RD I nstruction 1930-C
(Revision 1)

PART 1930 - GENERAL

Subpart C - Managenent and Supervision of Miultiple Fam |y Housing
Borrowers and Grant Reci pients.

TABLE OF CONTENTS

Sec. Page

1930. 101 Ceneral. 1
1930. 102 Definitions.

N

Accept abl e tol erance.

Advi ser to the Board.

Borrowers.

Consumer cooperative.

Rural Devel opnent.

Gover ni ng body.

Managenent .

Menber .

Occupancy agreenent.

O fice of CGeneral Counsel (0OGC).
O fice of Inspector General (AQ.
Pat ronage capital refund.

Proj ect.

Servicing Ofice.

Servicing Oficial.

State Director.

Supervi si on.

WWWWWWWWNNNDNMNDNMNNDNDNDN

1930. 103 Nondi scrim nati on assurance.

1930. 104 Reasonabl e accommpdati ons.

1930. 105 bjective of managenment and supervi sion.
1930. 106 Project operations.

1930. 107 [ Reserved]

1930. 108 Extent of borrower managenent.

1930. 109 Extent of RHS supervi sion.

1930.110 Methods of supervi sion.

(o226 &) &2 B &) IF SN S OV)

»

(a) Applicants.

(b) Borrowers who have yet to denonstrate their
ability and borrowers with problens.

(c) Borrowers who have denonstrated ability.

~

~

1930.111 - 1930.112 [Reserved]
1930.113 Borrower responsibilities.
1930.114 - 1930.116 [Reserved] 8

~

(08-30-93) SPECIAL PN



RD I nstruction 1930-C
Tabl e of Contents
Page 2

(Revision 1)

Sec.

1930. 117 Agency responsibilities.
(a) Servicing Oficial.
(b) State Director.
(c) State staff.

1930. 118 [Reserved]

1930. 119 Supervisory visits, conpliance reviews, and inspections.

(a) Purpose.

(b) Frequency and standards.

(c) Preparation.

(d) Notice of visit or inspection.

(e) Conducting visit or inspection.

(f) Recording, reporting and foll ow up.
(g) Conpliance reviews.

1930.120 -1930.121 |[Reserved]
1930. 122 Borrower accounting nethods, managenent
reporting, and audits.

(a) Accounting nethods and records.
(b) Managenent reports and revi ew processes.

(1) Annual budget and utility all owance.

(2) Rental or occupancy charge budget and/or

utility all owance charge
(3) Quarterly report.

(4) Annual audit reports and verifications of

revi ew
(5) M scellaneous nmanagenent reports.

1930. 123 Annual revi ew.

(a) bjective.

(b) Annual review process.

(c) Docunents used in the review

(d) Preparation for the annual review.

(e) Timng, conducting, and conpleting the review

(f) Distribution of reviewed docunents.

(g) State Director's review of annual reviews.

(h) On-farm LH annual review

(i) Illustration of MFH Budget Pl anni ng, Annua

Revi ew, and Annual Audit Revi ew Cycles.

Page

©O

10
11

11
12
13
13
13
13
14

14

14

14
15

15

16
17

20
27

28

28
28
28
29
29
30
30
30

31



RD I nstruction 1930-C
Tabl e of Contents

Page 3

Sec. Page
1930. 124 [ Reserved] 32
1930. 125 Changi ng proj ect designation. 32
1930. 126 - 1930. 127 [Reserved] 32
1930. 128 LH grants. 32
1930. 129 RHS | oans. 33
1930.130 - 1930. 133 [Reserved] 34
1930. 134 Rural Devel opnent office records. 34
1930.135 - 1930. 136 [Reserved] 34
1930. 137 State Supplenents, guides, forns and other issuances. 34
1930. 138 Supervisory actions for distressed projects. 34
1930.139 - 1930. 140 [Reserved] 34
1930.141 Materials to be provided borrower/applicant. 35
1930. 142 Conpl aints regarding discrimnation in use and

occupancy of M-H. 36
1930. 143 Del egation of responsibility and authority. 36
1930. 144 Exception authority. 37
1930. 145 Appeal s. 37
1930. 146 - 1930. 149 [Reserved] 38
1930. 150 OMB control nunber. 38

EXHI BI TS TO SUBPART C

EXH BI T
Steps for Rural Devel opnent Personne
i n Conducting Annual Review of Miltiple Housing Operations A
Audit Report Review Gui de A- |
Mul ti pl e Housi ng Managenent Handbook B
Managenment Pl an Requirenents for Rural Devel opnent
Fi nanced Multiple Fam |y Housing (M-H) Projects B-
Requi renents for Managenment Agreenents B- 2
Sanpl e Managenent Agreenment for Rural Devel opnent
Fi nanced Multiple Fami|ly Housing (MFH) Projects B- 3
Qutline for Prospective Managenent Agent of a
Mul tiple Fam |y Rental or Labor Housing Project B- 4
Qutline for Owmer who Proposes Oawner-Managenent
of a Multiple Fam |y Rental or Labor Housing Project B-5

(08-30-93) SPECIAL PN



RD Instruction 1930-C

Tabl e of Contents

Page 4

EXHI BI TS (Con.)

Mont hly and Quarterly Project Managenent Reports

Annual Project Managenent Reports

M scel | aneous Proj ect Managenent Reports or Submittals

Noti ce of Authorization to Wthdraw and Use Reserve Funds
Reserve Account Tally

Equal Housi ng Opportunity Logotype (Required for Project Sign)

Rural Devel opnent Logotype (Optional for Project sign)

I nternational Symbol of Accessibility (Required for Handicap
Par ki ng Space and al ong Handi cap Accessibility Route)

Sanple Waiting List
Rental or Occupancy Charge and/or Utility All owance Changes

Notice to Tenants (Menbers) of Proposed Rent
(CGccupancy Charge) and Uility All owance Change

Notice of Approved Rent (Occupancy Charge) and
Uility Al owance Change

Ener gy Audit
Cal cul ation of Financial |npact (Energy Audit)
Rent al Assi stance Program

Rural Devel opnent Multiple Fam |y Housing
Supervisory Visit - Pre-Visit Wrksheet

Suggest ed Random Sanpl i ng Techni que for Tenant Revi ews
Suggested Format for a Pre-Visit Tenant Contact Letter

Rural Devel opnent Multiple Fam |y Housing
Supervisory Visit - Summary of Findings

Rural Devel opnent Multiple Fam |y Housing
Supervisory Visit - Tenant File Review

B-7

B-8

B-9

B-10

B-11

B-12

B- 13

B- 14



RD I nstruction 1930-C
Tabl e of Contents
Page 5

EXHI BI TS (Con.)

Rural Devel opnent Multiple Fam |y Housing
Supervisory Visit - Tenant Interview and Unit Review G2

Interest Credits on Insured Rural Rental Housing and
Rural Cooperative Housi ng Loans H

Exanpl e of Interest Credit Determ nation

for Rural Rental Housing or Rural Cooperative Housing

Projects (Plan I1) H-1
Rural Rental Housing Loans and the Housi ng and Urban Devel opnent
Section 8 Rental Certificate and Rental Voucher Prograns

(Existing Units) I

Managenment of Congregate Housing and Group Hones J

(08-30-93) SPECIAL PN



RD I nstruction 1930-C

PART 1930 - GENERAL

Subpart C - Managenent and Supervision of Miultiple Fam |y Housing
Borrowers and Grant Recipients

§1930. 101 Gener al

This subpart prescribes the policies, authorizations, and procedures for
managenment and supervision of all of the follow ng Rural Devel opnment Multiple
Fam |y Housing (MFH) | oan and grant recipients:

(a) Farm Labor Housing (LH).

(b) Rural Rental Housing (RRH) including congregate housing.
(c) Rural Cooperative Housi ng (RCH)

(d) Rural Housing Site Loans (RHS).

(e) Special provisions and exceptions.

(1) Unless otherw se specified in this subpart and except for
Exhibit C of this Subpart, individual type RRH borrowers who were
not required by programregul ation to execute a | oan agreenent are
exenpted fromthe requirenents of this subpart as long as the
borrower is not in default of any programrequirenent, security

i nstrument, paynent, or any other agreenment with Rural Devel opnent.
However, these borrowers nust provide evidence of tenant incone
eligibility by properly conpleting Form RD 1944-8, "Tenant
Certification," for each tenant as required by the Fornms Manua
Insert (FM), except in LH situations where the tenant is not paying
rent.

(2) The State Director may require any borrower determned to be in
default of any program requirenent, security instrunent, paynent, or
ot her agreenent with Rural Devel opnent, or when otherwise failing to
nmeet the program objectives, to conply with any appropriate section
of this subpart to assure that the | oan objectives are net.

(3) For RHS borrowers, the follow ng sections of this subpart do
not apply: 881930.108, 1930.122, and 1930. 141.

DI STRI BUTI ON:  WsDC Supervi si on
Gener a
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§1930. 102 Definitions.

Acceptabl e tol erance. For the purpose of this subpart, acceptable tol erance
means actual financial activity as expressed in nuneric terns that is
operating within plus or mnus 5 percent of projected or forecasted estimates.

Advi ser to the board. An individual or organization who will work with and
provi de gui dance to a cooperative board of directors.

Borrowers. "Borrowers" nmeans owners who nmmy be individuals, partnerships,
cooperatives, trusts, public agencies, private or public corporations, and
ot her organi zati ons who have received a | oan or grant from Rural Devel opnent
for LH, RRH, RCH, or RHS purposes.

Consuner cooperative. A corporation which is organized under the cooperative
laws of a State or Federally recognized Indian tribe; will own and operate the
housi ng on a cooperative basis solely for the benefit of the nenbers; wll
operate at cost and, for this purpose, any patronage refunds accruing to
menbers in accordance with Subpart E of Part 1944 of this chapter will not be
considered gains or profits; and will restrict nenbership in the housing to
eligible persons and, to any extent the cooperative and Rural Devel opnent
permit, to others in special circunstances.

Rural Devel opnent. "Rural Devel opnent"” neans the United States of Anerica
acting through Rural Devel opnent or Rural Devel opnent's predecessor agencies.

Governi ng body. "Governing Body" neans those el ected or appointed officials
of an organi zation or public agency type borrower responsible for the
operations of the project.

Managenment. "Managenent" is the overall direction given by the borrower or
the borrower's agent to neet the needs of the tenants or menbers, nmintain the
project, and provide sound and econom cal project operation

Menber. A person who has executed docunents pertaining to a cooperative
housi ng type of living arrangenent and has nmade a conmm tnment to uphol ding the
cooperative concept.

Qccupancy agreenment. A contract setting forth the rights and obligations of
the cooperative nenber and the cooperative, including the amount of the
nmont hl y occupancy charge and the other terns under which the nenber will
occupy the housing.
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O fice of the General Counsel (0OGC). "OGC' neans the Regional Attorney,
Associ ate Regi onal Attorney, or Assistant Regional Attorney in the field
office of the Ofice of the General Counsel of the United States Departnent of
Agricul ture (USDA).

O fice of Inspector General (OQ@. "OG' neans the Ofice of |nspector
General of the USDA.

Pat ronage capital refund. Amounts received by the cooperative in excess of
operating costs and expenses which have been assigned to nenbers' patronage
capital accounts each year of nenbership in the cooperative.

Project. A project is the total nunmber of rental housing units that are
oper at ed under one nmmnagenent plan with one | oan agreenment/resolution. (The
rental units nmay have been devel oped originally with separate initial |oans
and separate | oan agreenents/resol utions, now consolidated into one
operational project under 8§1965.68 of Subpart B of Part 1965 of this chapter.)

Servicing Ofice. The Rural Devel opnment office designated by the State
Director to service MFH accounts.

Servicing Oficial. The individual who by job description or other
qualification is designated by the State Director with del egated
responsibility to service MFH accounts.

State Director. For the purpose of this subpart, State Director also includes
the Rural Housing Chief, Miltiple Fam |y Housing Coordinator, Rural Housing
Specialist, and other qualified State staff when del egated responsibilities
under this subpart according to §1930.143 and the provisions of RD Instruction
2006-F, (available in any Rural Devel opnent office).

Supervi sion. "Supervision" includes the broad scope of Rural Devel opnent
gui dance available to assist borrowers to carry out the objectives of the | oan
and conply with Rural Devel opnent regul ations.

§1930. 103 Nondi scri mi nati on assur ance.

Al'l managenent and supervision actions described in this subpart will be
conducted without regard to race, color, religion, sex, famlial status,
national origin, age, or handicap. Borrowers, tenants and cooperative nenbers
nmust possess the | egal capacity to enter into a |l egal contract. The
provi si ons of Subpart E of Part 1901 of this chapter enforcing Title VI of the
Civil Rights Act of 1964, as anended, along with other sinmlarly worded
statutes will be conplied wth.

(08-30-93) SPECIAL PN
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8§1930. 104 Reasonabl e accommmbdati ons.

(a) It shall be unlawful for any person to refuse to make reasonable
accomodations in rules, policies, practices, or services when such
accomodat i ons woul d afford an individual with a handi cap equa
opportunity to use or continue to use and enjoy a dwelling unit,

i ncl udi ng public and conmon use areas.

(b) It shall be unlawful for any person to refuse to pernit, at the
expense of an individual with a handi cap, reasonabl e nodifications of an
exi sting unit, occupied or to be occupied by an individual with a

handi cap, if the proposed nodifications may be necessary to afford the

i ndi vidual with a handicap full enjoynent of the dwelling unit.

8§1930. 105 hjective of managenent and supervi sion

(a) The primary objective of nanagenent and supervision is to provide
ef fective supervision to each borrower to acconplish the objectives of
the |l oan or grant.

(b) To provide effective supervision, Rural Devel opment will assure that
the borrower's managenent plan acconplishes the foll ow ng:

(1) Provide proper and efficient managenent policies as prescribed
in Exhibit B of this subpart.

(2) Conply with | oan and grant agreenents.

(3) Repay | oans on schedul e.

(4) Mintain security property.

(5) Protect the interests of Rural Devel opnent.

(6) Operate facilities according to State and |ocal |aws and
regul ati ons.

(7) Maintain accounts and records.
(8) Submit reports and audits.

(9) Process rent and occupancy charge changes according to Exhibit
C of this subpart.
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(10) Operate the facilities according to applicable Civil Rights
laws, Title VI of the Civil R ghts Act of 1964, Title VIII of the
Civil Rights Act of 1968, as anended, Section 504 of the
Rehabilitation Act of 1973, Executive Order 11246, and the Age

Di scrimnation Act of 1975. (Revised 05-07-97, SPECI AL PN.)

(11) Maintain facilities and prem ses that are free of illega
control | ed substances.

(12) Collect and remt any occupancy surcharges as applicable.

§1930. 106 Project operations.

Proj ect operations shall be conducted to neet the actual needs and
necessary expenses of the property or for any other purpose authorized under
Agency regul ations. \Woever willfully uses, or authorizes the use, of any
part of the rents, assets, proceeds, inconme, or other funds derived from such
property for unauthorized purposes is subject to penalty. This includes an
owner, agent, or manager, or person who is otherwi se in custody, control, or
possessi on of property that is security for a nulti-fam |y housing | oan
Those violating these provisions are subject to penalties set out under Agency
regul ations and the law. Under law (42 U. S.C. 1484 and 1485), federa
penalties consisting of fines of not nmore than $250,000 or inprisonnment of not
nore than five years, or both, may be inposed for operating a project in a
manner inconsistent with the provisions of this section. (Added 05-07-97,
SPECI AL PN.)

§1930. 107 [Reserved]

§1930. 108 Extent of borrower nmanagenent.

According to Exhibit B of this subpart, the borrower and/or the
borrower's agent will devel op a managenent plan for each project that
descri bes the scope of property nanagenent needed to nmintain program
obj ectives. Wen the managenent is from other than the borrower, a nanagenent
agreenent will be used to define the responsibilities of the nanagenent agent.
Initial, nodified and/or replacenent nmanagenment agreenents will be approved by
authorized Rural Devel opnent officials. A sanple nmanagenent agreenent is
provided in Exhibit B-3 of this subpart.

§1930. 109 Extent of RHS supervision

The objective of RHS supervision is to guide and advi se borrowers and
their designated representatives in their quest to nmeet M-H program
obj ectives, goals, and obligations, not to direct the borrower's activity.

5
(Revision 1)
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§1930. 109 (Con.)

Supervi sion does not relieve borrowers of their own responsibilities and
obligations. Supervision starts with the first contact by the applicant and
continues as long as any | oan bal ance remai ns outstanding. |In the case of a
grant, supervision continues until the requirenents of the grant agreenent
have been fulfilled. Supervision of borrowers is a primary responsibility of

the Servicing Oficial; however, additional supervision and guidance will be
given by the State Director and/or other appropriate nenbers of the State
O fice staff. Security servicing actions will be handl ed according to Subpart

B of Part 1965 of this chapter.

§1930.110 Methods of supervision

Supervi sory methods used by RHS enpl oyees incl ude organi zational and
devel opnent pl anni ng; property managenent planning; affirmative marketing;
construction conferences; |long-term annual, and other periodic planning and
eval uation; accounts, budgets, and records inspections and gui dance; project
i nspections; attendance at menbershi p and governi ng body neetings; periodic
group neetings with borrowers; analysis of accounting, budgets, and audit
reports; guidance by nenoranduns; and simlar activities. Supervision of
cooperative borrowers will include coordination with the adviser to the board
Supervision of grant-only recipients will consist of at |east the reviews and
i nspections outlined in §1930.119 of this subpart.

(a) Applicants. Prior to loan or grant closing, supervision wll

| argely be conducted during conferences and neetings with prospective
borrowers and their various representatives such as applicant's attorney,
architect, property nmanager, etc. Exanples of supervision include:

(1) Organizational neetings to discuss needs, services avail abl e,
owner obligations, and to establish organi zati onal conmttees.

(2) Preapplication and application conferences.

(3) Preconstruction conferences to reach an understandi ng regarding
responsi bilities and the manner in which devel opment will be
performed. The applicant at this point should be made fully aware
of the responsibilities detailed in §1930.103 of this subpart.

(4) Preloan and/or grant closing conferences to review requirenents
of the | oan resolution or agreenent, closing requirenents, and
managenment plan and to establish responsibilities for the operation
of the project. The applicant at this point should be made fully
aware of the responsibilities entailed in 8§1930.103 of this subpart.

6
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§1930. 110(a) (Con.)

(5) Preoccupancy conferences to review the managenent plan,

mar keti ng plan, and the general readi ness of project facilities,
recor dkeepi ng systens, renting or occupancy procedures, and
personnel assignnments to begin project operation. This conference
wi |l be conducted according to §1944.235(h) of Subpart E of Part
1944 of this chapter

6A
(Added 05-07-97, SPECI AL PN)
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(b) Borrowers who have yet to denonstrate their ability and borrowers
with problems. Wen the borrower is establishing its operations, or when
borrowers are delinquent, or have other difficulties, supervisory

gui dance wi Il include:

(1) Inplenmentation and/or review for conpliance with the managenent
pl an.

(2) Establishnment and nmi ntenance of a financial recordkeeping and
reporting system

(3) Conpliance with the requirenents of the | oan agreenent or |oan
resol ution.

(4) Review of annual audit and budget requirenents.

(5) Any other supervision that nay be necessary to assure effective
and successful operation of the project.

(6) A requirenent that the borrower contract with a nanagenment firm
wi th proven background and/or experience in property managenent. In
the case of cooperative housing, this stipulation will apply only
when it has been determ ned that the cooperative is unable to nmanage
itself.

(c) Borrowers who have denobnstrated ability. Supervision will consist
of at least an annual review of budgets and other managenent reports
according to §1930.122, and a triennial supervisory visit according to
8§1930. 119 of this subpart when the borrower is:

(1) Successful in conpleting a first full fiscal year of operation
(2) Current with | oan paynents.
(3) In conmpliance with other | oan or grant requirenents.
(4) Maintaining the security in a satisfactory manner
(5) Oherwi se progressing satisfactorily.
§81930. 111 - 1930. 112 [ Reserved]

§1930. 113 Borrower responsibilities.

Borrower responsibilities are described in paragraph Il of Exhibit B of
this subpart.
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§81930. 114 - 1930. 116 [ Reserved]

8§1930. 117 Agency responsibilities.

Ef fective supervision requires Rural Devel opnent enpl oyees to be fanmliar
with the various types of borrowers and their nanagenent plan; to comunicate
effectively with borrowers and their managenent agent, when applicable; and to
provi de gui dance in the operation and nanagenent of M-H projects.

(a) Servicing Oficial. Servicing Oficials are responsible for
ef fective borrower supervision. Servicing Oficials will:

(1) Oganize their work and the work of their staffs in order that
time is used effectively in providing borrower supervision and pl ace
enphasi s on supervisory visits and revi ew of borrower managenent
reports.

(2) Enphasize to the borrower and/or the borrower's nanagenent
agent that they, not Rural Devel opnent, are responsible for managi ng
the project, planning and follow ng budgets within acceptable

tol erance, collecting rents or occupancy charges, repaying the |oan
on schedul e, budgeting for adequate project operations and

mai nt enance; and for conpliance with any |oan or grant agreenment or
resolution, State laws, and other Rural Devel oprment requirenents.

(3) Monitor all provisions or conditions of the Rural Devel opnent
approval documents to ensure that they are fully conplied with
t hroughout the life of the project.

(4) Monitor the borrowers' conpliance with Rural Devel opnent
regul ati ons concerning real property tax, insurance, bonding,
security, budgeting, and reporting requirenents.

(5) Systematically nonitor response to O G report findings at
specific intervals and/or during routine supervisory visits,
conpliance revi ews, and physical inspections.

(6) Assure that borrower financing statenents are continued and not
all owed to | apse.

(7) Have each borrower designate a representative to serve as its
contact source for Agency conmunication on project related nmatters.

(8) Becone famliar with the borrower's bylaws or other rules and
regul ati ons when necessary to assure conpliance with Rura
Devel opnent programcivil rights and Fair Housing Act requirenents.



§1930. 117

(b)

(08- 30- 93)

(a) (Con.) RD I nstruction 1930-C

(9) Provide borrower governing bodies with suggestions for

information distribution that may be hel pful in keeping the

menbership in touch with activities to increase and mai ntain
menber ship interest.

(10) Provide informed advice and gui dance to borrowers as needed.
(11) Identify problem borrower accounts and initiate servicing
pl ans i ncl udi ng workout agreenments with the borrower according to
Exhibit F of Subpart B of Part 1965 of this chapter.
(12) Gather, maintain, analyze, and distribute a database of actua
MFH operati on and nai nt enance expense for determ nati on of expense
reasonabl eness that reflects variables of project operation and
characteristics.
(13) Avoid doing any of the follow ng:

(i) Try to run the borrower's business.

(ii) Take charge of the borrower's neetings.

(iii) Attenpt to supervise the borrower only through its
attorney, architect, or nmnagenent agent.

(iv) Presune that projects wthout adverse conplaints do not
require nmonitoring and/ or supervision by Rural Devel opnment.

State Director. State Directors will:

(1) Coordinate and direct supervisory activities related to
borrowers and perform other functions as prescribed by this subpart.

(2) Provide guidance and | eadership to assure that the State staff
and Servicing staff thoroughly understand and carry out their
responsi bilities.

(3) Devel op and conduct training prograns necessary to assure that
Rural Devel opnent personnel are kept up-to-date regarding the nost
ef fective supervisory nethods, that the proper tine is allotted to
supervi sion, and that borrowers recei ve adequate supervision and
financi al counseling.

SPECI AL PN
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§1930. 117

(c)

(b) (Con.)

(4) Establish and maintain a systemto nonitor followup to
findings in OG reports, supervisory visits, conpliance reviews,
physi cal inspections, or other factual sources.

(5) Maintain necessary liaison with the OGC.

(6) Mintain necessary liaison with State and | ocal authorities,
agenci es, and other organizations. For exanple, in the case of
projects benefiting the elderly, it is essential that |iaison be

mai ntai ned with the aging network such as State and Area Agenci es on
Aging to assure that avail able support services are offered to or
accessi ble by the tenants.

(7) Miintain and update State Office records for effective program
supervi sion and eval uation.

(8) Assist the Servicing Oficial in developing a realistic plan to
resol ve project operational problens.

State staff. State staff nenbers who are designhated by the State

Director as MFH Servicing Oficials responsible for supervision of
borrowers covered by this subpart wll:

§1930. 118

(1) Continuously nonitor supervisory and account servicing
activities and borrower status to assure that each project is
receiving tinely and effective supervision

(2) Train staff to effectively performthe required supervisory and
account servicing activities, and to provide informed guidance in
sound operation and nmanagenent policies. The assistance of the
agi ng network such as State and Area Agenci es on Agi ng shoul d be
sought in connection with training which pertains to the managenent
of services to the elderly.

(3) Post review closing of |oans and grants to deternm ne that they
have been properly closed.

(4) Visit a sufficient nunber of projects to assure that proper
supervi sion and account servicing is being provided.

(5) Assenble, analyze, and distribute a statew de dat abase of
actual M-H operation and nmai ntenance costs for determ nation of cost
reasonabl eness that reflects variable characteristics of project
operation.

[ Reserved]

10
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(a)

RD I nstruction 1930-C

Supervisory visits, conpliance reviews, and inspections.

Purpose. Servicing Oficials and other Rural Devel opment authorized

persons will visit the MFH project site, including the nanagenent office,
as necessary to acconplish the objectives of the |oan or grant.
Foll owi ng are the major purposes for which visits may be nade:

(08- 30- 93)

(1) To assist with satisfactory devel opnent of the project.

(2) To evaluate the nmanagenent program of the project pursuant to
Exhibit B of this subpart, such as:

(i) Adherence to the nmanagenent plan

(ii) Conpliance with the nanagenent agreement when applicable.
(iii) To review conpliance with the Affirmative Fair Housing
Mar keti ng Pl an and/or the Equal Opportunity requirenments of
Title VI of the Civil Rights Acts of 1964, the Civil Rights Act
of 1968 as anmended by the Fair Housi ng Arendnments Act of 1988,
Section 504 of the Rehabilitation Act of 1973, and the Age

Di scrimnati on Act of 1975.

(3) To review borrower records and verify required conpliance and
i nformation, such as:

(i) Tenant or menber eligibility.

(ii) Tenant or menber incone.

(iii) Tenant or menber selection criteria.
(iv) Wiiting lists.

(v) Rental or occupancy rates are in accordance with a Rura
Devel opnent approved budget.

(vi) Oher necessary itens.

(4) To inspect and ascertain proper maintenance and assure
protection of the security for the Rural Devel opnent | oan.

(5) To deternmine if the project is being operated according to the
approved budget.

11
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(b)

(6) To determ ne that borrower and/or borrower's managenment agent
is fully conplying with all provisions and conditions of the
approval docunment regarding site devel opnment and use restrictions.

(7) In the case of all LH borrowers, including on-farmLH, to
deternmine that the housing is serving donmestic farm | aborers, as
defined by paragraph Il of Exhibit B of this subpart, and that the
LH housi ng provided is decent, safe, and sanitary.

Frequency and standards. Visits will be nmade as fol |l ows:

(1) Supervisory visits will be nade as needed to assure conpliance
with Rural Devel opment policies and objectives. A Servicing staff
person or other Rural Devel opment authorized person will performa
post rent-up or occupancy visit before the end of the first 90 days
of operation; and a thorough supervisory visit no later than 12
nmont hs fol | owi ng the post occupancy visit, and at | east every 36
nont hs thereafter at each project.

(i) More frequent visits to delinquent or problem projects,
irrespective of |loan type, should be schedul ed as needed.

(ii) In the case of borrowers with on-farmLH unit(s) or LH
borrowers providing seasonal farm | abor housing, such visits
shoul d be nmade during the season of occupancy and preferably
during an annual farmvisit.

(iii) Planned visits will be included in the nonthly work
cal endar.

(iv) The visit shall be conducted with the borrower and/or the
borrower's designated representative.

(v) Exhibits F, F-1, F-2, G G 1, and G2 of this subpart
shoul d be used to assist in the preparation, conpletion, and
foll owup of visits.

(vi) For small rental projects consisting of only a few units
(usually 1 to 3), the degree of conpletion of Exhibits F, G G
1 and G2 nmay be nmininzed. Supervisory visits to such
projects are required only once every three years and shoul d
concentrate on tenant eligibility, income and adjustnents to

i ncome verifications, maintenance, insurance coverage, and
status of |oan paynents.

12
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(2) The Servicing Oficial or other Rural Devel opment authorized
person will conduct an inspection of each project at |east once
every 36 nonths with the borrower, site manager, or designated
representative present.

(i) This inspection nmay be nade sinultaneously with a
supervi sory visit scheduled in accordance with this section.

(ii) The results of the inspection will be docunented on HUD

Form 9822, "Report of Physical Condition and Estimte of Repair
Costs," or a simlar formfor the sane purpose may be used for

this inspection.

(iii) Based on the Servicing person's know edge, without
further research, the estimated repair need and cost col ums of
the formw Il be conpleted during the inspection visit.

(c) Preparation. The person planning to make the visit and inspection
will reviewthe nost recent quarterly or annual reports, the running
records, correspondence, and other Servicing Ofice records to be fully
aware of the supervisory needs of the project. This awareness shoul d be
devel oped into an informal visit plan and include, but not be limted to
such things as; paynent status, subsidy status, due dates of taxes and

i nsurance, adequacy of fidelity coverage, and any known nmi ntenance
probl ens.

(d) Notice of visit or inspection. The managenent agent, or when
applicable, the owner should receive a witten notice of the schedul ed
visit or inspection fromthe Servicing Ofice 30 days before the event to
i nsure that needed records and staff are available (see Guide Letter
1930-2 for borrower notification).

(e) Conducting visit or inspection. The person naking the visit or

i nspection should spend sufficient tinme at the project to acconplish the
visit plan and any additional needs that are observed or brought out by
the tenants, nenbers, or managenent staff.

(f) Recording, reporting and followup. The preparation notes and
results of each visit should be recorded on Exhibits F, G G 1 and

G 2 of this subpart and filed in the borrower's servicing file. A letter
hi ghli ghting any needed foll owup actions and a copy of the conpleted
supervisory visit checklist will be directed to the nmanagenent agent
and/or the borrower within 30 days after the visit. Followup wll
continue through resolution of any problenms. Any ngjor

13
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problems with the project will be reported in witing to the State
Director with reconmendations for corrective action. Exhibit Ato
Subpart A of Part 1955 of this chapter or Form RD 1955-2, "Report on Rea
Estate Problem Case," may be used as appropriate.

(g) Conpliance reviews. An authorized State or Servicing staff nmenber
or other Rural Devel opnent authorized person will conplete the Civi

Ri ghts and Fair Housing review requi renents according to Subpart E of
Part 1901 of this chapter. |If initial rent-up or occupancy has not
occurred by the tine of initial review, a subsequent review will be due
one year following initial occupancy and then every 36 nonths thereafter
or in accordance with Subpart E of Part 1901 of this chapter

§81930. 120 - 1930. 121 [ Reserved]

§1930. 122 Borrower accounting nethods, managenent reporting and audits.

It is the objective of Rural Devel opment that borrowers will maintain
accounts and records necessary to conduct their operation successfully and
fromwhich they nay accurately report operational results to Rural Devel opnent
for review, and otherwise conply with the terns of their |oan agreenents with
the Agency. Borrower accounts and records will be kept or nade available in a
| ocation within reasonabl e access for inspection, review, and copying by
representatives of Rural Devel opnent or other agencies of the U S. Departnent
of Agriculture authorized by the Departnment.

(a) Accounting nethods and records.

(1) Method of accounting and financial statenents. Borrowers may
choose a cash or accrual nethod of accounting, bookkeeping, and
budget preparation as described in their project managenent plan

unl ess otherw se specified in a work-out plan as part of a servicing
action. Balance sheets or statenents of financial condition nay be
prepared refl ecting the same accounting nethod, except that the
accrual nmethod of reporting financial condition will be used where
the borrower is required to submt an annual audit.

(2) Approval requirenment. Before loan closing or start of
construction, whichever is first, each borrower shall incorporate a
description of its method of accounting, bookkeeping, budget
preparation, and reporting of financial condition and, when
applicable, plans for auditing, in the project nanagenent plan that
nmust be approved by Rural Devel opnment.
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(3) Records. Form RD 1930-5, "Bookkeeping System Snal| Borrower,"
may be used by small organi zations as a nethod of recording and

mai nt ai ni ng accounting transactions. Autonated systens nmay be used
if they nmeet the conditions of paragraph XVl of Exhibit B of this
subpart.

(4) Record retention. Each borrower shall retain all financia
records, books, and supporting material for 3 years after the

i ssuance of the audit reports and financial statenments. Upon
request, this material will be nmade available to Rural Devel opnent,
the O G the Conptroller CGeneral, or to their representatives.

(b) Managenent reports and revi ew processes. The objective of
managenment reports and review processes is to furnish the nmanagenent and
Rural Devel opnent with a nmeans of evaluating prior decisions and to serve
as a basis for planning future operations and financial conditions.
Timely reports and their review furni sh necessary information to nmeke
sound managenent decisions. All reports will relate only to the Rura
Devel opnent financed project and borrower entity. Separate reports wll
be prepared and subnitted for each project owned by the sanme borrower.
Forms necessary in naking the required reports may be requested from
Rural Devel opnent. The various review processes described in this
paragraph are illustrated at 8§1930.123 (i) of this chapter

(1) Annual budget and utility all owance.

(i) Objective. It is the objective of Rural Devel opnent that
proj ect budgets and/or utility all owances be prepared,

revi ewed, and approved in such manner and tinming that the
approved budget and/or utility allowance, including any

aut hori zed changes to sane, becone effective on the beginning
of a fiscal year of project operation.

(ii) Docunents.

(A) The annual project budget will be prepared on Form RD
1930-7, "Multiple Fam |y Housing Project Budget," by the
borrower or its agent followi ng the instructions on the
form It will reflect budget planning for a 12 nonth
fiscal year. Figures in the "actual" colum wll reflect
at least 9 nonths of actual fiscal year activity and no
nore than 3 nonths of estimated activity for the bal ance
of the sane fiscal year based on recent actual experience.
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(2)

(B) Wien tenants pay their own utilities, the housing

al l omance for utilities and other public services will be
prepared on Exhibit A-6 to Subpart E of Part 1944 of this
chapter. Exhibit A-6 will be prepared by the borrower or
its agent following instructions attached to the Exhibit
and will be submtted to Rural Devel opnent together with
Form RD 1930-7 with justification to either retain or
change the utility all owance.

(iii) Supporting data. Any data, justification, or other
docunentation required by the instructions for preparation of
Form RD 1930-7 and Exhibit A-6 to Subpart E of Part 1944 of
this chapter, or otherwi se required by the Servicing Oficia
on an individual case basis, shall be attached to the
respecti ve docunent when submitted to the Servicing Ofice.

(iv) Due date. The borrower can submit the necessary
docunents as soon as 9 nonths of current fiscal year actuals
are available, but in sufficient time to neet the objective
stated in (b)(1)(i) of this section. The Servicing Oficia
needs 15 to 30 days to review project budgets and utility

al | omances when no changes of rents, occupancy charges, or
utility all owances are needed. Wen such changes are needed,

t he borrower needs to subnit documents to allow sufficient tine
for review and proper notice of change to tenants or nenbers.

(v) Rural Devel opnent review. Form RD 1930-7 and Exhibit A-6
to Subpart E of Part 1944 of this chapter and any attachnent
will be reviewed by the Servicing Office as part of the renta
or occupancy charge/utility allowance change revi ew and/ or
annual review process.

Rental or occupancy charge budget and/or utility all owance

change.

(i) Objective. It is the objective of Rural Devel opnent that
changes to project rental or occupancy charges and/or utility
al | omances be incorporated into the annual budget review and
pl anni ng process in such manner and tim ng that authorized
changes becone effective at the beginning of a fiscal year of
proj ect operation.
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(3)

(ii) Docunments. Wien a rental or occupancy charge and/ or
utility all owance change is proposed, the borrower or its agent
will prepare and submit Form RD 1930-7 and Exhibit A-6 to
Subpart E of Part 1944 of this chapter and any supporting
attachnments following the instructions for either docunent.

(iii) Standards and tinng.

(A) The policies and procedures governing rental or
occupancy charge and/or utility all owance change are
contained in Exhibit C of this subpart, (available in any
Rural Devel opnent office or the "Borrower Handbook" nade
up of selected exhibits of this Subpart and parts of this
chapter).

(B) To neet the projected effective date of change, the
necessary docunents need to be received by the Servicing
Oficial at |least 75 days ahead of the effective date of
change to allow Rural Devel opnent review to authorize a 60
day notice to tenants or nmenbers of an inpendi ng change.
The "actual" columm of Form RD 1930-7 shall contain actua
data for the fiscal year to date plus the projection of
expected data for the renmninder of the fiscal year. This
proj ection should cover a period not exceeding 90 days.
The sane supporting data standards of paragraph
(b)(1)(iii) of this section will apply.

(C) Should the borrower need to request a rental or
occupancy charge and/or utility all owance change at sone
time other than described in paragraph (b)(2)(iii)(B) of
this section, e.g., md-fiscal year, Form RD 1930-7 shal
reflect the project's financial needs for the next 12
nmont hs of operation and the "actual" columm shall reflect
the nost recent 12 nonths of actual data. The previous
fiscal year's audit report, or Form RD 1930-8, "Miltiple
Fam |y Housi ng Borrower Bal ance Sheet," as appropriate,
shall be submitted with the change request if it was not
previously submitted to the Servicing Ofice.

(iv) Rural Devel opnent review. Exhibit C of this subpart
shall govern Rural Devel opnent review of the borrower's request
for rental or occupancy charge and/or utility all owance change.

Quarterly report.

17

SPECI AL PN



RD I nstruction 1930-C
§1930. 122 (b)(3) (Con.)

(i)

bj ective. The objective of Rural Devel opnment is for

quarterly reports to provide a nonitoring nmeans for borrowers
and Rural Devel opnment to nmutually check a borrower's progress
i n achi eving program obj ectives and when applicable, neeting
servi ci ng goal s.

(i)

Docunment. Form RD 1930-7 will be used by borrowers to

prepare the quarterly report.

Giii)

Standards. Form RD 1930-7 will be conpleted foll ow ng

the instructions on the formfor preparation of a quarterly
report. The quarterly report shall be required upon
commencenent of any of the follow ng situations:

(iv)

(A) Start up of initial occupancy after conpletion of new
construction or substantial rehabilitation.

(B) Reanortization, transfer of an existing project |oan
or a 100 percent nenbershi p change.

(C) Failure to make a schedul ed | oan paynent, failure to
mai ntain required transfers to the reserve account, or
failure to maintain reserve accounts at authorized current
| evel s.

(D) Existence of reasons stated in paragraph
(b)(3)(iv)(B) of this section when quarterly reports wll
suffice in place of nonthly reports.

Frequency and di sconti nuance.

(A) Quarterly reports. Quarterly reports shall be
prepared and submitted for each quarter year at |east
through the first year of operation for any situation
descri bed in paragraph (b)(3)(iii) of this section and
each quarter year thereafter for new or existing projects
until discontinuance is authorized by the Servicing
Oficial. The Oficial will evaluate the following in
reaching a decision to discontinue:

(1) An adequate accounting systemis functioning
properly, is kept current, and the npbst recent
requi red annual financial reports are conplete and
have been subnmitted to the Servicing Ofice.

(2) Project loan paynments to Rural Devel opnent are
on schedul e.
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(3) The project reserve account is head
or on schedule, allow ng for authorized
expenditures or authorized reduction in
funding as set forth in an approved
servicing plan or budget.

(4) The annual review has been conpleted
by the Servicing Ofice and the annua
audit, or verification of review when
appropriate, has been found acceptabl e.

(5) The Servicing Oficial has inspected
the project, reviewed project operations,
and found them acceptable. Wen this and
the precedi ng determ nations are nade, a
I etter of discontinuance of the quarterly
report shall be sent to the borrower or
its agent with a copy sent to the State
Director.

(B) Mnthly reports. Preparation and

subm ssion of the reports described in this

par agraph nmay be required nonthly at the option
of the Servicing Oficial, rather than
quarterly, when warranted in unusual situations.

(1) This requirenent may be invoked when
deterni ned essential by the Servicing
Oficial as part of a servicing plan nade
in accordance with Exhibit F of Subpart B
of Part 1965 of this chapter (available in
any Rural Devel opnent office).

(2) Reasons for invoking the reporting
requi renent on a nonthly basis may

i nclude, but not be linmted to, factors
such as apparent violations of policy or
reporting practices, audit findings,
sudden i ncreases of vacancy and/or
accounts payabl e or receivables, or other
evi dence of weak financial condition.

(v) Due date. Quarterly (or nonthly) reports shall
be due in the Rural Devel opnment Servicing Ofice by
the 20th day of the nonth i mmediately follow ng the
cl ose of the respective reporting period.
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(vi)

(4) Annual

Rural Devel opnent review.

(A) The Servicing Oficial will review the reports for
year-to- date status of project operations. \Wen reports
reveal actual data that exceeds acceptable tolerance from
a forecasted budget SUBTOTAL item or vacanci es and
accounts receivabl e and/ or payable are increasing, the
Servicing Oficial will initiate verbal and/or witten

di al ogue with the borrower for further resol ution of

probl ems or to otherw se achi eve accept abl e progress.

(B) The Servicing Oficial will conplete the review and
forward the borrower's report and any rel ated
docunentation to the State Director by the 30th day of the
nmonth follow ng close of the reporting period.

(C) If the borrower fails to subnmit its report by the due
date, this fact will be reported to the State Director by
the 30th day of the nonth followi ng the close of the
reporting period: otherwi se, the Servicing Ofice wll
conplete its review of a subnmitted report no later than 10
cal endar days follow ng receipt of the borrower's report.

audit reports and verifications of review

(i) Docunents and general standards.

(A) Annual audit report. An audit report will be in the
format as prepared by a Certified Public Accountant (CPA)
or Licensed Public Accountant (LPA), provided the LPA was
licensed on or before Decenber 31, 1970.

(1) Al audits are to be perforned in accordance with
general ly accepted governnment auditing standards, as
set forth in "Governnent Auditing Standards”
established by the Conptroller CGeneral of the United
States, and any subsequent revisions (this
publication is conmonly referred to as the "Yell ow
Book" or "General Accounting Ofice Standards"). In
addition, the audits are also to be perfornmed in
accordance with applicable portions of various Ofice
of Managenent and Budget (OVB) Circul ars,
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Depart mental Regul ations, Parts 3015 and 3016 of
Chapter XXX of Title 7, and the Rural Devel opnent
Audit Program as specified in separate sections of
this subpart. (Revised 12-24-97, PN 284.)

(2) An audit report is required for any project with
25 or nore units unless the State Director or
Servicing Official determines that a project with 24
or fewer units requires an audit for reasons of good
cause. Such reasons include, but are not linted to,
situations where project records are inconplete or

i naccurate, or it appears that the borrower has not
adequately accounted for project funds, or where the
borrower's operation consists of multiple projects
where each project is 24 or fewer units (with
subsidiary reports prepared for each project). Note:
The State Director or Servicing Oficial may require
that the accounts of RHS borrowers be audited if the
| oan exceeds the 2-year repaynent term

(3) The project audit report should cover the
borrower entity and the expense for preparation of
the audit report may include the auditor's
preparati on of any Internal Revenue Service (IRS)
requi red borrower entity reports, i.e., Schedule K-1
(I'RS Form 1065), "Partner's Share of Inconme, Credits,
Deducti ons, etc.".

(4) The CPA or LPA auditor who prepares the audit
report may not be an individual or organization that
is associated with the borrower in any manner, other
than the performance of the audit review and
preparation of the project audit report and required
IRS reports, that creates an identity of interest or
possi bl e conflict of interest (as described in
paragraph V B of Exhibit B of this subpart). For
exanpl e, the CPA or LPA auditor nay not be an

enpl oyee of the borrower or an enpl oyee of any

of ficer of the organization, nor be an enpl oyee of
any nenber, stockhol der, partner, principal, or have
any ownership or other interest in the borrower

or gani zati on.
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(5) The State Director or Servicing Oficial my
authorize the initial audit report to cover a period
up to 18 nonths for new projects whose first
operating year does not exceed 6 nonths.

(6) The State Director may al so make an exception to
the CPA or LPA audit requirement for not nore than
one successive year in a specific case providing:
the borrower subnits a witten request; the Agency
approved budget for the project includes a typica
and reasonable fee for the audit but the negotiated
cost of an audit would increase the nonthly per unit
rental rate by nore than $4.00; and the required
reports, including a CPA or LPA prepared audit, were
properly submitted for the prior year's project
operations.

(B) Verification of review Form RD 1930-8 will be
prepared by a conpetent person qualified by education
and/ or experience who has no identity of interest or
possible conflict of interest with the borrower or its
principals. However, in the case of a nonprofit
institution, the verification of review nay be made by a
committee of the menmbership but may not include any

of ficer, director or enployee of the borrower.

(1) FormRD 1930-8 will be used for the verification
of review of project accounts and the review verifier
will also review the actual data on Form RD 1930-7
for projects with 24 or fewer units unless the
requirements of paragraph (b)(4)(i)(A) (1) of this
section are invoked by the State Director or
Servicing Oficial.

(2) The State Director or Servicing Oficial my
authorize the initial verification of review to cover
a period up to 18 nonths for a new project whose
first operating year was | ess than 6 nonths.

(C) Project operating budget actuals. An annual report

of actuals for the full operating year will be subnmitted
by the borrower, or its agent, using Form RD 1930-7. The
report will reflect the actual inconme and expenses for the

project for the borrower's
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(i)

12 nmonth operating year. The report will be subnmitted
with the annual audit report or Form RD 1930-8, as
appropri ate.

(D) Form RD 1930-10, "Annual Muiltiple Fam |y Housing
Project Review. " Wen the annual audit report or
verification of reviewis received by the Servicing
Ofice, parts Il C and D of Form RD 1930-10 nmy be
prefilled to the extent possible to record previous year
status as reported in the audit report or verification of
review. The Form RD 1930-10 will be conpleted |ater as
described in §1930.123 (e)(2) and (i) of this Subpart.

(E) Fraud, abuse, and illegal acts. |If the review
verifier beconmes aware of any indication of fraud, abuse
or illegal acts in Rural Devel opnent financed projects,

prompt witten notice shall be given to the appropriate
USDA O G Regi onal | nspector General and the Servicing
O ficial.

Speci fic standards.

(A) State and | ocal governnents and Indian tribes. These
organi zations are to be audited in accordance with this
subpart, Subpart | of 7 CFR Part 3015, and OVB Circul ar A-
128, with copies of the audit being forwarded by the
borrower to the Servicing Oficial and the appropriate
Federal cogni zant agency, if applicable. For guidance in
neeting these requirenents, the auditor may refer to the
American Institute of Certified Public Accountants Audit
and Accounting Guide for "Audits of State and Loca
Governmental Units." The term "Federal financia

assi stance" used herein shall mean Federal |oan and/or
grant funds received by the borrower, but not renta
subsi di es.

(1) Cogni zant agency.

(i) "Cognizant agency" neans the Federal agency
assigned by OMB Circular A-128. Wthin USDA,
the USDA O G shall fulfill cognizant agency
responsi bilities.

(ii) Cognizant agency assignnents. Smaller
borrowers not assigned a cogni zant agency by
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(2)

OMB shoul d contact the Federal agency that
provi ded the nost funds. Wen USDA is

desi gnated as the cogni zant agency or when it
has been determ ned by the borrower that Rura
Devel opnent provided the major portion of
Federal financial assistance, the appropriate
USDA O G Regi onal | nspector General shall be
cont act ed.

Audit standards. It is not intended that audits

required by this subpart be separate and apart from
audits perfornmed in accordance with State and | oca

| aws.

To the extent feasible, the audit work shoul d

be done in conjunction with those audits.

(i) State and |ocal governnents and Indian
tribes that receive $100,000 or nore a year in
Federal financial assistance shall have an audit
made in accordance with OMB Circul ar A-128.

ri bes that receive between $25,000 and $100, 000
a year in Federal financial assistance shal

have an audit made in accordance with OVB
Circular A-128 or in accordance with the Rura
Devel opnent Audit Program This is an option of
the State and | ocal government or Indian tribe.
If the election is nade to have an audit
performed in accordance with the Rura
Devel opnent Audit Program the audit shall be in
accordance with paragraph (b)(4)(ii)(C of this
secti on.

(ii) State and |local governnents and | ndian
t

(iii) State and |ocal governnents and Indian
tribes that receive |l ess than $25,000 a year in
Federal financial assistance shall be exenpt
fromconpliance with OVMB Circul ar A-128 and the
Rural Devel opnent Audit Program These State
and | ocal governnents and Indian tribes shall be
governed by audit standards prescribed by State
and |l ocal law or regul ation.
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(iv) Public hospitals and public colleges and
uni versities may be excluded from OMB Circul ar
A-128 audit standards. |f such entities are
excl uded, audits shall be nade in accordance
wi th paragraph (b)(4)(ii)(B) of this section.

(v) Indications of fraud, abuse, and illega
acts shall be processed in accordance with
par agraph (b)(4)(i)(E) of this section.

(B) Nonprofit institutions. These organizations are to
be audited in accordance with this subpart, Subpart | of 7
CFR Part 3015, and OMB Circular A-133, with copies of the
audit being forwarded by the borrower to the Servicing

O fice and the appropriate Federal cogni zant agency, if
applicable. The term Federal financial assistance used
herein shall nean Federal |oan and/or grant funds received
by the borrower, but not rental subsidies.

Cogni zant agency. See paragraph
(A (1i)(A (L) of this section

—~

1)
b)

(2) Audit standards.

(i) Nonprofit institutions that receive

$100, 000 or nore a year in Federal financia

assi stance shall have an audit nade in
accordance with the provisions of OMB Circul ar
A-133. However, nonprofit institutions

recei ving $100, 000 or nore but receiving awards
under only one program have the option of having
an audit of their institution prepared in
accordance with the provisions of the Circular
or having an audit nmade of the one programin
accordance with paragraph (b)(4)(ii)(C of this
section. For prior or subsequent years, when an
institution has only | oan guarantees or

out standi ng | oans that were nade previously, the
institution will be required to conduct audits
for those prograns in accordance w th paragraph
(b)(4)(ii)(C) of this section.
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(ii) Nonprofit institutions that receive at

| east $25,000 but |ess than $100,000 a year in
Federal financial assistance shall have an audit
made in accordance with OMB Circular A-133 or in
accordance with the Rural Devel oprment Audit
Program |If the election is made to have an
audit performed in accordance with the Rura
Devel opnent Audit Program the audit shall be
performed i n accordance with paragraph
(b)(4)(ii)(C) of this section.

(iii) Nonprofit institutions receiving |ess
than $25,000 a year in Federal financia

assi stance are exenpt from Federal audit
standards, but records nust be available for
review by appropriate officials of Rura
Devel opnent .

(3) Indications of fraud, abuse and illegal acts
shall be processed in accordance wi th paragraph
(b)(4)(i)(E) of this section.

(C) Rural Devel opnent Audit Program For-profit

organi zations and other entities referred to this

par agr aph by paragraphs (b)(4)(ii)(A) and/or (B) of this
section, audits will be perfornmed under the gui dance of
the audit guide entitled "U. S. Departnent of Agriculture,
Rural Devel opnent-Audit Program' (available in any Rura
Devel opnent office).

(iii) Due date.

(A) Annual audit reports and verifications of review, as
appropriate, and Form RD 1930-7 with 12 nonths of project
operation actuals are due in the Servicing Ofice no |ater
than 90 days following the close of the project fisca
year.

(B) If the audit or verification of review cannot be
submtted by the due date, and the owner presents a
request for extension supported by evidence that delay is
at the request of the auditor, and the request has a
reasonabl e expl anati on of why an extension of the due date
is needed, the Servicing Oficer may authorize up to a 30-
day extension of the due date.
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(5)

(C) If an explanation is not forthcom ng fromthe

audi tor, or the explanation received is w thout good
reason, or the Servicing Oficial otherw se suspects
fiscal difficulty, the Servicing Oficial may request the
borrower to subnit to the Servicing Ofice for review, the
proj ect bank statenents for the general operating,

reserve, and investnment accounts covering the nost recent
60 day period.

(D) If the borrower fails to submit the requested bank
statements by the date stipulated by the Servicing
Oficial, the Servicing Oficial will immediately refer
the matter to the O G

(iv) Rural Devel opment review. An audit report or
verification of revieww |l be reviewed by the Servicing
Oficial within 60 days follow ng receipt of the audit report
or verification of review Fromthis annual audit review

process, the Servicing Oficial will initiate action on
findings and concerns needing i nmedi ate attention. Those
findings and concerns not needing i mediate action will be

considered in the next budget planning and annual review
process at the end of the fiscal year for inplenentation in the
following fiscal year of project operation.

M scel | aneous nmanagenent reports. These reports include, but

are not limted to, the following itens that provide additional or
uni que information that augnment or otherw se support other
managenent reports described in this section:

(i) Docunents and formats.

(A) Mnutes of annual neetings. Witten record of annual
neeti ng of organizational borrowers who, by their

organi zational charter, are required to maintain such
witten records.

(B) Energy audit. Prepared according to the gui dance of
Exhibit D of this subpart. Energy audits, including

i mpl enentation plans for energy conservation, are prepared
and subnitted on 5-year cycles.

(C) Mscellaneous itens. These include other witten or
el ectronically stored data or information such as
financial or incone/expense data, justification
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statenments, or other technical or informative materi al
that stands al one or supports other managenent reports
described in this section, whether volunteered by the
borrower or requested by the Servicing Oficial.

(ii) Due date. Annual mnutes and miscell aneous itens are due
along with the report they are attached to as supporting
docunentation. New energy audits are due with the next

subm ssion of Form RD 1930-7 foll owing expiration of the old
energy audit.

(iii) Rural Devel opnent review. Rural Devel opnent review of
m scel | aneous nmanagenent reports will coincide with review of
t he managenent report that each is attached to as

docunent ati on.

§1930. 123 Annual review.

(a) Objective. The objective of the annual reviewis for the Rural
Devel opnent Servicing Official to determ ne the degree and adequacy of
the borrower's achi evenent of operational conpliance with the applicable
Rural Devel opnent | oan and/or grant agreenents and to provide foll ow up
consultation or supervision to the borrower in neeting program

obj ecti ves.

(b) Annual review process. During the annual review process, the
Servicing Oficial will consider the overall project financial and
operational activity. Project strengths and weaknesses will be
identified, based on review of various documents, and resultant
conclusions will be incorporated into the annual budget planni ng process
t hat shoul d happen concurrently with the annual revi ew process.

(c) Docunents used in the review.

(1) Form RD 1930-7.

(2) Exhibit A-6 of Subpart E of Part 1944 of this chapter.

(3) Prior fiscal year annual audit report as prepared by a CPA or
LPA, or when applicable, Form RD 1930-8 prepared by a review
verifier acconpanied by Form RD 1930-7 with actual income and

expense data.

(4) Exhibit A-1 of this subpart prepared in conjunction with the
prior year annual audit report.
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(d)

(5) Applicable attachnents required as part of any of the above
docunents (or other information as volunteered by the borrower or
specifically requested by the Rural Devel opnent Servicing Oficer
for the review at hand).

(6) Mnutes of annual neeting for association type borrowers.
(7) Current energy audit with energy conservation inplenentation
plan (from Rural Devel opment borrower casefile except when new

energy audit is due with Form RD 1930-7).

(8) Latest supervisory visit and physical inspection of property
reports (from Rural Devel opnent borrower casefile).

Preparation for the annual review. Sone docunents needed are

available in the borrower's casefile and the bal ance needed will be
submtted with the annual budget review request. Therefore, annua

revi ew should occur within 30 days of receipt of all necessary docunents.
This should result in annual reviews being conpleted in the |ast 2 nonths
of a fiscal year or the first 2 nonths of the next fiscal year. Wen
deternmi ned necessary, the Servicing Oficial shoul d:

(e)

(1) Notify the borrower of the required managenent reports and
their due dates, and provide the borrower with necessary gui des and
forms for use in preparing the reports.

(2) Wth a new nonprofit borrower organization, determ ne that the
borrower is properly planning for its annual neeting for the correct
date according to its organizational docunents. The Servicing

O ficial should plan to attend the annual neeting unless the
borrower has progressed as described in 81930.110 (c) of this
subpart.

Ti m ng, conducting, and conpleting the review

(1) The annual review process will be schedul ed and perforned
concurrently with the budget planning process, normally in the |ast
quarter of a project fiscal year (see illustration in paragraph (i)
of this section). This process will occur separately fromthe
annual audit review process (which will occur follow ng close of a
project fiscal year).

(2) The Servicing Oficial will use the applicable resource
docunents |isted above when performng the review. The Servicing
Oficial will conduct the annual review follow ng the
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revi ew and recordi ng gui dance of Form RD 1930-10. The Form RD 1930-
10 will be conpleted during the prescribed |ast quarter review
peri od.

(3) The Servicing Oficial may invite the borrower or its agent to
participate in any part of the annual review

(f) Distribution of reviewed docunents.

(1) A copy of the results of the annual review on Form RD 1930-10
al ong with recommendati ons or conpliance requirenments will be sent
to the borrower and/or its agent and to the State Director as soon
as the review is conpleted.

(2) The individual itens required to performthe annual review wll
be distributed according to appropriate FM's as listed on Exhibit
B-7 of this subpart.

(g) State Director's review of annual reviews. Upon receipt of the
items identified in this section, the State Director wll:

(1) Review all subm ssions of Form RD 1930-10 that are used by the
Servicing Oficial to record summary results of an annual project
revi ew.

(2) Conduct a nore detailed review of only those annual reviews
that warrant further review. The State Director should provide
summari zed comment to Servicing Oficials after conpletion of

statewi de review, otherwise the State Director will coment on any
speci fic borrower and/or project annual review selected for further
revi ew.

(3) WII review Form 1930-7 and Exhibit A-6 of Subpart E of Part
1944 for approval when the authority to approve budgets as part of
the annual review is not delegated to the Rural Devel opnent
Servicing Oficial.

(4) Be prepared for a sanple review of annual reviews by the
National O fice upon request during a conbined assessment review or
ot her specific need.

(h) On-farm LH annual review. For individual farm borrowers with on-
farmLH unit(s), the objective of this section will be satisfied by

conpl eting the recordkeepi ng and reporting requirenents of their farm and
home pl anning with Rural Devel opnent as outlined in Subpart D of Part
1944 of this chapter.
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(i) Illustration of MFH budget planning, annual review, and annual audit
review cycles. (Revised 03-16-94, SPECI AL PN.)
Itens on Hand Last Qr of First Quarter Second
During Fiscal Year Fi scal Year of Next FY Quarter
Managenment Reports/ Budget Pl anni ng Annual audit RD File
items in borrower Process preparation by review of annua
casefile Form RD 1930-7 auditor or annual audi t
or
& util. allowance Form RD audit or Form RD
-Previous fiscal year Review change or 1930-8 by Form RD 1930-8
annual audit or no change of rents verifier 1930-8 for
next
Form RD 1930- 8 or occupancy budget
charges and/ or 60- day
pl anni ng
-Exhibit A-1 utility all owance revi ew &
annua
peri od revi ew
-Lat est supervisory RD starts process
vi sit/inspection annual review Form RD RD
process 1930-7 showi ng conpletes
-Energy audit & 12 nont hs of annua
i mpl enentati on plan -Form RD 1930-7 proj ect revi ew
operating process
- Conpl i ance revi ew - Revi ew proj ect actual s
financi al and subni tted by RD
- Managenent Pl an management reports borrower may pre-
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- Managenent Agreenent Il Cand D
of Form
-Forns RD 1944- 30, RD 1930- 10
Identity of RD conpl et es
Interest (1Q) Form RD 1930-10 Take
Di scl osure i medi ate
Certificate, and action on

signi ficant
itenms found
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§1930. 124 [Reserved]

§1930. 125 Changi ng project designation

Generally, RRH projects designated for famlies, elderly and persons with
handi caps, including congregate housing, will be used for the original purpose
t hroughout the life of the Rural Devel opment | oan. However, if it becones
necessary to change the designation of a project due to housi ng nmarket changes
which inhibit the borrower's ability to maintain occupancy |evels sufficient
to sustain the project, the State Director may change the designation
Proj ect design nust neet the housing requirenents of the target group when
changi ng the designation. The State Director shall consider such requests on
a case-by-case basis when all of the follow ng information has been provided:

(a) The conplete borrower case files have been subnitted together with
the Servicing Oficial's specific recormmendati ons and anal ysis of the
present and |long term situation.

(b) A nmarket needs survey which substantiates the rationale for the
change has been provided by the borrower. (The market survey nust
clearly indicate the present long termmrketability of the project is
significantly changed fromthe original market, and include the
appropriate denmographic informati on which reflects the popul ation trends
in the area.)

(c) A sunmary of all servicing actions taken by Rural Devel opnent to aid
the borrower in nmaintaining the present designation

(d) A sunmary of all actions taken by the borrower to effectively nmarket
the units to potential eligible tenants.

(e) A sunmary of the inpact the change will have on any existing
tenants, rent subsidy needs, and the conmunity as a whol e.

(f) A sunmary of any needed or required physical nodifications and
anal ysis of cost feasibility to conplete the nodifications.

§81930. 126 - 1930. 127 [Reserved]
§1930.128 LH grants.

In addition to the supervision provided in connection with LH | oans,

reci pients of LH grants will receive supervision to assure that the terns of
the grant agreenent and other objectives of the LH grant are carried out.
This supervision will be continued to assure that the grant purposes will be
acconpl i shed. Comments on the followi ng points will be included in

appropriate reports, to assure that:
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(a) The rents are reasonable.

(b) The project is operated as a conmunity service for the benefit of
t he tenants.

(c) Donestic farmlaborers are given absolute priority in occupancy.
(This requirenment al so applies to borrowers who have LH | oans only.)

(d) No public or private nonprofit organi zation borrower may require
that an occupant work for a particular farmor for a particular owner or
interest as a condition of occupancy of the housing.

§1930. 129 RHS | oans.

RHS | oans will be serviced according to programregul ations and the
conditions specified in the borrower's |loan resolution. The follow ng
addi ti onal supervisory action by the Servicing Oficial will also apply to

assure that the ternms of the loan resolution and | oan objectives are carried
out :

(a) Review of the site devel opment account records for conpliance with
aut hori zed | oan expenditures.

(b) Work with the borrower on the adjustnent of sales price, not to
exceed nmarket value, of the developed |Iots as they are being sold to
assure adequate incone to repay the | oan, pay taxes, accrued interest,
and any ot her authorized debt or expenditures.

(c) Determine that lots are sold only to eligible buyers.

(d) Work closely with the borrower to plan for the sale of all lots
prior to the due date of the note.

(e) Should the RHS borrower default in its |oan obligations, the account
will be serviced according to 8§1965.85 of Subpart B of Part 1965 of this
chapter. The Servicing Oficial's report to the State Director should
contain the followi ng information:

(1) The status of the account, nunber of |ots unsold, and reasons
for the problem

(2) Prospects of selling lots to eligible buyers and a target date
as to when this can be acconplished, if feasible.

(3) General comments and reconmendations for future servicing of
this account. Where necessary, liquidation my be recomended.
33
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(f) State Directors will take the follow ng actions in connection with
probl em RHS accounts:
(1) Provide additional guidance and assi stance as necessary.
(2) |If a satisfactory proposal for selling the lots can be
devel oped, the account will be serviced according to program
regul ati ons and the provisions of this subpart and Subpart B of Part
1965 of this chapter
(3) Wiere no satisfactory proposal for selling the remaining lots
can be devel oped, the account will be handl ed according to 81965. 85
(e) of Subpart B of Part 1965 of this chapter for |iquidation.
§81930. 130 - 1930. 133 [ Reserved]

8§1930. 134 Rural Devel opnent office records.

Rural Devel opnent officials will nmaintain records in accordance with RD
Instructions 2033-A and G (available in any Rural Devel opnent office).

§81930. 135 - 1930. 136 [ Reserved]

8§1930. 137 State Supplenents, guides, forms, and other issuances.

It is Rural Devel opnent's practice to follow the provisions of the
Admi nistrative Procedures Act by inviting public coment before adopting
public policy, unless otherwi se directed by statute. However, the State
Director may, in accordance with RD Instruction 2006-B (available in any Rura
Devel opnent office), and with prior approval of the National Ofice and the
assi stance of the OGC, develop State Suppl enents, guides, or issuances to the
extent necessary to enable borrowers to conply with the policies, procedures,
and exhibits of this subpart and the applicable provisions of State | aws.
Under no circunstances will State forns be devel oped as replacenents for the
forms referred to in this subpart.

81930. 138 Supervisory actions for distressed projects.

MFH proj ects experiencing high vacancy rates which would | ead to project
failure can apply for a special servicing market rate rent change in
accordance with paragraph | X of Exhibit C of this subpart.

§81930. 139 - 1930. 140 [ Reserved]
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8§1930. 141 Materials to be provided borrower/applicant.

To enabl e borrowers and applicants to neet the intent of this subpart,
they will be supplied with one reproducible copy of the follow ng Rural
Devel opnent exhibits and fornms and nmaterials as they are issued and/or
updat ed:

(a) Exhibits B and B-1 thru 14 of this subpart, when applicable.

(b) Exhibits C, C1, and C-2 of this subpart.

(c) Exhibits Dand D-1 of this subpart.

(d) Exhibit E of this subpart.

(e) Exhibits Hand H-1 of this subpart.

(f) Exhibit I of this subpart.

(g) Exhibit J of this subpart, when applicable.

(h) Subpart L of Part 1944 of this chapter.

(i) Booklet entitled "Audit Program”

(j) For farm LH borrowers and/or applicants, Exhibit B of Subpart D of

Part 1944 of this chapter in addition to the preceding itens of this

secti on.

(k) The follow ng forns:

(1) Form RD 1930-7 and attached Exhibit A-6 of Subpart E of Part
1944, if applicable.

(2) Form RD 1930-8.

(3) FormRD 1944-7, "Multiple Fami |y Housing Interest Credit and
Rent al Assi stance Agreenent.”

(4) Form RD 1944-29, "Project Wrksheet for Interest Credit and
Rent al Assi stance."

(5) Form RD 1944-8.

(6) Form RD 1910-5, "Request for Verification of Enploynent."
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81930. 142 Conpl aints regarding discrimnation in use and occupancy of MH

Any tenant or prospective tenant seeking occupancy or use of RRH, RCH
LH, or related facilities who believes he or she has been discrimnated
agai nst because of race, color, religion, sex, national origin, age, famlia
status, or handicap nay file a conplaint in person with, or by mail to the
O fice of Fair Housing and Equal Opportunity, Departnment of Housing and Urban
Devel opnent (HUD), Washington, D.C. 20410, or any HUD office, or to the
Admi ni strator, Rural Devel opnent, USDA, Washington, D.C. 20250. |If the
conplaint is made to an Rural Devel opnment County, Servicing, or State Ofice,
it must be directed to the Director of Equal Opportunity Staff (EOCS), Nationa
O fice by the Rural Devel opnent enployee in charge of that office. Wen a
conplaint is sent to Rural Devel opnent-EQCS by a Rural Devel opnent Servicing

Office, the State Director will be made aware of the conplaint.
(a) Personnel in Rural Devel oprment field offices will provide assistance
to the aggrieved party when filling out required forns and filing a
conpl ai nt.

(b) Each conplaint nust contain the foll ow ng information:
(1) The nane and address of the respondent (conpl ainant).
(2) The nanme and address of the aggrieved person.

(3) A description and the address of the dwelling which is
i nvolved, if appropriate.

(4) A concise statenent of the facts, including pertinent dates,
constituting the alleged discrimnatory housing practice.

(c) Participants in Rural Devel opnent's housing programfailing to
conply with the requirenments of Title VIII of the Civil Rights Act of
1968 as anended by the Fair Housing Amendnents Act of 1988, and the
respective Affirmative Fair Housing Marketing Plan will make thensel ves
liable to sanction authorized by |law, regul ations, agreenents, rules
and/ or policies governing the program pursuant to which the application
was nmade. All conplaints will be handled in accordance with prescribed
procedure. Victins of alleged discrimnatory housing practices may seek
reparations through HUD or by private |awsuit.

81930. 143 Del egation of responsibility and authority.

(a) The Administrator nmay on an individual state basis, authorize the
State Director to contract out selective fact gathering, nondecision
maki ng servicing actions in this subpart.
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(b) The State Director nmay delegate in witing any authority del egated
to the State Director in this subpart unless otherwi se restricted, to
those State staff nenbers who, in the opinion of the State Director, have
been adequately trained and who denonstrate their know edge in
under st andi ng and admi nistering the MFH policies and procedures of Rura
Devel opnent. The State Director may further delegate such authority in
i ke manner to Servicing Ofices by either of two options:

(1) To individual Servicing Ofice staff nmenbers, including the
Servicing Oficial.

(2) To the position of Servicing Oficial, the i ncunmbent of which
may further del egate specified authority to identified Servicing

O fice staff nmenbers. A copy of such delegation will be filed with
the State Director

(c) Individual delegation of responsibility and authority may be limted
or expanded in scope, or revoked, as deemed appropriate by the State

Director, or the Servicing Oficial when applicable, and will be prepared
according to RD Instruction 2006-F (available in any Rural Devel opnent
of fice).

§1930. 144 Exception authority.

The Adm nistrator nmay, in individual cases, make an exception to any
requi renents of this subpart not required by the authorizing statute if he/she
finds that application of such requirenment woul d adversely affect the interest
of the Governnment or adversely affect the acconplishnment of the purposes of
the MFH program or result in undue hardship by applying the requirenment. The
Admi ni strator may exercise the authority at the request of the State Director
or the Assistant Administrator for Housing. The request nust be supported by
data that denonstrates the adverse inpact, citing the particular requirenent
i nvol ved and reconmendi ng proper alternative courses(s) of action, and
outlining how the adverse inpact could be mitigated.

§1930. 145 Appeals.

Only the borrower, or the borrower's representative (as defined in
Subpart B of Part 1900 of this chapter), can appeal a Rural Devel opnent
decision. The borrower's nanagenent agent may not request an appeal unless
he/ she has been designated as the borrower's representative. This neans
he/ she nmust be authorized in witing by the borrower to act for the borrower
in the adm nistrative appeal, as required by Subpart B of Part 1900 of this
chapter (this may be addressed in the managenment agreenent). The
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borrower's request for review of an alleged adverse decision nust be nmade to
Rural Devel opnent in witten form Appeals and reviews will be handled in
accordance with directions set forth in Subpart B of Part 1900 of this
chapter.

§81930. 146 - 1930. 149 [Reserved]

§1930. 150 OMB control nunber.

The reporting and recordkeepi ng requirenents contained in this regulation
have been approved by the O fice of Managenent and Budget and have been
assigned OVB control number 0575-0033. Public reporting and recordkeepi ng
burden for this collection of information is estimted to vary from5 m nutes
to 10.25 hours per response, with an average of 0.43 hours per response,
including time for reviewi ng instructions, searching existing data sources,
gathering and mai ntaining the data needed, and conpleting and reviewi ng the
collection of information. Send comrents regarding this burden estinate or
any ot her aspect of this collection of information, including suggestions for
reducing this burden, to the Department of Agriculture, Cl earance Oficer,

O RM Room 404-W Washington, D. C. 20250; and to the O fice of Managenent and
Budget, Paperwork Reduction Project (OVB# 0575-0033), Washington, D.C. 20503.

At t achnent s:

Exhibits A, A-1, B, B-1 through B-14, C, C1 and C-2, D, D1, E F, F-1,
F-2, G G1, G2, H H1, I, and J.

o0o

38



RD I nstruction 1930-C
Exhi bit A

STEPS FOR RURAL DEVELCOPMENT
PERSONNEL | N CONDUCTI NG ANNUAL REVI EW
OF MULTI PLE HOUSI NG OPERATI ONS

EXAM NE THE CONDI TI ON OF THE BORROWER/ MANAGEMENT REPORTS TO DETERM NE

A Required accounts are being properly maintained in accordance
with the loan resolution or agreenent.

B Deci sions of officials are being entered in the mnutes book, if
appl i cabl e.

C Any nenbership or stock transfers have been approved by Rura
Devel opnent and recorded as required.

D Financial records are maintained by qualified persons.
E The financial records are being reviewed by a qualified auditor
where an audit is required or by a conpetent individual or conmittee when

a verification of review of accounts is required.

STUDY THE FI NANCI AL PROGRESS: Conpare current financial condition and

owner's equity with previous years to discover any trends, for exanple:

A Has cash carryover increased or decreased?
B Are the debts greater or |ess?

C Is the owner's equity greater or |ess?

D Are accounts receivable greater or |ess?

E Are collection provisions being enforced?

F Are reserve and other required funds or accounts properly
mai nt ai ned?

STUDY THE STATEMENT OF | NCOVE AND EXPENDI TURES FOR THE PAST YEAR

Conpare it with the budget for the past year and the sane statenent for
previ ous years.
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IV

A Were rents or occupancy charges, subsidies, and other nonies
coll ected sufficient to produce the required revenues for planned
expendi tures?

B Were actual expenditures significantly different fromthose
budget ed?

C Were the expenditures sufficient to adequately nmaintain the
proj ect?

D Were expenditures reasonable and typical for simlar projects?

E Were any essential items of maintenance deferred during the past
year?

F Were paynents made on authorized debts in the proper amounts and
on the dates agreed to?

G If the borrower is operating on a limted profit basis, did net
cash return exceed the anobunt permitted in the | oan agreenent or |oan

resol uti on?

H Did the borrower charge late fees to project accounts other than
the Return on Investnment Account?

I Were an excessive nunber of overage charges paid by the project?

STUDY THE BUDGET FOR THE NEXT YEAR: Conpare it with the statenent of

i ncome and expenditures for the past year, taking into consideration any known
i ncrease or decrease in operating expenses for the planned year and the
prevailing costs of doing simlar business in the market area.

A Are proposed expenditures adequate for nornmal nmintenance and
operation of the project?

B Are proposed fees to be paid to firnms closely associated with
the borrower and their managenent agents typical, reasonable, and earned
for the services to be provided?

C Does the budget nmake provision for financing naintenance or
energy conservation neasures/practices deferred fromthe previ ous year?

D Does it provide for the required financial reserves?
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Page 3

E I's planned revenue adequate to cover planned expenditures?

F W Il the budget and pl anned operating practices correct any
deficiencies in the past year's operations?

\% STUDY THE AUDI T REPORT: Conpare it with the audit fromthe previous

year, noting any significant changes affecting the borrower's operations.
Exhibit A-1 of this subpart may be used as a guide.

Vi REVI EW THE ENERGY AUDI T: Review the npbst recent energy audit and the
borrower's plan for inplenentation.

VIl DETERM NE WHETHER OR NOT THE BORROWER HAS

A Miintained required financial records and accounts, nade
required reports, subnmitted required financial audits or verifications of
review and taken appropriate action to correct previously noted
deficiencies of such records, reports, audits or verifications.

B Renewed fidelity coverage and insurance policies.

C For borrowers with governing bodies.

1 Hel d regul ar board, comrttee, and nenbershi p neetings.

2 Conducted the affairs along sound business |ines.

D Made a change in any organi zati onal docunents wi thout Rura
Devel opnent consent.

E Made a change in the plans for managenent and operations of the
project w thout Rural Devel opnent consent.

F Made a change in the nenbership or interest in ownership wthout
Rural Devel opnent consent.

VIl SUMVARY: Sumrarize nmjor observations and decisions reached as the
result of the review and record on Form RD 1930-10, "Annual Miltiple Fanmly
Housi ng Project Review "

00o
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AUDI T REPORT REVI EW GUI DE

I PURPOSE. To present a general guide for use of Rural Devel opnent staffs
in the review of independent accountants' audit reports in order to obtain
maxi mum benefit fromthese audits. The procedures are designed to provide
uniformty in the audit review, inprove |oan program servicing, and help to
pronmote better independent audits.

Il GENERAL. Rural Devel opnment gui delines for independent auditors are
detailed in the booklet, "U S. Department of Agriculture, Rural Devel opnent -
Audit Programt (hereinafter called Audit Program and available in any Rura
Devel opnent office). This Audit Program along with other instructions, is
designed to protect the security of Government |oans. The review of the
financial and financially related information in the audits nust be perforned
froma technical standpoint in a pronpt manner so that the facts and
conclusions are readily available for analysis; only then can results be used
effectively for managenent purposes and help to insure inproved audit
practices.

Il SCOPE. The review should include:

A A determnation of the adequacy of the audit in relation to
Rural Devel opnent regul ati ons and the Audit Program

B Interpretation of information included in the audit.

C Preparing a letter to the borrower on any m ssing or adverse
audi t data.

D I nform ng appropriate Rural Devel opnent offices of review
results and recommendati ons.

IV  REVI EW PROCEDURES TO BE FOLLOWED

A General. The individual professional judgnent of the reviewer
shoul d be used at all times. Considerations and decisions requiring the
exerci se of judgnment should be used in the foll ow ng:

1 Circunst ances peculiar to the borrower.

2 Degree of inportance attached to each item questi oned.

3 Nunber of exceptions.

4 Whet her the exceptions relate to the auditor's work or the

borrower's records and operations.
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5 If specific action is to be requested of the borrower.

6 Whet her or not the report, as a whole, is acceptable.

B Revi ew and Procedure.

1 Speci fi c.

a Determine if the audit was perfornmed by a Certified
Publi ¢ Accountant (CPA) or a Licensed Public Accountant (LPA)
who was |icensed on or before Decenber 31, 1970

b Determine if the audit was conducted in accordance
with Government Auditing Standards (1988 Revision), often
referred to as generally accepted governnent auditing standards
( GAGAS) .

c Does the audit cover the npbst recent 12 nonths since
the previous audit?

d Was the audit received within 90 days after the
borrower's year end, or was an extension of up to an additiona
30 days authorized by the Servicing Oficial, and if so, was it
met ?

2 Eval uati on checklist for audit reports. The "Eval uation
Checklist for Audit Reports" which is Attachment 1 of this exhibit
is designed to systematically record and reveal the audit findings.
Information tallied on this formis a good indication of whether or
not additional contact(s) need to be made with the borrower.

3 Previ ous audits and correspondence. Reference to the prior
audit and any correspondence concerning it can be nost hel pful in
the current review. Determ ne whether corrections requested in the
previ ous year have been made, and whether the borrower has conplied
Wi th previous suggestions for inprovenment in the audit report.

C Preparing the audit review letter. After conpletion of the
"Eval uation Checklist for Audit Reports" (Attachnment 1 of this exhibit)
and appl yi ng personal judgnent, a decision nust be nade on whether or not
to prepare an audit review letter simlar to that shown as Attachnment 2
of this exhibit.

1 If the audit fully conplies with the Audit Program and
instructions, a letter is not necessary.
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2 If the audit substantially neets the requirenents and is
lacking in only a few points, ask the borrower to have the auditor

furnish this additional information.

3 Audits which are unacceptabl e should be returned to the
borrower for full conpliance, indicating the reasons and a tinetable

for resubmtting.
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EVALUATI ON CHECKLI ST FOR AUDI T REPORTS

State County
Nane of Borrower
Addr ess Case No.

Nanme of Auditor

Proj ect No.

Date of Audit Report

yes/ no

(08-30-93) SPECI AL

Peri od Covered

Auditor's Opinion. (Section G 1%*)
(a) Unqualified

(b) Qualified

(c) No Opinion

Fi nanci al Statenent. (Section J-1%)

(a) Bal ance Sheet

(b) Results of Operations

(c) Statenent of Cashflow (Changes in
Fi nanci al Position)

(d) sStatenent of Changes in Retained
Ear ni ngs

(e) Notes to the Financial Statenents

Statenent on Auditing Standards.
(Section J-2%)

Audit Report contains a statenent that
the audit was made in accordance with
Generally Accepted Governnment Auditing
St andar ds ( GAGAS)

Report on Conpliance. (Section J-3%)
The auditor should prepare a witten
report on the tests of conpliance with
applicable | aws, regul ations, |oan

PN
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covenants and agreenment and grant
agreenents. List significant conpliance
findi ngs:

5. Report on Internal Controls. (Section
J-4*). The auditor's report should
assess the borrower's control risk
i ncl udi ng di scussion on the scope of the
audi tor's assessnment, significant
internal controls assessed, and any
mat eri al weaknesses of internal contro
noted. List significant interna
control findings:

__________ 6. Reporting I nstances of Indication of
Illegal Acts. (Section J-5*) List any
not ed:

7. Uncorrected Prior Audit Findings.
(Section J-6*) List:

8. Was report received within 90 days after
the end of the borrower's operating year
or within a 30 day extension?

9. Was audit performed and signed by a CPA
or LPA? If by an LPA, verify that the LPA was
licensed on or before Decenber 31, 1970.

* References to "Sections" indicate the appropriate section in the Rura
Devel opnent Audit Program bookl et.

o0o
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EXAMPLE AUDI T REVI EW LETTER

Dear Borrower (or Borrower Representative):

We have reviewed your audit report for the period

to , prepared by
on__ . This review was nmade in accordance with current Rural
Devel opnent regul ations and the Audit Programentitled "U S. Departnent of
Agriculture, Rural Devel opnent-Audit Program" Based on this review, your
audi t:
1. [ ] |Is acceptable. However, the auditor's recomendati ons concerning

shoul d be inplenmented prior to next year's audit.

2. [ ] 1s acceptable but did not include conparative-type financi al
statements as indicated in Section J-1 of the Audit Program Please inform
the auditor to prepare such statenents next year.

3. [ ] Is acceptable but was not submitted within 90 days or an
authorized delay of = days after the end of the borrower's fiscal year.
Pl ease insure that next year's audit is forwarded before

4, [ ] Substantially neets all the requirenents. However, the follow ng
items were omitted as detailed in the Audit Program Section J, "Reporting
Standards." Pl ease have your auditor conment on the iten(s) circled and
forward a copy to us. The circled nunbers correspond to the 6 itens listed in
Section J of the Audit Program

J-1 J-2 J-3 J-4 J-5 J-6

5. [ 1 1Is returned as unacceptable for the follow ng reason(s). Please
have the auditor prepare your audit in accordance with the Audit Program

a. [ ] 1t was prepared wi thout audit.

b. [ ] The following financial statenents were
omtted: (Audit Program Section J-1)
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[ 1 Balance Sheet.
[ 1] Results of Operations.
[ 1] Statement of Cash Flow.
[ ] Statenment of Changes in Retained Earnings, or

[ 1] Reconciliation of Owmer's or Partner's Equity.

[ 1 The auditor's opinion of Conpliance.
(Audit Program Section J-3).

[ 1] The auditor's opinion of internal control.
(Audit Program Section J-4).

Servicing Oficial

This letter will be prepared in the Servicing Ofice. A copy of the audit and
the approval nmenmorandumwill be sent to the State O fice.

00o
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I  PURPOSE: This exhibit prescribes the Rural Devel opnent regul ati ons,
policies, and procedures for managenent of Rural Rental Housing (RRH), Rura
Cooperative Housing (RCH), and Labor Housing (LH) projects to be used by
mul ti pl e housi ng borrowers (owners) and applicants and their nanagenent agents
and site nmanagers. Several exhibits are included to provide gui dance. These
regul ations are intended to assist borrowers in the successful operation of
Rural Devel opnent-financed rental and cooperative projects.

1 DEFI NI TI ONS:

Adj usted annual inconme. This is the annual incone of the household
menbers, who |ive or propose to live in the unit for the next 12 nonths.
(Househol ds with a nenber permanently confined to a hospital or nursing hone
may choose to either include annual incone attributable to such person, |ess
deductions for which the person would qualify, or exclude the annual incone
attributable to such person and not take any deductions for which the person
woul d qualify.), excluding:

1 $480 for each nenber of the family residing in the household
(other than the tenant, cotenant, nenber, or conenber or spouse of
either, or foster children) who is under 18 years of age; or who is 18
years of age or older and is disabled, handi capped or a full-tine
student. The student nust carry a subject |oad considered full-tinme by
the educational institution attended. This deduction does not apply to
an unborn child in the househol d.

2 $400 for any elderly famly;

3 In the case of an elderly famly, the total of actual nedica
and/ or handi cap assi stance expenses paid in excess of 3 percent of annua
famly income may be deducted. |If an elderly famly has both nedical and

handi cap assi stance expense, the 3 percent of annual incone nust first be
deduct ed from handi cap assi stance and any renmi nder then deducted from
medi cal expenses.

a Total nedi cal expense includes nedical expenses not
covered by insurance that the tenant or nmenber anticipates incurring
over the 12 nmonths followi ng the effective date of the
certification, using past experience as a guide.
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b Exanpl es of nedical expenses are dental expenses,
prescription and nonprescription medicines, nedical insurance
prem uns including Medi care, eyegl asses, hearing aids and batteries,
medi cal related travel cost, the cost of attendant care including a
live-in-resident assistant, nmonthly paynents required on accunul at ed
maj or medical bills including that portion of a household nenber's
nursing home care paid from household incone(s). (Note: Prem uns
pai d for nursing hone insurance are not an allowabl e deduction
unl ess a househol d nenber is housed at a nursing hone and that
person's incone is included in the household incone.)

c Handi cap assi stance includes reasonabl e attendant care and
auxiliary apparatus expenses described as follows for each nenber
wi th handicaps of the family to the extent needed to enabl e any
fam |y menber (including such nmenber with handi caps) to be enpl oyed:

(D That portion of attendant care attributable to
speci al i zed nedi cal reasons (the portion attributable to
conmpani onship is not counted).

(2) Auxi | iary apparatus including but not limted to
wheel chairs, oxygen equi pnent, reading devices for the visually
i mpai red, and the cost of equipnment added to cars and vans to
permt their use by the handi capped or disabled fam |y nenber
proportionate to the amount of use by such persons.

4 In the case of any nonelderly famly, total handicap assistance

expense in excess of 3 percent of annual fanm |y income may be deducted:

a For any handi cap assi stance expense described in paragraph
3 c of this definition that is anticipated to occur over the 12
nmont hs following the effective date of the certification, using past
experience as a guide, to the extent needed to enable any famly
menber (i ncluding the handi capped or disabled fanmily nenber) to be
enpl oyed.

b The ampunt of deduction may not exceed the LESSER of the
anount by which total expenses for handi cap assi stance exceed 3
percent of annual famly income, or the amount of inconme received by
adult nmenbers from such enpl oynent.
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5 The ampunts paid by the fam|ly for the care of nminors under 13
years of age may be deducted only to the extent such expenses are not
reimbursed. In the case of fam |ies assisted by American |ndian housing
authorities, the anount will be the greater of child care expenses; or

excessive travel expenses, not to exceed $25 per famly per week
Deductions for these expenses are permtted only when such care is
necessary to enable a famly nmenber to further his or her education or to
be gainfully enployed, including the gainful enploynment of the disabled
or handi capped fami |y nenber. \When the deduction is to enable gainfu
enpl oynent the anmount may not exceed the ampunt of incone received from
such enploynent. When the deduction is to facilitate further education
t he ampbunt nmust not exceed a sumreasonably expected to cover class tine
and travel time to and fromclasses. The tenant file nust contain
justifying docunentation. (Child support paynments nmade on behalf of a
m nor child who does not reside in the unit may not be deducted as a
child care expense).

Adj usted nmonthly incone. This is the ampbunt obtai ned by dividing the
adj ust ed annual incone by 12.

Annual income. Annual incone is the anticipated total anount of incone
to be received by all nenbers of the household (even if tenporarily absent) to
be in residence during 12 nonths followi ng the effective date of Form RD 1944-
8, "Tenant Certification."

1 | NCOVE | NCLUDED. The followi ng are included when determ ning
annual income:

a The gross amount (before any deductions) of wages and
sal ari es, overtine pay, conmm ssions, fees, tips, and bonuses
reasonably expected to be received by all nenbers of the househol d.

b The net incone reasonably expected to be received from
operations of a business or profession or fromrental of real or
personal property. Expenditures for business expansion or
anortization of indebtedness are not considered in the conputation
of net inconme. Net |losses will be conmputed as zero. Deductions
fromgross business or rental inconme to arrive at net incone nmay be
made in the same manner as outlined in Internal Revenue Service
(I'RS) regulations for the exhaustion, wear and tear, and
obsol escence of depreciable property used in the trade
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or business of the adult househol d nmenbers under the straight |ine
nmet hod of depreciation. An itenmized schedul e nust be provided in
support of any deductions from gross incone made under the

provi sions of this section. The schedule should be consistent with
the amobunt of depreciation permitted for these itens for Federa

i ncome tax purposes under the straight |ine nethod of depreciation

c Interest, dividends, and other received income as defined
under net family assets in this paragraph. On contracts for sale of
real estate, deeds of trust, or nortgages held by the applicant,
tenant or nenber, only the interest portion of the nmonthly or annua
paynments received by the applicant, tenant or nenber is included as
i ncone.

d The gross ampunt of periodic paynments from Social Security
(including Social Security paynent received by adults on behal f of
mnors or by mnors intended for their own support), annuities,

i nsurance policies, retirenment funds, pensions, disability or death
benefits (except lunp sum settlenents), and other simlar types of
periodi c receipts.

e Payments received in |ieu of earnings, such as
unenpl oyment and disability conpensati on, worker conpensation, and
severance pay.

f Peri odi ¢ and determ nabl e all owances, such as alinmny and
child support paynments, which the applicant, tenant or nenber can
reasonably expect to receive.

g Regul arly recurring contributions or gifts received from
persons not residing in the dwelling.

h Any amount of education grants or schol arshi ps or Veterans
Admi nistration benefits expected to be received on behal f of tenant,
cotenant, nenber, or conenber, applicant, or other adult that
exceeds attendance expenses for tuition, fees, books, and equi pnent
to include nmaterials, supplies, transportation, and m scell aneous
per sonal expenses of the student (i.e., that portion of benefits
received for "room and board").

i All regul ar pay, separation pay, special pay (except
hazard duty pay for persons exposed to hostile fire), and all owances
of a nmenber of the arnmed forces who is head of the fanm |y or spouse,
whet her or not that family nenber lives in the unit.
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i Payment received from an adoption incentive programto
conpensate support of a mnor child | egally adopted by the tenant
househol d.

k Publ i ¢ assi st ance.

(1) A public assistance paynent that DOES NOT designate
an amount specifically for rent and utilities shall be counted
entirely as incone.

(2) A public assistance paynent, when adm ni stered "as-
pai d* by the public assistance agency, DOES designate a

speci fic anpbunt for rent and utilities and nay adjust (or
ratably reduce) that anmount based upon what the fanmly is
currently paying for those itens (only one ratable reduction
will be permitted). The SUM of the ratably reduced amount for
rent and utilities and the ampunt for subsistence and ot her

needs shall be counted as incone.

(3) Exanple: The public agency's published schedul e
shows a nmonthly maxi nrum of $180 for rent and utilities for a
particular size famly. The public assistance agency has

verified that the famly will receive $220 nonthly for

subsi stence and other needs. |f the agency does not apply a
ratabl e reduction, $400 per nonth ($180 + $220) will be

i ncluded in annual incone. |f the agency applies a ratable
reduction (e.g., 20 percent) annual incone will be conputed as

shown bel ow:

Publ i ¢ Assistance (P.A ) Rent
$ 180 maxi mum al | owed for 220 basi c needs
housi ng 144 P. A rent

I ncone

$

+
x .80 P.A adjustnent factor $ 364 nthly incone

X

4

$ 144 nmonthly P. A rent ~12 nont hs
*$4, 368 annual income

*Shown on line 17 f of Part |V of Form RD 1944-8.

2 | NCOVE EXEMPTED. The followi ng are not included in annua

i ncome:

(08- 30- 93)

a I ncone of dependent minors (including foster children)
under 18 years of age except as specified under 1 d of the
definition of annual inconme in this paragraph. (Tenant, cotenant,
menber or conenber, or spouse of either nmay never be considered
m nors.)
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b In the case of contracts for sale of real estate,
nort gages or Deeds of Trust held by the tenant, cotenant, nenber, or
conmenber, the principal portion of the paynments received by the
tenant, cotenant, nenber, or conenber

c The value of the allotnment provided to an eligible
househol d under the Food Stanp Act of 1977.

d Payments received for the care of foster children

e Tenporary, nonrecurring, or sporadic incone (including
gifts).

f Lunp-sum additions to famly assets such as inheritances;

capital gains; insurance paynents included under health, accident,
hazard, or worker conpensation policies, and settlenents for
personal or property | osses.

g Amounts which are granted specifically for, or in
rei mbursenent of, the cost of nedical expenses for any househol d
menber. Medical expenses may include those expenses incurred by
di sabl ed or handi capped residents so that they nay nmintain
i ndependence in living (e.g., attendant care).

h Amount s of education schol arships paid directly to the
student or to the educational institution, and anounts paid by the
Governnment to a veteran for use in neeting the attendance costs of
tuition, fees, books, and equi pnent to include materials, supplies,
transportation, and niscell aneous personal expenses of the student.
Any amounts of such schol arshi ps or veterans paynents, which are not
used for above purposes and are avail able for subsistence and
shelter, are considered to be income of tenant, cotenant, nember
conenber, or applicant.

i St udent | oans.

i The special hazard duty pay to a household nenber serving
in the Arned Forces away from hone, who is exposed to hostile fire.

k Payments received pursuant to participation in the
foll owi ng prograns:

(1) Prograns under the Donestic Vol unteer Service Act of
1973 including, but not limted to, the National O der
Aneri cans Vol unteer Prograns of the Federal Action Agency for
persons age 60 and over including the:
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(i) Retired Senior Vol unteer Program
(ii) Foster Grandparent Program
(iii) Senior Conpanion Program
(iv) O der Anerican Conmittee Service Program
(2) National Volunteer Antipoverty Prograns such as
Vol unteers in Service to Anerica, Peace Corps, Service Learning
Program and Speci al Vol unteer Prograns.
(3) Small Business Adm nistration Prograns such as the
Nat i onal Vol unteer Programto Assist Snmall Business and Pronote
Vol unteer Service to Persons with Business Experience, Service

Corps of Retired Executives and Active Corps of Executives and,

(4) Title V- Community Service Enploynment for O der
Ameri cans which incl ude:

(i) Senior Comrunity Service Enmploynment Program
(ii) National Caucus Center on Bl ack Aged

(iii) National Urban League

(iv) Association National Pro Personas Mayors
(v) National Council on Aging

(vi) Anerican Association of Retired Persons
(vii) National Council of Senior Citizens

(viii) Green Thunb.

(5) Paynments received froma State or |local |ow incone
energy assi stance program

I Rel ocati on paynents made pursuant to Title Il of the

Uni form Rel ocati on Assi stance and Real Property Acquisition Policies
Act of 1970.

(08-30-93) SPECIAL PN
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m Paynents received under the Alaska Native C ains Settlenent
Act .

n I ncone derived fromcertain submargi nal |and of the United
States that is held in trust for certain Indian tribes.

o] Payments or all owances nmade under the Departnent of Health
and Hurman Services Low | ncome Honme Energy Assistance Program

p That portion of tenant inconme paid fromthe Job Training
Partnership Act, whether paid directly or through the enployer.

q I ncone derived fromthe disposition of funds of the G and
Ri ver Bank of Ottawa I ndians.

r The first $2,000 of per capital shares received from
judgment funds awarded by the Indian Clainms Conmm ssion or the Court
of Clains, or fromfunds held in trust for an Indian tribe by the
Secretary of Interior.

s Any funds which a Federal statute specifies nust not be
used as the basis for denying or reducing Federal financia
assi stance or benefits to which the recipient woul d otherw se be
entitled. (Note: The Departnent of Housing and Urban Devel opnent
(HUD) periodically publishes a notice in the FEDERAL REG STER
i dentifying the programs and benefits that qualify for this
exenption.)

t Il ncome of a resident assistant, as defined in this
par agr aph.

u Amounts received under training programs funded by HUD

\ Amounts received by a disabled person (including a sight
i mpai red person) that are disregarded for a linmted tinme for
pur poses of Supplenental Security Incone eligibility, and benefits
because they are set aside for use under a Plan to Attain Self-
Suf ficiency.

w  Amounts received by a participant in other public assisted
progranms which are specifically for or in reinbursenent of out-of-
pocket expenses incurred (special equipnment, clothing,
transportation, child care, etc.) and which are made solely to allow
participation in a specific program
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X G fts, paynents, or credits provided by the borrower for
the sane purposes as interest credit or rental assistance for the
benefit of residents in accordance with a Rural Devel opnment approved
budget when needed to alleviate or avoid financial distress in a
project for a tenporary specified tine period identified by Rura
Devel opnent .

y Interest accrual to an annuity that cannot be withdrawn due
to the terns of the annuity or its being under the control of
ot hers.

z Payments received after January 1, 1989, fromthe Agent
Orange Settlenment Fund or any other fund established pursuant to the
settlenent in the IN RE Agent Orange product liability litigation,
MD.L. No. 381 (E.D.N.Y.)

aa Paynents received under the Maine Indian Clains Settlenent
Act of 1980 (Public Law (Pub.L.) 96-420, 94 Stat 1785).

bb Earned Incone Tax Credit Refund Paynents

cc Redress paynents received by Japanese Anerican internnent
canp survivors.

dd Reparations paid by foreign governments arising out of the
Hol ocaust .

ee Deferred periodic paynents received in a lunp sumfrom SS
and Social Security.

Borrowers. "Borrowers" neans owners who may be individuals,
partnershi ps, cooperatives, trusts, public agencies, private or public
corporations, and other organizations and have received a |loan or grant from
Rural Devel opnent for LH, RRH, RCH, or Rural Housing Site (RHS) purposes.

Caretaker. The individual (s) enployed by the borrower or the managenent
agent to handle normal interior and exterior maintenance and upkeep of the
project as specified in the managenent pl an.

Cash val ue of assets. Current market value |ess cost to convert assets
to cash.

(08-30-93) SPECIAL PN
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Chore service worker. An individual who provides internmttent assistance
essential to the well being of household nmenbers whose services are
conpensated by a Federal, State, or |ocal assistance program A chore service
worker will not be a resident of the household living unit.

Congregate Housing. Residential housing for persons or famlies who are
el derly or have handi caps or disabilities, consisting of private apartnents
and central dining facilities in which a nunber of specific pre-established
services are provided to tenants (short of those services provided by a health
care facility that provides health related care and services recogni zed by the
medi cai d progran). Tenants requiring additional services not provided by the
facility will acquire themor provide for themw thin their own financial
fam lial, or social resources.

Donmestic farm |l aborers. Persons who receive a substantial portion of
their income as |aborers on farms in the United States, Puerto Rico, or the
Virgin Islands and either are citizens of the United States, or reside in the
United States, Puerto Rico, or the Virgin Islands after being legally admtted
for permanent residence, and may include the i mmediate famlies of such
persons, including retired or disabled donestic farm | aborers as defined in
subpart D of Part 1944 of this chapter

El derly (senior citizen). A person who is at |east 62 years old. The
termelderly (senior citizen) also neans individuals w th handi caps or
disabilities as separately defined in this paragraph, regardl ess of age.

Elderly family. A household where the tenant, cotenant, nenber, or
conmenber (individual) is at |east 62 years old, disabled or handi capped as
defined separately in this paragraph. An elderly famly may include a
person(s) younger than 62 years of age who is essential to the care and wel
bei ng of the person who is elderly or has handi caps or disabilities. (To
receive an elderly fanm |y deduction, the person who is elderly, or has
disabilities or handi caps nust be the tenant or cotenant or nenber or
conmenber.)

Eligibility income. The cal cul ated adjusted annual income which is
conpared to the incone limts in Appendix 9 of HB-1-3550 (available in any
Rural Devel opnent office). (Revised 01-23-03, SPECI AL PN.)

Fam |lial status. This term neans one or nore individuals (who have not
attained the age of 18 years) being domciled with a parent or another person
havi ng | egal custody of such individual or individuals; or the designee of
such parent or other person having such custody, with the witten perm ssion
of such parent or other person. The protection against discrimnation
afforded by famlial status shall apply to any person who is pregnant or is in
the process of securing | egal custody of any individual who has not attai ned
the age of 18 years.




RD I nstruction 1930-C
Exhibit B

Il (Con.)

Page 11

Forms Manual Insert (FM). A type of directive which includes a sanple
of the formand conplete instructions for its preparation, use, and
di stribution.

Group honme. Housing that is occupied by individuals who are elderly, or
have handi caps or disabilities sharing living space within a rental unit in
whi ch a group honme resident assistant may be required.

Househol d. One or nore persons who maintain or will maintain residency
in one rental or cooperative unit, but not including a resident assistant or
chore service worker.

Individual with disability. A person is considered disabled if the
person neets the criteria of either of the foll ow ng:

1 The person has an inability to engage in any substantial gainfu
activity, but with use of auxiliary apparatus can otherw se participate
in gainful activity, by reason of any nedically determ nabl e physical or
ment al inpairnment, where the disability:

a Has | asted or can be expected to last for a continuous
period of not less than 12 nonths, or which can be expected to
result in death, and

b Substantially inpedes the ability to live independently,
and

c Is of such a nature that such ability could be inproved by
nore suitable housing conditions, or

d In the case of a sight inpaired person who is at |east 55
years old (within the nmeaning of sight inpairnment as determined in
Section 223 of the Social Security Act), is unable, because of the
sight inpairnent, to engage in substantial gainful activity in which
he/ she has previously engaged with sone regularity over a
substantial period of tine.

e Recei pt of veteran's or Social Security Disability paynents
benefits for disability, whether service-oriented or otherw se does
not autommtically establish disability.

2 The person has a devel opnental disability; a severe, chronic
di sability which

(08-30-93) SPECIAL PN
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a Is attributable to a nental or physical inpairnent or
conmbi nation of nmental or physical inpairnment; and

b Was nmani f ested before age 22; and
c Is likely to continue indefinitely; and
d Results in substantial functional linmtations in three or

nore of the following areas of major life activity:

(1) Self care

(2) Receptive and expressive | anguage
(3) Learning

(4) Mobility

(5) Self-direction

(6) Capacity for independent |iving
(7) Economc self-sufficiency

e Refl ects the person's need for a conbi nati on and sequence
of special, interdisciplinary or generic care, or treatnent, or for
ot her services which are of |ifelong or extended duration and are
i ndi vidual ly planned and coordi nat ed.

I ndi vi dual with handi cap

1 A person with a physical or nmental inpairnment, that:

a Is expected to be of |ong-continued and indefinite
durati on; and

b Substantially inpedes the person or is of such a nature
that the person's ability to live independently could be inproved by
nore suitable housing conditions.

2 The term handi cap further nmeans, with respect to a person, a
physi cal or nental inpairnment which substantially Iimts one or nore
major life activities; a record of such an inpairnent; or being regarded
as having such as inpairnent. TH'S TERM DOES NOT | NCLUDE CURRENT | LLEGAL
USE OF OR ADDI CTI ON TO A CONTROLLED SUBSTANCE. As used in this
definition:

a Physi cal or nental inpairnment includes:

(1) Any physiol ogical disorder or condition, cosnetic
di sfigurenent, or anatomical |oss affecting one or nore of the
foll owi ng body systens: neurol ogical; mnuscul oskel etal; specia
sense organs; respiratory, including speech organs;
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cardi ovascul ar; reproductive; digestive; genito-urinary; henmc
and | ynphatic; skin; and endocrine; or

(2) Any nental or psychol ogical disorder, such as nenta
retardation, organic brain syndrome, enotional or nenta
illness, and specific learning disabilities. The term
"physical or nmental inpairnment" includes, but is not limted
to, such diseases and conditions as orthopedic, visual, speech
and hearing inpairnents, cerebral palsy, autism epilepsy,
nmuscul ar dystrophy, nmultiple sclerosis, cancer, heart disease,
di abet es, human i munodefici ency virus (HV) infection,
acqui red i munodefici ency syndrone (AIDS), nental retardation,
enotional illness, drug addiction (other than addiction caused
by current, illegal use of a controlled substance), and
al cohol i sm

b Major life activities nmeans functions such as caring for
one's self, perform ng mgj or tasks, wal ki ng, seeing, hearing,
speaki ng, breathing, |earning, and worKking.

c Has a record of such an inpairnment means has a history of,
or has been m sclassified as having a nmental or physical inpairnent
that substantially limts one or nore major life activities.

d Is regarded as havi ng an inpairnment neans:

(1) Has a physical or nental inpairnment that does not
substantially linmt one or nore nmajor life activities but that
is treated by another person as constituting such a limtation

(2) Has a physical or nental inpairnent that
substantively linmts one or nore nmajor life activities only as
a result of the attitudes of others toward such inpairnment; or

(3) Has one of the inpairnents defined in paragraph 2 a
(1) and 2 a (2) of this definition but is treated by another

person as having such an inpairnent.

LH.  Means Farm | abor housing | oans and/or grants.

(08-30-93) SPECIAL PN
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Limted equity. The amobunt of funds which have accumul ated in the
cooperative nmenber's patronage capital account and as further described in
Subpart E to Part 1944 of this chapter.

Low i ncome household. A househol d having an adjusted annual incone not
exceeding the maxi mum |l owincone limt stated in Appendix 9 of HB-1-3550
(available in any Rural Devel opnment O fice).which is periodically updated
(Revi sed 01-23-03, SPECI AL PN.)

Managenment agent. The firm or individual engaged by the borrower and
charged with the responsibility to manage the project in accordance with a
written agreenent.

Managenment agreenent. The witten agreenent between the borrower and
managenent agent setting forth the nmanagenent agent's responsibilities and
fees for nmmnagenent services.

Managenent fee. The conpensation for providing overall managenent
services for a Multiple Fam |y Housing (MFH) project as described in the
managenment plan. The fee is conpensation for the tinme, expertise, and
know edge required to direct and oversee the present and future operation of
the project. A nanagenent fee does not include the conpensation paid to a
site manager.

Managenment plan. The primary managenent charter constituting a
conprehensi ve description of the detailed policies and procedures to be
foll owed i n nanagi ng a project.

Managenment reserve. That portion of the cooperative occupancy charge
which is designated for paynent of professional nanagenent services.

Menber/ conenber. A person(s) who has executed docunents pertaining to a
cooperative housing type of living arrangenment and has conmitted
hi msel f/ herself to uphol ding the cooperative concept.

M grant. A donestic farm |l aborer who works in any given |local area on a
seasonal basis and relocates his or her place of residence as farmwork is
obtained in other areas during the year

M nor. A person who is a DEPENDENT of the tenant, cotenant, nenber or
conmenber under 18 years of age. A dependent person age 18 or older who is a
full-time student is treated as a mnor

Moder at e-i ncone househol d. A househol d havi ng an adjusted annual incone
wi thin the maxi mum noderate-inconme linmt stated in Appendix 9 of HB-1-3550
(available in any Rural Devel opnment O fice).

(Revi sed 01-23-03, SPECI AL PN.)
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Net family assets.

1 Net family assets include cash on hand and the val ue of savings,
certificates of deposit, and dollars in checking accounts reported as
"cash on hand." It will be such anmpunts reported on the day of third
party verification. This definition also includes the net cash val ue of
real property, cash value of whole life insurance policies, |RAs, market
val ue of bonds and other fornms of capital, or personal property held as
i nvestments, irrespective of |ocation, mnus debts against them ninus
cost of converting such assets to cash. Exanples of conversion costs are
penalties for early withdrawal, broker/legal fees assessed to sell an
asset, and settlenent costs for real estate transactions.

2 Net family assets also include the value or equity of any
busi ness or househol d assets di sposed of by a nmenber of the household for
I ess than fair nmarket value (including disposition in trust, but not in a
forecl osure or bankruptcy sale) in excess of the consideration received
therefromduring the 2 years preceding the effective date of
certification/recertification. 1In the case of a disposition as part of a
di vorce settlenment, the disposition shall not be considered to be for
I ess than fair narket value if the househol d nmenber receives inportant
consi derati on not neasurable in dollar terms.

3 Incone fromnet fam |y assets which is included in annual incone
is deternmined as foll ows:

a If net fam ly assets equal $5,000 or |ess, annual inconme
i ncludes the actual inconme derived fromthe net family assets.

b If net famly assets exceed $5,000, annual incone includes
the greater of:

(1) Actual incone derived fromall net famly assets, or

(2) A percentage of the cash val ue of such assets based
on the Bank Passbook annual savings rate.

4 Net fami |y assets excl ude:

a Interests in Indian trust |and.

(08-30-93) SPECIAL PN
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b The val ue of necessary itens of personal property such as
furniture and autonobile(s), and the debts against them

c The assets that are a part of the business, trade, or
farm ng operation in the case of any nenber of the household who is
actively engaged in such operation.

d The value of a trust fund (i.e., for a minor or a legally
i nconpet ent househol d nmenber) that has been established and the
trust is not revocable by, or under the control of, any nenber of
t he household, so long as the fund continues to be held in trust.

e A vehicle specially equipped for the handi capped.
f Face value of life insurance policies.

g A cooperative nmenber's patronage capital in the housing
cooperative unit in which the famly resides.

h Prepai d funerary arrangenments and expenses.

i Retirement funds not accessible for withdrawal by a
househol d nenber

i Assets legally owned but not accessible or that accrue
i ncome to someone el se

k Savi ngs accounts of dependant ninors when such accounts are
under the minor's social security nunber

New housi ng. Newly constructed or substantially rehabilitated RRH, RCH
or LH project financed by Rural Devel opnent. For new construction renta
assi stance (RA) purposes, it further neans before any units are occupied.

Nonprofit corporation. A corporation which is organized and operated for
pur poses other than making gains or profits for the corporation or its
menbers; is legally precluded fromdistributing to its nenbers any gains or
profits during its existence; and in the event of its dissolution, is legally
bound to transfer its net assets to a nonprofit corporation of a sinmlar type
or to a public corporation which will operate the housing for the sane or
simlar purposes.

Qccupancy charge. The anobunt of noney charged a cooperative nmenber to
cover his/her proportionate share of the cooperative's operating costs and
cash requirenents.
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Operational housing. A conpleted RRH, RCH, or LH project financed by
Rural Devel opnent which has been opened for occupancy and has at | east been
partially occupied by tenants or nenbers.

QOverage. The portion of a tenant's or menber's net contribution to
shelter cost that exceeds basic rent.

Pet. A commonly accepted domesticated household animal (i.e., dog, cat,
bird, etc.) owned or kept by a tenant or nenber

Profit basis. Applies to an individual or organizational applicant who
will operate the housing at rental rates | ow and noderate-inconme nonel derly
or nonhandi capped persons, and/or elderly and persons w th handi caps of any
i ncome can afford, where return on initial investnent is not linited to a
certain percentage per year.

Project. A project is the total nunmber of rental or cooperative housing
units that are operated under one nanagenent plan with one | oan
agreenent/resol ution.

RCH nmeans Rural Cooperative Housing Loans.
Rental agent. The individual responsible for the | easing of the units.

If other than the borrower, this individual may be hired by the borrower or
t he managenent agent as specified in the nanagenent pl an.

Rental assistance (RA). RA as used in this exhibit, is the portion of
the approved shelter cost paid by RHS to conpensate for the difference between
the approved shelter cost and the nonthly tenant contribution as cal cul ated
according to paragraph IV of this exhibit. Wen the nonthly gross tenant
contribution is less than the approved utility allowance which is billed

directly to and paid by the tenant, the owner will pay the tenant that
di fference according to paragraph I X A 2 of Exhibit E of this subpart. RA
used in cooperative housing will be calculated in the sanme nanner.

(08-30-93) SPECIAL PN
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Resi dent assistant. A person(s) residing in a tenant's housing unit who
is essential to the well-being and care of the person(s) who are elderly or
have handi caps or disabilities residing in the unit, but is not obligated for
the person's financial support and would not be living in the unit except to
provi de the needed support services. Wiile the resident assistant may be a
fam ly menber, the resident assistant may not be a dependent of the household
for tax purposes and is not subject to the eligibility requirenents of a
tenant or menmber. A resident assistant is not a chore service worker. A
resident assistant nay function in any type of housing affected by this
subpart.

RHS nmeans Rural Housing Service.
RRH nmeans Rural Rental Housing | oans.
Service agreenent. A witten agreenent between the borrower and a

service provider detailing the specific service to be provided, the cost of
the service, and the length of tine the service will be provided.

Service plan. A witten plan describing how services will be provided to
an RHS financed project. At a mnimum the plan nust specify the services to
be provided, the frequency of the services, who will provide the services, how
tenants will be advised of the availability of services, and the staff needed
to provide the services.

Shelter cost. Consists of basic or note rate rent plus utility
al | omance, when used. Basic or note rate rent nust be shown on the project
budget for the year and approved according to paragraph Xil of this exhibit.
Uility all owances, when required, nust be determ ned and approved according
to Exhibit A-6 of Subpart E of Part 1944 of this chapter. Any change in
rental rates or utility allowances nust be processed according to Exhibit C of
this subpart. The shelter cost in a cooperative housing project will consist
of occupancy charge plus utility allowance. (Revised 05-07-97, SPECI AL PN.)

Site manager. The individual enployed by the borrower or the managenent
agent who lives at or near the project site and is responsible for the day-to-
day operations of the project. A site manager residing at the project site
may al so be referred to as a resident nanager. A site nanager is not an
"i ndependent contractor."

Tenant contribution. The portion of the approved shelter cost paid by
the tenant household (tenant rent). For tenants not receiving HUD Section 8,
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this amount will be cal culated according to Form RD 1944-8. For tenants
receiving HUD Section 8, this will be the amount referred to on HUD Form
50059, "Certification and Recertification of Tenant Eligibility," (or other
HUD approved Form), as fam |y contribution. The proportion of tenant incone
and adjusted income paid as the tenant contribution will vary according to the
type of subsidy provided to the household. (Revised 05-07-97, SPECI AL PN.)

Tenant/cotenant. A person(s) who has signed a |l ease and is, or will be,
an occupant of an unit in an RRH or LH project.

Uility all owance. A nonetary all owance used by a tenant or nenber to
pay the utility cost portion of their total shelter cost when such amunts are
not otherwi se included in project rents or occupancy charges.

Very | owincome household. A household having an adjusted annual incone
within the maxi mumvery lowinconme limt stated in Appendix 9 of HB-1-3550
(available in any Rural Devel opnent office). (Revised 01-23-03, SPECI AL PN.)

11 BORROVWER RESPONSI BI LI TI ES:

A General. Al borrowers are responsible for

1 Under st andi ng the distinction between RHS supervised credit and
the credit provided by other Federal, State, or conventional sources.

2 Meeting the objectives for which the | oan and/or grant was nmade
and conplying with the respective programrequirenents.

3 Under st andi ng the uni que characteristics and function of their
particul ar type of borrower entity as provided by charter, articles of
i ncorporation, by-laws, and/or statute.

4 Assuring that a site nanager or contact person is in close
proximty to their M-H project.

5 Conmplying with the provisions of their security instrunments and
any directive issued by RHS.

6 Fol |l owi ng the approved managenment plan and reporting to RHS any
changes to the managenent plan for prior consent, and when appropriate,
reporting and obtaining RHS prior consent to any change of nanagenent
agent.

(08-30-93) SPECIAL PN
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B Borrowers without a | oan agreenent. Unless otherw se specified,
these borrowers are exenpt fromthe requirenents of this subpart, except for
Exhibit C of this subpart, as long as the borrower is not in default of any
program requi renent, security instrunent, paynment, or any other agreenent with
RHS. However, except for LH borrowers not charging for on-farm | abor housing,
these borrowers nust provide evidence of tenant eligibility.

C Borrowers with a |oan and/or grant agreenent in a multiple unit
project. These borrowers are responsible for neeting the requirenents and
conditions of their agreenent/resolution and the requirenents of this subpart.

D Borrowers Wth governing bodies. The elected or appointed officials
conprising the governing body of the borrower are responsible for

1 Mai nt ai ni ng records of all current nmenbers and mai ntaini ng
menbership at the required | evel.

2 Hol di ng nmeetings as required by the organizational docunents,
and as ot herw se necessary, to provide proper control and managenent of
its operations, and to keep the nenbership inforned.

3 Coordinating and nmonitoring activities of established
cooperative comittees.

E Borrowers with a nenbership. Menbers of a nenbership type borrower
are responsible for full support of the project and operation by:

1 Promptly payi ng any dues, fees, and other required charges.
2 El ecting responsi ble officials.

3 Conpl ying with organization rules and regul ati ons.

4 Participating in annual and special neetings.

5 Participating in established cooperative comittees to which

they have voluntarily accepted assi gnnent.

6 Carrying out duties and services necessary to maintain the
cooperative property for which they have voluntarily accepted assi gnnent.
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F Del egation of responsibility and authority.

The borrower nmmy del egate or
assi gn nanagenent

responsibilities to a property manager such as a managenent
agent, a site manager, or as appropriate, a caretaker. Delegations or
assignnments of duties and responsibility will be included in witten docunents

such as managenent agreenents and job descriptions. RHS will hold the

borrower ultinmately responsible for nanagenent of the
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project. Rural Devel opnment may require a borrower to change the plan of
proj ect managenent and/ or make appropriate redel egati ons of project managenent
responsibility to achi eve program objectives.

IV RENT SUBSI DY OPPORTUNI TI ES: The avail abl e subsi dy prograns shoul d be

considered at the tine of devel oping a project proposal and during project

operation as they may be available to neet the tenants' needs. Congregate

type services such as neals, |limted honecare, nedical, transportation, and
social activities are not included in these subsidy prograns. The subsidy

progranms are as follows:

A Rural Devel opnent Interest Credit - RRH and RCH Loans. Regul ations
are contained in Exhibit Hto this subpart and include:

1 Plan | - Only those borrowers who received this type of interest
subsidy prior to October 27, 1980, nmay continue to utilize this Interest
Credit Plan. Those broadly-based nonprofit corporations and consuner
cooperatives may continue operating under this plan provided:

a Occupancy is limted to very-low or | owinconme non-
elderly; very low, |ow and noderate-incone person(s) who are
el derly or have disabilities or handicaps.

b Budgets and rental rates are based on a 3 percent |oan
anmortization.

2 Plan Il - This interest subsidy is available to broadly-based
nonprofit corporations, consumer cooperatives, State or local public
agencies, or to other organizations and individuals operating on a
limted profit basis.

a Occupancy is limted to very-low, |ow and noderate-incone
persons except as noted in paragraph VI D 2 i of this exhibit.

b Budgets are prepared showing two rental or occupancy
charge rates, basic and note rate. The mninmum (basic) rate for
persons not receiving rental assistance is based on a 1 percent
subsi di zed rate. The maxi mum note rate is based on the | oan
anortized at the interest rate shown in the prom ssory note.

c Tenant's or nenber's contribution for shelter cost,
cal cul ated according to the FM for Form RD 1944-8, may not exceed
t he hi ghest of:
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(1) Thirty percent of nonthly adjusted incone, or
(2) Ten percent of gross nonthly inconme, or
(3) |If the household is receiving paynent for public
assistance froma public agency, the portion of such paynents
which is specifically designated by that agency to neet the
househol d's shelter costs (see exanple in 1 k of the definition
of annual income in paragraph Il of this exhibit), or
(4) The basic rent or occupancy charge when no RA is
avail abl e from Rural Devel opnent.
d RRH borrowers whose | oans were approved on or after August
1, 1968, may convert fromPlan | to Plan Il. Wen they are
presently a full profit operation, they nay convert to Plan ||l by

executing a new or anended | oan resolution or |oan agreenent and an
interest credit and RA agreenent according to Exhibit H of this
subpart.

e RRH borrowers with Plan | Section 8 interest credit

agreenents may change to Plan Il when the 1 percent or 2 percent
interest reduction is insufficient for the HUD contract rent to neet
budgeti ng needs. The change of interest credit plan will be

approved in accordance with paragraph VII B of Exhibit C of this
subpart (avail able at any Rural Devel opnent office). A new Form RD
1944-7, "Multiple Family Housing Interest Credit and Renta

Assi stance Agreement," is required.

B Rental assistance (RA) program - Rural Developnent. This is a
subsi dy program available to RRH, RCH, and LH borrowers to assist very-low and
| ow-i ncome tenants and nenbers in paying their shelter cost. RA is not
authorized for tenants or nenbers whose adjusted incone is initially above the
l ow-incone level. RA is not available to LH borrowers who are individua
farnmowners, partnerships, fam |y corporations, or an association of farmers.
RRH borrowers with | oans approved on or after August 1, 1968, nust be
operating under, or change to, Interest Credit Plan Il to receive RA. Ful
profit borrowers nmay utilize RA by converting to a limted profit operation.
The provisions of the RA program are covered in detail in Exhibit E of this
subpart.

C HUD proj ect based Section 8 and tenant based Section 8 Rental
Certificate or Rental Voucher Program These subsidy prograns are
admi ni stered by HUD or others authorized to adm nister the program such as
St at e Housi ng Fi nance Agencies or the | ocal public housing agency. Projects
operating under the Menorandum of Understandi ng between Rural Devel opnment and
HUD (avail able at the Rural Devel opnent National O fice, Washington, D.C.
20250) will also be subject to the requirenments of the Housing Assistance
Payment s
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Contract executed by the borrower. Projects accepting tenants utilizing
Section 8 rental certificates or rental voucher assistance assigned by a |oca
publ i c housing agency will also conply with any requirenents inposed by such
agency. However, in all cases, tenants receiving Section 8 assistance mnust
nmeet the eligibility requirenents specified in paragraph VI D of this exhibit.
Requi renents that conflict with Rural Devel opnent requirenents should be
referred to the Servicing Oficial for guidance. (Generally, the nost
restrictive HUD or Rural Devel opnent requirenents or limtations will apply.)

D State provided subsidy. This is a subsidy program provi ded and
funded by sone States and available to RRH borrowers to assist tenants on
approximately the sane basis as the Rural Devel opnent RA Program The
assistance is in accordance with a CONTRACT between the borrower and the State
and concurred in by Rural Devel oprment.

E Privately provided subsidy. This is a subsidy program whereby the
proj ect owner(s) or others enter into an AGREEMENT with Rural Devel opnent to
provi de and fund subsidy to tenants of the project on approxinmately the sane
basis as the Rural Devel opnment RA Program In sone instances, the agreenent
may include a limt on the nunber of units and a PER UNIT CEILING on the
anount of assistance. Privately provided subsidies are typically referred to
as private rental assistance.

\% MANAGEMENT OPERATI ONS:

A Managenment pl an.

1 A conprehensi ve managenent programis essential to the
successful operation of a project. A witten plan is the prinmary
i ngredi ent which should describe the detail ed objectives, policies and
procedures in nmanagi ng the project. A nmanagenent plan is required to be
submtted to the Agency for all projects, new and existing, except for
those on-farmLH units where rent is not required. The plan should be
devel oped in detail commensurate to project size and conplexity and
shoul d be revi ewed annually and updated at |east triennially by the
borrower. To reflect project needs and to neet current program
obj ectives, use of an addendumis permitted when few changes are nmade in
the update of the plan. Exhibit B-1 of this subpart outlines the
requi renents of the plan.

2 In the case of congregate housing/ group hones, the managenent

pl an shoul d describe, in addition to the preceding general itens, the
specific itens in paragraph V B of Exhibit J of this subpart.

(08-30-93) SPECIAL PN



RD I nstruction 1930-C

Exhibit B
V (Con.)
Page 24
B Identity of interest disclosure.
1 General principles. Rural Devel opnent requires that
appl i cants/ borrowers and/or nmanagenent agents describe and fully justify
any identity of interest, or appearance of sane, that exists or wll
exi st between the borrower, nanagenent agent, suppliers of nmaterials
and/ or services, or vendors in any conbination of relationship. Ildentity
of interest will be construed as existing between the applicant/borrower

and/ or managenent entity and suppliers of materials and/or services
descri bed under but not limted to any of the follow ng conditions:

a When there is any financial interest between the
appl i cant/ borrower and/or nmanagenent entity and the supplying
entity.

b When one or nore of the officers, directors, stockhol ders
or partners of the applicant/borrower or nanagenent entity is al so
an officer, director, stockholder, or partner of the supplying
entity.

c When any officer, director, stockhol der, or partner of the
appl i cant/ borrower and/or nmnanagenent entity has any financia
i nterest whatsoever in the supplying entity.

d When the supplying entity advances any funds to the
appl i cant/ borrower and/or nmanagenent entity.

e When the supplying entity provides and pays on behal f of
the applicant/borrower and/or managenent entity the cost of any
mat eri al s and/ or services in connection with obligations under the
managenment pl an/ managenent agreenent.

f When the supplying entity takes stock or any interest in
the applicant/borrower and/or managenent entity as part of the
consideration to be paid them

g When there exist or conme into being any side deals,
agreenents, contracts or understandings entered into thereby
altering, anmending, or cancelling any of the nanagenent
pl an/ managenent agreenent docunents, except as approved by Rura
Devel opnent .

2 Any individual or organization sharing an identity of interest

for the project nust certify by nmenorandumthat it is a viable, ongoing
trade or business qualified and properly licensed to undertake the work
for which it intends to contract.
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a. Forns RD 1944-30, "ldentity of Interest (1O) Disclosure
Certificate," and RD 1944-31, "ldentity of Interest (1Q)
Qualification Form" (available in any Rural Devel opnent Servi cing
office) will be conpleted and submitted as part of the nanagenent
pl an. Managenent agents will sign either formas "applicant."
(Added 03-16-94, SPECI AL PN.)

b. The initial disclosure shall be in effect for a period of 3
years and renewed every 3 years thereafter, except if there are any
changes in the business practices of the applicant/borrower and/or
managenment entity during the interimyears that include identity of
i nterest concerns, the entity nust file anmended Forms RD 1944-30 and
RD 1944-31. (Renunbered and Revi sed 03-16-94, SPECI AL PN.)

c. The forns provide notification to the entities of the
penal ty, under |aw, for erroneously certifying to the statenents
contai ned therein. (Added 03-16-94, SPECI AL PN.)

d. Debarnent actions will be instituted against entities who
fail to disclose an identity of interest in accordance with the
provi si ons of Subpart M of Part 1940 of this chapter (available in
any Rural Devel opment office). (Renunbered 03-16-94, SPECI AL PN.)

C Managenment agreenent. The managenent agreenent is the prinmary
docunent by which the nmanagenent agent is gui ded, evaluated, and conpensated.
It bears a close relationship to the managenent plan. A managenent agreenent
is required except in cases where the borrower (owner) fills the role of
manager. Requirenents of a managenent agreenent are listed in Exhibit B-2 of
this subpart. Exhibit B-3 of this subpart is a sanple nmanagenent agreement.
The two types of agreenents acceptable to Rural Devel opment, are described as
fol |l ows:

1 The owner hires a professional nanagenent agent to oversee and
operate the project. The nanagenent agent nay provide a site nmnanager for
on-site managenent and/or caretaker when justified by the size of the
project. A qualifications statenent by the nmanagenment agent is required
by the borrower and Rural Devel opnent. Exhibit B-4 of this subpart
provi des a guideline for preparing the statenent.
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2 The owner maintains all or a part of the nanagenent role. The
owner may use the services of a site manager in providing onsite
managenment and/or services of a caretaker when justified by the size of
the project. Rural Devel opnent requires a qualifications statenment by
t he owner who proposes to personally provide the managenent to deterni ne
managenment capability. Exhibit B-5 of this subpart provides a guideline
for preparing the statenent.

D Responsi bility. The nanagenent plan and nmanagenent agreenent mnust
be based on applicable provisions of |ocal, State, and Federal statutes and
the regul atory requirenments of the |oan used to finance the project,
regardl ess of the managenent system used. The owner remains totally
responsi ble to Rural Devel opnent for the project, regardless of the authority
del egated by the owner to the nanagenent agent.

E Conpensation for project admnistration.

1 General principles. Conpensation for project administration is
the renmuneration for performance of administrative duties and
responsi bilities by those selected by the owner and approved by the
Agency as having sufficient background and experience to nmanage project
operations. The adnministrative duties and responsibilities nust be set
out in the managenent plan along with the manner in which conpensation
will be determned. It is the option of the project owners to determ ne
whet her to use a nmanagenent agent to carry out project admnistrative
functions in full or in part. Should a nmanagenent agent be used, it is
the option of the owner to decide which duties the managenment agent will
perform and which duties will be perfornmed by others. \Wenever the owner
chooses to use a managenent agent, a managenent agreenent nust be used.
The managenent agreenent nust describe the duties and conpensation for
the services provided by the managenent agent. Any other duties and
conpensation for project admnistration not covered in by the managenent
agreenent, may al so be considered as project expenditures. All project
adm ni strative expenditures nust be evaluated by the Agency as being
reasonabl e for the services provided, including the reasonabl eness of the
expenditures for managenent agent services.
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(Added 03-16-94, SPECI AL PN)

2 Revi ew of administrative expenses. The Agency is responsible
for determining that project adm nistrative expenses are reasonable for
the services performed in admninistering project operations in an
accept abl e manner. Therefore, the Agency may use data from Rura
Devel opnent projects or other sources for use in making this
determination. The Agency mmy establish guidelines for admnistrative
expenses for use within a State or area. Adnministrative expenses falling
wi t hin such guidelines for services typically perforned under the
gui del i nes may expect expeditious action on requests for budget approval.
Admi nistrative expenses falling outside of such guidelines for services
typically perforned under the guidelines may al so warrant approval when
justified. The managenment agent or owner will be primarily responsible
for providing evidence that such fees are reasonable for the services
performed when the adninistrative expenses are falling outside of any
establ i shed gui delines.

3 Revi ew of mmnagenent fees. The Agency is responsible for
deternmining that the fees paid for services performed by managenent
agents are reasonable. Therefore, the Agency nmay use data from Rura
Devel opnent projects or other sources for use in deternining what fees
are reasonable for the services perfornmed in an acceptabl e manner by
managenment agents. The Agency nmy establish guidelines for managenent
fees for use within a State or area. Managenent fees falling within such
gui delines for services typically perfornmed under the guidelines may
expect expeditious action on requests for approval of managenent
agreenents and budgets. Managenent fees falling
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outsi de of those guidelines nmay al so warrant approval when justified.

The managenent agent or owner will be primarily responsible for providing
evi dence that such fees are reasonable for the services performed when
managenment fees are falling outside of any established guidelines.
Whenever disputes arise as to whether an administrative expense is
appropriate for listing under the nmanagenent fee, or as to sone other

proj ect expense, the Agency will seek to nmutually resolve such concerns.
This will be done by using the approved managenent agreenent or
managenent plan to determ ne which services are being perfornmed by the
managenent agent.

4 Proj ect administrative expenses.

a Acceptabl e adm ni strative expenses. Those administrative
expenses necessary to successfully carry out project operations may
be approved provided such expenses do not duplicate any such
expenses which may be included in the managenment fee as specified in
t he approved nmenagenent agreenent. The instructions that acconpany
Form RD 1930-7, "Multiple Fam |y Housing Project Budget," provide
further guidance on acceptabl e project adninistrative expenses.
Preparation of an IRS required report for the project, if required
(e.g., Schedule K-1 (I RS Form 1065), "Partner's Share of |ncone,
Credits, Deductions, etc." is an acceptable project expense.)

b Unaccept abl e admi nistrative expenses. Those admi nistrative
expenses not necessary to successfully carry out project operations
may be denied. Preparation of inconme tax returns for project owners
are unaccept abl e project expenses.

5 Projects with a managenent agent. When nanagenent agents are
used, the duties and conpensati on of the managenent agent nust be set out
in a mnagenent agreenent. All such agreenents are subject to Agency
revi ew and concurrence. The anount of conpensation for the services
rendered is to be negotiated between the owner and the nanagenent agent
but is subject to Agency concurrence with the managenent agreenent and
approval in the project budget.

6 Owner - managed projects. The owner will be authorized to nanage
the rental project only when Rural Devel opment determines in witing that
the owner (either as the individual borrower or as a part of an
organi zati onal borrower) has the necessary managenent capabilities.
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a Projects with owners with identity-of-interest
rel ati onshi ps to the nanagenent agent will not be considered as an
owner managed project. A typical nanagenent fee nmay be charged as
an expense to the project. The conpensation nust be according to
the provisions of paragraph V E of this exhibit and be reasonabl e,
earned, and not exceed the normal cost of similar services, had such
servi ces been provided by an independent nmnagenent agent.

b Si nce cooperatives are to be organi zed as sel f-managed
entities, the board of directors is not expected to have managenent
experience. In lieu of this experience, the adviser to the board
wi || provide managenent gui dance during the formative years of the
cooperative. Under the adviser's direction, the cooperative wll
beconme accustoned to this role and thus gain the ability to assune
managenment responsibilities. |If, after the required trial period
outlined in Subpart E of Part 1944 of this chapter, the
cooperative's board is unable to assune managenent responsibilities,
prof essi onal managenent will be hired by the cooperative. W would
expect the amopunt of conpensation paid to a cooperative adviser to
be less than that paid to other types of mmnagenent agents in order
to provide the nenbers with some equity in the early years. (See
Subpart E of Part 1944 of this chapter).

7 Initial rent-up fees. Paynent of fees for a one-tine effort to
achieve initial rent-up of a newWy constructed rental project is
permtted when it is determ ned necessary and docunmented by the Rura
Devel opnent | oan approval official and the |oan applicant. Rent-up fees
shoul d be paid on a per-unit basis only after each unit has been occupied
by the initial tenant. Paynment of the rent-up fee and other project
managenment start-up expenses should generally be nmade fromthe 2 percent
initial operation and mai ntenance fund. A person or firm preferably the
management agency, nay be conpensated at a rate negotiated with the
applicant/borrower that represents reasonabl e conpensation for the
i ncurred marketing cost and project nanagenent start-up expenses.

F Site manager and/or caretaker services. The borrower is responsible
for describing the plan for site nanagenent in the managenent plan. The plan
needs to identify whether the site nmanager will occupy one of the project
units as a revenue producing unit or as a rent free unit, or will live away

fromthe project. The on-site services of a site nmanager and/or caretaker may
be used when justified by the size, conposition, and |ocation of a project,
whet her the project is nmanaged by a managenent agent or by the owner. There
should be a witten agreenent between the owner or the nmanagenent agent and
the site manager to define the role and duties and conpensation for the site
manager and to provide a
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basis for evaluating the site manager's performance. RHS may require an on-
site resident nanager and/or caretaker to assure that the | oan objectives are
met and/or to protect the tenant's or Governnent's interests. It is not
mandatory that the site manager and/or caretaker neet tenant occupancy
eligibility requirements. However, if managenent considers the occupied unit
to be a rental unit, the rent paid will be determ ned according to the site
manager' s/ caretaker's incone.

1 Calculation of rental rate for site manager or caretaker. The
expense of providing the unit occupied by the site nanager or caretaker

will be included in the project budget the sane as the expense for other
nonr evenue produci ng portions of the project such as a |aundry or
community room The rental rate will be determined as foll ows:

a When used as a revenue producing unit at approved renta
rates, the salary paid to the site manager and/or caretaker will be
included in the project operation and nai ntenance expenses. The
same anmpunt will be included in the annual inconme of the site
manager and/or caretaker. The site nanager and/or caretaker nay be
an eligible or ineligible tenant and their rent contribution will be
based on their total income fromall sources as shown on the tenant
certification form (Revised 05-07-97, SPECI AL PN.)

b When the unit is used as a nonrevenue producing unit, the
project cost of providing the unit will be treated the sane as those
of other nonrevenue producing portions of the project. Project
rental rates will be established as if the unit did not exist as
living quarters. Debt paynment will be as if the unit were rented at
basic rent. A tenant certification formw Il not be prepared for
this situation. (Revised 05-07-97, SPECIAL PM)

2 Owner occupancy. Wth the prior approval of the State Director
owners nmay occupy a unit in the project when the owner will manage the
project rather than hiring a managenent agent or a site mmnager. The
si ze, conposition, and location of the project nust justify the services
of a site manager or caretaker, and the State Director nust determine the
owner is capable of perfornmng these services. The rental rate will be
i ncluded as described in paragraph V F 1 of this exhibit.
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G Projects without a site nanager and/or caretaker. Projects without a
site manager and/or caretaker nmust have, at a minimum a tenant who will serve
as a contact person or have a person who is easily accessible to the project
who is able to represent the project nmanager or owner on mai ntenance and
managenent matters.

H  Suppl enental services. Supplenental services include |aundry,
vendi ng machi ne, comr ssary store, pay tel ephones, or sinilar tenant benefit
servi ces.

1 Borrower provided suppl enmental services.

a I ncone from suppl emental services and/ or equi pnent and
expense of acquisition and replacenent cost shall be planned and
recorded as part of the annual operating budget.

b Failure to account for all proceeds is a fraudul ent act.

2 Consi gnor provi ded suppl enmental services.

a A written contract between the borrower and consignor is
required. The contract terns should follow "industry" standards for
the type of service

b Conparability in all respects to conventional supplenenta
services contracts shall govern contract with identity of interest
between the contracting parties.

c The borrower's share of income will be shown as planned and
actual incone in the project operating budget.

d Failure by the contractual parties to account for al
proceeds is a fraudul ent act.

Vi RENTI NG PROCEDURE:

A General. Preparations for initial rent-up, occupancy and nai ntenance
shoul d begin at least 90 to 120 days ahead of the projected conpletion date of
the project as described in 81944.235 of Subpart E of Part 1944 of this
chapter. This procedure will include a prerent-up conference between the RHS
Servicing Oficial, the borrower, and the person(s) responsible for project
managenent. Decisions to be made concern the advertisenent of avail able
units, affirmative marketing practices, tenant eligibility, and tenant
selection criteria. It is inportant that this conference precede active
mar keti ng and the recei pt of tenant applications.
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B Accommpdati ons in conmuni cati on.

1 The borrower shall take appropriate steps to ensure effective
comuni cation with applicants, tenants, nenbers, and nenbers of the
public with handicaps and disabilities.

a The borrower shall furnish appropriate auxiliary aids
(el ectronic, nmechanical, or personal assistance) where necessary to
afford an individual with handicaps or disabilities an equa
opportunity to participate in, and enjoy the benefits of a MFH
proj ect receiving Rural Devel opment financial assistance.

(1) In determning what auxiliary aids are necessary, the
borrower shall give primary consideration to the requests of an
i ndi vidual with handicaps or disabilities.

(2) The borrower is not required to provide individually
prescri bed devices, readers for personal use or study, or other
devi ces of a personal nature.

b Where a borrower communicates with applicants and tenants
or nenbers by tel ephone, telecomunication devices for deaf persons
(TDD s) or equally effective comunication systens shall be
avai |l abl e for use.

2 The borrower shall adopt and inplenment procedures to ensure that
i nterested persons (including persons with inpaired vision or hearing)
can obtain information concerning the existence and | ocation of
accessi ble services, activities, and facilities in the project and
comunity.

3 Thi s paragraph does not require a borrower to take any action
that the borrower can denmpnstrate would result in a fundamenta
alteration in the nature of the project or operation or an undue
financial and adm nistrative burden. |If an action would result in such
undue alteration or burden, the borrower shall take any other action that
woul d ot herwi se ensure that, to the maxi mum extent possible, individuals
wi th handicaps or disabilities receive the benefits and services of the
proj ect.

C Affirmative Fair Housing Marketing Plan. All borrowers with five or
nore rental units nust neet the requirenents of 81901.203 (c) of Subpart E of
Part 1901 of this chapter by preparing and submtti ng HUD Form 935. 2,
"Affirmative Fair Housing Marketing (AFHM Plan.". Records nust be naintained
by the borrower reflecting efforts to fulfill the plan
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and will be reviewed by Rural Devel opnent and updated by the borrower during
conpliance reviews for Title VI of the Civil Rights Act of 1964. The approved
plan will be posted by the borrower for public inspection at the borrower's
project site, rental office, or at any other |ocation where tenant
applications are received for the project. |n developing the plan, the

following itens should be consi dered:

1 Direction of marketing activities. The plan should be designed
to attract applications for occupancy fromall potentially eligible
groups of people in the housing nmarketing area regardl ess of race, color
religion, sex, age, famlial status, national origin, or handicap. The
pl an must show which efforts will be nmade to reach very |owincome or
| ow-i ncome groups who traditionally would least |ikely be expected to
apply for such housing w thout special outreach efforts.

2 Mar keting program  The applicant or borrower shoul d determ ne
whi ch net hods of marketing such as radi o, newspaper, TV, signs, etc., are
best suited to reach those very |lowincone or |ow inconme groups who are
| east likely to apply for occupancy in the project. Mrketing should not
totally rely on "word of mouth" advertising. Appropriate social agencies
and networks shoul d be contacted to assist in reaching elderly (senior
citizens), persons with handicaps, etc.

a Adverti si ng.

(1) Frequency. The borrower shoul d advertise
availability of housing units in advance of their availability
to allowtinme to receive and process applications, determ ne
eligibility, and arrange for nove-in of tenants or nenbers in a
snmooth fl ow of project operation. Advertising by newsprint or
el ectronic nedia should occur at |least annually to pronote
project visibility, even if there is an adequate waiting |ist.

(2) Posters, brochures, etc. Any radio, TV, or newspaper
advertisenent, panphlets, or brochures used nmust identify the
project's handi cap accessibility and contain the appropriate
fair housing | ogotype or the equal housing opportunity sl ogan.
A copy of this proposed nmaterial is to be submitted along with
the HUD Form 935.2 for approval. The nondiscrinnation poster
entitled "And Justice For All," the "Fair Housing" poster and
the tenant grievance and appeal s procedure nust be displayed in
the rental office. |If the rental office is not on site, the
items must be displayed in a cormbn conspi cuous place on the
site.
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b Si ghage.

(1) Permanent project sign. A permanent sign identifying
the project is required for all M-H projects approved on or
after Septenber 13, 1977. To neet mninmumrequirenents for an
exi sting or new project, the sign, subject to state or |oca
code:

(i) Must be located at the primary site entrance and
be readabl e and recogni zabl e fromthe roadside.

(ii) Must be located near the site manager's (or
contact person's) office when the project has multiple
sites. Portable signs will be placed where vacanci es
exi st at other site locations of a "scattered" project.

(iii) May be of any shape.

(iv) For projects of 8 or nore units, mnmust have not
| ess than 16 square feet of area. Snaller projects may
have smal |l er signs.

(v) Including its supports, nust be made of durable
mat eri al .

(vi) Must include the project nane.

(vii) Must show rental contact information
including but not limted to the project's office |ocation
and a tel ephone nunber where applicant inquiries nay be
made.

(viii) Must show the equal housing opportunity
| ogotype (house synbol and sl ogan) as shown in Exhibit B-
11 of this subpart, OR the slogan "Equal Housing
OQpportunity" OR the statenment "W are pledged to the
letter and spirit of U S. policy for the achi evenent of
equal housing opportunity throughout the nation. W
encourage and support an affirnative advertising and
mar keti ng programin which there are no barriers to
obt ai ni ng housi ng because of race, color, religion, sex,
handi cap, familial status, or national origin." The
| ogotype and/or slogan nust be permanently affixed,
clearly visible and should be at |east equal to
approximately 3 to 5 percent of the sign area.
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(ix) May di splay the Rural Devel opnent | ogotype as
shown in Exhibit B-12 of this subpart.

(2) Handicap accessibility signs.

(i) Parking spaces. Accessible parking spaces shal
be designated as reserved for the disabled by a sign
showi ng the international synmbol of accessibility (see
Exhibit B-13 of this subpart). The sign should be nounted
on a post at a height readily visible froman occupied
vehicle. 1In snow areas, the sign needs to be visible
above piled snow.

(ii) Handi cap accessibility route. Wen the
conti nuous unobstructed ingress/egress handi cap
accessibility route to a prinmary building entrance is
ot her than the usual or obvious route, the alternate route
for handicap accessibility shall be clearly marked with
handi cap synbols and directional signs to aid a
handi capped person's ingress/egress to the building,
t hrough an accessi ble entrance, and to accessi bl e commn
use and public and living areas.

c Community contact. Conmunity | eaders and special interest
groups such as comunity, public interest, religious organizations,
and organi zations for the handi capped shoul d be contacted in snal
comunities without formal comunication nedia ained at the group or
groups least likely to apply for avail abl e housing. Conmunity
contacts should al so be used in reaching specific elenents of the
comunity such as the elderly or particular ethnic groups determ ned
|l east likely to apply for the avail abl e housi ng.

d Rental staff. All staff persons responsible for renting
the units nust have had training provided on Federal, State, and
| ocal fair housing |aws and regul ations and in the requirenments of
fair housing marketing and in those actions necessary to carry out
the marketing plan. Copies of instructions to the staff regarding
fair housing nust be attached to the AFHM plan according to the
instructions for Part 7 of HUD Form 935. 2.

3 Mar keting records. The borrower will be required to devel op and

mai ntain a systemto provide data to indicate to what extent the borrower
is carrying out the objective of the AFHM pl an.
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D Tenant eligibility and occupancy guidelines. The rental agent of the
proj ect must be know edgeabl e about the Rural Devel opnent tenant eligibility
and occupancy requirenents as they relate to a particular project. Rura
Devel opnent | oans require occupancy of the unit by eligible tenants. Except
for mgrant farmwrker tenants in LH projects, tenant/applicants nmust occupy
the housing unit they qualify for as their permanent residence on the
provision they do/will not maintain a separate subsidized rental unit in a
di fferent | ocation.

1 Eligible tenants. The following tenant eligibility criteria
wi |l apply where appropriate, unless otherw se authorized such as in the
case of LH as described in Subpart D of Part 1944 of this chapter.

a To determine eligibility for occupancy, the applicant's
eligibility income nmust be as defined in paragraph Il and include
income fromnet famly assets as defined in paragraph Il of this
exhibit.

b The adj usted annual income nust neet the definition of very
low, low or noderate-incone as defined in paragraph Il of this
exhibit as required for that specific project for applicant
sel ection, tenant contribution, and continued occupancy.

c To determine eligibility for continued occupancy, the
tenant's adjusted annual incone nust be determ ned at | east once
every 12 nonths. \Wen the tenant's adjusted annual inconme exceeds
the noderate-incone |linit established for the area in which the
project is located, the tenant is no longer eligible and will be
required to vacate the project according to the ternms of the |ease
and paragraph VI D 6 of this exhibit. Continued occupancy by
cooperative nmenmbers will not be affected by this incone criteria.
Cooperative nmenbers, after initial certification of incone
eligibility, may remai n nenbers regardl ess of incone.

d In RRH projects operating on a Plan | basis, tenants will:

(1) Be a very low, |low, or noderate-incone person who
is elderly, or has handicaps, or disabilities, or

(2) Be a very low or |owincone nonelderly, nondisabl ed,
or nonhandi capped person.
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e In RRH projects operating on a nonprofit or limted profit
Plan Il basis, tenants will be a very low, |ow, or noderate-incone
person regardl ess of age, disability, or handi cappi nhg condition

f In RRH projects operating on a full-profit basis, tenants
will:

(1) Be a person of any incone who is elderly, or has
handi caps, or disabilities, or

(2) Be a very low, low, or noderate-incone nonelderly,
nondi sabl ed, or nonhandi capped person

g In LH projects designed and operated either for year-round
or seasonal occupancy, eligibility is established in Subpart D of
Part 1944 of this chapter.

h Occupancy in RRH project units designated by Rura
Devel opnent as:

(1) Fanmly housing may be occupi ed by any conbination of
el derly, disabled, or handi capped, and/or nonel derly,
nondi sabl ed, or nonhandi capped tenants including those tenants
with famlial status. Marketing priorities for this category
shoul d not exclude one group over another

(2) Elderly housing must be occupied by tenants who are
el derly, disabled, and/or handi capped but not at the exclusion
of children if they are nenbers of the "elderly" household, nor
shall it be restricted exclusively for use by tenants who are
di sabl ed and/ or handi capped.

(3) Housing which consists of specific units in a project
designated as fam |y housing and other units designated as
el derly housing units should be governed by paragraphs VI D1 h
(1) and (2) of this exhibit.

(4) Congregate housi ng and group hones shall be occupied
by persons described in the definitions for congregate housing

and group home, respectively in paragraph Il of this exhibit.

i Tenant or nenber independence.

(1) RRH, RCH, and LH housing. It shall be a tenant's or
menber's responsibility to determine the ability to neet the
legitimate and unifornly applied requirenents of tenancy, thus
assumng risk and responsibility of living
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wi thin and upon the project premses. It shall be the owner's

or representative's responsibility to respond to requests for
what reasonabl e accommpdati ons the tenant or nmenmber nmay need,
ot herwi se the owner or its representative MAY NOT under
possi bl e penalty prescribed by Pub. Law No. 100-430, 102 stat.
1619 (1988)] codified at 42 USC 83601 et seg:

(i) Judge whether individuals with handi cap or
disability are capabl e of independent |iving.

(ii) Require a physical exanination as a condition
for tenant or nenber sel ection.

(iii) Inmpose conditional |eases requiring
i ndi viduals with handi caps or disabilities to participate
in supportive services.

(2) Congregate and group hone housing and housing with
handi cap unit(s). Because the purpose of such housing is to
provi de specific supportive services to individuals, it is
perm ssible for the owner or its representative to inquire only
to the extent necessary in the case of congregate housing
whet her the project offers the services wanted by the
i ndi vidual and in the case of group hone housi ng, whether the
i ndi vidual has a handicap or disability that would qualify the
i ndi vidual to occupy, or continue to occupy the housing.

(3) Legal capacity. Tenants or nenbers in Rura
Devel opnent financed MFH projects nust possess the |ega
capacity to enter into a | ease agreenment, except where a | ega
guardi an (an individual) may sign when the tenant or nenber is
otherwise eligible and is a tenant residing in a group housing
proj ect.

i For LH projects and units in RRH projects specifically
desi gned and designated for the elderly, disabled, and/or
handi capped as defined by Rural Devel opnent, occupancy is limted
solely to those neeting the eligibility requirenents for the
specific type of project (i.e., domestic farmlaborers, elderly,
di sabl ed, and/or handi capped). Eligible occupants in these projects
may al so include other persons who are usually househol d nenbers of
the famlies of the donestic farm | aborer, or persons who are
el derly, or have disabilities, or handi caps. Resident assistants or
chore workers will not be considered nenbers of the tenant's
househol d.
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k A student or other seemingly tenporary resident of the
comunity who is otherwi se eligible and seeks occupancy in an RRH or
RCH proj ect nmay be considered an eligible tenant when all of the
foll owing conditions are net:

(1) 1I1s either of legal age in accordance with applicable
State law or is otherwise legally able to enter into a binding
contract under State |aw

(2) The person seeking occupancy has established a
househol d separate and distinct fromthe person's parents or
| egal guardi ans.

(3) The person seeking occupancy is no |onger clained as
a dependent by the person's parents or |egal guardi ans pursuant
to Internal Revenue Service regul ations, and evidence is
provided to this effect.

(4) The person seeking occupancy signs a witten
statement indicating whether or not the person's parents, |ega
guardi ans, or others provide any financial assistance and such
financial assistance is considered as part of current annua
income and is verified in witing by the borrower.

I A donestic farm | aborer may continue occupancy of an LH
project after retirenment (having reached age 55) or after becon ng
di sabled [(determ ned to have an inpairment which is expected to be
of long-continued and indefinite duration and substantially inpedes
the person's ability to earn a livelihood fromfarm |l abor (as
certified by a licensed physician)].

m A tenant who does not personally reside in a rental unit
for a period exceeding 60 consecutive days, for reasons other than
health or energency, is considered ineligible for subsidy and shal
be required to pay note rate rent in Plan Il projects or 125 percent
of rent in Plan | projects for the period of absence exceedi ng 60
consecutive days.

(1) |If the tenant continues to be absent fromthe unit,
the borrower nust notify the tenant by certified nmail at |east
30 days prior to the end of the | easing period, to occupy the
living unit by the end of the | ease period or the borrower will
start termnation proceedi ngs.
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(2) In those cases where the tenant's | ease does not
contain the | ease clause in paragraph VIII B 4 c of this
exhibit, the tenant will be advised that the lease will not be
renewed, unless replaced with a | ease neeting current
requi renents.

2 Qccupancy policy and gui del i nes.

a bj ective. The objective of the occupancy policy and
gui delines in Rural Devel opnent financed projects is to achieve
utilization of subsidized space wi thout overcrowdi ng or providing
nore space than is needed by the nunmber of people in the househol d.

b Pol i cy.

(1) Rural Devel opnent does not specify the nunber of
persons who nmay live in MFH housing units of various sizes.

(2) The borrower nust set reasonabl e occupancy standards

which will assist as nmany people as possible without
overcrowdi ng the unit or the project and which will nminimze
vacanci es.

(3) In setting the occupancy standards, the borrower nust
conply with all reasonable State and | ocal health and safety
restrictions regardi ng the maxi mum nunber of occupants
permtted to occupy a dwelling. |In the absence of State or
| ocal health safety restrictions, overcrowding shall occur when
the TOTAL occupancy |level in a housing unit exceeds 2 people
per habitable sleeping room except that an additiona
person(s) may be all owed when a habitabl e sleeping room
provi des at |east 50 square feet per person. A habitable
sl eeping room shall not include a kitchen, bathroom hallway,
or dining area.

(4) In placing famlies on waiting lists and in assigning
famlies to MFH housing, a borrower should allow fanmlies to
choose whether to opt for larger or smaller units to permt
famlies to occupy units of sufficient size, so that persons of
opposite sex (other than spouses) or persons of sanme sex,
persons of different or sane generation, and unrel ated or
rel ated adults nay have separate bedroons according to the
particul ar needs of the famly.

SPECI AL PN



RD I nstruction
Exhibit B

VI D2 b (Con.)
Page 40

1930-C

(5) Borrowers may have different standards for different
projects but such standards nust not result in or perpetuate
patterns of occupancy which woul d be inconsistent with Title VI
of the Civil Rights Act of 1964 or the Fair Housing Act.

(6) For the purpose of determning unit size, borrowers
need to include, as nenbers of the househol d:

(i) Al full-time menbers of the househol d.

(ii) Dependent minors who are away at school but
live with the family during school recesses.

(iii) Dependent minors who are subject to a joint
custody agreenment but live in the unit at |east 50 percent
of the tinme.

(iv) An unborn child or a child in the process of
bei ng adopted by or granted custody of an adult.

(v) A foster child residing in the unit, or a
househol d child tenporarily residing el sewhere in foster
care.

(vi) A live-in attendant.
(7) Borrowers shall not provide bedroom space for others
who are not menbers of the household such as adult children on
active mlitary duty, permanently institutionalized famly

menbers, or visitors.

c Gui delines. These guidelines are designed to assist the

borrower in inplenenting the occupancy policy into workable
occupancy standards. The project occupancy standard shoul d be

avai

able for review by applicant, tenant, nenber, and project

representative upon request.

(1) 1In setting objective occupancy standards, the
borrower should set the standards to pernit the tenant to
select the unit size they deem appropriate to their needs
i nsofar as overcrowdi ng by the househol d does not happen and
underutilization of the unit does not occur. The occupancy
standard sel ected should attenpt to reflect ideal ranges of
occupant density. |In developing an ideal occupancy standard,
it should be based so that:
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(i) No nore than two persons should be required to
occupy a bedroom

(ii) Persons of different generations, persons of
the opposite sex (other than spouses), and unrel ated
adults should not be required to share a bedroom

(iii) Children of the sanme sex nay share a bedroom

(iv) Children, with the possible exception of
i nfants, should not be required to share a bedroomwi th
persons of different generations, including their parents.

(2) These guidelines should result in the foll owi ng idea
range of persons per housing unit:

NUVMBER OF BEDROOMS OCCUPANT DENSI TY RANGE

M NI MUM

abhwNEFE O
~NOTWN - P
QWO A~DNEPE

1

For exanple, if the borrower adopts these standards, househol ds
with three people generally should be accommdated in a two
bedroom unit and shoul d not receive apartnments with nore than
three bedroons. Nor should such households be required to live
in apartments with fewer than two bedroons. A househol d of
three persons could be permtted to live in an apartnent with
fewer than two bedroons if the household so chooses, unless it
woul d constitute overcromding OR there is a state or |oca
occupancy | aw forbi ddi ng occupancy of the unit by three or nore
per sons.

(3) | f, because of a physical or nental handicap of a
househol d menber or a person associated with that household, a
famly may need a unit that is larger than the
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unit size suggested by the guidelines in paragraph VI D 2 ¢ (2)
of this exhibit, it my be an unlawful failure to nmake
reasonabl e acconmodati on to deny such a fanmily the opportunity
to apply for and obtain such a unit.

d These occupancy gui delines may serve al so as genera
gui delines for mgrant and on-farmLH.  Projects devel oped in
conpliance with local and/or state design requirenents wll
deternine the appropriate occupancy standards for mgrant LH In
dormitory type LH housing, there nmust be at |east 400 cubic feet of
habi t abl e sl eeping area for each person.

e When there are no units of appropriate size available in
the project:

(1) The tenant may be admitted and/or renmin, provided
the unit is not overcrowded or underutilized.

(2) The tenant may receive available rental subsidy if
ot herwi se qualified by incone.

f When an occupied unit becones overcrowded or underutilized
and there is a waiting list for the size unit occupi ed:

(1) The tenant nmust nove to another unit in the project
of adequate size and accommodati on when it becones avail abl e.
If the tenant then refuses to nove to the available unit, or if
none i s avail abl e,

(2) Vacate the project within a reasonable tinme period
established by the borrower as specified in the | ease or by the
end of the | ease period, whichever is |ater

g To avoi d prol onged vacancy and | oss of revenue, managenent
may permt tenporary occupancy of specially designed handi capped
accessi bl e units by househol ds not needi ng such specially designed
features, under the follow ng conditions:

(1) No househol d needing the specially designed features
of a handi capped accessible unit is available to occupy the
unit and managenent has made a diligent effort to reach tenants
who qualify for the specially designed unit;
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(2) The tenant agrees to transfer to an appropriate unit
if and when it becones available in the project once an
applicant with handi caps needing the features of a handi capped
accessible unit is on the waiting Iist and ready to nove in;

(3) The responsibility to pay all costs associated with
the subsequent nove to the appropriate unit shall be mutually
det ermi ned between the owner and the tenant. The owner's share
of cost, if any, may be a project expense; and

(4) The appropriate | ease clause in paragraph VIII C of
this exhibit is incorporated in the tenant's | ease.

h Borrowers with RRH projects specifically built and
designated for the elderly prior to October 27, 1980, with only a
few or no one-bedroomunits, may permt occupancy of two-bedroom
units by single eligible tenants if this provision is included in
the project occupancy policy. The occupancy policy should reflect
the needs of the local market area. This eligibility determ nation
made by managenent nust be included in the tenant's | ease and wil |
entitle such tenant to all benefits without need for further Rura
Devel opnent approval .

i When a unit cannot be rented under the provisions in
paragraphs VI D 2 g and h of this exhibit, the Servicing Oficia
may aut horize an exception according to paragraph VI D 7 of this
exhibit.

i A tenant who was determined eligible and all owed to occupy
under regulations in effect prior to October 1, 1986, who does not
nmeet eligibility requirements regarding i ncone or occupancy policy
as prescribed in these regulations may be permtted continued
occupancy in the same unit for the duration of their residency.
This provision specifically refers to:

(D El derly tenants of any income |evel who have
occupied their unit, since before October 27, 1980.

(2) Tenants who were deternined eligible before Cctober

27, 1980, but did not neet inconme and occupancy requirenents on
that date. Exanples are:
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(2) (Con.)

(i) Individual tenants occupying a unit with
separate tenant certifications whose conbi ned i ncone on
Oct ober 27, 1980, would disqualify joint tenancy.

(ii) Tenant househol ds whose conposition did not
nmeet the occupancy guidelines in paragraph VI D 2 c¢ (2) of
this exhibit.

(3) Tenants who becane incone ineligible due to changes
of incone and shelter cost determ nation on Cctober 1, 1986.
This provision did not apply to normal increase of household
i ncome which may have made themineligible before October 1
1986.

k For each RRH project specifically designated for the
el derly, the borrower or managenent nmay not prohibit, prevent,
restrict, or discrim nate against any tenant for continued occupancy
or applicant for occupancy who owns or will keep a pet in their
apartnent unit unless the approved project pet rules are violated.

I Nothing in this subpart requires that an apartnment unit be
made avail able to any individual whose tenancy would constitute a
direct threat to the health and safety of other individuals or whose
tenancy would result in substantial physical danage to the property
of others, EXCEPT, when such threat can be renoved by applying a
reasonabl e acconodati on.

3 Reasonabl e accommmbdati ons.

a The Fair Housi ng Anendnent Act of 1988 requires persons to
make reasonabl e accommpdations in rules, policies, practices, or
servi ces, when such acconmodati ons woul d afford a handi capped or
di sabl ed person equal opportunity to occupy or continue to occupy
and enjoy a dwelling unit, including public and commpn use areas.
For exanpl e:

(1) It would be unlawful to refuse a person with a sight
impairment with a service animal to live in a dwelling unit
when there is otherwi se a no-pet policy in the apartnent
conpl ex.

(2) It would be reasonable accommpdation to grant a
request by an applicant or tenant with a nobility inmpairnment to
be assigned a reserved parking space as near to that person's
dwel l'ing unit as possible, even though al
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ot her desi gnat ed handi capped parki ng spaces are al ready
reserved, having been assigned on a first-cone, first served
basi s.

(3) It would be reasonabl e acconmpdation to renpve a gas
cooki ng stove and install a mcrowave oven when such
accommodations to a tenant or nember would renmove a direct
threat to the project, the tenant and other tenants. O her
exanpl es are changi ng water faucets to push or electronic
activated faucets and door knobs to door handl es for persons
with infirmed hands.

b The Fair Housi ng Anendnent Act requires owners to permt,
at the expense of a person with handi caps, reasonable nodifications
of an existing unit, occupied or to be occupied by a person with
handi caps, if the proposed nodifications may be necessary to afford
that person full enjoynent of the dwelling unit.

(D The borrower nmay, where it is reasonable to do so
condition permssion for a nodification on the applicant or
tenant agreeing to restore the interior of the dwelling unit to
the condition that existed before the nodifications, reasonable
wear and tear excepted. (Note: It should not, for exanple, be
necessary to renove bl ocking previously installed to support
bat ht ub handrails when restoring to "original" condition since
t he bl ocki ng does not affect future use.)

(2) The borrower may not increase the custonmarily
required security deposit. However, where it is necessary to
ensure with reasonable certainty that funds will be available
to pay for the restorations at the end of tenancy, the borrower
may negotiate as part of such a restoration agreenent a
provision requiring that a tenant pay into an interest bearing
escrow account, over a reasonable period, an amount of nopney
not to exceed the cost of restoration. The interest in any
such account shall accrue to the tenant's benefit.

4 O her itens the borrower should consider in determ ning
eligibility of applicants for adnission to the project.

a Any criteria or docunmentation nust be applied uniformy for
all applicants for occupancy for the follow ng itens:
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(1) Verification of inconme and/or enploynment according to
paragraph VIl of this exhibit. (Mandatory in all cases)

(2) Credit reports to reflect the applicant's past record
of neeting obligations. (optional)

(3) Prior landlord references to determne if the tenant
was responsive to nmeeting rent paynment obligations, care, and
mai nt enance of the unit. (optional)

(4) The applicant's financial capability to neet other
basic living expenses and the rental charge, taking into
consi deration any subsidy assistance that could be nade
available to the tenant. Were RAis not available, the
borrower should i nformany very-low or |owinconme household
that would be required but unable to pay the approved rent,
including utilities, that they may be eligible for a particular
formof rent subsidy described in paragraph |V of this subpart.
The borrower should indicate where information about other
subsi di es can be obtained. (optional)

(5 Witten verification of an unborn child by a doctor
or other qualified third party. (when applicable)

b A borrower or manager should consider mtigating factors
when tenants or nmenbers have had or presently have a period of
har dshi p beyond their control, when they have had di sputes with
creditors, including |Iandlords, or when they were having difficulty
payi ng overburdened rent |evels.

5 Surviving or remaining nenbers of eligible tenant househol d.

a Surviving nmenbers of an elderly, disabled, and/or
handi capped tenant's househol d nmay continue occupancy of the unit
after the death of the original tenant, even though they may not
nmeet the definition of an elderly, disabled or handi capped person
stated in paragraph Il of this exhibit, provided:

(1) They are eligible occupants with respect to incone
and were either cotenant or nember of the household and have
| egal capacity to sign and assune the | ease.

(2) They occupied the unit with the original tenant at
the tine that the original tenant died, and



RD I nstruction 1930-C
Exhibit B

VI D5 a (Con.)

Page 47

(3) A surviving nonelderly cotenant or conmenber shall not
qualify for the elderly fam |y adjustnments to i ncone.

b Surviving nmenbers of a donestic farm |l aborer's househol d
may continue to occupy when they neet the definition of a donestic
farm | aborer as defined in paragraph Il of this exhibit.

c Remai ni ng househol d nmenber(s) of a nonelderly, nondi sabl ed
and/ or nonhandi capped househol d, who is included on the current
tenant certification may continue to occupy the rental unit if they
ot herwi se i ndependently neet tenant eligibility requirements with
respect to incone and occupancy standard size and signh a succeedi ng
tenant certification establishing their own tenancy.

d When tenants no | onger neet the requirenents of paragraph
VI D5 a, b, or c of this exhibit, the provisions for fornmerly
eligible tenants in paragraph VI D 6 of this exhibit shall apply.

6 Formerly eligible tenants. Unless authorized by paragraph VI D
2 j of this exhibit, fornerly eligible tenants will be required to vacate
their unit within 30 days (7 days for mgrant farmlabor tenants with
week-to-week | ease agreenents) or the end of the termof their |ease
agreenent, whichever is longer. |f, however, there is not an eligible
applicant on the waiting list available for occupancy, the fornerly
eligible tenant may remain until there is an eligible tenant on the
waiting list available to occupy the unit; at which tinme, the
requi renents for notice to vacate stated in paragraph VI D6 c of this
exhibit will take effect. |f vacating the unit in the tine period
descri bed creates an undue hardship on the famly, the Servicing Oficia
may permt continued occupancy for a reasonable period of tinme. The
following "fornerly eligible" situations apply to this paragraph:

a Tenants who no | onger neet Rural Devel opnent incone
eligibility requirements. (This includes tenants receiving RA or
Section 8 assistance.)

b Tenants in LH projects who no | onger neet the farm | abor
occupation requirenents, and who are neither retired nor disabled
donmestic farm | aborers, are considered to be "fornerly eligible
tenants" as long as a need for housing for domestic farm | aborers
exists in the project's farm market area.
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rent

c Tenants who no | onger neet the occupancy policy for the
project. These tenants nust agree in witing to nove to a unit of
appropriate size in the project when one becones avail able, or when
an appropriate sized unit does not exist in the project, vacate the
project at the termnation of their | ease. However, the tenant may
remain as an ineligible tenant if the unit is not overcrowded and
there are no other applicants on the waiting list for the size of
unit presently occupied.

7 Servicing official authority to permt an RRH or LH borrower to
to ineligible tenants.

a The Servicing Oficial may authorize the borrower in
writing, upon receiving the borrower's witten request with the
necessary docunentation, to rent vacant units to ineligible persons
for tenporary periods to protect the financial interest of the
Governnment. Likewi se, this provision may extend to a cooperative.
This authority will be for the entire project for periods not to
exceed one year. Wthin the period of the | ease, the tenant may not
be required to nove for initially docunented ineligibility. A copy
of the authorization to rent to ineligibles will be forwarded to the
State Office. The follow ng deterninations nmust be nmade by the
aut hori zing Rural Devel opnent official

(1) There are no eligible persons on a waiting list.

(2) The borrower provided evidence that a diligent but
unsuccessful effort to rent any vacant unit(s) to an eligible
tenant househol d has been made. Such evidence may consi st of
advertisenents in appropriate publications, posting notices in
several public places, and other places where persons seeking
rental housing would Iikely make contact; hol di ng open houses,
maki ng appropriate contacts with public housing agencies and
authorities (where they exist), State and | ocal agencies and
organi zati ons, Chanber of Conmerce, and real estate agencies.

(3) The borrower will continue with aggressive efforts to
| ocate eligible tenants and subnmit to the Servicing Ofice,
along with Form RD 1944-29, "Project Wrksheet for Interest
Credit and Rental Assistance," a report of efforts nade. The
required foll owup should be posted in the Servicing Ofice on
Form RD 1905-6, "Managenent System Card-Multifam |y Housing."
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(4) To protect the security interest of the Governnent,
the units may be rented for no nore than a year after which the
| ease must convert to a nmonthly |ease. The nonthly | ease nust
require that the unit be vacated when an eligible prospective
tenant is available. The ineligible tenant will then be given
30 days to vacate.

(5) Tenants residing in RRH units who are ineligible,
because their adjusted annual incone exceeds the maximum for
the RRH project, will be charged the Rural Devel opment approved
note rate rental rate for the size of unit occupied in a Plan
Il RRH project. In projects operated under Plan |, ineligible
tenants will be charged rental surcharge of 25 percent of the
approved note rate rental rate.

(6) Tenants permtted to occupy but who are ineligible
for reasons other than incone nmay benefit from RA and/or
interest credit.

(7) Tenants residing in off-farmLH units who are
i neligible because their adjusted annual inconme exceeds the
maxi mum for the area will be charged the | esser of the LH
project's note rate rent or the prevailing market rent rate for
the project as deternmined by Subpart D of Part 1944 of this
chapter. For on-farmtenants, rent determ nation nmay be
subject to local discretion with limtations as set out in
Subpart D of Part 1944 of this chapter. Excess rent shall be
remtted to the Agency for credit to the Rural Housing
| nsurance Fund.

b Exanpl es of situations where the Servicing Oficial may

authorize a borrower to rent units to ineligible persons to reduce
chroni ¢ vacancy are:

(1) In housing designated as "fam |ly" housing, pernmtting
persons or households to occupy who are not eligible because
t hey have an above normal incone.

(2) In housing designated as "el derly" housing,
permtting persons or households to occupy that neet the
definitional requirenents of qualifying as elderly, but who
ot herwi se have an above noderate income. This provision wll
not permt nonelderly persons or househol ds to occupy housing
for the elderly.
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c When the Servicing Oficial deternmines that a borrower may
rent to an ineligible tenant, the witten authorization nmust contain
the appropriate clauses which nmust be inserted into the ineligible
tenant's lease. At a minimumit should include:

(1) The reason for ineligibility.

(2) The term of ineligible occupancy.

(3) Any conditions under which the tenant will be
required to vacate the unit including noving to an appropriate
size unit when warranted to conply with the established

occupancy standards.

(4) The length of notice the tenant will be given to
vacat e.

E Applicant inquiries and waiting |ists.

1 When a prospective tenant or nenber inquires (by tel ephone,
letter, or visit) concerning the availability of a rental or cooperative
unit, the borrower or rental agent will advise the prospective applicant
of their right to file an application.

2 When a prospective tenant or nenber files a conpleted
application for occupancy and is deternmned eligible, the borrower or
rental agent will place the prospect's nanme chronol ogically by date and
time on the appropriate witten waiting list. Exhibit B-14 of this
subpart contains a sanple waiting list. An applicationis a witten
docunent (s) prescribed by the nanagenent providing sufficient information
for the rental agent to conplete the steps necessary to determ ne
eligibility.

a Eligibility shall be governed by paragraph VI F of this
exhibit.

b The actual deternmination of eligibility will be conducted
according to the application process described in paragraph VI F of
this exhibit.

c Priority on the waiting list shall be determ ned according
to paragraph VI E 3 of this exhibit. Eligibility for cooperative
menbership will be determned in accordance with Subpart E to Part
1944 of this chapter
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3 Separate waiting lists by categories and/or a nmaster waiting
list with incone levels identified (very low, |low and noderate-incone),
and categories or priorities indicated will be maintained for rura
rental, cooperative, and year-round occupancy farm | abor housing. Each
list must be maintained in chronol ogical order. \When there are separate
lists, they nmust be cross-referenced for prospective tenants who fit nore
than one category or priority. Separate lists may be numintained for

a I ncone levels (very low, |low, noderate-incone, or
i neligible).

b Various size units.

c Units for elderly, disabled, or handi capped persons,
fam lies, or any other conbination as planned for the project
according to the borrower's | oan agreenment or resolution and
managenment pl an.

d Persons who require the special design features of the
handi capped accessible unit(s) in the project such as persons
confined to a wheelchair or requiring other auxiliary apparatus for
mobility and/or life support. Persons on this list have priority
for these units.

e Hol ders of Letters of Priority Entitlenent issued by Rura
Devel opnent according to Subpart E of Part 1965 of this chapter will
be given top of the waiting list priority within an i ncome group for
the category of unit size for which the applicant qualifies. This
same priority shall also extend to persons displaced due to housing
rendered uni nhabitable or actually seized by |egal action (for other
than illegal activities).

f In congregate housing projects, priority can be given to
tenants who qualify for the services provided by the congregate
facility insofar as there is available capacity in the facility to
provi de the services.

g In LH projects, lists should be maintained i n accordance
with the priorities of occupancy established by §1944. 154 of Subpart
D of Part 1944 of this chapter.

h In only those projects with project based Section 8 units,
priority for such units will go to applicants who, at their tinme of
housi ng need, are involuntarily displaced, or living in substandard
housi ng, or paying nore than 50 percent of income for rent.
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i Tenant applicants that qualify the borrower for tax credit.

4 For seasonal farmLH a waiting |ist should be chronologically
conpiled by date and tinme received as in paragraphs VI E 2 and VI E 3 of
this exhibit. These lists should be maintained for the season in which
the project will be operating. Prospective tenants should be advised
that the waiting list will termnate on the closing date of the project
in any given season. Tenant selection shall be governed according to
paragraph VI H 6 of this exhibit.

a Seasonal LH managenent plans should identify a date when
applications will be accepted for a new operating season and a
waiting list conpiled.

b A process should be specified in the plan for advising
prospective tenants of the application process and the dates of
proj ect operation.

5 A waiting list nust show the racial identity of the prospective
tenant. Rental housing nmanagers may determ ne how the identification is
to be made according to the guidance found at Exhibit B-14 of this
subpart, which may include the use of a code system

6 When prospective tenants are first assigned to the waiting list,
they will be notified of the category(s) to be assigned to their
application. Prospective tenants may inquire to determ ne the place of
their application on the waiting |ist. However, to protect the privacy
of all prospective tenants, the waiting |list should not be shown to any
prospective tenants.

7 Borrowers may establish a procedure for purging the waiting
list(s) periodically of prospective tenants who are no |onger interested
i n occupancy. The borrower must informeach prospective tenant of this
procedure and any actions they nmust take to maintain their priority
position on the waiting list. Wen a nane is removed fromthe waiting
list by the borrower, the prospective tenant nmust be informed in witing
at their last known address. The letter nust include appeal rights under
Subpart L of Part 1944 of this chapter.

8 Expired waiting lists nmust be kept on file by the borrower or
managenment agent until a conpliance review has been conducted by Rura
Devel opnent in accordance with Subpart E of Part 1901 of this chapter

F Applications, eligibility determ nation and notification of
eligibility or rejection.
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1 Application status for determining eligibility. All persons
desiring to apply for occupancy, whether as the initial applicant
househol d or as a person(s) later joining an existing tenant househol d,
wi |l be provided the opportunity to subnmt a conplete application. The
borrower or rental agent will provide prospective tenants or nenbers with
a witten list of all information required for a conplete application and
of fer assistance in conpleting the application if needed.

a After the potential tenant or nenber has submtted al
required forns and information but additional information is
requi red, the borrower or rental agent nust notify the applicant
within 10 days of the itens needed to conplete a review of
eligibility. The application file will be docunented on the action
t aken.

b When the application is conplete, and occupancy by the
applicant is expected within 90 days of conpleting the application,

eligibility will be determ ned, including verification of applicant
i nformati on perfornmed according to paragraph VIl of this exhibit;
ot herwi se, verification of applicant information will be initially

satisfied upon sufficient review of the information to deterni ne
whet her the applicant is clearly eligible or not eligible.

c Applicants determined eligible will be added to the waiting
list according to paragraph VI E 2 of this exhibit, even when an
operational project has few or no vacancies, and there are
sufficient active applications from househol ds determ ned eligible
to fill expected vacancies.

d Application fees are di scouraged, but when used, any fee
charged to a prospective tenant shall be limted to the cost of
actual services incurred for obtaining necessary informtion
associated with conpleting a tenant certification.

2 Fair housing restrictions and provisions.

a It shall be unlawful for a person to make an inquiry to
deternm ne whether an applicant for a housing unit, or anyone
associated with that applicant, has a handicap or disability or to
make inquiry as to the nature or severity of a handicap or
disability of such a person. However,
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b The followi ng inquiries are not prohibited, provided these
inquiries are made of all applicants, whether or not they have
handi caps or disabilities:

(1) 1Inquiry into an applicant's ability to neet the
requi renents of tenancy (i.e., eligibility, history of neeting
financial obligations) and without being a direct threat to the
health and safety of other individuals or whose tenancy woul d
result in substantial physical danmage to the property of
ot hers.

(2) Inquiry to determ ne whether an applicant is
qualified for a housing unit or adjustment to inconme avail abl e
only to persons with handi caps or disabilities or to persons
with a particular type of handicap or disability.

(3) Inquiry to determ ne whether an applicant for a
housing unit is qualified for a priority available to persons
wi th handi caps or disabilities or to persons with a particul ar
type of handi cap.

(4) Inquiring whether an applicant for a dwelling is a
current illegal user of a controlled substance or has a
previ ous conviction of the sane.

(5) Inquiring whether an applicant has been convicted of
the illegal manufacture or distribution of a controlled
subst ance.

(6) Inquiring whether an applicant answering positively
to F 2 b (4) or (5) of this paragraph has successfully
conpleted a controll ed substance abuse recovery programor is
presently enrolled in such a program

3 Application requirenents. At a mnimumto be considered
conpl ete, applications nmust include for each prospective tenant househol d
sufficient information, such as the following, to conplete a tenant
certification form

a Name and present address.

b Househol d i ncome information, as defined under annua
i ncome, adjusted annual inconme, and net fanily assets in paragraph
Il of this exhibit.

c Age and nunber of househol d nenbers.
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d I ndi cati on whether applicant requests either a
handi cap/ di sabil ity adjustnent to incone or a special handi capped
accessi bl e unit or both.

e Applicant's certification that the unit applied for will be
the applicant househol d' s pernmanent residence and it does/w |l not
mai ntain a separate subsidized rental unit in a different |ocation.

f Si gnature and date section.

g Race, national origin and sex designation. This
designation shall be placed as the |last section of the application
form beneath the signature and date section.

(1) The borrower or nmmnagenent agent will request that
each prospective tenant or nenber provide this information on a
voluntary basis to enable nonitoring or conpliance with Federa
| aws prohibiting discrinmnation. Wen the applicant does not
provide this information, the rental agent or board will
conplete this item based on personal observation or surnane.

(2) The follow ng disclosure notice shall appear on the
tenant application formor on an anmendnent to the application:

"The information regarding race, national origin, and sex
designation solicited on this application is requested in order
to assure the Federal Government, acting through the Rura
Devel opnent, that Federal Laws prohibiting discrimnation

agai nst tenant applicants on the basis of race, color, nationa
origin, religion, sex, famlial status, age, and handicap are
conplied with. You are not required to furnish this

i nformati on, but are encouraged to do so. This information
wi |l not be used in evaluating your application or to

di scrim nate against you in any way. However, if you choose
not to furnish it, the owner is required to note the

race/ national origin and sex of individual applicants on the
basi s of visual observation or surnane."

h The application formshall contain the fair housing

| ogotype or slogan and indication of handicap accessibility on the
first page of the form
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i Retired or disabled donmestic farm | abor applicants nust
neet the definition requirements of 81944.153 of Subpart D of Part
1944 of this chapter

4 Notification to applicant. The applicant who has submtted a
conpl eted application will be notified in witing that he or she has been
sel ected for inmediate occupancy, placed on a waiting |ist, or rejected.

5 Applicants deternmined ineligible. After due consideration of

mtigating circunstances, applicants deternined ineligible will be
notified in witing of the specific reasons for rejection. The letter
will include the followi ng statement: "The Fair Housing Act prohibits

discrimnation in the sale, rental or financing of housing on the basis
of race, color, religion, sex, handicap, fanm lial status, or nationa
origin. Federal |aw also prohibits discrimnation on the basis of age.
Conpl aints of discrimnation may be forwarded to the Adnministrator, Rura
Devel opnent, USDA Washington, D.C. 20250." This statenent can be placed
on all materials and correspondence done by the borrower, owner, or
managenment conpany.

a The rejection letter nust also outline the applicant's
rights to appeal the rejection and be sent or hand-delivered
according to Subpart L of Part 1944 of this chapter except for those
clearly not eligible for occupancy according to Rural Devel opnent
regul ati ons.

b When the rejection is based on information froma credit
bureau, the source of the credit bureau report nust be revealed to
the applicant in accordance with the Fair Credit Reporting Act.

c Any applicant household rmay be rejected due to:

(1) A history of unjustified and/or chronic nonpaynent of
rent and/or financial obligations.

(2) A history of living or housekeeping habits that would
pose a direct threat to the health and safety of other
i ndi vi dual s or whose tenancy would result in substantia
physi cal damage to the property of others.

(3) A history of disturbance of neighbors.
(4) A history of violations of the terns of previous

rental agreenents, especially those resulting in eviction from
housing or termination fromresidential prograns.
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d Rej ection of applicants on an arbitrary basis is
prohi bited. Exanples of such arbitrary rejections includes
considering the following factors in determning a tenant's
eligibility:

(1) Race, color, religion, sex, age, famlial status,
national origin, handicap (except in those projects or portions
of projects designated for elderly, disabled and/or
handi capped, where occupancy by nonel derly, nondi sabl ed or
nonhandi capped can be prohibited).

(2) Receipt of incone from public assistance.

(3) Fanilies with children of uncertain parentage.

(4) Participation in tenant organizations.

(5) Tenants or tenant famly nenbers with Al DS

e In the case of LH projects, no organi zati on borrower, other
than an association of farmers or famly farm corporation or
partnership, will block |lease to, or otherwise require that an

occupant work on any particular farmor for any particular owner or
interest as a condition of occupancy of the housing.

f Rej ected applications nust be kept on file by the borrower
or managenent agent for a period of 3 years or until a conpliance
revi ew has been conducted by Rural Devel opnent in accordance with
Subpart E of Part 1901 of this chapter.

G Tax credit conpliance. The Tax Reform Act of 1986 permits certain
RRH borrowers to receive tax credits for |owincone housing projects if 20
percent or nore of the units are occupied by very | owincone tenants whose
annual gross income is 50 percent or |ess of the area median gross incone; or
40 percent or nore of the units are occupied by tenants whose annual gross
income is 60 percent or |less of the area nedian gross incone.

1 Eligible borrowers with projects qualified to receive tax
credits will follow the tenant selection criteria of paragraph VI H of
this exhibit except that tenant selection may be postponed unti
applicants for occupancy are avail abl e whose occupancy will allow
borrowers to neet their tax credit requirenents.
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2 Borrowers using IRS tax credits may neither termnate a tenant's
occupancy nor refuse to renew a tenant's | ease except for materia
nonconpl i ance or other good cause as described in paragraph XIV of this
exhibit. Tenants whose incone increases after initial occupancy and
exceeds I RS tax credit thresholds, but otherwi se still neet Rura
Devel opnent incone eligibility thresholds, remain qualified to occupy
with respect to inconme eligibility.

H Tenant and nenber sel ection.

1 An eligible applicant will be selected froma waiting list(s)
i dentifying the category on basis of the applicant's unit size needed,
i ncome | evel (very low, low, noderate-incone, or ineligible) or froma
priority waiting |ist,as described in paragraph VI E of this exhibit,
when the avail able size unit neets the applicant's need. The eligible
applicant will further be selected on a first-cone, first-served basis
fromthe selected category or priority waiting list in the follow ng
order:

a Very | ow-i ncone

b Lowi ncome, up to 60 percent of nedian inconme, (in "tax

credit" projects)
c Low-i ncone
d Mbder at e-i ncone
e I neligible

2 When RA is avail able:

a Very lowincome applicants eligible for RA have a priority
over all other applicants on each type of waiting |list nmintained by
the borrower in accordance with paragraph Xl of Exhibit Eto this
subpart.

b Low i nconme applicants may be sel ected provided no very | ow
i ncome applicants remain on the waiting |ist.

c Moder at e-i ncone applicants may not be selected for
occupancy when the nunber of unassigned RA units equals or exceeds
t he nunber of vacant units. (Borrowers unable to use RA may
consi der requesting a transfer of RA authority according to
par agraph XV of Exhibit E of this subpart).
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3 In only those projects when project based Section 8 is
avail able, the followi ng applicants, as described in HUD handbook 4350. 3
(avail able at any HUD regi onal or area office), will have priority over

other applicants if at the tinme of their housing need, they are:
a i nvoluntarily displaced, or
b living in substandard housing, or
c payi ng nore than 50 percent of inconme for rent.

4 Sel ections are to be nmade fromthe waiting |ist or category
mai ntai ned for the particular unit size and/or unit type in which a
vacancy exists. |If the applicant cannot accept the unit at that tine,
the reason for not accepting the living unit will be docunented in the
project records and confirned with the applicant in witing. The
applicant's name will then be renoved fromthe waiting list follow ng the
notice procedure at paragraph VI E 7 of this exhibit unless the renta
agent determ nes that hardship exists for reasons such as docunented
heal th problens or project rent exceeds 30 percent of adjusted nonthly
i ncome without RA in which case the applicant's name will remain on the
list in chronological order. An applicant whose nane has been renoved
fromthe waiting list nay reapply.

5 When there are no applicant names on the waiting list for the
size and/or type of vacant living unit, a name nay be selected fromthe
waiting Iist of another size and/or type of living unit according to the
date order of the application on the master waiting list. The selected
tenant will be subject to the provisions for ineligible tenants found in
paragraph VI D 7 of this exhibit and the provisions of paragraph VI D 2
of this exhibit.

6 In LH projects, paragraphs VI H1 and 2 of this exhibit do not
apply. Eligible LH applicants will be selected according to paragraphs
VI H4 and 5 of this exhibit and the priority stated in 81944.154 (a) of
Subpart D of Part 1944 of this chapter irrespective of the availability
of RA.  However, when Rural Devel opnment concurs with the LH borrower's
determination that there is a dinmnished need for housing for donestic
farm |l aborers in accordance with §1944.154 (b) of Subpart D of Part 1944
of this chapter, all the provisions of this paragraph are applicable to
initial occupancy by applicants eligible only under the RRH program
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I Tenant or nenber record file. A separate file nust be maintained for
each tenant or nenber. Tenants nust be all owed reasonable access to their own
file for review during regular project office hours. This file will include
items such as application, tenant certification with attached i ncome and
adj ustnent (s), verification fornms and cal cul ati ons, |ease or occupancy
agreenent and attachnents, inspection reports for noving in and novi ng out,
correspondence and notices to the tenant or menber, and any other necessary
information. The inconme verification, tenant and nenber eligibility
certification and recertification information nust be retained for at |east 3
years while the tenant or nmenber is living in the unit and for 3 years after
the tenant or nenber has noved out.

J Mar keting i ncentives: Marketing incentives, as described in the
managenment plan, nay be used anytine as a neans of nmaintaining occupancy
| evel s and revenue needed to carry out the objectives of the housing and the
proj ections of the annual project budget.

1 When a need is docunented, nmarketing incentives will be included
i n annual project operations as reflected in the project budget, Form RD
1930-7. The incentives will be governed by the guidance at paragraph |1

B 3 ¢ of Exhibit F of Subpart B of Part 1965 of this chapter (available
at any Rural Devel opnent office).

2 Rural Devel opnent approval of marketing incentives.

a When marketing incentives will enhance program objectives
during a "soft" market and Rural Devel opnent is otherw se not aware
of any loan servicing difficulties of major concern, cost effective
i ncentives may be approved by the Rural Devel opnent Servi cing
O ficial as part of normal project budget approval.

b When maj or |loan servicing difficulties exist, cost
effective marketing incentives nmay be approved as part of a
servicing plan according to the provisions of Exhibit F of Subpart B
of Part 1965 of this chapter (available in any Rural Devel opnent
of fice).

VIl CERTI FI CATI ON AND VERI FI CATI ON OF TENANT OR MEMBER | NCOVE AND/ OR
EMPLOYMENT | NFORMATI ON AND CORRECTI VE ACTI ONS. The borrower/ managenent agent
shall obtain tenant or nmenber authorization to verify incone and/or enpl oynent
i nformati on needed to establish eligibility before pursuing verifications.

The borrower/ managenent agent shall seek verification of inconme and/or

enpl oynent information disclosed fromthird party sources w thout further

i nvol venent of the nenbers of the tenant househol d. These borrower/ managenent
agent shall seek to verify enploynent for all MH
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program reci pients. The borrower/mnagenent agent shall also seek to verify
income for all M-H programrecipients, except those residents of LH farm
borrowers who are living in housing provided on a nonrental basis. The
appl i cabl e enpl oyment and/or income verifications nust normally be verified by
the borrower or nanagenent agent before the person is determ ned eligible.
Excepti ons may be made for those unusual cases descri bed herein. Information
for the determination of eligibility is valid for not nore than 90 days before
the effective date of the tenant certification. Should verifications revea

di screpancies fromthe information provided, the borrower or nmanagenment agent
wi |l seek pronmpt resolution using the principles set out in this subpart.

A Verification of incone fromenploynent. Verification of incone from
enpl oynent, authorized by the tenant or nenber/applicant, nust be obtained
fromthe enployer in witing and filed in the "Tenant or Menber Record File."
Form RD 1910-5, "Request for Verification of Enploynent," or conparable form
will be used for this purpose. (A reproducible copy of Form RD 1910-5 is
avail abl e in any Rural Devel opnent office.)

B Verification of income fromother sources. Any incone from other
than enpl oynent (e.g., social security, Veterans Administration, public
assi stance) nmust be verified in witing by the incone source. Verification of
i ncome nmust be documented and filed in the "Tenant or Menber Record File."
When it is not imediately possible to obtain the witten verification from
the incone source, the incone nmay be tenporarily verified by actually
exam ning the incone checks, check stubs, or other reliable data the person
possesses whi ch indicates gross incone.

C Verification of incone and/or enploynent for LH tenants.

1 Verification of income fromall sources. |Income verification is
required for donestic farmlaborers, including mgrant farm workers,
except for those farmmrkers where their housing is provided rent free on
a farmas part of their enploynent conpensation for farm | abor perforned
on the farmwhere they live and work. Al donestic farmwrkers, where
income verification is required, nmust have a substantial portion of
incone fromfarmlabor as defined in 81944.153 of Subpart D of Part 1944
of this chapter. Wen the tenants do not have easily verifiable incone,
the borrower may forecast income expected to be received by the tenant
during occupancy for deternmining eligibility and subsidy assi stance.

2 Farm | abor enpl oynent verification. Farmlabor enpl oynent
verification is required for all donestic farm |l aborers, whether they are
year-round, seasonal, or mgrant farmworkers, or farmarkers
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living in rent free housing on the farmwhere they work. Such enpl oynent
verification is in addition to the income verification requirenents
described in paragraph VII C 1 of this exhibit.

3 Third party verification.

a Third party verification of inconme and enpl oynent, as
applicable, is required whenever it is possible or avail able.

b When third party verification of income and enploynent is
not possible or available, for reasons such as refusal or |ack of
third party availability or cooperation, the borrower may "self-
certify" the farmmrker applicant using any avail abl e docunents or
records the applicant may have or information the applicant can
provide. |In the absence of avail able incone and enpl oynent
docunents, records, or information, the borrower nay forecast incone
as described in paragraph VIl C 1 of this exhibit.

4 Tenant record file. Verifications of any type nust be
docunented and filed in the "Tenant Record File" or in the borrower | oan
docket, as appropriate.

D Sanple of tenant or nmenber incone and/or enpl oynent verification.

1 The Servicing Ofice staff is required to nmake a sanpl e of
tenant or nenber incone verifications and adjustnments to inconme; in the
case of LH tenants, enploynent verifications for use in evaluating the
adequacy of such verifications. This will normally be perfornmed during a
schedul ed supervisory visit.

2 The sanple will follow the process set out in Exhibit F-1 of
this subpart. The sanple can be derived frominformation on the
certification fornms that will be submtted to the Servicing Ofice in

accordance with paragraph VIl F of this exhibit and may include
verification of information fromthird party sources. At |east six
tenant households will be sanpled (or 100 percent of all tenant
househol ds for projects having six or fewer units) during any sanpling.

3 The sanpl e should be representative of very low, |ow, and
noder at e-i ncone persons in the project, including those receiving subsidy
assi stance, those paying in excess of the level cited in paragraph IV A 2
c (1), (2), or (3) of this exhibit for the costs of rent or occupancy
charge and utilities, and those paying the note rate rent.
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4 The Servicing Ofice staff will conduct the sanple (and docunent
the selection nethod) at any tine he/she may be know edgeabl e of
di screpancies in income and/or enploynment verifications.

5 If the sanple discloses discrepancies of anpbunts in excess of
$40 nonthly or $480 annually, the Servicing Officer will be required to
notify the borrower/ managenent agent to resolve the issues. Should
resolution not be satisfactorily approved, the Servicing Oficer will be
required to investigate further and report to the State Director al ong
with a recomendation for further action. Such further actions may
i ncl ude those authorized under RD Instructions 2012-B or 1940-M
(available in any Rural Devel opnent office) or Subpart N of Part 1951 of
this chapter.

E Use of HUD certification formfor Section 8 or Section 8 Renta
Certificate or Rental Voucher Recipients. HUD Form 50059, or another HUD form
approved by HUD for this purpose, may be used in lieu of Form RD 1944-8 for
the tenants receiving project based Section 8 or tenant based Renta
Certificate or Rental Voucher assistance. However, the tenant's income cannot
exceed Rural Devel opnent limts for the type of housing project involved if it
has been cal cul ated according to the fornula contained in Form RD 1944- 8.

F Certifications and corrective actions.

1 To be current, the tenant or menber certification Form RD 1944-8
(or for Section 8, the appropriate HUD form nust be submitted in such
manner that it is received in the Rural Devel opment Servicing Ofice by
the cl ose of business (COB) of the due date as foll ows:

a New tenant or nmenber nove-in certification due date.

(1) Move in on the 2nd through the 23rd. The
certification is due for receipt in the Servicing Ofice on or
before the first of the next nonth for all new tenants or
menbers permtted to nove in for occupancy fromthe 2nd through
the 23rd day of a nonth for overage charges to be avoi ded
(Exanple: A change is reported on July 2nd, the effective date
is August 1, and the Servicing Ofice nust receive the
certification by COB on August 1). |If the due date falls on a
non-wor ki ng day, overage will not be charged if the tenant
certification is received in the Servicing Ofice on the next
wor ki ng day.

(08-30-93) SPECIAL PN
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(2) Mwve in from 24th through the 1st of next nonth. The
certification is due for receipt in the Servicing Ofice on or
before the tenth of the month in which it is effective in order
to avoi d overage charges (Exanple #1: Mve-in is June 24th,
effective date is July 1st and the Servicing Ofice nust
receive the certification by COB July 10th. Exanple #2:
Move-in is July 1st, effective date is July 1st and the
Servicing Ofice nmust receive by COB July 10th). |If the due
date falls on a nonworki ng day, overage will not be charged if
the tenant certification is received in the Servicing Ofice on
t he next working day.

b Certification due dates for renewals. Tenant
certifications represent the contractual basis for delivery of
benefits to tenants. Therefore, any certification being renewed
nmust be received by Servicing Oficials on or before the effective
date in order to avoid overage charges. The effective date is the
first day of the nonth follow ng expiration of the current
certification. Certifications expire on the |ast day of a nonth, 12
months fromthe effective date (Exanple: The last certification was
effective on July 1 and its ending period date was 12 nonths | ater
on June 30, therefore, the renewed certifi-ation effective date is
July 1). If the due date falls on a nonworking day, overage wil |
not be charged if the tenant certification is received in the
Servicing Ofice on the next working day.

c Tenant reported changes and corrective actions. Changes to
unexpired tenant certifications represent adjustnments to the
exi sting contractual basis for delivery of benefits to tenants.
Therefore, overage may not be invoked as a penalty for any late
reporting, since overage is nerely an offset to arrive at the proper
subsi dy benefits a tenant is entitled to receive. Tenants are
responsi bl e for reporting any changes in househol d gross incone,
adj ustmrents to househol d i ncone or changes in househol d size (as set
out in paragraph VI F 3 a of this exhibit) no |ater than 30 days
after the change occurred. Landlords nmust recertify tenant
househol ds in accordance with the provisions of paragraph VII F 3 b
of this exhibit. Wen recertification is required, |andlords nust
promptly seek to verify enpl oynent and/or income with third-party
sources in accordance with the provisions of paragraphs VIl A B, C,
and F 10 of this exhibit. Once verification is obtained fromthird-
party sources, |andlords are expected to forward such certifications
to the Servicing Ofice in accordance with the tinmefranes set out
her ei n.
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(1) Reporting 2nd through 23rd. |If the third-party
verifications are received fromthe 2nd through the 23rd day of
a nonth, the recertification is due for receipt in the
Servicing Office on or before the first day of the next nonth.
If the due date falls on a nonworking day, it will be
considered on tinme if received in the Servicing Ofice on the
next worki ng day.

(2) Reporting 24th through the 1st of the next nmonth. |If
the third-party verifications are received fromthe 24th
through the 1st of the next nmonth, the recertification is due
for receipt in the Servicing Ofice on or before the COB on the
tenth of the nonth. |[|f the due date falls on a nonworki ng day,
it will be considered on tinme if received in the Servicing
O fice on the next working day.

(3) Effective date of changed net tenant contribution
The effective date of a tenant's changed net tenant
contribution will be the first day of the nmonth follow ng
third-party verification of changes or the first day of a
following nonth (generally 30 days |later) pernmitted according
to the tenant notice requirenments of State or l|ocal |aw

(4) Corrective actions on tenant problens.

(i) Should the tenant be found to not conply with
the 30-day reporting requirenents, the |andlord may
initiate actions as set out in the | ease and the Agency
may initiate action to ensure appropriate corrective
action is taken.

(ii) If the landlord chooses to pursue term nation
the |l andl ord need not further pursue recovery of any
i mproper benefits fromthe tenant but shall instead
forward a report on the circunstances to the Agency for
its consideration on whether to initiate an appropriate
servicing action.

(iii) If the landlord chooses to permt the
conti nued occupancy by the tenant the | andl ord nust take
steps to pursue corrective actions, taking into
consideration any rights the tenant may have under the
gri evance procedures in Subpart L of Part 1944 of this
chapter.

SPECI AL PN



RD I nstruction 1930-C

Exhi bi t

B

VIl F1c (4) (Con.)

Page 66

(iv) In processing corrective actions where existing
certifications have not expired, overage may not be
charged for failure to report changes in a tinely manner
and the note rate rent will not be charged. Processing
corrective actions will use the corrected accurate
information to establish the proper rent |evels,
subsi di es, and any overage charges using the sane
principles as would apply had the change been pronptly
processed.

(v) Upon determning any resulting differences, the
landl ord may initiate actions to seek recovery fromthe
tenant of any inproper benefits derived frominappropriate
rent |evels or inappropriate subsidies. Such recovery
efforts will normally not extend over a 3-nonth period,
but may not ever extend over a 12-nobnth period.

(vi) The Servicing Ofice may be consulted if
gui dance i s needed on processing corrective actions when
paynments are affected.

(vii) Wen appropriate, the Agency may pursue
servicing initiatives which may i nclude seeking corrective
action by the landlord or using the authorities set out in
Subpart N of Part 1951 of this chapter or RD Instruction
2012-B (available in any Rural Devel opnent office).

(5) Corrective actions on |landlord problens. Should the
| andl ord be found to not conply with the above reporting dates,
the Agency nmay initiate action to ensure that the proper rent
| evel s were assessed, the proper paynents were remtted to the
Governnment, and that any remittances involving any inproperly
pai d Governnent subsidies are recovered by the Government.

Such initiations may involve seeking corrected paynent

rem ttances, or the use of authorities set out in Subpart N of
Part 1951 of this chapter as cited in paragraph VII F 1 c (4)
of this exhibit.

d Modi fi cati ons.

(1) Modifications will likely result from changes to
project rents or utility all owances or when the tenant
househol d noves to a different unit within the project. In

such cases the landlord may revise the unexpired tenant
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certification formby notating the changes in rents or utility
al | omances and reconmputing the net tenant contribution when
necessary.

(2) Unexpired tenant certification forms show ng
nodi fication(s) which do not result from changes in inconme or
adj ustnents to i ncome or change of household size or
conposition need not be submitted to the Agency. Such
nodi fications do not affect the certification effective dates
or expiration dates of the certification form being nodified,
therefore, the certification expiration date will remin
unchanged (and overage is not applicable). (Exanple:
Certification with a July, 19xx effective date is in effect for
a 12-nonth period, and any md-term nodification will not alter
the July 1, 19xx effective date).

(3) FormRD 1951-29, "Miltiple Fanm |y Housi ng--Changes To
Tenant Status," or simlar reporting format, will be prepared
and subnitted to report the nodifications, inmpact on renta
assi stance, nmove-outs, 60-day absences, and expired tenant
certifications.

2 When the Servicing O fice does not have a certification in the
office as required in F 1 of this paragraph, the tenant or nenber is
ineligible for RA and interest credit for that nonth and overage for the
month will be charged to the project account. This does not apply to
nodi fication of a certification as described in paragraph VIl F 1 d of
this exhibit or in a situation as described at paragraph XIV A5 b (2)
(vi) of this exhibit.

a If a formal eviction process has started, the provisions of
paragraph VI F 6 d of this exhibit will be foll owed.

b If the late certification was due to noncooperation by the
tenant or nenber (noncooperation does not include situations beyond
the control of the tenant nenber, such as delays by third-party
sources in conpleting income or enploynent verifications), overage
nmust be paid and is a project expense; however, the borrower or
managenment agent nay attenpt to recover the charge by billing the
person note rate rent (overage) for the nonth. |If the error was due
to the borrower's or managenent's action, the cost of overage wll
be a project expense and it will not be charged to the person

(08-30-93) SPECIAL PN
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c Overage charges due to negligent managenent nmay not be
consi dered cause for a rent increase. The costs should be deducted
fromreturn on owner investnment or from managenent agent fees and
may be cause for requiring different managenent.

3 Reporti ng changes.

a Tenant reporting. Tenants nust report changes in household
i ncome (gross incone) or adjustnments to household inconme. In
addi tion, any change in household size nmust be pronptly reported to
the |l andlord. Changes to household i nconme nmay result from changes
in hours worked, salary rates, social security, pensions, public
assi stance paynents, the sale of assets, interest incone, the anpunt
of net famly assets exceeding $5,000, inputed inconme, or other
sources of inconme. Changes in adjustnents to income may result from
changes in househol d nenbers other than the tenant or cotenant
(e.g., changes in the nunber of nminors, disabled, handi capped or
full-time students 18 or older), changes in the tenant or cotenant
(e.g., changes in the elderly, disabled, or handi capped status),
changes in nedical care expenses, and changes in child care
expenses.

b Landl ord reporting. Landlords nmust recertify tenant
househol ds whenever pernmanent changes to gross househol d i ncone or
per manent adjustnents to household i nconme result in an increase of
$40 or nore per nonth or $480 or nore per year. Landlords nust
recertify tenant househol ds whenever changes to pernmanent househol d
i ncome or pernmanent adjustnments to household inconme result in a
decrease of $20 or nore per nonth or $240 or nore per year. |f the
per manent gross income of a tenant househol d does not exceed $20 a
month or $240 annually, and the tenant requests certification, the
borrower will process the recertification. 1In addition, |andlords
nmust recertify changes in household size or conposition.

4 The current certification formw |l be revised by correcting
entries and being initialed by the tenant or nenber and the owner's
representative when there are project changes such as:

a Changed rental or occupancy rates and/or utility
al | owances.

b Tenant or nenber relocation within the project.

c Additi on or renmoval of household RA.
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5 Form RD 1944-8 nust be processed as fol |l ows:

a Borrowers or their representatives may sign Form RD 1944-8
up to 60 days prior to the effective date.

b Borrowers or their representatives should submit Form RD
1944-8 to the RHS Servicing Ofice during the 30 day period
preceding the effective date. Borrowers should not delay submtting
certifications until Form RD 1944-29 is submitted. Borrowers should
avoid subnmitting certifications just before or on the first day of a
nonth to reduce inpact on first of nonth account servicing at the
Servicing Office, and to minimze |ate delivery and the charge of
over age.

c The RHS Servicing Ofice date stanps each Form RD 1944-8
when received, reviews each form submitted and determ nes that the
information is conplete, and correctly conputed based on the
i nformati on provided on the form (see Guide Letter 1930-1 for use in
noti ng exceptions).

d The RHS approved tenant certifications and recertifications
have an effective period of 12 nmonths. The effective period begins
on the effective date which is always the first day of a nonth.

6 Each tenant or nmenber nust be recertified within 12 nont hs of

the previous certification. Tenants receiving Section 8 assistance will
be certified according to HUD regul ati ons.

(08- 30- 93)

a It is the tenant's or nenber's responsibility to provide
i ncome information and sign the certification formas a condition
for continued occupancy. Failure to do so will cause a charge for

over age/ surcharge during those nonths such information was not
provided, and it may result in term nation of occupancy.

b The borrower's responsibility is to:

(1) Notify the tenant or nenber that a current
certification and incone verification is required before the
due date and explain the procedure necessary to acconplish
recertification. Normally, this initial witten notice will be
sent 75 to 90 days prior to the expiration date of the current
certification; then

SPECI AL PN
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(2) Obtain verification of incone fromtenant or nenber
records and/or directly fromtenant or nenber enployers and
process the appropriate tenant recertification; and

(3) Submit the signed recertification to be received by
the Servicing Ofice by the due date stipulated in paragraph
Vil F 1.

c The borrower nust provide a second witten notice to the
tenant or nenber 30 days prior to the due date if they have not
responded. The second notice nust advise the tenant or nenber that
Wi thout a current certification, the person will be required to pay
note rate rent or occupancy charge (i.e., the person pays overage)
and that term nation proceedings may be started as of the due date
since an annual recertification is required for continued occupancy.
[Note: |In any event, the borrower is required to pay the overage
amount to RHS according to 8§1951.506 (a)(5)(iii) of Subpart Kto
Part 1951 of this chapter.] |If the tenant or nenber has RA, the
person nust be advised that without a current certification, the
person's RA will be cancel ed and possibly nay not be i mediately
avail abl e for reinstatenment should a proper certification be
provided at a later date. (Revised 05-07-97, SPECI AL PN.)

d When a notice of termination has been served on a tenant or
menber for failure to recertify, the borrower nust provide a copy of
the termination notice to the Servicing Ofice prepared according to

paragraph XIV B of this exhibit. |[If the Servicing Oficial does not
receive a new certification on such person(s), the Servicing
Oficial will annotate the project master list with an E beside the

"Expiration Date of Tenant Certification" on Form RD 1944-29 for the
appropriate tenant(s) or nmenber(s). The Servicing Oficial wll
continue to authorize interest credit and wai ver of overages while
the termination is being actively pursued until resolution of the
term nation. The paynment of RA will be suspended during the

term nation process. Upon conclusion of the term nation process the
RA will either be reinstated or given to another tenant or nenber.
(Revi sed 05-07-97, SPECI AL PN.)

7 The borrower nust submit Form RD 1944-29 to the Servicing Ofice

wi th each paynment, report of overage, or request for RA as required in

paragraph Xl C2 f (1) of this exhibit. The calculations on Part |1 of
the form nmust be for tenants or nmenbers in residence on the first day of
the nonth preceding the paynent due date. All calculations will be nade

as if the tenant or nenber was
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in residence for the full nonth. ADJUSTMENTS W LL NOT BE MADE TO THE
BORROVER' S SUBSI DY, RA REQUEST, PAYMENT, OR OVERAGE CHARGES FOR PERSONS
MOVING I N OR OUT AFTER THE FI RST OF THE MONTH. (See Guide Letter 1930-1
for any necessary Servicing Oficial's response after review of Form RD
1944-29.)

8 Paragraph VIII B 4 b of this exhibit is a required | ease or
occupancy agreenent provision requiring tenants or nenbers to notify the
managenent of any change in gross household i ncone or adjustnents to
i ncome, or size or conposition of household. Upon receipt of such
notice, the borrower nust pronptly obtain a new certification form and
income verification and subnmit it to the Servicing Ofice when there is a
per manent change in size or conposition of the household, or a permanent
i ncrease of $40 or nore per nonth ($480 per year) or a permanent decrease
of $20 or nore per nonth ($240 per year) in gross household incone or
adj ustnment to incone.

9 When a borrower/agent believes that an applicant/tenant or
menber certification or incone verification is inaccurate, they may
provide the information including the tenant's or nmenber's socia
security nunber to the Servicing Ofice requesting a further verification
t hrough the appropriate State enpl oynent agency. The Servicing Ofice

will forward the request to the State Director for subm ssion to the
State Agency that keeps records on the incones of wage earners. The
State Director will develop a nethod of obtaining the information from

the State Agency. Any reasonable cost for information provided by a
State shall be a project expense

10 Landl ords nmay use the foll ow ng enmergency
certification/recertification procedure in the unusual cases descri bed
herein, but nmust otherw se neet the Rural Devel opment subm ssion
requi renents stated in paragraph VII F 1 of this exhibit:

a When a tenant or nenber applicant needs to initially occupy
before incone verification is conplete, or when a borrower has been
unable to initiate recertification on time, an "estimted"
verification my be perfornmed and the certification and the | ease or
occupancy agreenent conpleted and marked "subject to verification of
income." Tenporary verification may al so be obtained through
contacts with individuals who nay be know edgeabl e of the person's
i ncome. When no other verifiable source is available, a witten,
dated, and signed statenent, certifying that the disclosed annua
gross income of the household is accurate to the best know edge of
t he tenant or

(08-30-93) SPECIAL PN
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menber, may be accepted. After normal verification is conpleted,
any needed adjustment in tenant or menber contribution can be nade
and recorded on the certification and when appropriate, the | ease or
occupancy agreenent.

b When a tenant or nenber decides to continue occupancy after
giving indication of vacating the project and insufficient tine
remains to conplete the verification of income or when an enpl oyer
fails to return a verification of inconme on tinme, the procedure of F
10 a of this paragraph may be foll owed.

c When a delay is caused by circunstances beyond the contro
of the tenant or |andlord, such as when del ays are encountered in
receiving verification of inconme, enploynent, etc., fromthird party
sources, the procedure of F 10 a of this paragraph may be foll owed.

G Md-month tenant or nenber certification. The certification
effective date for a tenant or nmenmber starting occupancy on a day other than
the first day of the nonth shall be the first day of the follow ng nonth.
Certification shall be conpleted according to paragraph VII F of this exhibit.

H Resol uti on of suspected inaccurate information. Should forns,
interviews, unit inspections, conplaints, or other information bring into
guestion the accuracy or reasonabl eness of information relied upon to qualify
the residents for occupancy or benefits, it should be further explored and
resol ved by the owner and/or managenent agent. Should the nmatter remin
unsol ved, the borrower or managenent agent may forward a report to the Agency
along with a recommendation for further action. The Agency may eval uate such
material to deternm ne whether further action is warranted. Such actions may
i nclude those authorized under RD Instructions 2012-B, 1940-M or Subpart N of
Part 1951 of this chapter (available in any Rural Devel opnent office).

VIl LEASE AGREEMENTS, OCCUPANCY AGREEMENTS, RULES, AND OTHER TENANT

| NFORMATI ON: A | ease agreenent is a witten contract between a tenant and

| andl ord assuring the tenant quiet, peaceful enjoynment and excl usive
possession of a specific dwelling unit in return for paynent of rent and
reasonabl e use and protection of the property. The contract between a
cooperative nmenber and the cooperative is called an occupancy agreenent.
Shoul d the provisions of any |ease or occupancy agreenent be in violation of
any State or local law, it may be nodified to the extent needed to conply with
the | aw; however, the change should be as consistent as possible with the
provi si ons set out herein.
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A Form of | ease or occupancy agreenent. Each State Director is
encouraged to prepare a sanple |lease formconplying with individual State | aws
and RHS requirenments. Occupancy agreenents for cooperatives are to be
prepared in accordance with applicable State | aws and Subpart E of Part 1944
of this chapter. The State Director may incorporate clauses which neet a
specific need in conpliance with State aw. Any sanple | ease nust be revi ewed
and approved by the OGC before being provided to borrowers as a guide for
preparing an acceptabl e project |ease.

1 Al leases will be in witing. Initial |eases for units for
which tenants are eligible nust cover a period of 1 year. |f the tenant
is not subject to termi nation of occupancy according to paragraph XIV A
of this exhibit, a renewal |ease, or an addendum of |ease extension
shall cover a period of 1 year. Leases for LH may be for shorter periods
where occupancy is typically seasonal. Leases for all tenants signed
after notification of intent to prepay, but prior to prepaynment, nmy be
for a termwhich ends on the date of prepaynent. Leases for tenants who
entered a project with a Letter of Priority Entitlenent and who are
tenmporarily occupying a unit for which they are not occupancy eligible,

wi |l have the clause in paragraph VIII C 1 of this exhibit inserted to
deal with their obligation to nove when an eligible unit becones
avail abl e.

2 Leases and occupancy agreenents nust contain an appropriate
escal ation clause permitting changes in basic and/or note rate rents or
occupancy charges prior to the expiration of the docunent. Such changes
woul d normal Iy be necessary due to changing utility and other operating
costs. Any changes nust be approved by RHS according to Exhibit C of
this subpart. Leases nust specify that no increases in tenant
contribution to rent will take place due to prepaynent of the RHS | oan
during the termof the | ease. Leases nmust also state that should any
Federal subsidies paid to the borrower on behalf of tenants be suspended
or canceled, due to a nonetary or nonnmonetary default by the borrower,
the nonetary paynent made by the tenant to the borrower (or, when
applicable, the nonetary paynent received by the tenant fromthe
borrower) shall not change over that which woul d have been required had
t he subsi dy renmained in place.

3 Pursuant to the Fair Housing Anendnents Act of 1988, no

provi sion nmay be incorporated into a | ease that would prohibit:
(Renunbered 05-07-97, SPECI AL PN.)

(08-30-93) SPECIAL PN
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a Occupancy by famlies with children under 18 years of age.
As applied to housing designated as elderly, those residing with the
el derly househol d who are under 18 years of age may not be excl uded
under the terns of the | ease.

b Occupancy by a person with a handicap who is willing and
abl e to make reasonable nodifications to an apartnent unit, at the
tenant's expense, to afford such person full enjoynent of the
apartnent. The owner may include in the | ease, where reasonabl e,
perm ssion to occupy the apartnent on the condition the tenant
agrees to restore the interior of the apartnent to the condition
that existed before any nodifications, reasonable wear and tear
except ed.

4 In areas where there is a concentration of non-English speaking
i ndividuals in the project or in the community, |eases or occupancy
agreenents and the established rules and regul ati ons for the project
written in both plain English and the appropriate non-English | anguage
nmust be available to the tenants or nenbers. The tenant or nenber shoul d
have the opportunity to exanm ne and execute either form of |ease or
occupancy agreenment. (Renunbered 05-07-97, SPECI AL PN.)

5 The form of | ease or occupancy agreenent to be used by the
borrower and any nodifications of the sane nust be approved by the RHS
Servicing Official. Wen submitting a | ease or occupancy agreenment form
for RHS approval, it nust be acconpanied by a letter froma practicing
attorney licensed in the State regarding its |egal sufficiency and
conpliance with State | aw and RHS regul ati ons. (Renunbered 05-07-97,
SPECI AL PN.)
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6 A copy of a properly conpleted and approved Exhi bit A-6 of
Subpart E of Part 1944 (when the tenant or nenber will pay utilities) and
a copy of the established rules and regulations for the project will be
provided to the tenant or nmenber as attachnents to the | ease or occupancy
agreenent. (Renunmbered 05-07-97, SPECI AL PN.)

7 A copy of a properly conpleted and signed Form RD 1944-8 or HUD
Form 50059 or other HUD approved formfor those tenants receiving HUD
Section 8 tenant subsidy, will be used to calculate each tenant's
contribution and will be provided to the tenant as an attachnent to the
| ease. (Renunbered 05-07-97, SPECI AL PN.)

B Requi red | ease or occupancy agreenent clauses. The follow ng cl auses
will be required in | eases used in connection with RHS-financed housing
projects. Only clauses in paragraphs VIIl B 1, VIII B4 b, VIII B 4 d,

VIIl B4 e VIII B5, and VIII B 7 of this exhibit are applicable to
cooperative occupancy agreenents. (Revised 05-07-97, SPECI AL PN.)

1 All | ease and occupancy agreenents nust include a statenent
indicating that the project is financed by RHS and is subject to
nondi scri m nation provisions of Title VI of the Civil Ri ghts Act of 1964,
Title VIIl of the Fair Housing Act, Section 504 of the Rehabilitation Act
of 1973, and the Age Discrimnation Act of 1975; and that all conplaints
are to be directed to the Administrator, RHS, USDA, Washington, DC
20250. However, conplaints of Fair Housing violations nay be sent
directly to the Secretary of Housing and Urban Devel opnent, WAashi ngton
DC 20410. (Revised 05-07-97, SPECIAL PN.)

2 All | ease agreenents nust specify that should the unit becone
overcrowded or underutilized or should the tenant no | onger neet the
eligibility requirements of the project during the termof the |ease
agreenent, he/she will be required to vacate the unit at the end of the
| ease termunless eligibility can be established foll ow ng specified
steps, such as noving to an appropriate size unit, or an exception is
granted by managenent.

3 All | ease agreenents nust contain a provision that a tenant
househol d's tenancy still exists during the tine that the tenant
househol d' s personal possessions remain in the apartnment unit after
the tenant househol d has personally ceased occupancy with the intent to
vacate and | eave the project, until such tinme the personal possessions
have been renoved voluntarily or by |egal neans, subject to the provision
of State or local law in such matters.
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4 All | eases used in RHS-financed RRH projects nust include the

foll owi ng cl auses except for persons who are elderly, disabled, or

handi capped living in a full profit plan project unless otherw se noted:
(Cooperative occupancy agreenents nust include the clauses contained in
paragraphs VIII B4 b, VIIIl B4 d, and VIII B 4 e of this exhibit.)
(Revi sed 05-07-97, SPECI AL PN.)

a "I understand that | will no longer be eligible for
occupancy in this project if my inconme exceeds the nmaxi num al | owabl e
adj usted inconme as defined periodically by the Rural Housing Service
for the (State/ Territory)."

b "I agree | nust immediately notify the [landlord or
cooperative] when there is a change in ny gross incone or adjustnent
to income, or when there is a change in the nunmber of persons |iving
in the household. | understand ny rent or benefits may be affected
as a result of this information. | also understand that failure to
report such changes may result in ny losing benefits to which | may
be entitled or nmay result in the [landlord or cooperative] taking
corrective action if benefits were m stakenly received. |
understand the corrective action the [landlord or cooperative] may
take includes the initiation of a demand for repaynent of any
benefits or rental subsidies inproperly received, initiation of a
notice to cancel any rental assistance or Section 8 assistance being
received for the balance of ny certification period, initiation of a

notice to increase ny nonthly rent to $____ per nonth (note rate
rent for Plan Il projects or 125 percent of rent in Plan
projects), or initiation of a notice of termnation. | understand

that one or nore of these remedies nmay be initiated at the option of
the [l andl ord or cooperative]."

c "I understand that | nust pronptly notify the | essor of any
ext ended absences and that if | do not personally reside in the unit
for a period exceeding 60 consecutive days, for reasons other than
heal th or energency, ny net nonthly tenant contribution shall be
raised to $___ /per month (note rate rent for Plan Il projects
or 125 percent of rent in Plan | projects) for the period of ny
absence exceedi ng 60 consecutive days. | also understand that
shoul d any rental assistance be suspended or reassigned to other
eligible tenants, | amnot assured that it will still be avail able
to me upon ny return. | also understand that if my absence
continues, that as |landlord, you may take the appropriate steps to
term nate ny tenancy."
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d "I understand that should | receive occupancy benefits to

which | amnot entitled due to ny/our failure to provide information
or due to incorrect information provided by nme or on nmy behal f by
others, or for any other household nmenber, | may be required to nake
restitution and | agree to repay any anount of benefits to which

was not entitled."

e "I understand that inconme certification is a requirenent of
occupancy and | agree to pronptly provide any certifications and
i ncome verifications required by the owner or cooperative board to
permt determination of eligibility and, when applicable, the
nmont hly tenant or nenber contribution to be charged."

5 Leases and occupancy agreenents used by borrowers participating
in the Rural Devel opment RA programwi |l contain the follow ng clauses.
(These clauses can be nade an addendumto the | ease and they nust be
signed by the | essor and | essee):

"I understand and agree that as long as | receive rental assistance, ny
gross nmonthly contribution (as determ ned on the | atest Form RD 1944-8,
whi ch nust be attached to this |ease) for rent or occupancy charge and

utilities will be $ . If I pay any or all utilities directly
(not including tel ephone or cable TV), a utility allowance of $
wi |l be deducted frommy gross nonthly contribution and ny resulting net
nonthly contribution will be $ . If ny net nmonthly contribution
woul d be | ess than zero, the lessor will pay me $

| al so understand and agree that ny nonthly contribution under this |ease
or occupancy agreenent nmay be raised or | owered, based on changes in the
househol d i ncone or adjustnents to inconme, failure to subnit information
necessary to certify inconme, changes in the nunber and age of persons
living in the household, and on the escalation clause in this contract.
Should I no longer receive rental assistance as a result of these
changes, or the rental assistance agreenent executed by the [owner or

cooperative] and Rural Devel opnent expires, | understand and agree that
ny nonthly contribution may be adjusted to no less than $__
(basic) nor nore than $__ (note rate) during the remaining term

of this [l ease or occupancy agreenment], except that based on the
escal ation clause in this contract these rates may be changed by a Rura
Devel opnent approved rent or occupancy charge change."
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[Note No. 1: Eligible borrowers with LH |oans and grants, Plan | direct
RRH or insured RRH | oans approved before August 1, 1968, nmay omt the
words "no less than $ (Basic) nor nore than" fromthe | ast

sentence of the above statenent.]

"I understand that every effort will be nmade to provide rental assistance
so long as | renmain eligible and the rental assistance agreenent between
the [owner or cooperative] and Rural Devel opment remains in effect.
However, should this assistance be term nated | nay arrange to termnate
this contract, giving proper notice as set forth elsewhere in this [|ease
or occupancy agreenment]."

[Note No. 2: The followi ng additional clause is needed by those
borrowers with Plan | direct or insured RRH | oans approved before August

1, 1968.]
"I further agree that should | be permitted to occupy when ny incone
exceeds maximumlimts, | shall pay a 25 percent rental rate surcharge in

addition to nmy rental rate of $

6 For | eases with tenants occupying units in which borrowers are
operating under Plan | either with or without interest credit approved on
or after August 1, 1968:

"I understand and agree that my rent rate of $ (i ncl udes)
(excludes) nmy cost of utilities. | further understand and agree that
should | be permitted to occupy when ny income exceeds maximumlimts,
shall pay a 25 percent rental rate surcharge in addition to ny renta

rate."

7 For | eases or occupancy agreenents in projects which borrowers
are operating under Plan Il Interest Credit Only:

"I understand and agree that my gross nonthly contribution as determn ned
on the | atest Form RD 1944-8, which nust be attached to this contract,
for [rent or occupancy charge] and utilities will be $_
If | pay any or all utilities directly (not including tel ephone or cable
TV), a utility allowance of $ wi || be deducted from my gross
nmonthly [rent or occupancy charge] except that | will pay not |ess than
the basic rent nor nore than the note rate [rent or occupancy charge]
stated below. M net nonthly [rent or occupancy charge] will be
S .| understand that should | receive rental subsidy benefits
(interest credit) to which | amnot entitled, | may be required to nmeke
restitution and | agree to pay any anount of benefit to which | was not
entitled. | also understand and agree that my nonthly tenant [rent or
occupancy charge] under this [l ease or occupancy agreenent] my be raised

or | owered based on changes in
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t he household incone, failure to submt information necessary to certify
i ncome, changes in the nunber and age of persons living in the househol d,
and on the escalation clause in this contract. M [rent or occupancy

charge] will not, however, be less than $ (basic) nor nore than

S (note rate) during the termof this contract, except that
based on the escalation clause in this [|ease or occupancy agreenent],
these rental rates or occupancy charges nmay be changed by a Rura

Devel opnent approved [rent or occupancy charge] change."

8 Leases used by borrowers with LH | oans and/or grants will use
the foll owi ng additional clauses:

a "I understand that the project is operated and naintai ned
for the purpose of providing housing for donestic farm |l aborers and
their imediate fanilies. | do hereby certify that a substantia
portion of ny inmmediate family income is and will be derived from
farmlabor. | further understand that domestic farm | abor neans
persons who receive a substantial portion of their incone as
| aborers on farns in the United States and either are citizens of
the United States, or reside in the United States, Puerto Rico, or
the Virgin Islands, after being legally admtted for pernanent
resi dence therein, and may include the inmediate fam lies of such
persons. Laborers on farns may include | aborers engaged in handling
agricultural commodities while in the unprocessed stage. It also
i ncludes | abor for the production of aquatic organisns under a
controll ed or selected environnent."

b "I agree that if my household i ncone ceases to be
substantially fromfarm |l abor for reasons other than disability or
retirement, | will vacate nmy dwelling after proper notification by
t he owner."

9 All leases, including all renewal |eases, shall contain the

foll owi ng cl ause:

"I't is understood that the use, attenpted use, or possession

manuf acture, sale, or distribution of an illegal controlled substance (as
defined by local, State, or federal law) while in or on any part of this
apartnent conplex or cooperative is an illegal act. It is further

under st ood that such action is a material |ease violation. Such
violations (hereafter called a "drug violation") nmay be evi denced upon
the adm ssion to or conviction of a drug violation.
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The |l andlord may require any | essee or other adult nmenber of the tenant
househol d occupying the unit (or other adult or nonadult person outside
the tenant household who is using the unit) who comrits a drug violation
to vacate the |eased unit permanently, within tinmefranmes set by the

| andl ord, and not thereafter enter upon the landlord' s premnises or the

| essee unit without the landlord' s prior consent as a condition for

conti nued occupancy by nenbers of the tenant household. The |andlord may
deny consent for entry unless the person agrees to not conmit a drug
violation in the future and is either actively participating in a
counseling or recovery program conplying with court orders related to a
drug violation, or conpleted a counseling or recovery program

The landlord may require any | essee to show evidence that any nonadul t
menber of the tenant househol d occupying the unit, who comritted a drug
violation, agrees to not conmit a drug violation in the future, and to
show evi dence that the person is either actively seeking or receiving
assi stance through a counseling or recovery program conplying with court
orders related to a drug violation, conpleted a counseling or recovery
programwi thin tineframes specified by the landlord as a condition for
conti nued occupancy in the unit. Should a further drug violation be
committed by any nonadult person occupying the unit the |andlord may
require the person to be severed fromtenancy as a condition for

conti nued occupancy by the | essee.

If a person vacating the unit, as a result of the above policies, is one
of the | essees, the person shall be severed fromthe tenancy and the

| ease shall continue anmobng any other renmmining |l essees and the | andl ord.
The |l andlord may al so, at the option of the |andlord, permt another
adult member of the household to be a | essee.

Shoul d any of the above provisions governing a drug violation be found to
violate any of the laws of the | and the renmining enforceabl e provisions
shall remain in effect. The provisions set out above do not suppl ant any
rights of tenants afforded by | aw'

C Special |ease clause.

1 Handi capped accessi ble units occupi ed by those not needing
speci ally designed features. A clause should be used in addition to the
required clauses in the special situation where managenent tenporarily
assi gns a nonhandi capped househol d to occupy a handi capped accessi bl e
unit specially designed for handi capped househol ds under the conditions
of paragraph VI D2 g of this exhibit. Any agreenents between the
| andl ord and the tenant concerni ng who bears the costs of noving to
anot her suitably sized vacant unit should be docunented.
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"“I/we acknow edge that |/we am are occupyi ng a designated handi capped
accessible unit. [|/we acknowl edge that priority for such units is given
to those needi ng special physical design features. |/we acknow edge that
I/we anmfare permitted to occupy the unit until nmanagenent issues a notice
that a priority applicant is on the waiting list and that I/we nust nove
to another suitably sized vacant unit in the project. Upon receivVing
this notice, |I/we agree to nove at [my/our own] [shared (as agreed)]
[project] expense within 30 cal endar days to the suitably sized vacant

unit within the project, if one is available. |[|/we further understand
my/ our rental rate will change, when appropriate, to the rental rate for
the unit I/we nove to and this |lease will be nodified accordingly."

2 Prepaynment subject to restrictive-use covenants. Upon RHS
approval and acceptance of a prepaynent, subject to restrictive-use
covenants, the landlord will ensure all existing tenant |eases and
renewal s of such | eases are anmended to include the foll ow ng provisions:

"As a condition of the Governnent's approval of a request to accept early
payment on notes owed, the tenant household is protected, to the extent
herei n di scl osed, against involuntary displacenent (except for good
cause) and agai nst having the tenant househol d contribution level (rent)
materially increased until [insert a date 20 years fromthe date of the

| ast RHS | oan or servicing action nmaking the | oan subject to prepaynent
restrictions, or insert "the tenant household deci des to nove" depending
on the restrictive-use provision accepted by the owner (see 81965. 215
(e)(5) of Subpart E of Part 1965 of this chapter)]. Specifically, the
tenant househol d contribution |evel (rent) nust be consistent with those
necessary to nmaintain the project for | ow and noderate-incone tenants.
Those tenant househol ds whose tenant household contribution |evel (rent)
did not exceed 30 percent of their nmonthly adjusted inconme at the tine
the prepaynent was accepted, may have their tenant househol d contribution
I evel (rent) raised to the | esser of 30 percent of their nonthly adjusted
i ncome or 10 percent of their gross nonthly income per year. Those

t enant househol ds whose tenant household contribution |evel (rent)
exceeded 30 percent of their nonthly adjusted incone at the tine the
prepaynment was accepted, may have their tenant househol d contribution
level (rent) raised to the lesser of the latest U S. Consumer Price |ndex
or 10 percent per year."

D Oher |lease provisions. All |eases or occupancy agreenments must
contain provisions covering:
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1 Names of the parties to the contract and all individuals to
reside in the unit and the identification of the unit.

2 The ampunt and due date of nonthly contributions. (Revised
05-07-97, SPECIAL PN.)

3 Any penalty for late paynent of nmonthly contributions according
to paragraph I X B of this exhibit.

4 The utilities and quantities thereof and the services and
equi pnment to be furnished to the tenant or nenber by the managenment or
cooperative and the tenant's or nenber's responsibility to pay utility
charges pronptly when due.

5 The process by which contribution and eligibility for occupancy
shall be deternm ned and redeterm ned including:

a The frequency of such contribution and eligibility
det er m nati ons.

b The information which the tenant or nenber shall supply to
permt such determinations: wusually, incone verification; nanes and
ages of househol d nenbers; in congregate facilities, only that
essential information about the person's request for provided
services(s) to deterni ne whether the project provides the services
requested by the applicant/tenant and/or to determ ne how to best
serve the applicant's/tenant's/nenber's request with reasonable
accommodation, referral services, etc. |In the case of a group hone,
the informati on nay al so include an assessment by a professiona
medi cal exam ner or practitioner, social service caseworker
representative of an advocacy group, nenber of the clergy, etc.
that the tenant/applicant provides to support the application or
recertification for housing and services.

c The standards by which rents or occupancy charge,
eligibility, and appropriate dwelling unit size shall be determ ned

d Tenant's househol d agreenent to nove to a unit of
appropriate size if the household size changes.

e The circunstances under which a tenant or nenber may
request a redeternination of tenant contribution

f The effect of msrepresentation by the tenant or nenber of
the facts upon which contributions or eligibility determ nations are
based.
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g The tinme at which shelter cost change, contribution
changes, or notice of ineligibility shall becone effective.

6 The limtation upon the tenant or nenber of the right to the use
and occupancy of the dwellings. Limtations may not be discrimnatory in
nat ur e.

7 The responsibilities of the tenant or nenber in the nmaintenance
of the dwelling and the obligation for intentional or negligent failure
to do so.

8 Agreenent of nmmnagenent or cooperative to accept a tenant or
menber contribution without regard to any other charges owed by tenant or
menber to nmanagenent or cooperative and to seek separate | egal renedy for
the coll ection of any other charges which may accrue to nmanagenent from
tenant (s) or nenber(s).

9 The responsibility of managenment to maintain the buildings and
any comon areas in a decent, safe, and sanitary condition in accordance
with local housing codes and Rural Devel opnent regulations, and its
liabilities for failure to do so.

10 The responsibility of managenent or cooperative to provide the
tenant or menber with a witten statement of the condition of the
dwel l'ing unit (when the tenant or nenber initially enters into occupancy
and when vacating the dwelling unit), and the conditions under which the
tenant or nenber nmmy participate in the inspection of the premi ses which
is the basis for such statenent.

11 The circunstances under whi ch nmanagenent or the cooperative may
enter the prem ses during the tenant's or menber's possession thereof,
i ncluding a periodic inspection of the dwelling unit as a part of a
preventi ve mai nt enance program

12 Responsibility of tenant or nenber to advi se managenent or the
cooperative of any planned absence for an extended period, usually 2
weeks or nore.

13 Agreenent that tenant or nmenber may not |let or sublet all or any
part of the prem ses without the consent of nmnagenent or cooperative and
Rural Devel opnent.

14 Understanding that should the RRH project be sold to a buyer

approved by Rural Devel opnent, the lease will be transferred to the new
owner .
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15 The formalities that shall be observed by nanagenent or the
cooperative and the tenant or nenber in giving notice one to the other as
may be called for under the ternms of the | ease or occupancy agreenent.

16 The circunstances under whi ch nmanagenent or the cooperative may
term nate the | ease or occupancy agreenent, all limted to good cause,
and the length of notice required for the tenant or nenber to exercise
the right to term nate.

17 The procedure for handling tenant's or nenber's abandoned
property as provided by State | aw

18 Disposition of | ease or occupancy agreenent if buil ding becones
uni nhabi t abl e because of fire or other disaster. Right of owner or
cooperative to repair or rehabilitate the building within a certain
period or term nate the | ease or occupancy agreenent.

19 The agreenent that any tenant or nenber grievance or appeal from
managenent's or cooperative's decision shall be resolved in accordance
with procedures consistent with Rural Devel opnent regul ati ons covering
such procedures which are posted in the rental office or at the
cooperative

20 That the |l ease may be term nated by the tenant, with 30 days
notice, prior to expiration of its termfor "good cause" such as noving
to another location for enploynent, |oss of job, severe illness, death of
spouse, or other reasons customary or mandatory in the comunity, or
after notification by RRH borrower of intent to prepay. The prior notice
on which a cooperative nenber nay cancel an occupancy agreenent for "good
cause" shall be 4 nonths.

21 The usual signature clause attesting that the | ease or occupancy
agreenent has been executed by the parties.

E Prohi bited | ease or occupancy agreenent clauses. Clauses in the

classifications |listed below shall not be included in any | ease or occupancy
agreenent .

1 Conf essi on of judgnent. Prior consent by tenant or nenber to
any lawsuit the landlord or board may bring against the tenant or nenber
in connection with the | ease or occupancy agreenent and to a judgnent in
favor of the landlord or board.

2 Distraint for rental or occupancy charge or other charges.
Aut hori zation to the |andlord or cooperative board to take property of
the tenant or nenber and hold it as a pledge until the tenant or nenber
perfornms any obligation which the |andlord has deternined the tenant or
menber has failed to perform
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3 Excul patory cl ause. Agreenent by tenant or nenber not to hold
the landlord or landlord' s agents or cooperative board liable for any
acts or onissions whether intentional or negligent on the part of the
| andl ord or the landlord' s authorized representative or agents or the
cooperative board.

4 Wai ver of legal notice by tenant or nmenber prior to actions for
evi ction or nmoney judgnents. Agreenment by tenant or nenber that the
| andl ord or board may institute suit wi thout any notice to the tenant or
menber that the suit had been fil ed.

5 Wai ver of |egal proceedings. Authorization to the |landlord or
board to evict the tenant or nmenber or hold or sell the tenant's or
menber's possessi ons whenever the | andlord or board determ nes that a
breach or default has occurred.

6 Wai ver of jury trial. Authorization to the |andlord's or
board's | awyer to appear in court for the tenant or menber and to waive
the tenant's or nenber's right to trial by jury.

7 Wai ver of right to appeal judicial error in |egal proceedings.
Aut hori zation to the landlord's or board's |awer to waive the tenant's
or nenber's right to appeal on the ground of judicial error in any suit
or the tenant's or menber's right to file a suit in equity to prevent
the execution of a judgment.

8 Tenant or nenber chargeable with costs or |egal actions
regardl ess of outcone. Agreenment by the tenant or nmenber to pay
attorney's fees or other legal costs whenever the |andlord or board
decides to take action against the tenant or nenber even though the court
finds in favor of the tenant or menber. (Onission of this clause does
not nmean that the tenant or nenber, as a party to a |lawsuit, nay not be
obligated to pay attorney's fees or other costs if the tenant or nenber
| oses the suit.)

F Modi fication of |ease or occupancy agreenent and notification to
tenants or nenbers. The landlord or board may nodify the terns and conditions
of the | ease or occupancy agreenent with Rural Devel opment prior consent,
effective at the end of the initial termor a successive term by serving an
appropriate notice on the tenant or nenber, together with the tender of a
revi sed | ease or occupancy agreenent or an addendum revising the existing
| ease or occupancy agreenment. This notice and tender shall be delivered to
the tenant or nenber either by first-class nail, properly stanped and
addressed or hand-delivered to the premises to an adult nenber of the
househol d. The date on which the notice shall be deemed to be
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received by the tenant or nenber shall be the date on which the first-class
letter is mailed or the date on which the copy of the notice is delivered to
the premises. The notice nmust be received at | east 30 days prior to the | ast
date on which the tenant or nenber has the right to ternminate the occupancy
Wi t hout executing the revised | ease or occupancy agreenent. The notice nust
advise the tenants or nenbers that they may appeal nodifications to the | ease
or occupancy agreenent in accordance

with Subpart L of Part 1944 of this chapter if the nodification will result in
a denial, substantial reduction, or term nation of benefits being received.
The sane notification will be applicable to any changes in the rules and
regul ati ons for the project.

G Occupancy rules and informative material. COccupancy rul es establish
the basis for the nanagenent-tenant or nenber relationship. COccupancy rules
and regul ati ons nust be provided and expl ai ned by the project managenent to
enabl e the tenant or nenber to understand the purposes, objectives, and
standards of the project. The rules will be approved by the Rural Devel opnent
State Director or designee, generally together with the project nanagenent
pl an, managenent agreenent, and | ease or occupancy agreenent form

1 Al'l rules for occupancy and rent or occupancy charge structures
will be in witing posted conspicuously in the borrower's and/or
manager's offices and provided to each tenant or nenber with the | ease or
occupancy agreenent.

2 Proposed changes of any rules for occupancy nust be nade
avai l abl e to each tenant or nenber at |east 30 days in advance of
i mpl enentation, and tenants or nmenbers nust be advised that they may
appeal changes in accordance with Rural Devel opnent tenant grievance and
appeal s procedure Subpart L of Part 1944 of this chapter

3 Landl ords or cooperatives may not place unreasonabl e
restrictions on residents desiring to use federally financed conmunity
rooms for their enjoynent. No rule may infringe on the rights of the
rental tenants to organi ze an associ ation of tenants. Such associations
may be organized to bargain with managenent, as well as to act socially
and/or provide for the welfare of its nmenbers. The project managenent
person or organi zation should be available and willing to work with a
tenant organi zation. Exanples of unreasonable restrictions include rules
requiri ng managenent representatives to be present in order to use
community roons, rules barring tenant or cooperative organizationa
nmeetings fromusing the roons, or rules requiring managenent
representatives to be present at any resident organi zati onal neeting held
in community roons.
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4 Rul es may be pronulgated that prohibit activities which are
detrinental to managenent, tenants and nmenbers. Such activities include
threats to the health or safety of other tenants or nenbers or the
enpl oyees of the borrower, interference with the quiet enjoynent of the
prem ses by other tenants or nmenbers, or damage to the physical structure
of the project.

5 The borrower nmay choose to provide rules for nonelderly projects
that either permt or exclude pets except that no rules may be
promul gated that would prohibit the occupancy of a household nenber who
requires the services of a service aninal to achieve the normal function
of that househol d menber

6 For each RRH project or portion of a project specifically
designated for the elderly, the borrower nust have established project
rules permtting elderly, handi capped, or disabled tenants to keep
commonly accepted household pets. These pet rules are to be governed by
the foll owi ng guidelines:

a Pet rul es nmust not:

(1) Prohibit, prevent, restrict, or discrimnate against
any tenant who owns or keeps a pet in their apartnent unit,
with respect to continued occupancy in the project unless the
approved project pet rules are viol ated.

(2) Prohibit, prevent, restrict, or discrimnate against
any applicant who owns a pet with respect to obtaining
occupancy in the project.

(3) Charge an extra nonthly rental charge for pets.

b Borrowers with operational projects nust consult with the
tenants of the project when revising pet rules and retain
docunent ati on on how the consultation process was conducted.

c Borrowers with new projects will establish pet rules prior
to occupancy, but nmay revise those rul es based on tenant coments
and suggestions received after rent-up begins.

d Pet rules will be approved by Rural Devel opnent as part of,
or an anendnent to, the project |ease. Rural Devel opnent approva
wi |l be granted when the rules neet the provisions and intent of

thi s subparagraph.
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e Pet rules will be reasonable and will be witten to
consider at least the follow ng factors:

(1) Density of project units.
(2) Pet size
(3) Type of pet.

(4) Potential financial obligations of tenants who own or
keep pets.

(5) Standards of pet care.

(6) Pet exercise areas.

(7) State and | ocal aninmal |aws or ordi nances.
(8) Liability insurance.

f Pet rules nmust allow the borrower or project manager
authorization to remove fromthe project any pet whose conduct or
condition is duly determined to constitute a nuisance or threat to
the health or safety of other tenants or nenbers in the project or
persons in the surrounding community.

7 Initial rules will be attached to the | ease or occupancy
agreenent. Approval by Rural Devel opnent for changes and additi ons may
be requested as needed.

8 The following itens illustrate areas that are anong those which
shoul d be addressed in rules or infornmative materials devel oped by
managenent and provided to all tenants or nenbers prior to nove-in:

a Expl anati on of rights and responsibilities under the |ease
or occupancy agreenent. Where a non-English | anguage is commpn to a
project area, a |lease or occupancy agreenent witten in that

| anguage shoul d al so be provided.

b Rent paynment or occupancy charge policies and procedures
shoul d be fully explained.

c Policy on periodic inspection of units.
d Respondi ng to tenant or nmenber conpl ai nts.

e Mai nt enance request procedure.
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f Project services and facilities available to tenants or
menbers.

g O fice location, hours, and energency tel ephone nunbers.

h Map showi ng | ocation of community facilities including
schools, health care, libraries, parks, etc.

i Restrictions on storage and prohibition agai nst abandoni ng
vehicles in the project area.

i A rental project newsletter or other printed nmateria
distributed to potential tenants or the public. If a newsletter or
other printed material is desired, it nmust contain an appropriate
nondi scri m nation statenment, or fair housing slogan or | ogotype.

k Community and public transportation schedul es.

9 Tenant or nenber nmay be permitted to have a guest(s) visit their
househol d. However, the landlord reserves the right to request a
recorded declaration of domcile or proof of domcile if it is suspected
that the guest is an unauthorized househol d occupant. Such suspicion may
ari se whenever an adult person(s) is making reoccurring visits or one
continuous visit of 14 days and/or nights in a 45-day period w thout
prior notification of the managenent. Should the tenant or person in
guestion not provide the requested informati on needed to confirm ot her
donmicile, or should the facts be sufficient to evidence domicile in the
project, then the landlord may consi der such person(s) a nenber of the
tenant household and may enforce any | ease covenants shown to be broken
and/or require recertification.

10 No provisions nmay be incorporated into occupancy rul es that
woul d di scrimnate agai nst or otherw se deny equal opportunity to any
person (whether the tenant or a person associated with the tenant) in the
ternms, conditions, or privileges of rental of a dwelling unit, or in the
provi sion for services or facilities in connection wherew th, because of
race, color, religion, sex, famlial status, National origin, or
handi cap.

11 The borrower nust establish and enforce rules to ensure there
are reasonabl e accommopdati ons to persons who are handi capped or di sabl ed.
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H Security deposits.

1 Security deposits are encouraged and they should be used when it
is reasonabl e and customary for the area for assurance of rental paynent
or charges for damages. The anpunt of security deposits nust be
reflected in the borrower's managenent plan and nay not be changed
wi thout the witten consent of the Rural Devel opnent Servicing Oficial.
When security deposits are used, they should not exceed an anpunt equa
to the net tenant contribution for one nmonth or basic rent, whichever is
greater. Famlies receiving a HUD rental subsidy will pay security
deposits according to HUD requirenents. |In an elderly project, the
anount of additional security deposit for pets nust be reasonabl e and not
designed to prohibit or discourage tenancy but in no case should it
exceed the basic rent of the project. Wiere a service animal is
necessary for the normal function of a household nmenber, an additiona
security deposit for the animal may not be charged. A nenbership fee,
equal to one nonth's occupancy charge, will be required from nenbers of a
cooperative

2 Security deposits for persons eligible for RA or Section 8
assi stance shall be adm nistered in a manner to prevent hardship on the
househol d. |f such tenants or nenbers cannot pay the full anount
initially, they may be given terns that nmay ordinarily:

a For RRH projects, not exceed a downpaynent of 30 percent of
adj usted nonthly inconme plus $15 per nonth or that ampbunt needed
monthly to conplete the security deposit within 3 nonths, whichever
is greater (landlords may provide paynent over |longer terns if
desired). For RCH projects, not exceed an initial paynent of $25
pl us the amount needed nonthly to conplete the nenbership fee within
3 nmonths (longer terns nmay be permitted if desired by the project).
Shoul d installments not be nmet, the total security deposit charge
may become due and payable in full

b For lowincome farmmrkers in an LH project, not exceed $25
downpaynment and $15 per nonth until an equival ent of one nonth's
project rent is reached. |In the case of mgrants who will occupy
the units for a short period of time, exception to this policy by
Rural Devel opnent may be made upon witten request fromthe borrower
when it is shown that such deposits need to be raised to protect the
interest of the government and it will not create a hardship on the
t enants.

3 Security deposits or menbership fees shall be handled in
accordance with any State or local |aws governing security deposits.
Both security deposits and nmenbership fees shall be deposited in a
separate account when required by State or local law, and such funds
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nmust be held in a Federally insured institution, and shall be handled in
accordance with any State or local |aws governing such deposits. Funds
in the security deposit account shall only be used for authorized
purposes as i ntended and represented by the project managenent in the
managenment plan, and until so used, shall be held by the borrower in
trust for the respective tenants. Funds in the nmenbership fee account
shall only be used for authorized purposes, until so used, shall be held
by the borrower in trust for the respective nenbers.

4 Borrowers nmmy assess fair and reasonabl e charges to the security
deposit or nenbership fee for danage and | oss caused or allowed by the
tenant or nenber. An item zed accounting for such charges nust be
presented to the tenant or menber after the nobve-out inspection provided
for in paragraph X E 2 of this exhibit, unless the tenant or nenber has
abandoned the property and his/her whereabouts are unknown and cannot be
ascertained after reasonable inquiry.

5 The owner may not increase, for persons with handi caps, any
customarily required security or nmenbership fee deposit for restoration
made to earlier nodifications that pernmitted the handi capped person's
full enjoynent of the dwelling unit. However, where it is necessary in
order to ensure with reasonable certainty that funds will be available to
pay for the restoration(s) at the end of the occupancy, the borrower may
negotiate as part of such a restoration agreenment, a provision requiring
that the tenant or nmenber pay into an interest bearing escrow account,
over a reasonabl e period, a reasonable ambunt of npney not to exceed the
cost of the restorations(s). The interest in any such account shal
accrue to the benefit of the tenant or menber

I Leases for Section 8 and Section 8 Rental Certificate or Renta
Voucher tenants/nenbers. CGuidance on |eases for such tenants/menmbers is set
out herein; however, the use of any addendum necessary to neet the
requi renents of Rural Devel opment, HUD, or other provider of subsidy or
assi stance as needed to conply with the requirenents of any such other
program nmay be used as needed. Whenever conflicts or disputes arise, the
servicing office may forward a request for guidance to the State Director
along with any recommendation. The State Director nmay take those actions
necessary to resolve the issue with the advice and consent of the O fice of
t he General Counsel

1 Bor r ower s/ Managenent agents are encouraged to use HUD approved
| ease agreenents. Evidence of HUD s approval should be contained in the
borrower casefile.
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2 The HUD approved | ease nust include nodifications or addenda
that nmeet the conditions or requirenents of paragraphs VIII A B 1, B 2,
and B 3 of this subpart.

3 An Rural Devel opnment - approved | ease may al so be used when
acceptable by HUD and the | ocal housing authority when this option proves
nore practi cal

I X RENT OR OCCUPANCY CHARGE COLLECTI ON AND ACCOUNT SERVI ClI NG Rents or
occupancy charges should be due on the first day of each nonth of the |ease
period. The tine and place of on-site collection and/or the correct address
for paynment by mail should be well publicized and consideration should be
given to an after-hours depository if needed.

A Receipts. A formof serially-nunbered receipts should be sel ected
for use and the collection agent held accountable for every receipt. Optiona
col l ection services may be considered when they are avail abl e.

B Del i nquencies. A systemto identify and detect unpaid rents or
occupancy charges within the project should be instituted in the managenent
pl an and nmade known to tenants in their |ease. The borrower nay adopt the
| ate rental paynent penalty and grace period prescribed by State | aw,
ot herwi se, they may not exceed a grace period of 10 days fromthe rental or
occupancy charge due date and not have the | ate paynent penalty exceed the
hi ghest of:

1 An amount up to $10 after the grace period, or

2 An anount equal to 5 percent of the tenant's gross tenant
contribution (GIC) (found at line 30 of Form 1944-8) after the grace
peri od,

3 Any | ate paynent policy established should address unusua
situations such as tenants receiving incone from Social Security, pension
and retirement type funds that tenants receive routinely in the few days
following the first day of a nonth. A 5-day grace period follow ng the
usual receipt date of such paynent could be permtted.

4 The plan should al so address any provisions for waivers of late
payment penalty, if appropriate

C Recapture of inproperly advanced RA and interest credit. Recapture
of inproperly advanced RA and interest credit will be processed in accordance
with Subpart N of Part 1951 of this chapter
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D Project late fees on Predetern ned Anorti zati on Schedul e System
(PASS) accounts.

1 Project |ate fees are charged on PASS account | oan paynments not
recei ved by Rural Devel opnent by cl ose of business of the 10th day of the
nonth as further described in 8§1951.510 (c)(2) of Subpart K of Part 1951
of this chapter.

2 A borrower may request in witing a waiver of a late fee
according to 81951.510 (c)(2) of Subpart K of Part 1951 of this chapter.
Borrowers mmy appeal a denial of a request for a late fee waiver under
the Agency's uniform appeal procedures set out in Subpart B of Part 1900
of this chapter.

3 Late fee waivers are determ ned to be a benefit to the borrower
entity and nust be reported to IRS by the Rural Devel opnent Finance
Ofice.

4 If the cause of the late fee is a Rural Devel opnment accounting
systemerror, the Rural Devel opnent may suspend sending nonthly billings
to the borrower until the error is corrected. |If delinquency persists
after correcting the error, late fees will be charged. Late fees charged
as a result of Rural Devel opnent error will be administratively corrected
and not reported to IRS by the Rural Devel opnent Finance O fice.

5 Except for cooperatives, project |late fees are not a project
expense. Borrowers shall record a line itementry on FormRD 1930-7
showing | ate fees, offset by an equal transfer-in of the borrower's own
funds or a reduction of the borrower's return to owner.

X MAI NTENANCE: Mai ntenance is the process by which a project is kept up in
all respects and includes | and, buildings, and equi pnment. Mai ntenance
responsibilities will be included in the managenent plan. Proper nmintenance
will help to keep a good inmage for the project, help to nininze vacanci es,
and help to preserve the project. Plans and policies for inspections,
effective mai ntenance and repair are to be established at the outset and

nodi fied periodically as needed. The follow ng types of maintenance are
necessary:

A Routine maintenance. Routine maintenance and repairs will be those
cost itenms and services included in the annual budgets to be paid out of the
operations and mai ntenance expense account. It includes regular nmintenance
tasks of the project that can be preschedul ed or planned for, based on
equi pnent availability and property characteristics.
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tasks perforned on a regular basis to naintain the appearance of the project
and to prevent an accunul ation of debris and subsequent deterioration.

B Responsi ve mai ntenance. This includes all maintenance tasks
performed in response to either requests for service fromtenants or nenbers
or unpl anned breakdowns. An essential part of any nmintenance systemis to
pl an for requests comng fromthe dwelling units and for enmergencies occurring
in the systens serving the apartnents. The project manager or the
cooperative's board of directors should develop a plan to focus on: who
receives the requests, how they are handl ed, how specific enpl oyees or nenbers
are assigned to the tasks, and what kind of records are kept. The capacity of
the project nmanager or board to respond to requests and energencies is one of
the true tests of a successful maintenance program

C Preventive maintenance. This is simlar to inspection type
mai nt enance. Regul ar checki ng and servicing of equi pnment and systens is done
as required by service infornmation. Preventive nmintenance of mechanica
systens, building exteriors, elevators, and heating and cooling systens in
projects require specially trained personnel. The project manager shoul d
establish biweekly or nonthly schedules in which the routine oiling,
adjusting, replacing of filters, and the |like is done based on manufacturer's
manual s and specifications.

D Long-term nai ntenance and repl acenent (curable depreciation). These
are mmj or expense itens which normally do not occur on an annual basis and
cannot be afforded from an annual budget incone. These expenses include itens
such as repaving the parking lot or repainting an entire building or project;
repl acenent of furnishings and equi pnent, including such itens as stoves,
refrigerators, carpets, water heaters, furnaces, etc., whenever such
repl acenents are beyond the capacity of the project to pay out of the norma
operating budget. The borrower nmay request pernission to use reserve funds to
pay for these expenses when they occur. However, use of funds out of the
reserve account nust be preapproved by Rural Devel opnent.

E I nspection mai ntenance. These are mai ntenance inspections perforned
periodically to discover problens before crisis situations develop. The
foll owi ng inspections of each apartnent should be made at appropriate tines:

1 Move-in i nspection. Before nove-in occurs, the management and
the applicant accepted for occupancy shoul d together inspect the unit to
be occupi ed and agree upon any needed repairs. A witten inspection
report shall be prepared and a copy retained in the tenant's or nenber's
file. Any of the identified deficiencies not
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corrected prior to occupancy should be noted on the | ease or occupancy
agreenent or inspection nove-in report and signed by the tenant or nenber
and borrower's or cooperative's representative.

2 Move- out inspection. An inspection should be scheduled with the
tenant or nenber when the managenent becones aware that the tenant or
menber is nmoving out or has vacated the unit. \Whenever possible, the
i nspection should be perfornmed after the furniture has been noved out and
before any portion of the security deposit or nmenbership fee is returned
to the tenant or nenber. Any repairs or costs to be charged to the
tenant or nenber will be according to the terns of the | ease or occupancy
agreenent, local |aw, and regul ati ons governing security deposits or
menbership fees in paragraph VIII H of this exhibit.

3 Periodic inspection. An inspection of this type should be nmade
at |l east annually. The borrower should make provisions in the | ease or
occupancy agreenent for periodic inspection of the units as a part of a
preventi ve mai ntenance program

Xl RENT OR OCCUPANCY CHARGE AND/ OR UTILITY ALLOMNCE CHANGES: It may be
necessary as operating costs and/or revenues fluctuate to consider a change of
rental or occupancy charge rates and/or utility allowance to keep the project
vi abl e. Before any change of rates or utility allowances may occur, prior
written consent of Rural Devel oprment is required. The procedure to request
and i nplenent a rental or occupancy charge and/or utility allowance change is
specifically covered in Exhibit C of this subpart.

X'l BORROVWER PROQJECT BUDGETS:

A Budget devel opnment and preparation. Borrowers are responsible for
devel opi ng project budgets using past actual experiences in devel oping
realistic forecasts of projected project operations. The budgets nust reflect
realistic income sources, uses and anounts of funds, and allow realistic
vacancy and contingency factors. GCenerated funds nust be sufficient to pay
the forecasted operating costs and authorized expenditures of the project
i ncluding reserves and return on investnent, |eaving adequate cash on hand as
a normal course of business. Wen the incone fromtypical project operations
(operational inconme) is not sufficient to nmeet the normal project cash
requi renents, the borrower is responsible for reducing expenditures, seeking
Rural Devel opnent consent for authorized withdrawals fromthe reserve account,
and/ or providing other funds (nonoperational funds) to neet project budget
requi renents.
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1 Budgets wi Il be prepared according to the instructions contained
in Form RD 1930-7.

2 Borrowers are required to devel op a project budget annually.

3 Budgets will cover a 12-nmonth period selected by the borrower
that is to be the project fiscal year of operation

4 Separate budgets will be devel oped for each project when the
borrower owns nore than one MFH project.

5 The priority order of planned and actual budget expenditures
will be:

Critical operating and nmmi ntenance expenses.
Rural Devel opnent debt service

Reserve account requirenents.

Ot her authorized expenditures.

Return on owner's investmnent.

O Q0O T

6 Project funds may not be used for borrower organizationa
expenses, except in the case of a cooperative or a nonprofit
or gani zati on.

7 When tenants pay their own utilities, an updated or current
Exhibit A-6 to Subpart E of Part 1944 of this chapter is to acconpany
each budget submitted to Rural Devel opment for approval with
justification to either retain or change the utility allowance(s).

8 When pl anned expenses appear to be excessive (such as when
expenses at any subtotal |evel on the budget exceed 5 percent of that
shown for typical costs for the area) for the area based on current cost
data, the Rural Devel opnent budget approval official may require
justification prior to any approval action. Such justifications may
i nclude evidence that the cost is in line with what others charge for the
same or simlar services (i.e., cost estinmates from others, sunmaries of
rental housing revenues and expenditures from Agency or third-party
sources, etc.). Such evidence may also be verified by the Agency at its
option. When differences cannot be nmutually resolved, the request for
budget approval may be denied and the borrower or the borrower's
designated representative will be advised of any applicable appeal rights
in accordance with Subpart B of Part 1900 of this chapter. Any
unapproved expenditure actually paid which is clearly in excess of a fair
and equi tabl e anount may be required
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to be repaid to the project fromany authorized return on owner's
i nvestment or from nonproject sources, such that tenant rents will not be
i ncreased.

B Return on investnents authorized by borrower's RRH | oan
agreenent/resol ution.

1 Limted profit borrowers nmay take the return authorized for the
project's current budget year without further Rural Devel opnent approva
under the followi ng conditions. (Note: This does not require del aying
taking a return on owner's investnent pending submn ssion, review and/or
action on any required audit by Agency officials):

a Payment may be nade only once a year based on the
project's financial condition as of the end of the project fisca
year. Borrowers are encouraged to draw the return on investnent in
the days or weeks imediately follow ng close of the fiscal year
The return on owner's investnment nust be taken within 9 nonths of
the | ast day earned, except when the circunstances described in
paragraph XIl B 2 a of this exhibit are applicable.

b Payment must have been approved as part of the borrower's
annual budget on Form RD 1930-7.

c The project nust produce inconme at approved nonthly rental
rates during that year, which is used to pay for the project
expenses in accordance with the approved budget and, when
appropriate, an approved servicing plan.

d The bal ance in the reserve account nust be on schedule | ess
any authorized withdrawals not requiring i medi ate redeposit. The
anount of reduction of the annual reserve requirenent approved as
part of a servicing plan will be considered |ike an authorized
wi t hdrawal not requiring redeposit.

e Payment of the return may not produce a negative ending
year unrestricted cash bal ance on Form RD 1930-7.

2 If inconme is not adequate in any given fiscal year to cover

paynment of the return to owner, Rural Devel opment may authorize a well -
docunent ed request that the return be paid, provided:
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a The return can be paid fromexcess funds avail able at the
end of the followi ng fiscal year of operation, as long as it does
not result in a rent increase and the reserve account is current
| ess authorized withdrawals. (Noncash |osses of the borrower entity
do not qualify to be recouped in following years.) This optionis
authorized only for the year inmediately foll owing the year in which
the return was not paid. The prior year's return on owner's
i nvestment may be taken first, and any residual left to apply to the
current year's return on owner's investnent at the borrower's
opti on.

b Rel ease of reserve funds at the end of the current budget
year with Servicing Oficial approval, if the principles set out in
paragraphs XII B 1 b, ¢, and d of this exhibit are nmet, and further
provi ded that:

(1) The reserve account will not be reduced bel ow the
anount required to be accunulated by that tinme considering any
previ ously authorized withdrawal s or adjustnents; and,

(2) During the next 12 nonths, the anount in the reserve
account will not likely fall below that required to be
accurmul ated by the end of such 12-nonth peri od.

(3) This option is authorized only for the year
i medi ately following the year in which the return was not
paid. This does not apply to the return on investnent waived
while a special market rent budget is in effect.

3 Borrowers operating under a servicing (workout) plan and/or
usi ng special servicing market rate rents that call for |ess than ful
debt service paynent to Rural Devel opment shall forego and cannot recoup
the annual return to owner for the budget year that such plans or rents
are in place.

4 When the provisions of paragraph XIl B 1 or 2 of this exhibit
are not nmet only because the paynent was not earlier approved on Form RD
1930-7, and the conditions are such that approval can now be nade, an
adjusted formmy be subnmitted to seek approval of the return on owner's
i nvest ment .

5 Shoul d the return to owner be suspected or discovered as being
i mproperly taken, the Agency may initiate appropriate servicing actions,
i ncluding using the authorities set out in Subpart N of Part 1951 of this
chapter and/or RD Instructions 2012-B and/or 1940-M (avail abl e at any
Rural Devel opnent office).
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C Advancenent (loan) of funds to a RRH project by the owner, nenber of
the organi zati on, or agent of the owner.

1 Prior witten approval by the Servicing Ofice is required.
Such advances may be authorized when justified by unusual short-term
conditions. Wen conditions are not short-termin nature, a servicing
pl an may be devel oped and advances nmmy be approved in accordance with the
provi sions set out in Subpart B of Part 1965 of this chapter
Justification will be based on the follow ng:

a A review of the docunented circunmstances and the project
operating budget before any funds are advanced (|l oaned). The
financial position of the project nust not be jeopardized.

b Funds are not inmediately available fromany of the
foll owi ng sources:

(1) Reserve funds
(2) Initial operating capita
(3) An inmmnent rent increase

2 The funds will be applied to ordinary project operating and
mai nt enance expenses.

3 Interest may be charged or paid on the | oan from project incone;
however, interest nust be reasonable. The proposal may be denied if
Rural Devel opnent financing can be provided to resolve the problemin a
nore cost effective manner.

4 No lien in connection with the loan will be filed against the
property securing the Rural Devel opnent | oan or against project incone.
The advance may show as an unsecured project liability on financia
statements prepared for year-end reports until such tine as it is
authorized to be repaid.

5 The payback of the advance (loan) may be permitted by the
Servicing Oficial provided the terms and conditions were nmutually agreed
to by the borrower and Rural Devel opnent at the tine of the advance and
the financial position of the project will not be jeopardized. Payback
shoul d only be pernitted on the advance when the Rural Devel opnent debt
is current and the reserve requirenents are being maintained at the
aut horized | evel s.
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D Special budget planning.

1 Budget s must be prepared according to the special servicing
gui del i nes of Subpart B of Part 1965 of this chapter when a project is
experienci ng abnormal vacancy or is otherwi se detrinentally inpacted by
econonmic reversal in the comunity.

2 The borrower is responsible for obtaining Rural Devel opnent
approval of budget revisions that reflect significant change to approved
operating cost |levels that occur during the budget year. M nor revisions
to an approved Rural Devel opment budget to reflect changes of 5 percent
or less in any subtotal area of the budget need not be subject to Rura
Devel opnent approval unless specifically required as an approva
condition. Oher mnor revisions of a fewline itens may be entered on

the current approved budget as "pencil" changes and initialed by the
borrower and approved by Rural Devel opnent. Major changes invol ving nany
budget line itens will warrant a new budget being prepared and approved

by Rural Devel opnent.

3 When revisions to approved budgets are required, the Agency
action should normally be obtained within 30 days. Should action be
del ayed, the borrower or managenent should notify the Agency of any
changes which they deem as being essential and in the project's best
i nterest provided such changes do not involve the use of reserve funds, a
rent change, or added secured debt, and proceed to neet the needs of the
project. |n such cases, the borrower nay request, and the Agency may
grant, postapproval of the actions when shown to be in the best interest
of the project.

X1l ACCOUNTI NG AND REPORTI NG REQUI REMENTS AND FI NANCI AL MANAGEMENT ANALYSI S:

A General. Rural Devel opnent anticipates that RRH, RCH, and LH
borrowers will account for all project income and expenses through a
bookkeepi ng or accounting systemas a normal business practice appropriately
reflecting the conplexity of project operations. The degree of sophistication
will also reflect such factors as the type of borrower; the size, |ocation,
and type of project and the type of financial managenent information needed to
provi de adequate gui dance and supervision to assure program objectives are
bei ng net.

1 Separate accountability. Separate accountability of funds is
requi red and may be acconplished by bookkeeping entry for each required
account for each project owned by the same borrower. The policies set
out herein are ainmed at facilitating efficient accounting of services by
one borrower. Comm ngling of the funds of two or nore different
borrowers is prohibited to guard agai nst the
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failure of one borrower threatening the financial resources of other
borrowers (i.e., ensuring that a bankruptcy does not result in freezing
bank accounts of several borrowers due to the failure of one borrower to
fulfill its responsibilities).

a Mul tiple projects owned by one borrower.

(1) The principle of separate accountability permts a
borrower's approved accounting systemto conbi ne project funds
in one or nore bank accounts for two or nore projects owned by
the sane borrower. The principle is net as long as the
accounting system segregates and tracks each project's funds
separately. This neans for exanple, that a Housing Authority,
or any other borrower owning two or nore projects, can naintain
one bank account for

(i) all project accounts, or

(ii) the same type of account, such as genera
operating account or tax and insurance account, for two or
nore projects.

(2) Wen the borrower seeks approval of its accounting
and funds tracking system according to §1930.122 (a)(2) of this
subpart, it nust denonstrate to Rural Devel opnent that the
funds tracking systemw ||l segregate and nmintain separate
recor dkeepi ng accountability for separate projects. Such
denonstration nust include a certification issued by a
Certified Public Accountant (CPA) stating the systemwl|
function to neet this principle of separate accountability.

b Mul tiple projects owned by nultiple borrowers. Wen a
managenent agent is handling funds for nmultiple borrowers, the
princi ples of separate accountability within a bank account does not
extend across nmultiple borrowers, thus a separate general operating
bank account is required for each separate borrower.

c Central funds coll ection and di sbursenment system \en a
managenent agent is handling multiple bank accounts for multiple
borrowers, a central funds collection and di sbursement accounting
system may be nmmintained. This would pernit systems under which a
managenment agent could track funds going into and out of the bank
accounts of nmore than one borrower. This practice would facilitate
the hiring and paying of firns
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providing services to nmultiple borrowers. A central funds
col l ection and di sbursenent accounting systemwould pernit billings
to be prorated between projects and pernit funds to be wi thdrawn
from many bank accounts to facilitate paynent by one check to a firm
provi ding services to rmultiple borrowers.

d Prorating. The accounting system and/ or managenent pl an
nmust docunent how funds are prorated for revenue and expenses which
are not clearly identifiable as being associated with a particul ar
project (e.g., how interest earned on a general operating account or
reserve account serving two or nore projects owned by a single
borrower will be prorated between projects, etc.) Were this
docunentation is not present for some unusual reason, and the Agency
and the borrower becone involved in a dispute over this issue which
cannot be nmutually resolved, the Agency will consider proration by
the nunber of units in the respective projects to be an appropriate
gui de for prorating the funds invol ved.

e Tenant security deposit concerns. Wen tenant security
deposits are being accounted for, the provisions of state and | oca
laws nmust be net. This may dictate that such accounts be held in a
separate bank account or otherw se separately identified and may
require such funds be held in trust for the tenant. The manner in
whi ch tenant security deposits nust be kept nust al so be docunented
in the accounting system and/ or managenent plan. Were this
docunentation is not provided for sonme unusual reason, resolution of
any di sputes nmust be done according to State and | ocal |aw.

2 Borrowers with | oan agreenents or resolutions. Borrowers with
agreenents or resolutions are subject to the follow ng conditions:

a All RRH, RCH, and LH projects with | oan agreenents or
resol uti ons approved on or after October 27, 1980, are required to
conply with the provisions of paragraph Xl of this exhibit.

b All RRH, RCH, and LH projects with | oan agreenents or
resol uti ons approved prior to October 27, 1980, will be guided by
the recordkeeping and reporting requirenents of their respective
| oan agreenent or resolution.

(1) They are encouraged, however, to adopt the provisions
of this paragraph by anending their existing |oan agreenent or
resol ution.
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(2) The State Director nmay require adoption of these
provi si ons when deened necessary as a | oan servicing action

c Any anmendrment to an existing | oan agreenment, or resolution
requi res concurrence of all parties and witten consent of the
Servicing Ofice staff who may, when deemed necessary, obtain advice
fromthe State Director or the OGC prior to enactnent of the

anmendnent .
3 I ndi vidual LH Borrowers. |ndividual farm borrowers with
nonrental LH units will be considered in general conpliance with this

par agraph by virtue of conpleting the recordkeepi ng and reporting
requi renents of their farm and honme planning with Rural Devel opnent as
outlined in Subpart D of Part 1944 of this chapter

4 Borrowers without |oan agreenents or resolutions. Borrowers
wi t hout | oan agreements or resolutions are required to maintain
information in sufficient detail to provide the necessary assurance that
program obj ectives are being met. As necessary to protect the integrity
of the program the State Director may require the borrower to establish
a system capabl e of accounting for project operations and reporting.

B  Accounting System A bookkeepi ng and accounting system provi des the
financial information needed to effectively plan, control, and eval uate
project activity, whether required by Rural Devel opnent or not. The type of
system shoul d be deternmined prior to |oan closing, but may be revised with
Rural Devel opnent approval to neet program objectives. The Agency nay al so
prescribe the systemto be used. Form RD 1930-5, "Bookkeeping System - Smal
Borrower," can be adapted to the bookkeepi ng needs of small M-H borrowers.
Bookkeepi ng for MFH operations may be naintained using a cash or accrua
nmet hod of accounti ng.

1 Type of borrower accounts. As used in this paragraph, the term
account is used interchangeably to nmean either a | edger (or bookkeeping
account) or an actual banking account, or an actual securities account
provi ded any securities account neets the conditions set out herein.
Dependi ng upon the conplexity of the accounting system being used, these
accounts may be further subdivided into subsidiary | edgers or accounts to
assist the borrower in providing the information needed for project
financial analysis or reporting requirenents. Regardless of the nunber
or types of accounts established, or whether a bookkeepi ng and accounting
systemis required, the borrower nust neet the follow ng:

(08-30-93) SPECIAL PN
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a Al'l project funds shall be held only in donestic bank
accounts insured by an agency of the Federal Governnent, or backed
by collateral provided by the bank, or held in securities neeting
the conditions set out herein.

b Al funds in any account shall be used only for authorized
purposes as described in their |oan agreenment or resolution and this
Exhi bi t.

c All funds received and held in any account, except the
tenant security deposit, nenbership fee, and nmanagenent reserve
(patronage capital), shall be held in trust by the borrower for the
| oan obligation until used and serve as security for the Rura
Devel opnent | oan or grant.

d Al'l project funds will be accounted for by adequate and
cl ear accounting nmethods or practices that otherw se naintain
proprietary identity of said funds for each borrower.

e Each borrower will nmintain at | east one demand deposit or
checki ng account. However, it is not necessary for each bookkeeping
account within one project to be maintained as a checking account.

f In no case shall project fund accounts be pl edged as
collateral for non-Rural Devel opnent debts.

2 Accounts. All RRH, RCH, and LH borrowers will maintain, as a
m ni mrum the accounts required by their | oan agreenment or resol ution.
The foll owi ng accounts are standard for all RRH and RCH | oans approved
after October 27, 1980, and for those who have anended their previous
| oan agreenments or resolutions to adopt these accounts, or those required
by a servicing plan. The following |isting of accounts also identifies
the order of funding of each of the listed accounts through avail able
proj ect revenues each nonth:

a General operating account. This account records al
project inconme and di sbursenents excl usive of tenant security
deposits. Excess project cash held in this account may be conbi ned
with other project funds described in this paragraph in tenporary
(imediate call) interest bearing accounts when separate bookkeepi ng
records are nmintained for the individual project accounts. This
account may be further subdivided as foll ows:
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(Revision 1)

(1) Initial operating capital

(i) The initial operating capital nmust be in the
formof cash as set forth in 81944.211 (a)(6) of Subpart E
of Part 1944 of this chapter.

(Revi sed 03-16-94, SPECI AL PN.)

(ii) The borrower will have deposited the required
initial operating cash into the general operating account
by the tine of the Rural Devel opnent | oan closing or when
interimfinancing funds are obtained, whichever occurs
first. These funds will blend with other revenue that
accrues to the account to cover budgeted expenditures
i ncl udi ng paynent of return to owner. (Revised 03-16-94,
SPECI AL PN.)

(iii) After 2, but before 5 full (12 nonth) borrower
fiscal years of project operation, the borrower may
request (in witing) the State Director's authorization to
make a one-tine withdrawal of the initial operating
capital, or a part of it. The one-time w thdrawal can
never exceed the initial operating capital as described in
the | oan agreenent or | oan resolution. The wi thdrawal can
be approved provided that: (Renunbered and Revi sed 03- 16-
94, SPECI AL PN.)

(A) The project has achieved at |east a
95 percent occupancy level at tine of the w thdrawa
request or achieved a 95 percent occupancy |evel for
a 12-nonth period preceding the request and show
strong prospects of retaining at |east a 95 percent
occupancy level in the inmediate future.

SPECI AL PN
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(Revision 1)

(B) The withdrawal will not affect the
financial integrity of the project. After
wi t hdrawal , 10 percent of projected project expenses
should remain in the general operating account in
excess of current liabilities then outstanding. The
reserve account must be on schedul e | ess authorized
wi t hdrawal s. The borrower nust denopnstrate that al
prudent mai ntenance is being planned and perforned,
and paynent of necessary project expenses are not
bei ng deferred;

(C) The State Director determ nes that the
wi thdrawal will not necessitate a rent increase
during the year of withdrawal or during the next year
of operation, except that rent increases needed
because of normal increases of operation and
mai nt enance expenses unrelated to the w thdrawal may
be approved; and

(D) The State Director has revi ewed and
approved any required borrower reports before the
initial operating capital is w thdrawn. Pronptness
i s expected but actual withdrawal of funds could
occur in the sixth year
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(Revi sion 2)

(2) Deposits. Al incone and revenue from the housing
project shall, upon receipt, be i mediately deposited in the
general operating account. This will include rent or occupancy

charge receipts, housing subsidy paynents (including HUD
Section 8 and RHS RA paynents), |aundry revenue, or any other
project inconme including interest earned on project accounts.
The borrower may al so deposit other funds at any time which are
to be used for purposes authorized by this section, including
transfers fromthe reserve account. (Revised 05-07-97, SPECI AL
PN.)

(3) Disbursenents. The borrower shall pay or fund the
actual, reasonable, and necessary nonthly project expenses out
of the general operating account. Current expenses nmy include
the initial purchase and installation of furnishings and
equi pnent with any other funds deposited in the genera
operating account which are not proceeds of the |oan or incone
or revenue fromthe project. (However, nonprofit borrowers are
permtted to use |oan funds specified for initial operating
capital purposes as authorized in Subparts D and E of Part 1944
of this chapter.) Oher authorized di sbursenents are RHS
approved install nents of debt service; real estate tax and

i nsurance escrow as provided in paragraph X1l B 2 b of this
exhibit; reserve, and return on investnment as provided in
paragraph XIlIl B 2 ¢ of this exhibit. |In RRH accounts, any

bal ance renmaining in a general operating account, except as
aut hori zed above, may be retained in this account or

transferred to the reserve account. In RCH accounts, any
bal ance i n excess of three nonths of average operating expenses
remai ning in a general operating account will be transferred

into the cooperative's patronage capital account at the end of
the fiscal year. (Revised 05-07-97, SPECI AL PN.)

(4) Unauthorized di shursenents. Except for cooperatives,
| ate fees charged the borrower according to Subpart K of Part
1951 of this chapter, may not be paid from project incone.

When |l ate fees are deducted by RHS from paynents nmade from
project inconme, the project general operating account nust be
rei mbursed from nonproject income of the owner or managenent
agent or deducted fromthe owner's return on investnent.

SPECI AL PN
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(Revi sion 2)

b Real estate tax and insurance escrow account. According to
the borrower's managenent plan, project funds for periodic
paynment (s) of real estate taxes and real property insurance nmay be
deposited in a real estate tax and insurance escrow account or held
in the general operating account as cash on hand. The escrow
account may be an interest bearing account. Deposits to the account
should be in nonthly increments of one-twelfth of the annua
anticipated real estate tax and insurance paynents. Any interest
earned shall accrue to the project as project operational cash
i ncorme.

c Reserve account. The reserve account is a required account
subject to the requirenents set out in this paragraph. The borrower
will initiate monthly deposits in this project account, preferably
an interest bearing account, starting the same nonth the first |oan
payment is due RHS. As projects age, the required reserve account
| evel may be adjusted to neet anticipated "life-cycle" needs,

i ncl udi ng equi pnent and facility replacenent costs, by anmending the
| oan agreenment/resolution. Al RRH, RCH, and LH borrowers operating
projects (i.e., all LH borrowers exclusive of those on-farmtype LH
borrowers) are required to establish a reserve account. Effective
as of July 26, 1994, reserve funds will be required to be placed in
a supervised account. The provisions of Subpart A of Part 1902 of
this chapter apply. Reserve funds on deposit just prior to this
date in instrunments which are subject to nonetary penalties for
early withdrawal may be tenporarily held for the tine needed to
avoi d such penalties. (Revised 02-25-94, SPECI AL PN.)

(1) Mnthly installnents. |Imediately after paying each
installnent for the orderly retirenent of the RHS | oan, as
provided in the borrower's prom ssory note, required reserve
installments shall be transferred to the Reserve Account at
| east at the nonthly rate stipulated by the borrower's | oan
agreenent or resolution starting with the date the first
paynment is due to the Agency. Monthly transfers will continue
until the account reaches the total ampunt specified in the
| oan agreenent or resolution. Monthly transfers shall be
resunmed the nonth follow ng withdrawal s that decrease the
reserve account balance below its required level until it is
restored to the specified total m ni mum sum

(2) Reserve account principles. Reserve account funds
are governed by the follow ng principles:
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(Added 02-25-94, SPECI AL PN)

(i) Primary use. The reserve account is primarily
used to neet the nmjor capital expense needs of a project.
It is expected that the reserve account should rarely have
to be used to neet any noncapital expense need of a
proj ect; however, the Servicing Oficial nmay approve such
uses when warranted in unusual circunstances (e.g., a cash
i ncome shortfall, using the notice of approval at Exhibit
B-9 of this subpart).

SPECI AL PN
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(ii) Investnment vehicles and institutions. Reserve
account funds not i medi ately needed to pay for expenses
for authorized purposes may be held as set out herein.
Reserve account funds may be held in the formof a
checki ng, savings, negotiable order of wthdrawal, or
simlar account at a Federally insured donestic
institution such as a bank, savings and |oan, or credit
uni on. Reserve account funds may be held in the form of
readi |y marketable obligations of the United States
Treasury Departnment (e.g., U S. Treasury bonds, U. S.

Savi ngs bonds, zero coupon bonds, etc.) at a Federally

i nsured donestic institution or at an insured domestic
institution authorized to sell securities. Reserve
account funds may al so be held in the form of an account
(the account may be a tax exenpt account or a taxable
account) established at an insured donestic institution
authorized to sell securities (the institution may or may
not charge brokerage fees), provided the accounts so
established nmeet the renmmi ning conditions set out herein
and are not used in a specul ative manner

(iii) Limtations on investnents in securities.
Any securities nust be backed by the United States (U.S.)
Government or an Agency of the U S. Governnent, or be
triple A (AAA) rated Governnent National Mortgage
Association coll ateralized tax-exenpt bonds or be AAA
rated prerefunded bonds. Prerefunded bonds are bonds that
originally may have been issued as general obligation or
revenue bonds but are now secured, until the call date or
maturity, by an "escrow fund" consisting entirely of
direct U S. Governnent obligations that are sufficient for
payi ng the bondhol ders.

(iv) Reporting actual costs of securities. In order
to assure that required amunts have been paid into the
reserve account, the actual costs of securities (which in
many cases may not be the face value) nust be shown on the
project books. |In addition, details of these transactions
shoul d be disclosed in footnotes to financial information
provi ded to the Agency.

SPECI AL PN
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(v) Security sales. Wen the Agency approves
withdrawals fromthe reserve account and the funds are
invested in securities, borrowers nust, to the extent that
securities are available, assure that securities are sold
in an anount which results in proceeds sufficient to cover
t he di sbursenent.

(vi) Forecasting security sales. Since the sale or
redenpti on of any securities may result in cash proceeds
of less than the amount invested, borrowers should take
steps to minimze the risk of |Ioss fromconverting
securities to cash. Needed reserve account w thdrawal s
shoul d be forecasted well in advance to permt Agency
approval of anticipated needs such that security sales can
be arranged to be sold in favorabl e market conditions.
When sal es of securities take place the proceeds will
normal ly be held in a reserve fund at a donestic bank
savings and | oan, credit union, or simlar institution
i nsured by an Agency of the Federal Governnent until such
time as withdrawals are actually needed for the purposes
aut horized. Shoul d unusual circunstances require the sale
of securities in unfavorable market conditions the
borrower will not be required to reinburse the project for
any losses incurred.

(vii) Know edge required of securities investors.
Those investing in securities nmust be know edgeabl e of
comon industry practices prior to investing in
securities. Know edge of the various fees that may be
associated with the purchase and sal e of securities and
t he mai nt enance of security accounts nust be consi dered
when maki ng security investnents (e.g., front end | oads or
fees, back end | oads or fees, nmintenance fees, etc.).
Such fees may be paid by the general operating account or
by the reserve account. However, the Agency nust give its
prior consent before reserve account funds may be used.

(viii) Financial advisor limtations. Project
proceeds may not be pernmitted to be used to pay for the
services of a financial advisor to assist in the selecting
of securities for investnments, since the securities
permtted are relatively limted and nust neet the
requi renents set out herein. However, nornal brokerage
fees may be paid to secure and sell securities. It is
recogni zed that financial advice nmay al so be provided as
part of the nornal brokerage
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fee service package to consummate the purchase and sal e of
securities. Separate financial advisor services fees,
apart from normal brokerage fees, are prohibited, however.

(3) Reserve account tracking. Any deposit and wi thdrawa
fromthe reserve account should be recorded on a w thdrawa
format for tracking and reconciliation of the account sinilar
to that found in Exhibit B-10 of this exhibit.

(4) Excess reserve. Any amount in the reserve account
whi ch exceeds the total sum specified in the | oan agreenment or
resolution may be transferred to the general operating account
for the authorized purposes only when it is agreed between the
borrower and Rural Devel opnent to be in excess of the
requi renent and there is a specific need for the excess funds.
However, the Rural Devel opnment Servicing Oficial may direct
the excess sumto be retained in the reserve account or applied
as an extra paynent on the | oan.

(5) Reserve account use. Funds in the reserve account
may be used for purposes in accordance with this paragraph.
The borrower will request w thdrawal of reserve funds in a
written or confirmed manner before they are needed. Annua
budgets are to include realistic routine income and expense
I evels to avoid the need to use the reserve for routine
expenses (operating shortfalls), not caused by energencies or
very unusual servicing situations; but when needed, use of
reserve funds nmay be permitted with Agency approval. The
Servicing Official will take pronpt action on a request for
reserve withdrawal (normally within 5 working days of the
request) and provide witten authorization to the borrower for
any authorized wi thdrawal of funds by the use of a letter in
the formof Exhibit B-9 of this subpart (or other simlar
letter containing at |east the informtion shown on Exhibit B-9
of this subpart) before the borrower actually w thdraws any
funds. Any conditions for approval (e.g., a copy of paid
i nvoi ces, inspections, etc.) will be indicated in the letter
Al t hough the prior consent of the Governnent is required for
the use of reserve funds, the Servicing Oficial may post
approve the use of reserve funds if they were used for
aut hori zed purposes and their expenditure would have been

SPECI AL PN
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approved had a request for approval been submitted prior to the
wi t hdrawal . The borrower nust provide docunented evi dence
showi ng the actual anmpunt and use of funds before the post-
approval action. Authorized purposes are:

(i) To neet paynents due on the |loan obligations in
the event the amount for debt service is not sufficient
for that purpose.

(ii) To pay cost of repairs or replacenments to the
housi ng, furnishings or equi prment or shortfalls of current
expenses. Wthdrawal for planned authorized purposes
shoul d be approved in advance during the annual budget
approval process.

(iii) To make i nprovenents to the housi ng project
Wit hout creating new living units or to retrofit units to
make them accessi ble to the physically handi capped.

(iv) For other purposes desired by the borrower,
which in the judgement of the Government will pronpte the
| oan purposes, strengthen the security, or facilitate,

i mprove, or nmmintain the project and the orderly
collection of the |loan w thout jeopardizing the |oan or

i mpairing the adequacy of the security. Reserve funds may
al so be used to facilitate paynent of fees associated with
the buying or selling of securities or nmaintaining a
securities account.

(v) To pay a return on investnent at the end of the
borrower's project operating year, provided that after
such di sbursenents the ampunt in the reserve account will
not be less than that required by the | oan agreenment or
resolution to be accunulated by that tinme (taking into
consi deration the provisions of any approved servicing
pl an whi ch may be authorizing a tenporary adjustnment to
these provisions), mnus any authorized w thdrawals, and
provi ded that the anobunt in the reserve account will
likely not fall below that required to be accunul at ed
during the next 12 nonths.

(A) In the case of borrowers operating on a
limted profit basis, to pay a return on the
borrower's initial investrment as identified in the
| oan agreenent or resolution.
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(B) In the case of borrowers operating on a
full profit basis, to pay an annual return as
specified in the borrower's | oan agreenent or
resol ution.

(6) Exhibit B-10 of this subpart may be used by the
borrower and Rural Devel opnment to record deposits and
withdrawal s in the reserve account and to perform
reconciliation of the account to determine the current account
bal ance.

d Managenment reserve account (patronage capital account).
Any funds in excess of three nonths of average operating expenses
remai ning in the general operating account of an RCH project at the
end of the fiscal year will be transferred and maintained in a [unp
sumin an interest bearing patronage capital account and will be
handl ed according to any state | aws governi ng patronage capital
That anmount will then be equally assigned, by bookkeeping entry
only, to each nmenber. The patronage capital funds will be held by
the cooperative in trust for the respective nmenber until that nenber
term nates nenbership in the cooperative, provided the nenber has
paid all charges and costs due the cooperative. The patronage
capital funds will not be used for any other purpose

e Security deposit or nenbership fee account (when
applicable). Upon receipt, all security deposit or nenbership fee
funds col |l ected shall be recorded in a bookkeepi ng account that is
kept separate fromthe project bookkeepi ng accounts. These funds
shall be deposited in a separate bank account that is kept separate
fromany project funds and will be handl ed according to any state or
| ocal | aws governing security deposits. Funds in the security or
menber ship fee deposit account shall be used only for authorized
purposes as i ntended and represented by the project managenent plan
They shall be held by the borrower or borrower's managenent agent in
trust for the respective tenants or nenbers until so used. Any
anount of the security deposit account which is retained by the
borrower as a result of |ease or occupancy agreenent violations
shall be transferred to the general operating account and treated as
i ncome of the housing.

(1) The owner will follow all State and | oca
requi renents governing the handling and di sposition of security
or nenbership fee deposits.

SPECI AL PN
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(2) In no case will interest earned on security or
menbership fee deposits accrue to project nanagenent or the
owner of a rental project. Any interest earned but not
returned to the tenants, or in the case of a cooperative,

i nterest earned on nenbership fees but not returned to nenbers
will, accrue to the project's general operating account for
di sposition as outlined in the managenent pl an

C Borrower reporting requirenents. It is the objective of Rura
Devel opnent that borrowers will maintain accounts and records necessary to
conduct their operation successfully and from which they may accurately report
operational results to Rural Devel opment for review, and otherwi se conply with
the terms of their |oan agreenents with the Agency. Certain reports are
necessary to verify conpliance with Rural Devel opnent requirenents and to aid
the borrower in carrying out the objectives of the | oan. Sone reports nust be
submtted with the Rural Devel opnment paynments and others subnitted to Rura
Devel opnent either nonthly, quarterly, or annually. Exhibits B-6, B-7, and B-
8 of this subpart are to be used as a guide for determ ning when reports are
due and the nunmber of copies required. Borrower accounts and records will be
kept or made available in a location within reasonabl e access for inspection
revi ew and copying by representatives of Rural Devel opnment or other agencies
of the U S. Departnent of Agriculture authorized by the Departnment.

1 Accounting nmet hods and records.

a Met hod of accounting and financial statenents. Borrowers
may choose a cash or accrual nmethod of accounting, bookkeeping and
budget preparation as described in their project managenent plan
Bal ance sheets or statenments of financial condition may be prepared
reflecting the sane accounting nmethod, except that the accrua
met hod of reporting financial condition will be used where the
borrower is required to submt an annual audit.

b Approval requirenment. Before |loan closing or start of
construction, whichever is first, each borrower shall incorporate a
description of its method of accounting, bookkeeping, budget
preparation, and reporting of financial condition and, when
applicable, plans for auditing in the project nmanagenent plan that
nmust be approved by Rural Devel opnment.

c Records. Form RD 1930-5 may be used by small organizations
as a nethod of recording and nmi ntaining accounting transactions.
Aut onat ed systenms may be used if they nmeet the conditions of
par agraph XVl of this exhibit.
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d Record retention. Each borrower shall retain all financia
records, books, and supporting material for at |least 3 years after
the issuance of the audit reports and financial statements. Upon
request, this material will be nmade available to Rural Devel opnent,
the Ofice of Inspector General (O G, the Conptroller General, or
to their representatives.

2 Managenment reports and revi ew processes. The objective of
managenment reports and review processes is to furnish the nmanagenent and
Rural Devel opnent with a nmeans of evaluating prior decisions and to serve
as a basis for planning future operations and financial conditions.
Timely reports and their review furni sh necessary information to nmeke
sound managenent decisions. All reports will relate only to the Rura
Devel opnent financed project and borrower entity. Separate reports wll
be prepared and subnitted for each project owned by the sanme borrower.
Forms necessary in naking the required reports may be requested from
Rural Devel opnent. The various review processes described in this
paragraph are illustrated at paragraph XilIl C 3 of this exhibit.

a Annual budget and utility all owance.

(1) Objective. It is the objective of Rural Devel opnent
that project budgets and/or utility allowances be prepared,
revi ewed, and approved in such manner and tinming that the
approved budget and/or utility allowance, including any
aut hori zed changes to sane, becone effective on the beginning
of a fiscal year of project operation.

(2) Docunents.

(i) The annual project budget will be prepared on
Form RD 1930-7 by the borrower or its agent follow ng the
instructions on the form It will reflect budget planning
for a 12 nmonth fiscal year. Figures in the "actual"
colum will reflect at least 9 nonths of actual fisca
year activity and no nore than 3 nonths of estinmated
activity for the bal ance of the sane fiscal year based on
recent actual experience.

(ii) The housing allowance for utilities and other
public services will be prepared on Exhibit A-6 of Subpart
E of Part 1944 of this chapter. The Exhibit A-6 will be
prepared by the borrower or its agent follow ng
i nstructions attached to Exhibit A-6 of Subpart E of Part
1944 of this chapter
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(3) Supporting data. Any data, justification or other
docunentation required by the instructions for preparation of
Form RD 1930-7 and Exhibit A-6 of Subpart E of Part 1944 of
this chapter, or otherwi se required by the Servicing Oficia
on an individual case basis, shall be attached to the
respecti ve docunent when submitted to the Servicing Ofice.

(4) Due date. The borrower can submt the necessary
docunents as soon as 9 nonths of current fiscal year actuals
are available, but in sufficient time to neet the objective
stated at C 2 a (1) of this paragraph. The Servicing Oficia
needs 15 to 30 days to review project budgets and utility
al | omances when no changes of rents, occupancy charges, or
utility all owances are needed. Wen such changes are needed,

t he borrower needs to subnit documents to allow sufficient tine
for review and proper notice of change to tenants or nenbers.

(5) Rural Devel opnent review. Form RD 1930-7 and Exhi bit
A-6 of Subpart E of Part 1944 of this chapter and any
attachnment will be reviewed by the Servicing Ofice as part of
the rental or occupancy charge/utility all owance change revi ew
and/ or annual revi ew process.

b Rental or occupancy charge budget and/or utility all owance

change.

(1) Objective. It is the objective of Rural Devel opnent
that changes to project rental or occupancy charges and/or
utility all owances be incorporated into the annual budget
revi ew and pl anning process in such manner and tim ng that
aut hori zed changes becone effective at the begi nning of a
fiscal year of project operation.

(2) Docunents. When a rental or occupancy charge and/or
utility allowance change is proposed, the borrower or its agent
will prepare and submit Form RD 1930-7 and Exhibit A-6 of
Subpart E of Part 1944 of this chapter and any supporting
attachnments following the instructions for either docunent.

(3) Standards and tin ng.

(i) The policies and procedures governing rental or
occupancy charge and/or utility all owance change are
contained in Exhibit C of this subpart, (available in the
"Borrower Handbook" or any Rural Devel opnment office).
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(ii) To neet the projected effective date of change,
t he necessary docunents need to be received by the
Servicing Official at |east 75 days ahead to allow Rura
Devel opnent review and allow for a 60 day notice to
tenants or nenbers of an inpending change. The "actual"
col um of Form RD 1930-7 shall contain actual data for the
fiscal year to date plus the projection of expected data
for the remainder of the fiscal year. This projection
shoul d cover a period not exceeding 90 days. The sane
supporting data standards of paragraph XIIl C 2 a (3) of
this exhibit will apply.

(iii) Should the borrower need to request a renta
or occupancy charge and/or utility allowance change at
some time other than described at paragraph XillI C 2 b (3)
(ii) of this exhibit (e.g., md-fiscal year), the Form RD
1930-7 shall reflect the project's financial needs for the
next 12 nmonths of operation and the "actual" col um shal
reflect the nmost recent 12 nonths of actual data. The
previous fiscal year's audit report, or Form RD 1930-8, as
appropriate, shall be submitted with the change request if
it was not previously subnmtted to the Servicing Ofice.

(4) Rural Devel opnent review. Exhibit C of this subpart
shall govern Rural Devel opnent review of the borrower's request
for rental or occupancy charge and/or utility all owance change.

c Quarterly report.

(1) Objective. The objective of Rural Devel opnent is for
quarterly reports to provide a nonitoring nmeans for borrowers
and Rural Devel opnment to nmutually check a borrower's progress
i n achi eving program objectives and when applicable, neeting
servicing goals. The Servicing Oficial may require nonthly
reports rather than quarterly reports when warranted in unusua
situations.

(2) Docunent. Form RD 1930-7 will be used by borrowers
to prepare the quarterly report.

(3) Standards.
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(i) For quarterly reports, Form RD 1930-7 will be
conpleted following the instructions on the formfor
preparation of a quarterly report. The quarterly report
shall be required upon comrencenent of any of the
foll owi ng situations:

(A) Start-up of initial occupancy after
conpl eti on of new construction or substantia
rehabilitation.

(B) Reanortization, transfer of an existing
project | oan or a 100 percent nenbership change.

(C) Failure to make a schedul ed | oan paynent,
failure to maintain required transfers to the reserve
account, or failure to nmaintain reserve accounts at
authorized current |evels.

(ii) For monthly reports, Form RD 1930-7 will be
conpleted following the instructions on the formfor
preparing a nonthly report. The nmonthly report nay be
i nvoked:

(A) Wen determ ned essential by the Servicing
Oficial as part of a servicing plan made in
accordance with Exhibit F of Subpart B of Part 1965
of this chapter (available in any Rural Devel opnent
of fice).

(B) When there are factors such as apparent
vi ol ations of policy or reporting practices, audit
findi ngs, sudden increases of vacancy and/or accounts
payabl e or receivables, or other evidence of weak
financial condition.

(4) Frequency and di scontinuance of quarterly and nonthly

reports.

(i) Reports shall be prepared and subnmitted at |east
through the first year of operation for any situation
described in paragraph XIll C2 ¢ (3) of this exhibit and
each quarter or nonth thereafter for new or existing
projects until discontinuance is authorized by the
Servicing Official. The Servicing Oficial will evaluate
the following in reaching a decision to discontinue:
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(A) The project has been operated and
mai ntai ned in a satisfactory manner during the nost
recent 6 nonths of the required reporting period.

(B) An adequate accounting systemis
functioning properly, is kept current, and the npst
recent required annual financial reports are conplete
and have been submitted to the Servicing Ofice.

(C) Project | oan paynments to Rural Devel opnent
are on schedul e.

(D) The project reserve account is ahead or on
schedul e, allow ng for authorized expenditures or
authorized reduction in funding as set forth in an
approved servicing plan or budget.

(E) The annual review has been conpl eted by the
Servicing Ofice and the annual audit, or
verification of review when appropriate, has been
found acceptabl e.

(F) The Servicing Oficial has inspected the
project, reviewed project operations, and found them
acceptable. If a deternmination is made to
di scontinue, a letter shall be sent to the borrower
or its agent with a copy sent to the State Director

(ii) The reporting and audit requirenments of
paragraphs XlIl C2 ¢ (4) (i) (B) and (E) do not apply
when the nost recent 6 continuous nonths of successfu
operation occur before the first audit and/or annua
review is due.

(5) Due date. Quarterly (or nonthly) reports shall be
due in the Rural Devel opnent Servicing Ofice by the 20th day
of the nonth i mmediately followi ng the cl ose of the respective
reporting period.

(6) Rural Devel opnent review
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(i) The Servicing Oficial will reviewthe reports
for year-to-date status of project operations. Wen
reports reveal actual data that exceeds acceptable
tol erance froma forecasted budget SUBTOTAL item or
vacanci es and accounts receivabl e and/ or payable are
i ncreasing, the Servicing Oficial will initiate verba
and/or witten dialogue with the borrower for further
resolution of problens or to otherw se achi eve acceptabl e
pr ogr ess.

(ii) The Servicing Oficial will conplete the Rura
Devel opnent review and forward the borrower's report and
any related docunentation to the State Director by the
30th day of the nonth follow ng close of the reporting
peri od.

(iii) If the borrower fails to submit its report by
the due date, this fact will be reported to the State
Director by the 30th day of the nonth follow ng the close
of the reporting period: otherwi se, the Servicing Ofice
will conplete its review of a subnmitted report no |ater
than 10 cal endar days followi ng recei pt of the borrower's
report.

Annual audit reports and verifications of review

(1) Docunents and general standards.

(i) Annual audit report. An audit report will be in
the format as prepared by a CPA or Licensed Public
Accountant (LPA), provided the LPA was |icensed on or
bef ore Decenmber 31, 1970

(A) Al audits are to be perforned in
accordance with generally accepted governnent
audi ting standards or GAGAS, as set forth in
"Governnent Auditing Standards" (1988 Revision),
established by the Conptroller CGeneral of the United
States, and any subsequent revisions (this
publication is conmonly referred to as the "Yell ow
Book" or "Government Accounting O fice Standards").
In addition, the audits are also to be perfornmed in
accordance with applicable portions of various Ofice
of Managenent and Budget (OVB) Circul ars,
Depart mental Regul ations, Parts 3015 and 3016 of
Chapter XXX of Title 7, and the Rural Devel opnent
Audit Program as specified in separate sections of
this subpart.
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(B) An audit report is required for any project
with 25 or nore units unless the State Director or
Servicing Official determines that a project with 24
or fewer units requires an audit for reasons of good
cause. Such reasons include, but are not linted to,
situations where project records are inconplete or
i naccurate, or it appears that the borrower has not
adequately accounted for project funds, or where the
borrower's operation consists of multiple projects
where each is 24 or fewer units (with subsidy reports
prepared for each project). (Note: The State
Director or Servicing Oficial nmay require that the
accounts of RHS borrowers be audited if the | oan
exceeds the 2-year repaynent term)

(C) The project audit report should cover the
borrower entity and the expense for preparation of
the audit report may include the auditor's
preparation of any I RS required borrower entity
reports (i.e., Schedule K-1 (I RS Form 1065),
"Partner's Share of Inconme, Credits, Deductions,
etc.").

(D) The CPA or LPA auditor who prepares the
audit report may not be an individual or organization
that is associated with the borrower in any manner
ot her than the performance of the audit review and
preparation of the project audit report and required
IRS reports, that creates an identity of interest or
possi bl e conflict of interest (as described in
paragraph V B of this exhibit. For exanple, the CPA
or LPA auditor may not be an enpl oyee of the borrower
or an enpl oyee of any officer of the organization,
nor be an enpl oyee of any nenber, stockhol der,
partner, principal, or have any ownership or other
interest in the borrower organization

(E) The State Director or Servicing Oficia
may authorize the initial audit report to cover a
period up to 18 nonths for new projects whose first
operating year does not exceed 6 nonths.
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(F) The State Director may al so nmake an
exception to the CPA or LPA audit requirenent for not
nore than one successive year in a specific case
provi ding: the borrower submits a witten request;
the Rural Devel opnent approved budget for the project
i ncludes a typical and reasonable fee for the audit
but the negotiated cost of an audit would increase
the nonthly per unit rental rate by nore than $4.00;
and the required reports, including a CPA or LPA
prepared audit, were properly submtted for the prior
year's project operations.

(ii) Verification of review Form RD 1930-8 will be
prepared by a conpetent person qualified by education
and/ or experience who has no identity of interest or
possible conflict of interest with the borrower or its
principals. However, in the case of a nonprofit
institution, the verification of review nay be made by a
committee of the menmbership but may not include any
of ficer, director, or enployee of the borrower.

(A) Form RD 1930-8 will be used for the
verification of review of project accounts and the
review verifier will also review the actual data on
Form RD 1930-7 for projects with 24 or fewer units
unl ess the requirenents of paragraph Xill C 2 d (1)
(i) (A of this exhibit are invoked by the State
Director or Servicing Oficial.

(B) The State Director or Servicing Oficia
may authorize the initial verification of reviewto
cover a period up to 18 nonths for a new project
whose first operating year was | ess than 6 nonths.

(iii) Project operating budget actuals. An annua
report of actuals for the full operating year will be
subnmtted by the borrower, or its agent, using Form RD
1930-7. The report will reflect the actual income and
expenses for the project for the borrower's 12-nonth
operating year. The report will be submitted with the
annual audit report or Form RD 1930-8, as appropriate.
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(iv) Form RD 1930-10, "Annual Muiltiple Fam |y Housing
Project Review. " Wen the annual audit report or
verification of reviewis received, Parts Il C and D of
Form RD 1930-10 rmay be prefilled to the extent possible to
record previous year status as reported in the audit
report or verification of review. The Form RD 1930-10
will be conpleted |later as described in 81930.123 (e)(2)
and (i) of this subpart.

(v) Fraud, abuse, and illegal acts. |If the review
verifier becomes aware of any indication of fraud, abuse,
or illegal acts in Rural Devel opnent financed projects,

prompt witten notice shall be given to the appropriate
Servicing Oficial.

(2) Specific standards.

(i) State and | ocal governnments and Indian tribes.
These organi zations are to be audited in accordance with
this subpart, 7 CFR Part 3015, and OMB Circul ar A-128,
with copies of the audit being forwarded by the borrower
to the Servicing Oficial and the appropriate Federa
cogni zant agency, if applicable. For guidance in neeting
these requirenents, the auditor may refer to the Anerican
Institute of Certified Public Accountants Audit and
Accounting Guide for "Audits of State and Loca
Governmental Units." The term Federal financia
assi stance used herein shall mean Federal |oan and/or
grant funds received by the borrower, but not renta
subsi di es.

(A) Cogni zant agency.

(1) "Cognizant agency" neans the Federa
agency assigned by OMB Circul ar A- 128.
Wthin the U S. Departnment of Agriculture
(USDA), the USDA O G shall fulfill cognizant
agency responsibilities.

(2) Cognizant agency assignnents. Smaller
borrowers not assigned a cogni zant agency by OVB
shoul d contact the Federal agency that provided
the nost funds. When
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USDA i s designated as the cogni zant agency or
when it has been determined by the borrower that
Rural Devel opnent provided the nmgjor portion of
Federal financial assistance, the appropriate
USDA O G Regi onal | nspector General shall be
cont act ed.

(B) Audit standards. It is not intended that
audits required by this subpart be separate and apart
fromaudits perforned in accordance with State and
local laws. To the extent feasible, the audit work
shoul d be done in conjunction with those audits.

(1) State and |ocal governnents and Indian
tribes that receive $100,000 or nore a year in
Federal financial assistance shall have an audit
made in accordance with OMB Circul ar A-128.

(2) State and |ocal governnents and Indian
tribes that receive between $25,000 and $100, 000
a year in Federal financial assistance shal
have an audit made in accordance with OVB
Circular A-128 or in accordance with the Rura
Devel opnent Audit Program This is an option of
the State and | ocal government or Indian tribe.
If the election is nade to have an audit
performed in accordance with the Rura
Devel opnent Audit Program the audit shall be in
accordance with paragraph X1l C2 d (2) (iii)
of this exhibit.

(3) State and |ocal governnents and Indian
tribes that receive |l ess than $25,000 a year in
Federal financial assistance shall be exenpt
fromconpliance with OVMB Circul ar A-128 and the
Rural Devel opnent Audit Program These State
and | ocal governnents and Indian tribes shall be
governed by audit standards prescribed by State
and |l ocal law or regul ation.

(4) Public hospitals and public colleges
and universities may be excluded from OVB
Circular A-128 audit standards. |f such
entities are excluded, audits shall be nmade in
accordance with paragraph X1l C2 d (2) (ii) of
this exhibit.
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(5 Indications of fraud, abuse, and
illegal acts shall be referred to Rura
Devel opnent for processing in accordance with
paragraph XIlIl C2 d (1) (v) of this exhibit.

(ii) Nonprofit institutions. These organizations
are to be audited in accordance with this subpart, 7 CFR
Part 3015, and OMB Circular A-133, with copies of the
audit being forwarded by the borrower to the Servicing
O fice and the appropriate Federal cogni zant agency, if
applicable. The term Federal financial assistance used
herein shall nean Federal |oan and/or grant funds received
by the borrower, but not rental subsidies.

(A) Cogni zant agency. See paragraph XIlIl C2 d
(2) (i) (A of this exhibit.

(B) Audit standards.

(1) Nonprofit institutions that receive
$100, 000 or nore a year in Federal financia
assi stance shall have an audit nade in
accordance with the provisions of OMB Circul ar
A-133. However, nonprofit institutions
recei ving $100, 000 or nore but receiving awards
under only one program have the option of having
an audit of their institution prepared in
accordance with the provisions of the OVB
Circular A-133 or having an audit nmade of the
one programin accordance with paragraph Xl Il C
2d(2) (iii) of this exhibit. For prior or
subsequent years, when an institution has only
| oan guarantees or outstanding | oans that were
made previously, the institution will be
required to conduct audits for those progranms in
accordance with paragraph X1l C2 d (2) (iii)
of this exhibit.

(2) Nonprofit institutions that receive at
| east $25,000 but |ess than $100,000 a year in
Federal financial assistance shall have an audit
made in
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accordance with OMB Circular A-133 or in
accordance with the Rural Devel oprment Audit
Program |If the election is made to have an
audit performed in accordance with the Rura
Devel opnent Audit Program the audit shall be
performed in accordance with paragraph XIll C 2
d (2) (iii) of this exhibit.

(3) Nonprofit institutions receiving |ess
than $25,000 a year in Federal financia
assi stance are exenpt from Federal audit
standards, but records nust be available for
review by appropriate officials of Rura
Devel opnent .

(C) Fraud, waste, and abuse. |Indications of
fraud, abuse, and illegal acts shall be processed in
accordance with paragraph XIIl C2 d (1) (v) of this
exhibit.

(iii) Rural Devel opnent Audit Program For-profit
organi zations and other entities referred to this
par agraph by paragraphs XiIl C2 d (2) (i) and/or (ii) of
this exhibit, audits will be perforned under the gui dance
of the audit guide entitled "U S. Departnent of
Agriculture, Rural Devel opnent-Audit Progrant (avail able
in any Rural Devel opnent office).

(3) Due date.

(i) Annual audit reports and verifications of
review, as appropriate, and Form RD 1930-7 with 12
nont hs of project operation actuals are due in the
Servicing Office no later than 90 days foll owi ng the close
of the project fiscal year

(ii) If the audit or verification of review and Form
RD 1930-7 with 12 nonths of project operation actuals
cannot be subnmitted by the due date, and the owner
presents a request for extension supported by evidence
that delay is at the request of the auditor, and the
request has a reasonabl e expl anati on of why an extension
of the due date is needed, the Servicing Oficial my
authorize up to a 30-day extension of the due date.
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(iii) 1f an explanation is not forthcom ng fromthe
audi tor, or the explanation received is w thout good
reason, or the Servicing Oficial otherw se suspects
fiscal difficulty, the Servicing Oficial may request the
borrower to subnit to the Servicing Ofice for review, the
proj ect bank statenents for the general operating,
reserve, and investnment accounts covering the nost recent
60 day period.

(iv) If the borrower fails to submt the requested
bank statenments by the date stipulated by the Servicing
Oficial, the Servicing Oficial will immediately refer
the matter to the O G

(4) RHS review. An audit report or verification of
review and Form RD 1930-7 with 12 nonths of project operation
actuals will be reviewed by the Servicing Oficial within 60
days followi ng receipt of the audit report or verification of
review. Fromthis annual audit revi ew process, the Servicing

Oficial will initiate action on findings and concerns needing
i medi ate attention. Those findings and concerns not needing
i medi ate action will be considered in the next budget planning

and annual review process at the end of the fiscal year for
i mpl ementation in the following fiscal year of project
operation.

e M scel | aneous nmanagenent reports. These reports include,
but are not limted to, the following itens that provide additiona
or unique information that augnent or otherw se support other
managenment reports described in this section:

(1) Docunents and fornmats.

(i) Mnutes of annual neetings. Witten record of
annual neeting of organizational borrowers who, by their
organi zational charter, are required to maintain such
witten records.

(ii) Energy audit. Prepared according to the
gui dance of Exhibit D of this subpart. Energy audits,
i ncludi ng i npl enentation plans for energy conservation
are prepared and submitted on nulti-year cycles.
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(iii) Mscellaneous itens. These include other
written or electronically stored data or information such
as financial or incone/expense data, justification
statenments, or other technical or informative materi al
that stands al one or supports other nmanagenent reports
described in this section, whether volunteered by the
borrower or requested by the Servicing Oficial.

(2) Due date. Annual minutes and m scell aneous itens are
due along with the report they are attached to as supporting
docunentation. New energy audits are due with the next
subm ssion of Form RD 1930-7 foll owing expiration of the old
energy audit.

(3) RHS review. RHS review of niscell aneous managenent
reports will coincide with review of the managenent report that
each is attached to as docunentati on.

f Proj ect worksheets.

(1) Submit Form RD 1944-29, with the paynent to the
Servicing Office. This formnust be submtted each nonth to
report overage and/or request RA, even if a | oan paynent is not
submtted. This formreflects occupancy in the project as of
the first day of the nmonth preceding the paynment due date. The
formwi |l be retained indefinitely. (Revised 05-07-97, SPECI AL
PN.)

(2) For LH projects, Form RD 1944-29 will be subnitted
monthly for the LH tenants who receive RA. O herwi se, the Form
RD 1944-29 covering all LH tenants will be subnmtted to RHS at
| east once annually with the annual reports. The formwll be
retained indefinitely.
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(3) Illustration of MFH budget planning, annual review, and
annual audit review cycles. (Revised 03-16-94, SPECI AL PN.)
Itenms on Hand Last Qr of First Quarter Second
During Fiscal Year Fi scal Year of Next FY Quarter
Managenment Reports/ Budget Pl anni ng Annual audit RD File
itenms in borrower Process preparation by revi ew of annual
casefile Form RD 1930-7 & audi tor or annual audit or
util. allowance Form RD audit or Form RD
-Previous fiscal year Review change or no 1930-8 by Form RD 1930-8
annual audit or change of rents or verifier 1930-8 for next
Form RD 1930-8 occupancy charges budget
and/or utility 60- day pl anni ng
-Exhibit A-1 al | owance revi ew & annual
peri od review
- Lat est supervisory process
visit/inspection RD starts Form RD 1930-7 RD
annual review showi ng 12 conpl etes
-Energy audit & process nmont hs of annual
i npl enentation plan proj ect review
-Form RD 1930-7 operating pr ocess
- Conpl i ance revi ew actual s
- Revi ew proj ect subnitted by RD
- Managenent pl an financial and borr ower mey pre-
managenent reports fill Parts
- Managenent agreenent Il Cand D
of Form
RD 1930- 10
-ldentity of Interest RD conpl et es
(1d) Disclosure RD 1930- 10 Take
Certificate, Form i medi at e
RD 1944- 30 and action on
Identity of Interest signi ficant

(1d) Qualification
Form Form RD 1944-31

Ot her - as applicable
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D Fi nanci a

and managenent anal ysi s.

Fi nanci al and managenent anal ysis

provi des information on the stat
anal ysis by the borrower and/or
weaknesses,
corrective actions can be taken.
encour ages are:

1
necessary) and annua
act ual

Budget anal ysi s:
repor

operation where the nanager
corrective action.

2
anal ysi s.
per f or mance.

Rati o anal ysi s:

Rur al

and reasonabl eness of

i ncome and expenses with the budgeted amunts.
bet ween the budget and actua

Rati os are an effective tool
They prescri be various neasures of actual
Devel opnent and borrowers shoul d devel op a data base

us of the project's operation. Regular

Rural Devel opnent can help identify strengths,
i ncome and expenses so that appropriate
Sonme net hods of anal ysis Rural Devel opnent

Using quarterly (or
ts, the borrower or

monthly i f deened

proj ect manager conpares
Any differences
figures indicate areas of the project

may need to focus added attention and/or take

for financial
operating

of recorded ratios for conparative analysis. Sonme useful ratios are:
a Vacancy rate = Total vacancy days for the nonth
Total unit days for the nonth
b Resi dent turnover ratio = Total units beconi ng
vacant during the period
Average units occupied for the
peri od
c Expense ratio = Total expense
Total income
d O&M cost per unit = Total expense (By category)
Total no. of units
e Working capital ratio = Current assets
Current liabilities
f Collection ratio = Total collections
Total occupancy rol
g Percent of revenue = Rural Devel opnent Renta
Assi stance or
from Gover nnent HUD Section 8 paynents
sour ces Total market rent
h Managenment expense = Managenment fee and costs

per unit

Total no. of units



RD I nstruction 1930-C
Exhibit B
Page 131

XI'V  TERM NATI ON AND EVI CTI ON: Borrowers and project nmanagers should actively
devel op ways and nmeans to avoid forced termination of |eases or occupancy
agreenents and the eviction of tenants or menbers by considering the
fol | owi ng:

A Entitlenment to continued occupancy.

1 General. The borrower or project nmanager may term nate or
refuse to renew any occupancy only for material nonconpliance with the
| ease or occupancy agreenment or other good cause such as:

a Noneligibility for tenancy.

b Action or conduct of the tenant or nenber which disrupts
the livability of the project by being a direct threat to the health
or safety of any person, or the right of any tenant or nenber to the
qui et enjoynment of the prenises and related project facilities, or
that results in substantial physical danage causi ng an adverse
financial effect on the project, or the property of others, EXCEPT
when such threat can be renoved by applying a reasonabl e
acconmmodat i on.

c Expiration of the | ease or occupancy agreenent period is
not sufficient grounds for eviction of a tenant or nenber

2 Mat eri al nonconpliance. Material nonconpliance with the | ease
or occupancy agreenment includes:

a One or nore substantial violations of the | ease or
occupancy agreenent; or

b Nonpayment or repeated | ate paynent of rent or occupancy
charge or any other financial obligation due under the | ease or
occupancy agreenent (including any portion thereof) beyond any grace
period constitutes a substantial violation; or

c Admi ssion to or conviction for use, attenpted use,
possessi on, manufacture, selling, or distribution of an illega
control | ed substance that:

(1) is conducted in or on the prenises by the tenant or
sonmeone under the tenant's control

(2) is allowed to happen by a househol d menber or guest
because the tenant has not taken reasonable steps to prevent or
control such illegal activity; or because

(08-30-93) SPECIAL PN
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the tenant has not taken steps to renove the househol d nmenber or
guest who is conducting the illegal activity.

(3) It is not the intent that this provision of nateria
| ease violation apply to innocent nenbers of the tenant's
househol d who are not engaged in the illegal activity, nor are
responsi bl e for control of another household nmenmber or guest.
It is the intent that such innocent persons can renain in the
dwel ling unit if an otherw se eligible household remains or can
be formed.

3 O her good cause.

a Repeated m nor violations of the | ease or occupancy
agreenent which disrupt the livability and harnony of the project by
adversely affecting the health or safety of any person, or the right
of any tenant or nmenber to the quiet enjoynent of the |eased
prem ses and the related project, or that have an adverse financia
effect on the project.

b The borrower or project manager nust base their decision on
current objective data, not on supposition that the tenant may or
could pose a harmor threat to other persons or property.

c Conduct cannot be considered as other good cause unless the
borrower or project manager has given the tenant or nenber prior
notice that the conduct will constitute a basis for ternination of
occupancy.

4 Rent over burden.

a Any tenant househol d (except those receiving Section 8
benefits) paying nore than the contribution levels cited in
paragraphs IV A2 ¢ (1), (2), or (3) of this exhibit toward rent,
including utilities, is considered to be experiencing rent
overburden that may jeopardize a tenant's ability to nmaintain
occupancy.

b Whenever a tenant is experiencing rent overburden,
borrowers are encouraged to utilize any avail able and conpatible
governnmental or private rental subsidies including Rural Devel opnent
RA and/or interest credit; or to informtenants where they may apply
for Section 8 housing assistance to mnimze term nation of tenancy.
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c Wth reference to RHS RA or interest credit, no further
action by the borrower is necessary if the borrower has already
requested RA in conjunction with a previous rental or occupancy
charge change request.

d For purpose of this provision, the term"rent overburden"
al so refers to occupancy charges paid by cooperative nenbers.

5 Tenant or nenber benefits during termnation through eviction

a Conti nued occupancy. Tenant or nenber househol ds may
conti nue occupancy through the specified termnation date, or if
judicial action is initiated to evict, to the specified date in a
court order for eviction. |In addition, this policy applies when a
tenant or nenber has filed a discrimnation conplaint and a fina
decision on the conplaint's resolution is awaited fromthe
Department's O fice of Advocacy and Enterprise or the Departnent of
Housi ng and Urban Devel opnent.

b Rental subsidy. During termnation, RA paynments and/or
interest credit will be adm nistered following this outline
according to type of situation: (Revi sed 05-07-97, SPECI AL PN.)

(1) Failure to recertify.

(i) If failure to recertify is the fault of the
tenant or menber:

(A) The borrower will charge the tenant or
menber note rate rent or occupancy charge during the
peri od of occupancy with an expired certification and
will remt collected overage to the Servicing Ofice.
(Revi sed 05-07-97, SPECI AL PN.)

(B) If the tenant or nenber does not pay rent
or occupancy charge during this period, the project
will not be required to pay overage. (Revised 05-07-
97, SPECI AL PN.)

(ii) The borrower will send a copy of the
term nation notice to the Servicing Oficial, together
with a copy of the "90 day" and "30 day" letters sent to
t he tenant.

SPECI AL PN
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C

(iii) The Servicing Oficial will suspend paynent of
any RA until the recertification process is conpleted;
otherwi se until the tenant or nenber noves out or is
evicted by court order, whichever occurs first.

(iv) The Servicing Oficial will annotate the next
processed project master list with an "E" for expiration
in colum 5 of Part Il of Form RD 1944-29 for the

appropriate tenant(s) or nenber(s).

(v) If failure to recertify is the fault of the
borrower or managenent, through no fault of the tenant or
menber :

(A) The Servicing Oficial will advise the
borrower or managenent to rescind the notice of
term nation.

(B) Overage will be paid fromproject funds or
by the managenent agent, dependi ng on the provisions
of the managenent plan and nmanagenent agreenent.

(C) Until a new tenant certification is
effective, the tenant shall continue to pay the rent
or occupancy charge established by the expired tenant
certification.

(vi) If the termination process is nullified, either
by conpleting the recertification process, by judicia
action or the resolution of a discrinnation conplaint,

the Servicing Oficial will restore RA and request RA
payment retroactive to the date it was w thheld, based on
the newly verified tenant certification. |f the

term nation process ends with voluntary tenant/nmenber
nove-out or court ordered eviction, whichever occurs
first, the RAwill be assigned to the next tenant or
menber that is RA eligible at the tine of the nove-out or
evi ction.

(2) Lease violation.

(i) The borrower will send a copy of the termi nation
notice to the Servicing Oficial.
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(ii) The Servicing Oficial will annotate the next
processed project master list with a "T" for termination
in colum 5 of Part Il of Form RD 1944-29 for the

appropriate tenant(s) or nenber(s).

(iii) The Servicing Oficial will continue to
aut horize RA for the tenant or menber.

(iv) The borrower will continue to charge and
collect the rental or occupancy charge rate established by
the tenant's or menmber's current tenant certification
(Revi sed 05-07-97, SPECI AL PN.)

(v) If the termnation process is nullified, either
by resolution of the | ease violation or by court action,

normal tenant/ nmenber status resunes. |f the term nation
ends with tenant/ nmenber npve-out or court ordered
evi ction, whichever occurs first, the RAwill be assigned

to the next tenant or nenber that is RA eligible at the
time of the nobve-out or eviction.

(vi) If the tenant certification expires while a
notice of term nation for |ease violation or good cause is
in effect (i.e., litigation is pending):

(A) The borrower will continue to assess the
rent or occupancy charge to the tenant/nenber at the
rates established by the expired tenant
certification, through such tine the court has
rendered a decision, or the tenant/nmenber has noved
out, whichever occurs first. (Note: the
t enant / menber nust pay the rent or occupancy charge
into an escrow account pending the outcone of
litigation.) (Revised 05-07-97, SPECI AL PN.)

(B) The project will not be required to pay
overage. (Revised 05-07-97, SPECI AL PN.)

(C) Should the court deny the term nation and
order reinstatenment of occupancy, the borrower shal
promptly conplete the recertification process as of
the current tine to becone effective as soon as
possi bl e, collect the due rent or occupancy charge
and request RA retroactive to the date it was
suspended. (Revised 05-07-97, SPECI AL PN.)

SPECI AL PN
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B Notice of | ease or occupancy agreenent violation. A notice of |ease
or occupancy agreenent violation is prepared and issued by the borrower or
authorized representative. Any such notice nust be based on nateria
violation of the | ease or occupancy agreenent terns or for other docunented
good cause as determined by the borrower or the project manager

1 The notice of |ease or occupancy agreenent violation will be
handl ed according to the terms of the | ease or occupancy agreenent.
Tenants or nenbers will be given prior notice of |ease or occupancy

agreenent violation according to State or local law. The notice nust:

a Refer to relevant provisions in the | ease or occupancy
agreenent .

b State the violations with enough information describing the
nature and frequency of the problemto enable the tenant or nenber
to understand and correct the problem |In those cases where the
| ease or occupancy agreenent violation is due to the tenant's
failure to pay rent or the nenber's failure to pay occupancy charge,
a notice stating the dollar amunt of the bal ance due on the rent or
occupancy charge account and the date of such conputation shal
satisfy this requirenent.

c State that the tenant or nmenber will be expected to correct
the | ease or occupancy agreenment violation by a specified date.

d State that the tenant or nmenber nmay informally neet with
the borrower or borrower representative to attenpt to resolve the
stated violation before the date of corrective action specified in
t he noti ce.

e Advi se the tenant or nenber that if he or she has not
corrected the stated violation by the date specified, the borrower
may seek to terminate the | ease or occupancy agreenent by bringing
forth a judicial action, at which tinme the tenant or nmenber may
present a defense.

2 The notice shall be acconplished by: sending a letter by first
class mail to the tenant or nenber at his or her address at the project;
or by serving a copy of the notice on any adult person answering the door
at the dwelling unit, or if no adult responds, by placing the notice
under or through the door, if possible, or by affixing the notice to the
door. Service shall not be deemed effective until either method of
notice as described herein has been acconplished. The date on which the
noti ce shall be deemed to be
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recei ved by the tenant or nenber shall be the date on which the required
first class letter is nmailed, or the date on which the notice provided
for in this paragraph is properly given, whichever nmethod of service is
used.

C Notice of termi nation

1 Upon failure by the tenant or nenber to neet the condition(s) or
correct the violation(s) stated in the notice of |ease or occupancy
agreenent violation by the date specified, the tenant or nmenber will be
notified that the occupancy is term nated and that eviction is being
sought through the appropriate judicial process according to State or
| ocal |aw

2 The notice of termnation is prepared and i ssued by the borrower
or its authorized representative in accordance with the prior notice
requi renents and provisions of State or local |aw

3 If State or local lawis silent or otherw se not explicit, the
notice nust state the reason and basis for the term nation of occupancy
(i.e., material or other good cause violation, or both).

4 The notice of term nation must include the |ocation and regul ar
of fice hours during which the tenant or menber (or counsel) may viewits
file and copy any information it contains to aid in the tenant's or
menber's defense

5 The notice will be acconplished in the sane manner described at
paragraph XIV B 2 of this exhibit.

6 A copy of the notice of termination will sinmultaneously be
forwarded to the Servicing Ofice.

7 1In those states where the notice of |ease or occupancy agreenent
violation automatically becones the notice of termination after a
prescri bed period of time, the requirenents of the notice of termnation
have been net.

D Servicing Oficial review

1 Upon recei pt of a copy of notice of term nation, the Servicing
O ficial shall pronptly review the notice for technical conpliance with
paragraph XIV C of this exhibit and any applicable
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State Supplenments. The Servicing Oficial will not review the notice for
the nerits of the action, nor express any opinion on the nerits of the
action (this responsibility resides with the State or |local court).

2 No further action is required if the notice of termi nation neets
techni cal requirenments of preparation.

3 If the notice of termination fails to neet the technica
requi renents of preparation, the Servicing Official wll:

a Informthe borrower how the notice of termnation failed to
neet the technical requirenments of preparation,

b Informthe borrower to cease the action,

c Informthe borrower that it may reissue a new revised
notice of termnation if the borrower believes the conditions stil
warrant such action, and

d Send to the tenant a copy of the Servicing Oficial's
letter that was sent to the borrower.

E Notice of eviction. A notice of eviction is prepared and issued by a
court of law, not the borrower or its authorized representative. Eviction
will be carried out as specified by the ternms of the eviction notice and court
order.

XV  SECURITY SERVICING  Security servicing, as referenced in this exhibit
concerns the borrower's general responsibilities in relation to the |oan

agreenent or resolution, note, nortgage, and other |oan docunents. |t does
not deal with security itenms between the borrower and the tenants or nenbers.
Rural Devel opnent will ook to the borrower to fulfill its obligation

according to the requirenents of the | oan agreenent or resolution, note,
nort gage, and other legal or closing docunents. Sone itens of specia
enphasi s are:

A Fidelity coverage. It is the borrower's overall responsibility as
described in the managenent plan to see that fidelity coverage is in place on
any personnel entrusted with the receipt, custody, and di sbursenent of any
proj ect nonies, securities, or readily sal eable property other than noney or
securities. The borrower should have fidelity coverage in force as soon as
there are assets within the organization and it nust be obtai ned before any
| oan funds or interimfinancing funds are nade avail able to the borrower.
Coverage nust be froma conpany |licensed to provide coverage in the state
where the project is |located. Fidelity coverage obtained should utilize
standard i ndustry forms copyrighted by an organi zati on such as the Anmerican
Associ ati on of
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I nsurance Services, or AAI'S; Insurance Services Ofice, Inc., or SO or the
Surety Association of America, or SSA. Use of the follow ng guidelines wll
nmeet the adm nistrative intent of Rural Devel oprment:

1 Fidelity coverage policies nmust declare in the insuring
agreenent (s) that the insurance conpany will provide protection to the
i nsured agai nst the |oss of project noney, securities, and
property other than noney and securities, through any crimnal or
di shonest act or acts conmitted by any "enpl oyee," whether acting al one
or in collusion with others, not to exceed the amobunt of indemity stated
in the declaration of coverage. The Rural Developnent mninmally requires
any insuring policy to include an insuring agreenent that covers enpl oyee
di shonesty.

2 The types of coverage policies acceptable to Rural Devel opnent

a Bl anket crine policy. This type of policy usually provides
the broader fidelity coverage and econony of cost options. Prem uns
are subject to discount based on the level of internal contro
exercised by the insured operation. This type of policy can provide
the foll owi ng insuring agreenents:

(1) Enployee dishonesty - Form A, Blanket. (Required)

(2) Loss inside the prem ses - Money and Securities
Broad Form (Recomended)

(3) Loss outside the prem ses - Mney and Securities
Broad Form (Recomended)

(4) Depositor's forgery or alteration. (Recommended)

b Fidelity bond. Fidelity bonds linmt coverage only to
enpl oyee di shonesty. Fidelity bonds are generally used when one or
two enpl oyees are covered. Prem uns are based on established rate
charges that are usually greater than for blanket crine policies.

(1) Schedul e and position bonds. A schedul e bond covers
a nanmed enpl oyee and is acquired with each change of
enpl oynment. A position bond covers a named position of
responsi bility and permts conti nuous coverage even though the
person hol ding that position changes. O the two, a position
bond is preferred by Rural Devel opnent.
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(2) Blanket bonds. Bl anket bonds cover all enployees in
either of two forns:

(i) Conmercial blanket bond (Form A). This bond
limts coverage to each |oss, irrespective of how nmany
persons are involved. This formof bond is available on a
"standard" basis.

(ii) Blanket position bond (FormB). This bond
limts coverage to each enpl oyee, hence it can provide
greater protection if there is collusion of two or nore
persons. This is a nonstandard form of bond avail abl e
from some insurance conpani es who use their own
i ndi vidualized forns.

3 The Rural Devel opnent requires only an endorsenent |isting al
Rural Devel opnent financed properties and their |ocations covered under
the policy or bond. The policy or bond may al so i nclude properties or
operations other than Rural Devel opnment financed properties on separate
endorsenent |istings.

4 I ndi vi dual or organi zational borrowers will have fidelity
coverage when they have enpl oyees with access to project assets as cited
in paragraph XV A of this exhibit; otherwi se, a managenment conpany with
excl usive access to the borrower's assets will have the fidelity
cover age.

5 Borrowers who use a managenent agent with exclusive access to
project assets as cited above will require the Agent to have fidelity
coverage on all principals and enpl oyees with access to the project
assets. Should active nmanagenent revert to the borrower, the borrower
will obtain fidelity coverage as specified in XV A 1 of this paragraph as
a first course of business.

6 Fidelity coverage is not required when a loan is made to an
i ndi vidual (a natural person) or a General Partnership and that person or

general partner will be responsible for a project's financial activities.
(An individual person cannot bond or obtain coverage against its own
actions.)

7 In the case of a land trust where the beneficiary is responsible
for managenent, the beneficiary will be treated as an individual

8 Alinmted partnership will not be required to have fidelity

coverage on its general partners UNLESS one or nore of its genera
partners performfinancial acts com ng within the scope of the usua
duties of an "enpl oyee."
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9 The m ni mum amount of fidelity coverage will be the anmpunt
calculated by multiplying an exposure index by a coverage factor. Wen
the cal cul ated ambunt is |less than $10,000, m ni mum coverage of $10, 000
nmust be provided. This calculation is made as fol |l ows:

a Det ermi ne exposure index: Exposure index = 25 percent of
the SUM of annual cash receipts (rents, cash subsidy, interest,
etc.) and cash (cash carryover, reserves, CD's, tax and insurance
escrows, etc.). Round to next higher $1,000

b Det erm ne coverage: Coverage = exposure index X coverage
factor taken fromthe coverage chart. Round to next higher $1000.

c Coverage chart:

Exposure | ndex Cover age Fact or
$100, 000 or I|ess . 30
$100, 000 to $200, 000 . 28
$200, 000 to $300, 000 . 26
$300, 000 to $400, 000 . 24
$400, 000 to $500, 000 .22
$500, 000 to $600, 000 . 20
$600, 000 to $700, 000 .18
S700, 000 to $800, 000 .16
$800, 000 to $900, 000 .14
$900, 000 to $1, 000, 000 .12
$1, 000, 000 or nore .10

d Exanpl e:  $245, 000 exposure index X .26 = $63, 700
M ni mum coverage (rounded) = $64, 000

10 A deductible is designed to allow flexibility in balanci ng what
the project can prudently pay fromits own assets, at a tine of |oss,
agai nst the econony of annual premuns in its annual budget. The

foll owi ng deductible levels will neet Rural Devel opnent requirenents:
Fidelity Coverage Deducti bl e Leve

Under $50, 000 $1, 000

In the area of $100, 000 $2, 500

In the area of $250, 000 $5, 000

In the area of $500, 000 $10, 000

In the area of $1, 000, 000 $15, 000
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11 When discussing fidelity coverage with its insurance agent, the
borrower and/or managenent agent should inquire how it can inprove its
internal controls to reduce exposure to risk. Adoption of inprovenent
measures may result in | ower prem uns.

12 The premiumfor a borrower's fidelity coverage on project site
enpl oyees is a project expense.

13 The prem um of a management agent's fidelity coverage for the
agent's principals and enployees will be the nanagenent agent's busi ness
expense (i.e., it is included within the mnagenent fee). Wen a project
site enployee is covered under the "unbrella" of the agent's fidelity
coverage, the pro rata portion of the prem um covering the enpl oyee may
be considered a project expense.

14 Fidelity coverage should be reviewed during annual review and
adj ust ed when necessary.

B I nsurance. The mni mum anounts and types of insurance required of
the borrower will be determ ned by Rural Devel opnent in accordance with
Subparts A and B of Part 1806 of this chapter (RD Instructions 426.1 and
426.2) except as otherw se described in this paragraph. All references to
County Supervisor shall be construed to mean Servicing Oficial when applied
to the multiple housing program The borrower or its agent shall obtain:

1 Adequate fire, extended coverage, and earthquake insurance as

needed will be required on all buildings included as security for the
| oan or grant (see Guide Letter 1930-4 for requesting renewals). The
anount of coverage will be not less than the "Total Estimated

Reproducti on Cost New of I|nprovenents," on page 5 of Form RD 1922-7,
"Apprai sal Report for Multi-Unit Housing." The follow ng additiona
provisions will apply:

a An initial insurance policy with evidence of first year
paid premumw || be delivered to the Rural Devel opnent Servicing
Oficial at the tine of |oan closing or transfer of |oan, providing
at least 1 year of coverage.

b Form RD 426-2, "Property Insurance Mrtgage Cl ause," or the
provi sions thereof printed in the policy or in a blanket letter from
an i nsurance conpany, nust be part of the policy; nanely to provide
Rural Devel opnent, as nortgagee, with at |east 10 days advance
noti ce of cancellation.

c Evi dence of paid prem umin subsequent years will not be
required.
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d Any change of insurance provider or |evel of coverage or
term will be provided to the Servicing Oficial by use of Part VII
"Notice of Change to Borrower/Project Status," of Form RD 1930-7.

2 Sui t abl e Worker's Conpensation |Insurance on all its enployees.
Wor ker' s Conpensati on | nsurance for enpl oyees of a managenent agent shal
be paid out of the agent's nmanagenent fee.
When a project site enployee is covered under the "unbrella" of the
agent's insurance, the portion of premiumattributable to a project site
enpl oyee may be a project expense.

3 Adequate liability insurance.

4 Fl ood i nsurance when the project is located in a designated
fl ood hazard area

5 A bl anket insurance policy nay be accepted froma borrower when
bl anket coverage is nore cost effective for each Rural Devel opnent
financed project on a prorata basis, and an endorsenment is attached to
the policy listing Rural Devel opment financed projects, |ocations, and
coverage limts separate fromany other properties covered by the policy.

C Real estate and personal property taxes. All borrowers will be
required to pay their taxes before they becone delinquent and provide Rura
Devel opnent with proof of paynment (see Guide Letter 1930-7 to rem nd borrowers
to pay taxes). An exception to the above may be made if the borrower has
formally contested the amount of the property assessnent and had escrowed the
anount of taxes in question in a manner acceptable to the Servicing Oficial.

XVl  AUTOVATI ON OF Rural Devel opnent FORMS and FORMATS: The various forns and
formats approved or prescribed for use by borrowers and their agents

t hroughout this subpart nmay be prepared on autonmated systens when the
following criteria is conplied with:

A Rural Devel opnent forns approved for official use by OVB

1 The identical wording and nonmencl ature of an official form nust
be included in the autonmated version of the form including the OVB
approval nunber.

2 The function (i.e., logic or mathematical cal cul ation) of an
official formnust be the sanme in an autonmated version of the form
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3 The nane or |ogo of the source of an automated form nust be
vi si bly annotated on each output of the automated form

4 Nom nal spaci ng adjustnment of the content of an official formon
the automated format is permtted to acconmodate |initations of
aut omati on software and hardware.

5 Qutput size nmust be 8 1/2 inches x 11 inches.

6 Qut put on col ored paper is pernissible but not required by Rura
Devel opnent .

B Unofficial Rural Devel opnent formats. |Itens such as nanagenent
pl ans, managenent agreenents, waiting |ists, and Rural Devel opnment guide
letters should be automated to the extent possible. Content and conpletion of
the format nmust be devel oped according to Rural Devel opment guidelines for the
item

0Qo
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MANAGEMENT PLAN REQUI REMENTS FOR
RURAL DEVELOPMENT FI NANCED
MULTI PLE FAM LY HOUSI NG ( MFH) PROJECTS

The objective of a managenment plan is to describe the property owner's
expectations and standards for performance, timing, and results of managenent
of all aspects of the various conponents of property operation, maintenance,
and conpliance with applicable laws and regulations. This exhibit is intended
to guide the owner in identifying the various conponents of property
managenment in an organi zed manner. The listing of discussion itens under each
conponent is intended as further guidance. Itens should be added if needed;

i kewi se, those itens listed and not applicable to a given property situation
need not be addressed.

Rural Devel opnent requires managenent of Rural Devel opnent financed MFH
projects to be in conpliance with applicable Federal, State, and | ocal |aws
and this regulation. Exhibit B-4 of this subpart will be used by a
prospective nmanagenent agent to provide a resune of managenment background
and/ or experience. Exhibit B-5 of this subpart will be used by an owner who
proposes to provide direct project nmanagenent. In rural cooperative housing
(RCH), a cooperative's board of directors will nanage the business of the
cooperative with the assistance of the adviser to the board. |If the board is
unable, in the adviser's opinion, to nmanage the cooperative after an adequate
period of training, then Rural Devel opnent will nake the determ nation of
whet her the cooperative will hire professional nmanagenent.

Rural Devel opnent will review the nmanagenent plan to evaluate the borrower's
standards for project managenment. The nanagenent plan and any subsequent

revi sions nmust be signed by the borrower, and then approved and signed by the
aut horized Rural Devel opnent official. No loan will be closed or construction
started, or |loan transfer conpleted, without a properly approved and signed
managenent plan. Managenent plans shoul d be reviewed annually and updated at

| east triannually by the borrower. Any updated or nodified nmanagenent plan
will need to be reviewed and approved by the Servicing Oficial at the tine of
annual review. Wen only a few changes are needed, use of an addendumto the
plan is acceptable to Rural Devel opnment.

A managenent plan will reflect understandi ng of Rural Devel opment program
requi renents for the project and address each of the follow ng areas:

1 The role and responsibility of the owner and the rel ati onship and
del egations of authority to the nmanagenent agent. A nanagenent agreenent nust
be provi ded where a managenent agent is to be used. |If there is no managenent
agent, the managenment plan should supply the equivalent information concerning
t he managenent staff assigned to day-to-day operation of the project even when
t he owner provides direct managenent.
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a Describe and fully justify any identity of interest as described
in paragraph V B of Exhibit B of this subpart.

b Identify the supervisory relationships, and to whomthe
i ncunbent of the position responsible for the day-to-day operation of the
project is accountable.

c Descri be the conditions when the nmanagenent agent nust consult
t he owner before taking any action.

d Identify the person or position in the owner's organization that
is the key contact for the managenment agent. Describe the type of
deci sions to be made by this contact person.

e Descri be the fundanental responsibilities and duties of the
owner and the managi ng agent. |ldentify any areas of overlap and descri be
how the overlap will be handl ed.

f Descri be any pro rata divisions of singularly incurred operating
expense that is common to the nanagenent agent and the owner (project)
(i.e., fidelity coverage that nay be divi ded between both).

2 Per sonnel policy and staffing arrangenents.

a Describe hiring practices of managenment and their conformance
wi th equal enpl oynent opportunity requirenents.

b Include a staffing plan for the project.

c Describe the lines of authority, responsibility, and
accountability (internal controls) within the managenment entity.

d Descri be the standards and plans for training and familiarizing
enpl oyees with their job related responsibilities and applicable Rura
Devel opnent program requirenents. Describe how such training wll
general ly be achi eved.

3 Pl ans and procedures for marketing units, achieving and nmi ntaining
full occupancy, and neeting HUD Form 935.2, "Affirmative Fair Housing
Mar keting Plan," requirenents.

a Descri be how affirmative marketing practices will be used.
Descri be the outreach and marketing efforts that will be used to reach
those |l owincone and mnority persons who are least likely to apply for
such housi ng wi thout special outreach efforts.
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b Descri be the nethods that will be used to achieve and maintain
t he hi ghest possible |evel of occupancy. When applicable, indicate any
addi ti onal conpensation or incentives that may be all owed managenent
agents for early initial rent-up. (If this area is not covered in the
managenment plan, it will usually not be allowed by RHS at a |later date.)

c Descri be how the units will be advertised. Indicate m ninum
| evel s pl anned regardl ess of occupancy |evels.

d Descri be the appropriate communi cati on system auxiliary aids,
or other assistance that will be used to ensure effective conmunication
with applicants, tenants or nenbers, and nmenbers of the public that have
si ght or hearing inpairnents.

e Descri be the kinds of reasonabl e accommpdation the project can
readily provi de such as changi ng water faucets, kitchen equipnent, door
knobs, assigni ng handi cap parki ng spaces, etc.

f Descri be the process nmanagenent will follow in review ng and
determ ni ng whether structural nodification of an apartnment unit is
practical and feasible to reasonably accompdate a tenant or househol d
menber who has a handicap or disability.

g I ndi cate whether the RHS sanple waiting |ist (Exhibit B-14 of
this subpart) or sonme other waiting list will be used. |[|f another
waiting list is used, indicate howits use will otherw se conply with
Rural Devel opnent guidelines.

h Attach copies of sanple forns that will be used to record unit
condition, and indicate who will receive copies of the inspection forns.

i Descri be any orientation services to be provided tenants or
menbers to acquaint themwith the project and care of the units.
I ndi cate what printed project information will be given to applicants.

i Identify the person or staff position responsible for
determi ning tenant or nenber eligibility and their |ocation on the
waiting |ist.

k In projects receiving tax credits, describe how special waiting
lists will be established and when eligible tenants with i ncones higher
than tax credit linmts will be considered for occupancy.
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4 Procedures for determning eligibility and for certifying and

recertifying incones.

(Revi

a Descri be how applications and other records relevant to this

function will be kept. |If application fees are used, describe them
b Descri be the | evel of know edge, skill, and ability that
managenment official(s) will be expected to possess BEFORE assum ng renta

rel ated duties such as application processing, eligibility determ nation,
sel ection, unit assignnent, certification, recertification, rent or
occupancy charge collection, and recordkeeping. This discussion should
mention training and testing to be provided or obtained to achieve and
mai ntain the | evel expected. (Revised 05-07-97, SPECI AL PN.)

c Identify whether project funds or the managenent agent will pay
overage when overage is due through no fault of the tenant or nenber

5 Leasi ng and occupancy poli ci es.

a Descri be the occupancy standards for the project. (This could
be shown as an annex to the managenent plan.)

b Descri be the project adnissions and | easi ng/ occupancy policies
and procedures, and criteria for selecting tenants/nenbers for occupancy.
(This could be shown as an annex to the managenent plan.)

c Descri be the | evel of know edge, skill, and ability that
managenment official(s) will be expected to understand and apply regarding
proj ect | ease provisions and prohibitions, occupancy standards, and
adm ssions policies.

d Descri be special procedures that will be used where the
mar ket i ng area includes non-English speaking or reading persons to assure
that such persons will understand | eases or occupancy agreenents and
est abl i shed rul es.

6 Rent and occupancy charge coll ection policies and procedures.
sed 05-07-97, SPECIAL PN.)

a Descri be the project rent/occupancy charge collection policy and
procedure, covering such matters as where the collection point is, which
staff position handles the collection, provisions for collection after
normal office hours, recording, and safeguarding of collections.

(Revi sed 05-07-97, SPECI AL PN.)
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b Descri be the project security deposit/ nmenbership fee policy and
procedure covering natters simlar to the preceding item |Include
di scussi on on handling of any interest earned on such deposits.

7 Procedures for requesting and i nplenenting a rent or occupancy charge
change.

a Descri be the process to be followed for preparati on and request
of a change of rents/occupancy charges and/or utility allowances, and to
notify tenants of such change, to neet Rural Devel opnent requirenents.

b Identify which staff position or person will process change
requests.
c Descri be when such change requests will nornmally be nmade in

terms of economic need and timng within a fiscal year of operation

8 Pl ans and procedures for carrying out an effective maintenance,
repair, and replacenent program

a Descri be the project objective and general plan for preventive
mai nt enance.

b Descri be where the project's as-built plans and specifications
will be located and identify the staff position responsible for updating
it as nodifications occur

c Descri be the general nmintenance procedures and schedul es or
cycles to: (this list could be attached as an addendun)

(1) Check and service appliances and mechani cal equi prment.

(2) Performsafety checks of snmoke/fire alarns, fire
extingui shers, outside lighting, and ice renoval, etc.

(3) Inspect and perform nmai ntenance and redecoration incident
to tenant/ menber nove-out and nove-in.

(4) Performmajor interior and exterior painting and
redecorati ng.

(5) Performmjor repairs and grounds mai nt enance.
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(6) Renpbve garbage and trash.

(7) Performcommpn areas clean up (parking |lot, entryways,
hal | ways, community room etc.)

d Descri be the project policy and procedure for tenants/nmenbers to
prepare and subnit nmintenance requests.

e Descri be the general timng for handling purchase orders and
paynments.

f Descri be the project policy for budgeting for and/or requesting
use of reserve funds for funding major nmai ntenance or replacenent itens.

g In migrant or seasonally occupied | abor housing (LH), describe
the above itens in terns of season opening and cl osi ng dates.

9 Pl ans and procedures for providi ng suppl enmental services.

a Descri be the types of supplenental services such as |aundry and
vendi ng machines that will be provided to benefit occupants.

b Expl ai n whet her this equipment will be owned and operated by the
owner or a consignee (vendor).

c Descri be the saf ekeeping and recording practices (interna
control) of any cash collections fromuse of the equiprent.

d Describe who will be responsible for nmintaining the equi pnment
and st ocki ng any vendi ng machi nes.

e When a consignee will operate the equipnment, describe the
general terns of the consignnent contract.

10 Plans for accounting, recordkeeping, and neeting Rural Devel opnent
reporting requirenents.

a Briefly describe the type of project accounting nethods (i.e.

cash or accrual) and records that will be used, how will they be
mai nt ai ned, and which staff position will prepare and naintain them
b Descri be how i nterest earned on project reserve funds will be

prorated and accounted "separately" if such funds are deposited jointly
wi th funds of another project owned by the sanme borrower.
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c Descri be whether the project bookkeepi ng chart of accounts and
bank accounts is conpatible with Form RD 1930-7, "Multiple Fam |y Housi ng
Proj ect Budget," requirenents, and if not, what adjustnments will be nade
when reporting actuals on the form

d Identify which staff nenber or position will be responsible for
the preparation and subm ssion of the quarterly and annual reports
requi red by Rural Devel opnment.

e Provi de assurance or explanation that the person or firm who

will performand prepare the annual audit, or verification of review, is
not associated with the project, other than to performthe audit or
revi ew

f Di scuss the proposed tenant or nmenber record mai ntenance system
including retention of records and identify which person/position wll
handl e and maintain the records.

g Identify where records subject to Rural Devel opnment review will
be kept and which person/position Rural Devel opnent will contact to
review the records.

11 Energy conservation nmeasures and practices.

a Describe the plan to informand encourage tenants/nmenbers in use
of energy conservation practices they can use in their unit to save
utility expense (and thus mnimze utility allowances and conserve renta
assi stance) .

b Describe the plan to utilize energy conservation practices in
the commn areas of the project (to conserve operating expense and help
m nim ze rent/occupancy charge |evels).

c Descri be the project objective in inplenmenting energy
conservation neasures, if any, as they are identified in an energy audit.

12 Plans for tenant participation in rural rental housing (RRH) project
operations and tenant's rel ationship with nmanagenent.

a Descri be any plans for a tenant organization and how nanagenent
and staff will work with the organization

b Descri be where the Tenant Gi evance and Appeal s Procedure
(Subpart L of Part 1944 of this chapter) will be posted in the project
and ot herwi se made available to tenants. Ildentify which person or staff
position will be responsible for responses to and consideration of a
t enant / menber grievance.
(08-30-93) SPECI AL PN
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13 Plans for nenber participation in RCH project operations.

a Describe who will explain to the nmenbers the types of committees
the cooperative will be using.
b Descri be what the cooperative will do to attract nenber

participation on conmittees.

c Descri be how the board nenbers will participate with the
conmittee.

d Descri be where the cooperative will post, and otherw se nmeke
avail abl e to nmenbers, the Tenant Grievance and Appeals Procedure (Subpart
L of Part 1944 of this chapter). |Identify which person or staff position
wi |l be responsible for response to and consideration of a nenber
gri evance.

14 Plan for carrying out managenent training prograns.

a Descri be the standards of training and proficiency that
managenent or board nenbers will be expected to attain and maintain to
performtheir duties and responsibilities in carrying out project
obj ectives, including conpliance with applicable Federal, State, and
| ocal | aws.

b Describe the plan to conduct internal training and to otherw se
use external training sources to nmaintain |evels of attained proficiency.

c For RCH, describe the actions the board will take if a board
menber (s) does not participate in training.

d For RCH, describe the role the board will assune in nmaking sure
the RCH nenbership as a whole understands its role and functions in the
cooperative

15 Term nation of | eases or occupancy agreenents and eviction

a Identify which person or staff position is responsible for
knowi ng and administering State and | ocal |aws and Rural Devel opnent's
requi renents regarding term nation of | eases or occupancy agreenents and
evi ctions.

b Identify which person or staff position is responsible for
knowi ng and administering State and | ocal |aws and Rural Devel opnent's
requi renents regarding the notification that nmust be given to a tenant or
menber when ternmination of | ease or occupancy agreenent is proposed and
subsequent eviction procedures through the State or local judicia
process.
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16 Security servicing.

a Identify which person or staff position is responsible for
knowi ng and conplying with Rural Devel opnent requirenments for fidelity
coverage and acquiring such coverage.

b Identify which person or staff position is responsible for
knowi ng and conplying with Rural Devel opnent's insurance coverage
requi renents and acquiring such coverage.

17 Managenent agreenent. Attach a copy of the managenent agreenent,
when applicable. (If an initial |oan, attach a copy of the proposed
managenent agreenent, when applicable). See Exhibit B-2 of this subpart for
requi rements for management agreenents.

18 RCH board of director/adviser relationship. Discuss the relationship
of the adviser and its effect on decisions nade by the board.

19 Managenent conpensation.

a I f managenent is provided directly by the owner, describe the
anount of managenent fee, howit will be determ ned, and how it wll be
pai d.

b In the case of a cooperative, describe the anount of

conpensation to be paid to the adviser by the board.

20 On-site managenent.

a Descri be who (owner, site manager, caretaker, board) wll
perform on-site managenment duties and responsibilities.

b Describe the duties and responsibilities of the on-site
managenment staff.

c Identify whether the site nmanager will live in the project in a
rent-free unit or pay rent, or live off-site.

d Descri be established office hours and indicate where they will
be posted.

21 Validity of the managenent plan. The plan nust provide space at the
end for the foll ow ng:
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a Date, title, and signature of borrower or borrower's authorized
representative.

b Date, title, and signature of the Rural Devel opnent officia
approvi ng the plan.

(0]0 ]
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REQUI REMENTS FOR MANAGEMENT AGREEMENTS

A conpl eted and executed nanagenent agreenment nust be revi ewed and approved by
the Rural Devel opment whenever a nanagenent agent is to be used. A managenent
agreenent nust be submitted to Rural Devel opnent for review as part of a

proj ect | oan docket, whenever there is a change of nmanagenent agents or
ownership, or when a mgjor revision of an existing agreenent is necessary or
required.

1 A written managenment agreenent is required for any project when the
owner retains a managenent agent. A managenent agreenent is not required when
the project is managed by the owner as described in paragraph V E 6 of Exhibit
B of this subpart. However, a witten nmanagenent plan is required for al
projects new and existing, except for on-farm |l abor housing units where rent
is not required. Although the adviser to a cooperative board of directors is
not the sanme type of agent as those who are now managi ng rental projects, a
written agreement between the board and the adviser is required which sets
forth their relationship and what the adviser is expected to do for the
cooperative. Exhibits F, F-1, and G of Subpart E of Part 1944 of this chapter
outline the functions and responsibilities of an adviser. The agreenent may
follow the content of Exhibit B-3 of this subpart.

2 The managenent agreenent nmust address how Rural Devel opnment
requirenents will be net. The owner nmy del egate to the agent any nanagenent
duties which are not required to be perfornmed by the owner. The owner may
del egate sel ected ownership responsibilities, such as requests for review
and/ or appeal of adverse decisions by third parties that affect the owner.
However, the owner renmmins totally responsible to Rural Devel opnent for al
aspects of managenent.

3 The managenent plan is the primary nanagenent charter, constituting a
conprehensi ve description of the policies and procedures to be followed in
managi ng the project. The managenent agreenent descri bes how the objectives

and policies in the managenent plan will be carried out. The agreenent should
be clear and concise, should not nerely repeat the managenent plan, but
i ndi cate how t he nanagenent agent will inplenent the plan.

4 The managenent agreenent shall describe the managenent agent's
organi zati on and staffing structure, managenent controls, and any nanagenent
conpany identity of interest relationship(s) such as the borrower, vendors,
and suppliers of materials, |abor, and services. Wen such relationships
exi st, the managenment agent shall prepare and sign the forms described in
paragraph V B 2 a of Exhibit B of this subpart as "applicant".
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5 The managenent agreenent sets forth the standards and expectations
negoti ated between the borrower and the nanagenent agent. The agreenent
shoul d follow the guidelines of Exhibit B-3 of this subpart. Each managenent
agreenent should be tailored to the specific conditions and staffing
arrangenents of the particular project. The site, design, size of the
project, and fiscal constraints; market conditions; social factors; local |aw
and business practices are anong the el ements which may require variations to
Exhibit B-3 of this subpart.

o0o
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SAMPLE MANAGEMENT AGREEMENT FOR RURAL DEVELOPMENT FI NANCED MULTI PLE FAM LY
HOUSI NG ( MFH) PROJECTS*

This Agreenent is nade this day of , 20__,
bet ween (the "Owner"),
and (the "Agent")

under the terns and conditions set forth herein.
| Cener al

A Appointnment and acceptance. The Owner appoints the Agent as
excl usive agent for the nmanagenent of the property described in paragraph | B
of this agreenent, and the Agent accepts the appointnent, subject to the terns
and conditions set forth in this agreenent.

B Proj ect description. The property to be nmanaged by the Agent under
this agreenent (the "Project") is a housing devel opnent consisting of the
| and, buil di ngs, and other inprovenents which nake up Project No.
The Project is further described as follows:

Name:
Location: City: County: __
St at e:
No. of dwelling units: Type of units:

(Fam ly, Elderly,
(M xed, Congr egat e)

C Definitions. As used in this agreenment:

1 "Rural Devel opnent" neans Rural Devel opnent, including any
successor agenci es.

2 “"Principal Parties" neans the Owmer and the Agent.

3 "Agent," as used throughout this agreenment, neans the person or
busi ness entity, including enployees at the Agent's office and project
site, engaged in the task of providing nanagenent of a Rural Devel opnent
financed MFH project in contractual arrangenent with the Owner.

*Note: The intent of this sanple docunent is to provide a guide of topics and
items to be considered and described by the Owmer and the Agent in negotiating
the agreenent. It is not intended to be used verbatim
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D Identity of interest. The Agent discloses to the Owmer and Rura
Devel opnent any and all identities of interest that exist or will exist
bet ween the Agent and the Owmer, suppliers of material and/or services, or
vendors in any conbination of relationship. Forns RD 1944-30, "ldentity of
Interest (1) Disclosure Certificate," and RD 1944-31, "ldentity of Interest
(10) Qualification Form" conpleted by the Agent as "applicant," are attached
and nmade part of this agreenent. (Revised 03-16-94,

SPECI AL PN.)
E Rural Devel opnent requirenents. |In perfornming its duties under this
managenent agreenent, the Agent will conply with all relevant requirenents of

Rural Devel opnent. Rural Devel opnment requirenents include preparation of
forms and reports in the format of prescribed Rural Devel opnent forms and
exhi bits.

F Basic information. As soon as possible, the Owmer will furnish the
Agent with a conplete set of "as built" plans and specifications and copi es of
all guarantees and warranties relevant to construction, fixtures, and
equi pnment. Wth the aid of this information and inspection by conpetent
personnel, the Agent will becone thoroughly fanmliar with the character,
| ocation, construction, |layout, plan, and operation of the project, and
especially with the physical plant.

G Conpliance with governnental orders. The Agent will take such action
as it may deem necessary to conply pronptly with any and all governnenta
orders or other requirenents affecting the project, whether inposed by
Federal, State, county or nunicipal authority, subject, however, to the
limtation stated in paragraph IV D of this exhibit with respect to litigation
and repairs. Nevertheless, the Agent shall take no action so |long as the
Owner is contesting, or has affirmed its intention to contest, any such order
or requirenment. The Agent will notify the Owmer in witing of all notices of
such orders or other requirements, within 72 hours fromthe tine of their
receipt.

H Nondi scrim nation. |In the performance of its obligations under this
agreenent, the Agent will conply with the provisions of any Federal, State or
| ocal Fair Housing | aw prohibiting discrimnation in housing on the grounds of
race, color, religion, sex, famlial status, national origin, or handicap
Ot her nondi scrimnation provisions include Title VI of the Civil Rights Act of
1964 (Public Law 88-352, 78 Stat. 241), Section 504 of the Rehabilitation Act
of 1973, and the Age Discrimnation Act of 1975, as they relate to the Rura
Devel opnent mul ti-housi ng program
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I Fidelity coverage. The Agent agrees to furnish, at its own expense,
fidelity coverage to the Owmer, with copy to the Rural Devel opnent Servicing
O fice on the enpl oyees of the Agent who are entrusted with the receipt,
cust ody, and di sbursenent of any project nonies, securities, or readily
sal eabl e property other than noney or securities. The mninmm coverage of
$ wi || be provided according to the coverage chart found in
par agraph XV of Exhibit B of this subpart. The Agent will|l obtain coverage
froma conpany licensed to provide coverage in the project locality. Coverage
will be in force to coincide with the assunption of fiscal responsibility by
the Agent until that responsibility is relinquished.
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Endorsenent listing Rural Devel opnent projects separate from other projects or
operations will be obtained and nmade part of the coverage policy or bond. The
other terns and conditions of the coverage, and the surety thereon, wll be
subject to the requirenments and approval of the owner.

J Bi ds, discounts, rebates, etc. Wth prior approval of the owner, the
Agent will obtain contracts, nmaterials, supplies, utilities, and services on
the nost advantageous terms to the project, and is authorized to solicit bids,
either formal or informal, for those items which can be obtained from nore
than one source. The Agent will secure and credit to the Omer all discounts,
rebates, or commi ssions obtainable with respect to purchases, service
contracts, and all other transactions on the Ower's behal f.

Il Managenent pl an.

A Description. Attached is a copy of the managenent plan for the
proj ect, which provides a conprehensive description of the policies and
procedures to be followed in the nmanagenent of the project.

B Rel ati onshi p with managenent plan. The Agent shall conduct its
managenment activities in accordance with the policies and procedures set forth
in the managenent plan. 1In addition, the Agent will also carry out the tasks
and responsibilities set forth in paragraph IV of this agreenent.

C Division of duties and commopn expense. An identification of duties
and supervisory relationship for project site staff and Agent's office staff
are described in the managenent plan as is the pro rata division of singularly
i ncurred operating expense common to the Agent and the Oaner.

1l Budget.

A Preparation. The Agent shall prepare an original project budget for
submi ssion to the owner and Rural Devel opnent for approval. For each
subsequent fiscal year the Agent shall prepare a new budget.

B Budget categories. The budget shall be prepared using the format and
categories of RD Form 1930-7, "Miultiple Fam |y Housing Project Budget."

IV  Agent's authorizations. The Owmer authorizes the Agent to:

A Operate the project according to the Owmer's nmanagenent plan and in
conpliance with the Omer's | oan agreenment (or resolution) with Rura
Devel opnent, and applicable Rural Devel opnent regul ati ons and gui del i nes.
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B Operate and maintain the project within reasonable tol erance (as
defined by Rural Devel opnent) of the expense category subtotals in the project
budget .

C Purchase all material, equipnent, tools, appliances, supplies and
servi ces necessary for proper mai ntenance and repair of the project as
stipulated by the Omer in the nmanagenent plan, project budget, and/or other
formof witten docunmentation

D Notwithstanding any of the foregoing provisions or any sinilar
provisions that follow, the prior witten approval of the Ower will be
required for any expenditure which exceeds $ in any one
i nstance for litigation involving the project, or |abor, materials, or
otherwi se in connection with the mai ntenance and repair of the project. This
limtation is not applicable for recurring expenses within the limts of the
operating budget or energency repairs involving nmanifest danger to persons or
property, or that are required to avoid suspension of any necessary service to
the project. In the latter event, the Agent will informthe Owmer of the
facts as pronptly as possible.

E Represent the Ower in specific matters related to managenent of the
project. (ltens such as representing the Owmer's interest at appeal hearings
may be specified here or may be indicated that such authorizations will be
provided in witing as an addendum when appropriate.)

V  Agent's obligations.

A Managenent input during and after Rural Devel opnment processing. The
Agent will advise and assist the Owmer with respect to managenent pl anning and
i nput during Rural Devel opnent | oan processing and subsequent review. The
Agent's specific tasks will be:

1 Participation in any conference with Rural Devel opnent officials
i nvol vi ng project managemnent.

2 Preparati on and subni ssion of Form RD 1930-7 as a quarterly
report throughout the period frominitial occupancy after Rura
Devel opnent | oan closing until such tine as no |onger required by Rura
Devel opnent. |f the nanagenment is authorized to sign the reports for the
owner, a copy of the signed report as submtted to Rural Devel opnent will
be provided to the Owner.

3 Participation in the on-site final inspection of the project,
requi red by Rural Devel opnment prior to initial occupancy.

4 Conti nui ng revi ew of the managenent plan, for the purpose of
keepi ng the Owner advised of necessary or desirabl e changes.
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B Liaison with architect and general contractor. At the direction of
the owner during the planning and construction phases, the Agent will maintain
direct liaison with the architect and general contractor, in order to:

1 Coor di nate managenent concerns with the design and construction
of the project,

2 To facilitate conpletion of any corrective work, and

3 To facilitate the Agent's responsibilities for arranging
utilities and services pursuant to paragraph V J of this agreenment. The

Agent will keep the Ower advised of all significant matters of this
nat ur e.
C Marketing. The Agent will market the rental units according to the

managenent plan, observe all requirenents of the Affirmative Fair Housing
Mar keting Pl an, and maintain records of the nmarketing activity for conpliance
revi ew purposes.

D Rentals. The Agent will offer for rent and will endeavor to rent the
dwel ling units in the project. The follow ng provisions will apply:
1 The Agent will meke preparations for initial rent-up, as

described in the managenent plan

2 The Agent will follow the tenant selection policy described in
t he managenent pl an.

3 The Agent will show the prem ses and available units to al
prospective tenants without regard to race, color, national origin, sex,
religion, famlial status, handicap or age; and will provide for

reasonabl e acconmodati on to individuals wth handi caps.

4 The Agent will take and process all applications received for
rentals. |If an application is rejected, the Agent will informthe
applicant in witing of the reason for rejection. The rejected
application, with the reason for rejection noted thereon, will be kept on
file until a conpliance review has been conducted. |If the rejectionis
because of information obtained froma credit bureau, the source of the
report nust be revealed to the applicant according to the Fair Credit
Reporting Act. A current list of qualified applicants will be
mai nt ai ned.
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5 The Agent will prepare all dwelling |eases, parking permts, and
will execute the sane in its nane, identified thereon as Agent for the
Ower. The ternms of all leases will conply with the rel evant provisions
of Rural Devel opnent regulations and State and |ocal law. Dwelling
| eases will be in a form approved by the Owmer and Rural Devel oprment.
6 The Omer will furnish the Agent with rental and i ncone report

fornms required by Rural Devel opnent, showi ng rents as appropriate for
dwel l'ing units, other charges for facilities and services, and incone
data relevant to determ nations of tenant eligibility and tenant rents.

In no event will the rents and other charges be exceeded.
7 The Agent will counsel all prospective tenants regarding
eligibility and will prepare and verify eligibility certifications and

recertifications in accordance with Rural Devel oprment requirenents.

E Reports. The Agent will furnish information (including occupancy
reports) as nmmy be requested by the Omer, Rural Devel opnment, and/or the
O fice of Inspector General fromtinme to tine with respect to the project's
financial, physical, or operational condition. The Agent will also prepare
and subm t:

Form RD 1944-8 "Tenant Certification"
Form RD 1944-29 "Project Wrksheet for
Interest Credit and
Rent al Assi stance"
Form RD 1930-7 “"Multiple Fam |y Housi ng Project Budget"

The Agent will assist the owner in initiating or conpleting all additiona
reporting forns and data prescribed by Rural Devel opnent affecting the
operation and mai ntenance of the project.

F Col l ection of rents, security deposits and other receipts. The Agent
wi || endeavor to collect when due all rents, charges, and other anobunts
recei vabl e on the Owmer's account in connection with the managenent and
operation of the project. Such receipts will be deposited i mediately in the
project's general operating account with (nanme of bank or such
other financial institution designated by the owner), whose deposits are
i nsured by an agency of the Federal Governnent. The Agent will collect,
deposit, and di sburse security deposits, if required, in conpliance with any
State or local |aws governing tenant security deposits. Security deposits
wi |l be deposited by the Agent in a separate account, at a Federally insured
institution. This account will be carried in the owner's nanme and desi ghat ed
of record as "(Name of Project) Security Deposit Account."

G Accounting system The Agent nust develop a systematic nethod to record
t he busi ness transactions of the project that appropriately reflects the
conpl exity of project operations and the owner's
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requi renents. The Agent may be required to inplenment and use a bookkeepi ng
and accounting system acceptable to Rural Devel opnent. The accounts descri bed
in paragraph VI of this agreement, as a mininmnum wll be established and

regul arly nmai ntai ned by the Agent.

H Enforcenent of |eases. The Agent will endeavor to ensure ful
conpliance by each tenant with the ternms of the |lease. Voluntary conpliance
wi || be enphasized. The Agent, using the services of |ocal social service
agenci es when avail able, will counsel tenants and neke referrals to community
agencies in cases of financial hardship or other circunmstances deened
appropriate by the Agent. Involuntary termnination of tenancies should be

avoi ded to the maxi mum extent consistent with sound nanagenent of the project.
Neverthel ess, and subject to the relevant procedures prescribed in the
managenment plan, the Agent may initiate action to term nate any tenancy when,
in the Agent's judgnent, there is material nonconpliance with the |ease or

ot her good cause as prescribed by Rural Devel opnent regulations for such

term nation. The tenant nust be properly notified of his/her right to appea
the proposed action according to Rural Devel opment regul ations. Attorney's
fees, and other necessary costs incurred in connection with such actions will
be paid out of the general operating account as project expenses within the
itemzed |limt of the project budget.

I Mai nt enance and repair. The Agent will| endeavor to maintain and
repair the project in accordance with the nanagenent plan and |ocal codes, and
keep it in a condition acceptable to the Owmer and Rural Devel oprnent at al
times. This will include, but is not limted to, cleaning, painting,
decorating, plunbing, carpentry, grounds care, energy conservation neasures
and practices, and such other nmintenance and repair work as nay be necessary,
subject to any limtations inposed by the Owmer in addition to those contai ned
her ei n.

Incidental thereto, the follow ng provisions will apply:

1 Special attention will be given to preventive nmi ntenance, and
to the greatest extent feasible, the services of regular nmintenance
enpl oyees will be used.

2 The Agent will contract with qualified i ndependent contractors
acceptable to the Omer for the maintenance and repair of air
conditioning, heating systens, and el evators, and for extraordinary
repairs beyond the capability of regular nai ntenance enpl oyees. Any
identity of interest will be identified in accordance with paragraph V B
of Exhibit B of this subpart.
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3 The Agent will systematically receive and pronptly investigate
all service requests fromtenants, take such action as nay be justified,
and keep records of the sane. Energency requests will be received and
serviced on a 24 hour basis. Serious conplaints will be reported to the

Owner after investigation.

4 The Agent will advise the Owmer of any cost-effective and
adapt abl e energy conservati on neasures or practices that should be used
in the project. The Agent will encourage their use and will assist the
Owner during any installation of these nmeasures or institution of
practices.
J Uilities and services. 1|In accordance with the Oamer's managenent
pl an, the Agent will nake arrangenents for water, electricity, gas, fuel oil,

sewage and trash disposal, vermn exterm nation, decorating, |aundry
facilities, and tel ephone service.

K I nsurance. The Omer will informthe Agent of insurance to be
carried with respect to the project and its operations, and the Agent will
cause such insurance to be placed and kept in effect at all times. The Agent
wi |l pay prem uns out of the general operating account, and premunms wll be
treated as operating expenses. All insurance will be placed with conpani es,
on conditions, in amobunts, and with beneficial interests appearing thereon as
shall be acceptable to the Owmer and the Rural Devel opnent provided that the
same will include public liability coverage, with the Agent designated as one
of the insured, in anpbunts acceptable to the Agent as well as the Omer and
Rural Devel opnent. The Agent will investigate and furnish the Owmer with ful
reports on all accidents, clains, and potential clains for damage relating to
the project, and will cooperate with the owner's insurers in connection
t herewi t h.

L Taxes, fees and assessnents. The Agent shall provide for the paynent
fromproject funds all taxes, assessnents, and government fees for the owner
promptly when due and payable. The Agent shall also evaluate |ocal property
taxes to deternine if they bear a fair relationship to the project value and
if they do not, at the direction of the Omer, appeal such taxes on behal f of
the Omer or assist the Owmer in the appeal, whichever is required by |oca
jurisdiction or is appropriate.

M  Enpl oyees and/or services. The Agent will enpl oy persons and/or
services, (or will manage persons and/or services enployed by the Owmer) to
performduties and responsibilities at the project site as described in the
managenment pl an. Conpensati on of such persons and/or services will be paid
as a direct expense to the project as specified in the managenent plan and
this agreenent. The Agent will enploy sufficient resources (staff and/or
services) within the Agent's operation to fulfill Agent's obligation to the
Owner under the ternms of this agreenent.
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Vi Proj ect accounts. The Agent will nmaintain and safeguard the Owmer's
project financial accounts and tenant security deposit accounts according to
the current requirenents set forth in paragraph XiIl B 2 of Exhibit B of

Subpart C of Part 1930 of this chapter, which is part of the "Miltiple Housing
Managenent Handbook. "

VII Agent's conpensation, tenure, and identification.

A Agent's conpensation. The Agent will be conpensated for its services
for providing managenent described under this agreenent, and the Owner's
managenent plan, by nonthly fees, to be paid fromthe general operating
account and treated as a project operation and nai ntenance expense. Such fees
wi |l be payable on the first day of each nonth for the preceding nonth. Each
monthly fee will be in an ampunt conputed as foll ows:

(The followi ng are acceptable nethods in no order of preference. Any other
met hod of conpensation will be fully described and inserted in this section.)
The costs incurred by the Agent for performng the specified services listed
in this agreenent shall be allocated to the owner and Agent as outlined in the
agreenent, managenent plan, and approved project budget.

1. $ /occupied unit on the first of a nonth.
2. % of cash rent collected. (Plan | and full profit)
3. % of basic rents collected. (Plan I1)

Maxi mum annual conpensation under this agreenent and the approved project
budget shall be $ /year.

B Term of agreenent. This agreenent shall be in effect for a period of

not nore than 3 years, beginning on the__ day of . , 19 |
subj ect, however, to the foll owi ng conditions:
1 This agreenent will not be binding upon the Principal Parties

until approved by Rural Devel opnent.

2 Thi s agreenent may be term nated by nutual consent of the
principal parties as of the end of any cal endar nonth, provided that at
| east 30 days advance written notice thereof with reasons given is
submitted to Rural Devel opnment.
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3 In the event that a petition in bankruptcy is filed by or
agai nst either of the Principal Parties, or in the event that either
makes an assi gnnent for the benefit of creditors or takes advantage of
any insolvency act, the other party nay term nate this agreenment w thout
notice to the other, provided that pronpt written notice with reasons
given for such termnation is submitted to Rural Devel oprment.

4 It is expressly understood and agreed by and between the
Principal Parties that the State Director may term nate this agreenent
wi th cause upon the issuance of a 30-day witten notice of cancellation
to each of the Principal Parties. It is further understood and agreed
that no liability will attach to either of the Principal Parties in the
event of such term nation.

5 Upon termination of this agreenent, the Agent will submit to the
Owner all project books and records and any financial statenments required
by the Rural Devel opnent. After the Principal Parties have accounted to
each other with respect to all matters outstanding as of the date of
term nation, the Owmer will furnish the Agent security, in formand
Princi pal anpbunt satisfactory to the Agent, against any obligations or
liabilities which the Agent may properly have incurred on behal f of the
Owner her eunder.

C Agent's indemification. Notw thstanding any provision of this
agreenent or any obligation of Agent hereunder, it is understood and agreed:
that Ower has assunmed and will maintain its responsibility and obligation
t hroughout the termof this agreenent for the finances and the financia
stability of the project; and that Agent shall have no obligation,
responsibility, or liability to fund authorized project costs, expenses, or
accounts other than those funds generated by the project itself or provided to
the project or to Agent by Omer. In accordance with the foregoing, Oaner
agrees that Agent shall have the right at all tinmes to secure paynment of its
conpensation, as provided for under paragraph VII A of this agreenment, from
the operating and nmi ntenance account, imedi ately when such conpensation is
due and without regard to other project obligations or expenses provided the
Agent has satisfactorily discharged all duties and responsibilities under this
agreenent. Mdreover, Omer hereby indemifies Agent and agrees to hold it
harm ess with respect to project costs, expenses, accounts, liabilities, and
obligations during the termof this agreenent and further agrees to guarantee
to Agent the paynent of its conpensation under paragraph VII A of this
agreenent during the termof this agreenent to the extent that the project's
operating and mai nt enance account is insufficiently funded for this purpose.
Failure of Omer at any tinme to abide by and to fulfill the foregoing shall be
a breach of this agreenent entitling Agent to obtain from Owmer, upon denand,
full paynent of all conpensation owed to Agent through the date of such breach
and entitling Agent, at its option, to termnate this agreenent forthwth.
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(Revision 1)

VIIl Interpretative provisions.

A This agreement constitutes the entire agreenent between the Ower and
the Agent with respect to the managenent and operation of the project. No
change will be valid unless nade by supplenmental witten agreenent approved by
Rural Devel opnent.

B This agreenent has been executed in several counterparts, each of
whi ch shall constitute a conplete original agreenent, which may be introduced
in evidence or used for any other purpose without production of any of the
ot her counterparts.

C This agreenment is NOT in full force and effect unless and unti
concurred with by Rural Devel oprent.

D At all tines, this agreenent will be subject and subordinate to al
rights of the Rural Devel opnment, and will work to the benefit of and
constitute a binding obligation upon the Principal Parties and their
respecti ve successors and assigns. To the extent that this agreenent confers
ri ghts upon the consenting parties, it will be deemed to work to their
benefit, but without liability to either, in the sane manner and work with the
same effect as though the consenting parties were primary parties to the
agreenent .

The Principal Parties [by their duly authorized officers] have executed this
agreenent on the date first above witten.

OWNER:

By:

Title:

AGENT:

By:

Title:
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As | ender or insurer of funds to defray certain costs of the project and
without liability for any paynents hereunder, the Rural Devel opnent hereby
concurs with this agreenent.

Rural Devel opnent

By:

Title:

Attachnents: Managenent plan
Loan resol ution or agreenent
Identity of Interest Disclosure Certificate
Identity of Interest Qualification Form

o0o
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OUTLI NE FOR PROSPECTI VE MANAGEMENT AGENT OF A
MULTI PLE FAM LY RENTAL OR LABOR HOUSI NG PROQJECT

Rural Devel opnent expects that Multiple Fanmi |y Housing (MH) property and
program financed by the Agency will be managed to conply with authorizing
statutes and regul atory requirenents in neeting the objective of providing
decent, safe, and sanitary housing for eligible tenants and nenbers.

The following outline is intended to be a guide that borrowers can use in
evaluating the level and quality of services that a prospective nanagenent
agent plans to provide in the managenment of a nultiple housing project. The
borrower is encouraged to add those itens it deens appropriate and to del ete
any that do not apply.

1 Provi de your nane, address, nane of project, |ocation of project, and
t he nane of the owner.

2 Provi de i nformati on about projects previously or presently nanaged by
t he managenent entity and its enployees, including information relative to
default history, nortgage relief history, and foreclosure history along with
an explanation of the circunstances that |led to such actions.

3 Descri be your firmincluding nunber of nmain office staff enployed in
the foll owing capacities: supervisory, clerical, maintenance, and socia
servi ces.

4 Expl ai n where project records will be kept.

5 Descri be your plan for project on-site staff including their duties
and work frequency.

6 G ve the distance in miles fromyour hone office and the nearest
branch office, if applicable, to the project.

7 Descri be the accounting system rent-up procedure, rent collection
policy, and preventive nmaintenance program including energy conservation you
intend to use in the proposed project.

8 Describe any and all identities of interest as described in paragraph
V B of Exhibit B of this subpart.

9 Descri be the frequency and type of direct supervision to be given the
site manager.
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10 Gve a description of your financial condition, stability, and
financi al resources.

11 Describe your plan to inplement applicable Rural Devel opnent

accounting requirenents for the project. |f you have managed this type of
project before, cite those projects as an indication of your know edge of such
requi renents. |If you have not managed such projects, indicate your
under st andi ng of what needs to be done to fulfill such requirenents.

12 Pl ease al so descri be:

a Your plans for handling tenant grievances and appeal s, providing
tenant counseling, and using outside social service agencies.

b The extent of your know edge of Rural Devel opnent requirenents
for tenant eligibility, tenant certifications and recertifications.

c Your plans to train your personnel in the managenent of Rura
Devel opnent MFH, including training on the nondiscrinmination and fair
housi ng (reasonabl e accommdati on) provisions of the civil rights | aws.

13 Describe the internal controls you will use to safeguard project
noni es, securities, and readily sal eabl e property other than noney and
securities.

14 Provide evidence of fidelity coverage capacity.

15 Include where appropriate the followi ng statement: "I hereby certify
that there is no close association between the managenent agent and the owner
of the above described project in such manner that creates a possible conflict
of interest.”" |If such an association exists (e.g., the managenent agent is a
menber, stockhol der, partner, principal, etc., of the borrower organization,
famlial relationship) explain the relationship in detail (this nay be
combined with item8 of this exhibit).

o0o
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OUTLI NE FOR OW\NER WHO PROPOSES OWNER- MANAGEMENT OF
A MJULTI PLE FAM LY RENTAL OR LABCR HOUSI NG PRQJECT

Rural Devel opnent expects that Multiple Fanmi |y Housing (MH) property and
program financed by the Agency will be managed to conply with authorizing
statutes and regulatory requirenents in neeting the objective of providing
decent, safe, and sanitary housing for eligible tenants and nenbers.

The following outline is intended to be a guide that the borrower can use in
describing the level and quality of services that the borrower plans to
provide in the nmanagenent of a MFH project. The borrower is encouraged to add
those itens it deens appropriate and to delete any that do not apply.

Response to the outline will be used by Rural Devel opnent to eval uate the

| evel and quality of project managenment planned by the borrower when the
borrower plans to provide the project nmanagenent.

1 Provi de nanme of owner, address, and the nane and | ocation of project.
State the nunmber of rental units in the proposal

2 Provi de i nformati on about your previous projects, regardless of the
source of financing, including nortgage relief and foreclosure history al ong
with an explanation of the circunstances that |led to such actions.

3 Li st nanes and addresses of managenent agents who manage your
previously or presently owned projects, if any.

4 Descri be your understanding of the responsibilities connected with
owni ng and managi ng a MFH project under Rural Devel opnent.

5 Qutline your experience and capabilities in providing housing for
| ow- and noderate-inconme tenants.

6 Descri be your intended tenure of ownership and the extent of persona
i nvol venent in operating and managi ng this project.

7 Describe any identities of interest as described in paragraph V B of
Exhibit B of this subpart.

8 Descri be your intentions and capacity to neet negative cash flow
situations.
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9 Descri be your plans for the managenent and nmi ntenance of the
proposed project. If you intend to nanage the project, describe your own
managenment capacity by answering applicable portions of Exhibit B-4 of this
subpart.

10 Describe the internal controls you will use to safeguard project

noni es, securities, and readily sal eabl e property other than noney and
securities.
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REPORT OF | TEM

REQUI RED

MONTHLY AND QUARTERLY PRQJECT MANAGEMENT REPORTS

REPORT OR | TEM
APPL| CABLE TO

DI STRI BUTI ON

RD I nstruction 1930-C
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REFERENCES AND NOTES

PRQIECT WORKSHEET FOR
| NTEREST CREDI T AND
RENTAL ASSI STANCE
(Form RD 1944-29)

DUE DATE PREPARED BY
Mont hly paynent Al'l borrowers
date (Agent)

Each project

Copy kept by borrower;
original goes to the

Instructions for preparation
are in the FM for Form RD

Rural Devel opnent Servicing 1944-29.

Office with paynents.

QUARTERLY REPORT
(Form RD 1930-7,

Mul tiple Fam |y Housi ng

Proj ect Budget)

Due in Rural Devel opment All borrowers
Servicing Ofice by (Agent)

the 20th of nonth

foll owi ng each

reporting period;

forward to State

O fice by the 30th.

Each project
unti
di sconti nued

Copy kept by borrower.
Original and one copy
goes to Rural Devel opnent
O fice; Servicing Ofice
to forward original to
State Office. *State
O fice nmakes copy and

si gned original returned
to Servicing Ofice.

Reports will continue until
written notice for discon-

ti nuance is received from
Rural Devel opnent Servicing
Official. Instructions for
preparation are in the FM for
Form RD 1930-7.

* Signed copy goes to State Office when Servicing Ofice staff have received del egated approval
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REPORT OF | TEM
REQUI RED

DUE DATE

ANNUAL PRQIECT MANAGEMENT REPORTS

REPORT OR | TEM

PREPARED BY APPL| CABLE TO

RD I nstruction 1930-C
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DI STRI BUTI ON REFERENCES AND NOTES

MULTI PLE FAM LY HOUSI NG
PRQIECT BUDGET
Form RD 1930-7

In last quarter

of fiscal year

in sufficient

time for Rural

Devel opnent approval
before start of

Next fiscal year.

Copy kept by borrower. Instructions for preparation
Original and one copy to are in the FM for Form RD
Rural Devel opnent Servicing 1930-7.

Office; original with

comments to State O fice hy

Servicing OFfice. *State

O fice nakes copy (with

State Office comments)

and returns original

to Servicing Ofice.

HOUSI NG ALLOWANCE FOR
UTI LI TIES & OTHER
PUBLI C SERVI CES
(Exhibit A-6 to
Subpart E of

Part 1944 of this
chapter)

Must be subm tted
with Form RD
1930-7.

Bor r ower Al'l projects
(Agent)
Bor r ower Plan Il and rental
(Agent) assi stance projects

where tenant pays
any utilities.

I nstructions for preparation
are in Subpart E of Part
1944 of this chapter.

Copy kept by borrower.
Original and one copy

to Rural Devel opnent
Servcing Ofice with backup
data; Servicing Ofice returns
original to borrower

after State Ofice

approval . *

* Signed copy goes to State Office when Servicing Ofice staff have received del egated approval
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ANNUAL PRQIECT MANAGEMENT REPORTS (Con.)
REPORT OF | TEM REPORT OR | TEM
REQUI RED DUE DATE PREPARED BY APPL| CABLE TO DI STRI BUTI ON REFERENCES AND NOTES
NOTE ALL PRECEDI NG | TEMS ON PAGE 1 WLL BE SUBM TTED SEPARATE FROM AUDI T/ VERI FI CATI ON OF REVI EW
AUDI T REPORT Wt hin 90 days Borrower's CPA Projects with 25 Copy kept by borrower. W Il be submtted
foll owi ng cl ose or LPAin or nobre units in Original and one copy separately from ot her
of borrower's accordance with one or nore to Rural Devel opnent borrower nmanagenent
fiscal year. bookl et projects, or as Servicing Ofice; reports
"U.S. Departnent required by Rural one copy to State O fice.
of Agriculture, Devel opnent
Audi t Progrant State Director.
MULTI PLE FAM LY Wt hin 90 days Bor r ower Al'l projects Copy kept by borrower. Instruction for preparation
HOUSI NG BORROVER foll owi ng cl ose (Agent) Original and one copy in the Fornms Manual |nsert
BALANCE SHEET of borrower's to Rural Devel opnent for Form RD 1930- 8.
(Form RD 1930- 8) fiscal year. Servicing Ofice. Servicing
O fice sends original to
State Office. *State
O fice and makes copy and
returns signed original to
Servicing Ofice.
VERI FI CATI ON OF Wt hin 90 days Qualified Projects with 24 Copy kept by borrower. Instruction for preparation
REVIEW (in |ieu of foll owi ng cl ose of i ndi vi dual or fewer units Oiginal to Rural in the FM for Form RD
audit report) borrower's fiscal i ndependent of Devel opnent Servicing 1930- 8.
according to this year. t he borrower. O fice; Servicing Ofice Submitted separate from
Subpart makes one copy for State annual review itens.
(Form RD 1930- 8) O fice.

* Signed copy goes to State O fice when Servicing Ofice staff have received del egated approval authority.

00o



REPORT OF | TEM
REQUI RED

M SCELLANEOQUS PROJECT

DUE DATE

PREPARED BY

MANAGEMENT REPORTS OR SUBM TTALS

REPORT OR | TEM
APPL| CABLE TO

DI STRI BUTI ON
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REFERENCES AND NOTES

M NUTES OF ANNUAL
MEETI NG (When appl i cabl e)

Subnmit with next
Form RD 1930-7,
"Multiple Fam |y

Housi ng Proj ect Budget"

Bor r ower

Al'l organi zati onal
borrowers with

gover ni ng bodi es,
and all

cor porations.

Two copies to Rural
Servicing Ofice; one

to be sent by Servicing
Ofice to State O fice.

Devel opnent

Subnmit with next
Form RD 1930-7.

Ener gy
Audi t or

One copy to Servicing
O fice.

Exhibit D of this subpart.

REQUEST FOR RENTAL
ASSI| STANCE ( For m
RD 1944- 25)

When rental
assi stance i s
request ed.

Mul tiple Fam |y
Housi ng borrowers
and applicants

wi th tenants paying
rent in excess of
30% of their

adj usted i ncone.

Original and copy
to Servicing Ofice;
submit to State

O fice for approval
after Servicing

O fice review

Refer to Exhibit E of this
subpart for material to
be included with request.

I nstructions for
preparation are in Forms
Manual Insert for Form
RD 1944- 25.

COWVPLI ANCE REVI EWS
(Revi ew conduct ed
within the 1st
reporting year after
t he project opens
for operation.)

a) Initial reviews

(Form RD 400- 8,

"Conpl i ance Revi ew'

(Non-di scrimnation

Reci pi ents of

Fi nanci al Assi stance

t hrough Rural Devel oprent)*

b) Subsequent reviews
(Form RD 400- 8)

Nov. 1st to Cct.
31st of each
year.

The Oct. 31st
foll owi ng | oan
cl osi ng.

M ni mrum of every
3 years.

Rural Devel opnent
Servicing Oficial

Al Miultiple Fam |y
Housi ng borrowers.

Copy to State Ofice;
ori ginal retained
in Servicing Ofice.

Refer to 1901. 204 (e) of
Subpart E of Part 1901
of this chapter.

* |f initial
years.

(03-16-94) SPECIAL PN
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Exhibit B-8
Page 2
M SCELLANEOUS PROIJECT MANAGEMENT REPORTS OR SUBM TTALS (Con.)
REPORT OF | TEM REPORT OR | TEM
REQUI RED DUE DATE PREPARED BY APPL| CABLE TO DI STRI BUTI ON REFERENCES AND NOTES

MANAGEMENT PLAN Start of operations; Bor r ower Al l borrowers except Original to borrower; Revi ewed annual |y during

update every third those with nonrent copy to Servicing Ofice annual revi ew

year of operation LH projects
MANAGEMENT AGREEMENT Start of nanagenent Bor rower and Al'l borrowers not Copies with Rural Revi ewed at | east
(Exhibit B-3 of this by managenent agent managenent agent provi ding their own Devel opnent concurrence to annual ly during annua
subpart) managenent Bor rower, managenent revi ew

agent and Rural Devel opnent

Forms RD 1944- 30, Start of operations Borrower, manage- Al'l borrowers Original to Servicing Revi ewed at | east
“Identity of Interest or whenever there is ment agent, Office; copies to annual Iy during annua
(1A) Disclosure a change in identity i ndi vi dual s, vendors borrower and any ot her revi ew
Certificate," and RD of interest or organizations i ndi vi dual or organi -
1944-31, "ldentity of relationship sharing identity of zation sharing identity
Interest (1Q) interest with the of interest with the
Qualification Fornt proj ect proj ect

00o

o000
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Exhi bit B-14

SAVPLE WAI TI NG LI ST

(1) Project Nanme
(2) Location

Applicant Information [ ] Selection Criteria |

I I I I I I || Displ. | Inconme [] | RA | | Dates I I I I
App. | Date | | Phone | Race | HH | || Prior | Level [ ] Unit Size | Elig.| | Contacted | Lease | Renpval | |
No. | Tinme | Nanme/ Addr ess | Nunber | Code | Size | || Yes/No | VL|LIMI|| 1Br|2Br|3Br|4Br | Ys/ No| | for Cccupancy| Date | Date | Comments |
----- R R B R R R R B e R B e R R R R R e L PR
(3) I (4 | (5) I (6) | (7)) | (8 | (9 [l (10) |(11) | 1(12)] I I | (13) [(14)] (15) | (16) | (17) | (18) I

(08-30-93) SPECIAL PN
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B-10

Exhi bi t

RESERVE ACCOUNT TALLY

(1)

Starting Date:

(2)

$

Amount Shown on Loan Agreenent/ Resol ution:

Annual |'y

(4)

=3

/[ Month X 12

(3)

$

Contri buti on:

Deposits

Act ual

Pl anned Use of Reserve

Pl anned Deposits
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Exhi bit B-9

NOTI CE OF AUTHORI ZATI ON TO W THDRAW AND USE RESERVE FUNDS
To: Borr ower Nane
Bor rower Address

Subj ect: Authorization to Wthdraw and Use Reserve
Account Funds

Proj ect Nane
Proj ect Number

This letter authorizes the withdrawal of $ fromthe subject reserve
account to be used for (descri be uses)
* The (This) ampount of $ is a capital replacenent/ inprovenent

expenditure and repaynment by increasing the reserve paynent |level is not
requi red; however, the period of deposits are extended until the required
deposit level is achieved.

* The (This) ampount of $ i s an annual operating and mai ntenance
expense and nmust be restored in the reserve account plus any required annua
reserve paynent before any return on investnment can be authorized subsequent
to this date. (During the second to fifth year of project operation, add this
sentence if the initial operating capital has not yet been wi thdrawn, "This
anount will be deducted fromthe initial operating capital to be withdrawn if
said capital is being withdrawn during the current budget year, and this
anount has not been restored to the reserve account.")

* The (This) ampount of $ i s an annual recurring type of expense
and nust be restored in the reserve account according to the terms and
conditions contained in your special servicing work-out plan with Rura

Devel opnent .

(Add any additional discussion required.)
The correct |evel of funding of the project reserve account after this
di sbursenent is (amount) as of (date).
/sl
Servicing Oficial
* Sel ect appropriate paragraph(s).
000

(08-30-93) SPECIAL PN
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Page 2
RESERVE ACCOUNT TALLY | NSTRUCTI ONS

1. Enter nmonth and year that cash flow started fromrental incone.

2. Enter the ultimate reserve anmbunt to be achi eved as shown on the | oan
agreenent/resolution (as nodified and i ncreased, if applicable).

3. Enter nmonthly reserve deposit installnment.
4. Enter yearly reserve deposit installment.
5. Enter borrower fiscal year for which records apply.

6. Enter fiscal year begi nning balance carried forward from preceding
fiscal year.

7. Enter the required annual deposit. |If borrower is authorized by an
approved budget to contribute | ess than the anobunt required by the | oan
agreenent, enter the reduced anpunt. For anobunts "restored" to reserve after
a previous withdrawal, enter restored anount in this colum on a separate |line
and describe in comment col um.

8. Enter the required balance at the end of the borrower fiscal year

9. Enter the date of authorization for withdrawal fromreserve.

10. Enter the purpose (capital or annual recurring expense); and
describe in coment colum any agreenent (see Exhibit B-9 of this subpart) to
restore the withdrawal .

11. Enter anmount of authorized withdrawal.

12. Enter the actual anmpunt paid into the reserve account.

13. Enter amount of interest earned on reserve deposit during fisca
year.

14. Enter portion of earned interest transferred to project genera
operati ng account.

15. Enter bal ance of earned interest left (accrued) in the reserve
account. (NOTE: At borrower's choice, this amunt may be used to hel p neet
or increase the annual reserve deposit.)
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Exhi bit B-10
Page 3

16. Enter the reserve balance at the end of the fiscal year

Bal ance at end of last fiscal year
Less aut horized wi t hdrawa

Pl us transfer to reserve

Pl us accrued interest

NOTE: Reconciliation of the current account balance may be acconplished by
entering the followi ng cal culations of the tally sheet.

(1) Calculate: Gross Potential Reserve (GPR); No. of Deposit
Install ments since start date X $ amount of installnments = GPR Then
separately,

(2) Add: regular and extra deposits = $ Additions
(3) Subtract: Rural Devel opnent

aut horized withdrawal s = $ Subtractions
(4) Result: current balance = $ Bal ance

(5) Conpare GPR to current bal ance

17. Enter appropriate notes (e.g., wthdrawal uses, explain
di screpancies with other docunents).

o0o

(08-30-93) SPECIAL PN



RD I nstruction 1930-C
Exhi bit B-11

Equal Housi ng Opportunity Logotype
(Required for Project Sign)
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Exhi bit B-12

Rural Devel opnent Logotype
(Optional for Project Sign)
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I nternational Synmbol of Accessibility
(Requi red for Handi cap Parki ng Space and
al ong Handi cap Accessibility Route)
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Page 2

WAI TI NG LI ST | NSTRUCTI ONS

This sanple waiting Iist may be used as a nodel in devel oping a project
waiting list. It conmbines incone |evel and unit size groupings on one page.
Separate pages for different income |levels or unit sizes are an option.

Waiting lists need to be updated periodically by carrying forward active
applications and renoving applications that have becone tenants or nenbers or
have been withdrawn. This should be done with sufficient frequency so that a
substantial nunber of lines on the waiting list are filled with active
applications. Retired waiting lists nust be kept through the next conpliance
revi ew perfornmed by Rural Devel opnent.

Description of Input:

1. Project Nane - Sel f-expl anatory
2. Location - Project location nane
3. Application No. - This is the sequential nunber of the order

by which the conpleted application was received.
This may be a continual sequence froma given
start date or it may be the sequential nunber in
a particular year. Exanple: 93-3 denotes the
third application received in 1993.

4. Date/Tine - The date and tinme a conpleted application
i s received.

5. Nane/ Addr ess - Nanme of applicant and current street and/or
mai | i ng address.

6. Phone Nunber - Applicant's current phone nunber or a
contact person's phone nunber

7. Race Code - Local managenent should use a code known to
itself of the code provided in Form RD 1944-8,
"Tenant Certification." Use letters of numbers

or a conbination of both. Do not state or
abbreviate racial or ethnic descriptions.

8. Househol d Size - The total nunber of people who will
actually occupy a unit.
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Page 3
9. Blank Col um - For optional use; for |abor housing
pur pose
10. Displaced Priority - If applicant possesses a letter of priority

entitlenent (LOPE) issued by Rural Devel opnent
or fromother assisted housing enter yes/LOPE
If applicant is displaced due to a natura

di saster or catastrophe, housing rendered

uni nhabi tabl e, or seized by |egal action (other
than for illegal activity) enter yes/other
Enter no if applicant is not a displacee.

NOTE: Section 8 applicants who at tine of
housi ng need are involuntarily displaced, |iving
i n substandard housing, or paying nore than 50
percent of family income for rent have priority
over other Section 8 applicants.

11. Inconme Level - Enter a checkmark under the incone |eve
deternined by incone verification.

12. Unit Size - Enter a checkmark under each unit size the
applicant is qualified to occupy or deemns
appropriate to its need. Circle the checkmark
denoting the size requested.

Legend: VL - Very |owincone

- Low-incone

Mbder at e-i ncone

I neligible

L
M
I

13. Rental Assistance Eligibility - Indicate whether or not the
income | evel qualifies the applicant to receive
rental assistance (RA) (If RAis being used in
the project).

14. Bl ank Columm - For optional use. It could denote Sec. 8
handi cap status, elderly famly status, LH
status, or tax credit eligibility status.

15. Dates Contacted for Occupancy - Enter the dates managenent
contacted or attenpted to contact the applicant
to offer an apartnment for occupancy. Note the
nmet hod of contact and the results.

(08-30-93) SPECIAL PN
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16. Lease Date

17. Renmpval Date

18. Comment s

Fill in date of Lease to denote that
appli cant has changed to tenant status.

Enter date of renmoval fromthe waiting
list, when applicable.

Sel f - expl anatory.

0Qo
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Exhibit C

RENTAL AND OCCUPANCY CHARGE AND/ OR UTI LI TY ALLOMNCE CHANGES

I OBJECTI VES: This exhibit prescribes the method of processing changes in
the nonthly rental or occupancy charge rates for tenants or nenbers in Rura
Devel opnent Rural Rental Housing (RRH), Rural Cooperative Housing (RCH), and
Labor Housing (LH) projects. This exhibit covers all RRH, RCH, and LH I oans
(except "nonrental" LH loans), including those approved before the date of
this subpart.

1 DEFI NI TI ONS:

A Approval official. State Director or designated State and Servicing
Ofice staff with del egated authority according to 81930. 143 of this subpart.

B Uility. Sewer, water, trash collection, electricity, natural gas,
and any other fuel used specifically for cooking, heating, and/or cooling.

C Rental or occupancy charge rate (rental or occupancy charge). The
termrental rate nmeans RRH or LH project rent rates that include utilities; or
net project rent rates plus an allowance for utilities, either of which should
be equal in value. |In RCH projects, the term occupancy charge neans the
charge for occupancy including utilities; or the net charge for occupancy
exclusive of an allowance for utilities according to the operating plan of the
cooperative

[11 [N TIAL UNDERSTANDI NG W TH BORROVER

A Al RRH, RCH, and LH applicants will be infornmed at the application
stage of the agency's rental or occupancy charge change procedure. Al
borrowers will be advised that any proposed rent or occupancy charge changes
must conply with this exhibit. Utility allowance changes will conply with
this exhibit and Exhibit A-6 of Subpart E of Part 1944 of this chapter. This
exhibit will also apply to rental changes resulting fromthe Departnent of
Housi ng and Urban Devel opnent's (HUD) Autonmatic Annual Adjustnent Factors for
units receiving Section 8 assistance. Request for a rental or occupancy
charge change will be based on a realistic projected budget for the interim
year or the ensuing full year

B Re