A. Guiding Principles
Agency underwriters will use the currently available underwriting analysis and guides available at the RD intranet (SharePoint) https://mfhdemoteam.sc.egov.usda.gov/ ProgTracking/ default.aspx to document their MFH transfer and MPR decisions.  Applicants and borrowers may access these forms through the appropriate RD public websites (http://www.rd.usda.gov/programs-services/multi-family-housing-direct-loans or http://www.rd.usda.gov/programs-services/housing-preservation-revitalization-demonstration-loans-grants).  
The key parties to the transfer include the Seller, the Purchaser, the Agency (on behalf of the tenants and as mortgagor), and any third-party funders (other lenders, tax credit agencies, syndicators/investors, etc.).  The different parties may have competing or conflicting requirements, needs, and/or objectives and goals that must be recognized and addressed early in the transfer process.  RD is not responsible for reconciling conflicts between buyers, seller or any other interested third parties.   RD may, within its policy constraints and to protect the interest of the Government and the tenants, offer alternatives for conflict resolution.
An initial or preliminary conceptual meeting with the RD loan servicer, Seller, and Purchaser should be arranged as early in the process as possible to evaluate the potential suitability of the proposed transfer and formulate a mutually acceptable schedule for RD's internal program analysis.  This meeting can also identify potential problems or issues early in the process that will need to be addressed before completing the transfer application.  
When initiating the conceptual discussion, RD should recommend to applicants the use of RD’s optional Preliminary Assessment Tool (PAT) or a suitable preliminary assessment tool alternative offered by other parties, as a starting point to explore the feasibility of the transaction.  Using the PAT encourages all interested parties to contact the RD servicing office as early as possible to discuss program requirements and conditions.  The PAT contains general instructions, basic underwriting thresholds and pertinent tips for RD customers and staff to assist in preparing and evaluating proposals.  The tool incorporates the detailed instructions found in the applicable RD Handbooks, CFR, and other applicable Agency and Departmental regulations.  Additional instructions and suggestions are available internally for Agency underwriters through the Agency SharePoint by drilling down to their specific needs.  
The RD website (http://www.rd.usda.gov/programs-services/multi-family-housing-direct-loans) includes the PAT along with many of the other tools and additional program information. 
Using the information provided by the applicant, Loan Servicers should assess whether the transfer request is consistent with the following guiding principles:
1. There is a continuing need for the property in the community.  This should be considered in lieu of prepayment of any existing RD direct loan MFH properties.
2. When the transaction is complete, the property will be in the hands of eligible owners.
3. The transaction will address the immediate and long-term physical needs, including accessibility issues identified in a Transition Plan as well as any other fair housing requirements, and other needs of the property.
4. Any increased post-transaction rents will not displace existing tenants otherwise meeting the RD eligibility requirements for continued occupancy.
5. Post-transaction basic rents will not exceed the lesser of conventional rents for comparable units (CRCU), or the restricted rents as defined below in Paragraph D 1, unless an exception is allowed by the Agency.  Low Income Housing Tax Credits (LIHTC) rents are differentiated from CRCU and other restricted rents that may be imposed by the applicant’s participation in other funding sources such as HOME or individual State Housing Assistance programs.  See Paragraph 7.7 B.
6. Any equity amount recognized by RD will be supported by a market value appraisal meeting RD appraisal acceptability and underwriting requirements.  
7. The RD-recognized Seller's Equity will consider the Market Value reflected in the RD-approved appraisal (See Paragraph 7.7 B) less the unpaid balance of the outstanding RD Loans on the Property and any other amortizing debt or other real estate secured liens outstanding at the time of transfer as determined appropriate by the Agency.  If any new loans will be placed on the property at the time of transfer that will cause the total real estate debt to exceed the RD security value, an exception may be made for payment of a Seller’s Equity on a case-by-case basis with RD Headquarters (Multi-Family Housing Preservation and Direct Loan Division (PDLD) approval. 
8. An Exit Incentive (EI) can be paid to the Seller if the following tests are met:
a. The present RD-accepted market value appraisal does not indicate any equity exists in the property as is;  
b. All threshold items in Paragraph 7.2 C of this handbook are met;  
c. The total amount paid as EI is available from tax credits or other soft dollars (RD funds will not be used to fund EI);
d. All New Loans are used for eligible RD MFH program purposes; and 
e. All RD Direct Loans together with any RD authorized senior or superior debt, such as may be incurred when the RD direct loans have been subordinated or were previously issued in a junior lien position, post transfer will be less than the Security Value determined by RD.
9. The Seller’s Equity and any EI may not both be paid on the same transfer.  When an EI is proposed, the RD HQ must review the PAT before RD issues a letter of support for the buyer to obtain tax credits.  RD must also review the settlement statement pre- and post-closing to verify the amounts that may ultimately be released at closing, and confirm no more than the amount authorized has been allowed.
10. The PDLD concurs with the equity loan amounts and the new Return-To-Owner (RTO) being authorized when it exceeds the seller’s originally authorized return, and coordinates the approval of all waivers for unique and non-recurring circumstances that fall outside of the normal transaction principles, RD HQ approvals, or revitalization-related policy issues.
11. RD encourages the use of third-party resources to secure adequate funding to successfully complete transfers and associated revitalization efforts.  Such resources include Low Income Housing Tax Credits (LIHTC), grants, and participating lenders adhering to established RD MFH policies and programs, including Section 538, Guaranteed Rural Rental Housing (GRRH) loans.  Lenders include Federally-regulated and insured institutions; State-regulated, chartered, and insured institutions; and other national, state, regional, or local governmental agencies specifically authorized to make loans and/or grants for multi-family housing purposes authorized under the authorities accorded to USDA.
12. Post-transaction basic rents will not exceed the lesser of Conventional Rents for Conventional Units (CRCU) or the restricted rents as defined below in Paragraph C 1, unless an exception is allowable or the rents are 100 percent Project-Based Section 8 with evidence from HUD that the current rents will be carried forward to the new borrower without anticipating any reduction for the remaining term of the Housing Assistance Payments Contract (HAP) contract.  See Paragraph 7.7 B.
13. Each transfer will result in computation of a new Return-to-Owner (RTO) for the new owner.  Currently the RD RRH program allows the project owner to potentially earn its maximum return based on original loan terms and/or prior modification authorized by the Agency.  A new RTO will replace the previous owner's return amount in underwriting and future operating budgets for the longest remaining term of any RD direct MFH loan on the property assumed, incurred or modified as part of the transfer transaction.  
For transfers, the following conditions are considered in determining when any tax-credit equity, projected-deferred developer fees, or other program adjustments will be used to establish the maximum total RTO the new owner may be allowed:  
a. Rehabilitation costs eligible for the RD Section 515 Program purposes less all outstanding and new RD direct loans, together with any RD authorized senior or superior debt such as may be incurred when the RD direct loans have been subordinated or were previously issued in a junior lien position must not exceed the RD-determined Security Value; 
b. The new maximum projected RTO at the time of transfer approval based on the Agency underwriting analysis of Net Operating Income (NOI) less debt service for all loans (without agency debt deferral); 
c. NOI for payment of RTO should at a minimum provide for the Debt Service Coverage Ratio (DSCR) of 1.15 (when RD-recognized new equity has been provided), and will be based upon the projected post-rehabilitation operating budget with rents not exceeding the lesser of CRCU or, if applicable, the LIHTC rents required by the tax credit application process or any other restricted rents as approved during RD underwriting;  
d. The budget must reflect the lesser of the Agency’s 5 percent of O&M and historical vacancy plus 2 percent (not to exceed maximum of 10 percent for 16 or more units, or 15 percent for fewer than 16 units), or the industry standard of 5 percent vacancy;  
e. There must be a demonstrated ability to repay any deferred developer’s fee from the NOI proposed by the applicant at the time of RD underwriting approval for the remaining term of the RD loan using the rents approved for the transaction (See Paragraph 7.2 B); and 
f. Each transfer request received by RD will be tracked by Agency underwriters and loan servicers throughout the transfer process in the electronic monitoring and tracking system prescribed by RD HQ.
B. Preliminary Transfer Thresholds

RD adopted the following thresholds and policies for evaluating MFH transfer feasibility to promote consistency in RD underwriting for MFH transfer transactions; and balance the needs of the Agency, customers, and the project to maintain affordability for eligible tenants under the RD programs.  The transferee should complete a preliminary assessment using these standards early in the transfer process and discuss it with the RD office responsible for servicing the account.  Careful analysis by all parties involved can identify the general issues that will need to be resolved as the transfer application is completed and submitted for formal review.  Acceptance of the preliminary analysis by RD does not constitute final approval of any transfer proposal by RD or any other third-party funder.  Thresholds RD considers include:  
1. Post-Transfer Rents.  Post-transfer rents should not exceed the restricted rents of the LIHTC, HOME Program (if applicable), or CRCU (as defined in existing RD regulations), whichever is less.  The term Restricted Rents for the purpose of this review will be the rent restrictions of LIHTC, HOME, or other Rent Restricting Program(s) that will be placed on the property upon completion of the transfer.  Post-transfer rents on properties with 100 percent Project-Based Section 8 will not exceed the maximum rents authorized under the HAP contract.  No rent increase beyond the current basic rents is authorized prior to completion of the planned rehabilitation.
2. Rents Cash Flow in Proposed Operations.  Proposed rents must be sufficient to meet all projected expenses including a reasonable allowance for operations and incidentals, and are typically included in the estimated individual operating expense line items.  The allowance may be expressed as a percentage of total operating expenses and the resulting planned amount is reflected in the amount shown as net cash on the RD operating budget, Form RD 3560-7, Part I, Line 30.  The minimum combined allowance for operating expenses and vacancy/bad debt loss must not fall below the equivalent industry standard of 5 percent vacancy loss or the applicable amount specified in #3 below.  Net operating income (NOI) must also be sufficient to meet the general industry minimum standard of 1.15 Debt Service Coverage Ratio (DSCR) for all amortizing debt being placed on the property in the initial underwriting review and authorization determination based on the first year of typical operations (rents, O&M, etc.).  If third-party lenders specifically require DSCR in excess of the minimum, such rate should be used for RD underwriting analysis during the initial three operating years.  See also # 7 below. 
3. Vacancy/Bad Debt Loss.  The maximum allowance for vacancy and bad debt is 10 percent (for 16 or more units) and 15 percent (for fewer than 16 units) unless otherwise specified by terms of any supplemental Notice of Solicitation of Applications (NOSA) for which the transaction has been submitted.  The minimum allowance is the lesser of the historical average of collected rents for the most recent three years plus 2 percent for bad debt, or the Restricted Rent Program / Lender requirement when specified.  If the budgeted allowance is less than historical average plus 2 percent, it will be considered a failure to meet the required threshold unless extenuating circumstances can be supported and documented to RD’s satisfaction. 
4. Operating Expenses.  The minimum amount of operating expenses required per unit is the greater of any specified by the Restricted Rent Program (LIHTC, HOME, etc.) or the third-party lender (if applicable).  Generally, project maintenance costs are reduced as a result of the proposed rehab and generate a net reduction. However, any reduction must be reasonable. No more than a 10 percent change or variance in total project post-transfer closing operating expenses based on historical actual averages will be accepted for underwriting without an adequate justification acceptable to RD.
5. General Operating Account Minimum Requirement.  The project’s General Operating Account (GOA) must be equal to 20 percent total operating expense as underwritten at the time of transfer (excluding the required prorated tax and insurance escrow), and there must not be any outstanding accounts payable exceeding 30 days.  If this requirement cannot be achieved through normal project operations as reflected in the underwritten typical year budget, the transfer development budget must include an additional cash deposit to the GOA from non-debt, LIHTC or the applicant’s non-project resources.  Any additional required deposit (not from normal operations) made by the applicant must be documented to the Agency at the time of transfer.  The applicant may recoup the additional required cash deposit to the GOA between the second and seventh year of operation in accordance with HB-2-3560 Chapter 4, Section 1, 4.3.
6. Tenant Protection.  RD does not permit the intentional displacement of any existing RD-eligible tenant because of the planned transfer, as long as the tenant remains eligible under RD regulations and the terms of the RD-approved lease. For projects not having full Rental Assistance (RA) and for all non-RA assisted revenue units where the transfer results in a rent increase, the applicant must agree to protect currently eligible tenants affected by the rent increase as long as the tenant resides in the project. All tenant protection costs must be included in the Sources and Uses analysis used in RD underwriting for the full amount needed to fund the initial two-year minimum period following the transfer closing for transfer underwriting purposes. NOTE: This does not limit the total cost of tenant protections the transferee may ultimately be responsible for and is solely to aid in completing the initial transfer underwriting analysis using the PAT.  The applicant will establish a specific cash escrow set-aside for this purpose at the time of closing, and is responsible for providing, from non-project resources, any future tenant subsidy or protections necessary to maintain cash flows if the project does not have or fails to secure 100 percent RA, or other tenant subsidy necessary to meet LIHTC or other third-party tenant rent restrictions.
7. Capital Needs Assessment (CNA) Funding & Reserve Deposit.  The minimum requirement per unit is the greater of any Restricted Rent Program (LIHTC, HOME, etc.) requirement, or third-party lender (if applicable) requirement that will be placed on the property upon completion of the transfer.  The Reserve Account ending balance forecast must be positive for all 20 years of CNA. 
8. New Loans for RD Section 515 Eligible Purposes.  Any new loans placed on the property must be for Section 515 RRH-eligible loan purposes only, as defined in 7 CFR 3560.53.  The Agency will analyze Federal Government and other assistance provided to any MFH project to establish the maximum loan amount and to assure that the assistance is not more than the minimum necessary to make the housing affordable, decent, safe, and sanitary to potential tenants [7 CFR 3560.63(d)].  Any prohibited uses of loan funds as defined in 7 CFR 3560.54 must be paid from non-debt sources.  However, projects using a RD Section 538 Guaranteed Rural Rental Housing (GRRH) loan may be allowed additional debt for purposes eligible under the GRRH regulations.
9. Debt Service Coverage Ratio (DSCR).  RD underwriting will include annual trending increases of revenue at 2 percent and expenses at 3 percent (including reserve) for each of the first 15 years.  For transfer underwriting and analysis, the project at a minimum must meet an initial DSCR of 1.15 through year 3, and may project subsequent DSCRs of 1.1 in years 4 and 5, and 1.0 for the remaining years solely for the purposes of the RD initial transfer analysis.  Third-party lenders may require higher DSCR for their individual underwriting approval requirements.  If so, the DSCR required by the third-party lenders should be used in the RD underwriting analysis during the initial 3 operating years.
10. Loan-to-Value.  Upon completion of all planned rehabilitation/repairs and approved development, all Debts must be secured within the Prospective As-Improved Security Value as defined by RD in 7 CFR 3560, §3560.63.  RD determines Security Value and includes the intangible benefits afforded by the interest credit subsidy of the RD loans, and the benefits of other favorable financing resulting from other Federal, state or local government instrumentality direct or authorized intermediary lending programs such as HOME, Preservation Revolving Loan Fund (PRLF), and Section 538 GRRH loans being made at below-market rates and terms, as permitted by RD regulations.  Security Value does not include any non-amortizing or deferred loans or grants regardless of the source; or any federal, state or local LHITC and Historic tax credits or the investment value thereof. 
11. Loan Terms of Third-Party Debt.  No balloon payment from any third-party debt is allowed prior to the expiration of the minimum RD Loan Term (30 years for RRH transfers and 33 years for FLH transfers), unless the Lender provides a written agreement, acceptable to the Agency, to extend the scheduled maturity on terms that do not require rents above comparable rents for comparable units (CRCU) through the term of the RD loan.
12. Sources and Uses Must Balance.  Sufficient funds must be available for all proposed rehabilitation, acquisition costs, and uses to meet the terms of the proposed transaction.  Funds must be adequate to address repairs needed immediately, including all health and safety, fair housing and accessibility issues.  These may be included as part of the up-front rehabilitation that is being paid by third-party funds.  Applicants must be able to fund any projected shortfalls from resources other than the project or project income. 
