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February 2, 2015

TO:

State Directors
Rural Development

ATTN:

Community Programs Directors

FROM:

Tony Hernandez
/s/ Tony Hernandez
Administrator
Rural Housing Service

SUBJECT:

Guidance on Preparation of Financial Feasibility Evaluations of Community
Facility Projects

INTRODUCTION
The purpose of this unnumbered letter is to provide guidance and information to State Offices to
assist them in the financial feasibility evaluation of proposals for financing under the Community
Facilities (CF) Guaranteed and Direct Loan Programs. RD Instruction 3575-A, section 3575.47
and RD Instruction 1942-A, section 1942.17(h) establish the requirements for financial
feasibility on all projects. For smaller, less complex projects an analysis may be appropriate,
while for larger, more complex projects, the requirement for a financial feasibility report is
necessary. Attachment “A” to this memorandum provides examples of projects that require
either a financial feasibility analysis or a full financial feasibility report prepared by an
independent consultant.
Additionally, based upon dockets reviewed by the National Office for concurrence, it was
concluded that the overall quality of the financial feasibility reports was less than desirable. A
major concern is that the financial evaluation is not supported by an examination opinion. It is
the examination opinion, backed by the consultant’s professional liability insurance that is relied
upon when making a CF loan or guarantee. An examination opinion in accordance with the
standards of attestation of the American Institute Certified Public Accountants is required on
community facility projects. In some cases, compilations of financial information provided by
the applicant are being erroneously accepted in lieu of a Certified Public Accountant’s (CPA)
examination opinion. Familiarity with the various types of CPA engagements or services is
necessary to understand the reliability of the financial analysis. Attachment “B” to this
memorandum describes the type of financial engagement services used in the CF program.

EXPIRATION DATE:
February 28, 2016

FILING INSTRUCTIONS:
Community/Business Programs

It is intended that staff have a solid grasp of the professional standards used by project
consultants. Sound financial feasibility reports are essential tools for determining if the applicant
has the ability to properly meet its financial obligations.
If you have any questions, please contact Karen Safer at 202-720-0974.

Attachments

Attachment “A”
FINANCIAL FEASIBILITY ANALYSIS
vs.
FINANCIAL FEASIBILITY REPORT
Financial Feasibility Analysis
This instruction requires a financial feasibility analysis on fire and rescue services, facilities that
are not dependent upon facility revenues, loans of less than $500,000, and similar facilities that
have been operated by the borrower successfully. The analysis may be prepared by the
borrower, lender or other qualified consultant based upon agency guidelines in Exhibit A of RD
Instruction 3575-A entitled “Financial Feasibility Report (General)”. On utility projects, the
consulting engineer may complete the analysis. These types of facilities do not require the indepth study that start-ups and more complex projects or projects of a unique nature require.
Financial Feasibility Report
A financial feasibility report is required on community facility projects that involve the start-up
of a new facility, an improvement or renovation that will result in a substantial change in scope,
or a project of a unique nature. The financial feasibility report will address the adequacy of
equity, cash flow from reliable sources, security, history, management capabilities of the
applicant, need for the facility and competition. This report is complimented by a technical
report such as a preliminary architectural report. This report is to be prepared by an independent
consultant with the necessary expertise to perform the study. RD personnel should verify the
consultant’s professional expertise to perform the work by requiring the consultant to declare any
other relationship held with the applicant prior to commencing work, a written qualification
statement showing the consultant’s credentials and experience in completing financial feasibility
reports, and active professional liability insurance coverage.
Project
Medical Equipment
for Public Clinic

History
$200,000 loan request
5 year operating history

Evaluation Needed
financial feasibility
analysis

Renovation of assisted
living center

$900,000
financial feasibility
20 year operating history analysis

Solid history
No change in
operations

Dinosaur museum

$2,800,000 loan request
Start-up

Start-up
No history

Critical access hospital,
new location & services

$17,000,000
financial feasibility
50 year operating history report

Change in scope

Emergency services equip.
& bldg.

$3,500,000
New facility
revenue bond pledged

financial feasibility
analysis

Public funds
pledged to cover
debt.

Community theater

$8,000,000 loan request financial feasibility
Established theater group report
Solid fund raising campaign

Start-up
Group never had
a theater to run

financial feasibility
report

Reason
Solid history
Below $500,000

Attachment “B”
FINANCIAL EVALUATIONS
An Examination Opinion in Accordance with the Standards of Attestation of the American
Institute of Certified Public Accountants (AICPA)
A very important component of the financial feasibility report is the financial analysis. The
examination in accordance with the standards of attestation of the AICPA of the financial
information provided by the applicant will culminate in an examination opinion on the reliability
of the applicant’s financial statements and management’s underlying assumptions. A Certified
Public Accounting (CPA) firm’s written opinion is held with confidence and supported by the
reputation of the CPA and/or firm and further backed by professional liability insurance.
A Compilation Report of Financial Information Provided by Management
A compilation is a presentation of financial statements provided by the applicant’s management
in the form of a report. An opinion is not rendered, nor is assurance provided on the statements
or the underlying assumptions. The compilation report cannot be relied upon to support the
viability of a community facilities project.
A Compilation Report with Agreed Upon Procedures
At the time of the engagement of services, the client specifies the procedures to be used in
reviewing and testing the financial information provided by management. This form of
engagement is accepted, where the scope of the engagement is not sufficient to express an
opinion. The compilation report with agreed upon procedures cannot be relied upon to support
the viability of a community facilities project.

February 2, 2015

TO:

State Directors
Rural Development

ATTN:

Community Programs Directors

FROM:

Tony Hernandez
/s/ Tony Hernandez
Administrator
Housing and Community Facilities Program

SUBJECT:

Community Facilities Guaranteed Loan Program
Guidance on the Estimated Loss Claim in Liquidation Cases

The purpose of this unnumbered letter is to provide guidance to the Rural Development
Community Programs Director and staff for actively pursuing submission of an estimated loss
claim when a loss is expected to occur in connection with liquidation of a loan. Early payment
of the estimated loss claim reduces the amount of accrued interest, due to the reduction of
principal, if a final loss claim is paid. It improves case management and recovery on the debt
through periodic evaluations and facilitates needed modifications to the liquidation plan.
It is the nature of community facility type loans that lenders participating in the program may
only be financing one or two projects. While they may be active in other agency programs, they
may not be familiar with Rural Development regulations as it pertains to the Community
Facilities (CF) program. It is the agency’s responsibility to educate the lender in anticipation of
intensive servicing situations. The agency should build a working relationship with the lender by
meeting frequently and discussing the lender’s and the agency’s responsibilities under the CF
program.
Section 3575.94 of RD Instruction 3575-A authorizes the payment of an estimated loss claim
based on the collateral value in a liquidation situation. Payment of the estimated loss claim will
be based upon the fair market value of the collateral determined by a current appraisal of the
collateral and only after the lender’s liquidation plan has been submitted and approved by the
Agency.

EXPIRATION DATE:
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The lender’s liquidation plan includes some important components that include obtaining a
current valuation or appraisal and providing an estimate of expenses to be incurred in a
liquidation situation. A guide to assist in the development of a liquidation plan is attached to this
unnumbered letter as “Attachment A”. The lender’s liquidation plan is required within 30 days
after the lender and Rural Development agree to liquidate the guaranteed loan. The lender and
the agency should be able to recognize at that time, the possibility of the collateral being
acquired by the lender. The liquidation plan must adequately address that possibility and include
an aggressive marketing strategy to resell the acquired collateral. A more thorough discussion of
the liquidation plan is contained in RD Instruction 3575-A, Section 3575.81(c).
When the lender has submitted and obtained approval of their liquidation plan, they may submit
their estimated report of loss claim to the agency for processing. Payment of the estimated loss
claim to the lender should be made within 10 days of receipt of the claim.
The time period between payment of the estimated loss claim and submission of the final loss is
critical to successful resolution of a problem loan. The agency’s relationship with the lender
must be intensified to avoid drift and insure that the lender is moving forward according to their
liquidation plan. The lender must actively market the collateral for a reasonable period of time,
but no less than 6 months. The liquidation plan should be revisited as often as necessary, but no
less than every 90 days, by the lender and the state servicing official and amended, if necessary.
If after a reasonable period of time, but no less than 6 months, the lender is unable to sell the
collateral, then consideration should be given to holding discussions with the lender regarding
submission of a final loss claim to the agency based on the fair market value of the collateral
prior to its ultimate disposition. The final loss claim will be based upon the lender’s actual
expense of acquiring, maintaining and marketing the property.
The loss occasioned by accruing interest will be covered to the extent of the guarantee to the date
of final settlement provided, the lender proceeds expeditiously with the liquidation plan
approved by the Agency. Prompt payment of the estimated loss claim will substantially reduce
the amount of any final loss claim paid.
Please distribute this unnumbered letter to your participating lenders. If you have any questions
concerning this issue, please contact Shirley Stevenson at (202) 205-9685.
Attachment

Attachment A
GUIDE FOR DEVELOPING A LIQUIDATION PLAN

This guide was developed to assist in the interpretation of the requirements of
RD
Instruction 3575-A, Section 3575.81(c). This format may not be all inclusive of information
necessary to a liquidation plan. The agency must determine for each loan situation additional
information required in the liquidation plan.

1) Such proof as the Agency requires to establish the lender's ownership of the guaranteed
loan notes and related security instruments, a copy of the payment ledger or other
documentation which reflects the outstanding loan balance and accrued interest to date,
and the method of computing the interest.
The lender should provide as an attachment to the liquidation plan, a copy
of the executed notes; copies of mortgages or deeds of trusts showing
recordation in the appropriate jurisdiction; and the transaction history for
the loan, showing the application of interest for each transaction based on
when the payment was received. If the interest rate was a variable rate,
the lender must include documentation of changes in the selected base
rate and when the changes in the loan rate became effective. If any
special accommodation was made to the borrower such as payment
deferrals or interest only payments, they should be explained in this
section and supported with copies of any executed agreements between the
lender and the borrower.
2) A complete list of collateral.
The lender must identify the real property and personal property pledged
as collateral.
3) The recommended liquidation methods for making the maximum collection possible on
the indebtedness and the justification for such methods, including the recommended
action for acquiring and disposing of all collateral.
The lender and the agency should have discussed prior to submission of
this plan the best method for maximizing collection on the loan. This may
include a voluntary transfer to an eligible or ineligible applicant or
foreclosure by the lender to obtain title with extensive marketing to other
interested parties. The lender should discuss why a particular method
may be preferable, which may be due to cost, the amount of time it may
take to accomplish or the unique nature of the project or situation.

4) Necessary steps for preservation of the collateral.
The lender should identify any additional cost or security requirements to
protect the real or personal property from physical damage, theft or
vandalism. There may also be expenses for utilities or continued
maintenance to insure preservation.
5) Copies of the borrower's latest available financial statements.
The lender must provide the borrower’s latest financial statements with
the lender’s written analysis as an attachment to the liquidation plan. If
the financial statements are old, the lender should have been in contact
with the borrower and can provide in a written discussion on the financial
condition of the borrower.
6) An itemized list of estimated liquidation expenses expected to be incurred and
justification for each expense.
The lender should have obtained estimates by attorneys, auctioneers and
any other professionals with whom they will need to contract to maximize
recovery on the loan. The expenses may not be limited to transfer or
foreclosure on the property, but could include the cost of legal
representation to protect our joint interest in bankruptcy or receivership.
If bankruptcy or receivership is a consideration, then the agency should
obtain guidance for their Regional Office of General Counsel.
7) A schedule to periodically report to the Agency on the progress of the liquidation.
The periods between payment of the estimated loss claim, foreclosure or
transfer and the submission of the final loss claim is very critical. Now
that the agency has paid the estimated loss claim, the lender must still
move forward expediously to recover on the loan. The agency must
maintain frequent contact with the lender and amend the liquidation plan,
if necessary, due to a change in circumstances.
8) Estimated protective advance amounts with justification
Protective advances include, but are not limited to, advances made for
taxes, annual assessments, ground rent, hazard and flood insurance
premiums affecting the collateral (including any other expenses necessary
to protect the collateral). The lender must provide written identification of
any advances necessary to maintain services or address unique situations,
and why the advance was necessary. If the lender has advanced funds
without agency approval previously during the life of this loan, a written

explanation should be provided, even though such expenditures or loans
will not be guaranteed.
9) Proposed protective bid amounts on collateral to be sold at auction and a discussion of
how the amounts were determined.
The lender should provide a detailed explanation of how protective bids
were calculated. Copies of current appraisals or valuations must be
attached to the liquidation plan and any deductions made to the fair
market value of the collateral explained.
10) If a voluntary conveyance is considered, the proposed amount to be credited to the
guaranteed debt.
The lender must provide a written discussion of the proposed amount to be
credit to the guaranteed debt. This is especially important if the credit is
for less than the outstanding balance on the loan.
11) Legal opinions, as needed.
Most often the lender will rely on their counsel to initiate foreclosure
proceedings and to protect the lender’s interest in other legal
proceedings. The attorney, in preparation for any legal proceeding will
verify lien positions which will show the priority of liens and
encumbrances against the property. He will often provide a written legal
opinion to the lender. The lender must provide a copy of their counsel’s
legal opinion as an attachment to the liquidation plan.
12) If the outstanding balance of principal and interest is less than $250,000, the lender will
obtain an estimate of fair market and potential liquidation value of the collateral. If the
outstanding balance of principal and interest is $250,000 or more, the lender will obtain
an independent appraisal report on all collateral securing the loan which will reflect the
fair market value and potential liquidation value. The independent appraiser's fee will be
shared equally by the Agency and the lender.
The lender must provide a copy of the appraisal or valuation as an
attachment to the liquidation plan. If the outstanding balance (principal
& interest) is less than $250,000 and the lender is providing a valuation,
the lender should discuss how the valuation was determined and the
expertise of the individual that is providing the valuation.

February 2, 2015

TO:

State Directors
Rural Development

ATTN:

Community Programs Directors

FROM:

Tony Hernandez
/s/ Tony Hernandez
Administrator
Housing and Community Facilities Programs

SUBJECT:

Servicing Requirements for Community Facilities Guaranteed Loans

The overall success rate for Community Facilities Guaranteed Loans continues to be high, but there have
been significant losses that are impacting the program. Guidance is being provided to effectively manage
the loan servicing aspect of program operations.
We recognize that the primary responsibility for servicing rests with the lender pursuant to the Lender’s
Agreement, and reasonable and prudent lending standards. In monitoring our servicing activities over the
past year, however, there are several areas that need emphasizing in order to strengthen our overall
servicing efforts, maintain a high success rate in our portfolio and reduce the potential for losses in the
program.
Loan Reporting By Lender
The lender must report to the Agency the outstanding principal and interest balance on each guaranteed
loan semiannually by use of Form RD 1980-41, “Guaranteed Loan Status Report”. The Deputy Chief
Financial Office (DCFO) will contact the lender by e-mail to complete the form on-line or the form will
be mailed directly to the lender. If the form has not been completed on-line, the lender will complete the
form and mail it back to the Rural Development state servicing office.
The Community Programs staffs are to insure that the reports are submitted timely, that the reported loan
balances are accurately entered into the Guaranteed Loan System (GLS); and that a report has been
submitted for all outstanding guaranteed loans in their state.
Financial Reports
The lender must obtain the financial statements required by the Loan Agreement. The borrower’s annual
financial statements must be submitted by the lender to the Agency servicing office within 120 days of
the end of the borrower’s fiscal year. The lender must analyze the financial statements and provide the
Agency servicing office with a written summary of the lender’s analysis and

EXPIRATION DATE:
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conclusions, including trends, strengths, weaknesses, extraordinary transactions, and other indications of
the financial condition of the borrower. Additionally, when applicable, the lender will require an audit in
accordance with Office of Management and Budget (OMB) circulars (available in any Agency office).
Community Programs staff will review the financial statements and lender analysis to insure appropriate
remedial action is taken, if necessary. This is a very critical aspect of servicing our portfolio.
Appropriate follow-up is necessary to assure this aspect of servicing is fully met.
Requirements for Defaulted Guaranteed Loans
The lender must immediately notify the Agency when a borrower is placed on a watch list by the lender
or other indicator of an intensive servicing situation, or if the borrower is 30 days past due on a payment,
has not met its responsibilities of providing the required financial statements, or is otherwise in default. If
a monetary default exceeds 30 days, the lender will arrange a meeting with the borrower within forty-five
(45) days of the default to resolve the default. The lender will provide a written summary of the meeting
and any decisions or actions agreed upon within ten (10) days of the meeting, to the Agency. The lender
will continue to provide the Agency, at least on a quarterly basis, a written summary to include the cause
of default, amount of default, and the remedial action necessary and being taken to cure the default. The
lender will also report bimonthly using the “Guaranteed Loan Borrower Default Status” Form RD 198044, until such time as the loan is no longer in default.
DCFO Notification
The State Director will notify the DCFO of any change in payment terms such as
reamortizations or interest rate adjustments and effective dates of any changes resulting from servicing
actions.
The State Director will also report quarterly to the National Office on all delinquent and problem loans, to
include the cause of default, amount of default and the remedial action necessary to cure the default. The
report will be in the suggested format shown as “Exhibit A,” on the attachment.
Bankruptcy
The lender will inform the Agency immediately upon notification of a bankruptcy case and keep the
Agency adequately and regularly informed, in writing, of all aspects of the proceedings, at a minimum, on
a quarterly basis.
With your continued support and servicing efforts, we expect to see an improvement in the default rates
and losses for the Community Facilities Guaranteed Loan Program. Please provide a copy of this
unnumbered letter to your participating lenders. If you have any questions regarding the above, please
contact Shirley Stevenson at 202-205-9685.

Attachment

Please submit this report to Shirley Stevenson by the 20th day of January, April, July and October

Attachment
Exhibit A

QUARTERLY DELINQUENCY REPORT
FOR NATIONAL OFFICE
BORROWER ID NO.:

BORROWER NAME:

___________________

________________________________________________________________________

LOAN AMOUNT:

LENDER:

___________________

_______________________________________________________________________

GUARANTEED
PERCENTAGE:

LOAN
BALANCE:

TOTAL AMT.
DELINQUENT:

TOTAL MONTHS
DELINQUENT:

____________%

$_____________

$_____________

$ _____________

(If additional space is required to fully discuss the following items, please attach a separate sheet of paper.)
REASON FOR DELINQUENCY:
__________________________________________________________________________________________________________
__________________________________________________________________________________________________________
__________________________________________________________________________________________________________

PLAN TO CURE DELINQUENCY:
_________________________________________________________________________________________________________
_________________________________________________________________________________________________________
_________________________________________________________________________________________________________

ESTIMATED TIME
TO CURE DELINQUENCY:

OTHER RELEVANT INFORMATION:

________________________

____________________________________________________________________
____________________________________________________________________
____________________________________________________________________
____________________________________________________________________

COMMUNITY PROGRAMS DIRECTOR:

___________________________________________________
Signature
STATE OFFICE:

_______________

______________
Date

STATE DIRECTOR:

___________________________________________________

Signature

______________

Date

February 5, 2015

TO: State Directors
Rural Development

ATTN: Housing Program Directors
Self-Help Coordinators

FROM: Tony Hernandez
/s/ Tony Hernandez
Administrator
Housing and Community Facilities Programs

SUBJECT: Funding of Section 523 Mutual Self-Help Housing Grants
for Fiscal Year 2015

The purpose of this memorandum is to provide guidance in the processing and funding of
Section 523 Mutual Self-Help Housing for Fiscal Year (FY) 2015. In order to effectively
manage our fund balance, we are implementing the following policies and procedures.
Restoration of Ten Percent Cut for Grantees Funded in FY 2014
Grantees funded in FY 2014 at the reduced level of 90 percent of their grant request will be
given the opportunity to request and receive the ten percent by which they were reduced. States
should immediately notify effected grantees and inform them of this option. In order to receive
these funds, effected grantees must provide to Rural Development (RD) a revised budget and
revised scope of work addressing the ten percent increase. Requests for funding in the form of a
completed Form RD 1940-1, Request for Obligation of Funds will be forwarded to the National
Office, to the attention of Carolyn Bell or Myron Wooden. Exhibit A of RD Instruction 1944-I,
Self-Help Technical Assistance Grant Agreement, must be modified to reflect the additional
amount.

EXPIRATION DATE:
September 30, 2015
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Renewal of Existing Grantees
Existing grantees that are performing satisfactorily may renew their grants at a funding level
equal to their current grant. No increases will be allowed over the amount of the previous grant.
Grant applications will be obligated on a first come, first served basis.
In order to conserve funds, requests for subsequent grant funds to complete a project are usually
associated with a request to extend a grant term, will be considered in cases that are beyond the
reasonable control of the grantee, such as weather delays. Therefore, it is imperative that
budgets and proposals be well developed and realistic. All requests for subsequent grant funds
must be accompanied by a well-documented explanation for the need for those funds.
Replacement and New Grants
The recent uncertain funding environment and the stressed economy have had an impact on some
grantees, resulting in several organizations leaving the Self-Help program. However, interest
remains high in the program; therefore, replacement grantees will be allowed in a region where
an existing grantee has chosen not to continue with their Self-Help program or has otherwise
ceased to operate within the past two fiscal years or who will cease to operate in FY 2015. There
is no requirement that the replacement grantee be in the same state as the former grantee; only
that it be in the same Technical and Management Assistance (T&MA) region.
As a reference point, during FY 2013 and 2014 the total number of grantees has decreased by
eleven, with the Southeastern region (Florida Non-Profit Housing) losing two grantees and the
Western region (RCAC) losing nine grantees. Thus, the Southeastern region may add two
replacement grantees, and the Western region may add nine replacement grantees. The funding
amount should not exceed the grant amount of the grantee being replaced unless prior approval
from the National Office is obtained. Priority for replacement grantees will be given to those
proposals that will support the United States Department of Agriculture’s (USDA) Strikeforce
for Rural Growth and Opportunity initiative, or will be located in other underserved areas such as
Promise Zones, Colonias, or tribal areas.
In addition, each T&MA region will be allowed one new grant in an amount not to exceed
$300,000. As mentioned above, priority will be given to proposals located in Strikeforce Areas,
Promise Zones, Colonias, or tribal areas. These applications must be submitted to the National
Office after review by RD and the T&MA provider no later than close of business August 31,
2015. States should continue to work with their T&MA provider and all applications must be
carefully reviewed before submission.

Obligation of Funds
The National Office will obligate all Section 523 grants. For grants under $300,000 the
following must be submitted:
1.
2.
3.
4.

Completed Form RD 1940-1 “Request for Obligation for Funds.”
State Office analysis and recommendation.
T&MA contractor review and recommendation.
Draft letter of conditions, if any.

For grants of $300,000 or more, the entire case file along with the above documentation must be
submitted.
If you have any questions regarding this guidance, please contact Carolyn Bell, Branch Chief,
Single Family Direct Loan Division, at 202-720-1532.

February 18, 2015

TO:

State Directors

ATTN:

Area Directors
Area Specialist
Rural Housing Program Directors

FROM:

Tony Hernandez
/s/ Tony Hernandez
Administrator
Housing and Community Facilities Programs

SUBJECT:

Interest Rate Changes for Housing Programs
and Credit Sales (Nonprogram)

The following interest rates, effective March 1, 2015, are reported as follows:
Loan Type

Existing Rate

New Rate

0.100%

0.170%

ALL LOAN TYPES
Treasury Judgment Rate

The new rate shown above is as of the week ending January 30, 2015. The actual judgment rate
that will be used will be the rate for the calendar week preceding the date the defendant becomes
liable for interest. This rate may be found by going to the Federal Reserve website for the
weekly average 1-year Constant Maturity Treasury Yield *
RURAL HOUSING LOANS
Rural Housing (RH) 502
Very-Low or Low

3.250

3.000

Single Family Housing
(SFH) Nonprogram

3.750

3.500

Rural Housing Site
(RH-524), Non-Self-Help

3.250

3.000

Rural Rental Housing and
Rural Cooperative Housing

3.250

3.000

EXPIRATION DATE:
March 31, 2015

FILING INSTRUCTIONS:
Administrative/Other Programs

* (http://www.federalreserve.gov/releases/h15/data/Weekly_Friday_/H15_TCMNOM_Y1.txt).

February 18, 2015

TO:

State Directors
Rural Development

ATTN:

Program Directors
Multi-Family Housing

FROM:

Tony Hernandez
/s/ Tony Hernandez
Administrator
Housing and Community Facilities Programs

SUBJECT:

Results of the 2014 Multi-Family Housing Annual Fair Housing Occupancy
Report

We are pleased to present the 2014 Rural Development Multi-Family Housing (MFH) Annual
Occupancy Report, which includes both Rural Rental Housing (RRH) Section 515 and Farm
Labor Housing (FLH) Section 514 properties. These results are based on September 2014 data
from the Multi-Family Information System database.
This report presents data from the past 3 years, comparing information from years 2012 to 2014.
Attachment A is a summary of report results. Highlights of this year’s data include:


The total number of rental properties has decreased by 1.25 percent since last year or a
decrease of 142 Section 515 properties and an increase of 45 FLH properties. The
number of rental units in the MFH portfolio has decreased by 0.37 percent. Overall, we
saw a reduction of 187 properties in the past year, representing about 1,645 apartment
units.



The current population shows a continued decline in the White population. The
breakdown now consists of: White, Non-Hispanic households: 66.86 percent, Black
Non-Hispanic households: 19.03 percent; Hispanic households: 11.21 percent; Asian,
Pacific Islander households: 0.76 percent; American Indian/Alaskan Native households:
1.59 percent; multi-racial households: 0.56 percent.



There was a slight decrease in very-low income households, which represent 92.77
percent of all households. Low-income households represent 6.12 percent of the total.
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Average household incomes are up to $12,352 from $12,055 (a 2.46 percent increase);
the average income of Rental Assistance (RA) households increased to $10,258 from
$10,024 (a 2.33 percent increase).



Female-headed households continue to represent the majority of households (71.3
percent). There was no appreciable change in the percentage of elderly/disabled
households vs. non-elderly but the disabled population continues to increase within the
elderly/disabled households.



Overall, as a percentage of all households, female-headed households remained
approximately the same; there was a slight increase in elderly households; and more
disabled households. Generally, over the last several years, the portfolio continues to
favor elderly/handicapped versus non-elderly households.

In comparing the RRH Section 515 portfolio with the FLH Section 514 portfolio, it is interesting
to note:


FLH members per household are about twice the size of the average household in the
portfolio. Average farm labor income is more than one and half times that of the average
RRH portfolio household ($21,661 vs $12,022). Farm labor income for RA households,
$15,823, is significantly higher than the average RA income for the RRH portfolio, $10,054.



Elderly/disabled households make up 61.65 percent of the RRH portfolio, but only 19.17
percent of the FLH households.



RA households make up 67.2 percent of the RRH portfolio and 69.3 percent of the FLH
households. Both RRH and FLH showed a slight increase in RA households compared to
last year. Overall, 81 percent of households continue to receive some kind of subsidy.



White households constitute 69.0 percent of the RRH portfolio, while minorities constitute
94.5 percent of the FLH households.

The report also shows about the same percentage of households using RA compared to last year.
Rent overburdened households (those paying more than 30 percent of their income towards rent)
continue to decline. The ongoing reduction in overburdened households demonstrates
continuing improvement toward our objective to utilize all available RA units.
If you have any questions, please contact Stephanie White at (202) 720-1615 or Janet Stouder at
202-720-9728.
Attachments

TO:

State Directors
Rural Development

ATTN:

Program Directors
Multi-Family Housing

FROM:

Tony Hernandez
Administrator
Rural Housing and Community Facilities Programs

SUBJECT:

Changes in Multi-Family Housing Program’s Passbook Savings Rate Effective
February 1, 2015

This Unnumbered Letter (UL) provides additional guidance on the Department of Housing and
Urban Development’s (HUD) recent Notice to owners of Multi-Family Housing (MFH)
subsidized properties related to the passbook savings rate used to determine annual income from
net family assets. Annual income is defined in 7 CFR 3560.153 and is calculated in accordance
with 24 CFR 5.609, which further defines which sources of income to count and which to
exclude. Borrowers of all MFH properties must verify and document in the tenant’s file all
income, assets, expenses, deductions, family characteristics, and any other factors that affect
family eligibility or level of assistance. HUD had previously set the passbook savings rate at 2
percent because, historically, interest rates had fluctuated around that number. As interest rates
have now dropped and maintained a level significantly below 2 percent, MFH acknowledges the
need to adjust the passbook savings rate at least annually to represent current national averages.
The attached Notice H 2014-15 was issued on October 31, 2014, by the Department of Housing
and Urban Development, and provides for changes in passbook savings rate and establishing
future passbook savings rates.
Passbook Savings Rate Effective February 1, 2015
Effective February 1, 2015, Rural Development’s MFH programs with also be implementing the
passbook savings rate for all move-in, initial, and annual, and recertification’s when a family has
net assets over $5,000 is .06 percent. This .06 percent rate must be used until the Agency
publishes and makes effective a new passbook savings rate.
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We are in the process of updating the Multi-Family Information System (MFIS) with the new
passbook savings rate of .06 percent by the effective date of February 1, 2015. We will also be
posting a message on the Management Interactive Network Connection (MINC) website.
The MFH Servicing Offices needs to make sure that their borrowers and management agents
receive a copy of this UL.
If you have any questions or comments, please contact Michael Resnik, Finance Loan Analyst, at
(785) 271-2725, or via e-mail at michael.resnik@wdc.usda.gov.
Attachment

Attachment A
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
WASHINGTON, DC 20410-8000

ASSISTANT SECRETARY FOR HOUSINGFEDERAL HOUSING COMMISSIONER

Special Attention of:

NOTICE:

H 2014-15

Multifamily Hub Directors
Multifamily Program Center Directors
Rural Housing Services (RHS) Directors
Supervisory Housing Project Managers
Housing Project Managers
Contract Administrators
Multifamily Owners and Management Agents

Issued: October 31, 2014
Expires: This notice remains in effect
until amended, revoked, or
superseded.

Subject: Passbook Savings Rate Effective February 1, 2015 and Establishing Future
Passbook Savings Rates
I.

Purpose: This notice provides guidance to owners of HUD Multifamily Housing
subsidized properties related to the passbook savings rate used to determine annual
income from net family assets. Beginning February 1, 2015, Multifamily will
annually publish the passbook savings rate to be used for all certifications to replace
the previously set rate of 2% with a rate reflective of the national average.

II.

Background: Under 24 CFR §5.609(b)(3), when determining annual income for
families who receive assistance in a Multifamily Housing subsidized unit, the owner
includes in annual income the greater of either: (1) actual income resulting from all
net family assets; or (2) a percentage of the value of such assets based upon the
current passbook savings rate as determined by the U.S. Department of Housing and
Urban Development (HUD) when a family has net assets in excess of $5,000. The
Office of Multifamily Housing Programs had previously set the passbook savings rate
at 2% because, historically, interest rates had fluctuated around that number. As
interest rates have now dropped and maintained a level significantly below 2%,
Multifamily Housing acknowledges the need to adjust the passbook savings rate at
least annually to represent current national averages.

III.

Applicability: This notice applies to the following programs:
A. Project-based Section 8
1. New Construction
2. State Agency Financed
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B.
C.
D.
E.
F.
G.
H.
I.
J.
IV.

3. Substantial Rehabilitation
4. Section 202/8
5. Rural Housing Services (RHS) Section 515/8
6. Loan Management Set-Aside (LMSA)
7. Property Disposition Set-Aside (PDSA)
Section 101 Rent Supplement
Section 202/162 Project Assistance Contract (PAC)
Section 202 Project Rental Assistance Contract (PRAC)
Section 202 Senior Preservation Rental Assistance Contracts (SPRAC)
Section 811 PRAC
Section 811 Project Rental Assistance Demonstration units under a Rental
Assistance Contract (PRA)
Section 236
Section 236 Rental Assistance Payments (RAP)
Section 221(d)(3) Below Market Interest Rate (BMIR)

Passbook Savings Rate: This notice provides guidance regarding the passbook
savings rate that will supersede information in the HUD Handbook 4350.3
Section 5-7.F. When calculating tenant income, owners should refer to the
information in this notice to determine the appropriate interest rate at which to impute
income from assets.
A. Setting the Rate: The passbook savings rate will be based on the national
average provided by the Federal Deposit Insurance Corporation.
B. Publication of the Rate: The Office of Policy Development and Research
publishes income limits on an annual basis to which owners must refer. Likewise,
Multifamily Housing will publish the passbook savings rate, and its effective date,
on a similar timeframe through a Housing program notice. Owners must begin
using the new rate for all move-in, initial, annual, and interim certifications
concurrent with the effective date provided. The provided effective date will
allow for sufficient time to update software to include the new passbook savings
rate.
C. Updates to the Rate: Multifamily Housing will retain the authority to update the
passbook savings rate within the calendar year. If during the year the national
average differs by at least 2% from the published rate, Multifamily Housing may
publish a new rate, along with its effective date, to be used in the interim.

V.

Interim Recertifications: According to Handbook 4350.3 and the model lease,
tenants have the right to request an adjustment through the interim recertification
process if their income changes before the next annual recertification. Because a
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change in the passbook savings rate may change the reported income for individuals
with more than $5000 in assets, these tenants are permitted to request an interim
recertification. Owners should refer to HUD Handbook 4350.3, Section 7-10 when
processing interim recertifications.
VI.

Passbook Savings Rate Effective February 1, 2015
Effective February 1, 2015, the passbook savings rate to be used for all move-in,
initial, annual, and interim recertifications when a family has net assets over $5,000 is
.06%. This .06% rate must be used until Multifamily Housing publishes and makes
effective a new passbook savings rate.

VII.

Environmental Impact

In accordance with § 50.19(c)(6) of the HUD regulations, this Notice sets forth rate
determinations which do not constitute a development decision that affects the
physical condition of specific project areas or building sites, and therefore is
categorically excluded from the requirements of the National Environmental Policy
Act and related Federal laws and authorities.
VIII. Paperwork Reduction Act
There are no information collection requirements in this Notice and therefore the
Paperwork Reduction Act of 1995 (44 U.S.C. 3501-3520) does not apply. In
accordance with the Paperwork Reduction Act, an agency may not conduct or
sponsor, and a person is not required to respond to, a collection of information unless
the collection displays a currently valid OMB control number.
IX.

Inquiries
Questions about this notice should be directed to Catherine Brennan in the Office of
Asset Management and Portfolio Oversight at 202-402-6732 or
Catherine.M.Brennan@hud.gov .

__________________________________
Biniam Gebre, Acting Assistant Secretary for HousingFederal Housing Commissioner
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February 27, 2015

TO:

State Directors
Rural Development

ATTN:

Program Directors and Coordinators
Multi-Family Housing

FROM:

Tony Hernandez
Administrator
Housing and Community Facilities Programs

SUBJECT:

Restructuring Multi-Family Housing Rural Rental Housing Approved Third-Party
Loans and Servicing Subordinations

PURPOSE/INTENDED OUTCOME:
The purpose of this Unnumbered Letter (UL) is to provide clarification on the process for
obtaining official Agency prior approval and permission to restructure third-party loans to which
a Rural Rental Housing (RRH) loan is subordinate.
As required in the RRH borrower’s Loan Agreement, Loan Resolution and/or security
instruments, borrowers must request prior permission to restructure third-party loans (including
Guaranteed Rural Rental Housing (GRRH) loans) to which the Section 515 loan(s) has/have
been subordinated using the authorities found in 7 CFR 3560.406 and implemented in HB-33560, Chapter 8, Security Restructuring Requests. The Agency may consider restructuring the
approved real estate debts on the individual property when doing so will not only help the
property, but also promote the best interests of the tenants and the Government. With the
increased use of third-party financing to complete transfers, new construction and provide equity
loans, borrowers are now seeing opportunities to restructure previously approved third-party
loans at more favorable rates and terms.
Additionally, some borrowers are seeking supplemental funds to pay cost overruns, deferred
development fees, make additional repairs or improvements not initially planned in the initial
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transaction approval, and/or to offset impacts directly created by a subsequent Rural
Development Rural Development (RD) approved workout plan and agreement.
These transactions may allow borrowers to complete necessary improvements or repairs in cases
where reserve accounts are underfunded or insufficient to preserve the security and maintain
continued affordability to RD eligible tenants. The RD approval official must also ensure that
the request does not alter project operations to the extent that the project is no longer eligible
under the specific program requirements. The restructure of the third-part loan must not
adversely affect the Agency’s ability to service the RD loan account according to program
regulations and guidance. Approval officials must use sound judgment in considering the intent,
funding limitations, and lien security requirements of the respective program authorities in the
analysis of each request. These transactions may affect security value and may require
additional underwriting to comply with statutory and other specific program requirements.
IMPLEMENTATION RESPONSIBILITIES:
HB 3-3560, Chapter 8, Exhibit 8-1, outlines the requirements for consideration of a
Subordination or Junior Lien. State Directors may approve the restructure of existing project
debt within the approval limits specified in RD Instruction 1901-A, Exhibit D, and the request
has been adequately documented per the requirements outlined in Exhibit 8-2 of this chapter.
The National Office must approve any subordination or junior lien requests that exceed the State
Director’s approval authority limit.
Any subordinations or junior liens requested within two years of a transfer transaction or closing
of a revitalization deal will require further underwriting analysis. The Multi-Family Housing
Preservation and Direct Loan Division will review and process restructuring requests where:
1. The proposed transaction alters the scope or nature of the originally approved transfer or
Multifamily Preservation and Revitalization (MPR) Demonstration Program, or
2. The transfer MPR transaction’s initial date of authorization is more than 2 calendar years
earlier and remains unclosed or is not fully disbursed, or
3. The security value is no longer adequate to fulfill the original terms of the initial
transaction approval.
The respective Agency team leader will be consulted for specific instructions on any necessary
modifications to the underwriting template to adequately document the proposed sources, uses,
costs and impacts on the projects future operations, lien security, risk position, and program
integrity.
Please direct any questions regarding this UL to your respective National Office Review
Underwriter.

