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CHAPTER 8. CONSTRUCTI ON COST PROCESSI NG

SECTION |. GENERAL

COST STAFF. The | ender nmust be able to evaluate and provide
cost estimates of projects to be coinsured.

A

Lender's staff nust have a full-tine or contract enpl oyee
who knows construction cost estimating techniques. This
person will be designated the chief cost analyst for the
| ender. The chief cost anal yst may al so serve as chi ef
architect, if qualified.

The cost staff nust be |large enough to performthe functions
described in this chapters or the | ender may obtain these
servi ces under contract.

RESPONSI Bl LI TIES OF THE LENDER S CH EF COST ANALYST

A

Maki ng assignnents to the cost staff or to consultants for
contract services

Cost data devel opnent and cost estimation by the cost staff
or review if by contract.

Conpl eting cost portions of Form HUD- 92264, Project |ncomne
Anal ysi s and Appr ai sal

Revi ewi ng and recomrendi ng approval of the Contractor's
and/ or Mortgagor's Cost Breakdown, Form FHA-2328.

Preparing the Property Insurance Schedul e, Form HUD- 92329 or
form desi gned by the | ender

Revi ewi ng and reconmmrendi ng approval of requests for prior
approval of identity of interest subcontractors.

Revi ewi ng and approvi ng estimates of proposed construction
changes.

Revi ewi ng and reconmendi ng acceptance or nodification of
nortgagor's and contractor's certificates of actual cost.

Provi di ng advice and assi stance on cost nmatters to sponsors,
consul tants, contractors and ot hers.

8-1 6/ 85

4561.1




SECTION Il. THE COST ESTI MATE

8-3 PURPOSE. One criterion for determ ning the nortgage anount is
repl acenent cost. This requires an estimte of construction
cost of the proposed inprovenments to the property.

8-4 OTHER USES. The cost estimate is also a basis for
A. Establishing the structural replacenment cost for property

hazard i nsurance.

B. Reviewing contractor's and/or nortgagor's cost breakdown
and determ ni ng reasonabl eness of trade-item costs for
paynent purposes.

C. The appraiser to estimate anmounts to be deposited for
repl acenent reserves

D. The nortgage credit examiner to estimate financial requirenments
to cl ose.

E. Review ng the reasonabl eness of the nortgagor's cost estinmate
for proposed changes in plans and specifications during
constructi on.

F. Review ng the reasonabl eness of requests for insured advances
during construction.

G Determ ning the reasonabl eness of nortgagor's, contractor's,
subcontractor's and material supplier's certificate of
actual costs.

8-5 CONSI DERATI ONS. Estimates must reflect the general |evel of
costs, projected to the estimated start of construction, with
| abor wage rates not |ess than those deternined applicabl e by
the Secretary of Labor.

8-6 | NCLUSI ONS
A.  The estimate includes the costs for the:

1) dwellings

2) garages

3) commrercial and other structures proposed as inprovenents
to the property
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4) on-site utilities and | andscaping required to conplete



the project

5) extensions of pavenents, wal ks, curbs, and utility
Ii nes beyond project boundaries where necessary to
connect with facilities adjacent to the project site.

B. Allowances for general requirenents, general contractor's
fee (overhead and profit), architect's design and supervision
fees and general contractor's bond premumw || be at the
current prevailing | evels considering project type, size,
conplexity, structural system inprovenent cost, and any
other local condition influencing these all owances.

METHOD OF ESTI MATI ON should be simlar to that used by genera
contractors. It nust provide for selection of recorded data

for each trade division (Uniform System for Construction
Specifications, Data Filing, and Cost Accounting) adjusted to reflect
cost differences due to time, location and price fluctuations.

The cost estimate may be prepared using a quantity survey take-off

or a square-foot and per-unit cost approach

SUPPLEMENTAL COST ESTIMATES. In addition to the basic estimte,
several other types of cost estimates nmay be required. They
are used in deternining other nortgage criteria.

A. Unusual Site Conditions. Include the cost for work required
because site conditions are not common or found in conpetitive
sites.

1) Any condition which, after consultation with the appraiser
is determined to be typical will not be considered
"unusual ".

2) Itens to be considered.

- excessive excavation, cuts and fills, rock excavations
- high water tables

- problemsoils

- after simlar conditions.

B. Denolition. This includes the demolition as well as renoval
of debris and any sal vageabl e material or equipnent. Include
di sposal of old foundation material and filling of basenent
excavati ons when necessary.

C. Cost Not Attributable to Dwelling Use includes on-site itens,
whet her incone-producing or part of |land inprovenents or
structures, not specifically for dwelling use.
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(8-8) B. Ofsite Requirenents. Include the cost of inprovenents

whi ch serve the project but are outside the property |ines.

1) Include utilities, streets, drainage structures and
simlar inprovements.

2) Do not include extensions of utilities, walks, curbs and
drive beyond the property lines, to connect with those
adj acent to the site. Consider these short extensions
as on-site.

C. Demolition. Include the cost of work to renpbve existing
structures as well as renoval of debris and any sal vageabl e
mat eri al or equipnent. |Include disposal of old materials
and filling of basement excavations when necessary.

D. Cost Not Attributable to Dwelling Use. Include on-site
i tems, whether income-producing or part of land inprovenments
or structures, not specifically for dwelling use.

1) The categories (underlined bel ow) from Form HUD 92264
and itens not attributable to dwelling use are:

a) Parking areas and the wal ks and driveways | eadi ng
to them not including roads and streets.

b) Garages or covered parking and the wal ks and dri veways
|l eading to them not including roads and
streets.

c) Conmmercial structures, spaces or facilities and
any property inprovenents directly attributable to
the commercial use include halls, corridors, |obbies,
stairs, elevators, etc., solely for conmercial use.
1. Include only the basic and pernanent structure

i mprovenents typical in vacant conmercial space

Do not include equiprment, fixtures, novable
partitions, special finishes, etc., for a specific
busi ness as they are not part of the nortgage.

2. Always include central dining roons and centra
kitchens, if the dwelling units contain cooking
and eating facilities. Al so include integrated,
built-in or attached kitchen equi prent | ocated
in the central Kitchen.

d) Special Exterior Land Inprovenents, that is, features
unusual or in excess of those typical for sinilar
proj ects.
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(8-8) 1. Include such itenms as gazebos, sitting areas
or patios for the use by all occupants, specinen
trees and shrubs, fountains and pools, and
ornanental lighting and fencing.

2. Always include exterior works of art, despite
whet her they are unusual or in excess of the
typi cal .

3. Do not consider earthwork; roads and streets;
| awns; typical plantings; private bal conies
and patios; utility lines; retaining walls;
and security lighting and fencing.

e) Oher inprovenents are

1. Project administrative and mai nt enance areas,
such as: offices; repair shops; enployee toilets;
and janitor or cleaning closets

2. Comunity space, such as: |ounges; nulti-purpose
roons; gane roons; libraries; and hobby
or craft shops

3. Storage facilities not for occupant use

4. Recreational facilities: such as sw nming
pools; tennis and basketball courts; and tot
lots, including their necessary equi pnment and
appurt enances

5. Interior works of art

2) Do not consider entrances, |obbies, halls, corridors,
stairs, and elevators used by the occupants to enter
or leave dwelling units as "Not Attributable to Dwnelling
Use." You must not prorate such circulation elements
bet ween dwel | i ng use and any category of "Not
Attributable to Dnelling Use".

3) Prepare a worksheet describing by category each item
considered "Not Attributable to Dwelling Use", show ng
cal cul ation of cost of each itemor category, the
basis of neasurenent, and unit price. Summarize the
categories and total.

4) To deternine the percentage of cost not attributable
to dwelling use (the B over A ratio) divide the total
cost not attributable to dwelling use by the tota
cost of land inprovenents and structures.
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SECTION I'11. DATA

8-9 PURPOSE. Fast, accurate cost estinates depend on valid preassenbl ed
data. The data base--whet her gathered under contract
or by the lender--nust be simlar to what is described here
and acceptable to HUD.

8-10 DATA BANKS. Systematically collect and maintain project cost data
for later use in making project cost estimates based on
comparability.

A. Use a nunerical coding systemto describe the work in each
trade item shown on Form FHA 2326, Project Cost Estinmate.
Base the code on the 16 trade divisions of the Uniform System
for Construction Specifications, Data Filing and Cost
Account i ng.

1) Assign "00" for the nobst typical material, |abor and
equi prent conposition of a trade item

2) Code significant variations fromthe nost typical, O1
through 99. Variations will frequently be conbinations
of ot her coded descriptions.

3) Exanpl e:

Division 11, Trade |tem Appliances
00 - Refrigerator, range and oven
01 - Garbage disposal plus 00

02 - Di shwasher plus 00

03 - Dishwasher plus 01

04 - Range hood plus 00

05 - Range hood plus 01

06 - Range hood plus 03

4) Avoid el aborate and extensive codes or coding for ninor
variations.

5) A single coding systemfor each trade itemis desirable,
but it may be necessary to establish separate coding
systens for certain projects types and structura
systens to describe all data.

B. Record data from accepted Form HUD- 92328, Contractor's and/or
Mort gagor' s Cost Breakdown, cost certifications, and
conventionally financed projects.
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1)

2)

3)

4)

Revi

1)

2)

Bef ore adding a project, review the cost of all trade
items. Purge any cost that is excessive according to other
verified data or not valid for conparability.

Make entries on Form FHA-2326. Use the nunerical coding
systemto describe the work in each trade itemfor the
proj ect .

File the Form FHA-2326 by:

a) Conventional or Section of the Act (202, 207,
221(d)(4), etc.).

b) Project type (detached, seni-detached, row, two-story
wal k-up, etc.).

c) Structural system (wood, frane, masonry, concrete,
etc.).

Enter as the effective date of the data the nonth and
year of the actual construction start, not the estimated
start.

ew dat a banks

Repl ace Form FRA-2328 costs with certified cost after
cost certification review Include the cost effect or
approved change orders in the certified data.

Renove data ol der than four years unless it is for a
uni que project type or structural system and necessary
to provide conprehensive data banks.

8-11 BENCH MARKS. Develop and record costs of trade item el enents,
trade itens, and buil ding conponents typical in construction
in the area for adjusting conparabl es, preparation of supplenental
estimates, and review of change orders and cost certifications.

A. Establish bench marks from data bank costs, conmerci al

bui l di ng cost data (Means, Dodge, etc.), and quotations of

field sources.

1) Prepare a worksheet for each bench mark describing the
item data source, calculation of cost with basis of
measur enent, and sunmmary.
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8-12 ALLOMNCES AND FEES
sources information on typica
Record as |unmp sumdollar anmpbunts or a percentage.

recoverabl e materi al s.

3) Use typical units of nmeasurenent for an item (i.e.
square foot; gross square foot; linear foot; cubic
yard; lunp sun). The sunmary mnust be convertible to
gross square-foot or per-unit cost for use in cost
estimation.

4) Code each trade itemin the bench mark.

5) ldentify the effective date of the costs.

Fil e bench marks al phabetically or by trade division

Revi ew bench marks annually or as often as necessary to update

costs. The bench mark is valid as long as the cost is
current. Renobve a bench mark only when it is no | onger
useful or the cost cannot be up dated.

General Requirenents is an allowance for the genera
contractor's job overhead for a specific project.

1) Itenms will vary due to project type, location and site

condi tions. Consider:

a) Supervision and job site engineering

b) Job office expenses including clerical wages, whether

on-site or offsite if for the project

c) Tenporary buildings, tool sheds, shops and toilets
d) Tenporary heat, water, |ight and power for construction

e) Tenporary wal kways, fences, roads, siding and docking

facilities, sidewal k and street rental

f) Construction equipnment rental not in trade itemcosts

g) Cean-up and di sposal of construction debris

h) Medical and first-aid supplies and tenporary facilities
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i) Watchnen's wages, security cost, and theft and
vandal i sm i nsurance

Col l ect from data bank projects and field
al | owances and fees in the area.



2)

Sal ari es of owners, partners or officers of the genera
contracting firmare not part of general requirenents.
Actual work on the job in a trade or supervision is

al | owabl e.

Builder's Fee is the profit and overhead of the genera
contractor. Gather data on customary fees for various project
types, sizes and structural systens.

1)

2)

3)

4)

General overhead is the cost of continuing operations of
a building construction firm

Profit is the return anticipated for providing building
construction services under conpetitive conditions.

For a specific project consider

a) On-site construction tine

b) Wbdrk perforned by the general contractor

¢) Nunber of subcontractors and extent of subcontract work

d) Risk and responsibility

In processing, estimate the builder's fee fromdata as a
per cent age.

a) Always conpute general overhead as 2 percent of the
total cost of land inprovenents, structures and genera
requirenents.

b) Apply the remaining percentage to the sanme tota
cost to determine profit.

For projects with a builder's and sponsor's profit and
ri sk all owance (BSPRA), conpute only the 2 percent
general overhead as the builder's fee. Do not include
an anmount for profit.

Architect's Fees are the typical anounts paid professionals
for design and construction contract adm nistration
(supervi sion).

1)

Include information on architectural, structural, nechanica
and ot her engi neering and consul tant services.
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a) Data nust be convertible to a fixed fee (stipulated
sum but nay be on the basis of: a percentage of



construction costs; stipulated sum hourly billing;
fixed fee plus expenses; nultiple of direct expenses;
or any other |ocal practice.
b) Separate the data for design and supervision services.
2) In estimating the architect's fees for a specific project,
use data fromprojects simlar in design and services
render ed.

a) Deternine the professional services fromreview of
the project's Omer-Architect Agreenent.

b) Consider all factors that the agreement states nmay
i nfluence the fees--such as repetition, redesign
design conplexity, research, client identity, |ocation

c) Use the fees stated in the agreement, unless totally
unreasonabl e in conparison with data.

d) Docurnent the nethod of estinmating the fees.

D. Bond Premiumis the typical cost for various bonds required
for building construction.

1) Record typical rates charged

2) Use the applicable rates to calculate the cost of the
bond premi um for a specific project.

E. Oher Fees are the costs of various required itens and services.
Record data as typically a cost to either the owner or
contractor.

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 |icenses

6) Fees for cost certification
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A. Categorize this data bhy:
1) Project type
2) Structural system (A further breakdown between on-site
"stick built" and factory conponents or nodul es may be
made. )
3) Nunber of units
B. Plot the data on graphs.

1) Develop a graph for each project type and structural
system

2) Units are on the left, vertical, increasing in nunber
fromthe bottom

3) Months are on the bottom horizontal, increasing in
number fromthe left.

4) Each project's construction tinme is a dot opposite the
nunber of units and over the nunber of nonths for
construction.

5) Draw a trend line interpolating the data.

6) Exanpl e:
Two- Story Wl k--up Wbod Frane
Uu 130
120 R S Sk S S Sk I S I S S R Rk S Sk I Rk I Ik S Sk
N 110 * *
100 * *
I 90 * GRAPHI CS MATERI AL | N ORI G NAL DOCUMENT *
80 * *
T 70 * OM TTED *
60 * *
S 50 * *
40 * *
30 R R E I Sk I S S S S S S R R Rk S Sk S R Ik S
20
6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24
MONTHS
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type and structural system

1) Adjust, as needed, to represent accurately the particul ar
job (i.e., location, contractor, or |abor and
material market).

2) Docunent the nethod of estimating the construction tine.
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8- 15 PROCESSI NG Cost processing of a project can be done by either

the I ender or an independent cost estimator under the direction
of the lender's chief cost analyst.

A Fornms to Use

1) The followi ng nmay be substituted by equival ents desi gned
by the | ender and approved by the Conmi ssi oner

For ms FHA- 2325; 2326; 2326-A; 2331 and For m HUD- 92329.
2) Mandatory are:

Form FHA- 2328, Contractor's and/or Mrtgage's Cost
Br eakdown

Form FRA- 2330, Mdrtgagor's Certificate of Actual Cost

Form HUD- 92330- A, Contractor's Certificate of Actua
Cost

B. Estimtes nmust have the individual trade-item breakdown of
Form FHA- 2326 or its | ender equival ent.

C. The conpl eted and revi ewed Form FRA-2326, or the |ender
equi val ent, becomes the lender's estimate for Total of Al
| mprovenents of the proposed project. It is not subject
to change except to correct errors or omni ssions.

D. Form FRA-2328, Contractor's and/or Mrtgagor's Cost Breakdown,
nmust be revi ewed and accepted by the | ender before
i ssuing a conmtnent.

E. The Property Insurance Schedul e, Form HUD 92329 (or |ender
equi val ent), a guide to hazard insurance coverage, nust be
prepared before the | ender requests a nortgage insurance
certificate. (Always include a typical builder's profit
in the 100 percent insurable value of structures.)



NOTE: For rehabilitation projects, calculate hazard insurance
on the total structures replacenent cost estinmate,
not on the estinmated cost of rehabilitation
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SECTI ON V - APPROVI NG | DENTI TY- OF- | NTEREST SUBCONTRACTS

8- 16 REQUI REMENTS. When subcontractors, material suppliers, or
equi pnent | essors have an identity-of-interest with a nortgagor
or general contractor, the | ender nust approve the subcontracts
and specific anounts for subcontractor general overhead and
profit. (See Article 10C of the Construction Contract-Appendi x
26.) For purpose of this requirenment, the same circunstances
under which an identify-of-interest shall exist, as described
in paragraph 4-9, shall also apply to the nortgagor and or
contractor and:

-a subcontractor
-a equi pnent | essor
-a material man

NOTE: A general contractor doing total trade itens with persons
on his or her payroll is not considered a subcontractor wth
identity-of-interest.

8- 17 Tim ng. Approval is required before work begi ns under the
subcontract.

NOTE: |f the above requirenents are not net, the total genera
overhead and profit of the subcontractor will be disallowed at
cost certification.

8-18 Request for Approval (with the subcontracts, agreenents, or
| eases) goes to the | ender's chief cost anal yst, whose
recomendat i ons nust cover:
- Acceptability of the docunments

- Reasonabl eness of guaranteed maxi num prices for the subcontract
wor k

- Appropriateness of general overhead and profit dollar anounts

8-19 Mandatory Criteria (NOTE: For "C' and "D', below, the burden
of proof is on the subcontractor. Any doubts nust be resol ved
against a finding that the criteria were net.)

A.  Subcontracts

- There nust be a separate one for each trade.



- They nust clearly identify the work to be done (either
specifically or by reference to the general contract).
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(8-19) - They must not be approved if they appear to be nerely
"paper conduits" for performance by other subcontractors,
suppliers or |essors.

-  They nust be on a cost-plus fixed fee basis with a
guar ant eed maxi mum pri ce.

B. Overhead and Profit - nust not exceed prevailing fees of
firnms doing business arns-1|ength.

C. Prices in Subcontracts. (For this criterion, recent reliable
data is a better test than whether higher bids were subnmitted.)

-  Miust not exceed the ampunt shown for the trade item on
the accepted Form FHA 2328.

- Mist not exceed the best prices obtainable from other

avai l abl e sources. |If other sources aren't avail able,
the price nmust not exceed what is reasonabl e under the
circunstances - i.e., general contractor's cost plus a

reasonabl e fee.
D. Subcontractor

- Must have denpnstrated experience and ability in the
specific field covered in the contract.

- Must operate according to the custons of the particul ar
trade - i.e., control of labor force, maintenance of
payrolls, use of tools and equi pnent.

- Must do significant business in specific trade with others
having no identity.

8-15 6/ 85

4561. 1

SECTI ON VI - CONSTRUCTI ON

8- 20 COST ANALYST RESPONSI BI LI TI ES



A. See that costs are reasonable in construction change
requests.

1) Review all requests.

2) Conpare with data bank and other data on file and
gathered as needed from buil ders and subcontractors at
construction site.

B. Mintain a change order binder. Use it to record increases/
decreases in trade-itemcosts on Form FHA-2326 (or |ender
fornm) at project conpletion for cost certification review
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SECTION VIl - COST CERTI FI CATI ON

8-18 GENERAL. Mortgagor's certificate of actual project cost is
required before final endorsenent for nortgage insurance.

A.  CGeneral contractors nust certify cost when
- They have identity-of-interest with nortgagor
- A cost-plus contract is used

B. Subcontractors, material suppliers and equi prent | essors
nmust certify cost when:

- They have identity-of-interest with the nortgagor or
with the general contractor

8-19 PREPARATI ON. Certificates of actual cost nust be submitted on
A.  Form FHA- 2330, Moirtgagor's Certificate of Actual Cost.

B. Form HUD-92330-A, Contractor's Certificate of Actual Cost,
in projects where there is identity-of-interest between
the nortgagor and general contractor and in projects where
a cost-plus contract is used.

C. A separate Form HUD-92330-A by each identity-of-interest
subcontractor, material supplier and equi pnent |essor

1) ldentity-of-interest suppliers of material nust submnit
an attachnent to Form HUD-92330-A listing quantities
furni shed, sources from which the supplier obtained
the materials and unit prices paid to the source,
together with brand names, nodel nunbers, sizes, |unber
grades, etc.



2) ldentity-of-interest |essors of equipnent nust submt
an attachnent to Form HUD-92330- A showi ng: dates the
equi prrent was purchased; how old it was; brand nanes;
nmodel nunbers; sizes; rates charged and I ength of tinme
used. The lessor nust certify that: the rates were
the | owest obtainable in the area; the tine charges
were only those absolutely essential; and the charge
for each piece did not exceed the difference between
the fair market value at the beginning and end of use
on the project.
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(8-19) NOTE: In lieu of the descriptions and estinmates required
above, the lessor may certify equi pnent charges at 85
percent of the local going rates for identical equipnent
under arms-length | eases. Using this alternative, the
| essor nust agree that: the lender will be the sole
j udge of the reasonabl eness of the tinme and rates
charged; and that equi pnent nmi ntenance and repair
wi Il be expenses of the | essor and not included as
addi tional cost.

D. Wien manufacturers of industrialized housing certify actua
costs, they certify the total cost allocated a particul ar
project, then show their nethod and conputations for
est abl i shi ng:

1) materials cost including mark-up;
2) labor cost;
3) overhead and profit.
8- 20 COST CERTIFI CATION REVIEWis to ensure: conpl eteness; proper

preparation of exhibits; mathematical accuracy; proper
transactions; cost allocation to appropriate trade itens or
functions. Reviewis also to detect: any duplication and
unr easonabl eness of anounts certified; nonallowable itens.

A

First review should reveal the need for any clarifications,
addi tional information, or supporting exhibits to be required
of the nortgagor or accountant as soon as possi bl e.

1) On the Mortgagor's Certificate, Form FHA-2330, revi ew
only Lines 1-b, 12, 13 and 14a. On Line 13, review only
"Qther Fees," "Denolition Costs" or other mscellaneous
construction costs.

2) Reviewall itens on the Contractor's Certificate, Form



HUD- 92330- A, including any for subcontractors, suppliers
or |essors.

NOTE: See paragraph 8-19 for other criteria on
identity-of-interest of subcontractors, material suppliers and
equi pnent | essors.

When defici enci es have been resolved, the chief cost anal yst
finishes the review by checking for mathematical errors

and nonal | owabl e or unsupportabl e anpbunts. Further contact
with the nortgagor and others may be necessary.
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8-21

ALLOMBLE COSTS are actual expenses paid or to be paid within
45 days after final closing and anbunts estinmated by the | ender
for items requiring escrow.

A

The project cost estimate, adjusted for approved changes,
serves as a basis for review. However, allowable individua
item anmounts may be above or below the estimated figures.
Further, a certified anmount is not necessarily allowable
simply because it is at or below that estimate for the
item

1) Manufacturers of prefabricated housing nust neet the
requi renents of paragraph 8-19.

2) The lender reserves the right to disallow part of any
expense item when the expenditure is clearly not
reasonabl e or necessary. |n such cases, the anount all owed
will be the lender's estimate of the reasonabl e and
necessary anount.

Costs can be determ ned "reasonabl e" where they are line

current prices in the area when the subcontract, materia

purchase or | ease agreenent was negotiated. Determne
itemby-item In addition to the project cost estimate,
ot her supporting information includes:

- Recent cost certifications

- Weekly payrolls

- \Wage interviews nmade during construction

- Project inspection reports

- Supporting information for periodic advances

- Oher recorded data



1)

2)

Current general |evel of going rates.

General Requirenents cover itens described in paragraph
8-12A and other itens that can be properly considered
part of these requirenments for the project. Not included
is any itemin General Overhead, such as the salary of
enpl oyees in the contractor's hone office.

Sal aries of officers or executives of the contracting
firmare allowable only if:
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3)

4)

5)

6)

7)

8)

a) The "executive" did work during the period customarily
done by a nonexecutive enpl oyee,

b) the salary is inline with the current wages; for
such work by nonexecutive enpl oyees; and

c) the tinme charged was for actual performance of
such wor k.

General Overhead allowed in processing doesn't have to
be item zed by the general contractor when certifying
costs.

As stated on FHA Form 2330, and Form HUD- 92330-A, all
anmounts certified nmust have been reduced by any discounts,
rebat es, adjustnents, kickbacks or any other device

whi ch had the affect of reducing actual costs.

When there is identity-of-interest between the nortgagor
and the general contractor, the contractor's fee is
limted the amount on Fornms HUD- 92264.

When BSPRA is involved, profit for the contractor is
not al | owabl e.

When certification by a general contractor includes

owned equi pnent, the all owabl e anbunts will be: reasonable
depreci ation or replacement reserve, plus maintenance,
repair and fuel expenses; or 85 percent of the

|l ocal going rate for simlar equi pment for a reasonable
time on the job.

Note: Subcontractor owned equi prent costs are part of
subcontractor general overhead.

If the certification shows any unusual ly high and/ or
| ow item anounts, see whether the costs have been



properly allocated to trade itens and ot her categories.

C. The chief cost analyst reports conclusions and recomendati ons
on Form FHA- 2331, Summary of Cost Certification Review
or lender's equivalent form

D. After the review, enter the allowed costs in the data bank,
| abel ed "Certified." Renove or void the previous estimate
for the project.
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SECTION VII1 - COST ESTI MATI ON - SUBSTANTI AL REHABI LI TATI ON
8- 22 General. Follow instructions of other sections of this handbook
except as nodified by this section.
8-23 Processing Stages. The Iender may all ow the sponsor to conbine

the processing stages. Wen stages are conbi ned, instructions
wi || be conbi ned as appropri ate.

A. Feasibility
1) Exhibits include:
a) Application
b) Project location map and survey or site plan
c) Drawings or sketches of the existing buildings and
description of the proposed rehabilitation, including
any post-rehabilitation sketches

d) Mrtgagor's cost estinmate for proposed rehabilitation

2) Participate in a joint inspection of project, conparing
nmortgagor's exhibits with on-site conditions to deternmine:

a) Actual extent of rehabilitation
b) Character of structure and materials
c) Type of bench mark data necessary for estimate
3) Assist in preparing work wite-up.
4) Prepare a prelimnary estinmate based on work write-up.
a) Include an anmount for contingency reserve.

b) Estinmate the starting date and length of rehabilitation



B. Conditional Commitnent
1) Exhibits include:
a) Application
b) Prelimnary draw ngs/specifications as required
by the work write-up
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(8-23) c) Mrtgagor's detailed cost breakdown
d) Owmner-Architect Agreenent (if professional services
are required)
e) Oher cost exhibits required by work wite-up
2) Estimate rehabilitation cost.
a) Use Form FHA-2325 for |and inprovenents and
suppl enental estimates.
b) Use Form FHA-2326-A for structural trade itens.
c) Sunmmarize cost of |and inprovenents, structures
and suppl emental estimates on Form FHA- 2326.
I ncl ude applicabl e fees.
3) Estimate the contingency reserve percentage (see 8-28)
and enter in Section O of Form HUD- 92264.
4) Estimate starting date and rehabilitation period and
enter the nunber of nmonths in Section G of Form HUD 92264.
C. FirmCommtnent. Review application, final draw ngs and/or

specifications (if required by work wite-up), and the
For m FHA- 2328.

1)

2)

3)

Confirm previ ous cost concl usions.

Develop a new estimate if exhibits show significant
changes that affect cost.

Conbine all procedures in firmprocessing if conditiona
comm tnent is skipped.

8-24 Bench Mark Costs. Use bench mark data for trade itens in
costing-out work wite-up.



A. Project the cost of trade itens to the estimated start of
rehabilitation.

B. Consider in the trade itens the cost of repair or renova
before rehabilitation.

8-25 Al | owances and Fees

A. Use data that reflects the risk and responsibility inherent
in rehabilitation and considers project |ocation
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(8-25) B. For projects entitled to BSPRA do not include profit.
Assunme a normal builder's profit in conmputing architectura
fees and bond prem um

8- 26 Rehabilitation Time. Estinmate from avail able data. Adjust
for demolition tine.

8- 27 Denolition. Estimate cost in work wite-up, considering the
sal vage val ue of material or equipnent.

A. Denolition cost directly related to refurbishing structures
and preparing the site and goes under the applicable trade
item cost.

B. Demplition costs for total gutting goes in Division 13,
Speci al Construction.

C. For total renoval of a structure (footings, foundations,
utilities, etc.), disposal of debris, fill and conpaction
descri be and show the cost on Form FHA-2326 and enter in
Section O of Form HUD 92264.

1) Include general requirenents, overhead and profit.

2) \ere denolition cost is a lunp-sumbid by a genera
contractor or subcontractor, so note.

3) Form FHA-2328 nust include a description and cost of
total denolition.

8- 28 Conti ngency Reserve. Estimate a percentage of 0 to 10 percent,
dependi ng on the condition of the project, the extent of
rehabilitation, and experience and financial capacity of the sponsor
and contractor. Enter the recommended percentage in Section O
of Form HUD- 92264.

8- 29 Rehabilitati on Cost Not Attributable To Residential Use. Use
the format in Appendi x 16 conpleting the conputations in



itenms 1, 2, and 3, and give to the appraiser.
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