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CHAPTER 4. CONSTRUCTI ON PERI CD

Dl SBURSI NG CAPI TAL ADVANCE PROCEEDS. Capital advance
proceeds may be disbursed to Omers to neet bills which are
due and payable including bills submtted by contractors
covering work conpleted and/or materials delivered to and
stored on or off the building site.

A General. The Omer applies for disbursenents
usi ng Form HUD- 92403- CA, Requi sition for
D sbursenents of Capital Advance Funds.
Di sbursenents are nmade directly by HUD:

1. To or for the account of the Omner; or

2. Thr ough an approved | ender, nortgage
servicer, title conmpany, or other agent
satisfactory to the Omer and HUD.

NOTE: At any tine the account exceeds $100, 000,
the agent must provide acceptable coll ateral equa
to the anpbunt of the actual deposits on account in
excess of $100, 000.

B. Processi ng Di sbursements. Processing of requests
for disbursements shall be in accordance with
procedures stated i n Handbooks 4470.1 REV
Mortgage Credit Analysis for Project Mrtgage
I nsurance, Section 207, and 4480.1, Miltifanmly
Underwriting Reports and Forns Catal og, except as
nmodi fi ed here. (See Paragraph 3-20 concer ni ng
the initial disbursenment.)

1. Prompt Processing. The Field Ofice nust
compl etely process Form HUD- 92403-CA within
2-3 workdays and send it to the Regiona
Accounting Division (RAD). The original Form
HUD- 92403- CA nust be handcarried, where
possible, to the RAD or sent by the quickest
mai | delivery.

2. General Requirenents for Owner.

a. On each Form HUD- 92403- CA, the Oaner
must state the cunul ative anmount of all
di sbursenments received including the one
bei ng requested. If this total differs
fromthe anbunt of disbursenents
approved, the Mrtgage Credit Staff nust
contact the Omer and resol ve the
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difference. The first disbursenent

request which includes a payment for the
architect al so must include a Form HUD-92403-1
Mortgagor's and Architect's

Certificate.

b. Wth each disbursenment request, owner
must subnmit bills or receipts as
required and current extension of title
policy, as well as evidence of
compliance with the Fair Labor Standards
Act (FLSA), zoning, building and ot her
| ocal requirements. |If there is any
exception to clear title, the nortgage
Credit Staff must contact the Chief
Counsel and the Owner to resolve the
i ssue.

3. Amount of Disbursement. Disbursenents to the
owner will be nade in amounts not to exceed
the HUD- approved cost for the portions of
construction or rehabilitation work conpl ete
and in place, mnus the appropriate hol dback

4. Moni toring Construction Progress. Wen
processi ng Form HUD- 92403- CA, conpare
construction progress with estinmates on the
contractor's Progress Schedule filed in the
Mortgage Credit Section (see Paragraph 2-20,
Handbook 4470.1 REV). |If construction is
behi nd schedul e, call a neeting of al
principal parties to the contract, including
the owner, supervisory architect, genera
contractor and bondi ng conpany, to discuss
the probl enrs and renedi es.

5. Payments to Contractor. The follow ng
appl i es when the di sbursenent request
i ncludes a paynment on construction costs to
the contractor:

a. For m HUD- 92403- CA nust be acconpani ed
by:

Contractor's Requisition (Form

HUD- 92448), signed by contractor and
Certificate for Paynents (back of
forn) signed by architect and HUD

i nspector.
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Contractor's Prevailing Wage
certificate on the back of Form
HUD- 92448 (nodified for Section 202
applicability) signed by
contractor.

b. If certification as to paynent received
to date (lower half of Form HUD- 92448)
does not agree with anmount shown on Line
12 "Less Previous Paynents",

di sbur sermrent cannot be approved unl ess:

(1) Difference is explained by data on
Form 92451, Financi al Record of
Mort gage Transaction; or

(2) Owner reconciles the difference in
a witten explanation

Materials Stored off-Site. For instructions

concerni ng the handling of advance of capita

advance proceeds for certain materials stored
of fsite, see Handbook 4430.1, Chapter 2.

Di sbursenents for Buil ding Conponents Stored
Of-Site

Bef ore any di shursenent:
a. The Omner shall:

- Provide a bill of sale for the
conponent ;

- Provi de a security agreenent
pl edged by a first lien on the
conponent with the exception
of such other liens or
encunbrances as may be
approved by HUD, and

- File a financing statenent in
accordance with the Uniform
Conmrer ci al Code (UCC).

b. The manufacturer and the genera
contractor shall certify to HUD that the
conponents, in their intended use,
comply with HUD approved contract plans
and specifications.
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8. Approving and Distributing the Requisition
Form (If applicationis for the fina
di sbursenent, follow additional instructions
in Paragraph 6-7.)

a. When the Mortgage Credit Staff has
fini shed processi ng Form HUD- 92403- CA
it goes to the Housing Devel opnent
Division Director for approval. Before
signing, the Director nust be sure all
the requirenents have been net.

b. If application is in order, the Housing
Devel opment Director signs the
"Certificate of Approval" on all copies
of the Form HUD- 92403- CA and sends:

(1) Oiiginal to Regional Accounting
Di vi si on

(2) One copy to Mirtgage Credit Staff
for eventual filing in Field office
Docket

(3) One copy to Omner

PROJECT CONTI NGENCY. The two percent of funds set
asi de for contingency purposes can be used for certain
items during devel opnent of the project.

A Eligible Use of Funds.

1. Cost of necessary change orders approved
before final closing.

2. I ncreased taxes and insurance caused by
unavoi dabl e del ays in construction

3. I ncreases in otherwi se eligible
nonconstruction line itens.

4. Funds remai ning after construction-rel ated
itens are covered can be used for nmjor
nmoveabl e furni shings and equi pnent (e.g.,
typewiters and | awn nowers) essential for
proj ect operation, including but not linted
to office and mai ntenance equi prent and
furnishings for public areas.

5. Costs directly related to rent-up of project.
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4- 3.

I neli

4.

5.

Accrual s for taxes and insurance after

conmpl etion of construction if current income
fromthe project is insufficient to neet such
accrual s.

gi bl e Use of Funds.

Additional fees to architect, attorney,
consul tant or other devel opnent team nenbers.

Non- maj or equi pnent and furni shings, such as
di shes and eating utensils.

Itens with short-termlife cycle such as
of fice and mai nt enance suppli es.

Furni shings within residential units.

Mot or vehi cl es.

Unexpended Project Contingency Funds. |If any
Proj ect Contingency funds are unexpended, the
nort gage shall be reduced by such anmount, unless
the Omer qualifies for shared savings at fina

cl osi

ng.

HOLDBACK OF CAPI TAL ADVANCE PRCCEEDS. The Capita
Advance Agreenent requires HUD to retain 10 percent of
nort gage proceeds from each advance.

A

Consent of Surety. Witten consent of the surety

must

be obtai ned before approving an early rel ease

of the hol dback.

NOTE:

Consi

Thi s does not apply where assurance of
completion is provided by contractor's cash
escr ow.

derations by Field Ofice. The Manager nust

be certain of the foll owi ng before rel easing any
of the contractor's hol dback

1

Al'l contractor's work has been satisfactorily

per f or ned.

The percentage of work conpleted is enough to
ensure conpl etion of the project by the tinme

specified in the contract. Never rel ease

hol dback where there are seri ous,



unresol ved questions concerning quality of
work or conpliance with the contract
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(i ncluding outstandi ng change orders), or
work is falling behind schedul e.

C. Early Rel ease of Contractor's Hol dback. An early
rel ease prior to conpletion of 90 percent of
construction may be permitted only to achi eve
construction conpletion. |If such a release is
granted, the Owner nust be required to take
control of disbursenents of nortgage proceeds and
supervi se distribution of funds principally to
subcontractors and material suppliers. This
ensures that noney drawn for specified purposes is
not diverted to other uses.

D. Rel ease of Hol dback After 90 Percent Conplete. A
rel ease of up to 50 percent of the hol dback nmay be
permtted at this tinme provided the owner and
contractor are not primarily responsible for
conditions causing the request for an early
rel ease. There also nust have been genera
conpliance with HUD requirenents by the owner and
contractor up to that point.

E. Rel ease of Hol dback After Conpletion. After
proj ect conpletion, the contractor is entitled
(through the Omer) to rel ease of the bal ance of
the contractor's hol dback | ess escrows for: punch
list items; itens of delayed conpl etion; actua
damages; actual damages (if any have been
assessed) and net effect of negative change
orders, provided:

1. Al'l work under the construction contract has
passed required inspections by nunicipal or
ot her governmental authorities;

2. Al'l certificates of occupancy, or other
approvals, for all units of the project have
been issued by State or local authorities;

3. HUD has i ssued Form FHA- 2485, Permnission to
Cccupy, for all units;

4. Al'l Davis-Bacon payroll requirenments have
been satisfied (for guidance concerning wage
di sputes, refer to Handbook 1344.1 REV-1,
Federal Labor Standards Conpliance in Housing



and Communi ty Devel opnent Prograns, and
Subpar agraph 3-4.k of that Handbook for
procedures regardi ng escrow accounts for
| abor standards viol ations).
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5. Requi sitions are acconpani ed by a
Contractor's Prevailing Wage Certificate,
Form HUD- 92448, and the final survey.

6. Contractor has disclosed its final
obligati ons on Form HUD- 90175- CA, Request for
Fi nal d osi ng.

NOTE: The Omer will submt a second Form
HUD- 90175- CA prior to final closing.

7. An acceptable Contractor's Certificate of
Actual Cost, Form HUD-92330-A, acconpani ed by
a Certified Public Accountant or Independent
Public Accountant's certificate, if required,
has been revi ewed and approved by the Cost
Staff.

4-4, PAYMENT FOR COFF-SI TE FACI LI TIES. Wen escrow deposit
has been made to assure construction of off-site
facilities under the provision of Escrow Deposit
Agreenent for Of-Site Facilities, Form HUD 90170- CA,

di sbursenments nay be nmade fromthis escrow deposit
during construction of the facilities. Disbursenents
will be nmade in proportion to the percentage of off-site
wor k conpl eted, |ess a hol dback of 10 percent, as

fol | ows:

A Omer will submit Request for Approval of Advance
of Escrow Funds, Form HUD- 92464, to depository in
quadr upl i cat e.

B. Depository will conplete its portion of Form and
submit it in triplicate to HUD.

C. Mortgage Credit Staff will conplete processing and
send it to the Housing Devel opnent Director for
signature.

D. Distribution of approved formw Il be as foll ows:

1. Oiginal to depository

2. One copy to Mortgage Credit Staff



3. One copy to be filed in Field Ofice Docket

E. I f di sbursenent request is unacceptable, Housing
Devel opment Director will return request to owner
acconpani ed by a letter of explanation.
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PROCESSI NG CHANGE ORDERS. All requests for changes in
drawi ngs or specifications or for extensions of tine
must be submitted on Form HUD- 92437, Request for
Construction Change on Project Mrtgages, for HUD
approval. Change orders are processed using
instructions in this Chapter, Handbooks 4460.1 "REV-1"
and 4480.1. Al so,

A Witten Approval of HUD. Such approval is
requi red before any changes are nade.

B. Witten Approval of Surety, Housing Devel opnent
Director nmust obtain witten approval of the
surety when a change, or accumul ation of changes,
i ncreases costs by 10 percent or nore of the
construction contract anount.

C. I ncreases in Construction Cost Resulting from
Approved Change Orders and Construction Contract
Ti me Ext ensi ons.

1. Proj ect Contingency may be used to cover cost
of necessary change orders, not optiona
betternments.

2. Proj ect Contingency funds nmay be used if an
approved tinme extension results in increases
in taxes, insurance and general requirements.

3. Shoul d Project Contingency be insufficient to
cover any increase, the Oamer nust escrow
such
additional funds in the approved depository
in a separate Construction Account.

NOTE: Anounts designated for purchase of
maj or noveabl e equi pnent nust be consi dered
in determ ni ng adequacy of Project

Conti ngency funds avail able for change
orders.

D. Extension of Tine to Conplete Construction. The



Omner and contractor nmay ask to anend the
construction contract. Extension requests will be
processed based on the foll ow ng:

1. Must be on HUD 92437, signed by Owner,
general contractor and Oaner's inspecting
architect.
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2. No extension will be approved unless the
del ay was beyond the contractor's contro
(e.g., weather, strikes, differing site
conditions, etc.) and is docunented.

3. Requests for extension nust neet the tine
limt set by the construction contract.

4. Housi ng Devel opnent Director nust obtain
witten consent of surety prior to approving
any extension of tine.

5. VWhere the delay is the contractor's fault or
requests have not been filed promptly, the
extension may not be granted and the
provisions of Article 2C (actual damages
cl ause) of the construction contract will be
enforced agai nst the contractor

Di stribution of Approved Change O ders.

1. Three copies for the Owmer (one copy for the
contractor and one copy for the architect).

2. One copy for the inspector (representing HUD)
assigned to the project.

3. One copy for the Mirtgage Credit Staff.
4. One copy for the Field Ofice Docket (filed

with master set of draw ngs and
speci fications).

4- 6. | NCREASE | N CAPI TAL ADVANCE AMOUNT.

A

Timng for Increase. Generally, requests for

capi tal advance increases should not be considered
until construction has been substantially

conmpl eted, but must be acted upon before fina
closing. |If a nortgage increase is approved, the
Omer is no longer entitled to share in cost



savi ngs.

Basis for Increase. Subject to the availability
of funds and regulatory unit cost limts, a
capital advance increase nay be approved to cover

1. Cost to correct substantial error by HUD in
the original processing which would ot herw se
result in serious inequities.
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2. Necessary changes in the plans and
speci ficati ons which have been approved by
HUD (no optional betternents may result in an
i ncrease).

3. Costs caused by extensions in construction
time, when such extensions were: approved by
the HUD;, justifiable under Al A Cenera
Condi tions and caused by a decl ared natural
di saster or other problens beyond the
contractor's control

4. O her costs not known at firm conmitnent
resulting fromrequirenents of |oca
authorities and beyond the owner's control

5. Construction (hard) cost increases caused by
a natural disaster declared by Federal or
State governnent, to the extent not covered
by casualty insurance.

6. Cost of substituting general contractor when
original contractor is termnated for cause
and the surety has failed to perform

7. I ncreased costs resulting from conceal ed
subsurface site conditions, provided HUD
finds that exploratory tests during project
design were sufficient and thorough and
neither the architect nor engi neer were at
fault.

Cost Overruns. A request for a capital advance
increase solely due to cost overruns associ ated
with the construction of a project according to
the original drawi ngs and specifications will not
be al | owed.

Processi ng Capital Advance Increases. Upon



recei pt of an Ower's capital advance increase
request, an eval uation nust be nmade based on the

criteria listed above. |If the Field Ofice

deci des to reconmend t he

increase for approval, it must take the follow ng
actions:

1. Revi se Forns HUD- 92264 and HUD- 92264A to show
the approved increases.

a. Do not increase or replenish Project
Cont i ngency.
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b. Apply any project net incone to offset

items eligible for nortgage increase.

C. Conput e the new nortgage anount.
d. Cal cul ate any increase in operating
expenses related to the capital advance
i ncrease.
2. Subnmit a nmenorandum to Headquarters

(Attention: Ofice of Insured Multifamly
Housi ng Devel opnent (HM T), together wth
justification(s) based on the criteria under
Subpar agraph B above. Attach follow ng

exhi bits:

a. Copi es of the original and reprocessed
For m HUD- 92264, i ncludi ng attachments.

b. Copi es of the original and reprocessed
For m HUD- 92264A.

C. Copi es of any approved Forns HUD 92437
(Change orders), including attachnents
and pertinent correspondence.

d. Copi es of cost certification
processing, including Fornms HUD 92330,
Mortgagor's Certificate of Actual Cost,
HUD- 92330A, HUD- 92331, Sumary of Cost
certification Review, and FHA-2331A,
Cost Certification Review Wrksheet.

The nmenorandum al so shoul d indicate the
anmount of additional capital advance and
proj ect rental assistance funds required.



E. Actions After Headquarters Approval. |If the
capital advance increase is approved by
Headquarters, the followi ng actions will be taken:
1. Headquarters will authorize use of anendnent

funds previously allocated to the Regional
Ofice or issue FormHUD- 185 to the Regi onal
Ofice.
2. The Regional O fice, after verification of
funds by RAD and signature of the Regional
Admi ni strator or his/her designee, will issue
a Form HUD-185.1 to the Field Ofice.
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3. Upon recei pt of funds, the MHR nust prepare a
revi sed Form HUD- 718 and Form HUD- 52540 i f
there is a PRAC increase.

4. The Capital Advance Agreenent nust be revised
to reflect the increase and sent to RAD prior
to final disbursement of capital advance
proceeds.

5. A Suppl enental Mortgage Note, Mortgage or
Deed of Trust and Consolidation Agreenent
must be prepared to reflect the increase and
sent to RAD after final closing.

WORK STOPPAGE. |If a work stoppage occurs during
construction, the Field Ofice Manager will conmunicate
imedi ately with the owner and contractor to determ ne
the cause of the stoppage and to ascertain when
construction will be resuned.

A

Ef fect of Stoppage. The seriousness of any work
st oppage nust be inpressed upon the parties
concerned, and particularly that a stoppage of 20
days or nore constitutes a default under the
Capital Advance Agreenent.

Report by Field Ofice. |If a work stoppage has
continued for 20 days, the Field Ofice Manager
must notify the Regional Labor Relations Oficer
and the Director, Ofice of Elderly and Assisted
Housi ng, HVEE, by priority mail and request

speci al gui dance as to action to be taken to
protect the Secretary's interest. The
Headquarters referral shall include at a m ni nrum



the informati on as item zed under Paragraph 1-13
of Handbook 4435.1 "Construction Period to Fina
Closing for Project Mrtgage I nsurance”. This
notification will be in addition to any steps that
may be prescribed under contractual documents.

4-8. MANAGEMENT PROCESSI NG DURI NG CONSTRUCTI ON. At this
stage, the Loan Managenent staff will be responsible
for the foll owi ng processing steps:

A Change Order Requests.

1. The Housi ng Devel opnent Director must give
the Loan Managenent Specialist a copy of any
change order request which may affect the
managenent of the project.
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2. I f any change order is considered adverse to
proj ect managenent, the Loan Managenent
Speci al i st nmust resolve the matter with the
VHR.

3. In instances where the probl em cannot be
resol ved by nmutual agreenent, the Director of
Housing or the Field Ofice Manager (as
appropriate) nmust make the fina
det ermi nati on.

B. Schedul i ng the Pre-Cccupancy Conference. The Loan
Management Branch Chief is responsible for
schedul i ng a pre-occupancy conference with the
owner and the Project Administrator (if self-nanaged)
or Managenent Agent at | east 120 days
prior to the first units being conpleted for
occupancy. At this conference, at |east the
followi ng itens nust be reviewed and applicabl e
handbooks di stri but ed:

1. Provi si ons of Regul atory Agreenent.

2. Submi ssi on of Form HUD- 92458, Rent Schedul e
Low Rent Housi ng

3. Tenant selection during the rent-up period.

4. HUD requirenments relating to income linits
and incone certification.

5. I nspection of units prior to accepting for



occupancy.

6. Tenant orientation program

7. Revi ew | ease form provi si ons.

8. PRAC voucher procedure.

9. I nsurance requirements.

10. Mar keting requirenments of the Affirmative
Fair Housing Marketing Plan and outreach
efforts to elderly persons with disabilities.

11. PRAC vacancy paynent requirenments

12. Proj ect managenent, including regular and

preventive mai nt enance (Managenent
Agr eenent).
4-13 7/ 92
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13. HUD s accounting requirenments (Handbook
4370. 2, Financial Operating and Accounting
Procedures for Insured Multifanily Projects).

14. Auditing of financial statenments (Handbook |G
4372.1, Audit Cuide for Mrtgagors Having HUD
Insured or Secretary Held nultifamly
Mor t gages) .

15. Mont hly accounting reports of incone and
expenses (Fornms HUD- 93479, Mnthly
Report/Establishing Net Incone - Schedul e A
HUD- 93480, Schedul e of Di sbursenents
- Schedul e B; and HUD- 93481, Schedul e of
Accounts Payabl e - Schedul e C

16. Tax and insurance reserve account.

17. Owner's Supportive Services Plan.

Accounting and Reporting Requirenents. Project
accounts nust be nmmintained as prescribed in
Chapter 4 of Handbook 4370.2, Financial Operations
and Accounting Procedures for Insured Multifamly
Projects. Required financial reports are al so
detailed in the same Handbook

Mont hl'y Accounti ng.

1. Omers nmust submt Fornms HUD- 93479, HUD- 93480



and HUD- 93481 nonthly to HUD (Housing
Managenent Division Director).

2. These reports nust be subnitted fromthe
first day of the month of initial occupancy
through the nonth in which the project
attains 95 percent occupancy or through the
first full year of project operations,
whi chever occurs | ater

3. If no incone is being realized, the report
shoul d refl ect operating expenses.

4. Loan Management staff will review these
reports fromthe aspect of early warning of
any devel opi ng problens. Particul ar
attention nust be paid to:

a. Status of tax and insurance reserve

accounts
7192 4-14
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b. Cash flow
c. Cccupancy ratio
d. Account s payabl e
e. Tenants accounts receivabl e
f. Management fee
5. Renedi al action nust be taken promptly if the

accounting reports indicate problens are
devel opi ng.

6. If a review indicates the project is being
operated appropriately and it is apparent
that operating expenses have been
underestimated, an increase in operating
expenses shoul d be processed as soon as
possible to avoid an inordinately |arge
increase at a |ater date.

E. Tax and | nsurance Reserve Accounts. |n order to
provide for tinmely discharge of such obligations
as taxes and property insurance during the
nortgage period, the follow ng procedure will be
est abl i shed:



Not |ater than 30 cal endar days prior to
first occupancy of the project, the Oaner
must establish a tax and insurance reserve
account with a depository which is a nenber
of the Federal Deposit |nsurance Corporation
Savi ngs Associ ation I nsurance Fund, or the
National Credit Union Share |Insurance Fund
and make nonthly deposits into the account
sufficient to provide for the tinely paynent
of taxes and insurance premums. The said
account may be interest-bearing.

As part of the Owmner's nonthly accounting
report, anounts deposited in the tax and

i nsurance reserve account nust be shown as
the first itemon HUD 93480, Schedul e of

Di sbursenents. The Loan Managenent Branch
must monitor this financial report to assure
that Omers are properly maintaining tax and
i nsurance reserves.
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3. Expendi tures fromthe escrow accounts are

made as the tax assessnents and i nsurance

prem uns beconme due. No prior HUD approva
is needed for these disbursenents, but the

Omer will be responsible for the tinely
di scharge of these obligations and the

appropriate accounting in the project's books

and records.

4. The Loan Management Branch nust nonitor the
paynment of the tax and insurance obligations

by nmeans of the owner's annual financia
st at enent .

5. Should the interest in an interest-bearing
account cunulate in an ampunt equal to three

mont hly deposits for taxes and insurance

prem unms, the said cunmul ated interest nust be

transferred to the Repl acenent Reserve
Account .

Techni cal Assistance. Part 8.6 of the Section 504

Regul ations requires recipients to take
appropriate steps to ensure effective

communi cation with applicants, beneficiaries and

menbers of the public who are disabl ed.

1. FHEO shoul d encourage Owners to utilize



outreach procedures that afford elderly
persons with disabilities an equa
opportunity to participate in, and enjoy the
benefits of, the project. Any outreach
efforts by the Omer shoul d include
informati on on the services offered by the
project. This would enable the applicant to
determine if the projects offered the
services necessary to neet the obligations of
tenancy or if the applicant woul d have to
make ot her arrangenents to obtain the
services necessary to neet the obligations of
t enancy.

2. In addition to utilizing newspapers and radio
stations, Owmers nay al so use qualified sign
| anguage and or oral interpreters, readers or
taped and Braille materials. Oaners should
al so informthose organi zati ons whi ch serve
the di sabl ed cormmunity, in order to reach
el derly persons with all types of
disabilities, such as those with visual and
hearing inpairments, those who are
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devel opnental |y disabled with m ninmal reading
skills, or persons who are confined to their
hones.

3. Omers are not required to submit their
outreach procedures to HUD for approval (as
is the case with the Affirmative Fair Housing
Mar keting Pl an); however, docunentation of
the outreach efforts should be maintained on
the site in the rental office and avail able
for HUD inspection.

OPERATI NG BUDGET APPROVAL. The proposed operating
budget for the project nust be approved by HUD before
initial occupancy. At the pre-occupancy conference,
therefore, the Oamer will be asked to submit a current
estimate of operating expenses. As this is the amount
on whi ch project assistance paynents will be based, it
is inperative that these estimates be current and
approved by HUD prior to occupancy.

A Approval of Schedules. After review, the Field
of fice must notify the owner of the approved
operating expense budget. The approval letter
will also advise that any future revisions nust be
substantiated and receive HUD s prior approval



B. Increase in Qperating Costs. |If, during
construction, there has been an increase in
repl acenent cost over the estimated repl acenent
cost shown in the applicable Form HUD 92264 t hat
may increase the estimate of other operating costs
or taxes, such increase(s) may be considered.
However, they must be substantiated with
supporting documentation to the satisfaction of
the Field Ofice Manager and on file in the Field
O fice Docket.

C. Addi tional Charges. No charges to tenants will be
made by the Omer beyond those established by a
HUD- appr oved operating budget. Cost or charges
for services provided through managenent efforts
or obtained individually by a resident nust be
paid directly by the resident to the provider and
must not be a part of the operating budget. Any
charges not contenplated at the tine of processing
require the approval of the Field Ofice Manager
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| NSPECTI ON AT PRQJIECT COVPLETI ON. When the
construction is conpleted, HUD will nmake a fina
inspection with the Omer's architect. |f construction
is found to be acceptable, the HUD i nspector's report,
prepared on Form HUD-5379, HUD Representative's Public
Housing Trip Report, and subsequently endorsed by the
Chief Architect, will constitute the final inspection
report. Any on-site itens qualifying as Itens of

Del ayed Conpl etion and not conpleted by the tinme of
final closing will be subject to an escrow arrangenent
(see Paragraph 6-3).

REQUESTS TO OCCUPY. Prior to occupancy the Oaner nust
request from HUD and recei ve perm ssion to occupy.
Such requests may be subnmitted as portions of the

proj ect becone ready for occupancy (staged
construction).

A Submi ssi on Requi renents
1. For m FHA- 2485, Permission to Qccupy- Proj ect
Mortgages, in an original and three copies.
Al'l copies nust be signed by the Oaner,
supervi sory architect and contractor

2. Attach to the Form FHA-2485, the follow ng:



a. For m HUD- 92458, Rental Schedul e and
Information on Rental Project, in
triplicate. (Not required if previously
submitted.)

b. Certificate of occupancy and/or license
to operate a rental project as issued by
public authorities having jurisdiction

B. Revi ew for Project Qccupancy.

1. The Field Ofice will verify the receipt of
the certificate of occupancy and/or license
to operate a rental project as issued by the
| ocal public authorities.

2. HUD wi Il nmake an on-site inspection of living
units proposed for occupancy and wil |
recomrend occupancy of the units if found to
be acceptabl e.
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NOTE: If the final inspection report has
been conpl eted, the inspection as
reported on the HUD- 5379 may be
used to satisfy this requirenent.

3. If concurred by the Chief Architect, the
Housi ng Devel opnent Director will indicate
approval on the Form FHA- 2485.

4. FHEO may be asked to conmment on the Omer's
conmpliance with equal opportunity
requirenents prior to granting perm ssion to
occupy.

C. Perm ssion to Occupy. The Housing Devel opnent
Division Director/Field Ofice Manager will grant
perm ssion to occupy by signing Form FHA- 2485

upon:
1. Approval for occupancy by the Housing
Devel oprent Di vi si on.
2. Determ nation that the per unit operating
expenses proposed in Form HUD- 92458 are
accept abl e.
4-12. REVI EW FOR PRQIECT ACCEPTANCE. Upon conpl etion of the

project and prior to execution of the Project Rental



Assi stance Contract (PRAC), Forms HUD-90173A- CA and
90173B-CA, the project nust be cleared by the Housing
Devel opnent, Housi ng Managenment and Fair Housi ng and

Equal Qpportunity Divisions.

A Housi ng Devel opnent Division: Execution of Form
FHA- 2485, Permission to Qccupy - Project
Mortgages, will constitute acceptance by this
Di vi si on.

B. Housi ng nmanagenent Division nust ensure that:

1. Previ ousl y- approved managenent pl an,
managenent agreement and | ease remain
accept abl e.

2. Pre- occupancy neeting has been held and all
mar keting requi renments have been net.

C. Fair Housing and Equal Opportunity Division nust
ensure conpliance wth:
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1. Approved Affirmative Fair Housi ng Marketing
Pl an.
2. Al'l other applicable equal opportunity
requirenents.
D. When all three Divisions have indicated project

acceptance the preparation of the PRAC Contract
may be initiated.

4-13. PRQIECT RENTAL ASSI STANCE CONTRACT ( PRAC).

A

General. Although not a Federal contract within
the meaning of 331 U . S.C. 6303, the PRAC sets
forth rights and duties of the Oaner and HUD with
respect to the project and subsidy paynents.

Preparati on of Contract

1. I medi ately after review and acceptance of
the project as set forth in Paragraph 4-12
above, the MHR will prepare a nenorandumto
the Legal Division for the Housing
Devel opment Director's signature, requesting
that the PRAC be prepared.

2. The Legal Division nust prepare one original



and two copi es of the PRAC based on the
Contract previously prepared as an exhibit to
the PRAC Agreenent.

3. Any change to the PRAC at this stage may be
made only if authorized by the regul ations or
the Agreenent, and nust be expl ai ned and
justified to the Owmer in the transmttal
letter.

4, The effective date of the PRAC will be the
date the pernmission for occupancy is granted
on Form FHA-2485. The initial termof the
contract shall be for 240 npnths.

5. The transnmittal letter will require the owner
to submt with the executed Contract, a list
of |l eased and unl eased units along with
justification for any unl eased units for
whi ch vacancy paynents w |l be requested.

6. The PC&R staff will transmt the PRAC to the
Omer for execution.
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C. Executi on of Contract

1. When executed by the Omer, all copies of the
PRAC will be returned to HUD together with
the information regarding | eased and unl eased
units.

2. PC&R wi Il route the PRAC to the Legal
Division for final review and the infornmation
regardi ng | eased and unl eased units to
Housi ng Managenent .

3. Housi ng Managenent w |l advi se Housing
Devel opnent whet her any unl eased units
qual i fy for vacancy paynents.

4. Housi ng Devel oprment, in the letter
transmtting the PRAC, will advise the Owner
of any unl eased units qualifying for vacancy
paynents.

5. When approved by the Legal Division, the
Housi ng Devel opnent Director/Field Ofice
Manager will sign the original and two copies
of the PRAC for HUD.



6. The executed PRAC will be distributed as
foll ows:

a. Oiginal will be sent to the RAD
b. One executed copy to the Omner
C. One executed copy to Housi ng Managenent

D. PRAC Paynents. The PRAC paynents are nade nonthly
by HUD upon requisition by the owner.

4-14, MARKETI NG AND | NI TIAL RENT-UP. The initial rent-up of
the project nmust be carried out according to Handbook
4350. 3, Cccupancy Requirenent for Subsidized
Mul tifam |y Housing Prograns, except as nodified here.

A Sel ection of Tenants. Selection of tenants from
among el igible applicants and the usual |andl ord-tenant
relationship are the responsibility of the
Owner .
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B. Applicant Eligibility Criteria

1. Must be a househol d conposed of one or nore
persons at |east one of whomis 62 years of
age or older at the tine of initia
occupancy.

2. Must be within established income limts.

C. Eligibility for Specific Projects. The fact that
an applicant is eligible under the Section 202
program does not nean that the person is eligible
for occupancy in every project. The project nust
be designed to serve the needs of the tenant and
the Oamner nust be capable of providing the
necessary support services. Elderly persons with
disabilities who can use the services provided by
the owner with reasonabl e accommodati ons, and who
are otherwi se eligible for occupancy, are eligible
for occupancy in that project.

D. Waiting Lists. A waiting list of applicants will
be maintained if no suitable unit is available,
but the owner may refuse to take further
applications if the waiting list is so long that
the average wait for a unit will be a year or



| onger.

Affirmative Fair Housing Marketing. Oaners nust
comply with the requirements of their HUD approved
Affirmative Fair Housing Marketing Pl an ( AFHWP)
Form HUD-935.2. The AFHWP is designed to pronote
equal housing choice for all prospective tenants
regardl ess of race, color, religion, sex, creed,
age, national origin, famlial status or handicap

Qutreach to Elderly Persons Wth Disabilities. In
accordance with 24 CFR Part 8.6 of the Section 504
regul ati ons, owners nust take appropriate steps to
ensure that elderly persons with disabilities have
an equal opportunity to apply for housing.

Non-di scrimnation. Omers nust conply with al
HUD regul ati ons and requirements and all State and
| ocal requirements prohibiting discrimnation
based on race, color, creed, religion, sex,
national origin, age, fanmlial status or handi cap
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4-15.

Joint Pre-Cost Certification Conference. The Cost and
Mortgage Credit staffs nust hold a joint pre-cost
certification conference with the owner, genera
contractor, and accountant when the project has
attained no nore than 90 percent conpletion to discuss
the foll ow ng:

A

Requi rement for Cost Certification and provisions
of Handbook 4470.2 plus any nodifications as found
in Chapter of this Handbook

Necessity for Conpl eteness of required
docunent ati on, dates and signatures

| nportance of Careful Review by all parties prior
to subnmitting cost certification docunents to HUD

Ti mel i ness of Submission. subm ssion should be
made within 60 days after construction conpletion
and at | east 30 days prior to a proposed fina

cl osi ng.
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