CHAPTER 2. HFA APPLI CATI ON, APPROVAL AND UNI T ALLOCATI ONS
2-1 QUALI FI ED HOUSI NG FI NANCE AGENCI ES

A APPROVAL AS HUD MORTGAGEE. HFAs nust be HUD- approved
nort gagees under 24 CFR 202.10 through 202.19. Details
are in Handbook 4060.1. An HFA that is not currently a
HUD- appr oved nortgagee nmay submit its application for
nmort gagee approval separately but at the sane tinme as
the application for the pilot program The HFA nust
maintain eligibility by continuing to conply with the
eligibility requirenents set forth in the regul ations
and the Ri sk-Sharing Agreenent and be a HUD- approved
nmort gagee i n good standi ng.

B. BASI C QUALI FI CATI ON REQUI REMENTS.  The HFA nust:

1. Carry the designation of "top tier" or its
equi val ent as eval uated by Standard and Poor's or
any other nationally recogni zed rating Agency; or

Receive an overall rating of "A" for the HFA for
its general obligation bonds froma nationally
recogni zed rating Agency; or

O herwi se denpbnstrate its capacity as a sound and
experienced Agency based on, but not limted to,
experience in financing multifamly housing, fund
bal ances, adm nistrative capabilities, investnent
policy, internal controls and financi al
managenent, portfolio quality, and State and | oca

support.

2. Be a HUD-approved nultifamly nortgagee in good
st andi ng;

3. Have at least 5 years experience in nultifanmly

underwriting; and
4. Certify that:

a. The Departnent of Justice has not brought a
civil rights suit against the HFA, and no
suit is pending;

b. There has not been an adj udi cati on of civi
rights violation in a civil action brought
agai nst the Agency by a private individual
unl ess the HFA is operating in conpliance
with a court order, or inplenmenting a HUD
approved conpliance agreenent designed to
correct the areas of nonconpliance; and

c. There are no outstanding findings of
nonconpliance with civil rights statutes,
Executive Orders, or regulations as a result
of formal administrative proceedings, or the



Secretary has not issued a charge agai nst the
HFA under the Fair Housing Act, unless the
HFA is operating under a conpliance agreenent
designed to correct the areas of
nonconpl i ance.

2-2 RESERVE REQUI REMENTS. HFAs nust maintain certain reserves
to participate in the Ri sk-Sharing program

A

HFAs W TH TOP- TI ER DESI GNATI ON OR OVERALL RATI NG OF "A"
ON GENERAL OBLI GATI ON BONDS. HFAs in either of these
categories are not required to have additional reserves
so long as they maintain that designation or rating,

unl ess HUD determi nes that a higher |evel of reserves
is necessary. |If the designation or rating is lost or
if the HFA cannot provide the required | egal opinion
relative to the "A" rating (see application
requirenents in Appendix 2), the HFA nust conply with
the provisions of paragraph B. It nust imediately
establish a reserve account funded as set forth in
paragraph B. The reserve account nust be conputed on
the basis of all loans in the HFA's portfolio endorsed
under the Risk-Sharing program

OTHER HFAs - DEDI CATED ACCOUNT. A specifically

i dentified dedi cated account consisting entirely of
liquid assets (i.e., cash or cash equival ents or
readily marketabl e securities) nmust be established and
mai ntained in a financial institution acceptable to
HUD. This account may be drawn upon by HUD and nay be
used by the HFA only with the prior witten approval of
HUD for the purpose of neeting the HFA' s risk-sharing
obl i gati ons under the program

1. Acceptabl e financial institution. An institution
t hat:
a. has assets of not |ess than $100, 000, 000;
b. i s organi zed under the laws of the United

States or a State thereof; and

C. is regul ated and exam ned by the Conptroller
of the Currency, Federal Deposit |nsurance
Corporation or the Federal Reserve Board, has
a long termbank deposit rating of "A- 1" or
better by Muody's Investors Service or "A+"
by Standard and Poor's.

2. Est abl i shment and ampount of dedi cated account.
The account nust be established prior to execution
of the Risk-Sharing Agreenent in an initial anount
of not | ess than $500,000. Thereafter, the HFA
must deposit at each | oan closing and thereafter
mai ntain the foll owing additional anpbunts in the
dedi cat ed account:



a. $10. 00 per $1,000 of the unpaid principa
bal ance that is equal to or |ess than $50
mllion; plus

b. $7.50 per $1,000 of the unpaid principa
bal ance that is greater than $50 million and
| ess than $150 million; plus

c. $5. 00 per $1,000 of the unpaid principa
bal ance that is greater than $150 million

The Conm ssioner nay determ ne that higher |evels of
reserves may be necessary.

2-3 APPLI CATI ON SUBM SSI ON.  The HFA nust subnmit an application
for approval that includes the required exhibits listed in
Appendi x 2. The application nust be acconpani ed by evi dence
that the required $10, 000 application fee has been wire-
transferred to the U S. Treasury via FEDWRE

A FEDW RE - The Federal Deposit System offers individua
and corporate remitters the ability to nove funds
electronically fromtheir bank accounts to the U S
Treasury. The renmitter (HFA) identifies the paynent
and the Departnent of Housing and Urban Devel oprnent as
the governnment agency to be credited on the funds
transfer nmessage. This paynent nethod nust be used by
HFAs subnitting an application for this program
Instructions for the HFA's bank to follow to conplete a
FEDW RE are contained in the Notice of Inplenentation
for the HFA Pil ot program

B. The application nmust be submitted (original and 3
copi es) to:

Di rector

Ofice of Insured Multifam |y Housi ng Devel opnent
Room 6142

Department of Housing and Urban Devel opnent

451 7th Street, S.W

Washi ngton, D.C. 20410

C. Once an application has been accepted for processing,
the fee will not be refunded.

2-4 REVI EW OF HFA APPLI CATI ONS

A ALL APPLI CATIONS. HUD will review subm ssions for
conpl eteness and for conpliance with applicable program
requirenents.

B. ACCEPTABI LI TY STANDARDS FOR NON- TOP- Tl ER/ A- RATED HFAs.

HUD will review the subm ssions of HFAs that do not
have a top-tier rating or have not received an overal
rating of "A" on their general obligation bonds in
accordance with the standards set forth below. The
questionnaire in Appendi x 3 covers the information



required for this category of HFAs. (The top-tier
designation and "A" rating signify a simlar review by
recogni zed rating agencies relative to an HFA' s
financial and adm nistrative capacity that HUD will not
duplicate.)

1.

Denonstrated capability to carry out program
responsibilities, including continuity of
managenent, staff qualifications and experience
and the HFA's established track record of
performing multifam |y | oan processing, servicing,
asset managenent (including capability to enforce
regul atory agreenments and to perform workouts),
and property disposition for the types of |oans
eligible under the program

Adequacy of the HFA's adnministrative capabilities,
including quality controls to ensure sound
underwriting and asset managemnent.

Soundness of the HFA's nultifam |y portfolio,
i ncludi ng default experience.

Strength of the relationship between the HFA and
the State or |ocal governnent.

The HFA's fiscal soundness, including anounts and
sources of revenues for housing activities and its
i nvestrment policies for fund bal ances (if any),
how it proposes to neet any nonetary obligations
required under the program and the adequacy of
funding to commt to the |l evel requested in the
appl i cati on.

HFAs that are other than top-tier or A-rated nust
submit evidence of establishnment of the required
dedi cated account no later than the request for
execution by HUD of the Risk-Sharing Agreenent.

C APPROVAL LEVELS. HFAs may be approved as foll ows:

1.

Level | - approval to originate, service, and

di spose of nultifam |y nortgages where the HFA
uses its own underwriting standards and | oan terns
and conditions, and assumes 50-90 percent of the
risk (increments of 10 percent).

Level Il - approval to originate, service, and

di spose of nmultifam |y nortgages where the HFA

uses underwriting standards and | oan ternms and

condi ti ons approved by HUD

a. When | oan-to-repl acenent cost ratio for new
construction and substantial rehabilitation
projects or loan-to-value ratio for existing
projects are greater than or equal to 75
percent, the HFA shall assune at |east 25
percent of the risk.



b. When | oan-to-repl acenent cost ratio for new
construction and substantial rehabilitation
or loan-to-value ratio for existing projects
are less than 75 percent, the HFA shal
assune 10 percent, or 25 percent, at the
HFA' s option, of the risk

Conbi ned Levels 1/11 - For HFAs which plan to use
Level | and Level Il processing, the underwiting
standards and |l oan terns and conditions to be used
on Level Il loans nust be approved by HUD as
described in paragraph 2, above.

D. REVI EW OF HFA UNDERWRI TI NG PROCEDURES

1.

The statute permts HFAs taking 50 percent or nore
of the risk to use their own underwiting
standards and | oan terns and conditions as

di scl osed and submitted with their application

HUD has no authority to nodify these procedures as
part of the approval process, but will use the
HFA' s procedures submitted as part of the
application in the nonitoring process to deterni ne
that an HFA is underwiting in accordance with its
own st andar ds.

HUD will review the underwiting standards and

|l oan terms and conditions of any HFA taking | ess
than 50 percent of the risk (for all or a portion
of its | oans).

a. HUD rmay require changes to those procedures
as a condition of approval for projects
i nsured under the pilot program For
exanpl e, HUD nmay require use of HUD
procedures for a particular part of the
process, such as for cost certification

b. HUD rmay al so require that the underwiting
standards and | oan for a HUD nortgage
i nsurance program (e.g., 221(d) or 223(f)) be
used. In this case, only the genera
framework of the programrequirenents and
basi ¢ underwiting standards nust be used
(e.g., loan-to-replacenent cost or val ue
rati o, debt service coverage, etc., would be
used, but new construction and existing could
be under sanme nortgage; HUD forns are not
required if the HFA has sinilar documents or
conmput er-generated forns); projects will not
be i nsured under the National Housing Act.

Underwriting procedures in all cases will be

i ncorporated into the Risk-Sharing Agreenent. The
HFA rmust notify HUD of changes to procedures. An

Addendum to the Ri sk-Sharing Agreenent is required



2-5

2-6

2-7

2-8

for such changes (see paragraph 2-5).

ALLOCATI ON SYSTEM HUD wi | I announce the availability of
assi stance under this programthrough publication of a
Notice in the Federal Register. This notification wll
include the terns and conditions for applications and
participation in the program For the 2-year pilot program
(FY 94 and FY 95), the allocation for the approved 30, 000
units was made using a popul ati on-based fornmul a.

CREDIT SUBSIDY. Credit subsidy is required for all insured
projects, including those in the Risk-Sharing pilot, and is
subject to availability based on a quarterly allocation to
the Department. Reservation and obligation of credit
subsidy will be subject to outstanding Departnent

i nstructions.

PROGRESS REVI EW5 AND REALLOCATIONS. HUD will survey the

Ri sk-Sharing program pipeline fromtime to time to determne
each HFA' s progress in using its allocation and set-aside.
HUD rmay deternmine that an HFA is clearly unable to use its
al l ocation and the units will be allocated to other HFAs
demonstrating the need.

EXECUTI ON OF RI SK- SHARI NG AGREEMENT.  Execution by the HFA
of a Risk-Sharing Agreenment (RSA) is a prerequisite to
participation in this program The RSA governs the rights
and obligations of HUD and the HFA. See Appendix 9 for a
sampl e RSA.

A PROVI SI ONS. The RSA includes, anpong ot her things, the

al l ocation of units set aside for the HFA and the ri sk-

sharing level or levels at which the HFA has been
approved to participate in the program

B. MASTER RSA. The letter fromHUD to the HFA approving
its participation in the Risk-Sharing programwill
transmt the Master RSA for execution by an authorized
representative of the HFA (i.e., one who is so
designated in the HFA's application). The origina

signed RSA nust be returned to HUD Headquarters, Ofice
of Insured Multifam |y Housing Devel opnent. |[|f the HFA

wi shes to have an original signature document for its
files, two original signature RSAs should be subnitted

to HUD Headquarters. Headquarters will transmt a copy
of the executed Master RSA to the applicabl e Designated

Ofice.

Along with the Master RSA, HFAs for which a dedicated
account is required pursuant to paragraph 2-2B nust

al so subnmit evidence to HUD Headquarters of
establ i shment of the dedi cated account.

C ADDENDUM TO RSA. An addendumto the RSA is required in
several circunstances. Addenduns shoul d be nunbered in

consecutive order. In States with nore than one
multifamly HUD Office, each Ofice should use an



2-9

identifier (e.g., LA for Los Angeles) along with
consecutive nunbers. Copies of each addendum shoul d be
sent to the Designated Ofice. The Designated Ofice
shoul d be consulted by phone or facsimle transm ssion
regardi ng the next number to use.

An addendum

1. Reserves units for a specific project and
establ i shes the risk-share percentage between
the HFA and HUD for that project;

2. Modi fies overall units previously set-aside
or allocated to the HFA

3. Identifies new principal staff or individuals
with authority to sign | oan docunents or
commit the HFA and/or changes the financia
institution where any dedi cated account is
establ i shed by the HFA;

4. I ncorporates by reference changes to existing
HFA underwiting standards and procedures and
| oan terms and conditions.

5. Makes any other required changes to the RSA

HEADQUARTERS DATA ENTRY. Upon approval of an HFA,
Headquarters staff will enter basic information about the
HFA, including its total unit set-aside, Designated Ofice,
and other identifying information, into the 542(c) data
system Once the HFAis in the data system |ocal HUD

Ofice will be able to enter project data in accordance with
Chapter 4.



