4571.1 REV-2
Paragraph Page
TABLE OF CONTENTS

CHAPTER 1. GENERAL INTRODUCTION TO 1-1
THE SECTION 202 PROGRAM

1-1. Authority 1-1
1-2. Delegation of Authority 1-1
1-3. Definitions 1-1
1-4. Purpose and Policy 1-1
1-5. General Application Limits 1-7
1-6. Amount of Loan 1-14
1-7. Related Programs 1-17
1-8. Special Financial Provisions 1-17
1-9. Cooperatives 1-19
1-10. Use of Housing Consultants 1-19
1-11. How the Section 202 Program Works 1-21
CHAPTER 2. ELIGIBILITY 2-1
2-1 Private Nonprofit Borrowers 2-1
2-2. The Sponsor 2-1
2-3. Competition for Fund Reservations 2-2
2-4 Eligibility Considerations 2-3
2-5 Public Bodies and Instrumentalities of
Public Bodies 2-4
2-6. Ineligible Proposals 2-4
2-17 Unacceptable Proposals 2-5
CHAPTER 3. RESERVED
i 3/83
4571.1 REV-2
Paragraph Page
TABLE OF CONTENTS
CHAPTER 4. ISSUANCE OF INVITATIONS, EVALUATION 4-1
AND SELECTION OF APPLICATIONS
Section 1. Invitation for Applications for
Section 202 Fund Reservations 4-1
4-1. General 4-1
4-2. Transmittal of Copies of the Invitation 4-1
Section 2. Initial Application Package 4-2
4-3. Preparation of the Application Package 4-2
4-4. Submission of Applications 4-2
4-5. Contents of Application Package 4-3



Section 3. Receipt/Acknowledgement, Initial Screening and

Preliminary Evaluation of Applications 4-15
4-6 Receipt of Applications 4-15
4-7. Initial Screening 4-16
4-8. Preliminary Evaluation 4-18
4-9 Technical Processing 4-23
Section 4. Mortgage Credit Analysis 4-26
4-10. General 4-26
4-11. A Review of Form FHA-3433 4-26
4-12. Credit Investigation 4-28
4-13. Format of Financial Statements 4-28
4-14. Analyses of Financial Data 4-28
4-15. Preparation of Findings Memorandum 4-31
4-16. Evaluation of the Housing Consultant 4-31
Section 5. Valuation Analysis 4-36
4-17. General 4-36
4-18. Location Analysis 4-37
4-19. Environmental Clearance 4-39
4-20. Assigned Rents 4-39
4-21. Marketability 4-39
4-22. Preparation of Findings Memorandum 4-40
3/83 ii

4571.1 REV-2
Paragraph Page

TABLE OF CONTENTS

Section 6. Equal Opportunity Analysis 4-41

4-23. General 4-41
4-24. Review Factors 4-41
4-25. Review of Other Pertinent Information 4-42
4-26. Preparation of Findings Memorandum 4-43
Section 7. Housing Management Analysis 4-44

4-27. General 4-44
4-28. Review Factors 4-44
4-29. Review of Form HUD-2530 4-44
4-30. Preparation of Findings Memorandum 4-44
Section 8. Economic Market Analysis Division Analysis 4-45

4-31. General 4-45
4-32. Market Analysis 4-45
4-33. Site Review 4-45

4-34. HAP Consistency and Need Reviews 4-45



4-35. Preparation of Findings Memorandum 4-45
Section 9. Architectural Analysis 4-46
4-36. General 4-46
4-37. Preparation of Findings Memorandum 4-46
Section 10. Housing Assistance Plan Consistency
and Housing Assistance Need Reviews 4-47
4-38. General 4-47
4-39. HAP Localities 4-47
4-40. Non-HAP Localities 4-50
4-41. Site Not Specified 4-50
Section 11. Multifamily Housing Representatives'
Analysis 4-51
4-42. General 4-51
4-43. Relocation Review 4-51
4-44 . Evaluation of the Borrower's Capacity to Carry
Through to Long-term Operation a Project for
Housing and Related Facilities 4-51
4-45 Preparation of Findings Memorandum 4-52
iii 3/83
4571.1 REV-2
Paragraph Page
TABLE OF CONTENTS
Section 12. Selection of Applications and
Notification to Borrowers 4-53
4-46. MHR Functions at Conclusion of Technical Processing 4-53
4-47. Determination of Approvability of Applications 4-54
4-48. Ranking Process 4-56
4-49. Selection Process 4-61
4-50. Preparation and Review of Memorandum of Selections 4-62
4-51. Preparation and Notification of Selections 4-64
4-52. Congressional Notification 4-67
4-53. Issuance of Notification Letter 4-67
4-54. Duration of Section 202 Fund Reservation 4-69
4-55. Cancellation of Section 202 Fund Reservation
and Section 8 Contract Authority 4-69
4-56 Applications Not Selected 4-69
CHAPTER 5. PRESUBMISSION ACTIVITIES, SUBMISSION AND 5-1
PROCESSING OF REQUEST FOR CONDITIONAL
COMMITMENT FOR DIRECT LOAN FINANCING
Section 1. General 5-1
5-1 Processing Stage and Variation 5-1



5-2. Presubmission Activities 5-1
5-3 Description of Conditional Commitment Stage
Processing of Requests Involving New
Construction 5-3
5-4. Description of Conditional Commitment Stage
Processing of Requests Involving Substantial
Rehabilitation 5-3
5-5. Target Dates 5-3
5-6 Description of Required Exhibits - For Projects
Involving New Construction 5-3
5-7 Additional Exhibits - Substantial Rehabilitation 5-8
5-8. Receipt of Requests 5-9
5-9. Screening of Completeness 5-9
5-10 Eligibility for Technical Processing 5-10
5-11. Coordination of Technical and Program Reviews 5-10
5-12 Fair Housing and Equal Opportunity Review 5-11
3/83 iv
4571.1 REV-2
Paragraph Page
TABLE OF CONTENTS
Section 1. General (Continued)
5-13. Area Counsel Review 5-11
5-14 Economic Market Analysis Division Review 5-12
Section 2. Architectural and Engineering Analysis 5-14
5-15. General 5-14
5-16. Types of Housing 5-14
5-17. Design Consideration 5-15
5-18. Review and Acceptance of Exhibits 5-17
5-19. Eligible Equipment 5-17
5-20. Comparative Cost Analysis of Utilities 5-17
5-21. Architectural Analysis: Rehabilitation Projects 5-17
Section 3. Cost Processing 5-18
5-22. General 5-18
5-23. Cost Not Attributable to Dwelling Use 5-18
5-24. Costs Not Ordinarily Attributable to Dwelling Use 5-19
5-25. Adequacy of Estimates 5-20
5-26. Builder's Profit 5-20
5-27. Schedule of Capital Expenditures 5-20
5-28. Less Than 25 Percent Efficiencies 5-20
5-29. Cost Analysis: Rehabilitation 5-20
Section 4. Valuation Analysis 5-22
5-30. General-New Construction 5-22
5-31. Land Appraisal 5-23

5-32. Replacement Cost Estimate 5-23



5-33. Annual Operating Expense Estimate 5-24

5-34. Determination of Loan Amount Allowable
Under Section 202 Cost Limits 5-25
5-35. Determination of Loan Amount Based on
Debt Service When Term of Tax Abatement
is Less Than Term of Loan 5-26
5-36. Determination of Estimated Income 5-26
v 3/83

4571.1 REV-2
Paragraph Page
TABLE OF CONTENTS

Section 4. Valuation Analysis (Continued)

5-37. Allocation of Formula Rents to Revenue
Producing Dwelling Units 5-30
5-38. Utility Allowances and Other Services 5-30
5-39. Determination if Gross Rents (Contract Rents)
Are in Compliance with Fair Market Rent Limits 5-31
5-40. Valuation Analysis: Rehabilitation Projects 5-35
Section 5. Mortgage Credit Analysis 5-36
5-41. General 5-36
5-42. Analysis of the General Contractor 5-36
5-43. Sponsoring Organizations 5-36
5-44. Determination of the Financial Requirements
to Complete the Project 5-36
5-45. Determination of Borrower's Financial
Capacity to Close the Transaction and
Operate the Project 5-37
5-46. Recording the Results of the Mortgage
Credit Analyses 5.38
Section 6. Management Processing 5-39
5-47. General 5-39
5-48. Review of Management Agent's Qualifications
and the Management Contract 5-39
5-49. Review of Management Plan 5-40
5-50. Review of Form of Lease 5-40
5-51. Review of Form HUD-92013 and Form HUD-92264 5-40
5-52. Report to Housing Director 5-40
Section 7. Preparation and Issuance of
Conditional Commitment 5-41
5-53. Housing Director Functions 5-41
5-54. Conditional Commitment Conference 5-41
5-55. Amendments to Reservations of Section 202

and Section 8 Funds 5-41



3/83

vi

Paragraph

Y O O) O O)Y O)Y O)Y O
|

o

[e) W@
|

o O
|

|
O J oy U b WD

=
o

4571.1 REV-2 CHG 1

TABLE OF CONTENTS

CHAPTER 6. SUBMISSION AND PROCESSING OF REQUEST

FOR FIRM COMMITMENT FOR DIRECT LOAN
FINANCING TO INITIAL CLOSING

Section 1. General

Processing Stage and Variations

Description of Firm Commitment Stage

Target Dates

Required Exhibits

Receipt of Requests for Direct Loan Financing
Screening for Completeness

Eligibility for Technical Processing
Coordination of Technical and Program Reviews

Section 2. Architectural and Engineering Analysis

General
Review and Approval of Drawings

Section 3. Cost Analysis

General
Rehabilitation Projects

Section 4. Valuation Analysis
General
Re-analysis is Limited to Changes Necessitated
by Borrower's Actions
Section 5. Mortgage Credit Analysis
General

Review of the Borrower's Plan to Meet
Operating Expenses

Section 6. Preparation and Issuance of Commitment

for Direct Loan Financing

Housing Director
Amendment of Section 202 Reservation

vii

Page

[e)} o
| |
= =

Y O OY O O)Y O)Y OY O

|
WNNNNNRE PP

o O

4571.1 REV-2 CHG 1



Paragraph Page
TABLE OF CONTENTS
Section 6. Preparation and Issuance of Commitment
for Direct Loan Financing - (Continued) 6-9
6-19. Preparation of Commitment for Direct Loan
Financing, Form FHA 2432-EH (Firm Commitment) 6-9
6-20. Preparation and Approval of the Section 8
Housing Assistance Payments Program ACC/HAP
Contract list, Form HUD-5041C (List) 6-9
6-21 Preparation of the Building Loan Agreement 6-10
Section 7. Actions Prior to Initial Closing 6-11
6-22. General 6-11
6-23. Execution of the Agreement to Enter Into
Housing Assistance Payments Contract (Agreement) 6-11
6-24. Notification of Hazard Insurance Requirements 6-11
6-25. Execution of the Building Loan Agreement 6-11
6-26. Preparing for Initial Disbursement of Loan Funds 6-12
Section 8. Award of Construction Contract by
Competitive Bidding or Negotiation
*6-27. General 6-14
6-28. Competitive Bidding is Mandatory 6-14
6-29. Eligibility Criteria for a Negotiated Construction
Contract 6-14
6-30. Limitations on Negotiated Projects 6-15
6-31. Architects Additional Services for Competitively
Bid Projects 6-15
6-32. Estimate of Construction Cost 6-15
6-33. Project Manual 6-16
6-34. Form of Project Manual Documents 6-16
6-35. Incentive Payment and Liquidated Damages 6-23
6-36. Invitation for Bids 6-23
6-37. Addenda 6-26
6-38. Bid Opening 6-26
6-39. The Lowest Bidder 6-27
6-40. Bid Withdrawal or Rejection 6-27
6-41. Bid Protests 6-30
6-42. Owner Submission of Contract Award Documents 6-30
6-43. HUD Review of Contract Award Documents 6-31
6-44. Contract Award 6-33
6-45. Department of Labor Notification 6-33
viii
4571.1 REV-2 CHG 1
Paragraph Page

TABLE OF CONTENTS



CHAPTER 7. INITIAL CLOSING TO CONSTRUCTION START

|
N =

Preparation for Initial Closing
Responsibilities of HUD Manager

and Office of Counsel
Additions or Deletions to Standard Forms
Documents Required at Initial Closing
Title Policy
Control Over Borrower
Construction Contract
Materials Stored Offsite
Owner-Architect Agreements

~

B N N B N N
|
R = 0o Jo Ul b W

O .

- Assurance of Completion
-11. Acceptable Surety and Amount of Bond
7-12 Required Offsite Improvements
7-13. Hazard Insurance Requirements
7-14. Leaseholds
7-15. Required Minimum Capital Investment
7-16. Assurance of Funds to Meet Initial
Operating Deficits
7-17. Collateral Agreements
7-18. Borrower's Attorney's Opinion
7-19. Fidelity Bond During Construction Period
7-20. Construction Funds to be Provided by the Borrower
7-21. Custody of Original Loan Documents
7-22. Initial Disbursement of Loan Funds
7-23. Revision of Instruments
7-24. Pre-Construction Conference
7-25. Commencement of Construction
CHAPTER 8. CONSTRUCTION PERIOD TO FINAL CLOSING
8-1. Disbursement of Section 202 Loan Proceeds
8-2. Release of Holdback of Loan Proceeds
8-3. Payment for Offsite Facilities
8-4. Construction Change, Form FHA-2437
8-5. Increase in Loan Amount
8-6 Extension of Time to Complete Construction
8-7 Commencement of Amortization
8-8 Deferment of Commencement of Amortization
8-9. Work Stoppage
8-10. Management Processing During Construction
8-11. Rental Schedule Procedure

ix

N -
I |
= =

R B B N N N AN BN
| |
P O WOooJIdhdDdwwhN- -

7-11
7-12
7-12
7-12
7-13
7-13
7-13
7-13
7-13
7-14

(o0}
|
=

QO OO 0O O CO GO 0O O

|
R = oo Ul wk

4571.1 REV-2 CHG 1

Paragraph
TABLE OF CONTENTS
CHAPTER 8. CONSTRUCTION PERIOD TO FINAL CLOSING
(Continued)
8-12. Housing Assistance Payments Contract
8-13 Request to Occupy

Page



Marketing and Initial Rent-Up
CHAPTER 9. FINAL CLOSING
Section 1. General

Introduction

Advice on Junior Liens

Exception to Title

Completion for Final Closing Defined

Preparation for Final Closing

Delinquency in Interest and Amortization Payments
Date for Final Closing

Section 2. Property Insurance Requirements 9-2

9-8. Changes in Insurance Requirements 9-2
9-9. Action on Revised Form 9-2
Section 3. Incomplete On-Site Facilities 9-3

9-10. Conditions for Approval 9-3
9-11. Escrow for Completion 9-4
9-12. Conditions for Painting Escrow 9-4
9-13. Distinction between Forms of Assurance 9-4
9-14. Offsite Utilities 9-5

Section 4. Nonrealty Items and Alternative

Security Instruments 9-5

9-15. Nonrealty Items 9-5
9-16. Alternative Security Instruments 9-5
9-17. Continuation Statement 9-6
Section 5. Cost Certification 9-6

9-18. General 9-6
9-19. Joint Pre-cost Certification Conference 9-6
9-20. Request for Submission of Certification 9-7

11/83 x
4571.1 REV-2 CHG 1
Paragraph Page
TABLE OF CONTENTS

Section 5. Cost Certification (Continued) 9-7

9-21. Form of Cost Certification 9-7
9-22. Operating Statement 9-8
9-23. Supplemental Income Statement 9-8
9-23.1 Simplified Cost Certification 9-8
Section 6. Contract Rents 9-8



9-25.
9-26.
9-27.
9-28.
9-29.

9-30.
9-31.
9-32.
9-33.

9-34.
9-35.
9-36.

Determination of Contract Rents 9-8
Section 7. Section 202 Loan 9-9
Determination of Maximum Loan Amount 9-9
Excess Loan Proceeds 9-10
Application for Final loan Disbursement 9-10
Final Closing 9-13
Requesting Amortization Schedule 9-13
Section 8. Guarantee Following Completion 9-14
Assurance of Performance Under Guarantee 9-14
Cash Assurance 9-14
Other Assurance 9-14
Chronology 9-14

Section 9. Disposition of Closing Documents
and Various Files 9-14
Headquarters Loan Management Docket 9-14
Loan Transcript Documents 9-15
Preparation of Field Office Docket 9-15
Section 10. Management Review 9-15

On-Site Management Review Within 6-Month
Period Subsequent to All Units Being
Available for Occupancy 9-15
x1i 11/83

4571.1 REV-2 CHG 1

APPENDICES

Part 885 - Loans for Housing for the Elderly or Handicapped,
published in the Federal Register at 43 FR, Part VI, 3/01/78

Invitation for Applications for Section 202 Fund Reservations
Section 202 Application Package

Form HUD-92013, Application for Multifamily Housing Project
Section 202 Initial Screening Review Checklist

Format for Acknowledgement Letter

A-95 Clearinghouse Letter

Letter Format - Request for Local Government Comments:
Units With Approved Local Housing Assistance Plans

Letter Format - Request for Local Government Cements:



Units Without Approved Local Housing Assistance Plans

8. Financial Analysis Worksheet
9. Independent Review of HAP Consistency
9-1 Independent Determination of Need for Housing Assistance
and Adequacy of Public Facilities and Services
10. Technical Processing Summary Report
11. Section 202 Ranking Criteria
12. Notification of Selection of a Section 202 Fund Reservation
13. Required Exhibits for Request for Conditional Commitment for
Direct Loan Financing New Construction
13-1. Required Exhibits for Request for Conditional Commitment for
Direct Loan Financing Substantial Rehabilitation
14. Distribution of Application for Conditional Commitment
Processing of Request for Direct Loan Financing (New Construction)
14-1. Distribution of Application for Conditional Commitment Processing
of Request for Direct Loan Financing (Substantial Rehabilitation)
11/83 xii
4571.1 REV-2 CHG 1
APPENDICES - (Continued)
15. Section 202 Screening Checklist
Summary Sheet (Conditional Commitment)
16. Determination of Development Cost - By Replacement Cost Formula
17. Format - Loan Amount Permitted by Regulatory Limitation
Per Family Unit - Section 202/8 Projects
18. Format - Rent Formula Supplement to Form 2264 For
Section 202/8 Projects
18-1. Format - Rent Formula Supplement to Form 2264 for Section 202/8
Projects With Tax Abatement for Less than Term of Loan
19. Format - Allocation of Formula Rent to Revenue Producing
Dwelling Units
20. Replacement Cost - By Formula Rehab Projects Without BSPRA
21. Form Model Lease (Section 202)
22. Conditional Loan Commitment Format



23. Required Exhibits for Request for Firm Commitment
for Direct Loan Financing

24. Amendment to AIA Document B181, Standard Form of
Agreement Between Owner and Architect for Housing Services

25. Contents of Loan Transcript

26. Format Letter - Agreement Authorizing Deferment of Commencement
of Principal Payments for Section 202 Projects When Maturity
Date is Extended for a Period Equivalent to the Period of
Deferment

27. Format Letter - Agreement Authorizing Deferment of Commencement
of Principal Payments for Section 202 Projects When Maturity Date

is not Extended

28. Property Insurance Requirements for Section 202 Housing for the
Elderly or Handicapped

29. Form HUD-92329, Property Insurance Schedule

xiii 11/83
4571.1 REV-2 CHG 1
APPENDICES - (Continued)
30. Form FHA-2441-EH. Building Loan Agreement
31. Form HUD-92403-EH, Requisition for Disbursement of Section 202
Loan Funds

32. Form FRA-2452-EH, Performance-Payment Bond (Dual Obligee)

33. Form FHA-2450-EH, Completion Assurance Agreement

34. Form FHA-2452, Performance Bond-Dual Obligee

35. Form FHA-2452A, Payment Bond

36. Format, Invitation for Bids

37. Supplement to AIA Document A701, Instructions to Bidders

38. Format, Form of Bid

309. Format, Non-Collusive/Non-Identity of Interest Affidavit *
11/83 xiv

4571.1 REV-2

FOREWORD



This Handbook deals with the Section 202 Direct Loan Program for Housing
for the Elderly or Handicapped and the use of Section 8 Housing Assistance
Payments in such housing. Together, they have played a significant

role in the resurgence of this different and increasingly important
segment of housing and community development.

Housing the elderly or handicapped requires that special consideration be
given to such factors as location and site, architectural and special
design features, and the inclusion of a wide range of services and
programs. As discussed below, these factors are linked together to help
offset the problems which tend to accompany the aging process: reduced
incomes; loss of spouses, relatives and friends; dispersal of families;
declining health, and how to use vast increases in leisure time. When
these factors are melded together, they can help the elderly to remain
independent and prevent their premature institutionalization. For the
handicapped, proper consideration of these same factors can mean escape
from virtual imprisonment in their own homes, or in many cases release
from the curse of institutional living.

Given these concerns, sites are selected to avoid steep inclines, noxious
odors and the like. Architectural barriers, such as steps and narrow
doorways are eliminated to assure ingress and egress, liveability of
units and access to all areas by all residents. Buildings are designed
to meet special safety requirements, wider corridors are included,
nonslip flooring is installed, shelves and electric outlets are lower
than usual and grab-bars are provided. Private kitchens and bathrooms
are included, with or without provisions for central dining. These are
the kinds of requirements which generally are apt both for the elderly
and the handicapped.

Other problems also must be considered. Because the elderly face
declining physical capacities and health, a variety of health and medical
facilities and services should be available in the community. Lower than
average incomes combined with lessened energy make reasonable rents and
convenience to transportation, shopping, personal and other services
critical to the residents of these projects. Opportunities for meaningful
involvement in voluntary services and other community affairs, part-time
employment, and participation in a variety of recreational

activities need to be available and encouraged. Aging often is
accompanied by the loss of one's spouse, as well as other relatives and
friends. Children grow up, move and raise their own families. Thus,
older people may need new friends and new companions as an offset to
their departure. The handicapped, too, have similar, if not the same
problems, and they too, need to be given careful and humane consideration
and attention.
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Although these problems cannot be eliminated entirely, the combination of
special architectural considerations and design features with a variety
of services and activity programs can help offset them to a very
significant degree. 1In any event, it is particularly important that such
housing not be viewed as simply another institution among institutions,



or as the last stop in life. Rather, it offers wider choices of where
and how to live and opportunities for new friendships. This is housing
in the community which challenges its residents to engage in meaningful
activities as they wish, to seek and enjoy new adventures --- to get fun
out of life --- all while retaining their own self-identification as
independent, contributing members of society.
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