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2-1.

a.

CHAPTER 2: THE OPERATI NG ASSI STANCE PROCGRAM
SECTION 1. BASI C PROGRAM REQUI REMENTS
OVERVI EW OF THE OPERATI NG ASSI STANCE PROGRAM

This Chapter provides owners and HUD Field Ofices with
the necessary guidance to inplenent the Operating
Assi stance Program (OAP). The programis intended to:

(1) restore or maintain the financial and physica
soundness of privately owned, HUD- assi sted housing
proj ects;

(2) inmprove the on-site nmanagenent of these projects;
and

(3) maintain the | ow and noderate-incone nature of
t hese projects.

The OAP provides funds to:

(1) correct physical deficiencies that have accrued as
a result of prior years' operating deficits,

(2) correct financial deficiencies that have accrued
as a result of prior years' operating deficits;
and

(3) fund the operating deficit that the Field Ofice
estimates the project will incur during the
assi stance year.

The OAP is designed to supplenent and be used in
conjunction with other tools such as bond refunders,
partial paynment of claim work-out agreenents, rental
i ncreases, Section 8 assistance and in rare instances,
nortgage nodi fications. Omers and Field Ofices
shoul d actively pursue renedi es and seek additiona
funds from such sources to achi eve the program s
obj ectives at the | owest possible cost.
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Projects will be considered for funding based upon a
Field Ofice assessnment of project needs and owner
abilities. OAP may be granted if it appears that it
will stabilize project operations and the owner agrees



to inplenent the project inprovenents and nanagenent
procedures HUD recomends.

e. The OAP is not an entitlement program Notifications
of Funding Availability (NOFAs) will be issued in the
Federal Register. The Field Ofice works with owners
to devel op the application and makes recommendati ons to
Headquarters. Headquarters reviews the Field Ofice
submi ssi ons and makes a final determ nation follow ng
project eligibility requirements, selection criteria
and priorities contained in the NOFA. (See Chapter 1
for additional information on the NOFA process.)

2-2. ELIGABLE ACTIVITIES
a. Repai rs and Repl acenents

(1) OAP funds may be used to correct physica
deficiencies that existed when the owner applied
for OAP if they were caused by deferring regularly
schedul ed nmi nt enance and repairs.

(2) Project deficiencies that require capita
i nprovenents are eligible for funding if they are
needed to:

0 meet | ocal building codes or HUD s M ni mnum
Property Standards (see 24 CFR 200, Subpart
S); or

0 mai ntain the project in a decent, safe, and
sanitary condition; or

0 energy efficient neasures due to deferred
mai nt enance.

O her capital inprovenents not eligible for QAP
may be eligible for funding under the Capita
| mprovenent Loan Program (see Chapter 3).
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(3) OAP may NOT be used to:

0 repair or replace itens that have al ready
recei ved HUD-rel ated assi stance (e.g. through
a previous QAP | oan, Housi ng Devel opnent
G ant or Conmunity Devel opment Bl ock Grant)
if they have yet to reach the end of their
economc life.



0 provi de nmaj or new i nprovenents (e.g., adding
a swimmng pool, a laundry room or new
bui | di ngs) .

0 make repairs needed due to the owner's
failure to follow through on commitnents in a
TPA or Wor kout Agreenent.

(4) The Operating Budget devel oped as part of the MO
Pl an shoul d provide sufficient funds to cover
routi ne mai ntenance and any additional repair
needs arising during the assistance year

(5) Wen considering the expense involved in replacing
or repairing itenms, the requirenent that
appl i ances be replaced with energy efficient
appl i ances when repl acenent occurs should be
consi der ed.

b. Repl acement Reserve Defi ci enci es

(1) Reserve accounts nornmally should be repl eni shed
only once during the life of the project, even if
the owner requests a second QAP | oan

(2) Normally, the maxi num anpbunt of QAP that nmay be
approved for replenishing reserves is the
di fference between:

0 the balance in a project's Repl acenent
Reserve Account at the beginning of the OAP
peri od, and

0 the anmpunt that would have been in the
account at the beginning of the CAP if all
mont hly deposits required by the project's
regul atory agreenent had been nmade, and if
wi thdrawal s fromthe reserve had not been
made for "non-repl acenment related itens"”
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The term "non-replacenent related items" is
defined nore extensively defined in Chapter 4,
Handbook 4350.1 , entitled Reserve for Replacenent.

C. Qperating Deficits
(1) During the year in which a project receives QAP,

the funds may be used to reduce nortgage
del i nquenci es and operating accounts payabl e that



exi sted when the assistance was grant ed.

(2) Normally, the maxi num anount of QAP that may be
used to fund operating deficits is the difference
bet ween:

0 the expenses which the Field Ofice estinates
are necessary to operate the project
efficiently; and

0 the revenues that the project can generate
wi thout requiring increases in the nunber of
LMSA units provided to the project to assist
| ow i ncome tenants.

2-3. TERMS OF ASSI STANCE
a. Repaynment Ter ns

(1) OAP loans are provided as contingent/deferred
| oans, with no naturity date. Repaynent is
triggered by key events as outlined in the
Fl exi bl e Subsi dy Resi dual Receipts Note (see
Appendix 7). In general, QAP | oans normally
shoul d be repaid in full when any of the follow ng
events occur:

0 when a TPA is approved by HUD;
0 the termof the nortgage expires

0 the nortgage insurance termnates (for
i nsured projects); or

0 the nortgage is prepaid.
(2) HUD may require that owners use Residual Receipts

to nake paynents on the |oan at the end of each
fiscal year.
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(3) Owners may use non-project funds to nake paynents
on the | oan.

(4) The interest rate will be one percent per annum
whi ch shall not be conpounded, subject to the
ternms contained in the Flexible Subsidy Residua
Recei pts Note.

b. Li mtati ons on Assi stance



(1

(2)

(3)

2-4.

a. For

An owner mmy receive OAP nore than once during the
termof the nortgage. However, OAP may not be
used to repair or replace itenms that have already
received HUD-rel ated assi stance or to fund

depl eted reserves that have al ready been funded
(such as through a previous QAP | oan, Housi ng
Devel opment Grant or Community Devel oprment Bl ock
Grant) unless the repairs have reached the end of
their economc life.

A capital inprovenment may not be financed partly
by QAP and partly by funds fromthe Capita

| mprovenent Loan Program (Cl LP) (Bee Chapter 3
However, an owner nay apply for an QAP loan to
cover deferred liabilities and sinultaneously
apply for a CILP |loan to cover capita

i mprovenents. (only one application is required
in such a case, but it nust include all necessary
docunents for both prograns.)

Activities funded under the QAP program nornally
shoul d be schedul ed for conpletion within a year
However, the contract may be extended due to

unf oreseen circunstances, such as bad weather. |If
additional Operating Assistance is required in
succeedi ng years, the owner may apply for a new
QAP | oan.

CONDI TI ONS OF ASSI STANCE

Profit (PD properties) and Limted Dividend Omer

Contri butions

(1) The owner is expected to contribute a m ni num of
25 percent of the anount needed to render the
project financially sound. This non-recoverable
cash contribution nmust be nmade up of "new cash."”
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(2) Funds that may be considered as "new cash”

contributions include:

0 surpl us cash

0 owner funds (e.g surplus cash) spent to
repair capital itenms during the 24 nonths
before the application if the repair was
unsuccessful and the item nust be replaced;
and

0 non-f ederal sources of funding, such as



grants or loans fromstate or |oca
gover nnent s.

O her possible sources of funding fromstate or

| ocal governments shoul d be pursued aggressively
in order to attain or exceed the required owner
contribution. Loans that are to be repaid from
project incone do not qualify as owner
contribution.

(3) Funds that should not be considered as "new cash"
contributions include:

0 cash taken from project inconeg;

0 previ ous cash advances (unless used for
qualified items within the past 24 nonths);

0 managenent fees;

0 cash fromthe Reserve Fund for Replacenents,

Resi dual Receipts fund and other simlar
funds (e.g. a painting reserve); and

0 an owner's offer to forgo paynment of
di stributions which may be earned in the
future

(4) PDprofit notivated and limted dividend owners
al so nmust agree that any surplus cash and
di stributions generated by project cash flow will
be placed in the Project Residual Receipts
Account. At HUD s discretion, these funds shal
be used first to discharge the Residual Receipts
Note. Owners may nhot take distributions for as
| ong as the Residual Receipts Note renmins
out st andi ng.
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b. Nonprofit Oamner Contributions

(1) The nonprofit owner or sponsor nust make a
contribution toward the total amount needed to
render the project financially sound. |f HUD
determ nes that neither the owner nor the sponsor
has the financial capacity to nmake a cash
contribution, HUD may pernit the nonprofit owner
to contribute to the project in the form of
services (e.g., volunteer labor or materials
donati on) .

(2) No specified mnimumcontribution is required.
Nonprofit owners should contribute as nuch as they
can to the effort in whatever conbination of cash



and services are avail able to them
C. Omer Distributions

(1) During any fiscal year in which a project receives
QAP funds and during the followi ng fiscal year,
owners are not entitled to take any distributions.

(2) Funds that woul d ot herwi se be consi dered surplus
cash will instead be deposited in the residua
recei pts account.

(3) In subsequent years the owner may accrue
di stributions, but may not take any distributions
until the OAP loan is repaid in full. Once the
QAP |loan is paid in full, owners nay pay accrued
distributions from surplus cash
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SECTION 2. OWMER APPLI CATI ON PROCEDURES FOR OPERATI NG ASSI STANCE
2-5. OVERVI EW OF THE APPLI CATI ON PROCESS
a. Owmer and Field O fice Responsibilities:

Omers and Field Ofice staff nust work together to
prepare an application for Operating Assistance to be
submitted to HUD Headquarters. |n general, the owner
is responsible for gathering the required information
and docunentation and determ ning project needs. The
Field Ofice staff are responsible for analyzing the

i nformati on the owner provides and for docunenting the
| egiti macy of the needs the owner outlines. The Field
Ofice staff and the owner then work together to
devel op a workabl e plan to neet the agreed-upon needs
of the project.

b. Key Steps: Steps owners are generally responsible for

(1) Analyzing project managenent, financial and
physi cal defi ci enci es;

(2) Docunenting emergency health and safety itens;
(3) Determning howto address the deficiencies;

(4) Estimating costs and tinme frames required to
address the deficiencies;

(5) Determ ning what fundi ng sources are avail abl e,



including state and | ocal grants and the owner
contribution;

(6) Soliciting resident input;

(7) Gathering required disclosures and ot her
docunent ati on

(8 Drawing up a draft MO and submitting it to the
Field Ofice; and

(9) Working with Field Ofice staff to refine and
finalize the Managenent |nprovenent and Operating
(MO Plan (see Appendi x 8).
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2-6. ANALYZI NG PRQIECT CONDI TI ONS
a. Managenent Defi ci enci es

(1) The owner should exam ne the project's operation
and list all of its managenent deficiencies. This
list can be devel oped i ndependently or nust be
based on Field Ofice Managenent Revi ews of
Mul tifam |y Housing Projects Form HUD 9834 (see

Appendi x 9).

(2) Once this list is assenbled, the owner should
devel op managenent objectives with concrete goals
to correct each deficiency. The owner nust then
use Form HUD-9835-A, M O Section B - Managenent
nj ectives, to record these objectives and to
break them down by quarter.

(3) Owners are also required to provide a narrative to
address each managenent deficiency that can serve
as operating instructions for on-site staff.

These instructions will remain in effect after the
Operating Assistance year unless anended by the
Field Ofice.

o
T

i nanci al Defi ci enci es

(1) The owners shoul d assenbl e informati on about the
past two years of the project's financia
performance. The owner shoul d use these documents
to assess whether high costs or |ow revenues can
be attributed to managenent problens and i nproved.
If so, the owner shoul d devel op plans for
i mproving these functions, and should estinmate



what the savings or added incone for the property
will be. The owner can then project the next
year's operating i ncone and expenses, given
expect ed nanagenent i nprovenents.

(2) The owner nust determ ne what the expected
operating deficit is likely to be during the year
in which the QA loan is given. The owners should
al so project the operating deficits for future
years, and assure that QA will nake the project
vi abl e.
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(3) The owner nust also determine the effect of the

new | oan on long-termoperating costs, and on
rents for |owincome households. Operating

Assi stance is designed to keep projects affordabl e
to | ow and noderate-income households. It is
crucial that the potential for negative effects on
| ower -i ncone househol ds be foreseen and m ni m zed.

c. Physical Deficiencies

(1

(2)

(3)

(4)

The owner nust examine the project's physica
condition and list all of its deficiencies. This
list can be devel oped i ndependently, or can be
based on Field Ofice Physical Inspection Report
Form HUD- 9822 (see Appendi x 10) and the Project
Anal ysi s Wor ksheet Form HUD- 9815 (see Appendi x
11).

Eventual ly, both the Field Ofice and the owner
lists should be in general agreenment on the
project's physical deficiencies. Al physica
deficiencies nmust be addressed and any deficiency
not agreed to by the Field Ofice is ineligible
for funding.

Omers nust |ist the cost-effective energy
strategi es that should be inplenented and the
steps that will be taken to assure accessibility
to people with handi caps, as required by Section
504.

Once a list of physical deficiencies is drawn up
the owner should estimate the costs for

i nprovenents and repairs, and estimate the tine
frane required to inplenment each inprovenent.

The list of deficiencies to be repaired and the



proj ected costs should be recorded on Form

HUD- 9835, M O Section A: Action Itens. This form
shoul d provi de enough detail about the proposed
scope of work to allowthe Field Ofice to

eval uate the plan.

2-7. SUBM SSI ON PROCEDURES
a. AMOPlan is required with each application for QAP

Chapter 4 provides detailed infornmation about
devel opi ng M O Pl ans.
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b. Once owners have gathered all of the information
di scussed in this section, they should subnit it to the
HUD Field Ofice for review The Field Ofice staff
will use this information to determ ne whether the
fundi ng request is reasonable. They may ask the owner
to gather additional information, or nmay want to
di scuss the owner's interpretation of the project's
needs.

C. Once the owner and the Field Ofice staff have agreed
on the project's needs and the MO is finalized, the
Field Ofice is responsible for submtting the proposa
to Headquarters, and for notifying the owner of
Headquarters' final determination. Oamers should
submit their draft MO Plans to the Field Ofice in
advance of the Headquarters subnission deadline to
assure that there is time for review and negoti ati on.

d. Subj ect to requirements published in the NOFA,
submi ssion itens the owner nust generally provide
i ncl ude:

(1) Application for Flexible Subsidy Assistance, Form
HUD- 9826 (see Appendi x 12) and application letter

(2) M O Pl an, Forns HUD 9835, HUD-9835-A, and
HUD- 9835-B (see Chapter 5 and Appendi x 8);

(3) LI HTC and O her Subsi dy Layering Docunentation
(see Appendi x 4);

(4) Lobbying Certification and D sclosure Forms (Byrd
Amendnent -- see Appendi x 3);

(5) Audi t ed Annual Financial Statement for the nost
recent fiscal year (unless the Field Ofice
inforns the owner that this subnission requirenent



has al ready been net);

(6) Notice to residents (see Appendix 1), resident
coments, and owner reconmendati ons;

(7) Certification of Identity-of-Interest (see
Appendi x 5);

(8) Li st of all companies that supply goods and
services to the project that have an
identity-of-interest with the owner or nmanagenent agent;
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(9) Previous Participation Certification - Form
HUD- 2530 (see Appendi x 6); and

(10) O her requirements as stated in the NOFA
2-8. NEGOTI ATIONS W TH THE FI ELD OFFI CE

The owner's role in the application process does not end
with submtting a draft MO Plan. Once it receives a draft
MO, the Field Ofice begins the review procedure described
in Section 3. During this process, Field Ofice staff will
reassess the situation the owner has presented. |[|f they
come to different conclusions, or note different issues that
need to be addressed, they will negotiate with the owner to
nodi fy the MO Pl an
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SECTION 3. FI ELD OFFI CE REVI EW PROCEDURES
FOR OPERATI NG ASSI STANCE

2-9. OVERVI EW OF THE REVI EW PROCESS
a. Field Ofice Obligations

Field Ofice Loan Managenent Staff nust review the
owner's application for assistance and conduct its own
analysis of the project's condition. This involves a
detailed on-site review, including a physica

i nspection and a managenent review, as well as

di agnosi ng and docunenting the project's problens and



their causes. Loan Managenent Staff should seek the
assi stance of appropriate disciplines within the Field
office (e.g. Field Counsel, Housing Devel opnent, CPD
etc.) in order to assure a proper assessnent of the

Fl exi bl e Subsi dy application

b. Field Ofice Determ nations
Field Ofices nust determ ne that:

(1) providing OAis the nost cost-effective way for
the federal governnent to provide assistance to
the project;

(2) the assistance is necessary, when considered with
ot her resources available to the project;

(3) the assistance will restore or maintain the
financial or physical soundness of the project;

(4) the project is or can reasonably be nade
structurally sound, and all code violations and
physi cal deficiencies will be corrected as a
result of providing QA to the project;

(5) the assistance will help to preserve the | ow and
noderate- incone character of the project;

(6) the project will be operated conpetently and in
accordance with any HUD approved M O Plan for the
project; and
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(7) the reserve for replacenent is funded in
accordance with HUD requirenents, and this anount
is still insufficient to neet the capital needs of
the project.

C. Key Steps
Field Ofice staff nust:

(1) Ootain coments from | ocal governnent (see
Appendi x 13);

(2) Conplete the required Managenent Revi ew Report and
Physi cal | nspection Report;

(3) Conplete the required environnmental review



(4) Review and refine the MO Plan and the owner's
anal ysis of the project's deficiencies;

(5) Review available relief tools;

(6) Select relief tools and negotiate specific
contents of the MO Plan with the owner;

(7) Review resident comments on the proposed M O Pl an
(if required, see Section 1-10); and

(8) Formalize the MO Pl an.

d. Requi red For s
The following forns will help the reviewer gather the
i nformati on necessary to denonstrate the project's
eligibility for QAP. These forms nust be submitted to
Headquarters with any application for QAP assi stance:
(1) the conprehensive on-site Managenent Revi ew
Report, Form HUD- 9834;
(2) the Physical Inspection Report, Form HUD 9822;
(3) the Project Analysis Wrksheet, Form HUD 9815;
(4) the Justification for Use of Flexible Subsidy,
For m HUD- 9815- A; and
(5) the Field Ofice Wrksheets (see Appendi x 14).
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2-10. FLEXI BLE SUBSI DY PROCESSI NG CONTROL LOG

a.

The Field Ofice nust establish and maintain the two-part
Fl exi bl e Subsidy Control Log, Form HUD- 9823-C, and

Form HUD- 9823-D (see Appendi x 15) either in hard copy

or in an automated format, if the Field Ofice has
established such a format. The Control Log:

(1) lists all the adnministrative actions that the
Field Ofice nust conplete on individual projects;
and

(2) provides space for recording individual project
reservations.

Al'l changes in contract terns or anounts nust be
recorded on the Flexible Subsidy Control Log.



2-11. LOCAL GOVERNMENT ASSURANCES

a. Purpose

Operating Assistance is not contingent upon approva

fromthe | ocal governnent. However, consultation with

the | ocal governnent may provide the Field Ofice with
val uabl e conments concerning the project.
b. Notification Requirenents

| mredi at el y upon recei pt of an application, Loan

Management staff should consult with the appropriate

officials of the unit of |ocal governnent in which the

project is |located and seek the foll owi ng assurances:

(1) the comunity in which the project is located is
providing, or will provide, essential services to
the project in keeping with the community's
general |evel of these services;

(2) the real estate taxes on the project are or wll
be no greater than would be the case if the
property were assessed in a nanner consistent with
normal property assessnment procedures for the
community; and

(3) providing Operating Assistance to the project wll
be consistent with local plans and priorities.
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A sanple letter to | ocal governnents seeking such
assurances is provided in Appendi x 13.

If a local government responds negatively to the Field
Ofice's request for assurances, the Field Ofice
shoul d take this into account when review ng the
application.

2-12. PHYSI CAL AND MANAGEMENT REVI EWS

a.

The Field Ofice nust conduct physical and nanagenent
revi ews before an owner's request for QA can be
forwarded to Headquarters. These reviews may have been
compl eted before the owner's application was subnitted
but must be current when the application package is
submitted to Headquarters, and rust conply with tinme
frames set forth in the NOFA



b. The Physical Inspection Report (Form HUD 9822) focuses
on the follow ng physical aspects of the project:

Exterior Conditions;

Interior Conditions;

Energy Efficiency; and

M scel | aneous Physical Conditions (Signs, Play
Areas, Exterminating, etc.).

O O0Oo0Oo0Oo

c. The Managenent Review Report (HUD 9834) addresses the
quality of the project's nanagenent i ncl uding:

0 mai nt enance and security nechani sns;
0 fi nanci al managenent;

0 | easi ng and occupancy;

0 t enant/ managenent rel ations; and

0 general managenent practices.

2-13. PROIECT ANALYSI S WORKSHEET

The Field Ofice staff nust use the Project Analysis

Wor ksheet (Form HUD-9815) in assessing the project's need
for OA. Sections A through F of the Wrksheet guide the
revi ewer through the process of assenbling the rel evant
information, and help flag potential problens that nmay
need to be addressed. The Wrksheet utilizes nmuch of the
informati on assenbl ed in the managenent and physica
reviews, and calls for sone additional assessnent.
Sections A through F cover

5/ 92 2-16
4355. 1
0 general project informtion;
0 general project managenent;
0 tenant and nei ghborhood characteristics;
0 occupancy i nformation;
0 physi cal condition; and
0 financial condition

o

Repl acenent Reserve Account Anal ysis

The Repl acenent Reserve Account analysis is outlined in
Part F of the Worksheet. Any deficiency in the Reserve
Account nust be addressed in the MO Plan. The nmaxi mum
reserve deficiency that can be funded with QA is the

di fference between the balance in the account and the
bal ance that woul d have been in the account if al

nont hly payments had been made and if no wi thdrawals
fromthe reserve had been made for non-repl acenent
related itenms (e.g. utility and nortgage paynents).



b. Analysis of Root Problenms and Best Sol utions

(1)

(2)

Section G of the Wrksheet asks the reviewer to
step back and think critically about the root
causes of the problens at the project. This is a
smal | section of the form but perhaps the nost
critical step in the process. Unless the reviewer
is able to accurately assess the underlying issues
at the project, QA funds are likely to be used to
address surface problens and will not stabilize
the project over the long term

Once the root problens are identified, it is also
essential that the reviewer think critically about
the potential renedies available. A quick, easy,
or inexpensive solution my address the problemin
the short term but |eave the project unstable in
the long term |If the owner has chosen renedies
that address the synptonms but not the root causes
of the project's problens, the MO Plan shoul d be
revi sed accordi ngly.
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c. Assess Costs

(1)

(2)

(3)

Once the reviewer and the owner have agreed on the
root problens and best solutions, the reviewer
nmust assess the costs involved in inplenmenting the
solutions. The owner will provide an estimte of
the costs in the MO Plan, but the revi ewer nust
reassess these costs to be sure they are
reasonabl e.

Section H of the worksheet gui des the reviewer
through a summary of the costs involved in

impl ementing the plan. It also provides an
opportunity to recogni ze the increased revenues
that can be anticipated if nanagenent is able to
nmake i nprovenents such as increasing rent

col l ections or decreasing unit turnover.

I n assessing project costs, owners should keep in
mnd that they are not required to conply with
Davi s- Bacon wage rates when using OA or ClILP
funds. |f CDBG funds are involved, the
instructions for the CDBG program shoul d be

ref erenced for gui dance.

d. Review Avail able Relief Tools



(1) Operating Assistance is designed to be used in
conjunction with other sources of incone. As part
of crafting a relief plan for the project, Loan
Management staff should conduct a detailed review
of the relief tools that may be used to assist the
project. Loan Managenent staff nust then sel ect
the nobst appropriate set of tools to resolve the
project's problens at a mininumcost to the
Depar t ment .

(2) Section | of the Wrksheet provides an opportunity
for the reviewer to summari ze the various tools
available to the project, and to deterni ne how
much QA will actually be required.

(3) Wen selecting anong available relief tools, the
Field Ofice should keep in mind that the ultimte
goal of any major relief programis to stabilize
the project's operations, to restore or naintain
the facility in acceptable physical and financia
condition and to reinstate the nortgage.
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(4) Before approving any relief program the Field
O fice nust consider the long termoutlook for the
project. For exanple, prior to approving a
reduction in debt service payments for a nine-nonth
period, the Field Ofice shoul d consider
whet her -- and when -- the project will be able to
resune full debt service paynents, make paynents
towards the delinquency and pay the nortgage in
full. Such a reduction in paynments may be a
prelimnary step towards, but never a substitute
for, along termrelief program

(5) Factors to consider include:

0 The existing personnel at the site. An owner
who i s cooperative, effective managenent, and
wel |l -trained on-site staff are essential to
stabilizing a troubled project. Field Ofice
staff should not hesitate to pursue changes
in any of these actors, if such a change is
consi dered necessary. No infusion of cash
however | arge, can alleviate the need for
concerned, cooperative ownership and skill ed,
effective nanagenent. The Field Ofice nust
pursue nanagemnent changes if the current
arrangenment is unsatisfactory.



0 The tinme frame in which the relief is needed.
Sone needs, such as regular, ongoing
operating expenses, are nost appropriately
addressed by tools that have a direct inpact
on a project's cash flow -- tools such as
rent increases, Section 8 and suspended
paynents. Oher needs, such as correcting
serious physical deficiencies in the interior
of dwelling units, require a sizeable,

i mredi at e i nfusion of cash which can be
generated only by such tools as owner
contributions, retroactive nodifications and
Fl exi bl e Subsi dy.
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0 The relief tools' long terminpact on the
project. Bond refunders, partial payment of
claim work-out agreenents, rental increases,
Section 8 assistance and in rare instances,
nort gage nodi fications nmay generate cash to
meet i mediate repair needs, but it will not
contribute to the ultinmate goals of the
programif the project is unable to neet the
i ncreased debt service paynents that may
result fromthe repair program

e. Justify Operating Assistance

Finally the reviewer nust sumarize the reasons the
project requires QA on Form HUD 9815- A (see Appendi x
17). This section explains why other types of tools
are not sufficient to neet the project's needs. It
provides a place for the Field Ofice to justify any
exceptions it has nade regarding the owner's
contribution or in rent increases. It also provides a
pl ace to convey any nmj or concerns expressed by
residents or the | ocal government.

2-14. EMERGENCY REPAI RS AFTER APPLI CATI ON BUT BEFORE CONTRACT
EXECUTI ON

Repairs and repl acenents included as Action Itens in the
M O Pl an and nade by the owner on an emnergency basis

bef ore contract execution may be funded with QA only if
the owner received advance approval fromthe Field Ofice
to proceed with the energency repair.

Loan Management staff should rem nd owners of this
requi rement when they apply for OA. Field Ofices nust
docunent their approval of the energency repair in the



project file.
2-15. REVI EWs FOR PREVI QUS OPERATI NG ASSI STANCE

a. Project owners may request and receive QA nore than
once during the termof the nortgage. However, a
repair or replacenent itemis eligible for CAonly if
it has not previously received HUD-rel ated assi stance
(e.g. previous OA, Housing Devel opment or CDBG grants)
or unless the repairs have reached the end of their
economic life.
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b. Field Ofice staff nust deternm ne what previous
assi stance the project has received and what it was
used for, and not allow itens to be funded agai n under
the QA loan. Owners are asked to subnmit a list of
Previ ous Federal Funding to facilitate this process.

2-16. REVIEWS FOR OTHER FEDERAL REQUI REMENTS TRI GGERED BY
FLEXI BLE SUBSI DY ASSI STANCE

The Field Ofice should review the subnission carefully to
assure that the follow ng requirenents (described in
Chapter 1) are adequately addressed:

Low I ncone Housing Tax Credit and O her Subsidy
Layering Restrictions;

Envi ronnment al Revi ew,

Lobbyi ng Restrictions;

Identity of Interest;

URA; and

Previ ous Participation.

O O0OO0OO0OO0OO0oOOo

2-17. NEGOTI ATIONS WTH THE OMNER

a. The process of developing the MO Plan is an
interactive one, and requires ongoi ng cooperation
between the owner and the Field Ofice staff. After
revieming the owner's prelimnary MO Plan, the Field
Ofice should set up a neeting with the owner to
di scuss concerns and seek clarifications. Field Ofice
staff should review their assessnent of the project's
needs and abilities with the owner.

b. Using the information and anal yses in the Project
Anal ysi s Worksheet as a gui de, Loan Managenent st aff
and the owner shoul d di scuss areas of the draft MO
Plan to be revised. Loan Managenent staff shoul d seek
agreenent on specific action itens, nmanagenent



obj ectives and target conpletion dates. Several
di scussi ons may be required before agreenent is reached
and the owner is able to submt a revised MO Pl an.

c. Wen negotiating the contents of the MO Plan, Loan
Managenent staff shoul d encourage the owner to:
(1) procure supplies and | abor fromsmall mnority and
f ermal e- owned firns;
(2) involve project residents in planning and carrying
out the MO Plan, especially the repair work.
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2-18. FIELD OFFI CE RECOMVENDATI ON

a.

A series of Field Ofice Wrksheets (see Appendi x 14)
has been devel oped to help Field Ofice staff assess
QAP projects. They include:

Field Ofice Certification;

Proj ect Eval uati on;

Proj ect Summary;

Least Cost Worksheet; and

a Checklist for Evaluation of the Flexible Subsidy
Appl i cati on.

a
a
a
a

O O0OO0OO0OOo

These wor ksheets should all be conmpleted and subnitted
with the application to Headquarters.

Once the Field Ofice has conpleted its anal ysis of the
proj ect, the Loan Managenent staff nust make a
reconmendati on as to whether to reconmend funding for
the project. The NOFA will provide infornmation about
whet her or not the project will qualify for assistance
in any given year. |If it does, and if the analysis
i ndi cates that the project cannot be stabilized wthout
@A, it should generally be reconmended for funding.

If the Field Ofice decides to recommend that the

proj ect be considered for OA, the final MO Plan shoul d
be submitted to Headquarters for funding consideration,
along with all other required docunentation.

The Field Ofice assessnent and recomendati on nust be
witten up and submitted with the application package.

2-19. SUBM SSI ON REQUI REMENTS

a.

Ceneral Subm ssion Information



(1) The owner nust provide a range of information to
the Field Ofice, and the Field Ofice is
responsi bl e for assuring that a conpl eted package
is submitted to Headquarters. Appendix 18
provides a checklist of items that may need to be
included in the subm ssion. See the NOFA for a
list of submission itenms, since the requirenents
may change.
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(2) All QA applications the Field Ofice recomends
for funding nmust be subnmitted to the Headquarters
Pr ogram Support Branch, Operations D vision
Ofice of Multifam |y Housi ng Managenent.
Submi ssion information will be contained in NOFAs
published in the Federal Register

b. Owner Subnission Itens
Subj ect to requirenments published in the NOFA, the
following itens will generally be required with the

owner's subm ssi on:

(1) Application for Flexible Subsidy Assistance Form
HUD- 9826 and Application Letter

(2) M O Pl an, Fornms HUD 9835, HUD 9835-A, and HUD 9835-B
(3) LI HTC and O her Subsi dy Layering Docunentation

(4) Lobbying Certification or D sclosure (Byrd
Amendnent ) ;

(5) Audi ted Annual Financial Statenment for the nost
recent fiscal year (unless the Field Ofice
informs the owner that this subnission requirenent
has al ready been net);

(6) Notice to residents, resident comments, and owner
reconmendat i ons;

(7) Certification of ldentity-of-Interest;
(8) Li st of all conpanies that supply goods and
services to the project that have an identity-of-interest

with the owner or nmanagenent agent;

(9) Previous Participation Certification - Form HUD 2530;
and



C.

(10) COher requirenments as stated in the NOFA.
Field Ofice Subm ssion Itens

(1) Current Form HUD- 9822, Physical |nspection Report
with cost estimates;

(2) Current Form HUD 9834, Managenent Revi ew Report;
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(3) For m HUD- 9815, Proj ect Anal ysis Wrksheet;

(4) Justification of Flexible Subsidy Fundi ng Form HUD

9815- A;
(5) Copy of mnpst recent audited financial statenents;

(6) Certifications submtted by HFA, if applicable;
and

(7) Field Ofice Wrksheets.

2-20. SPECI AL PROCEDURES FOR HFA FI NANCED PRQIECTS

a.

State Agencies Must Conform in full, to the Field

O fice processing requirenents. Applications subnitted
through a State Agency must include all of the
certifications and docunentation required fromField
Ofices. Mrtgage delinquenci es and del i nquent
accounts payabl e may not be included in the MO Pl an
for any State Agency-owned project.

Field Ofices nust review the State Agency application
for conpleteness. In addition, the Field Ofice nust
schedul e a physical inspection of the project pronptly
to ensure that the scope of the work is accurate and
cost estimates included in the MO Plan are reasonabl e.
Field Ofices should submt only projects recomended
for funding to Headquarters for further processing.

The Field Ofice nust nonitor the State Agency's
adm nistration of the OAP as a part of the State Agency
revi ew.

For uninsured projects the same procedures and
requirenments will apply, except that in lieu of an

i nspection by the Field Ofice, the HFA will provide a
copy of its own inspection report along with a
certification stating that all items that will be
funded are eligible under the QAP gui deli nes.
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d. Many HFA-financed projects have built up substantia
reserve accounts over the years, which have names such
as Devel opnent Cost Escrow, that differ fromthose used
in projects financed with HUD i nsured nortgages. The
application nust include the follow ng certification
signed by the HFA' s Chief Executive Oficer

"This is to certify that the undersigned has
reviewed the status of all project escrow
accounts and has determ ned that the anount
of funds avail able from such accounts is
insufficient to finance the capita

i mprovenents for which the assistance is
bei ng requested and ot her capital

i nprovenents that are reasonably expected to
be required within the next 24 nonths."
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