Section 232 Office of Residential Care Facilities

Guidance on Eligibility for Reserve for Replacements 
[bookmark: _GoBack]In accordance with 4232.1 HUD Handbook Section III. Chapter 3.2.2

A.   Items traditionally contemplated as eligible for draws from the Reserve from Replacement fund include capital items such as (but not limited to):
 
  1.  Replacement of windows, refrigerators, ranges, and other major appliances in the dwelling units.
 
  2.  Extensive replacement of kitchen and bathroom sinks and counter tops, bathroom tubs, water closets, and doors (exterior and interior).
 
  3.  Major roof repairs, including major replacements of gutters, downspouts, and related eaves or soffits.
 
     	 NOTE:  When replacing an entire roofing system, HUD encourages owners to seek 			  energy efficient roofs and bonded roofs.
 
  4.  Major plumbing and sanitary system repairs.
 
  5.  Replacement or major overhaul of central air conditioning and heating systems, including  cooling towers, water chilling units, furnaces, stokers, boilers, and fuel storage tanks.
 
  6.  Overhaul of elevator systems.
 
  7.  Major repaving/resurfacing/sealcoating (sidewalks, parking lots, and driveways).
 
  8.  Repainting of the entire building exterior. Major painting of interior spaces such as all common area being repainted at one time, may be considered eligible (Re-painting of individual rooms is considered routine maintenance and not eligible).
 
  9.  Extensive replacement of siding.
 
 10.  Extensive replacement of exterior (lawn) sprinkler systems.
 
 11. Major carpet replacement (e.g. multiple room replacements or entire common area of a project)

12. Generally, the following items are eligible, provided that they are not a routine maintenance items: office/common area unit equipment, furniture, nursing/patient care equipment, food service/laundry/housekeeping equipment and appliance, and maintenance equipment.

 13.  For certain projects, requests for capital improvements or enhancements to the property could be considered.  For examples, initial purchase of computers and some associated software could be purchased; individual air conditioning units could be added to a project that was not air conditioned when it was built; gutters and downspouts could be added where necessary.  However, routine repairs, maintenance and service fees such as internet fees, web hosting and software-hardware maintenance updates, proprietary software/vendor fees and related expenses are not eligible expenses for Reserve for Replacement draws.

 Some improvements may be eligible if in HUD's opinion such items would:
 
      a.   result in enhancing the mortgage security, including making the project energy efficient.
 
      b.  upgrade the property and place the property in a more favorable competitive
 position in the marketplace.
 
      c.  be necessary to comply with changes in local, state, or Federal laws.
 
      d.  not inordinately deplete the Reserve Fund.
 
B.  Items traditionally contemplated as ineligible for draws from this Fund include maintenance items such as (but not limited to):
 
 1.   Repainting of interior areas of projects that is considered routine maintenance.

  2.   Replacement of range burners, bibs, oven elements, controls, valves, wiring, etc.
 
  3.   Replacement of dwelling unit air conditioning components such as fan motors and window unit compressors.
 
  4.   Minor repairs to central air conditioning and heating systems such as valve replacements and the cleaning of boiler interiors.

Items traditionally contemplated as ineligible, continued:
 
  5.   Minor roof repairs, including minor repairs to gutters and downspouts.
 
  6.   Minor paving repairs.
 
  7.   Caulking and sealing.
 
  8.   Window and screen repairs.
 
  9.   Purchase of maintenance tools and equipment such as lawn mowers or snow blowers.
 
  10.  Purchase of minor office equipment.
 
  11.  Inspection/recharging/replacement of fire extinguishers.

  12.  Minor carpet or flooring repairs. However, carpet or flooring replacement of multiple areas/units or entire common area of a project is eligible.
 
  12.  Other items generally considered to be routine maintenance.
 
Large Single Expenditures 
Single eligible expenditures (repairs, capital items) in excess of $50,000 must be preapproved by HUD or Delegated Lender.  Additions/Demolitions must be pre-approved by the Account Executive, as an environmental study may be warranted.
1. Three bids must be secured and confirmation provided to HUD that this has been done.  Bids are not provided with submission but must be made available to HUD upon request. 
2. If the bid selected is not the lowest amount, written justification for selection must be provided with submission.
3. If funds are due in advance of work being done (20 % down payment, materials expense paid in advance, etc.) provide evidence of payment arrangement , i.e. copy of contract, with submission
4. Provide confirmation of adequate funds in the Reserve for Replacement account after full payment is disbursed. 
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