will be subject to post-endorsement
review by the LQMD. Moreover, the lender and underwriter agree that if they fail to meet HUD
standards for underwriting loans, their designation or approval level may be terminated or
downgraded in accordance with all applicable monitoring and enforcement provisions.

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

1. Each time that a MAP Lender applies for mortgage insurance on a multifamily loan, the HUD
office reviews the qualifications of the Lender’s principal staff members or consultants who
will be reviewing or preparing the borrower’s loan application. Principal staff and consultants
means the Lender's staff underwriter who will sign the underwriting summary, the person who
will prepare the appraisal and market study, the person who will review the cost figures, and
the person who will review the developer's architectural plans and specifications. The Lender
should also verify that the person who will prepare the environmental assessment is a qualified
professional. This consultant is not one of the third party contractors that are subject to HUD
approval. Refer to Chapter 9, Section 9.2 for qualifications of professionals. If a Hub has
previously approved a member of the Lender’s staff or a contractor, the Lender is required
only to submit the names of the staff or contractor and note the prior approval. The Hub or
Program Center retains the right to reject, for reasons given in writing, any member of the
Lender’s team for the particular loan application. The technical chapters of this Guide discuss
reviewer’s qualifications. Once a member of the Lender’s staff, or a third party contractor, has
been approved by one of the Department’s Hubs, the Lender need only submit the names of
the staff or contractor and note this prior approval. This does not, however, give the Lender
the authority to use an appraiser that is not competent or not properly certified in the
appropriate jurisdiction. The Lender must insure that every appraisal contractor for every
application meets all requirements as outlined in Map Guide Chapter 7, Section 7.3, especially
the USPAP Competency provision and jurisdictional certification requirements.
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Chapter 2 Lender Qualifications

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

F. This Chapter covers, in Sections 2.2 — 2.7, the requirements imposed on Lenders so that they
qualify to submit applications as MAP Lenders. Sections 2.8 — 2.9 briefly discuss the post-
endorsement monitoring of MAP loans.

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

_ Lender Qualifications

A. Lender MAP approval requests should be sent to:

Lender Qualifications and Monitoring Division
Office of Multifamily Development

Room 6138

451 7" Street, SW

Washington, DC 20410

FAX Number: 202-401-9087

B. The Lender prepares the application for approval as a MAP Lender. There is no required form for
this application. Upon receipt of all the information specified in Section 2.3b, LQMD has a goal
of 30 days to act on the application.

C. The Director of the Office of Multifamily Development will approve in writing each MAP Lender.
The names of approved Lenders are posted by LQMD on the Internet.

D. LQMD may, instead, disapprove an application on the grounds that it has failed to meet the
standards set forth in Section 2.3a of this chapter or that it has failed to provide sufficient
information required in Section 2.3b of this chapter. LQMD also may decide not to allow the
Lender to participate in the MAP program until specified deficiencies are corrected. An appeal of
a decision by LQMD and The Director of the Office of Multifamily Development to disapprove an
application may be made to the Deputy Assistant Secretary for Multifamily Housing.
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E. If the Lender’s approval has been terminated, the Lender may not reapply for 12 months after
termination. (See Chapter 15, Section 15.8.E) The Lender has the ability to appeal its termination
as stated in Chapter 15, Section 15.15.

F. At the discretion of the Director of the Office of Multifamily Development, a lender may be
granted Probational MAP Approval. Probationaly approved MAP Lenders shall remain on
Probational status until they demonstrate acceptable standards of practice as determined adequate
by the Director of the Office of Multifamily Development

Standards Required for Qualification for New
MAP Lenders

A. To qualify, the lender must:

1. Be an FHA-approved multifamily mortgagee, and meet all applicable capital and liquidity
requirements,
2. Have on staff a principal employee or employees with multifamily underwriting

experience commensurate with the approval level requested, and

3. Have a satisfactory record with FHA-insured and/or conventional Multifamily lending
commensurate to the approval level requested. Evidence that the lender is an FHA-
approved multifamily mortgagee and that it is current on its financial reporting must be
submitted with the application.

B. The lender must not be subject to judgments in administrative claims or lawsuits which would
seriously affect its ability to do business, and must not unlawfully discriminate in employment or
in lending practices.

C. For any loan to be processed under MAP, the lender must thoroughly understand the applicable
mortgage insurance program requirements. Therefore, the lender must have on staff persons with
underwriting experience commensurate to the approval level requested during the 3 year period
immediately preceding the date of application. Loan underwriting completed up to 5 years
preceding the application date will be acceptable for Approval Tier Levels Two and Four

D. During the applicable 3 or 5 years, the lender must have worked regularly in the multifamily
lending business and must have underwritten and closed at least five loans commensurate to the
tier level requested. For lenders applying for Tier 2 approval, two of the required five loans may
be credited from Tier 1. For lenders applying for Tier 4 approval, two of the required five loans
may be credited from Tier 3. The lender can demonstrate acceptable experience with affordable
housing lending using the LIHTC program even if the transaction did not use an FHA insured
loan. Closings with other Government Sponsored Entities (GSE), with Local or State Housing
Finance Agencies (HFAs) or with conventional financing is acceptable, if the extent and quality of
the underwriting can be ascertained. Specifically, to be awarded credit for GSE, HFA or
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conventional loans, the underwriting and loan processing must be similar to that performed under
the MAP process.

E. To be awarded experience credit for a loan closing, the loan must:

1. Have closed and been fully funded (for FHA loans, fully funded shall mean Finally

Endorsed),

2. Not have experienced an early claim or early default (defined as a claim or default within 3
years of Final Endorsement), and

3. Have been acceptably underwritten, based upon input from the FHA processing office or
the appropriate GSE.

F. The lender must identify those persons who will have the authority to underwrite loan applications
under MAP and to sign the narrative summary. The lender must also identify those individuals
whose signatures may bind it for any of its program responsibilities and mortgagee certifications.

G. FHA multifamily lending experience is not specifically required for initial approval. If the lender
lacks FHA experience, emphasis will be placed on its recent conventional or GSE multifamily
lending experience that is concluded to be equivalent to the level of approval requested, and the
processing was commensurate to what would be performed under MAP.

H. Lenders that are deemed to have an adequate conventional/GSE/HFA lending background but no
prior FHA experience may be granted approval on a probationary basis for 1 year. Probationary
lenders will be re-evaluated after their first year in the program based on a review of the quality of
their underwriting and application submissions to determine if the lender will be granted
permanent approval, or subjected to additional probationary requirements. At the discretion of the
Director of the Office of Multifamily Development, probationary lenders may be limited in the
number of applications they may submit or in the dollar amount of commitments they will be
authorized to underwrite.

I. TAP or MAP-like experience may be considered in cases in which the applicant documents
underwriting activity analogous to what would be performed under MAP. A lender with prior
FHA experience must submit a list of the Hubs and Program Centers with which it has worked in
the previous 3 years. LQMD will contact those Hubs and Program Centers to ascertain their
experience with the applicant. A pattern of unsatisfactory applications at one or more Hubs or
Program Centers may be grounds for rejection of the applicant, or rejection at the approval level
requested. A recent history of assignments of FHA-insured loans may also result in rejection.
LQMD will examine the reasons for a default and assignment to determine if the applicant was at
fault for originating a loan that did not perform satisfactorily.

J. When HUD Headquarters is advised by a Hub or Program Center of any training, it will be posted
on the MAP home page website under MAP Underwriting training at

http://www.hud.gov/offices/hsg/mfh/map/maptraining.cfm.
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_ New Lender Application Package

The lender’s application for approval must be submitted to LQMD and should include the following:

A.

Name of applicant, address, employer identification number, contact person or persons,
telephone and fax number, e-mail address, branch offices for multifamily business with
address, telephone and e-mail address, and the FHA Mortgagee ID Number.

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

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

Copy of Letter of Approval/HUD approval Form HUD-92001 evidencing approval as an FHA
Approved Multifamily Mortgagee.

. Narrative discussion of the applicant’s multifamily lending operations, including:

1. Whether it acts as a loan originator and servicer, or as an originator selling its
commitments or loans to others,

Whether it originates loans to hold in its portfolio, or purchases loans from others,

Its experience in construction loan administration,

The number, location and staffing of branch offices it operates,

Description of business relationships with brokers or correspondent lenders, and

Any other information the applicant deems relevant in providing a clear picture of its
multifamily business operations and capacities.

Sk WN

Experience of the applicant in multifamily loan origination, for both conventional and FHA
insured loans. List the FHA insured loans for which applicant has received Firm
Commitments in the last 5 years, including:

1. Tthe number, name, location, original principal amount, and HUD Office where processed,
2. Whether the loan is in default, and
3. If the loan has been assigned to FHA.
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Default for this purpose means a loan for which payments are more than 60 days overdue, and
includes properties in rolling default. The extent of conventional multifamily lending may be
summarized rather than listing each conventional mortgage originated in the last 5 years. It is
important to include the extent to which construction financing was involved, and the number
and percentage of defaults and foreclosures in the conventional multifamily loans the lender
has originated. List any FHA or conventional loans that were sold since origination and are
serviced by another lender.

G. Narrative discussion explaining any elections to assign FHA loans for insurance benefits for
any Initial Endorsement after May 1, 2002.

H. Resumes of the lender’s staff responsible for underwriting MAP loan applications which
demonstrate that the staff has been or will be approved as new MAP underwriters in
accordance with the requirements of this Notice.

I. Experience in construction loan administration if the applicant is intending to participate in
construction lending under MAP Approval Levels Three or Four. Identify those persons
authorized to sign advances, construction change orders and escrow releases. Describe the
applicant’s construction lending processes and procedures for handling construction draws,
change order requests, cost certification review, and resolution of disputes during construction.

J. Information regarding: Lawsuits/claims/judgments filed or issued in the last 3 years against
the applicant which:

1. Concern equal employment or lender discrimination prohibited by law, or
2. Are aresult of, or might significantly affect, its multifamily lending business. Any
criminal charges brought against the applicant related to the mortgage lending business.

K. Disclosure of any warning or compliance deficiency letters from regulatory agencies with
monitoring jurisdiction over the lender’s activities.

L. Confirmation that the lender will certify with each application for mortgage insurance that it is
in compliance with the identity-of-interest provisions in the MAP Guide which provide that,
“No financial or family relationship is permitted between an officer, director or partner of the
MAP Lender, its principal staff or contract employees working on a particular application and
an officer, director or partner of the sponsor, the mortgagor, the principals of the mortgagor,
the general contractor, subcontractors or seller of the land or property.”
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M. Agreement that the lender will provide access to its files and records on FHA applications for
monitoring by HUD staff, including the LQMD and the Office of Inspector General.

N. Quality Control Plan for underwriting and construction loan administration, if applicable, of
insured mortgages processed under MAP procedures. The plan must include an organization
chart documenting the lender’s delineation of responsibilities between underwriting,
origination and other related lending activities.

MAP Lender Approval Requirements for New MAP
Lenders

A. Underwriters must be full time employees of the approved lender. An underwriter must attend a
MAP training session before submitting an application or pre-application. ~When HUD
Headquarters is advised by a Hub or Program Center of any training, it will be posted on the MAP
home page website under MAP underwriting training at:

www.hud.gov/offices/hsg/mfh/map/maptraining.cfm.

B. During the 5 years preceding an underwriter’s application for approval, the underwriter must have
worked full time in the multifamily lending business and have underwritten at least five loans
which have actually been funded and are commensurate to the Tier level requested. For
underwriters applying for Tier 2 approval, two of the required five loans may be credited from
experience commensurate to Tier 1. For underwriters applying for Tier 4 approval, two of the
required five loans may be credited from experience commensurate to Tier 3. Similar to lender
approvals, the underwriter’s experience with affordable housing lending using LIHTC programs
need not be exclusively in conjunction with FHA program experience.

C. For the underwriter to be awarded experience credit for a loan closing, the loan must:

1. have closed and been fully funded,

2. not have experienced an early claim or early default (defined as a claim or default within 3
years of Final Endorsement), and

3. have been underwritten acceptably based upon input from the processing Multifamily Hub or
the appropriate GSE.

D. If the underwriter lacks FHA experience, emphasis will be placed on recent conventional or GSE
multifamily lending experience that is equivalent to the level of approval requested, and the
processing was commensurate to what would be performed under MAP. FHA experience should
be based on MAP processing. TAP experience may be considered on an exception basis for a
minority of loans in cases the applicant documents underwriting activity analogous to what would
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be performed under MAP. Appeals of rejections may be submitted to the Deputy Assistant
Secretary of Multifamily Housing. An underwriter may appeal a decision to disapprove an
application to the Deputy Assistant Secretary for Multifamily Housing.

Underwriter Application Requirements for New
MAP Lenders

The information submitted to LQMD should include the following:

A. Resume of the underwriter. The underwriter’s resume must demonstrate the specific
qualifications, education and the necessary level of experience as outlined above and a MAP
training certificate.

B. List of loans processed and underwritten for which commitments were issued. The list must
be certified and signed by a senior officer of the MAP Lender with authorized signatory
designation and the underwriter trainee. The certified list must contain the following:

Warning: Title 18 U.S.C. 1001, provides in part that whoever knowingly and willfully makes or
uses a document containing any false, fictitious, or fraudulent statement or entry, in any
manner in the jurisdiction of any department or agency of the United States, shall be fined not
more than $10,000 or imprisoned for not more than 5 years or both.

C. Complete documentation of each loan submitted for experience credit. The following
documentation properly signed by the underwriter should be provided:

1. A narrative analysis which clearly identifies the specific tasks performed by the
underwriter.

2. A copy of completed forms and/or exhibits for the type of mortgage proposed that require
mortgage credit analysis.

3. An Identity-of-Interest Certification signed and dated by the underwriter, in the following
format:

I am employed full time by the MAP Lender and that I have no other side deals,
agreements, or financial considerations with the MAP Lender or others in connection with
this transaction.

Signature

Warning: Title 18 U.S.C. 1001, provides in part that whoever knowingly and willfully
makes or uses a document containing any false, fictitious, or fraudulent statement or entry,
in any manner in the jurisdiction of any department or agency of the United States, shall be
fined not more than $10,000 or imprisoned for not more than 5 years or both.

4. Disclosure of any disciplinary warning letters from regulatory agencies with monitoring

December 2010 Page 9 of 19



Chapter 2 Lender Qualifications

jurisdiction.

Underwriter Trainee Requirements for Existing
MAP Lenders

A. The lender must establish a written development plan for underwriter trainees. The
development plan must include a combination of commercial/multifamily training courses and
on the job experience. The underwriter trainee must have successfully completed at least three
underwriting, finance or appraisal courses that demonstrate basic understanding of multifamily
underwriting concepts, one of which must be a multifamily appraisal course. The coursework
must be completed within 5 years of the date of application. Architectural and cost knowledge
may be obtained through practical experience with the lender’s architectural reviewer or
through an acceptable training institution. LQMD may consider waivers of some of the
education requirements for persons deemed to have equivalent experience.

B. In addition to the training courses, HUD requires on the job training of a minimum of 3 years
of continuous work experience in multifamily mortgage lending or servicing within the past 5
years. The underwriter trainee must work on a minimum of five MAP projects that reach
endorsement; this requirement may not be waived. For underwriter trainees applying for Tiers
2, 3 and 4, 2 of the closings can be credited from a lower tier.

D. Only one underwriter trainee may assist the MAP approved underwriter in completion of the
transaction. All the transactions used to meet the on-the-job training experience requirement
should clearly identify the approved underwriter who acted as mentor.

E. The underwriter trainee must be a full time salaried employee of the lender. The trainee
cannot be hired on a contract basis for a particular loan application.

F. To get experience credit for the closings, the relevant responsibilities are:

1. The MAP approved underwriter is primarily responsible for and must complete and sign
the narrative summary and the HUD processing forms. The trainee must assist the
underwriter in completion of the underwriting. Both the underwriter trainee and the MAP
underwriter must sign the narrative and the HUD processing forms, and the trainee’s
contribution must be acknowledged. The specific tasks performed by the trainee should be
clearly stated in the narrative.

2. The trainee assists, however the approved underwriter must accept full responsibility for
all aspects of the underwriting process for the transaction.

3. Work products completed by an underwriter trainee must be completed under the direct
supervision of the approved underwriter. It is unacceptable for the underwriter to merely
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sign a form or document prepared by an underwriter 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 identified in the narrative and the HUD processing forms.

Application Requirements for Underwriter Trainees
for Existing MAP Lenders

The request for approval of a trainee as a MAP underwriter should be submitted to LQMD by a senior
officer of the MAP Lender with signatory authority and include:

A. Written development plan established by the lender for the underwriter trainee.

B. Resume of the underwriter trainee. The trainee’s resume must demonstrate the specific
qualifications, education and the necessary level of experience as outlined above and a MAP
training certificate.

C. List of loans processed and underwritten by the trainee for which FHA Firm Commitments were
issued. The list must be certified and signed by a senior officer of the lender with authorized
signatory designation and the underwriter trainee. The certified list must contain the following:

Warning: Title 18 U.S.C. 1001, provides in part that whoever knowingly and willfully makes or
uses a document containing any false, fictitious, or fraudulent statement or entry, in any manner in
the jurisdiction of any department or agency of the United States, shall be fined not more than
$10,000 or imprisoned for not more than 5 years or both.

F. Complete documentation of each loan submitted for experience credit. The following
documentation properly signed by the trainee and co-signed by the mentor approved underwriter
should provide:

1. A copy of narrative which 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 mortgage credit analysis.

3. A copy of the HUD-92264 or HUD 92264 HCF.

4. An Identity-of-Interest Certification as previously stipulated in this section, signed and dated
by the underwriter trainee only.

_ Underwriter Transfers

A. Underwriter approval does not automatically entitle the underwriter to transfer from one lender
to another. Upon leaving their place of employment, the underwriter must re-apply for
approval under the new lender. At that time, the underwriter’s performance history with FHA
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will be evaluated. Underwriters found to have:

1.
2.
3.

Excessively high early claim or default rates,
Unresolved findings, or

Unresolved enforcement actions,

will not be re-approved, or they may be re-approved at a lower approval level than they had
been approved at before. Underwriters may not apply for transfer approval for a period of 12
months from the date of their most recent approval.

B. The following exhibits must be submitted by previously approved underwriters to support a
request for re-approval:

1.

Written request for re-approval submitted by a senior officer of the lender with signatory
authority, confirming the underwriter’s employment and requesting that the underwriter be
re-approved.

Updated resume of the underwriter.

List of all loans processed and underwritten by the applicant since they were originally
approved as an underwriter. The list must be certified and signed by the applying
underwriter. The certified list must contain the following warning;:

Warning: Title 18 U.S.C. 1001, provides in part that whoever knowingly and willfully
makes or uses a document containing any false, fictitious, or fraudulent statement or entry,
in any manner in the jurisdiction of any department or agency of the United States, shall be
fined not more than $10,000 or imprisoned for not more than 5 years or both.

Copy of the underwriter’s prior approval.

Written analysis of any applications processed by the underwriter that resulted in a default
or a claim for mortgage insurance. The analysis should include an assessment of the
factors that contributed to the default or claim, and a discussion of whether the quality of
the underwriter’s work was a contributing factor.

_ Electronic Capability and Internet Access

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

December 2010 Page 12 of 19




Chapter 2

Lender Qualifications

A. No financial or family relationship is permitted between an officer or partner of the MAP
Lender, its principal staff or contract employees working on a particular application and, an
officer, Director, or partner of the sponsor, the mortgagor, and the principal of the mortgagors,
the general contractor, subcontractor, or the seller of the land or property.

B. An affiliate of a MAP Lender can be the tax credit syndicator and own an interest in the
mortgagor entity under the following conditions:

A. In all instances where there is an identity of interest between the MAP Lender and the tax

credit syndicator, a request for authorization must be submitted to the HUD field office
with jurisdiction for each separate project being processed.

The affiliated tax credit syndicator will hold no more than a one percent interest in the
mortgagor entity. During the interim period in which the affiliated tax credit syndicator is
holding the syndicated ownership interests for sale to the investors, the percentage may be
higher but when the interest are sold, the affiliated tax credit syndicator or any affiliate or
subsidiary of the tax credit syndicator may not own more than one percent of the
mortgagor entity. The reason to allow the nominal ownership interest in the mortgagor
entity by the syndicator is that ownership of even a small amount assists the tax credit
syndicator in the due diligence required for the tax credit investors. The tax credit
syndicator exercises due diligence to ensure that the project’s financing, ownership,
management and compliance are satisfactory to the investors and certain regulatory
agencies. The tax credit syndicator and mortgagor are interested in seeing that the sale of
the tax credits is processed and administered smoothly and correctly.

If a potential serious problem arises in a syndicated tax credit project, the tax credit
syndicator or its legal nominee, as part owner of the mortgagor, would have the legal
standing to step into the shoes of the general partner and remedy any problem that might
jeopardize their rights or expose them to liability. HUD has the same interest as the tax
credit syndicator does in keeping the project fiscally current.

4 HUD has the responsibility of ensuring that the affiliated tax credit syndicator does not

improperly influence the MAP Lender. Therefore, the MAP Lender and the affiliated tax
credit syndicator each must provide the HUD field office specific Representations and
Warranties on each case submitted. The representations and Warranties must be signed,
dated and contain the criminal warning language found in item 5. below.

a. The MAP Lender’s Representation and Warranty must state:
With respect to any loan that it will underwrite under MAP:

i. No officer or employee of (insert the name of
affiliated tax credit syndicator) or any director or direct or indirect parent thereof
will have any loan-specific control or influence in ’s (insert the
name of MAP Lender) underwriting of the MAP loan (except by providing factual
information to (insert the name of MAP Lender) in the
same manner as would be provided by an unaffiliated syndicator).
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ii.

1il.

(insert the name of MAP Lender) will not condition
its commitment to provide such financing on (insert the name of
affiliated tax credit syndicator) being selected as the tax credit syndicator for the
project to be financed by the MAP loan.

(insert the name of MAP Lender) will notify HUD
promptly in writing in the event of any change or event, which causes any of the
foregoing Representations or Warranties to be materially untrue or inaccurate.

b. The MAP Lender’s affiliated tax credit syndicator’s Representation and Warranty must
state:

L.

ii.

1ii.

iv.

In the regular course of its business it syndicates tax credit investments in owners
of multifamily affordable housing projects.

With respect to any project loan that is to be underwritten by
(insert name of MAP Lender) and that
(insert name of affiliated tax credit syndicator) intends to
syndicate to tax credit investors:

No officer or employee (insert name of MAP Lender) will have
any loan-specific control or influence in ’s (insert name
of affiliated tax credit syndicator) processing of the owner’s application for tax
credit syndication (except by providing factual information to (insert
the name of affiliated tax credit syndicator) in the same manner ad would be
provided by an unaffiliated lender).

(insert the name of affiliated tax credit syndicator) will not
condition its commitment to syndicate the project on debt financing for such
project being provided by (insert the name of MAP Lender).

Except during the interim period in which (Insert name of
affiliated tax credit syndicator) is holding the syndicated ownership interests in the
mortgagor entity for sale to investors, neither (insert the
name of affiliated tax credit syndicator) nor any affiliated or subsidiary thereof will
hold an ownership interest in the mortgagor other than a nominal (one percent or
less) ownership interest.

5 The Representations and Warranties must include the following criminal warning
language: WARNING: “HUD will prosecute false claims and statements. Convictions
may result and/or civil penalties. (18 U.S.C. 1001, 1010, 1012; 31 U.S.C. 3729, 3802)”

6 HUD field offices cannot waive or modify the above Representations and Warranties
without first obtaining written permission of the Office of Multifamily Development.

C. Identity of Interest issues can be considerably complex and require a great deal of research to
be properly answered. If there is a question about whether or not there is an identity of interest
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between the Lender and the mortgagor, contractor, and others, all questions and supporting
documentation must be submitted to:

Lender Qualifications and Monitoring Division
Office of Multifamily Development

Room 6138

451 7" Street, SW

Washington, DC 20410

FAX Number: 202-401-9087

Limitation on Requirements

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

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

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

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

_ Agreement to Accept Monitoring

The applicant for MAP Lender approval agrees that, if it is approved, it will make its files and records
available to HUD or HUD’s authorized contractors for such monitoring of MAP processed loans as HUD
wishes to make. The Lender should maintain the origination files for three years even though the loan
itself may be sold to another entity.

A. MAP Lenders are subject to monitoring and periodic on-site reviews by LQMD to verify for MAP
HUD committed loans in processing by the Lender or HUD endorsed that:

1. The Lender adheres to statutory, regulatory and the MAP Guide requirements.
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The Lender’s underwriting decisions are consistent with HUD requirements in the MAP Guide.
3. The Lender’s technical processing is consistent with HUD requirements in the MAP Guide.

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

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

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

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

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

Upgrading Tiered Approval for MAP Lenders

A. A lender authorized at a lower approval level that wishes to apply for approval at a higher tier
level must meet the same requirements as a new lender which is applying for authorization at that
higher approval level.

B. Materials that must be submitted to LQMD to support the lender’s application for a higher
approval level are listed in Section 2.3b of this Chapter, but include only the materials listed at
letters F, G, H, I, J, K and M.

C. As with a new lender, non-FHA insured loans can be used to demonstrate the lender’s expertise
and qualifications at the higher approval level.

D. The lender’s upgraded tier approval will be on a probationary basis until they demonstrate
satisfactory performance at the upgraded tier for a total of three (3) fully funded closings.

E. Lenders that fail to demonstrate satisfactory performance at the upgraded tier may have their
probation period extended or they may be downgraded to the lower tier for which they were
previously approved.

2.10b Upgrading Tiered Approval for MAP Underwriters

An underwriter authorized at a lower approval level must work as a trainee on applications under the more
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complex insurance programs with a mentor underwriter who is already authorized at the higher approval
level, so as to obtain authorization as an underwriter at the higher level in their own right. Upgrading to a
higher approval level requires the underwriter/trainee to work on at least three applications at the higher
level, for which the loans closed. The request for an upgraded approval level should be submitted to
LQMD by a senior officer of the lender with signatory authority, and must include:

A.

211

Resume of the underwriter/trainee. The resume must demonstrate the specific qualifications,
education and the necessary level of experience as outlined in Section VI, above, Approval of
New Underwriters, and a MAP training certificate.

List of loans processed and underwritten by the underwriter/trainee for which FHA Firm
Commitments were issued and the loans closed. The list must be certified and signed by a senior
officer with authorized signatory designation and by the underwriter/trainee. The certified list
must contain the following warning:

Warning: Title 18 U.S.C. 1001, provides in part that whoever knowingly and willfully makes or
uses a document containing any false, fictitious, or fraudulent statement or entry, in any manner in
the jurisdiction of any department or agency of the United States, shall be fined not more than
$10,000 or imprisoned for not more than 5 years or both.

Documentation of each application submitted for experience credit. The following
documentation, signed by the underwriter/trainee and co-signed by the mentor approved
underwriter employed by the same lender, must be provided:

1. Copy of Underwriter’s Narrative which clearly identifies the specific tasks performed by the
underwriter/trainee in the Narrative Summary.

2. Copy of completed HUD Form 92264-A and other forms and/or exhibits for the type of loan
proposed that required mortgage credit analysis. (Reference MAP Guide, Chapter 8 and
Appendix 4)

3. Copy of the HUD-92264 or HUD 92264 HCF.

Identity-of-Interest Certification as stipulated in MAP Guide, paragraph 11.2.M signed and
dated by the underwriter/trainee only.

The underwriter’s upgraded tier approval will be on a probationary basis until they demonstrate
satisfactory performance at the upgraded tier for a total of three (3) fully funded closings.
Underwriters that fail to demonstrate satisfactory performance at the upgraded tier may have their
probation period extended or they may be downgraded to the lower tier for which they were
previously approved.

Loan Brokers and Correspondents
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A. Tt has long been common practice for Lenders to use consultants, individuals and companies, to
increase market share. The term consultant, as used here, applies to a mortgage broker, loan
correspondent and packager.

Under Traditional Application Processing (TAP) and Multifamily Accelerated Processing (MAP), the
role a consultant may play in processing a loan is different. This difference has lead to some confusion
on the part of MAP Lenders and HUD Field Staff. The roles and relationships a consultant may or
may not have under TAP and MAP processes are the following;: -

1. Under TAP, the consultant refers new business to a Lender including information supplied by a
proposed mortgagor/sponsor.

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

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

c. The consultant cannot have any identity of interest with the mortgagor, sponsor or affiliated
entity. HUD may permit an exception to the rule if:

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

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

2. Under MAP, the consultant’s sole purpose is to represent the interest of the proposed
mortgagor/sponsor including providing information on their behalf to the MAP Lender. In this
regard the consultant’s fee is not considered a broker’s referral fee.

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

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

c. There is no additional role for the consultant. HUD only accepts application packages from,
corresponds with and relies on information submitted by an approved MAP Lender. HUD
staff only deals with employees of the MAP Lender and documents signed by the MAP
Lender. In their applications for approval MAP Lenders submitted information on employees
authorized to sign for them. MAP Lenders are authorized to hire third party contractors for
appraisal, architecture and cost. The underwriter performs the mortgage credit function and
must be a full time employee. The third party contractors cannot have any identity of interest
with the mortgagor/sponsor or affiliated entity.
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d. This should not be interpreted to mean that an approved MAP Lender can’t underwrite a
transaction and sell it to another MAP Lender before initial endorsement. See Chapter 1,
Section 1.3.

2.12 Inactivity and Disciplinary Actions

A. Lenders and underwriters will be considered inactive at the time of the lender’s annual
certification to LQMD, if they have not submitted a pre-application within the preceding two
calendar years. Inactive lenders and underwriters will be terminated from the MAP program, must
reapply for approval and must meet the same criteria as would a new lender or underwriter.

B. Designated MAP chief underwriters will be considered active even if they have not personally
underwritten and submitted a MAP pre-application or application within the preceding 5 calendar
years.
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CHAPTER 3

SUMMARY OF MAJOR CHANGES IN CHAPTER 3 OF THE MAP GUIDE
Eligible Multifamily Mortgage Insurance Programs

This Memorandum is intended to help reviewers understand which major issues have been
addressed in the revision. This Memo will not be published as part of the Guide.

The MAP Guide was originally published May 2000 and updated May 15, 2002, and is
available online through the multifamily internet site: http://www.hud.gov/offices/hsg/hsgmulti.cfm

The originally published MAP Guide is a compilation of existing HUD M/F processing
Handbooks (4425.2 Rev. 2, Basic Underwriting; 4435.01 Construction & Servicing before Final
Endorsement, 4445.1 Underwriting-Technical Direction for Project Mortgage Insurance, 4450.1 Rev.1
Cost Estimation for Project Mortgage Insurance, 4460.1 Rev.1 Architectural Analysis and Inspections
for Project Mortgage Insurance, 4470.1 Rev 2 Mortgage Credit Analysis for Project Mortgage
Insurance, 4470.2 Rev. 1 Cost Certification Guide for Mortgagors and Contractors of HUD-insured
and Section 202/811 Multifamily Projects) Mortgagee Letters and HUD Notices issued prior to 2000.

The revised MAP Guide before you for review is an extension of the previously published
version that has been updated through the issuance of Frequently Asked Questions, published on the
multifamily internet site http://www.hud.gov/offices/hsg/hsgmulti.cfm through May 2007; Program
changes either through Housing Notices and/or Mortgagee Letters from April 2002 through April
2010; and the Housing Economic Recovery Act (HERA) 2008.

Specific Chapter 3 revisions in the new release:

- Sections 3.9 - added Section 231 Housing for the Elderly as an eligible MAP program.

- Sections 3.5, 3.6 - clarifies policy for services and meals in elderly projects.

- New occupancy requirements for Section 223(f). Risk mitigation?

- Section 3.5.D, 3.6.C, 3.8.K - Underwriting ratios for the debt service coverage Sections
221(d), 223(f).

- Section 3.5.D, 3.6.C, 3.8.K - Underwriting parameters for the maximum mortgage limitations,
Section 221(d), 223(f).

- The removal of Section 232 Residential Care Facilities as an eligible MAP program.


http://www.hud.gov/offices/hsg/hsgmulti.cfm
http://www.hud.gov/offices/hsg/hsgmulti.cfm
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Chapter 3

Eligible Multifamily Mortgage
Insurance Programs

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

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

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

e Single Asset Entity. The mortgaged property must be the only asset of the mortgagor (borrower)
and there may not be more than one mortgagor. It is important that the Department maintain the
single-asset requirement. If any form of ownership is proposed which would dilute the single-
asset requirement, the Director, Office of Multifamily Development, must first approve it before a
field office can accept any application for mortgage insurance.

In order to preserve the Department’s single asset requirement, there may not be more than one
mortgagor

C. Non-recourse. The HUD mortgage note may contain a non-recourse provision, if the Lender
agrees.

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

E. Amortization plan. All HUD insured mortgages must be amortized through a level annuity
monthly payment plan (LAMP), which requires equal monthly payments of principal and interest.
LAMP variations are permissible for transactions involving bond financing and/or tax abatement.
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HUD application fee. The FHA application fee is $3 per $1,000 (30 basis points) of the mortgage
amount. Market rate pre-applications must pay a non-refundable 15 basis point review fee, which
fee will be credited to the 30 basis point Firm Commitment fee if an invitation letter is issued and
a Firm Commitment application is submitted. Affordable housing transactions (as defined in
Section 3.2.R below) that submit for two stage processing must pay the 30 basis point fee at the
Firm Commitment stage, but will not be charged a fee for pre-application review.

HUD inspection fee. The HUD inspection fee is $5 per thousand of the mortgage amount for new
construction and $5 per thousand of improvement costs for substantial rehabilitation. The
inspection fee for loans insured pursuant to Section 207/223(f) is:

1. $30 per unit where the repairs are $3,000 or less per unit
2. $30 per unit on projects with no repairs

3. 1% of the cost of repairs where repairs are more than $3,000 per unit. The minimum threshold
for the inspection fee is $30 per unit.

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

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

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

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

For projects being refinanced under Section 223(f) that contain violations of the design and
construction requirements of the Fair Housing Act, the Fair Housing Act violations must be
corrected as a condition of mortgage insurance. If a project built after March 13, 1991, is
submitted for refinance or purchase under Section 223(f) and inspection reveals that it does not
meet all of the design and construction requirements of the Fair Housing Act, the project must be
retrofitted to meet these requirements as a condition of mortgage insurance. These structural
modifications/retrofits must meet the following conditions:
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1.

Retrofits/corrections of Fair Housing Act violations may be either Critical or Non-Critical
Repairs, depending on whether the violations pose a direct threat to life and safety. For
discussion and examples, see Appendix 5C.E.

The modifications/retrofits may commence after Initial/Final closing, but must be
completed no later than one year after the Initial/Final closing date.

Public and common areas: Except in extraordinary circumstances, modifications/retrofits
of the public and common areas of the project must commence within thirty days after the
Initial/Final closing date.

Residential Units:

a. Modifications/retrofits for individual units in the project must be scheduled to
commence within sixty days after the Initial/Final closing date.

b. Advance notice to residents. Immediately after the issuance of the Firm Commitment,
residents must receive written notification indicating the modifications/retrofits to be
performed, the anticipated start date and work schedule, and, if necessary, the schedule
of temporary relocation for each unit.

C. Work schedule. When estimating the cost of construction items that will require
temporary relocation of residents, the Needs Assessor must develop a work schedule
for these items that will efficiently utilize labor crews and provide for smooth turnover
of temporary accommodations for each resident in turn.

d. Relocation costs. In the process of developing a scope of work for repairs and
modifications/retrofits, the Needs Assessor must consider whether the proposed work
will require the temporary relocation of residents while certain work items are being
done. If temporary relocation is determined to be necessary, the Needs Assessor, using
the work schedule, must estimate a relocation schedule and an overall relocation time,
and develop a separate cost estimate for relocation to appropriate housing. The
estimated relocation costs should be listed separately from the construction repair and
modification/retrofit costs when developing the cost estimate for “critical” and “non-
critical” repairs and Fair Housing Act compliance-related modifications/retrofits.

In all cases, once these structural modifications/retrofits are begun, the work should be
completed without unreasonable delay. All structural modifications/retrofits must be
completed within one year after the Initial/Final Closing date.

All such modifications/retrofits must conform to the escrow and inspection requirements
contained in Chapter 12, Section 12.17.

The extent and cost of the modifications/retrofits will determine whether the project is
feasible as a 223(f) or whether to resubmit it as substantial rehabilitation.

December 2010 Page 3 of 24



Chapter 3 Eligible Multifamily Mortgage Insurance Programs

K.

L.

M.

N.

8. In no case may the Department insure such a project without a modification/retrofit plan.

Previous Participation. All principals in the proposed transaction must submit detailed
information either via the electronic Active Partner Participation System (APPS), or on Form
HUD-2530 regarding previous participation in governmental housing transactions in order to be
approved by HUD for participation in any program of mortgage insurance.

Occupancy. Except in the case of a project specifically designed exclusively for the elderly (age
62 and over), the mortgagor must certify that it will not discriminate against families with
children.

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

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

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

Operating Deficit. The operating deficit is required on all applications for new construction and
substantial rehabilitation. The operating deficit escrow provides funding for operating expenses
and debt service when net income is not available during the initial lease up period. These
escrows are not mortgageable and unused portions are returned to the Borrower. The appraiser
will calculate the number of months for an operating deficit and the estimated amount for that
period of time, according to outstanding guidance. The underwriter analyzes the appraiser’s
estimate and may adjust it if appropriate.

There is no increase in the operating deficit escrow requirements described in the MAP Guide for
substantial rehabilitation projects with at least 90% project based rental assistance. For low
income tax credit projects with a funded operating deficit reserve held by the partnership (even
though controlled by the investor and not by HUD or the Lender), the funded reserve will be
credited towards the increased reserve requirements. The FHA controlled accounts must still meet
the current operating deficit requirements as described in the exiting guidance.

For market rate new construction, and for substantial rehabilitation projects in which there will be
significant tenant displacement resulting in negative cash flow during the rehabilitation period,
operating deficit escrows will be the greater of:

1. What the appraisal and underwriting analysis determines to be appropriate, or

2. Three percent (3%) of the mortgage amount, or
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R.

3. Four (4) months debt service (Principal, Interest and Mortgage Insurance Premium) if the
property is garden apartments, or six (6) months debt service (Principal & Interest and
Mortgage Insurance Premium) if the property is an elevator building where a single
Certificate of Occupancy must be issued before any of the units or any of the entire floors
can be rented.

HUD will consider Lender requests for Initial Operating Deficit draws during lease-up. Lender
requests must be accompanied by: a) a review and analysis of the monthly accounting reports
detailing progress on lease up as compared to the lease up projections used in underwriting, and b)
an updated calculation of the sufficiency of the escrow. This analysis and calculation is
particularly important if the project is experiencing substantial variations from its lease up
projections. Unused amounts will be released upon the Lender’s request at the later of 12 months
after final endorsement or when the project has demonstrated to the HUD field office’s satisfaction
that the project has achieved 6 months of break-even occupancy. For garden apartment projects
consisting of separate buildings, each of which is leased up separately, HUD will consider partial
releases of the operating deficit escrow as individual buildings achieve 6 months of break-even
occupancy. The Lender is responsible for insuring funds are released solely for project operating
needs. Again, the FHA controlled accounts must still meet the current operating deficit
requirements as described in the exiting guidance.

Working Capital Escrow. The Working Capital Escrow requirement for new construction
transactions will be 4% of the mortgage amount, half of which will be a construction contingency
for cost overruns and change orders. _A separate section to the working capital escrow will govern
the 2% construction contingency. The construction contingency portion of the escrow will be
refunded to the developer at final endorsement if not used. Change orders funded from the
contingency portion of the working capital escrow will not be considered as the basis of a request
for increased mortgage amount.

There is no increase in the working capital escrow requirements for substantial rehabilitation
projects with at least 90% project based rental assistance. For low income housing tax credit
projects with a funded working capital reserve held by the partnership (even though controlled by
the investor and not by HUD or the lender), the funded reserve will be credited towards the
increased reserve requirement, although the FHA controlled account must still meet the current
working capital escrow requirements as described in existing guidance.

As is the case with operating deficit escrows, these funds are not mortgageable and the unused
portion will be returned to the borrower if not needed. The working capital portion of the escrow
will be released upon the Lender’s request at the later of 12 months after final endorsement or
when the project has demonstrated to the HUD field office’s satisfaction that the project has
achieved 6 months of break-even occupancy.

Definition of Affordable Housing.

a. For purposes of applying the affordable housing underwriting standards and program
requirements, affordable will be defined as: (a) projects that have a recorded regulatory
agreement in effect for at least 15 years after final endorsement, (b) projects that meet at least
the minimum Low Income Housing Tax Credit (LIHTC) restrictions of 20% of units at 50% of
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area median income (AMI), or 40% of units at 60% of AMI, with economic rents (i.e. the
portion paid by the tenants) on those units no greater than rents on those units no greater than
LIHTC rents, and (c¢) mixed income projects if the minimum low income unit rent and
occupancy restrictions and regulatory agreement meet the above criteria.

b. Projects need not use LIHTCs to qualify for affordable underwriting so long as they have, and
are in compliance with, a recorded regulatory agreement imposing the minimum low income
occupancy and restricted rent tests in (a), above, and having a term of at least 15 years after
final endorsement.

S. Furnished Rental Units.

Furnished rental units may be allowing in application underwriting (for all programs or just
221d???). The furnished units may not be recognized in the underwriting of the net operating
income or expenses to arrive at an insured mortgage. No extra income than the replacement and
maintenance has to increase. The furnished rental rent/income is limited to ten percent (10%),
which is common in the industry. The underwriting is to unfurnished unit rent rather than the
premium rent and the rent/income must be separately stated. Higher expenses for replacement and
maintenance are expected??? The underwriting will record the income on the line XX Other
Income on HUD Form 92264(?7??)

When other income gets bumped up (elevated) for extra income generated from
corporate/furnished premium units, the Lender will need to explain in the underwriter’s narrative
and document in the underwriting when the five percent (5%) is exceeded. The differences
between furnished and unfurnished unit rent is that the premium income from the furnished unit is
underwritten as other income.

3.2.1 Maximum Mortgage Amounts

A criterion of the maximum mortgage that the Department may insure is the statutory per family unit
limit, Criterion 4a on Form HUD-92264-A (see Chapter 8, Section 8.7 and Appendix 8B). Per family
unit limits may be increased by the following means:

A. High Cost Percentage (HCP) increases. On an annual basis, all jurisdictions are assigned a
geographic HCP multiplier. The maximum geographic HCP multiplier is 240 percent times the
statutory per family unit base limit. On a case-by-case basis, jurisdictions may exceed the
assigned HCP. The maximum case-by-case HCP multiplier for jurisdictions that are not High
Cost areas is 240 percent times the statutory per family unit base limit.

B. High Cost Areas.
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4. The threshold for a High Cost area is an assigned HCP multiplier of 175 percent or greater.

5. The maximum assigned HCP multiplier for High Cost areas is 240 percent. On a case-by-case
basis, High Cost areas may exceed the assigned HCP. The maximum case-by-case HCP
multiplier for High Cost areas is 270 percent times the statutory per family unit base limit.

C. Alaska, Guam, Hawaii, and the Virgin Islands. The maximum HCP multiplier for these areas is
50 percent greater than the geographic maximum HCP. This results in a maximum HCP
multiplier of 360 percent times the statutory per family unit base limit.

New Construction/ Substantial Rehabilitation
Multifamily Rental Apartments: Eligible Programs -
Sections 220, 221(d)(3), and 221(d)(4) and 231

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

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

® Section 231: general or nonprofit

® Section 207: general

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

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

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

1. Work can begin after issuance of a HUD Firm Commitment with specific approval case-by-
case from the HUD Field Office using the Early Construction Start process. See Chapter 5,
Section 5.7.

2. Construction may not start on Insurance Upon Completion projects until issuance of a Firm
Commitment.
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C. Substantial Rehabilitation: a property qualifies as substantial rehabilitation if it meets one of the
following criteria:

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

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

D. Mortgage Term. The maximum term is 40 years or 75 % of the remaining economic life of the
property; whichever is less. (See Chapter 8, Section 8.5)

E. Prepayment Restrictions. HUD permits prepayment restrictions in connection with the financing.

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

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

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

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

J. Military Impacted Areas. HUD is prohibited from providing mortgage insurance in military
impacted areas unless HUD determines that demand from nonmilitary households is sufficient to
sustain occupancy in both the HUD-insured projects and the market as a whole. Section 238(c) of
the National Housing Act authorizes insurance in military impacted areas upon certain findings by
the Department of Defense (DOD) and HUD Headquarters. Section 238(c) loans are not eligible
for MAP review. In such areas, mortgagors should be encouraged to contact the Department of
Defense for other potential programs administered by DOD, which could provide other sources of
financing for the proposed projects. Such projects can also be reviewed using the traditional HUD
mortgage insurance review process under Section 238(c).
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K. Student Housing. Projects financed with insured mortgages cannot be designed for student
occupancy (e.g., 4 bedroom units with 4 baths.) Students and families are eligible occupants for
family housing financed with mortgage insurance. However, project mortgages in college areas
must be underwritten at comparable rents for family housing in the area. Loans cannot be
underwritten with rental rates assuming multiple student occupants that would result in a
processing rent higher than a typical family apartment.

L. Real Estate Requirements. The HUD insured mortgage must be on real estate;

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

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

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

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

2. For elevator buildings of 4 stories or more, the assurance shall be in the form of corporate
surety bonds for payment and performance, each in the amount of 100% of HUD’s estimate of
construction or rehabilitation cost including an imposed builder's profit on BSPRA
transactions. As an option, HUD would accept a completion assurance agreement secured by a
cash deposit or Letter of Credit in the amount of 25% of HUD’s estimate of construction or
rehabilitation cost.

N. Market Study. For all new construction and substantial rehabilitation projects with significant
tenant displacement, the appraisal and market study should be completed by different firms. This
requirement includes LIHTC transactions with economic rents, which do not have project based
rental assistance. The Hub Director can waive this requirement on a case-by-case basis, if it is
clear the appraiser or appraisal firm is capable of performing both the appraisal analysis and a
macro-economic market analysis, and if the strength of the market is not in question. Market
studies are not required for properties with at least 90% of units covered by a rental assistance
contract and no rent increase.

Section 221(d)(4) and Section 231 (nhew
construction)
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In addition to the general requirements in Sections 3.2, 3.3, and 3.4, the following requirements apply to
Sections 221(d)(4) and Section 231 (new construction only) projects:

A.

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

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

Elderly Developments. Apartments specifically designed for the elderly (age 62 and over as
defined by the National Housing Act) are permitted as long as they do not contain the mandatory
meals and services, central kitchens and dining areas, and non-shelter spaces associated with
retirement service centers. Non-shelter services shall not be made a mandatory condition of
occupancy, or offered as an optional service. This includes, but is not limited to maid service,
transportation service, infirmaries or clinics. These services shall not be included in the proposal
or offered through or associated with the project. Non-shelter spaces already constructed for
projects with current HUD-insured mortgages may include formal dining areas with meal services
to be provided on an optional basis. All Cooperatives can provide modest kitchen equipment in a
non-shelter space for the use of occupants or for catering services. The kitchen should be
sufficient in size to support sanitary requirements. Additioan requirements related to the provision
of meals are as follows:

1. Any meal service must be provided on an optional basis.
2. The cost of meals may not be included in the residents' rental charges.

3. The costs associated with the operation of the meals service are the responsibility of the
entity that operates the optional meal service.

4. The mortgagor may receive payment from the operator of the meals service. In such cases,
this revenue may not be included in the underwriting of the project, as this service is
optional for each resident, thereby potentially producing a revenue stream that is both
unpredictable and unreliable.

5. A determination should be made by the Lender that the expenses associated with a third
party meal provider will not increase the project risk.
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6. Any meal service must be operated by a meal provider licensed under state or local law
and in compliance with current health and safety requirements for food service providers.

7. Local HUD Counsel must determine that the granting or revocation of any licensing
required to operate a proposed meal service will not jeopardize the ability of the project to
operate as rental housing in accordance with the requirements of HUD's Regulatory
Agreement.

8. Costs associated with developing a facility insured under section 223(f) to include a meal
service may be considered in the mortgage, subject to outstanding requirements limiting
non-shelter space and commercial areas.

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

1. For Section 221(d)(4): The applicable percentage of the HUD estimated replacement cost
(new construction) or the applicable percentage of the sum of the HUD estimated cost of
repair and rehabilitation and the as is value of the property (substantial rehabilitation).

a. 90% for projects with 90 percent or greater project based rental assistance;
b. 87% for projects with tax credits; or
c. 83.3% for projects that is market rate.
2. For Section 231: 90% of the HUD estimated replacement cost (new construction) or 90% of

the sum of the HUD estimated cost of repair and rehabilitation and the as is value of the
property (substantial rehabilitation).

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

4. A mortgage amount supported by debt service coverage ratio (DSCR):

a. For Section 221(d)(4) projects with:

1. 90 percent or greater project based rental assistance compute a DSCR of 1.11 (90% of
net income);

2. Tax credits a DSCR of 1.15 (87% of net income); or
3. Market rate a DSCR of 1.20 (83.3% of net income).

b. For Section 231 a DSCR of 1.11 (90% of net income).

Section 221(d)(3) and Section 231
(new construction only) for nonprofit

In addition to the general requirements in Sections 3.2, 3.3, and 3.4, the following
requirements apply to Section 221(d)(3) and Section 231 (new construction only):
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A. Nonprofit sponsor/mortgagors only. MAP review of Section 221(d)(3) and Section 231 insured
loans is limited to nonprofit mortgagors, defined as corporations or associations organized for
purposes other than profit or gain for itself or persons identified therewith and which HUD finds is
in no way controlled by or under the direction or persons or firms seeking to derive profit or gain
there from. Generally, it is required that mortgagors be chartered under Chapter 501(c)(3) of the
Internal Revenue Code. HUD will review in detail the relationships between the nonprofit
sponsor/mortgagor and profit-motivated entities involved in the transaction. HUD will not insure
Section 221(d)(3) and Section 231 transactions unless the nonprofit has the financial capacity and
experience to own and operate the project successfully and is not under the direction or control of
the profit motivated entities involved.

B. Elderly Developments. Apartments specifically designed for the elderly (age 62 and over as
defined by the National Housing Act) are permitted as long as they do not contain the mandatory
meals and services, central kitchens and dining areas, and non-shelter spaces associated with
retirement service centers. Non-shelter services shall not be made a mandatory condition of
occupancy, or offered as an optional service. This includes, but is not limited to maid service,
transportation service, infirmaries or clinics. These services shall not be included in the proposal
or offered through or associated with the project. Institutional central kitchens are not permitted,
however this prohibition does not preclude the installation of a kitchen sufficient in size to support
sanitary requirements in a non-shelter space associated with the provision of catered meals. Other
requirements applicable to the provision of meals in proposed Section 231 projects are:

1. Any meal service must be provided on an optional basis
2. The cost of meals may not be included in the residents’ rental charges.

3. The costs associated with the operation of the meals service are the responsibility of the
entity that operates the optional meal service.

4. The mortgagor may receive payment from the operator of the meals service. In such cases,
this revenue may not be included in the underwriting of the project, as this service is optional
for each resident, thereby potentially producing a revenue stream that is both unpredictable
and unreliable.

5. A determination should be made by the Lender that the expenses associated with a third
party meal provider will not increase the project risk.

6. Any meal service must be operated by a meal provider licensed under state or local law and
in compliance with current health and safety requirements for food service providers.

7. Local HUD Counsel must determine that the granting or revocation of any licensing required
to operate a proposed meal service will not jeopardize the ability of the project to operate as
rental housing in accordance with the requirements of HUD’s Regulatory Agreement

8. Costs associated with developing a Section 231 project to include a meal service may be
considered in the mortgage, subject to outstanding requirements limiting non-shelter space
and commercial areas.
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For existing elderly housing projects desiring to add optional meals but requiring modifications in
non-shelter space to accommodate such service, a second mortgage under Section 241(a) mortgage
insurance may be considered.

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

1.

For Section 221(d)(3) projectsc.

a. 90% of the HUD estimated replacement cost (new construction) or 90% of the sum of the
HUD estimated cost of repair and rehabilitation and the as is value of the property
(substantial rehabilitation) for projects with 90 percent or greater project based rental
assistance; or

b. 95% of the HUD estimated replacement cost (new construction) or 95% of the sum of the
HUD estimated cost of repair and rehabilitation and the as is value of the property
(substantial rehabilitation) for affordable transactions.

For Section 231 - 100% of the HUD estimated replacement cost (new construction) or 100%
of the sum of the HUD estimated cost of repair and rehabilitation and the as is value of the
property (substantial rehabilitation).

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

A mortgage amount supported by debt service coverage ratio (DSCR):
a. For Section 221(d)(3) a DSCR of 1.11 (90% of net income).
b. For Section 231 a DSCR of 1.05 (95% of net income).

D. Prepayments. A Section 221(d)(3) and a Section 231 mortgage with a nonprofit borrower cannot
be prepaid in full without the prior approval of HUD.

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

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

1.

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

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

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

amended.

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

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

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

b. Coordinate public and private development efforts;

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

. Commercial Facilities. Commercial space may be included which is intended to serve the needs

of the project residents and other residents of the area. Commercial space is limited to 20% of
gross project area and commercial income to 30% of gross income. Section 220 projects
underwritten to the maximum commercial space or commercial income allowed by the program
must be underwritten to market rate standards even if all or some of the housing units are
affordable. Section 220 projects with both commercial space and commercial income less than the
maximum allowed in the program can be treated as affordable so long as they meet the definition
in Chapter 3 Section 3.2.R above.

. Maximum mortgage limitations. In general, the HUD maximum insurable mortgage is limited to

the lesser of:

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

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

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

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

above.

. Sponsor Profit and Risk Allowance (SPRA). See definition of SPRA in Section 3.5 above.
. Elderly Developments. Apartments specifically designed for the elderly and/or limited to elderly

occupancy are not permitted under this section.

Section 223(f) Acquisition/Refinancing of EXxisting
Apartments

In addition to the general requirements in Section 3.2, the following requirements
apply to Section 223(f) when used for acquisition or refinancing: 1) Any property
acquired before the date of the mortgage insurance application shall be treated as a

December 2010 Page 14 of 24



Chapter 3 Eligible Multifamily Mortgage Insurance Programs

refinance transaction. 2) Any property acquired after the date of the mortgage
insurance application shall be treated as a purchase. 3) In a purchase transaction,
any identity of interest, however slight, between seller and purchaser requires the
application to be processed as a refinance. 4) Where the mortgage insurance
application is part purchase and part refinance, you must treat it as two separate
transactions and add the controlling mortgages together; the application is not
treated simply as a purchase or refinance transaction.

A. Eligible Properties.

1. The property must contain at least 5 residential units with complete kitchens and baths, and
have been completed or substantially rehabilitated for at least 3 years before the date of
application for mortgage insurance. Properties that were constructed or substantially
rehabilitated with HUD-insured multifamily mortgages and the latent defects guarantee period
has expired, these properties are exempt from the 3-year rule. Projects with additions
completed less than 3 years previous are eligible as long as the addition is not larger than the
original project in size and in number of units

2. Condominiums. A project which was built and intended as condominiums, but is now
operating as a rental project, may be considered under Section 223(f) if the condominium
regime is converted to a single owner with no individual unit ownership, and the property
meets the other program guidelines, including the minimum occupancy standards.

Condominium ownership regimes and plots 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 FHA insured loan must be secured by a mortgage
on the rental apartment portion and any mortgageable commercial space. Joint use and
maintenance agreements and easements between the FHA insured portion and any separately
demised condominium portion must be defined.

The Multifamily Hub Director may consider a waiver for a condominiumized building with a
limited number of individually owned units if all the owned 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.
B. Ineligible properties.
Properties whose required repairs are so extensive that they meet the threshold for substantial
rehabilitation are not eligible under this Section.

C. Repairs.

1. Critical repairs must be performed prior to HUD endorsement of the mortgage.

2. Non-critical repairs, approved by HUD, may be completed after endorsement with appropriate
financial escrows at closing.
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3. Properties with Fair Housing Act violations. Any property available for first occupancy after
March 13, 1991, containing violations of Fair Housing Act accessibility design standards must,
as a condition of mortgage insurance, be modified/retrofitted to bring it into compliance with
Fair Housing Act accessibility design standards. The modifications/retrofits may be completed
after endorsement with appropriate financial escrows at closing, and must be done in
accordance with instructions in Section 3.2 J and Chapter 5, Section 5.24.

4. Required repairs cannot be so extensive as to constitute substantial rehabilitation.
D. Elderly developments. Refer to the requirements contained in 3.5.C.

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

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

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

1. The mortgagor has entered into an agreement with HUD to maintain the property as rental
housing for the remainder of the specified 5 year term;

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

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

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

I. Eligible Mortgagors treated as General Mortgagors. Both profit motivated and nonprofit borrowers
are eligible mortgagors.

J. Ineligible Mortgagors. Condominium and Cooperative mortgagors are not eligible for MAP
processing procedures.

K. Maximum mortgage limitations. In general the maximum mortgage limitations for the Section
223(f) program are as follows:
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1. For a purchase transaction, the lesser of:

a.

HUD appraised value is either:

(1) 87% for projects with 90 percent or greater project based rental assistance, or
(2) 85% for affordable projects, or

(3) 83.3% for market rate projects.

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

A mortgage amount supported by a debt service coverage ratio (DSCR) on projects with:
(1) 90 percent or greater project based rental assistance is 1.15 (87% of net income), or
(2) Affordable units the rate is 1.1765 (85% of net income), or

(3) Market units the rate is 1.20 (83.3% of net income).

Percent of cost of acquisition is either:

(1) 87% for projects with 90 percent or greater project based rental assistance, or

(2) 85% for affordable projects, or

(3) 83.3% for market rate projects.

2. For a refinance transaction, the lesser of:

d.

HUD appraised value is either:

(1) 87% for projects with 90 percent or greater project based rental assistance, or
(2) 85% for affordable projects, or

(3) 83.3% for market rate projects.

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

A mortgage amount supported by a debt service coverage ratio (DSCR) on projects with:
(1) 90 percent or greater project based rental assistance is 1.15 (87% of net income), or
(2) An affordable rate is 1.176 (85.% of net income), or

(3) A market rate is 1.20 (83.3% of net income).

d. The greater of the cost to refinance or 80% of the HUD appraised value.

NOTE: Fifty percent (50%) of any cash out proceeds after funding transaction costs,

including the assurance of completion requirements, must be held in escrow by the
Mortgagee until the required non-critical repairs are completed and HUD approves
the release.

(See Chapter 8 for complete details.)

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

N.

Secondary financing. HUD permits secondary financing on section 223(f) loans under certain
conditions. (See Chapter 8 for complete details.)

Commercial space. Commercial area shall not exceed 20% of the total net rentable area of the
project and commercial income shall not exceed 20% of effective gross income.

. Real estate requirements. The mortgage shall be on real estate held:

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

3. under a lease executed by a lessor approved by HUD with a minimum term of 50 years from
the date the mortgage is executed.

Mortgage Term. The maximum term of the mortgage is: 35 years or 75 % of the remaining
economic life of the property, whichever is less. (See Chapter 8, Section 8.5 and 24 CFR 200.82)

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

. Occupancy Standards. Projects must have an average physical occupancy rate of at least 85%.

For market rate properties, the maximum underwritten physical occupancy rate is 93%. For
affordable properties, the maximum underwritten physical occupancy is 95% if a property has: a)
at least 90% of units covered by a rental assistance contract, or b) affordable rent restrictions on
100% of units with all unit rents at least 20% below comparable market rents.

Projects must demonstrate a pattern of stable 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 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. The following special condition will be added to Firm
Commitments:

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 application and that was
assumed in the loan approval, then this Commitment shall be of no force or effect
and will be cancelled by HUD.

Market Study. Section 223(f) proposals 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 such a study to support the underwriting conclusions of market
demand for the subject property over the loan term. Multifamily Program Center staff should
consult with Economic Market Analysis Division (EMAD) in such cases. Market studies are not
required for properties with at least 90% of units covered by a rental assistance contract and no
rent increase.
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Section 231 Housing for the Elderly andlor
Handicapped

A. Nature and Purpose. Mortgage insurance under Section 231 of the National Housing Act provides
a program for relieving the shortage of housing for elderly and/or handicapped persons. A project
shall comprise eight or more new or rehabilitated units designed for use and occupancy by elderly
persons and handicapped persons.

1. The program will involve the following types of mortgagors:

a. Public
b. Public Non-Profit Organizations
C. Private Non-Profit Organizations

d. Private Profit-Motivated Organizations

2. Section 231 projects sponsored by private nonprofit mortgagors are eligible for participation in
the rent supplement program. Up to five percent of the total contract authority authorized in
appropriation acts may be used in Section 231 and Section 202 senior citizens and/or
handicapped projects. Current regulations permit up to 100 percent of the units in a Section
231 project to be occupied by families in the rent supplement program, but administratively, an
increase over the limits established will be permitted only on a case-by-case basis.
Participating projects shall meet the maximum gross monthly rentals established by HUD for
the program.

3. Nonprofit mortgagor. A nonprofit mortgagor is a corporation or association organized for
purposes other than profit or gain for itself or persons identified therewith that HUD finds is
no way controlled by or under the direction of persons or firms seeking to derive profit or gain
there from. Generally, such a mortgagor must be chartered under Chapter 501(c)(3) of the
Internal Revenue Code. A Headquarters review is required on all Section 231 nonprofit Map
and TAP firm commitment processing before the issuance of the firm commitment. See
Section 3.6 for documents to be submitted by Hubs/Program Centers to the Office of
Multifamily Development for review.

4. Definitions/Explanations of Terms:
a. Elderly Person. A person 62 or older.

b. Handicapped Person. A person who has a physical impairment which,
(1) is expected to be of a long-continued and indefinite duration;

2) substantially impedes his/her ability to live independently; and
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3) is of such a nature that his/her ability to live independently could be improved by
more suitable housing conditions.

C. Occupancy Preference. Sponsoring nonprofit organizations such as labor unions,
professional groups, 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, disability or religion. However, sponsors cannot restrict occupancy to
their members.

(D Founder’s Fees and Prohibition. "Founders' Fees," "admission fees," or similar
types of payments are prohibited in connection with a Section 231 proposal.

B. Determining the Market. Because of the many factors involved in the determination of market for
a housing project for the elderly, it is required for all new proposals to have a third party market
study. Experience has clearly shown that letters of interest from people residing in other localities
are an unreliable indication of the market for a project for the elderly, even in areas traditionally
considered attractive to retired people. The marketability of a proposed project should, therefore,
be judged on the basis of demand expected to be generated primarily within the market area where
the project is to be located. Also note that no project should be approved unless it merits at least
minimum related facilities. Otherwise the project would be an ordinary multifamily housing
project and should not be processed under Section 231.

C. Room Composition, Design and Special Amenities. Particular attention is to be given to room
composition to assure it is consistent with the needs of the elderly market. All units must be
designed for use and occupancy by elderly or handicapped persons. In projects of sufficient units
to support them, auxiliary facilities such as a lounge, infirmary facilities or multipurpose rooms
are to be encouraged to the extent consistent with the needs of the occupants. The auxiliary
facilities must be considered in processing in accordance with outstanding underwriting guidelines
and administrative instructions.

D. Calculation of Maximum Insurable Mortgage. Directions for the calculation for the maximum
insurable mortgage for Section 231 loans can be found in Chapter 8, Section 8.7.

The Mortgagee of Record

Nothing described herein can be construed as relieving the MAP Lender of its requirement to enforce all
of HUD’s insurance requirements. Only HUD Headquarters may waive the requirements.

3.11 Updated and Additional Property Insurance
Requirements

A. Insurance during Construction.
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1. Public Liability Insurance on a Commercial General Liability form with limits of not less than
$500,000 per occurrence to protect the Owner during the construction phase from claims
involving bodily injury and/or death and damage to the property of others. Such Commercial
General Liability Insurance shall be endorsed to include owners' and contractors' protective
coverage.

2. Vehicle Liability Insurance with limits of not less than $300,000 for one person and $500,000
for more than one person to protect the Owners for claims for bodily injury and/or death, and
not less than $100,000 against claims for damage to property of others arising from the
owner's operation of vehicles. Such insurance shall include coverage for employer's owned,
non-owned and/or hired vehicles, where applicable.

B. Permanent Insurance

Upon acceptance of the project, or any portion thereof from the contractor, the owner shall provide
a certified duplicate copy of the following insurance coverage. In some instances, continuation of
the insurance obtained for the construction period, with proper endorsements thereto, will be
acceptable. In any event, the Owner shall assure that there is no gap period in insurance protection
during the transition from the Insurance During Construction to the Permanent Insurance.

1. Public Liability Insurance on a Commercial General Liability form with limits of not less than
$500,000 per occurrence protect to the Owner from claims involving bodily injury and/or
death and property damage which may arise from the Owner's operations, including any use or
occupancy of its facilities, grounds and structures, and shall include independent contractors
coverage, where applicable.

2. Vehicle Liability Insurance. If the Owner owns or a vehicle in the operation of the project,
including non-owned and/or hired vehicles operated for the benefit of the Owner, the Owner
shall procure and maintain Vehicle Liability Insurance. Such insurance shall provide for limits
of liability of not less than $300,000 for one person and $500,000 for more than one person to
protect the owner from claims for bodily injury and/or death, and not less than $100,000
against claims for damage to property of others.
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CHAPTER 4

SUMMARY OF MAJOR CHANGES IN CHAPTER 4 OF THE MAP GUIDE

Application Requirements

This Memorandum is intended to help reviewers of the accompanying Chapter 4
Application Requirements of the MAP Guide understand which major issues have been addressed in the
revision.

This Memo will not be published as part of the Guide. There is a major highlights section included
in the MAP Guide that directs/advises Field Office personnel and MAP Lenders as to the specific
changes made to the guide.

The MAP Guide was originally published May 2000 and updated May 15, 2002, and is available
online through the multifamily internet site: http://www.hud.gov/offices/hsg/hsgmulti.cfm

The originally published MAP Guide is a compilation of existing HUD M/F processing
Handbooks (4425.2 Rev. 2, Basic Underwriting; 4435.01 Construction & Servicing before Final
Endorsement, 4445.1 Underwriting-Technical Direction for Project Mortgage Insurance, 4450.1 Rev.1
Cost Estimation for Project Mortgage Insurance, 4460.1 Rev.1 Architectural Analysis and Inspections for
Project Mortgage Insurance, 4470.1 Rev 2 Mortgage Credit Analysis for Project Mortgage Insurance,
4470.2 Rev. 1 Cost Certification Guide for Mortgagors and Contractors of HUD-insured and Section
202/811 Multifamily Projects) Mortgagee Letters and HUD Notices issued prior to 2000.

The revised MAP Guide before you for review is an extension of the previously published version
that has been updated through the issuance of Frequently Asked Questions, published on the multifamily
internet site http://www.hud.gov/offices/hsg/hsgmulti.cfm through May 2007; Program changes either
through Housing Notices and/or Mortgagee Letters from April 2002 through April 2010; and the Housing
Economic Recovery Act (HERA) 2008.

Specific Chapter 4 revisions in the new release:

- Section 4.1 B - Added the option of combining the preapplication and firm stage of processing
into one.

- Section 4.2 D — Authorization to the Field Office to approve up to three 30 day extensions for
the submission of the application for a Firm Commitment in response to the letter of invitation.

- Section 4.2.A & 4.2.C - Risk Mitigation underwriting Improvements, concept meeting,
preapproval of mortgagors with $250M in asset and two stage processing.


http://www.hud.gov/offices/hsg/hsgmulti.cfm
http://www.hud.gov/offices/hsg/hsgmulti.cfm

Chapter 4

Application Requirements

A. Only an approved MAP Lender may submit an application for mortgage insurance using MAP. As
a reminder, the HUD office processing an application must review the qualifications and approve
the Lender’s staff underwriter previously approved by HUD Headquarters. The Lender's appraiser
and its architecture/engineering and construction cost reviewer(s), whether on contract or on staff,
must also be approved.

B. There is a two-stage process for new construction and substantial rehabilitation under the Sections
221(d)(3) and 221(d)(4), and 220 programs, however Lenders have the option of either going
through two stages or opting to combine both into the Firm commitment phase of processing.
When opting for two stages processing, first, the Lender submits exhibits for a pre-application
review by HUD. After review, HUD either rejects the application or invites the Lender to submit
an application for Firm Commitment. The second stage is the submission of the Lender’s exhibits
for the Firm Commitment. After review of the application for Firm Commitment, HUD decides
whether or not to issue a Firm Commitment.

When a MAP Lender opts to go straight to Firm Commitment, they must address and include
all of the exhibits previously required at pre-application with the exhibits required for Firm
Commitment processing, and perform all of the responsibilities for Pre-application and Firm
Commitment processing. Also, when proceeding straight to Firm Commitment, an application fee
is required and will be considered earned in accordance with outstanding instructions governing
fee and premium charges.

C. For acquisition or refinance of an apartment project under Section 223(f), the Lender goes straight
to the application for a Firm Commitment. No pre-application review is required or anticipated.

D. The Site Appraisal and Market Analysis (SAMA) stage and the Conditional Commitment stage
will not be used under MAP. If an applicant seeks a Conditional Commitment for Section 223(f)
mortgage insurance where the purchaser has not yet been identified, the loan application must be
processed using TAP.

E. The submission of computerized forms generated by a Lender is acceptable, so long as the
recreated form has the Office Management and Budget (OMB) number, expiration date, form title,
form number, is identical in content and in the order of the line items on the MAP Form. The
recreated form must be completed subject to the instructions included on that form in the MAP
Forms Book.
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A. Informal Information

Hubs and Program Centers welcome inquiries from MAP Lenders. Each Hub or Program Center
which serves as a processing center for multifamily mortgage loan insurance has designated a Hub
MAP Coordinator to respond to inquiries about potential applications. For example, if a Lender is
considering a loan application, it may inquire whether there are other mortgage loan applications
in the same area in process and under review by the Hub or Program Center. It may inquire about
environmental concerns in the area, to the extent that HUD knows of such concerns. The Lender
may clarify information about the MAP process. The Hub or Program Center, in responding to
informal inquiries, will not commit HUD to approve a market, issue an invitation for an
application for firm commitment, or make any commitment of any kind. Approval or disapproval
of an application for FHA mortgage insurance is accomplished only in the manner set forth in this
Guide, and not in response to informal inquiries. The Hub MAP Coordinator website is found at
www.hud.gov/offices/hsg/mfh/map/coordinates.cfm.

1. New Project Concept Meetings

All Section 220, 221(d)(3), 221(d)(4), and 231 projects (both market rate and affordable) must
participate in a concept meeting with the Hub or Program Center. The Hub MAP Coordinator
will schedule either in person or by teleconference a concept meeting where the project has an
early review before submitting a pre-application or direct to Firm Commitment application.
Concept meetings are not required, but are strongly encouraged for Section 223(f) transactions.
The submissions required from the Lender for a concept meeting review should address the
following items, to the extent possible at this preliminary stage.

a. New Construction/Substantial Rehabilitation Proposals:

Section of the Act

Number of market rate and affordable units
Projected mortgage amount

Basic information on developer and principals
Management company

General contractor

Previous HUD experience

Geographic location with map

Photographs of the subject and immediate surroundings
Site improvements (existing/proposed)
Commercial component — discuss potential tenants
Amenities

Community / city / state support

Green / sustainability Issues
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b.

Development status (e.g., have any permits/approvals been obtained?)
Discuss general market conditions, competitive properties and comparables
Environmental issues

Potential risks and mitigating factors

Any anticipated waiver requests

Refinancing or Acquisition Proposals:

Section of the Act

Number of market rate and affordable units

Projected mortgage amount

Mortgage term and estimated remaining economic life
Refinance or acquisition

Basic information on developer and principals
Management company

Previous HUD experience

Geographic location with map

Photographs of the subject and immediate surroundings
Actual and effective property age / class

Physical condition

Prior / proposed renovations (per unit cost)

Discuss eligibility for Section 223(f) versus substantial rehabilitation
Amenities

Existing debt / cash out

Current occupancy (physical / economic)

Income and expenses

Discuss green / sustainability issues as appropriate
Discuss general market conditions, competitive properties and comparables
Environmental issues

Actual / potential risks and mitigating factors

Any anticipated waiver requests

The Lender should complete form HUD-92013, “Application for a Multifamily Housing
Project” to the extent possible.

Where practicable, site visits by the appropriate HUD staff are encouraged. HUD will respond
in writing (either by e-mail or more formally) within 5 working days of the concept
meeting/site visit. Depending on the completeness and quality of the submission, HUD may
recommend or not recommend that the Lender make an application, or they may request
additional information or specify conditions or recommendations for the Lender and sponsor
to consider. Consideration should be given to the effect on other FHA-insured projects in the
subject’s market area that are already in the pipeline, developer experience and overall
feasibility based on the exhibits and information presented.
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2. Pre-Approval. As you prepare for the concept meeting, plan to inquire about and pay
particular attention and additional scrutiny on cases where principals have greater than
$250,000,000 of outstanding FHA insured debt. Advise the MAP Lender that as part of their
financial analysis of a principal(s) with this situation their review of the principals’ Schedule
of Real Estate Owned and Schedule of Mortgage Debt must identify principals that exceed this
$250,000,000 threshold. Lenders will need HUD pre-approval before such principal or
Borrower may apply for additional insurance commitments. The MAP Lender must submit in
writing an analysis that separately explains a principals’ status of FHA insured debt,
conclusions of the analysis and a recommendation on the risk of each principal proposed for
mortgage insurance. The Lender must submit the analysis on letterhead to the Hub MAP
Coordinator where the project will be reviewed. The cover letter shall state their request for
pre-approval of the analysis by HUD Headquarters. The Hub MAP Coordinator will submit
the package to HUD Headquarters for pre-approval. If prepared, the Lender can present the
written analysis at the concept meeting. If there are no revisions to the analysis as a result of
the concept meeting discussions, the Hub MAP Coordinator will forward the package to HUD
Headquarters for pre-approval. If at some point before the {pre-application or invitation to
firm commitment is sent by HUD?) is received by HUD processing office and any of the
principal(s) have changed, any new principal found to have $250M in insurance debt must go
through the pre-approval process before the {pre-application can be receive or invitation to
firm commitment letter is sent.

B. Approval of Lender's Reviewers

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

C. Pre-application. The pre-application stage for new construction or substantial rehabilitation is
designed to permit HUD to review the most important exhibits affecting the feasibility of a
proposed project. At the end of the review, HUD invites the Lender to submit an application for a
Firm Commitment or declines to issue an invitation. The Lender who receives an invitation has
reason to believe that, if its application for a Firm Commitment is consistent with the information
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it presented at the pre-application, there is a high likelihood that HUD will issue a Firm
Commitment.

1.

No application fee is required for affordable housing (as defined in Chapter 3 Section 3.2.R
above) pre-applications that submit two stage processing for review by HUD. Borrowers must
pay the 30 basis point fee with the submission of the Firm Commitment application. Market
rate pre-applications must pay a non-refundable 15 basis point review fee, which will be
credited to the 30 basis point Firm Commitment fee if an invitation letter is issued and a Firm
Commitment application is submitted. The HUD processing office (Hub or Program Center)
may request clarifying information if it believes such information is essential to the review.

Preliminary appraisal work which includes a narrative rental and expense analysis with the
submission of Forms HUD 92274, 92273 and the 92264-T, if applicable and an estimate of
land value for new construction projects (or “as is” value for substantial rehabilitation project)
by comparable analysis, are required. The complete appraisal with a cost approach may be
submitted with the application for Firm Commitment.

. The Lender’s assessment and preliminary evaluation of the sponsor’s creditworthiness, is

required. To the extent the mortgagor entity and principals have been identified at this stage,
initial information about the sponsor’s experience, including a brief summary of mortgage
credit qualifications and schedule of real estate owned and maturing debt should be provided
with the pre-application.

Two Stage Processing. Market rate Section 220, 221(d), and 231 applications must be
submitted under two stage processing (i.e., including a pre-application submittal) and may not
apply directly for a Firm Commitment. The Hub Director may waive two stage processing
and allow a direct to Firm Commitment application for a stable, occupied market rate
substantial rehabilitation property that, during the rehabilitation period, will not have: a) major
rehabilitation or unit reconfiguration, b) tenant displacement except for short periods during
interior rehabilitation of a unit, c) a reduction in current occupancy levels, d) negative cash
flow, or e) for properties in stable markets for which a pre-application Letter of Invitation
recently expired on a substantially unchanged proposal. Affordable properties (as defined at
Chapter 3 Section 3.2.R), or those with 90% or more rental assistance, may submit a Section
221(d) (4) application directly for Firm Commitment.

D. Letter of Invitation

1.

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

If the letter is an invitation to submit an application, the Lender must advise HUD in writing
within 30 calendar days of the date of the letter of invitation whether or not it plans to submit
an application for the particular project. If it fails to notify HUD within the time required, the
invitation letter expires, and it may be required to repeat the pre-application process.
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3. The application for a Firm Commitment must be submitted within 120 days of the date of the
letter of invitation. The Hub or Program Center Director may authorize three 30-day
extensions of this 120-day limit, but there is no requirement that the extensions be approved.
The Hub or Program Center Director will review the circumstances reported by the
Lender to justify the extension of time. The Lender must certify in writing and the Hub or
Program Center Director must determine that the requested delay beyond 120 days is not
likely to change the underwriting data on which the invitation was based or to undermine the
feasibility of the project due to a change in the market or other factors determined at pre-
application. In the rare circumstance where there is a justifiable
request by the Lender for an extension of time beyond the 90-days
that the Hub or Program Center Director may allow, the Hub or
Program Center Director must request authorization to approve a
further extension from the Director of the Office of Multifamily
Development or his/her designee. The authorization request must
provide the additional time requested, the Hub or Program
Center’'s recommendation, and the reasons the extension is
needed. It may be sent and responded to by e-mail.

E. The Application for a Firm Commitment

1. After receiving an invitation to submit an application for a Firm Commitment, the Lender
completes the processing of the application. It performs a full underwriting analysis and
presents its recommendation in the Narrative Summary to HUD. The exhibits that accompany
the application are listed in Section 4.3. HUD’s review of these exhibits is discussed in
Chapter 11 “Underwriting” and in each of the technical chapters.

2. Applications which the Hub or Program Center determines to be unacceptable will be returned
to the Lender and HUD may retain the application fee for the work done by HUD in its review.
However, if the Hub or Program Center determines that the defects in the application are
minor and can be corrected, the Hub or Program Center will advise the Lender. The Lender
will have five business days from the receipt of notification to cure the application. HUD will
not resume the review process until an acceptable application has been received.

NOTE: Where both the pre-application and firm commitment stages are applicable under MAP
for a given FHA insured program, separate pre-application and firm commitment submissions are
required as repeated throughout the Guide. Combining these applications into one submission is
now permitted under MAP as an option. MAP is designed to assure timely decision-making on
FHA insurance applications and to ensure an acceptable level of risk for HUD’s multifamily
mortgage insurance programs. MAP reviews at the pre-application and firm commitment stages
must be meaningful and thorough. To support this goal, processing time frames have been
established for MAP as provided in the Guide. MAP Lenders have a stated number of days within
which to submit a firm commitment application following FHA’s letter of invitation. If the
allotted time is not needed to prepare a complete firm application there is no prohibition against a
much earlier submission that should expedite the overall process.
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_ Applications Checklist

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

B.

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

The appendices to this chapter are simply checklists of the exhibits that have to be provided

to the Hub or Program Center. With new construction or substantial rehabilitation, the exhibits are

divided into two parts: (1) exhibits required for the pre-application review, and (2) the exhibits
required for the application for a Firm Commitment. With Section 223(f) for refinancing or
purchase, there is no pre-application review, so the exhibits are required for the application for a
Firm Commitment.

Lenders must submit an original and one (1) hard copy of the underwriting file, exhibits and third
party reports and must submit an electronic version of these materials on a disc or a removable
drive to the HUD processing office.

1. Appendix 4.A

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

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

2. Appendix 4.B

Section 223(f) for Refinance or Purchase of Existing Apartments, Exhibits Required for
Application for Firm Commitment.
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CHAPTER 5

SUMMARY OF MAJOR CHANGES IN CHAPTER 5 OF THE MAP GUIDE

Architectural Analysis

This Memorandum is intended to help reviewers understand which major issues have been
addressed in the revision. This Memo will not be published as part of the Guide.

The MAP Guide was originally published May 2000 and updated May 15, 2002,
and is available online through the multifamily internet site:
http://www.hud.gov/offices/hsg/hsgmulti.cfm

The originally published MAP Guide is a compilation of existing HUD M/F
processing Handbooks (4425.2 Rev. 2, Basic Underwriting; 4435.01 Construction &
Servicing before Final Endorsement, 4445.1 Underwriting-Technical Direction for Project
Mortgage Insurance, 4450.1 Rev.1 Cost Estimation for Project Mortgage Insurance, 4460.1
Rev.1 Architectural Analysis and Inspections for Project Mortgage Insurance, 4470.1
Rev 2 Mortgage Credit Analysis for Project Mortgage Insurance, 4470.2 Rev. 1 Cost
Certification Guide for Mortgagors and Contractors of HUD-insured and Section 202/811
Multifamily Projects) Mortgagee Letters and HUD Notices issued prior to 2000.

The revised MAP Guide before you for review is an extension of the previously
published version that has been updated through the issuance of Frequently Asked
Questions, published on the multifamily internet site
http://www.hud.gov/offices/hsg/hsgmulti.cfm through May 2007; Program changes either
through Housing Notices and/or Mortgagee Letters from April 2002 through April 2010;
and the Housing Economic Recovery Act (HERA) 2008.

Chapter 5 specific revisions in the new release:

- Section 5.1 - Added the Needs Assessor as the preparer of the Project Capital Needs
Assessment (PCNA) for acquisition/refinance projects pursuant to Section 223(f).

- Section 5.2 — Amended to include the requirement of professional liability insurance for the
Design Architect, the Architect administering the construction contract and all engineers and
or designers providing required design and/or construction services.

- Section 5.7 — Added firm commitment through initial endorsement — new construction is the
requirement for the MAP Lender to sign and initial the plans and specifications. They are also
required to maintain a complete set of drawings.


http://www.hud.gov/offices/hsg/hsgmulti.cfm
http://www.hud.gov/offices/hsg/hsgmulti.cfm

Also added in this Section, is guidance and instructions on when and how to approve Early
Construction Starts. Specifically outlining the mandatory condition under which an Early Start
can be approved:

Firm Commitment — there must be a valid outstanding Firm commitment, including;

- Site control and the right to legally access the site for purposes of construction.
- HUD-approved set of contract drawings and specification on file with the department.
- Required construction contract and other construction documents, including, but not
limited to:
0 Construction contract, form HUD-92442 or HUD-92442-A
0 Supplementary conditions of the contract for construction, form HUD-2554
0 Applicable Davis-Bacon wage decision (supplied by HUD Labor Relations)
0 Assurance of completion for On-site and Off-site improvements.

The HUB Director is required to document the file, fully defining the rationale and compelling
reason for granting an early start after determining that an immediate closing is not practical,
there is reasonable evidence and assurance that closing will occur in the near future; there is a
compelling need to start construction before the anticipated closing date; an early start of
construction will not be detrimental to HUD’s interest. It is also stated in this section that
Form FHA-2415 must be complete and that HUD has no insurance obligation or liability
whatsoever for costs incurred during an early start if the project does not reach endorsement.

Section 5.17 - added provisions regarding the hiring of a qualified LBP and/or asbestos
abatement contract if a project is determined to have either of these conditions.

Section 5.24 expands instructions on the Fair Housing Act Accessibility considerations on
structural modifications/retrofits for Section 223(f) projects.

Sections 5.28 thru 5.38 previously contained instructions on Section 232 applications, because
this program has been transferred to the Office of Insured Health Care, all reference were
deleted.



Chapter 5 Architectural Analysis

Chapter 5

Architectural Analysis

51 Qualifications, Responsibilities, and Approval of
Lender’s Representative

A. Qualifications

1. Architectural Analysts and Needs Assessors:

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

b. Needs Assessor: The Lender shall hire a qualified Needs Assessor to prepare the Project
Capital Needs Assessment (PCNA) for acquisition/ refinance projects pursuant to Section
223(f). See Appendix 5H for a description of the Needs Assessor’s qualifications and
responsibilities.

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

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

B. Responsibilities

The Lender’s architectural analyst:

1. Reviews mortgagor’s Required Architectural Services. (See Section 5.2)
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2.

Determines that the project design complies with the Minimum Property Standards, local codes, the
applicable accessibility requirements, and HUD design standards. (See Appendix 5)

Determines that mortgagor’s Architect (or other persons or organizations providing
architectural services) is qualified to provide the design services to the project and administer
the construction contract.

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

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

C. HUD Approval of Lender’s Architectural Analyst and Needs Assessor:

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

Required Architectural Services for Design and
Supervision

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

A. Licensing and Insurance. Design and construction professionals must be licensed and must carry
liability insurance.

1.

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

Professional Liability Insurance.

a. The Design Architect, the Architect administering the construction contract, and all
engineers and/or designers providing required design and/or construction services must
each be covered by a policy of professional liability insurance in an amount consistent with
insurance industry practice.

b. For each MAP project, the professional liability insurance policy must be maintained up
through acceptance of the 12-month warranty inspection.

C. At initial closing, there shall be provided for each Architect and other design and/or
construction professional, the writing agent’s certificate of liability insurance. The
certificate must substantially conform to the sample Certificate of Professional Liability
Insurance contained in Appendix 5I.1
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B. Evaluation and Selection of Architect. The Architect must be one in whom the mortgagor,
Lender, and HUD have confidence.

1. The Lender’s architectural analyst

a. Reviews the Architect’s work progress and product(s);

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

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

of the project.

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

1.

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

2. The executed agreement shall be AIA Document B 108, Standard Form of Agreement

Between Owner and Architect for a Federally Funded or Federally Insured Project. It shall
include the HUD Amendment.

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

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

c. Additional B108Agreements must be submitted for any part of the basic design services
with more than one prime professional, e.g. for site, civil, mechanical, electrical
engineering services, etc., or supervisory architectural services. The mortgagor’s Architect
shall have the authority to coordinate multiple prime professional contracts.

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

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

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

1.

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

Changes shall not delete any service, either by the Architect or owner necessary to the project
though the responsibility for a required service may be transferred.
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a. The document shall provide a clear and definite statement of how responsibility for
providing any required service is to be divided between Architect, owner, and others.
Documents must conform to requirements in Section 5.2.C.2 above.

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

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

Where the Architect’s 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), the person/entity responsible
for such extra fees must be identified on the HUD Amendment.

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

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

_ Architectural Standards and Other Criteria

A.

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

Accessibility for persons with disabilities.

1.

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

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

The Minimum Property Standards includes the Uniform Federal Accessibility Standards
(UFAS) in its requirements for Housing for the Elderly. The UFAS will apply in addition to
other applicable accessibility standards to any housing for the elderly that is constructed or
rehabilitated under Sections 221(d), and 231.

Energy efficiency.

1.

2.

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

Substantial Rehabilitation. See Appendix 5B, paragraph I for rehabilitation energy guidelines.
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Architectural Processing — New Construction

A. Lender’s Architectural Analyst’s Duties

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

a. Drawings and specifications must be complete and correct.

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

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

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

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

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

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

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

3. Provide for continuous architectural liaison with the mortgagor’s Architect.
4. Maintain a processing record of all architectural/engineering actions when the proposal is first
assigned.

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

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

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

d. Log and briefly describe contacts, including telephone calls, with the Architect.
e. Keep journal of architectural actions. Include:
(1) Application for Firm Commitment, Form HUD-92013.
(2) Reports of site visit (including technical specialists’ if made).

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

(4) Owner-Architect Agreement, including HUD Amendment. (See
Forms Appendix)
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(5) Data used to process. (If filed elsewhere, reference in journal)

(6) Liaison meetings and telephone calls with Architect (Remarks in
journal or notes).

(7) Letters, memoranda, notes and worksheets.

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

(9) Invitation Letter.

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

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

5. Guide and assist the mortgagor’s Architect during design development to expedite orderly

processing and avoid delays.

d.

d.

a.
b.

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

b. Assure that the Architect and the mortgagor
execute AIA Document B108, including HUD
Amendment.

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

Discuss with Architect:
(D) Lender procedures;
2) HUD procedures;
3) Architects responsibilities.

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

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

6. Request assistance by the Technical Specialist,
e.g., engineers, when necessary.

Review and use the Technical Specialist’s Report.

Furnish the Architect with consolidated design requirements, including recommendations
or requirements of Technical Specialists.
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7. Work with Lender’s cost analyst to assure that project cost will fall within the established
budget:

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

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

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

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

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

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

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

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

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

13. Review experience and qualifications of general contractor.
14. Prior to initial endorsement: (See Section 5.7)
a. Review contractor’s Progress Schedule.
b. Review the legal survey and Surveyor’s Report/ Certificate.
c. Assure that HUD’s sets of drawings and specifications are sealed and signed.

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

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

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

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

waived.

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

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

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

B. Mortgagor’s Architect’s Duties

1.

Services. Provides architectural and engineering services in accordance with the
Owner-Architect Agreement. (See Section 5.2)
a. Develops documents that conform to concept of the sponsors program and proposal.

b. Produces drawings and specifications that comply with local requirements and HUD
standards and criteria.

Data. The Architect’s work is shaped by data such as: codes, transportation, parking, space and
mechanical requirements. The Architect develops data through surveys and research.

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

Pre-application Stage. The Architect must:

a. Visit the site.

b. Evaluate the mortgagor’s and user’s needs.

c. Become familiar with applicable codes, restrictions, and requirements.
d. Develop preliminary sketches.

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

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

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

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

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

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

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

Architectural/Engineering Exhibits — New
Construction

A. Pre-application stage for HUD review. The mortgagor shall submit the following Pre-application
exhibits to the Lender to be forwarded to HUD:

1. Form HUD-92013, Application for Project Mortgage Insurance
2. Location map with property clearly defined.

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

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

a. Typical floor plan(s) showing apartment types and placement;
b. Ground floor plan(s) showing common areas;

c. Sketch floor plan(s) of typical dwelling unit(s);

d

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

Sketch plan dimensions must be sufficient to allow the HUD architectural analyst to
calculate the Gross Floor Area for the entire project and the Net Rentable Areas for all the
apartment units in the project.
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B. Firm Stage. The mortgagor shall submit the following Firm stage exhibits for the Lender’s
architectural analyst to review:

1.
2.

Form HUD-92013, Application for Project Mortgage Insurance.

Owner-Architect Agreement, AIA Document B-108 (and HUD Amendment to the B108
where required), fully defining the services and fees for each prime professional with which
the mortgagor/owner contracts directly. Additional contracts must be submitted for any part of
the basic design services with more than one prime professional, e.g. for site, civil,
mechanical, electrical engineering services, etc., or supervisory architectural services. The
mortgagor’s Architect shall have the authority to coordinate multiple prime professional
contracts.

Legal Survey. Note that the survey does not have to be new. An existing survey marked “Re-
surveyed” and dated within the submission time frame is acceptable, provided that it is either
done by the original surveyor or, if performed by a different surveyor, it must also contain the
seal of the new licensed surveyor.

Completed Surveyor’s Report, Form HUD-2457, with responses to all questions;

NOTE: The American Land Title Association/American Congress on Surveying and Mapping
(ALTA/ACSM) has its own mandatory certification language that differs in wording from
HUD’s mandatory certification language on Form HUD-2457. HUD’s Office of General
Counsel has found no legal conflict between the HUD and ALTA/ACSM certifications, and
has no legal objection to the required ALTA/ACSM certification appearing on the survey
map/plat along with the required HUD certification. Accordingly, both certifications may
appear on the survey map/plat.

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

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, utilities service and other general acceptability criteria in MPS
4910.1, Chapter 2.

b. Binding maintenance agreements where common use easements (e.g. driveways) are used.
Certifications from mortgagor’s Architect that:

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

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

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

10. Contract drawings and specifications. (See Appendix 5E)
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11. Offsite Construction: Describe all work outside the boundaries of the property essential to the
project. (See Appendix 5E)

_ Lender Deliverables — New Construction

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

B. Firm Stage.

1. Mortgagor’s Architectural/Engineering exhibits for Firm Stage (See Section 5.5B and
Appendix 5E);

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

a. Completeness of contract documents;
b. Conformance to local building codes and HUD Standards;
c. Accessibility for persons with disabilities:

(1) From property line to main entrance(s) to main building(s);
(2) To all areas throughout the project site;

(3) Within all residential structures:
(a) Path of travel to all public areas;

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

(c) Within accessible dwelling units, full accessibility to all areas
within, and full usability of all areas, including kitchens and
bathrooms.

d. Site design:
(1) Placement of buildings, roads, walks and parking on the site;
(2) Site erosion and drainage;

(3) Soil borings report.
e. Building design:

(1) Building circulation:
(a) Adequacy of elevators;
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(b)Number and placement of stairs;
(c) Adequacy of lobbies and corridors;
(d)Adequacy of fire egress.
(2) Typical dwelling units: Adequacy of room sizes and circulation
within.
(3) Fire safety: Provision of adequate fire safety measures, e.qg. fire
sprinklers, firewalls, fire doors (if required).
det .|(4) Structural adequacy: Review of building structure and structural
etails.

(5)

(6)

Mechanical and electrical adequacy: Review of mechanical and
electrical plans.

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

3. Prepared architectural portion on Form HUD-92264, signed by Lender’s architectural analyst
under “Architectural Processor”. When the project consists of more than one structure, the
Lender must submit an itemized Gross Floor Area and Dwelling Unit Breakdown list,
including unit count and unit areas, for each individual structure in the project.

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

Office.

5. Standard certification by Lender’s architectural analyst, see Chapter 11, Section 11.2.

5.7

Firm Commitment through Initial Endorsement -
New Construction

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

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

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

b. Amendments shall be clearly noted and dated.
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2.

c. Addenda are not to be used to correct errors noted during firm commitment processing.

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

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

1.

2.

3.

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

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

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

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

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

1.

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

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

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

(3) Addendum by number and date.
b. Compliance with any architectural requirement or condition.
Survey and Surveyor’s Report, Form HUD-2457, must be reviewed:
a. For compliance with Survey Instructions and Certificate.
b. To confirm that legal description and survey property boundaries agree.
c. To assure that the surveyor’s report is complete per instructions.
Drawings and Specifications, three sets. Confirm that:

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

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

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

Lender signatory:

The Lender has an individual or individuals who are authorized to sign for the company at
closing. One of the Lender’s authorized signatories must sign and initial the plans and
specifications at initial closing (Appendix 5E). The Department should accept only the
Lender’s authorized signatory. The Lender must supply the HUD Office with the name(s)
of these individual(s).

4. Drawings and Specifications to be maintained by Lender, one set. Confirm that:

b.

Lender Set is the same as accepted and identified in the Firm commitment. Indicate total
number of pages in the drawings and specifications.

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

. Lender set is initialed by signatories on face of each sheet and page. (Signatories initial

opposite any “last minute” revisions not covered by Firm Commitment or addendum.)

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

E. Distribution of Drawings and Specifications.

1. After initial endorsement, the HUD Office will distribute drawings and specifications as
follows:

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

b.

C.

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

(b)Add copy of each Architect’s Supplemental Instruction.

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

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

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

(2) Dispose of this set after final endorsement.
Set No. 3 is the HUD Office’s job site set.
(1) The HUD Inspector uses this set for inspection of the project.
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(2) HUD Inspector conforms this set to the contractor’s “record set.” (Contractor is
required to maintain at the site a record set for the Owner.)

(3) HUD Inspector returns this set to the HUD Office upon completion of construction.
This set is the HUD “as-built” set.

(4) Use this set for guarantee inspections.

(5) Send HUD “as-built” set to the Hub Director, one year after completion of
construction, for use in project servicing.

2. Drawings and specifications to be maintained by the Lender (Lender Set):
a. The Lender must maintain this Set for a period of three years after Final Endorsement.
(1) Add copy of each Change Order, Form HUD-92437.
(2) Add copy of each Architect’s Supplemental Instruction.

b. If the Originating Lender does not administer the construction contract,
the Construction Administrating Lender must forward copies of each
Change Order and Architect’s Supplemental Instruction to the
Originating Lender for inclusion in the Lender Set.

F. Early Start of Construction. Construction may not start before initial endorsement and recordation
of the insured mortgage, except with the prior approval of the Hub Director. Any work performed
after receipt by the HUD Office of the initial application for mortgage insurance, including
clearing, grading or other preliminary work, constitutes the start of construction in this regard.

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 the right to legally access the site for purposes of construction.
b. HUD-approved set of contract drawings and specifications on file with the

Department. See Appendix 5I 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-92442 or HUD-92442-A;
(2) Supplementary Conditions of the Contract for Construction, Form HUD-2554;
(3) Applicable Davis-Bacon wage decision (supplied by HUD Labor Relations);

2. Assurance of Completion for On-Site and Off-Site. The early start may not hamper the ability
to obtain a title policy at the time that the loan goes to initial closing.

3. Valid Basis for Early Start. The Hub Director must document the file, fully defining the
rationale and compelling reason for granting an early start, after determining that:

a. An immediate 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
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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 endorsement.

4. The contractor, mortgagor and Lender must execute Form FHA-2415, Request for Permission
to Commence Construction Prior to Initial Endorsement for Mortgage Insurance, without
change. The Hub Director or the Program Center Director must sign form FHA-2415.

5. Preconstruction Conference must be held before the start of any construction. See Chapter 13,
Section 13.2.

6. Violations of Early Start Criteria must be referred to the Hub Director for a determination as
to whether the project may proceed to initial endorsement.

HUD Procedures - Pre-Application Stage — New
Construction

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

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

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

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

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

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

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

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

_ HUD Procedures: Firm Stage — New Construction

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

B. The HUD architectural analyst will:

1. Review the Firm deliverables for completeness;

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

d.

b.

d.

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

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

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

Building design, especially involving fire safety and structural adequacy.

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

exhibits.
4. Review portions of the A/E exhibits for consistency with the Review Report. Check the
following:
a. Site work and elevations;
b. Foundation design and placement;
c. Accessibility for persons with disabilities, from the street throughout the site and into and
throughout the residential and common nonresidential structure(s) and space(s).
d. Any design features that are unusual for the particular structure type and or system.

Utility analysis if required by Hub Director at Pre-application review.
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C. The HUD architectural analyst will issue a written report (See Appendix 5L) containing
recommendations and forward a copy to the HUD Team Leader.

HUD Procedures - Firm Commitment through
Initial Endorsement — New Construction

A. HUD architectural staff will review contract documents as indicated in Section 5.7.C prior to
initial endorsement.

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

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

511 General Lender Procedures — Substantial Rehabilitation

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

5.12 Definitions — Substantial Rehabilitation

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

1. Involve the replacement of two or more major building components or,
2. Costs of which exceed the greater of:

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

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

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

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

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

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

5.13 Standards - Substantial Rehabilitation

Substantial rehabilitation must comply with applicable local codes and ordinances. For a full listing of
standards and guidelines for substantial rehabilitation projects, see Appendix 5B and 5D.

°.14 Architectural/lEngineering Exhibits - Substantial
Rehabilitation - Firm Stage

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

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

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

5.15 Lender Deliverables — Substantial Rehabilitation

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

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

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

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

3. Lead Based Paint (LBP) and asbestos test reports for projects constructed prior to 1978. (See
LBP and asbestos standards in Appendix 5B, paragraph H, and Chapter 9 Sections 9.4.D and
9.7.B.).
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B. Firm Stage:

1.

)

Mortgagor’s Architectural/Engineering exhibits for substantial rehabilitation (See Section
5.14).

Review Report prepared by Lender’s architectural analyst covering the Scope of Rehabilitation
Work (Section 5.16) and the Detail Work Write-up (Section 5.17).

Area and unit count breakdowns for multiple structure projects:

For projects containing multiple structures, provide an individual breakdown of gross floor

area, net rentable area, and dwelling unit distribution (including net area and number of each
unit type) for each typical building design.

Prepared architectural portion on Form HUD-92264, signed by Lender’s architectural analyst
under “Architectural Processor”. When the project consists of more than one structure, the
Lender must submit an itemized Gross Floor Area and Dwelling Unit Breakdown list,
including unit count and unit areas, for each individual structure in the project.

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

Standard certification by Lender’s architectural analyst (see Chapter 11, Section 11.2).

Joint Inspection — Substantial Rehabilitation

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

A. Team Members.

1.

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

B. Purpose.

1.

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

Determine type and extent of work that would:

a. Appropriately rehabilitate the project for the intended occupants.
b. Result in reasonable operating costs.

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

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

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

5.17 Detail Work Write-up — Substantial Rehabilitation

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

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

1. General Requirements.

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

b. For projects that contain Lead Based Paint (LBP) and/or asbestos:

(1) The mortgagor or its Architect is responsible for engaging the services of a qualified
LBP and/or asbestos abatement contractor(s) to prepare a scope of work for the
abatement of LBP and/or asbestos. Where the scope of abatement work consists of
permanent enclosure or encapsulation, but not removal, of LBP and/or asbestos, the
qualified abatement contractor(s) must also prepare, separate from the scope of
abatement work, an Operations and Maintenance (O&M) Plan for LBP and/or asbestos.
The O&M Plan contains ongoing maintenance activities for LBP and/or asbestos, to be
followed for as long as the LBP and/or asbestos remains in place. All abatement work
and ongoing maintenance activities for LBP and/or asbestos shall conform to the
following Regulatory requirements:

(a) For LBP, 24 CFR Part 35.
(b) For asbestos, 40 CFR Part 61.
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(2) The Lender must certify that the mortgagor has prepared an O&M Plan and that the Plan
will remain in effect for the life of the mortgage.

(3) A certification from the Lender to this effect is a mandatory condition for Firm
Commitment and a required exhibit at Initial Closing.

2. Special Requirements. Describe work for a specific item, room, space, unit, or building.

B. All requirements must be specific and state the location, type and amount of work to be done. Do
not use general phrases, such as, “repair or replace” or “as required”.

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

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

Contract Documents — Substantial
Rehabilitation

Because the nature and extent of rehabilitation may vary widely among individual projects, the
requirements for specific contract documents cannot be determined by the Lender’s architectural analyst
until the joint inspection and work write-up are complete. When the contract documents are received, the
Lender’s architectural analyst must compare the documents to the detail work write-up to confirm that the
scope of work contained in the contract documents conforms to the scope of work in the detail work
write-up.

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

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

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

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

B. Specifications. Work write-up/specifications are always required and must clearly define the
scope of the rehabilitation, establish the quality of materials and workmanship, and the conditions
of construction.
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5.19

Engineering Reports — Substantial Rehabilitation

Surveys or special technical reports may be required of the mortgagor by the Lender for proper evaluation
of the project, and the Lender will:

A.

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

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

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

Specify seismic resistance for substantial rehabilitation projects. Structures in seismic zones 3 and
4 must be capable of resisting three fourths (3/4) of the seismic forces contained in FEMA-310,
Handbook for the Seismic Evaluation of Buildings — A Pre-standard, FEMA-356, Pre-standard
and Commentary for the Seismic Rehabilitation of Buildings, and FEMA-274, NEHRP
Commentary on the Guidelines for Seismic Rehabilitation of Buildings.

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

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

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

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

Required Professional Services — Substantial
Rehabilitation

The services of an architect or engineer, licensed to practice architecture or engineering in the state in
which the project is located, are required for design and construction of a rehabilitation project. In
addition to the production of working drawings and specifications necessary to define the scope and
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concept of the rehabilitation, professional services are required whenever:

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

B. An addition is proposed to the existing structure.

5.21 HUD Procedures - Pre-application Stage -
Substantial Rehabilitation

A. Lender will submit pre-application deliverables (Sections 5.6 and 5.15) to the HUD Office.

B. In addition to procedures in Section 5.8.B, the HUD architectural analyst will examine the Basic
Work Write-up.

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

HUD Procedures: Firm Stage - Substantial
Rehabilitation

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

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

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

Section 223(f) - General

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

Section 223(f) - Standards

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

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

If a project containing four or more units available for first occupancy after March 13, 1991, does
not meet all of the design and construction requirements of the Fair Housing Act, the project must
be modified/retrofitted to meet these requirements as a condition of mortgage insurance. These
structural modifications/retrofits of the project must meet the following conditions:

1. Except in extraordinary circumstances, modifications/retrofits of the public and common areas

of the project must commence within thirty days of the Initial/Final Closing date.

2. Individual units.

a. Modifications/retrofits for individual units in the project must be scheduled to commence
within sixty days after the Initial/Final Closing date.

b. Advance notice to tenants. Immediately after the issuance of the Firm Commitment,
tenants must receive written notification indicating the modifications/retrofits to be performed,
the anticipated start date and work schedule, and, if necessary, the schedule of temporary
relocation for each unit.

In all cases, once these structural modifications/retrofits are begun, the work should be
completed without unreasonable delay. All structural modifications/retrofits must be
completed within one year after the Initial/Final Closing date. See Appendix 5C, paragraph E.

All such modifications/retrofits must conform to the escrow and inspection requirements
contained in Chapter 13, Section 13.17.

B. Aluminum Wiring Considerations for Section 223(f):

This concerns properties built in the 1970s containing aluminum wiring whose specifications were
subsequently banned by the National Electric Code, because of a history of overheating and
electrical fires. Because they were built during the brief time that such wiring was legal, current
codes may not require these properties to upgrade the wiring.

1.

The Department will not insure any mortgage for these properties under Section 223(f) without
measures being taken to mitigate the hazard posed by the 1970s aluminum wiring.

Mitigating measures will be carried out in accordance with the latest edition of the National
Electrical Code.

These mitigating measures may be treated as non-critical repairs.

In addition to the repair work, the owner of the property must carry sufficient property
insurance to accommodate the increased risk posed by the 1970s aluminum wiring.

C. Smoke Detectors for Section 223(f)

1.

2.

Smoke detectors are required for Section 223(f) by both the Life Safety Code (NFPA 101) and
HUD Regulation (24 CFR 200.76). Installation of required smoke detectors is a Critical
Repair.

Battery operated smoke detectors are permitted under certain conditions. See Appendix 5C,
paragraph C.4 and 5D, paragraph B.
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_ Section- 223(f) - Lender Deliverables

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

A. A complete Project Capital Needs Assessment and Replacement Reserve Escrow (PCNA) Report

B.

(See Appendix 5M) prepared by the Lender and described in Section 5.26 below.

Lender’s review of PCNA Report.

The Lender must conduct an independent review of the PCNA report. Neither the individual who
inspected the property and prepared the PCNA (the Needs Assessor — see Appendix 5H), nor the
firm that employed the Needs Assessor, is eligible to review the PCNA report. The Lender must
use an independent third party to review the PCNA report.

A completed A/E portion of Form HUD-92264. When the project consists of more than one
structure, and where no measured architectural drawings are available, the Lender must prepare a
Dwelling Unit Breakdown list, including unit count and unit areas, for each individual structure in
the project. In addition, the Lender must submit an estimate of the Gross Floor Area for each
individual structure in the project, based on the best estimate of the Needs Assessor.

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

1. Form HUD 92013.

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

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

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

5. “As Built” Survey, Form HUD-2457, Surveyor’s Report; and Title Report. For specific
survey requirements for Section 223(f) projects, see Appendix 5C, paragraph F.

Set of as built plans, if available.

7. Location map.

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

The Lender prepares the PCNA and Replacement Reserve Escrow in accordance with Appendix 5H.

A. PCNA submission requirements.

December 2010 Page 26 of 32



Chapter 5 Architectural Analysis

1. Date of PCNA. The PCNA must be prepared and dated no earlier than 120 days prior to the
submission of the application for Firm Commitment. The date of the PCNA is the date that
the actual physical inspection of the property was performed by the Needs Assessor.

2. Updating of PCNA. In the event that the Lender fails to submit an acceptable application for
Firm Commitment within the 120-day window from the date of the original physical
inspection, then the Lender must order an updated PCNA. The Needs Assessor must re-
inspect the subject property, updating any structure and/or site conditions observed, and date
and sign a new Third Party Certification.

B. The PCNA consists of the following:
1. A Physical Inspection Report (PIR) containing detailed information about:
a. The condition of the project.
b. Identification of the project’s:
(1) Immediate repair needs; and

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

c. An estimated cost, adjusted for inflation, to complete such items.
2. A Statement of Resources and Needs which discusses:

a. The Lender’s review of and possible adjustment to the PIR;

b. Identifies:

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

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

C. Repair requirements.

1. All contemplated repairs, whether completed before or after Initial/Final Endorsement, must be
fully described in the PIR, which is a required part of the PCNA.

2. No repairs may be started before the Section 223(f) application, which includes the PCNA, is
submitted to the Department. After the submission, no repairs may be started until the Department
issues a Firm Commitment.

3. Requests to start repairs before a Firm Commitment is issued will not be accepted.
D. Repairs to be completed after Initial/Final Endorsement. It is the Department’s preference that
non-critical repairs be completed before loan closing; however if the mortgagor wishes to defer

non-critical repairs until after closing, the following instructions set specific conditions that the
mortgagor must meet.

1. General.
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a. Only non-critical repairs may be deferred. Non-critical repairs are those that will not:

(1) Endanger the safety and well-being of tenants, visitors and
passersby;

(2) Adversely affect ingress or egress; or

(3) Prevent the project from reaching sustaining occupancy.

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

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

d. After initial/final endorsement, work on deferred repairs must begin immediately.
2. Escrow Agreement (Form HUD-92476-1).

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

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.

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

d. Funds remaining in the escrow account, including the holdback portion, may be released when:
(1) All repairs have been satisfactorily completed,;
(2) Evidence of clear title has been provided to the HUD Office; and

(3) Latent defects assurances have been provided by one of the
following:

(a)An escrow in cash, or letter of credit at the option of the Lender,
equal to 2 Y2 percent (or greater percentage as warranted) of the
repair cost maintained for 15 months from completion of repairs
to cover situations where the defect is discovered in the twelfth
month and additional time is necessary to correct it.

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

a. The Replacement Reserve Account shall not be used for the completion of any repairs,
rehabilitation, or construction items (See Appendix 5H, paragraph IV.A).

b. The mortgagor must complete all repairs (see Appendix 5H, paragraph III.E) within twelve
(12) months of endorsement (or such shorter period as HUD and the Lender may specify).

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

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

a. In amounts equal to the scheduled monthly principal payments, to the extent possible; with
b. Any remainder going to the Reserve for Replacements Fund.

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

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

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

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

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

e. Funds for these repairs must not be commingled with the Section 223(f) escrow.
E. Owner-Proposed Repairs and/or Improvements.

All owner-proposed repairs and/or improvements are considered Non-Critical Repairs. See
Appendix 5H.

Section 223(f) - HUD Procedures - Firm Stage

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

B. The HUD architectural analyst will:

1. Examine the following documents:
a. The Project Capital Needs Assessment and Replacement Reserve Escrow (PCNA) Report;
b. Lender’s review of PCNA Report;
c. AJE portion of completed Form HUD-92264;
d. Mortgagor’s Exhibits.

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

C. HUD architectural analyst will issue a written report (Appendix 5L) containing recommendations
and forward a copy to the HUD Team Leader.
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CHAPTER 6

SUMMARY OF MAJOR CHANGES IN CHAPTER 6 OF THE MAP GUIDE
Cost Analysis

This Memorandum is intended to help reviewers understand which major issues have been
addressed in the revision. This Memo will not be published as part of the Guide.

The MAP Guide was originally published May 2000 and updated May 15, 2002, and is
available online through the multifamily internet site:
http://www.hud.gov/offices/hsg/hsgmulti.cfm

The originally published MAP Guide is a compilation of existing HUD M/F processing
Handbooks (4425.2 Rev. 2, Basic Underwriting; 4435.01 Construction & Servicing before Final
Endorsement, 4445.1 Underwriting-Technical Direction for Project Mortgage Insurance, 4450.1
Rev.1 Cost Estimation for Project Mortgage Insurance, 4460.1 Rev.1 Architectural Analysis
and Inspections for Project Mortgage Insurance, 4470.1 Rev 2 Mortgage Credit Analysis for
Project Mortgage Insurance, 4470.2 Rev. 1 Cost Certification Guide for Mortgagors and
Contractors of HUD-insured and Section 202/811 Multifamily Projects) Mortgagee Letters and
HUD Notices issued prior to 2000.

The revised MAP Guide before you for review is an extension of the previously published
version that has been updated through the issuance of Frequently Asked Questions, published on
the multifamily internet site http:/www.hud.gov/offices/hsg/hsgmulti.cfm through May 2007;
Program changes either through Housing Notices and/or Mortgagee Letters from April 2002
through April 2010; and the Housing Economic Recovery Act (HERA) 2008.

Specific Chapter 6 specific revisions in the new release:

- Section 6.2 - Section 231 was added.

- Section 6.3.C — Section modified to eliminate site not attributable (SNA) for dwelling use
from the calculation maximum mortgage amount under Criteria 4 per family unit limits. SNA
was used to account for the land value associated with cost not attributable items. The land
value was always thought to have been included within Criteria 4. However the statute does
not state that the value of land is included.

- Sections 6.12 — 6.13 - References to Section 232 deleted, as this program has been transferred
to Office of Insured Health Care.


http://www.hud.gov/offices/hsg/hsgmulti.cfm
http://www.hud.gov/offices/hsg/hsgmulti.cfm

Chapter 6

Cost Processing

6.1 Qualifications, Responsibilities, and Approval of the
Lender’s Cost Estimator

A. Qualifications of Lender’s Cost Estimator - The Lender shall hire a qualified construction cost
estimator with experience in multifamily cost estimating. The estimator must be knowledgeable
and experienced with local building standards and construction costs for the type of project
proposed. A cost estimator may also serve as the architectural analyst if the qualifications are met.

B. Responsibilities of Lender’s Cost Estimator - The cost estimator shall provide an independent cost
analysis for the proposed project. This estimate is not limited to any one specific method.
However, the method chosen must be one recognized by the construction industry. This detailed
cost estimate must conform to HUD's line item format as shown on Form HUD-2328, Contractor's
and/or Mortgagor's Cost Breakdown.

HUD Approval of the Lender’s Cost Estimator - The Department reserves the right to examine the
credentials of all cost estimators hired by the Lender, and to reject any and all individuals that it
considers unqualified.

Section 221(d), Section 220, and Section 231
Lender Responsibilities and Deliverables

A. Responsibilities

A complete construction cost analysis must be submitted with the Firm Commitment application.
The Cost Analyst’s responsibilities are:

1. Preparation of detailed project cost estimate.
2. Completing Cost portions of Form HUD-92264, Project Income Analysis and Appraisal.

3. Reviewing and approving or disapproving the Contractor's and/or Mortgagor's Cost
Breakdown, Form HUD-2328.

4. Preparation of Form HUD-92329, Property Insurance Schedule. Note that Form FHA-2447,
Property Insurance Requirements, will be prepared by HUD and provided to the Lender at
closing. (See MAP Forms Book.)

5. Reviewing and approving or disapproving requests for prior approval of identity of interest
subcontractors.
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6. Estimate costs of Replacement Reserve items (for substantial rehabilitation). Note that there is
no initial Replacement Reserve for complete (gut) rehabilitation. See Chapter 7 for
instructions.

7. Providing advice and assistance on cost matters to mortgagors, consultants, contractors, and
others.

B. Deliverables
1. Firm Stage - Cost Estimate Package:

d.

Detailed Cost Estimate. To be reported on Form HUD-92326:

(1) Detailed structure(s) and land improvement cost estimates, for
new construction and substantial rehabilitation, and costs of
unusual site development.

(2) Contractor's General Requirements, General Overhead and Profit,
and Architect’s Design and Supervision fees.

(3) Bond Premium and Mortgagor’s and Contractor’s Other Fees.
(4) Onsite Demolition costs.
(5) Off-site improvement costs.

(6) Project's Cost Not Attributable (CNA) to dwelling use.

b. Preparation of Cost portions of Form HUD-92264, Project Income Analysis and Appraisal,

e.

signed by Lender’s cost analyst under “Cost Processor.”

Preparation of Form HUD-92329, Property Insurance Schedule. Note that Form FHA-
2447, Property Insurance Requirements, will be prepared by HUD and provided to the
Lender at closing. (See MAP Forms Book).

Review the Contractor’s and/or Mortgagor’s Cost Breakdown:
(1) Submit Form HUD-2328, Contractor’s and/or Mortgagor’s Cost Breakdown.

(2) Review of Form HUD-2328, Contractor's and/or Mortgagor's Cost Breakdown, and
recommendation for approval or disapproval. Review must include a trade line item
comparison of Form HUD-2328 and the estimator’s cost estimate (Form HUD-92326),
which is to be provided on Form HUD-92331.

(3) Signatures. The Lender’s cost analyst must sign and date Form HUD-2328 in the
FHA: Processing Analyst box. The Lender’s Underwriter must sign and date Form
HUD-2328 in the FHA: (Chief, Cost Branch or Cost Analyst) box. The FHA (Chief
Underwriter) line will be endorsed by both the HUD cost reviewer and the HUD Team
Leader.

For substantial rehabilitation (in addition to the above):
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(1)Joint work write-up;
(2)Replacement Reserve estimate (See Chapter 7);

2. Identity of Interest and 50-75 Percent Rule Disclosure. (See Chapter 13, Section 13.15 for 50-
75 Percent Rule instructions.)

a. Identification of any identity of interest relationship(s) between or among:
(1) Mortgagor,
(2) Mortgagor’s Architect,
(3) General contractor,
(4) Subcontractor(s),
(5) Material supplier(s),
(6) Equipment lessor(s),

(7) Manufacturer(s) of industrialized housing.

b. Identification of any subcontractor(s) that violate the 50/75 Percent Rule by analysis of
Form HUD-2328.

_ The Lender’s Cost Estimate

PURPOSE. The replacement cost estimate is one of the criteria used to determine the mortgage amount
to be insured. It consists of estimates of the new construction and/or substantial rehabilitation costs of all
proposed improvements to the property.

A. Method of Estimation. The method should be similar to that used by general contractors. Data
should be organized by trade division using the Construction Specification Index (CSI) Format,
and adjusted to reflect cost differences due to time, location and price fluctuations. The cost
estimate may be prepared using a quantity survey takeoff or a square-foot and per-unit cost
approach using established data and making adjustments.

B. Data. The data source used to prepare the cost estimate must be documented. Acceptable cost
data may come from completed comparable projects, benchmark amounts taken from actual
project costs, and published data from construction cost data publishers.

C. Detailed Cost Estimates. Use detailed plans and specifications supplied by Lender’s architectural
analyst as indicated in Chapter 5, Section 5.5 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 estimated construction start date. Davis-Bacon labor wage rates must be
used. (Current Davis-Bacon wage rates will be supplied by HUD. See Chapter 5, Section 5.4).
The cost estimate is tabulated on Form HUD-92326, and totals are reported in Sections G, M, and
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O of Form HUD-92264. (See MAP Forms Book for all HUD forms). The cost estimate consists
of the following items:

1. Structures and Land Improvements include:

a.

C.

Dwelling structures. Costs of all residential buildings including footings and foundations.
Costs must be organized in the Construction Specification Index (CSI) trade item format.
Report trade costs in Divisions 3 through 16 on Form HUD-92326.

Garages include all covered parking, from individual carports to complete parking
structures. Include free-standing garage structures with other accessory buildings on the
Accessory Structures line on Form HUD-92326. On Form HUD-92264, garages are
reported separately on Line G.39.

Exception: Where a garage structure serves as a base for the dwelling
structure (common practice in high-rise reinforced-concrete apartment
buildings), include the garage trades with the Dwelling Structure trade
items; do not report separately on either Form HUD-92326 or HUD-
92264.

Accessory buildings. Include costs on the Accessory Structures line on
Form HUD-92326 and on Line G.38 of Form HUD-92264.

Exception: Where accessory uses are not placed in a separate building
but rather occupy space within the residential structure(s), include the
spaces within the Dwelling Structure trade items; do not report
separately on either Form HUD-92326 or HUD-92264.

(1) Community structures include non-residential uses intended for all
project residents but not open to nonresidents. These include
clubhouses, meeting halls, exercise rooms, etc.

(2) Commercial structures include non-residential, commercial uses
that derive their income from both project residents and the
general public.

Onsite land improvements make up the following trade line items on Form HUD-92326:
Earthwork, Site Utilities, Roads and Walks, Site Improvements, Lawns and Planting, and
Unusual Site Conditions.

(1) Unusual land improvements are items not typical to most
construction in the locality such as, excessive excavation, rock
excavation, cuts and fills, special foundations, high water table,
problem soils, etc. These items are taken from the Unusual Site
Conditions trade line item on Form HUD-92326, and are reported
separately on Line G.36a of Form HUD-92264. A cost analyst
works with the appraiser to determine existence of condition.

(2) Other land improvements are the typical site-work items
(Earthwork, Site Utilities, Roads and Walks, site Improvements,
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Lawns and Plantings) taken from the Land Improvement trade line
items on Form HUD-92326, and are reported on Line G.36b of
Form HUD-92264.

e. Offsite extensions of roads, walks, and utilities immediately adjacent to project boundaries.
See Section 6.3 C.2.b. (2) below for more details.

2. Supplemental Cost Estimates include:

a. Demolition. This is onsite work to remove existing structure, footings, foundations, and
utilities to prepare the site for new construction.

(1)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.

(2)Report on Form HUD-92326, under “demolition,” and Form HUD-
92264, Section O. Appraiser will report Demolition costs in Section
J of Form HUD-92264.

(3) Demolition should not be included in the construction contract.

(4) Outside demolition does not include interior demolition within
existing structures undergoing substantial rehabilitation. See
Section 6.6.B.1.b. (1)(a).

b. Offsite work that is not immediately adjacent to project boundaries.

(1) Include utilities, walks, curbs, gutters, streets, drainage structures,
landscaping, etc., that extend away from the project site. These
improvements are not included in the construction contract.
Report on Form HUD-92326 and Section M of Form HUD-92264.

(2) Do not include short offsite extensions of onsite utilities, walks,
curbs and drainage structures that connect with those
immediately adjacent to the project site. These short extensions,
and improvements such as sidewalks and curbs adjacent to the
property lines, should be considered onsite improvements and
included in the construction contract.

3. Cost Not Attributable to Dwelling Use (CNA) consists of certain project amenities and uses
other than dwelling uses. CNA 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. Include
these costs within the estimate of total structures and land improvements; also itemize the costs
and report separately in Form HUD-92326 and Section M of Form HUD-92264.

a. CNA for new construction.

(1) For new construction projects, CNA is calculated as a percentage.
The CNA percentage consists of the ratio of the cost of the non-
attributable spaces and facilities (abbreviated “B”) to the total
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cost of land improvements and structures (abbreviated “A”),
known as the B over A ratio, or simply B over A.

(2) B over A Ratio. Costs are generally based on gross floor area of

the building, area of exterior site improvements, and/or lump
sums.

(a) To calculate “B” costs:

1) Prepare a worksheet describing by category each item considered in
CNA, showing the calculation of the cost of each item. Do not
include General Requirements or fees in the calculation.

(ii) Show the basis of measurement and the unit price.

(iii) ~ Summarize the categories and total in Form HUD-92326 and Section
M of Form HUD-92264.

(b) To calculate “A” costs:

1) “A” is the sum of Total Structures and Total Land Improvements,
before General Requirements or fees are added. To calculate “A”,

add the amounts in lines 36¢ and 41 in Section G of Form HUD-
92264.

(c) To calculate B over A:

(i) Divide the “B” costs by the “A” costs. Express as a percentage and
enter in Section M of Form HUD-92264.

(d)For a complete example of calculating CNA, see Appendix 6D.
b. CNA for substantial rehabilitation.

(1) CNA for substantial rehabilitation projects is determined in a different manner from

CNA for new construction. Under this method, CNA rehabilitation work, and “as is”

CNA value, are combined to produce a single dollar amount. For determining
Rehabilitation CNA Fee, see the worksheet in Appendix 6C and the example in
Appendix 6D.

(2) Open-air parking lots and other open air CNA uses in a substantial rehabilitation
project. A procedure has been developed to prevent open-air CNA uses covering
large site areas, such as parking lots, tennis courts, etc., from distorting the amount of
Rehab CNA. See the Rehab CNA worksheet in Appendix 6C and the example in
Appendix 6D.

c. CNA Categories. There are two main CNA categories, Residential and Commercial. Each
is calculated independently of the other and each has a maximum limit of 15 percent,
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resulting in a total CNA of up to 30 percent. (See the Example in Section 6.3.C.3.d
below). Every CNA use must be categorized either as Residential or Commercial, but not
both. Note: that any request to waive these limitations must be documented and justified
in accordance with the provisions of Chapter 11, Section 11.2.

(1)

December 2010

Residential CNA. This consists of non-attributable items solely for
the use of residents of the project. Items to consider as not
attributable to dwelling use are:

(a)

Parking areas and the walks and driveways specifically
leading to them and serving them. Do not include public
roads and streets, or walks and driveways that lead to and
serve the building entrance.

Garages, garage spaces, and covered parking, and the
walks and driveways leading to them, excluding public roads
and streets.

Other improvements include:

)

(i)

(iii)
(iv)

(v)

Community space, such as: multipurpose rooms, game rooms,
lounges, libraries, and hobby or craft rooms, but net including
furniture or movable equipment.

Project administrative and maintenance spaces, such as: offices, repair
shops, employee toilets, and janitor or cleaning closets, but not
including furniture or movable equipment.

Storage facilities not for occupant use.

Recreational facilities, such as: swimming pools, tennis courts,
basketball courts, and tot lots, but_not including furniture or movable
equipment.

Works of art that are fixed in place, such as wall murals or permanent
ornamental fountains.

Special Exterior Land Improvements are features unusual or
in excess of those typical in projects for similar occupancy.

(i)

(ii)

Include such items as patios, sitting areas, and gazebos
for the use of all project occupants. Include fountains
and pools, exterior works of art, unusual trees and
shrubs, and ornamental lighting and fencing.

Do not include typical earthwork, roads and walks leading to and
serving the dwellings, typical lawns and plantings, private balconies
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and patios, utility lines, retaining walls, or security lighting and
fencing.

(2) Commercial CNA

This consists of areas or buildings and improvements intended for
the use of the public as well as project residents. The most
common commercial uses in residential developments are:

(@) Shops,
(b) Offices, and

(c) Public parking.

Include only the basic and permanent structural improvements
typical in vacant commercial space. Do not include equipment,
fixtures, movable partitions, special finishes, etc., for a specific
business.

d. Limitation on CNA

(1) Residential CNA: The B over A ratio for residential CNA should not
exceed 15 percent. This is exclusive of any commercial space in
the project, which will have a separate commercial CNA.

(2)Commercial CNA. Commercial CNA applies to commercial space
such as shops that are in a residential structure, but serve the
general public as well as the residents. This is calculated separately
from residential CNA. The B over A ratio for commercial CNA should
not exceed 15 percent. The Lender’s underwriter should be aware of
the higher risk inherent in commercial space and take special care to
evaluate the commercial market in order to determine the maximum
commercial space that can be included in the project without
imposing undue risk.

Example: A project has residential CNA of 12 percent, and commercial CNA of 7
percent. Each CNA category is within the 15 percent guidelines. Total CNA for the
project is 12 percent residential plus 7 percent commercial, equaling 19 percent.

(3) CNA Limits for Substantial Rehabilitation projects: Regardless of the method of
determining Rehab CNA, there is a CNA ceiling for sub rehabilitation.

Use the B over A ratio to determine the CNA ceiling for sub rehabilitation, the same as
for new construction. Even though B over A is not to be used for actual dollar amounts
for sub rehabilitation projects, it is a legitimate tool for determining a CNA ceiling for
sub rehabilitation. Use 15 percent as the ceiling for residential CNA rehabilitation
work and another 15 percent as the ceiling for commercial CNA rehabilitation work.

Note that, in a sub rehabilitation project, the cost (“B”) of the non-attributable
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rehabilitation work does mnet include the “as-is” value of the existing CNA use. The
cost (“A”) of the total rehabilitation work includes all structures rehab work and land
improvement rehabilitation work, but net any “as-is” value.

When a project contains both residential and commercial CNA, and both residential and commercial
CNA are determined to be acceptable using the above B over A tests, the residential and commercial
CNA may be combined in a single Rehab CNA procedure. See the example in Appendix 6D.

e. Items not to be included in CNA:

(1) Dwelling units. No portion of any dwelling unit, or any balcony or patio
solely for the private use of the resident of the individual dwelling unit,
is to be included in CNA.

(2) Utility rooms. Do not include utility rooms or portions of basements
devoted to utilities such as boilers or furnaces, hot water heaters,
water and sewer mains, gas mains, or electrical panels or closets.

(3)Circulation elements. Do not include entrances, lobbies, halls,
corridors, stairs, and elevators used by the occupants to enter and
leave dwelling units. Do not include roads and walks that lead to and
serve the dwellings.

(4) Prorating of circulation elements. A prorating of circulation elements
between dwelling use and any category in CNA is not permitted.

(5)Movable items that are not part of the real estate, such as:

(a)Movable equipment such as desks, furniture, computers and
television sets.

(b)Easel paintings and movable sculptures.
(c) Movable gymnasium equipment.

(6) For commercial CNA, do not include equipment, fixtures, movable
partitions, special finishes, etc., for a specific business.

4. Allowances and Fees are reported on Forms HUD-92326 and HUD-92264 as
lump sum dollar amounts. Depending upon data, they may be calculated
either as lump sums, or as percentages of subtotals which are converted to
dollar amounts.

a. General Requirements (Job Overhead). Covers project specific overhead
expenses. Calculate as a percentage of the sum of Total Land
Improvements and Total Structures. The percentage amount is
determined by the nature, difficulty, size of the project, and the
characteristics of the neighborhood.

(1) Include:
(@) Supervision and job-site engineering;
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(b) On-site job office expenses directly related to the project
including clerical wages;

(c) 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;

(9) Cleanup and disposal of construction debris;
(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 (only if paid for by General Contractor).

Builders Risk Insurance is separate from any theft and
vandalism insurance policy taken out by the general
contractor. While Builders Risk Insurance may be taken out
either by the general contractor or the Mortgagor, it is
common industry practice for the contractor to take out the
policy, with the contractor named as Insured, and the
Mortgagor named as “Other Insured.” Regardless of which
party pays for the policy, the Mortgagor must always be
named as an Insured party, as per Builder’'s Risk Insurance
requirements in FHA Form 2447, Property Insurance
Requirements. If the contractor pays for the policy, the
premium belongs in the construction contract under General
Requirements. However, if the Mortgagor pays for the
policy, the insurance premium belongs under Insurance on
Line G-55, Insurance, of Form HUD-92264.

Do not include salaries of owners, partners, or officers of the
general contracting firm when they visit the site. This is included
in General Overhead. The only exception would be actual work
done on the job by these individuals in a trade capacity, as
laborers or supervisors.
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b. General Overhead. Covers contractor’'s head office and general business

expenses. Amount is fixed at 2 percent of the sum of Total Land
Improvements, Total Structures, and General Requirements.

Builder’'s Profit. Calculate as a percentage of the sum of Total Land
Improvements, Total Structures, and General Requirements.
Percentage amount is determined by the nature and location of the
project.

(1) BSPRA. Builder’'s and Sponsor’s Profit and Risk Allowance (BSPRA)
applies to projects where there is an identity of interest between
the mortgagor and the general contractor. BSPRA is limited to
Section 220 and Section 221(d) (4) projects with such an identity
of interest. The appraiser calculates the BSPRA amount and
enters it on line G 68 of Form HUD-92264. Where BSPRA applies,
do the following:

(a) Calculate an equivalent builder’'s profit and an equivalent
subtotal.

(b)  On the Builder’s Profit line of Form HUD-92326 and on Line
G 44 of Form HUD-92264, enter the word “BSPRA”. The
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).

Architect’s Fees. Source is Owner-Architect Agreement, AIA Form B-108, to be provided
to Lender’s estimator. In the event of multiple prime contracts (e.g. engineers), total in
line G 45 of HUD-92264 and itemize in Section O, Remarks. Estimator should copy the
fee amounts, unaltered, to the cost estimate. Estimator should document architect’s fees
and compare with existing fee data to determine reasonableness. Estimator should inform
the Lender if fees are significantly different from the data range, but the fees should not be
altered on the cost estimate without a prior meeting between the Lender, Lender’s
estimator, mortgagor, and project Architect. Fees should be documented as a percentage of
the sum of Total Land Improvements, Total Structures, General Requirements, General
Overhead, and Builder’s Profit (equivalent Profit in BSPRA cases).

The Architectural Design Fee covers preparation of all construction
documents (working drawings and specifications) up to start of
construction. (Usually 75 to 80 percent of total) And, the Architectural
Supervision fee covers, covers the Architect’s construction inspections,
reports, and preparation of change order requests. (Usually 20 to 25
percent of total).
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e. Bond Premium covers Performance Bond, used to ensure completion of construction in
event of a default by the general contractor. Bonding company determines applicable rate
by the nature and location of the project and the contractor’s history.

f. Other Fees are costs of various required items and services. They can vary greatly from
community to community. They can be paid either by the mortgagor or the general
contractor. The mortgagor may submit an itemized list with costs as an aid to the cost
estimator. The Other Fees can include:

(1) Site and topographic surveys,

(2) Subsurface exploration (test borings),

(3) Soil tests, concrete tests, and other construction testing.
(4) Fees for utility taps and connections.

(5) Building permits and licenses.

(6) General Contractor’s cost certification audit fee (if required).

NOTE: The mortgagor’s cost certification audit fee is not to be included in Other Fees
since it is recorded separately on Line G. 66 of Form HUD-92264.

5. Construction Time. Measured in months. Varies depending upon size, complexity, location,
and type of construction. Estimate construction time through examination of data. When
documenting, it is recommended to establish graphs for each project type and structural
system. Graphs should indicate the number of dwelling units and number of months to
construct. Report construction time on Line G. 52 of Form HUD-92264.

D. Property Insurance Schedule and Requirements

1. The Property Insurance Schedule (Form HUD-92329) documents the 100 Percent Insurable
Value of the project structure(s). See MAP Forms Book for HUD-92329 preparation
instructions.

2. Property Insurance Requirements (Form FHA-2447) accompanies the Property Insurance
Schedule. It is prepared by HUD and provided to the Lender at closing. It serves as an official
advisory to the Lender of the Requirements of the Federal Housing Commissioner of the types
of Property Insurance necessary to be maintained upon the property and of the estimate of the
Total 100% Insurable Value of the property. See MAP Forms Book for an example of Form
FHA-2447.

_ Project Processing — Pre-Application Stage

Performed by HUD. See Section 6.7 below.
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_ Lender’s Project Processing — Firm Stage

At this stage, the Lender’s cost estimator will prepare a detailed cost estimate and all required reports and
recommendations indicated below:

A. Forms to Use
1. Form HUD-92326. Used for preparation of detailed construction cost estimate.

2. Form HUD-92331-B. Used to make detailed comparison of trade line items between Estimators’
cost estimate (HUD-92326) and Contractor’s trade payment breakdown (HUD-2328).

3. Form HUD-92329. Property Insurance Schedule, used to determine the Maximum Insurable
Value for all project structures. Note that Form FHA-2447, Property Insurance Requirements,
will be prepared by HUD and provided to the Lender at closing.

4. Form HUD-92264. Project Income Analysis and Appraisal.

a. Section G. Estimated Replacement Cost, Line 36a through 52, used to summarize Total
Structures, Land Improvements, General Requirements, and Fees from Form HUD-92326.
Also records Estimated Construction Time.

b. Section M. Used to summarize Cost Not Attributable to Dwelling Use (lines 10 through
15), and Offsite Requirements (lines 16 and 17).

c. Section O, Remarks. Used to explain Unusual Land Improvements, Other Fees,
itemization of professional fees (e.g. engineers), overall difference between Lender's and
mortgagor's cost estimates, and other cost items.

B. Prepare detailed cost estimate on Form HUD-92326 using instructions in Section 6.3. Sign form
on the “Estimate Prepared by” line and certify. See standard certification in Chapter 11, Section
11.2. The Lender’s architectural analyst will supply detailed plans and specifications as indicated
in Chapter 5, Section 5.5.

C. Resolve differences in Lender’s and contractor’s construction cost estimates.

Before the Firm application can be submitted for HUD review, there must be a general agreement
between the construction cost estimates prepared by the general contractor and the Lender’s cost
estimator. The Lender’s cost estimator is responsible for resolving major differences between the
two estimates. When the two estimates generally agree, the Lender may use the contractor's cost
figures as shown on Form HUD-2328 as its cost estimate. The Lender’s cost estimator will use
the following review procedure:

1. Prepare trade line item comparison of Lender’s and contractor’s cost estimates using Form
HUD-92331-B.

a. Enter costs from Form HUD-92326 and HUD-2328. For multiple-structure type projects, a
separate HUD-2328 must be submitted for each structure type, and a master HUD-2328 for
the entire project.

b. 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)
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should have a smaller range difference than minor trades (e.g. sheet metal). The estimator
should judge the variations based on established data.

Front-end Loading: The estimator should be alert for a pattern of front-end
loading in trade items, where the contractor inflates the first few trade item
costs in order to secure more mortgage proceeds early on in construction.
Such a pattern may indicate inadequate working capital or risky business
practices on the contractor’s part. Front-end loading can jeopardize the
construction of the project, especially since the contractor must under-
estimate later trades in order to balance out the bottom line of the
estimate, making these later trades especially vulnerable to shoddy work
practices and even outright default.

3. Meet with contractor to discuss and resolve all questionable trade line item differences.
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.

b. When dealing with suspected front-end loading, require rigorous documentation of early
trade items that are higher than normal.

c. If differences cannot be resolved, do not accept costs in Form HUD-2328.
(1) Use estimator’s cost estimate as Lender’s cost estimate.

(2) Inform the Lender’s underwriter that the contractor’'s HUD-2328 is
unacceptable.

(3) Advise the Lender’s underwriter to meet with the mortgagor and
the contractor for further attempts at resolution.

D. Prepare cost portions of Form HUD-92264, using instructions in Section 6.3. Sign form in the
“Cost Processor” box and certify. See standard certification in Chapter 11, Section 11.2.

E. Property insurance schedule, Form HUD-92329, provides a guide for the amount of insurance
coverage. Note that Form FHA-2447, Property Insurance Requirements, will be prepared by
HUD and provided to the Lender at closing. (See MAP Forms Book for HUD-92329 preparation
instructions and an example of Form FHA-2447).

1. Prepare form at submission of Firm Commitment package.
2. Estimate 100 percent insurable value for each building.

a. Include cost of structures, foundations and basement, underground utilities within the building
walls, and a proportionate share of allowances and fees, except for Other Fees.

b. Do not include the cost of land improvements, onsite demolition, or offsite work.

Include the cost of major mechanical equipment, such as boilers serving the entire project,
in the cost of the building where the mechanical equipment is located.
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Chapter 6 Cost Processing

F. Prior approval of identity of interest subcontractors’ amount including overhead and profit.

1.

Identity of Interest is a relationship that exists giving the mortgagor 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).

Requirements. When subcontractors, material suppliers, or equipment lessors have an identity of
interest with a mortgagor or general contractor, the lender must approve the subcontract amounts,
including specific amounts for subcontractor general overhead and profit.

Timing. 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) goes to the Lender’s cost
estimator, whose recommendations must cover:

a. Acceptability of the documents.

b. Reasonableness of guaranteed maximum prices for the subcontract work.

c. Appropriateness of general overhead and profit dollar amounts.

Mandatory Conditions for Approval. Note that the burden of proof is on the subcontractor.
a. Subcontracts:

(1) There must be a separate one for each trade.
(2) Subcontract must clearly identify scope of work.

(3) Be on a cost plus fixed fee basis:
(a) Guaranteed maximum dollar amount for work.
(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.

NOTE: 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.
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d. Subcontractor entity.

(1) The firm must operate and have documented experience as a
subcontractor for the specific field covered in the subcontract.

(2) Must control labor, materials, and equipment typical for the trade.

(3) Must do significant business in its specific field with mortgagors
and general contractors having no identity of interest.

6. If total of all identity of interest subcontracts, purchases and leases is less than ¥4 of 1 percent of the
mortgage amount, the requirements for each identity of interest subcontractor to cost certify may
be waived by the Hub Director upon notification by the Lender.

7. Prepare letter of approval or disapproval to the mortgagor or general contractor. 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.

_ Lender’s Processing — Substantial Rehabilitation

A. General. In developing the cost estimate for substantial rehabilitation, follow the instructions of
other sections of this chapter, except as modified by the following:

B. Firm Stage:

1. Rehabilitation cost estimate:

a. Mortgagor’s Cost Exhibits. Detailed plans, specifications, and scope of rehabilitation work
supplied by Lender's architectural analyst as indicated in Chapter 5, Sections 5.5 and 5.14,
and general contractor’s Form HUD-2328.

b. Lender’s cost estimator will do the following:

(1)Using the construction drawings and specifications, the scope of work
indicated in the joint work write-up and applicable data (all supplied
by the Lender’'s architectural analyst), the Lender’'s cost estimator
will prepare a detailed cost estimate. Estimate must include quantities and unit
costs for all items described in the joint work write-up. Include the following items
that are specific to substantial rehabilitation:

(a) 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 amount in Special Construction trade line in Form

December 2010



Chapter 6 Cost Processing

HUD-92326. If individual trades include removal (e.g. remove and replace
cabinets), removal costs may be included in the trade line item.

(b) Onsite demolition is not part of the Construction Contract and should be estimated
and recorded in the same way as for new construction. See Section 6.3.

(c) 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 responsibility inherent in
rehabilitation and consider the location of the project. Recommend that the cost
estimator keep separate data for this item.

(d) 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.

(e) 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 the Appendix 6C. The cost analyst completes
steps 1, 2, and 3, steps 4 through 8 are completed by the appraiser.

(f) 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
percent, depending on the condition of the project, extent of rehabilitation, and
experience and financial capacity of the mortgagor and contractor. Enter
amount on line G.71 and in Section O of form HUD-92264. 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, or

b. reducing the mortgage balance.

If excess funds from contingency are used for betterments, those additional
improvements will not be considered as the basis for a request for an increased
mortgage amount.

2. Annual Deposit to Replacement Reserve. Because the rehabilitation work will result in a
structure which will require no complete replacement of doors, windows, roofs, cabinets, or
mechanical/conveyance systems for at least five years (see Chapter 5, Section 5.17), there is
no initial deposit to the Reserve for Replacements for substantial rehabilitation. The cost
analyst will work with the appraiser to determine the Annual Deposit to the Reserve for
Replacement (ADRR). Monthly deposits to the Reserve for Replacement commence in
accordance with the FHA Commitment. Calculations for the ADRR must be reviewed and
appropriately revised every 10 years.

HUD Procedures for Pre-Application Stage
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A. New Construction. No detailed cost estimate is done at this stage. Cost estimation is limited to a
review of the bottom line amount for Main Buildings on the mortgagor’s application, Form HUD-
92013. HUD cost estimator will perform the review as follows:

1. The Lender will submit the Architect’s sketch plans for the project at this stage.

2. Using the sketches, the cost analyst will determine the structure type and calculate the
project’s gross floor area.

3. Using construction cost data the cost analyst will calculate an estimated Total Structures cost
for the project’s structure type and gross floor area.

4. The cost analyst:

a. Will compare the estimated Total Structures cost with the mortgagor’s amount for Main
Buildings on Line 4 of Section G of Form HUD-92013, and will calculate a percentage
difference between the two amounts;

b. Will examine Total Land Improvements, General Requirements, Builder’s Profit,
Architectural Fees, Bond Premium, and Other Fees for reasonableness in comparison with
established data.

c. If the percentage difference is acceptable, accept the mortgagor’s cost.

If the percentage difference is in a questionable range, attempt to reconcile the percentage
difference with the mortgagor to bring the mortgagor’s figure into an acceptable range, or

e. If the percentage difference is un-reconcilable, indicate in the review report that the project
is infeasible.

f. Prepare a review report (Appendix 6A.1) containing cost findings and submit to Team
Leader.

B. Substantial rehabilitation.

1. Mortgagor’s Cost Exhibits: Sketch plans and basic work write-up for rehabilitation work
supplied by mortgagor’s Architect as indicated in Chapter 5, Section 5.16, and mortgagor’s
summary cost estimate for proposed rehabilitation. Note that a bottom line estimate is only
acceptable for complete (gut) rehabilitation at this stage. For projects involving partial
rehabilitation, the mortgagor’s Architect must provide enough detail in the basic work write-up
to establish a clear scope of work. The extent of rehabilitation work should be expressed in
percentages. (Example: Remove and replace 20 percent of subfloor, 50 percent of kitchen
cabinets, 25 percent of sinks and bathtubs, etc.). An itemized trade line item cost estimate is
not required at this stage, but major trade groups, such as trowel trades (concrete, masonry),
hammer trades (carpentry, drywall, insulation), and mechanical trades (plumbing, heating,
electrical) should be separated.

2. HUD summary cost estimate of rehabilitation work: The cost estimator will do the following:
a. Review the Lender’s exhibits.
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b. Using available cost data develop a summary cost estimate of rehabilitation work. The
estimate will summarize rehabilitation costs for all main buildings, land improvement
costs, and allowances and fees.

c. Compare the HUD and mortgagor’s cost estimates and report significant differences.
Discuss differences with Lender in order to resolve.
Prepare report (Appendix 6A.1) with recommendations:

(1) If significant differences are resolved, accept
the Lender’s cost.

(2) If the differences are un-reconcilable, advise the Team Leader that the project
is infeasible.

_ HUD Procedures for Firm Stage

A. Lender will submit;

1. Lender’s completed cost package including the detailed cost estimate and the property insurance
schedule.

2. Mortgagor’s cost document package consisting of completed contractor’s cost breakdown on
form HUD-2328, detailed plans and book specifications. For substantial rehabilitation,
include useful life estimate of replacement reserve components (if applicable).

B. The HUD cost analyst will examine the Lender’s cost estimate, the underwriting summary and the cost
exhibits. The HUD analyst will review the quality of the Lender’s estimate and the transaction itself.
The HUD analyst will not reprocess the case. However, if the HUD analyst determines that certain
underwriting conclusions are not supportable and affect HUD’s risk, the analyst may recommend that
the Lender modify the application or recommend a rejection. The Team Leader will approve, reject or
modify the recommendation of the HUD cost analyst.

C. HUD cost analyst will review the lender and mortgagor packages and will recommend -either
acceptance or rejection of the cost portion of the firm submission. Architectural exhibits, including
construction documents, will be used as backup. HUD cost recommendations will be based on:

1. Comparison of Lender’s estimate and contractor’s HUD-2328 cost breakdown with HUD cost
data. Comparison will include:

a. Bottom line figures for total structures and land improvements and figures for allowances
and fees;

b. Cost Not Attributable;

Examination of lender-contractor variance report prepared by Lender’s cost estimator,
indicating resolution of cost differences.

2. Examination of identity of interest relationships and applications for identity of interest
subcontractor overhead and profit.
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3. Property insurance schedule.

D. HUD cost analyst will issue a written report (Format in Appendix 6A.2) containing
recommendations and forward a copy to the HUD team leader.

E. Signatures. The Lender’s cost analyst must sign and date Form HUD-2328 in the FHA:
Processing Analyst box. The Lender’s Underwriter must sign and date Form HUD-2328 in the
FHA: (Chief, Cost Branch or Cost Analyst) box. The FHA (Chief Underwriter) line will be
endorsed by both the HUD cost reviewer and the HUD Team Leader.

Section 223(f) - Lender Responsibilities and
Deliverables

A. Responsibilities

1. The Lender prepares the Project Capital Needs Assessment (PCNA) and Replacement Reserve
Escrow in accordance with Appendix 5M. The Lender’s responsibilities are to:

a. Prepare a Physical Inspection Report (PIR) containing an estimated cost, adjusted for
inflation, to complete the projects:

(1) Immediate repair needs; and

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

b. Prepare a Statement of Resources and Needs which:
(1) Identifies:

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

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

(2) Recommends:
(a) The amount of:
(1) The initial deposit to the replacement reserve, if any;
(ii) The monthly deposit to the replacement reserve

2. The Lender's cost analyst's responsibilities are to:
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a. Perform an independent review of repair costs contained in the PCNA. The Lender must

conduct an independent cost review of the PCNA report. Neither the individual who
inspected the property and prepared the PCNA (the Needs Assessor — see Appendix 5M),
nor the firm that employed the Needs Assessor, is eligible to review the costs in the PCNA
report. The Lender must use an independent third party to review the PCNA report.

Complete the cost portions of Form HUD-92264, Project Income Analysis and Appraisal,
regarding “as new” replacement cost. *

*NOTE: The Lender’s appraiser works with the cost analyst to determine the “as new”
replacement cost estimate and will enter the figures in Section G, lines G.36 through G.50
of Form HUD-92264.

Prepare Form HUD-92329, Property Insurance Schedule. Note that Form FHA-2447,
Property Insurance Requirements, will be prepared by HUD and provided to the Lender at
closing. (See MAP Forms Book).

B. Deliverables at Firm Stage

1. Project Capital Needs Assessment containing estimates of critical and non-critical repair costs
and the initial and monthly deposits to the replacement reserve.

6.9.1

NOTE: The Lender’s appraiser works with the cost analyst to determine the “as new”
replacement cost estimate and will enter the figures in Section G, lines G.36 through G.50 of
Form HUD-92264.

Independent Lender review of repair costs in PCNA.

Preparation of Form HUD-92329, Property Insurance Schedule. Note that Form FHA-2447,
Property Insurance Requirements, will be prepared by HUD and provided to the Lender at
closing. (See MAP Forms Book).

Lender Project Processing — Firm Stage

The Lender’s cost estimator will prepare all required reports and recommendations indicated below:

A. Forms to Use
Form HUD-92264

1.

d.

Section G, Estimated Replacement Cost, Lines 36 through 50. Replacement cost figures
are determined by the Lender's cost analyst and appraiser and entered by the Lender’s
appraiser.

Section O, Remarks. When Lender review of PCNA is complete, the Lender’s cost analyst
will record totals for Project Repair costs and Initial Deposit to Replacement Reserve taken
from PCNA.

December 2010



Chapter 6 Cost Processing

2.

Form HUD-92329, Property Insurance Schedule, used to determine the Maximum Insurable
Value for all project structure based on Lender’s appraiser’s estimate of value after repairs.

B. There is no Cost Not Attributable for projects insured pursuant to Section 223(f).

C. Property Insurance Schedule, Form HUD-92329, provides a guide for the amount of insurance
coverage. See MAP Forms Book for preparation instructions.

1.
2.

Prepare form at submission of Firm Commitment package.

Using estimate of value after repairs supplied by the Lender’s appraiser, estimate 100 percent
insurable value for each building.

a. Value is of structures only. It does not include land value.
b. Do not include the cost of land improvements, onsite demolition, or offsite work.

C. Include the cost of major mechanical equipment, such as boilers serving the entire project,
in the cost of the building where the mechanical equipment is located.

_ HUD Procedures for Firm Stage

A. Lender will submit a completed cost package including:

1.

2.
3.
4.

Cost estimates for repairs and Replacement Reserve deposits contained in the PCNA (prepared
by Lender’s Needs Assessor);

Independent Lender cost review of PCNA;
Summary Replacement Cost Estimate;
Property Insurance Schedule.

B. HUD cost analyst will review Lender exhibits and will recommend either acceptance or rejection
of the Cost portion of the Firm submission. HUD cost recommendations will be based on review

of:

1.
2.

Repair estimate based on the PCNA and compared with HUD data.

Lender’s estimate for Initial Deposit to Replacement Reserve contained in the PCNA and
compared with HUD data.

Property Insurance Schedule.

. Any information produced by the Lender’s architectural analyst which may affect cost.

C. HUD Cost Analyst will issue a written report (Format in Appendix 6-A) containing
recommendations and forward a copy to the HUD Team Leader.
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CHAPTER 7
SUMMARY OF MAJOR CHANGES IN CHAPTER 7 OF THE MAP GUIDE
Valuation Analysis & Market Study Requirements

This Memorandum is intended to help reviewers understand which major issues have been
addressed in the revision. This Memo will not be published as part of the Guide.

The MAP Guide was originally published May 2000 and updated May 15, 2002, and is
available online through the multifamily internet site:
http://www.hud.gov/offices/hsg/hsgmulti.cfm.

The revision to Chapter 7 was a major re-write that provides more specific direction. A
description of each section follows:

7.1 Purpose of Valuation Analysis
Self Explanatory - No Changes

7.2 Selection of Appraisers and Market Analysts
Self Explanatory - Requirements were added that the underwriter shall not act
as the appraiser or market analyst, and that in the selection of an appraiser,
there shall be no discrimination on the basis of race, color, national origin,
religion, sex, age, or disability. The lender may assist in the preparation of
appraisal forms.

7.3 Appraiser and Market Analyst Qualifications

Self Explanatory - Additional instructions were added regarding temporary
certifications.
7.4 Market Study Requirements

New Effective Date Requirement - For pre-applications, the effective date of
the study must be within 120 days before the date the pre-application package
is delivered by the Lender to HUD. For Firm Commitments, the effective date
must be within 180 days prior to the issuance, re-issuance or amendment of the
Firm Commitment.

7.5 Guide for Content and Format of a Market Study for General Occupancy
Rental Housing

Was formerly in the Appendix. This is a major re-write and requires careful
review.

7.6 Appraisal Requirements

Self Explanatory - This section is a major re-write that addresses updated
USPAP requirements, acceptable appraisal methodology, estimates of
remaining economic life and requirements regarding the appraiser’s inspection
of the subject. New effective date requirements- similar to Market Study

7.7 Estimated Project Income
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7.8

7.9

7.10

7.11

7.12

7.13

7.14

7.15

7.16

7.17
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Was formerly “Estimated Rental Income.” This section provides guidance on

estimating the rental income as well as other project income. There is also

guidance regarding developments for the elderly by referring to Chapter 3.5.

Operating Expense Estimates

This section provides guidance on estimating operating expenses. Guidance

was added on the selection of expense comparable and confidential data. A

large subsection was added to provide specific instructions on updating

expense estimates. Also, instruction on the calculation of the Replacement for

Reserves was relocated here.

Site Analysis

This section provides instructions on assessing the suitability and marketability

of the project site and determining its value. Guidance was added on site value

for subsidized and/or Low Income Housing Tax Credit (LIHTC) applications.

Pre-Application Stage for Sections 220, 221(d) & 231 (New Construction Only)

Self Explanatory - No major changes except for the addition of Section 231

(new construction only)

Firm Commitment Processing for Section, 220, 221(d) & 231 (New Construction Only)
Self Explanatory - Section 231 (new construction only) was added. There

were also additional details added regarding the completion of the form HUD

92264, specifically on remaining economic life and interest during

construction.

Firm Commitment Processing for Section 223(f)

Self Explanatory — Changes in R for R per HN2010-11 were maade.

Substantial Rehabilitation Processing for Sections 220, 221(d)(3) & 221(d)(4)
Self Explanatory — The instructions on Developer’s Fee from Notice H 96-63
were incorporated into this section along with a discussion on what items are
no longer included in the Estimated Replacement Cost of a Project. There are
also instructions on processing substantial rehab for Section 231

Calculating Operating Deficits

Self Explanatory - No major changes.

Ground Leases

Self Explanatory - No major changes.

Tax Abatement/Exception

Self Explanatory - No major changes, except that we more clearly state that no
value may be attributed to short term tax abatement.

Section 8 and LIHTC Processing

This is a new section that also includes instructions on Income Limits pursuant to
The Housing Economic Recovery Act of 2008 (HERA).



Chapter 7

Valuation Analysis &
Market Study Requirements

Purpose of the Valuation Analysis

A. The Valuation Analysis is completed for the purpose of evaluating the existing or proposed
property as security for a long-term HUD-insured mortgage. Included in this analysis, depending
on program requirements, is an estimation of the market value or investment value of the property
and an analysis of the market need, location, earning capacity, operating expenses, and warranted
cost of the property.

B. 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 property. The objective is to have a properly designed
project in the right location, capable of supporting the loan. Such a project meets the demands of
the rental market at rents that will pay all expenses of operation, debt service, and return to equity
where such return is permitted.

Selection of Appraisers and Market Analysts

The MAP Lender is fully responsible for the selection, approval, and training (if needed) of appraisers and
market analysts who are familiar with HUD reviews and guidelines. Lenders must ensure that each appraiser
and market analyst selected 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. It should be noted that the ability
to complete various HUD forms related to the appraisal, ie. HUD-92264, 92264A,, etc., is not a requirement.
The lender may assist the appraiser in the preparation of these forms. However, the appraiser must sign them
unless he/she is not in agreement with value conclusions contained on the forms.

A. Should the MAP Lender have difficulty finding a Certified General Appraiser, the Appraisal
Subcommittee of the Federal Financial Institutions Examination Council maintains a national
registry of Certified General Appraisers who are authorized, under Federal law, to perform
Appraisals in connection with federally related transactions. The MAP Lender would be able to
review this list on the Internet at http://www.asc.gov. However, inclusion on this list is not an
indication of competency to perform multifamily appraisals.

B. The appraiser or the market analyst may not be affiliated with any individual or institution
involved in the application other than the MAP Lender. Appraisers or market analysts who are on
the Lender’s staff must be independent of the lending, investment, and collection functions of the
Lender. The underwriter shall not act as the appraiser or market analyst.

C. In the selection of an appraiser or market analyst, there shall be no discrimination on the basis of
race, color, national origin, religion, sex, age, or disability.
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D. The Department reserves the right to examine the credentials of all appraisers and market analysts
hired by the Lender, and to reject any and all individuals that it considers unqualified.

Appraiser and Market Analyst Qualifications

A. Each appraiser must meet the following minimum qualification requirements:

1. Be a Certified General Appraiser under the appraiser certification requirements of the 