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11-1.

11- 2.

11-3.

CHAPTER 11. MANAGEMENT ANALYSI S
| NTRODUCTI ON

A. At the firmcomitment stage the | ender’'s managenent anal yst
must :

1) deternmine the acceptability of the proposed nmanagenent agent
and the agent's proposed procedures for nmanagi ng project
oper ati ons;

2) assess the reasonabl eness of the proposed nanagenent fee;
and

3) verify the appropriateness of the appraiser's and nortgage
credit staff's:

0 inconme and expense estinates
0 assunptions on the rate of rent-up

o conclusions as to the need for an operating deficit
esCr ow.

B. To do so, the nanagenent anal yst nust review the managenent
docunents listed in paragraph 11-3 and consider information on
the operation and managenent of conparabl e projects.

C. The mamnagenent anal yst nust docunent in the application file the
observations, anal yses and concl usi ons devel oped at each step

| MPORTANCE OF MANAGEMENT STAFF'S REVIEW The lender's property
managenent /| oan servicing staff nust review and comrent on
coi nsurance applications for the foll owi ng reasons:

A.  As loan servicers, they will have to live with the |oan

B. Their experience in review ng operating expense statenents and
will help in assessing the reasonabl eness of projected expenses
--both in terms of the nature of the project and in conparison
wi th ot her projects.

C. Their know edge of property nmanagenent practices will help In
assessing the acceptability of the agent, the adequacy of the
managemnent program and t he reasonabl eness of the nmanagenment fee

MANAGEMENT EXHI BI TS. The applicant nust submit the follow ng
managenent docunents at the firm conm tnent stage.
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(11-3) A

For m HUD- 2530, Previous Participation Certification, prepared on
t he managenent entity. A copy of the formand instructions are
in Appendi x 7.

Management Agent Profile. Wiile the profile must include all of
the information in Appendi x 10, the managenent agent may devel op

its owmn format for submitting the profile. If the |ender
al ready has a profile for the proposed agent, the applicant need
only assure that it is still accurate.

Proposed managenent fee. Quote the managenent fee in the manner
required by paragraph 4-8 of HUD Handbook 4566.2. The applicant
nmust indicate the proposed fee's estimated dollar yield per-unit
per-nonth. In converting the yield to a percentage fee, the
appl i cant nmust estimate apartnment rent collections at 95% of
rent potential

Li st of staff whose salaries will be charged agai nst the project
operating account. Include: job titles; salaries and fringe
benefits; the nunmber of hours worked per week; a statenent of
duties (if not obvious fromjob title); and a statenent of

whet her those enpl oyees will receive reduced rents or rent-free
apartnments.

I nformati on on proposed nanagenent program and procedures

1) Describe how you will advertise and market the units and how
you will train staff on civil rights and fair housing | aws.

2) The lender may require the applicant to submt nore
information, if such information will help determne
acceptability of the agent and managenment program

a) If the lender is famliar with the proposed agent's
operating procedures and the agent has satisfactorily
managed projects simlar to the one under consideration
an expl anati on of how operating and oversi ght procedures
for this project will vary fromthose the agent nornally
uses.

b) If the lender has had no experience with the agent or is
unsure of the agent's ability to nanage the project, a
statenent explai ning how the agent will handle the
managenent tasks |isted on Form HUD- 9838, Managenent
Revi ew Report for Unsubsidized Miltifam |y Housing
Programs (Appendi x 67) and/or a copy of the agent's
procedur es manual s.

c) If the project will need specialized managenent services
(e.g., an elderly project with a neals program and
soci al services), a statement explaining how the agent
wi Il provide and oversee those services.
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3) If the project will receive any formof HUD subsidy, HUD s
Ofice of Fair Housing and Equal Cpportunity may require
i nformati on on the policies and procedures the agent will
use for accepting and processing applications, selecting
tenants and assigning units. Applicants nust contact the
HUD Field Ofice's Fair Housing and Equal Opportunity
Division to determ ne the scope of these requirements.

Proposed operating budget. Show the following for the first two
years of project operation:

1) projected monthly incone and expenses

2) quarterly occupancy assunptions and collections as a
percentage of gross rent potentia

Proposed | ease nust:
1) conply with State and | ocal | aws

2) not conflict with the regulatory agreenment, HUD regul ati ons
or handbook requirenents

3) be HUD s Mddel Lease (Appendix 19a of HUD Handbook 4350. 3)
for any units that receive HUD subsidies. Owners nay edit
the nodel |ease only as provided in paragraph 4-2 of HUD
Handbook 4350. 3 CHG 1.

11-4. DETERM NI NG ACCEPTABI LI TY OF PROPCSED MANAGEMENT AGENT. In
eval uating the agent's qualifications, the nanagenent anal yst nust:

A

Revi ew and process Previous Participation Certification (Form
HUD- 2530) .

1) Make certain the information provided is conplete and
accur at e.

2) If you know that a proposed principal is currently suspended
or debarred by HUD or has violated civil rights |aws, you
must advi se that person that HUD will not approve their
partici pation.

3) Attach your comments on the proposed agent's previous
parti ci pation.
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4)

5)

a) For each of the proposed principals of the managenent
entity, state whether, to the best of your know edge,
the proposed principal has been involved with a project
that did not conply with HUD s regul ati ons or
adm ni strative procedures.

b) If the proposed principal has been involved with a
proj ect where there was non-conpliance, You nust give
the information listed bel ow
o the nature of the non-conpliance

o whether the principal was involved with the project
when t he non-conpliance occurred

o how the principal was invol ved
o whether and how t he non-conpliance was resol ved

Keep a copy of the 2530 and your comments in the project
file. Send the following to the HUD Field Ofice

a) a cover letter explaining that the 2530 is submitted
in connection with your review of a proposed nmanagenent
agent

b) original copy of the 2530

c) coments required by paragraph 11-4.A. 2

When HUD returns the 2530, it will indicate whether HUD
has cl eared the agent's previous participation in HUD

prograns.

a) |If HUD clears the agent, take the other steps described
bel ow to determ ne the agent's acceptability.

b) If HUD w thhol ds cl earance, you nust require the
applicant to propose a new agent.

Revi ew t he Managenent Agent Profile (Appendix 10). Use this
information to help determ ne the agent's experience and
capabilities.

1)

Det erm ne whet her the agent
a) has effectively nmanaged conparabl e projects; and
b) wll be able to provide effective managenent now, as

shown by the strength of its professional staff and
nmanagenent procedur es.
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11-5.

11-6.

2) Determ ne whether the agent's policies practices and
experience show that the agent

a) does not discrimnate inits
(i) enploynent practices (profile item 7b)

(ii) marketing or tenant selection (profile item 20
and i nformation required by paragraph 11-3. E. 1)

b) can train its staff on civil rights and fair housing
| aws and practices (profile item 16b)

If you need nore information to determ ne the agent's
acceptability

1) wuse the project and HUD Field Ofice references in the
Managenent Agent Profile

2) visit one or nore of the conparable projects listed in the
Managenent Agent Profile

DETERM NI NG ADEQUACY OF PROPOSED MANAGEMENT PROGRAM

A

Carefully evaluate the applicant's proposed managenment program
and procedures in light of project size, nature, and design and
the agent's track record at other projects.

Assess the adequacy of the proposed managenent programin each
maj or area of managenent responsibility listed on the Managenent
Revi ew Report (Appendix 67).

Reach agreenment with the applicant on what procedures will apply
after the nortgage i s endorsed for coinsurance, and docunent
that agreenment in the application file.

1) |If the proposed procedures cover all areas of concern to you
and are acceptable, you may deci de that no nore
docunentation is needed. Oherw se, you may require the
appl i cant to expand previous subm ssions to cover those
managemnent tasks.

2) You may require the applicant to rewite the description of
the proposed managenent programto incorporate needed
changes.

ASSESSI NG REASONABLENESS OF PROPOSED MANAGEMENT FEES.  Fol | ow
Chapter 4, Section 3 of HUD Handbook 4566-2. However, disregard
par agr aph 4-12's guidance on tinmng the review. Initial managenent
fees for all projects must be reviewed before firm conmmtnent.
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REVI EW NG | NCOVE AND EXPENSE PROJECTI ONS

A

Revi ew both the applicant's proposed budget and the appraiser's
i ncone and expense projections. Determine if the appraiser's
projections are appropriate in light of:

1) the project's architectural plans and specifications
2) operating procedures agreed to based on paragraph 11-5

3) known operating expenses of simlar, successfully operating
proj ects

4) project location and type of tenant body

5) the applicant's and your assunptions on occupancy and
col I ections

Pay particular attention to line itens related to bringing the
project to sustaining occupancy. For exanple, if intensive
marketing will be needed during rent-up, check to nake sure the
budget for advertising and other marketing is adequate.

If you believe changes in the operating budget are needed,
di scuss themwith the appraiser and the applicant so they can
nake appropriate revisions.

VERI FYI NG ADEQUACY OF OPERATI NG DEFI CI T ESCROW

A

Revi ew t he ampbunt and assunptions used in cal cul ati ng any such
escrow. Review and conment on:

1) the date that full rent-up (sustaining occupancy) is
expect ed

2) increnental progress toward that date
3) size of deficit expected during the period

Consi der the conclusions reached in the earlier steps of
managenent analysis (i.e., paragraphs 11-4 thru 11-7). Make
certain that assunptions underlying the deficit calcul ation
correspond with agreenments reached on marketi ng and ongoi ng
operating procedures.

If you determine that the escrow nust be increased, docunent
this in the application file and discuss it with nortgage credit
staff.

REVI EW NG PROPOSED LEASE. Determine if the | ease neets the
requi renents in paragraph 11-2.G
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DOCUMENTI NG MANAGEMENT ANALYSI S

A

DECI

A

Devel op and use a checklist to document your review and
approval or disapproval of nanagenent agents and fees and your
conclusions relating to each step required by this chapter

Set up nmanagement agent files to facilitate future agent
reviews. These files should include copies of:

1) Previous Participation Certifications (Form HUD 2530)
2) Managenent agent profiles

3) On-site reviewreports with bel ow average or unsatisfactory
ratings and rel ated correspondence

4) Correspondence relating to serious irregularities
di scovered during financial statenent reviews

5) Audit reports and rel ated correspondence

6) Notices of denial of participation, agreenents on
corrective actions and rel ated correspondence

7) Managenent agent revi ew approval checklists
S| ON LETTERS

I f HUD approves 2530 cl earance and you find the agent and
managenent fee acceptable, you nust give the applicant witten
approval . Your letter nust:

1) Summarize any agreenents reached pursuant to paragraph
11-5.C

2) State the approved managenent fee

3) Require the applicant and agent to execute and subnit the
Managenent Certification shown in Appendix 1la or 11b
The applicant and agent may not change the wording of the
certification.

NOTE: Appendi x 1la applies to owner-managed projects;
Appendi x 11b applies to projects with either independent
fee managers or identity-of-interest agents.
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(11-11) B. If you disapprove the managenent agent, your |etter mnust advise
the applicant that:

1) the project may not pay, or incur any obligation to pay,
managenent fees to the proposed agent
and
2) the applicant nust sel ect another agent.

11-12. PRE- OCCUPANCY REQUI REMENTS

A. Notification of Intent to Begin Marketing. The owner or
managenent agent nust subnmit this notice to the Field Ofice
Fair Housing and Equal Opportunity (FHEO Division at |east 90
days before begi nning marketing activities.

B. FHEO Actions. Upon receipt of the notice describe in Paragraph
11-12. A, the Field office FHEO Di vi si on mnust:

1) Review the previously-approved Affirmative Fair Housing
Mar keting (AFHM Pl an.

2) Notify the lender if it wants to participate in the
pre- occupancy conference described in Paragraph 11-12.C.

C. Pre-Cccupancy Conference. Upon receipt of the notice described
in Paragraph 11-12. A., the Il ender nust contact the project
owner and managenent agent to schedul e a pre-occupancy
conference. The conference should take place before the owner
and agent finalize the project's marketing program

1) At the conference, the | ender nust explain HUD s nmanagenent
and financial reporting requirenents and the owner nust
expl ai n managenent's plans for marketing and ongoi ng
managenment of the project. Exhibit 11-1 provides a
suggest ed agenda.

2) |If an FHEO representative participates, he or she wll
di scuss the inplenentation of the AFHM pl an and determ ne
if the owner's proposed marketing plan nust be revised to
achi eve the objectives of the AFHM regul ati ons.

3) The |l ender nust docunent:
o nanes of persons attending
o itens discussed
11-13. PARTI Cl PATI NG | N CONSTRUCTI ON COVPLETI ON | NSPECTI ON.  The | ender's
devel opment staff nust notify the managenent anal yst of the date of

the construction conpletion inspection so the analyst can acconpany
the inspecting architect and/or engineer
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(11-13) A Participation in this inspection will enable the nmanagenent
anal yst to become famliar with the design and construction of
the project.
B. First-hand know edge of any inconplete work items will help the
anal yst in admnistering any conpletion escrows after fina
endor senent .
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EXH BIT 11-1

| TEMS TO DI SCUSS AT PRE- OCCUPANCY CONFERENCE
I NTRCDUCT! ON

A.  Purpose of conference
B. Controlling docunents
1. Coinsurance Regul ations 24 (CFR Part 251)
2.  HUD Handbooks 4566.2 and 4561. 2
3. Regul atory Agreenent
4. Managenent Certification

FI NANCI AL  MANAGEMENT

A.  HUD accounting requirenments
1. Uniform Chart of Accounts
2. Comingling
3. Investing project funds
B. Fidelity bond requirenent
C. Mortgage paynents
1. Components of paynent
2. Late charges
D. Qperating budget
E. Financial reporting
1. Annual statements - when first is due
2. Mnthly accounting reports

DI STRI BUTI ONS TO OANERS

A.  Frequency

B. Conditions for paynent

C. Computation of Surplus Cash, Distributions and Residua
Recei pts



I V. RESERVE FOR REPLACEMENTS
A. Linmtations on use
B. Procedure for wthdrawals
C. Periodic analysis and adjustnment of nonthly deposits

V. RENTS
A.  Rent Schedul e
B. Initial rents
C. Procedures for periodic adjustnents
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A/ I NI TI AL RENT- UP
A.  Marketing plan and schedul e
B. Affirmative Fair Housing Marketing Plan
C. Permssion to occupy

VI, ADM NI STRATI ON OF SPECI AL ESCROMS
A. Qperating deficit
B. Construction conpletion
VI, OCCUPANCY REQUI REMENTS

A. Lease
B. Tenant files
C. Tenant security deposits
D. Annual occupancy reports
E. Nondiscrimnation in tenant selection
NOTE: If the project will receive any tenant-based subsidy
fromHUD, the | ender nust give the owner and agent copies
of HUD Handbook 4350. 3, Cccupancy Requirenents of Subsidized
Multifam |y Housing Prograns (11/81) and 4350.3 CHG 1 (3/85).

I X. MAI NTENANCE
A. Unit inspections

1. Before occupancy, by agent and tenant
2. Recommended annual inspection by owner/agent
B. Preventive nai ntenance
C. Mintenance of as-built drawings on-site
X. PROCUREMENT OF MATERI ALS AND SERVI CES

A. ldentity-of-interest concerns
B. Shoppi ng and conparing prices
C. Taking advantage of discounts



Xl .

LENDER OVERSI GHT

A.  CGuarantee inspections

B. Annual physical inspections
C. Managenent reviews
1. Initial six-nonth review
2. Periodic based on project conditions and agent
perf or mance
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