                    U.S. Department of Housing and Urban Development

                                        H O U S I N G

Special Attention of:                   Notice:  H 96-4 (HUD)

Directors of Housing;

Directors of Multifamily                Issued:  February 7, 1996

 Housing Division;                      Expires:  February 28, 1997

Asset Management Branch Chiefs;

Owners and Management Agents            Cross References:

Subject:  COMPREHENSIVE NEEDS ASSESSMENTS (CNAs)

I.   PURPOSE.  The purpose of this NOTICE is to revise and amplify for Fiscal

     Year 1996 information contained in previous Notice H-95-27,

     Comprehensive Needs Assessments Initial Survey.

II.  LEGISLATIVE AUTHORIZATION.  Comprehensive Needs Assessments, or CNAs,

     are authorized by Title IV of the Housing and Community Development Act

     of 1992 as amended by the Multifamily Housing Property Disposition

     Reform Act of 1994.

III. WHAT IT IS.  A Comprehensive Needs Assessment is mandated by statute

     [
402] and it is very important to project owners, the Department, and

     Congress.

     o    The Comprehensive Needs Assessment is a description of current and

          future financial resources and needs of certain multifamily

projects [
403].

     o    The CNA involves project residents in its development, from start

          to finish [
404].

     o    It is based on a thorough and detailed physical inspection of the

          project.

     o    The Comprehensive Needs Assessment includes a statement of any

          assistance needed under programs

administered by the Department

          [
403].

     o    It describes available resources for meeting the current and future

          needs of the project and the likelihood of obtaining such resources

          [
403].  Such resources include assistance from private

          foundations, State and local governments, any HUD programs
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          (including Community Planning and Development programs), rent

          increases, refinancing, Flexible Subsidy, Loan Management Set Aside

          (LMSA), and Section 241 Loans.

     o    The CNA also includes descriptions of modernization needs and

          activities, descriptions of supportive services needed and

          supportive services provided, descriptions of security needs, and

          descriptions of any personnel needs of the project, including

          service coordinators and security staff [
403].

     o    In the future, funds for Flexible Subsidy and Loan Management Set

          Aside Section 8 assistance will be targeted to address the needs

          identified in the CNA

process and to meet emergency needs in

          properties, rather than being awarded through competitive NOFAs

          [
409].  The Department will use CNAs to inform itself and Congress

          of the condition of the portfolio and to use the information for

          funding of assistance.

IV.  WHO IS COVERED.  The owners of the following kinds of

projects are

     required to submit a Comprehensive Needs Assessment unless:

     1)   they are eligible for assistance under the HOME Investment

          partnership Act or,

     2)   they have received or are receiving incentives or if they have

          given a Notice of Intent under the Low-Income Housing preservation

          and Resident Homeownership Act of 1990, or the provisions of the

          Emergency Low Income Housing preservation Act of 1987 (as in effect

          immediately before November 28, 1990, the date of the enactment of

          the Cranston-Gonzalez National Affordable Housing Act [
401(1)(B)]:

          o    Section 221(d) (3) MIR (Market Interest Rate) projects.

          o    Section 221(d) (5)  BMIR (Below Market Interest Rate)

projects.

          o    Section 236 projects with mortgages insured, assisted, or held

               by HUD (including State/Local Agency Section 236 projects).

          o    Any housing that is reserved for occupancy by very low-income

             elderly persons pursuant to section 202(d)(1) of the Housing

               Act of 1959 [
401(1)(A)(i)];

                                                                 3

          o    Any housing that is assisted under the provisions of section

               202 of the Housing Act of 1959 (as such section existed before

               the effectiveness of the amendment made by section 801(a) of

               the Cranston-Gonzalez National Affordable Housing Act)

[


401(1) (A) (ii)];

          o    Any housing that is financed by a loan or mortgage insured,

               assisted, or held by the Secretary or a State or State agency

               under Section 236 of the National Housing Act

               [401(1)(A)(iii)];

    o    Any housing that is financed by a loan or mortgage insured or

               held by the Secretary pursuant to section 221(d) (3) of the

               National Housing Act [
401(1)(A)(iv)];or

          o    Any multifamily housing project that was designed or designed

               to serve, or is serving, elderly persons or families and is

               assisted under a program administered by the Secretary

               [
401(2)].

     If a Notice of Intent has been filed, but no incentives received, the

     Notice of Intent may be withdrawn, in writing. If such Notice has been

     so withdrawn, the Owner is then eligible to participate under the

     prepare a project's CNA [
402].  This entity, the "Needs Assessor," also

     must have an arms-length, non-identity of interest relationship with the

     project's managing agent (if any).  The entity that the owner engages

     must have the skills needed to prepare the CNA.  These skills include

     the capability to conduct (or have conducted) a thorough physical

     inspection of the property, to prepare capital budgets, to work with

     residents in eliciting their responses, and to ake assessments of

     resources and the project's financial, physical, and supportive services

     needs, etc.

     o    Project owners are to use private, independent, professional

          entities or persons qualified to conduct and prepare the

          Comprehensive Needs Assessment.

     o    A project mortgagor itself may not prepare the CNA [
402] although

          the owner is required to submit the project's CNA.

     o    The entity conducting the CNA, the "Needs Assessor," is required to

          treat tenant information and concerns in a confidential manner.
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     o    The entity that prepares and submits the CNA must sign and date it,

          certifying that it is accurate and correct to the best of its

          knowledge and belief as of the date of the CNA.

VI.  WHO PAYS FOR THE COMPREHENSIVE NEEDS ASSESSMENT.  The project's

     mortgagor pays for the CNA.  By statute [
404], the project owner may

     use up to $5,000 of project funds to pay for the CNA where funds are

     available.  Up to this $5,000 limit, HUD will authorize releases from

     Residual Receipts

accounts and Reserve Fund for Replacements accounts

     where a project's operating account is inadequate to pay. for the CNA.

     The Department expects that smaller projects (those under 50 units)

     should spend no more than perhaps about

$2,500,

     projects larger than 75 units might need to spend amounts nearer the

     $5,000 limit.  While CNA preparation costs are considered to be an

     eligible project expense, i.e., paid or payable from project funds, CNA

     preparation costs may not, by statute [
404], be included as a cost or

     expense used to calculate rent increases.

VII. EARLY RESIDENT INVOLVEMENT.  Owners are required to seek residents'

     participation before and during the conduct

of

     Assessment.  For non-insured State Agency-financed projects,

     participation by representatives of the State Agency in the conduct of

     the CNA may be desirable.  Owners must make copies of the draft

     Comprehensive Needs Assessment conveniently available to the residents

     of the project [
404] for at least two weeks for their review and

     comment.  Residents' comments are to be considered before the final copy

     of the CNA is submitted to the HUD Field Office.  The CNA submission

     must include a summary of the residents' comments and how they were

     accommodated in the final CNA.  The CNA also must include a description

     of the involvement of the residents.

VIII.WHERE TO SUBMIT COMPREHENSIVE NEEDS ASSESSMENTS.

     Project owners should submit one copy of their CNAs directly to the HUD

     Field Office that has jurisdiction over their projects.  Statute [
404]

     requires that owners of covered State Agency financed or assisted

     projects are to submit a copy of their CNAs to the State Agency as well

     as to the HUD Field Office.  Owners should not submit CNAs directly to

     HUD Headquarters in Washington, D.C.

IX.  WHEN TO SUBMIT COMPREHENSIVE NEEDS ASSESSMENTS. HUD Field Offices will

     notify each project owner when the CNA for that project is due.  The

     Department views Comprehensive Needs Assessments as a continual

                                                                 5

     activity, not just a one-time product.  Ordinarily CNAs should be

     updated and submitted to HUD Field Offices every fifth year.  In unusual

     circumstances, such as when a project experiences a need for major,

     unanticipated physical repairs, a project may be asked by the HUD Field

     Office to submit an updated CNA sooner than the five-year cycle.

X.   SECTION 504 CONSIDERATIONS.  The Department's policy on implementing

     requirements for accessibility to people with disabilities is published

     at 24 CFR Part 8.  Administrative instructions are contained in Chapter

     2 of HUD Handbook 4350.3.  Project owners are responsible for providing

     these directives to their Needs Assessors.  Comprehensive Needs

     Assessments are to include assessments of financial and other needs

     imposed by Section 504.

XI.  SECTION 3 CONSIDERATIONS.  Section 3 of the Housing and Urban

     Development Act of 1968, as amended, requires that when assistance in

     the form of HUD direct loans or grants is used for multifamily housing

     construction or rehabilitation, employment and contracting preference is

     to be given by owners to low income persons and businesses.  Priority

     preferences are to be given to, among others, persons or businesses

     located, in the service area or neighborhood of the project.  Section 3

     requirements are promulgated at 24 CFR Part 135, which was revised June.

     30, 1994.  Project owners are responsible for providing these directives

     to their Needs Assessors.  These requirements may be triggered when

     projects are provided Flexible Subsidy Assistance to address their

     capital needs.  The Comprehensive Needs Assessment is to describe the

     effects, if any, of Section 3 requirements on work that is projected to

     be done.

XII. ENERGY EFFICIENCY CONSIDERATIONS.  Upgrades of projects that would be

     made solely for the purpose of energy efficiency may be included in the

     first assessment of a project; if the capital costs are relatively small

     in comparison to the savings gained these needs also could be identified

     as "Immediate" when appropriate.  But because of limited resources, more

     urgent needs such as those that affect the safety, security, and health

     needs of project residents should generally be addressed first.  When

     estimating items that are in need of immediate replacement, due

     consideration should be given to the costs and benefits of energy

     efficiency.
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                                NARRATIVE

There are two distinct components of Comprehensive Needs Assessments: The

Physical Inspection and the Statement of Resources and Needs.  These are

described separately below.

                                The Physical Inspection Procedure

1.   Beginning.  A Comprehensive Needs Assessment of a project logically

     begins with a thorough physical inspection of the project.  At the

     initial phase of this inspection, the entity (henceforth the "Needs

     Assessor") hired by the owner to prepare the CNA should use Form HUD-

     96001, "Comprehensive Needs Assessment - - Unit Survey" (Attachment "C")

     and Form HUD-96002, "Project Profile" (Attachment A) for physical

     inspections of the project.

2.   Early Resident Involvement.  The Needs Assessor should prepare to

     conduct the inspection of the project by first giving project residents

     a copy of the Form HUD-96001, "Comprehensive Needs Assessment - - Unit

     Survey," (or its equivalent) and asking each resident family to write

     down any physical problems and maintenance needs they can identify in

     their units plus any physical defects and other needs they can identify

     in the project.  The Needs Assessor should do whatever is reasonably

     necessary to (1) make sure that the project residents are fully informed

     about the CNA program itself, (2) make sure that the project residents

     understand the importance and value of their input, and (3) make it easy

     for them to return the completed survey to the Needs Assessor.  Needs

     Assessors must ensure that tenant comments and concerns are handled

     confidentially and inform tenants in that regard.

3.   Conducting the Inspections.  The Needs Assessor is the entity or person

     hired by the project's mortgagor to be responsible for preparation of

     the Comprehensive Needs Assessment.  The Needs Assessor may find it

     desirable to sub-contract with other entities or persons for portions of

     the project's physical inspection.  For example, the Needs Assessor may

     wish to engage the services of a roofing subcontractor to furnish a roof

     inspection, a paving subcontractor to inspect the parking lots and

     sidewalks, a plumbing subcontractor to inspect the plumbing system, etc.

     The Department is leaving the working details of these arrangements to

     the projects' owners and the Needs Assessors hired by the owners.  NOTE:

     Subcontractors and all other parties participating in the preparation of

     the CNA may not have an identity-of-interest with the mortgagor; an

     arms-length relationship is essential.  Subcontractors also are required

     to respect tenant confidentiality.
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     Inspectors need to inspect enough dwelling units to be able to formulate

     an accurate estimate of repair needs.  In some cases and depending on

     the size and condition of the project, all or nearly all units will need

     a direct, personal inspection by the Needs Assessor.  In other cases,

     such as where the validity and reliability of the residents' inspection

     reports is generally high, a lesser number of units may need a separate

     inspection by the Needs Assessor. The Department expects that

     appropriate statistical sampling methods and techniques will be used by

     the Needs Assessors to reach their conclusions about repair needs.

     Inspectors need to give project residents and their representatives, if

     any, adequate advance notice of the inspections.  REMINDER: Any

     additional conditions pertaining to access to dwelling units that arise

     from operation of lease provisions or local laws also must be met.

4.   Estimating Repair Costs.  Regardless of the inspection procedures used,

     the Department asks that the final cost estimates of repairs be as

     accurate as practical in terms of present dollar values.  Stated

     differently, if all repairs were made today where repairs were indicated

     as being needed today, the actual final cost of these repairs should be

     reasonably close to the estimated repair costs.  The Department also

     expects that nearly all needed repairs will be observed and identified

     by the projects' inspectors.  But the Department does not expect that

     this degree of accuracy will be attainable for current estimates of

     trended costs for future repairs or for the exact timing of those

     projected repairs.

5.   Explicit Assumption for Estimating Future Repair Needs.  For purposes of

     the data gathering aspect of Comprehensive Needs Assessments, owners and

     their Needs Assessors should assume that their projects will be in a

     better than "Satisfactory" condition as of the date of the ordinary

     maturity of a project's Note and Mortgage.  This assumption is made

     explicit only for the purpose of standardizing or normalizing the data

     that will be furnished the Department. The project should be assumed to

     be in such a financial and physical condition that no unfunded major

     capital repairs would be anticipated for a period ending about ten years

     after the maturity date of the Note.  In other words, the Comprehensive

     Needs Assessments should not anticipate that the buildings would be run

     down or in need of unfunded major repairs as of the maturity dates of

     their Notes and Mortgages.  The Department also realizes that these long

     term estimates are projections that are subject to change.

6.   Projections of Repairs and Associated Costs.  Needs Assessors are to

     itemize repairs using the repair item numbers and descriptive titles

     shown on Form HUD-96002, "Project Profile" (Attachment A).  They
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     should break out the estimated dates that repairs will be needed

     according to the following format:

     A.   "Immediate and Health/Safety" - - within twelve months of the date

          of the inspection or affecting the health or safety of the

          residents

     B.   "Near Term" - - from the second through the eighth year from the

          date of inspection, taking the fifth year as the mid-point date

     C.   "Long Term" - - from the ninth through the fifteenth year from the

          date of inspection, taking the twelfth year as the mid-point date

     D.   "Remainder" - - from the sixteenth year until about ten years

          beyond the maturity date of the Note and Mortgage, using the

          twentieth year from the inspection date as the date for the

          projection of repair descriptions and cost estimations

7.   Reporting Repair Needs and Costs.  The Department developed the Project

     Profile, Form HUD-96002 (Attachment "A"), and the Needs Assessor should

     complete it and include it in the Comprehensive Needs Assessment.  The

     Department also has developed software that will enable Needs Assessors

     to provide owners and HUD summary data in a consistent electronic

     format.  The Form HUD-96003, "Project Summary (Attachment "B" ), shows

     the required data elements.  A printed copy of the Form HUD-96003 or its

     equivalent should be included in the CNA.  The Department will provide

     the software on a diskette at no charge to CNA users who provide a

     blank, formatted diskette.  The software is designed to run on common

     IBM compatible PCs.  The diskette containing the completed information

     should be returned to the HUD Field Office as part of the Comprehensive

     Needs Assessment.

                  Statement of Resources and Needs

8.   All Comprehensive Needs Assessments need to include [
403]:

     a.   a description of current financial or other assistance needs and

          resources

..TX:

     b.   a description of future financial or other assistance needs and

resources

..TX:

     c.   a description of any assistance needed under programs administered

          by HUD
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     d.   an estimate of the likelihood of obtaining the resources identified

          above

     e.   a description and breakdown (e.g., child-related, training in

          resident responsibilities, education, job training) of the

          supportive service needs of the residents of the project (including

          the need for a service coordinator and security staff) and any

          supportive services provided to those residents

     f.   a description of any modernization needs and activities for the

          project

     g.   a description of needs and activities that relate specifically to

          solving drug or other crime problems at the project

     h.   a description and breakdown of any personnel needs for the project,

          including service coordinators

     HUD is not prescribing any particular form or format for these

     statements and descriptions but the Department asks that this

     information is clearly identified and summarized in one place in each

     project's CNA.

9.   Intradepartmental Coordination.  Project owners are usually aware of

     assistance programs, such as Flexible Subsidy, Section 8, and Drug

     Elimination Grants, offered by the Office of Housing.  These owners also

     are aware of Housing's various loan programs, including Supplemental

     Loans. However, there may be a number of project owners who are not

     adequately informed about assistance that may be available to them

     through programs administered by HUD's Office of Community Planning and

     Development.  Asset Management Branch staff should coordinate the

     dissemination of this information to project owners and their Needs

     Assessors with the staff of Community Planning and Development for their

     respective programs so that project owners and Needs Assessors can

     become informed about CPD programs and activities in their locales that

     could assist them.  Needs Assessors also will be expected to explore and

     report on possible community and State and local government resources

     and programs that could be used to assist the projects.

                                Project Selection

10.  Portfolio Review.  In fiscal year 1996, all covered HUD projects except

     projects with HUD-Held mortgages will participate in the Comprehensive

     Needs Assessment.  Projects with HUD-Held mortgages will participate in

     subsequent fiscal years.
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11.  Project Identification.  Although the Statute allows the Department

     until the end of fiscal year 1997 to complete CNA's for the entire

     portfolio, since less than 30% of the portfolio was addressed in FY 95,

     it is necessary to complete the remaining 70% in the next two years; 40%

     in FY 96 and 30% in FY 97.

     Using the Comprehensive Needs Assessment Master List, the Asset

     Management Branch Chiefs in HUD Field Offices should identify and select

     forty percent of the projects in their portfolio to participate in the

     CNA Program during fiscal year 1996.  Once selected, the owners should

     be notified by telephone and in writing and be furnished a copy of this

     Notice.  The Asset Management Branch Chief may invite these owners to

     attend a meeting in the Field Office to explain the Comprehensive Needs

     Assessment program.  If project owners choose to attend such a meeting,

     the payment of associated travel costs from project funds is authorized.

     The Asset Management Branch Chief should inform these owners of the date

     their Comprehensive Needs Assessments are due in the HUD Field Office.

12.  HUD Field Office Reviews.  Field Office Asset Management staff should

     review the Comprehensive Needs Assessments for completeness and adequacy

     as soon after receipt as is possible.  Field Offices should complete the

     review within twenty days.  The Asset Management Branch Chief should

     discuss all weaknesses or inadequacies of the CNA with the project's

     owner, managing agent, and Needs Assessor in an effort to reach

     consensus about the needs and resources of the project.  The results of

     these discussions and agreements reached must be confirmed [
404] in

     writing to the projects' owners.  When the Field Office determines that

     a CNA is substantially incomplete or inadequate and notifies the owner

     of the portion(s)

of

     Field Office must require the owner to submit an amended CNA within

     thirty (30) days from receipt of the Field Office's notification [
404].

     All parties should complete negotiations and reach consensus in order to

     have an acceptable CNA submitted by the owner within seventy days from

     the date of

receipt of the first CNA of each project.  NOTE: The

     statutes [
404] mandate that the Field Office complete its review of the

     initially submitted CNA within ninety days of receipt.
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13.  HUD Field Office Reports.  Asset Management Branch Chiefs should work to

     get their assessments conducted and their summary data reports completed

     by September 30, 1996.  Asset Management Branch Chiefs are encouraged

     for management/processing plans, to break the total percentage down into

     periodic time frames.  Instructions for transmitting the data from HUD

     Field Offices to Headquarters will be given to the affected Field

     Offices in the near future.

                                Assistant Secretary for Housing-

                                Federal Housing Commissioner

                                                            ATTACHMENT A

ATTACHMENT A CONTAINS FORM HUD-96002 - PROJECT PROFILE -- COMPREHENSIVE NEEDS

ASSESSMENT.

                                                            ATTACHMENT B

ATTACHMENT B CONTAINS FORM HUD-96003 - PROJECT SUMMARY -- COMPREHENSIVE NEEDS

ASSESSMENT.

                                                            ATTACHMENT C

ATTACHMENT C CONTAINS FORM HUD-96001 - UNIT SURVEY -- COMPREHENSIVE NEEDS

ASSESSMENT.

