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Introduction

I . Introduction

The Arkansas Development Finance Authority (“ADFA” or the “Authority”), a public body politic and
corporate, with corporate succession, was created May 1, 1985, in part to assist low-income and
under-served Arkansans in the financing, development and preservation of affordable housing. ADFA
receives and administers funds provided by the HOME Investment Partnerships Act (the HOME Act,
Title IT of the Cranston-Gonzalez National Affordable Housing Act). The HOME Investment Partner-
ships Program (“the HOME Program”) was created to provide funds to expand the supply of affordable
housing for very low-income and low-income persons.

ADFA embraces its responsibility to administer the HOME Program that has been entrusted to it. ADFA
will administer the HOME Program creatively, effectively and efficiently under the housing conditions
that exist in the state of Arkansas (the “state’’) and with all practical safeguards against waste or fraud.
ADFA will practice and advocate innovation, flexibility and expansion in program design to address
unmet housing needs throughout the state.

To that end, this Policy and Operations Manual is presented to provide an overview of ADFA policies
and procedures as they pertain to the HOME Program. This manual is not meant to be a substitute for
HOME Program regulations, but as a supplement to them. It is not exhaustive regarding all consider-
ations affecting the use of HOME Program funds. While careful consideration and due care has been
used in developing the manual, HOME Program participants are encouraged to consult with HOME
Program staff persons to ensure correct interpretation of policies and regulations. ADFA reserves the
right to implement additional policies as needed.
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Purpose of the HOME Program

II.

Purpose of the HOME Program

The HOME Program regulations consist of 24 CFR Part 92, dated September 16, 1996. The general
purposes of the HOME Program include:

. expanding the supply of decent and affordable housing for low and very low-income Americans;

. strengthening the abilities of state and local governments to design and implement strategies for
achieving adequate supplies of decent, safe and affordable housing;

. extending and strengthening partnerships among all levels of government and the private sector,
including for-profit and nonprofit organizations, in the production and operation of affordable
housing.

As the administrator of the state of Arkansas’ HOME Program funds, ADFA has designed its programs
into four main categories; the HOME Rental Housing Program, the Homeowner Housing Programs, the
Homebuyer Program, and Tenant-Based Rental Assistance (“TBRA”).

11
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General Requirements of the HOME Program

III. General Requirements of the HOME Program

A. Equal Opportunity and Fair Housing

The state shall not exclude any organization or individual from participation under any program funded in
whole or in part by HOME Program funds on the grounds of age, disability, race, creed, color, national
origin, familial status, religion or sex. The following federal requirements as set forth in24 CFR 5.105(a),
Nondiscrimination and Equal Opportunity, are applicable to HOME Program developments:

Fair Housing Act ; 24 CFR 100
Executive Order 11063, as amended 24CFR107
(Equal Opportunity in Housing)

Title VI of the Civil Rights Act of 1964 24 CFR 1
(Nondiscrimination in Federal Programs)

Age Discrimination Act of 1975 24 CFR 146
Section 504 of the Rehabilitation Act of 1973 24 CFR 8
Executive Order 11246, as amended 41 CFR 60
(Equal Employment Opportunity Programs)

Section 3 of the Housing and Urban Development 24 CFR 135
Actof 1968A

Executive Order 11625, as amended (Minority Business Enterprises)A
Executive Order 12432, as amended (Minority Business Enterprises)A
Executive Order 12138, as amended (Women’s Business Enterprise)A

In addition to the above requirements, all HOME Program participants must ensure that their Equal
Opportunity and Fair Housing policies related to activities funded by the HOME Program are consistent
with the current Consolidated Plan adopted by their jurisdiction.

B. Allocation of Funds

HOME Program funds committed to the state of Arkansas will be allocated as promulgated in the State
of Arkansas’ Consolidated Plan. In addition, the state may spend up to ten percent (10%) of its HOME
Program allocation for administrative and planning expenses. ADFA through its pilot program may now
allocate HOME Program funds to developments located within local participating jurisdictions. To date,
these areas include Little Rock, North Little Rock, Pine Bluff and Fort Smith. Entities applying for
funding from ADFA for projects located in communities that are Participating Jurisdictions
(PJ) must contact the local PJ and obtain written confirmation that the local PJ has committed
its allocation of HOME Funds.

A Section 3 requires that the employment and other economic opportunities generated by federal financial assis-
tance for housing and community development programs shall, to the greatest extent feasible, be directed toward
low and very low income persons, particularly those who are recipients of government assistance for housing.

A Executive Orders 11625, 12432 and 12138 require that participating jurisdictions and local programs must pre-
scribe procedures acceptable to HUD for a minority outreach program to ensure the inclusion, to the greatest
extent possible, of minorities and women entities owned by minorities and women in all contracts. Local programs
must also develop acceptable policies and procedures if their application is approved by ADFA.

15
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HOME Program allocations for the Rental Housing Program and the Homeowner Program, and alloca-
tions to nonprofit entities, for-profit entities and CHDO activities, will be in the form of repayable or
forgivable loans. Allocations for the Tenant-Based Rental Assistance Program (TBRA) will be in the
form of grants.

Applicants must request at least one hundred thousand dollars ($100,000) in HOME Program funds to
be considered for a HOME Program allocation, with the exception of TBRA projects. The maximum
loan amount that can be requested for affordable housing developments is four hundred thousand dollars
($400,000) with the exception of single-family new construction projects, which has a
maximum amount of four hundred twenty-five thousand ($425,000). The maximum amount that
can be requested for project delivery costs is ten percent (10%) of the final allocation amount.

Applicants who choose to use a consultant must include the consultant fee, if any, in an amount not to
exceed ten percent (10%) of the requested HOME Program allocation in the proposed development
budget. Applicants who choose not to use a consultant may apply for an amount not to exceed ten
percent (10%) of the requested HOME Program allocation as reimbursement of project delivery costs.
Any amounts requested for project delivery costs may be in addition to the requested HOME Program
allocation amount. The HOME Program allocation may not include both a consultant fee and a project
delivery cost reimbursement.

C.  Layering

Layering is the combining of other federal resources on a HOME-assisted development that results inan
excessive amount of subsidy for the development. Such activity is prohibited. ADFA will analyze each
application to ensure that only the minimum amount of assistance is allocated to the development. Inno
case may the amount of HOME Program funds allocated exceed the maximum allocation limit as defined
in Section IV. B (Maximum Amount of HOME Funding Per Applicant) and maximum per-unit allocation
as defined in Section V.H (Maximum Per-unit HOME Assistance) of this manual.

D. Affirmative Marketing

Any entity applying for HOME Program funds must adopt affirmative marketing procedures and re-
quirements for all HOME-assisted housing and submit the affirmative marketing plan with the HOME
Program application. The affirmative marketing plan and requirements for HOME-assisted housing must
be approved by ADFA prior to any HOME Program funds being committed to a development. Affirma-
tive marketing requirements and procedures must include:

1. methods for informing the public, owners and potential tenants about fair housing laws and the
policies of the local program;

2. adescription of what owners and/or the program administrator will do to affirmatively market
housing assisted with HOME Program funds;

3. adescription of what owners and/or the program administrator will do to inform persons not likely
to apply for housing without special outreach;

4.  maintenance of records to document actions taken to affirmatively market HOME-assisted units
and to assess marketing effectiveness; and

5. adescription of how efforts will be assessed and what corrective actions will be taken when
requirements are not met.
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E. Environmental Review

In implementing the HOME Program, the environmental effects of each activity must be assessed in
accordance with the provisions of the National Environment Policy Act of 1969 and the related authorities
listed in HUD’s regulations at 24 CFR Parts 50 and 58.

ADFA, as the HOME Participating Jurisdiction, and the units of local government funded by ADFA will be
responsible for carrying out environmental reviews. ADFA will approve the release of funds for local
governments and must request the release of funds from HUD for any developments of CHDOs or
nonprofit organizations. HOME Program funds are approved as a conditional commitment until the envi-
ronmental review process has been completed, with the option to proceed, modify or cancel the project
based upon the results of the review. ADFA reserves the right to require a Phase I Environmental Study
for rental projects as part of the environmental review process.

F. Lead-Based Paint Requirements

The Lead-Based Paint Regulations described in 24 CFR Part 35 require that lead hazard evaluation and
reduction activities be carried out for all developments constructed before 1978 and receiving HOME
Program assistance. Applications for rehabilitation funds for existing buildings constructed prior to 1978
must include a lead hazard evaluation, by appropriate lead-certified personnel. The application must also
include detailed lead hazard reduction plan, in accordance with the regulations, and separately identify
within the rehabilitation budget, the costs associated with reduction of lead hazards in accordance with
the regulation and guidelines. AllHOME Program fund allocations will be contingent upon the applicant
agreeing to complete lead hazard reduction, evidenced by a clearance report performed by appropriate
lead-certified personnel. The Authority will allow up to two thousand five hundred dollars ($2,500) per
unit for lead-based paint testing, assessment, and clearance report. In a development where HOME
Program funds will be used on only a portion of the units, the lead-based paint requirements apply to
ALL units and common areas in the development.

G. Contractor Requirements

All contractors and subcontractors working on all HOME-funded developments in-exeess-oftwenty
theusand-deHars($20,000) must have an active license issued by the Arkansas Contractor’s Licensing
Board (the “State Licensing Board”) as applicable and meet all requirements of contractors in the state
of Arkansas, including securing Builder’s Risk insurance. Contractors may not “share” a license. That is,
ADFA will not allow one contractor to work from another contractor’s license.

All‘hemeeownerrehabilitation ADFA HOME-funded projects must have a general contractor that is
properly hcensed by the Arkansas State Contractor $ Llcensmg Board. Pfejeetsmadeﬁwea%easaﬂé

; ' ervisor: Any questions
regardmg hcensmg issues and a hst of hcensed contractors may be directed to the State Licensing Board
at the following address:

Arkansas Contractor’s Licensing Board
4100 Richards Road
North Little Rock, AR 72117
(501)372-4661

Any contractor who has been debarred by any entity or had a contractor license suspended by any entity
within the previous twelve (12) months will be prohibited from participating in the HOME Program. All
general contractors working on all HOME-funded developments must obtain one of the following: (1) a
payment and performance bond; or (2) an Irrevocable Letter of Credit. Note: Construction contracts
for homeowner rehabilitation projects $25,000 or under will not be required to obtain a bond or
irrevocable letter of credit..
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H. Labor Standards

Davis-Bacon wage compliance and other federal laws and regulations pertaining to labor standards
apply to all contracts for rehabilitation or construction of twelve (12) or more HOME-assisted units in a
development. Davis-Bacon and related laws include:

. Davis-Bacon and Related Acts (40 USC 276a-276a-7)

. Contract Work Hours and Safety Standards Act (40 USC 327-333)

. Copeland (Anti-Kickback) Act (18 USC 874; 40 USC 276c¢)

. Fair Labor Standards Act of 1938, as amended (29 USC 201, et seq.)

The construction contract for any HOME-assisted activity must contain the applicable wage provisions
and labor standards. Davis-Bacon does not apply to projects using solely volunteer labor or to sweat
equity projects. ADFA will monitor all developments subject to Davis-Bacon requirements to ensure
compliance with all applicable regulations.

L. Inspections

Inspections are required with all activities that are funded through the HOME Program. ADFA currently
has inspectors that will be available as needed. There are currently four (4) required inspections that are
identified below:

Stage 1 Stage 2
Excavation Plumbing top-out
Metal's Electrical rough-in
Termite treatment Framing
Rough-in plumbing Roof
Earth work ‘ Interior wall systems
Water proofing (vapor barrier) Exterior wall systems
Footing Ventilation
Slab Insulation
Stage 3 Stage 4
Flooring systems . .
Painting Final Inspection
Doors
Cabinets
HVAC

Electrical top-out
Special construction (elevators, etc.)
Appliances

Rental housing development inspections may be scheduled more frequently, as warranted.

Pre-construction Meetings — ADFA inspector must attend any pre-construction meetings for multi-
family developments;

Rehabilitation Projects — when a project is ready for a draw on funds, the property must be
inspected to verify that the work has been completed. ADFA will only make pavments on work
that has been completed and inspected by an ADFA inspector.

ADFA HOME Program Policy and Operations Manual 18



General Requirements of the HOME Program

You may fax or mail your payment request, with all of the required documentation, to ADFA using the
following contact information:

Arkansas Development Finance Authority
Attn: HOME Program Department
P.O. Box 8023
Little Rock, AR 72203-8023
FAX (501) 682-5859

ADFA staff will coordinate with recipients of HOME Program funds and inspectors to schedule all
inspections.

J.  Change Orders

ADFA recognizes that changes in a development occur from time to time. It is important that HOME
Program participants submit change orders on the proper ADFA form. All change orders must be
approved by the ADFA Staff prior to initiating work. No payment of HOME funds will be made on
change orders that have not been approved by ADFA. Any changes to the original amounts of HOME
Program assistance must be reflected by an Amended and Restated Mortgage and Promissory Note.
Each Single-Family HOME Program A greement will include provisions for possible funding of change
orders on a limited basis.

K. Debarment and Suspension

ADFA will require participants in lower-tier transactions covered by 24 CFR 24 to certify that neither it
nor its principals are presently debarred, suspended, proposed for debarment, declared ineligible or
voluntarily excluded from any entity from a federally funded transaction. Any participant that remains on
a debarred or suspended condition shall be prohibited from participation in the ADFAHOME Program
as long as they are classified in this manner.

Note: ADFA reserves the right to require criminal background checks for all program participants
as part of the applicaton process. Please refer to ADFA’s agency policy and requirements for
information regarding this item.

L. Flood Plains

HOME Program funds may generally not be invested in housing located in an area identified by the
Federal Emergency Management Agency as having special flood hazards. ADFA discourages develop-
ments located in special flood hazard areas but, in some instances and with written permission from
ADFA, houses located in a flood plain may be assisted. It is the responsibility of the applicant to evaluate
any remedies to remove any properties from the flood plain and ensure the feasibility of the proposed
plan. ADFA is willing to consider the proposed remedy and must approve the proposal in writing prior to
approval of any HOME Program allocation. The community must be currently participating in the Na-
tional Flood Insurance Program, and flood insurance must be obtained and maintained for the full period
of affordability.

M. Procurement
All solicitation of bids for goods and services to be paid with HOME Program funds must be conducted
openly and competitively in accordance with Arkansas State Procurement guidelines, when applicable.

N. Submitting a HOME Program Application

ADFA will evaluate each application to determine if the proposal meets threshold criteria. Threshold
criteria includes submission of a complete application; proposal of an eligible activity; proposal of a
development that, in the opinion of ADFA, is physically, financially and administratively feasible; provi-
sion of written verification in support of the proposed activity from the chief elected official of the area
where the activity will be undertaken; and proposal of a development that meets the requirements of 24
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CFR Part 92, as amended. See the HOME Program application for a complete list of threshold items at
the ADFA website:

www.state.ar.us/adfa

Applications will be taken on a continuous basis until available funds have been allocated. ADFA will
review HOME Program applications in accordance with the Application checklist and on the
following criteria.

Affordable Housing Experience: Capacity must be demonstrated by including an application that
identifies all necessary components to accomplish the development, e.g., effective control of sites
for acquisition and construction developments, the financial capacity to repay the HOME loan and
other financial arrangements, as well as comprehensive program design. ADFA’s HOME Program
staff will conduct reviews of:

a. Previous performance under the HOME Program, the LIHTC Program, the Below-Market
Interest Rate Program and the Financing Adjustment Factor Program (not applicable to new
applicants), including disbursements, monitoring and findings;

b. Relevantexperience in administering housing programs;
c. Relevant experience in developing and managing housing programs and;
d. Size of staffrelative to all other program responsibilities.

Housing Need Factor: The need factor pertains to percentages of the state’s lower income house-
holds, the percentage of households with housing costs greater than thirty percent (30%) of area
median family income adjusted for family size, and the current census population count of areas
proposed for housing development. Consideration will be given to communities experiencing sub-
stantial population changes.

Financing: ADFA places a strong emphasis on projects that will include the use of funds from other
sources. Funds leveraged on a HOME-funded activity may not be used as leverage on subsequent
projects. There must be written documentation to substantiate leveraged funds in an application,
and the funds must be from a verifiable source. Because an application qualifies for HOME Pro-
gram funds does not mean that they will automatically receive LIHTCs. All costs will be examined
for reasonableness, and applicants may be denied if costs are deemed unreasonable.

Readiness: The purpose of the application process is to allocate funds to eligible applicants for
proposed projects. Applicants applying for HOME Program funds must begin their developments
within ninety (90) days of the notice to proceed. Developments that do not begin within ninety (90)
days are subject to have all HOME Program funds recaptured and reallocated to other eligible
activities unless otherwise approved by ADFA. ADFA realizes that there may be extenuating
circumstances that may delay the beginning of a project. Such circumstances will be reviewed on
a case-by-case basis.

Matching: Applicants must list at least one (1) of the eligible forms of match they will provide as
part of their project. A list of eligible forms of match include: cash or cash equivalents from a non-
federal source; value of waived taxes; fees or charges assoicated with HOME projects; value of
donated land or real property; cost of infrastructure improvements associated with HOME projects;
value of donated materials, equipment, labor and professional services; direct costs of supportive
services to residents of HOME projects; and direct costs of homebuyer counseling to families
purchasing homes with HOME assistance.
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O. Performance Standards

Successful applicants must disburse twenty-five percent (25%) of the total HOME Program funds within
ninety (90) days of the notice to proceed. Seventy-five percent (75%) of total HOME Program funds
allocated must be disbursed on the development within one year from the date of the notice to proceed.
If these performance standards are not met, any unspent HOME Program funds may be recaptured and
reallocated to fund other affordable housing developments. Applicants approved for funding that do not
complete the required number of units will be considered in default of their HOME Agreement and
jeopardize future funding through the HOME Program. In addition, projects must adhere to the
performance measurements and indicators as outlined in the State Consolidated Plan.

For applicants also applying for Low Income Housing Tax Credits (LIHTC), the ninety (90) day perfor-
mance standard will begin upon the LIHTC reservation . For developments applying for both HOME
Program funds and LIHTC, any allocation of HOME Program funds is contingent upon the successful
reservation of LIHTC.

Multiple HOME applications may be submitted by HOME participants for funding. A participant may
not have more than five (5) HOME projects underway at any given time period. Ifa participant has five
(5) projects currently underway, additional applications may not be submitted until 100% of HOME
funds on any previously approved application(s) has been expended. A projectis considered complete
once ADFA has received all completion documentation. It is within ADFA’s discretion to evaluate a
participant’s capacity in regards to undertaking multiple projects. AHOME program participant is
defined as either an owner (i.¢., rental projects), developer, consultant or public official/employee.

P.  Amendments to Applications

Any changes to any material aspect of the development must be presented as an amendment to the initial
application for HOME Program funds. The request for amendment will go through the normal review
and approval process as outlined in Section R, “HOME Program Application Process Path”, of this
manual.

Q. Construction Contingency

ADFA allows up to ten percent (10%) of the HOME allocation for constuction contingencies.
A rehabilitation, reconstruction, or new construction activity, including contingencies, may
not exceed the ADFA established per unit limits for the HOME Funds (i.e., $25,000/unit for
homeowner rehabilitation, $85,000/unit for single-family reconstruction or new construc-
tion; and $40,000/unit for rental projects.

21
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R. HOME Program Application Process Path

Application
Received

Application Reviewed

by Staff
Application
Yes Acceptable as No
Submitted?
Staff Housing Obtain Additional
Review Committee — Information and
Recommendation Documentation
Board Housing Additional
Review Committee —  Yes Information No
Approval Acceptable
Funding
Environmental Request
Review Rejected
Additional
Notice to Technical
Proceed Assistance as
needed
and appropriate
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S.

ply:
1.

HOME Program Allocation/Disbursement
Following ADFA Board approval of the HOME Program application, the following processes will ap-

Disbursement of HOME Program funds will occur only when all of the following conditions have
been met:

a.

Required environmental review process must be satisfactorily completed.

b. Project closing documents shall reflect a project completion date acceptable to ADFA and the

recipient of the HOME Program funds. The HOME Program Agreement will outline the pay-
ment of the HOME Program funds, (e.g., how the funds will be disbursed, by escrow or pro-
rata share, etc.) The HOME Program Agreement must contain provisions for the timing of
HOME Program fund disbursements.

ADFA Staff must complete all IDIS set up procedures.

ADFA must issue a Notice to Proceed. To ensure that all HOME Program requirements have
been met, no work shall begin until all documentation has been executed and ADFA issues a
Notice to Proceed. NO APPLICATIONS WILL BE ACCEPTED ON A PROJECT
WHERE CONSTRUCTION HASALREADY BEGUN.

A pre-construction conference is held. For rental activities the pre-construction conference
must be conducted with the development team and an ADFA representative. For homeowner
activities the pre-construction conference must be conducted with the applicant/consultant,
the homeowner, the contractor, and an ADFA Inspector.

Cost incurred prior to HOME Program fund allocation shall not be reimbursed (except in the case
of an eligible soft cost or an interim construction loan approved by ADFA).

Retainage will be released thirty (30) days after the final inspection is approved and upon ADFA’s
receipt of all completion documentation.

For rental activities, the following completion documentation will be required prior to ADFA’s
release of retainage:

>0 a0 o P

Placed in Service form.

Certification of release of liens.
Completion form — (HUD form 40097).
Hazard insurance.

Date of occupancy.

Certification of final inspection.

For homeowner activities, the following completion documentation will be required prior to ADFA’s
release of retainage:

ISH

oo oA o

Project completion report
HUD form 40096.
Certification in release of liens.
Certification of final inspection.
Plumbing certification.
Electrical certification.

23
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If any HOME Program funded project has an available balance after development completion and
release of retainage, ADFA will deobligate those funds and reallocate such balance of HOME Program
funds to other eligible activities according to ADFA’s adopted HOME Program allocation process.

T. USDA Rural Development and Low Income Housing Tax Credit Funding

One of the purposes of the HOME Program is to encourage governments to use HOME Program funds
efficiently and to encourage partnerships between public and private entities. In keeping with this mis-
sion, ADFA requires that recipients leverage their HOME Program allocation to the greatest extent
possible with funds from other sources. Two such sources include Rural Development and Low Income
Housing Tax Credits.

To obtain information about the programs offered by Rural Development, please contact USDA Rural
Development, Attention: Multi-Family Department, 700 West Capitol, Little Rock, AR 72201.

To obtain more information about ADFA’s Low Income Housing Tax Credit Program, please contact
ADFA, Attention: Multi-Family Department, 423 Main Street, Suite 500, Little Rock, AR 72201.

U. Gap Financing

A variety of financing is often available to and used by developers of affordable housing. In fact, afford-
able housing developments are almost always funded by multiple sources. This is particularly true for
HOME Program funded developments in light of the fact that the HOME Program is a “gap financing”
source that assists in making the housing units affordable to low-income persons. HOME funds are not
intended to be used to finance an entire development.

While the maximum HOME Program funding is four hundred thousand dollars ($400,000), ADFA will
calculate the “gap financing” amount and fund only that amount. For mortgage subsidy projects, the
maximum subsidy is the lesser of $25,000 or 20% of the purchase price. Note: Applicants must
provide a copy of the final appraisal prior to disbursement of funds.

SOURCES AND USES
SOURCES USES
Loan(s) Acquisition $200,000
1* Mortgage $1,000,000 Construction $1,100,000
Cash $100,000 Site Improvements $100,000
Other Soft Costs $50,000
— ToraL Uses $1,450,000
ToTAL SOURCES $1,100,000
Gap Between Sources and Uses:$350,000
Maximum HOME Program Funding:$300,000
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V. Recapture of Funds

It is imperative that funds allocated to participants be used as quickly as possible and in the most efficient
manner. ADFA will recapture allocated funds that have not been used in accordance with applicable
performance standards. Applicable performance standards include performance standards adopted by
ADFA (see section O. — PERFORMANCE STANDARDS) and HOME Program regulatory commit-
ment and disbursement requirements. These funds will then be placed back into the pool of funds that are
available to fund other developments.

W. Monitoring

During the period of affordability, ADFA must perform on-site compliance and monitoring inspections of
all rehabilitation of single-family and multi-family developments utilizing HOME Program funds to deter-
mine compliance with the Final Rule and current ADFA HOME Program Policy and Procedures Manual.
Note: Please refer to ADFA’s Compliance and Monitoring Manual for more guidance on
monitoring requirements.

X. Closing of Transactions

ADFA will select and/or approve a closing entity to provide closing services for all HOME Program
transactions using ADFA-approved documents. The services will be available and required in the county
where the development is located. HOME Program staff will provide closing instructions for all HOME
Program funded transactions to the closing entity. ADFA will be responsible for payment of costs asso-
ciated with closing the HOME Program portion of the transaction on both homeowner and rental activi-
ties.

Y. Audit

ADFA requires that recipients have an audit conducted of federal funds received in accordance with
Generally Accepted Accounting Principals (GAAP) and the Single Audit Act Amendments of 1996
(31 U.S.C. 7501-7507) and revised OMB Circular A-133, “Audits of States, Local Govern-
ments, and Non-Profit Organizations” as required in 24 CFR Part 84 and 85 respectively.

Z. Conclusion

ADFA seeks to partner with individuals and organizations that will carry out the express goals of increas-
ing and improving decent, safe and affordable housing for all Arkansans.
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IV. The HOME Rental Housing Program

Recipients utilizing funds in the HOME Rental Housing Program must closely adhere to all HOME regula-
tions as well as to ADFA’s program-specific guidelines and adopted policies. Notwithstanding these re-
quirements, program participants may structure their development and application for HOME Program
funds to meet the specific rental needs of their community.

ADFA will accept applications in the HOME Rental Housing Program in the categories of new construc-
tion developments and rental rehabilitation projects.

A. Eligible Applicants

Multiple HOME applications may be submitted for funding. A participant may not have more than five (5)
HOME projects underway at any given time period. An additional application may be submitted once 75%
of HOME funds on any previously approved application(s) have been expended. Note: This policy
excludes projects which HOME funds are combined with Low-Income Housing Tax Credits. ADFA
will accept applications for rentals at a minimum of five (5) units, from local governments, public housing
authorities, Community Housing Development Organizations (“CHDOs”) and other nonprofits and for-
profit entities.

Eligible applicants may receive technical assistance by attending an information/training session prior to
submitting an application. Sessions will address HOME Program and ADFA guidelines as well as applica-
tion procedures. Applicant eligibility will be based on the designated responsible entity submitting the appli-
cation. An eligible designated responsible entity is the entity responsible for project development, but may
include all of its related affiliated entities.

B. Amount of HOME Funding per Applicant

Each applicant must request at least one hundred thousand dollars ($100,000) and no more than four
hundred thousand dollars ($400,000) per application for affordable rental housing development. The maxi-
mum amount that can be requested for project delivery costs is ten percent (10%) of the final allocation
amount. The allocation is generally meant to be used as gap financing, and is not intended to fund an entire
development. The maximum contribution of HOME funds is forty thousand dollars ($40,000) per unit.
ADFA limits the overall per unit cost for rental projects to $116;060-3132,000 per unit. The maxi-
mum per unit cost on assisted living projects is $132;660 $158,400.

Rehabilitation or acquisition of existing

housing per unit of amount of HOME 5 years
Program funds: Under $15,000

$15,000 to $40,000 10 years
Over $40,000 or Rehabilitation involving refinancing; 15 years
New construction or acquisition of newly 20 years
constructed housing
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C. Eligible Activities
HOME Program funds can be used to fund the following rental activities:

. Rehabilitation of existing structure — Rehabilitation of multi-family and single-family structures is
eligible.

. Reconstruction — Reconstruction of both multi-family and single-family structures is eligible. Any
single-family structure not economically feasible to rehabilitate or has projected per unit rehabilitation
costs equal to or greater than twenty-five thousand dollars ($25,000) will be considered for recon-
struction.

. New Construction — New developments must contain five (5) or more units. Units may be on
scattered sites. Developers may not fund an entire development using HOME Program funds.

D. Leveraging Requirements for Rental Development

For-profit property owners are required to provide a one-to-one (1:1) matching contribution of funds (e.g.,
one hundred thousand dollars ($100,000) in HOME Program funds must be matched by one hundred
thousand dollars ($100,000) in funds provided by the for-profit owner).

Nonprofit property owners are required to provide point five-to-one (0.5:1) matching contribution of
funds (e.g., one hundred thousand dollars ($100,000) in HOME Program funds must be matched by
fifty thousand dollars ($50,000) in funds provided by the nonprofit owner).

Community Housing Development Organizations (CHDOs) are exempt from the this requirement re-
quirement.

E. Eligible Projects
Eligible projects include:

. Multiple buildings on a single site; or
. single or multiple units on scattered sites.

These developments may be privately or publicly owned. To qualify as a “development” the property
must consist of one (1) or more buildings on a single site, under common ownership, management, and
financing,

HOME Program funds may be used for a mixed-income development as long as HOME Program funds
are used solely for affordable housing units occupied by low-income tenants. Common area costs must
be prorated based upon the number of HOME-assisted units and non-HOME-assisted units.

A building that is designed, in part, for other than residential housing may qualify as affordable housing
under the HOME Program as long as HOME Program funds are used for the residential portion and
those units meet the rent and income limitations of the HOME Program. The rent and income limits are
established and published annually by HUD. Rental units must be occupied as follows:

. A minimum of twenty percent (20%) of the total HOME-assisted units must be occupied by
persons or families whose income does not exceed fifty percent (50%) of the area median

family income; and
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. Up to eighty percent (80%) of the total HOME-assisted units must be occupied by persons or
families whose adjusted income does not exceed sixty percent (60%) of the area median

family income.
Where HOME Program funds are used in conjunction with Low Income Housing Tax Credits (“LIHTC”)

or United States Department of Agriculture (“USDA”) Rural Development funds, the more stringent
occupancy regulations will apply.

F. Eligible Costs
HOME Program funds may be used for certain development costs as dictated by 24 CFR Part 92 and
are outlined below:

1.  Projectdelivery costs. Any nonprofitentity or local government receiving a HOME Program allocation
may include project delivery costs (inan amount not to exceed 10% of the final HOME Program alloca-
tion) in the development budget. Project delivery costs are eligible only for costs directly associated with
the HOME Program funded development. A certificationof costs must be submitted with all requests for
project delivery costs. Participants must submit an itemized budget for project delivery costs as
part of the initial application. Project delivery costs must be allocated on a prorated basis among
HOME Program assisted units.

Project delivery costs must be supported by source documentation maintained on file by the
recipient of HOME Program funds. Requests for payment must be verified by the Certification of
Costs and signed by the recipient.

+ A copyofadetailed bill for closing document fees, telephone bills, etc., highlighting the amounts tobe
paid directly to the vendor or reimbursed to the HOME Program participant and substantiated by a
canceled check, a copy of the bank statement or other proof of payment. The detailed bill should, ata
minimum, include vendor identification, a description of the services received, the quantity (hours, units,
etc.) and the price for services received.

»  No handwritten invoices will be accepted.

«  Allinvoices must have an authorized signature of the company’s executive director, or his or
her designee, approving the payment, the month it is being paid, dated and canceled so that the
invoice cannot be paid again.

«  ADFA will reimburse salaries for support personnel (e.g., clerical, temporary employee, etc.)
at their documented regular rate of pay.

+ A copy of any contracts for professional services, (e.g., consultants, architects, contractors,
etc.), if applicable, must be provided in the initial application and should include a proposed
payment schedule.

+  Satisfactory documentation of fringe benefits being paid. Examples of fringe benefits include:
—Vacation/Sick/Holiday/Compensatory Time;
—Pensions;
—Veteran’s Benefits;
—Group Insurance;
—Life Insurance/Long-term Disability;
—Accidental Death and Dismemberment Insurance;
—Profit Sharing Plan; and
—Association/Union Dues.
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The use of prorated payment percentages is acceptable and must be outlined in the initial application or
invoice as well as each billing statement submitted for reimbursement. The applicant must provide the
sources of other funds used to pay project delivery costs, if any.

2. Hard Costs. The actual cost of constructing or rehabilitating housing. These costs include the
following:

construction, rehabilitation or reconstruction of affordable housing units;

site improvements (including utility connection costs, but not the costs to provide
utilities to the site);

demolition (must be done in conjunction with a specific affordable housing project); and

acquisition.

3. Soft Costs. HOME Program funds may be used to pay project soft costs. Soft costs must be
“usual, customary, reasonable, and necessary” and may include:

finance related costs, i.e., credit reports, title reports and updates, appraisal fees, surveys,
origination fees and discount points, and construction interest,

current market study (not more than six (6) months old);
project audit costs;
professional services (architectural and engineering services provided for a specific project);

consultation fees (not associated with organizational startup). DEVELOPERS CANNOT
HIRE THEMSELVES AS CONSULTANTS ON ANY HOME-FUNDED PROJECT
OTHER THAN ON A THIRD-PARTY BASIS.

4.  Relocation Costs. The cost of permanent or temporary relocation of tenants.

5. Bridge Loans. Interim construction loans used to finance the HOME assisted development with
prior notification to ADFA.

NOTE: While ADFA does not have a predetermined, specific limit on cost per square foot, the devel-
oper should be aware that the per unit cost per square foot will be closely scrutinized for reasonableness,
and an application for funding will be denied if costs are deemed unreasonable.

G. Ineligible Projects
Ineligible rental projects include:

public housing units;

developments assisted under Title VI of NAHA (prepayment of mortgages insured by HUD);
properties used for commercial purposes;

emergency shelters with limited occupancy requirements;

developments where developers/contractors do not have a valid Arkansas contractor’s li-
cense, and

developments that do not have a written verification in support of the proposed development
from the chief elected official of the area where the development will be located.
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H. Relocation

ADFA discourages developments involving displacement or relocation. Prior to application, contact ADFA
if you are planning any development that may involve displacement or relocation. In the event relocation is
unavoidable, applicants must adhere to the Uniform Relocation Act.

I.  Application Review Process

Applications for HOME Program funds will be accepted on a continuous basis. Applications will be taken
at any time during the year as long as funds are available. Applicants for HOME Program funds will be
allocated funding according to the criteria found in the application for funding. The steps in approving an
application include:

1.  Review ofthe application by HOME Program staff for completeness using the criteria outlined in the
HOME Program applications and program guides. A deficient application will result in written notifi-
cation outlining the deficiencies. The applicant will then have an opportunity to correct any deficien-
cies within a designated time frame of thirty (30) business days. The applicant is reminded that
HOME Program funds are awarded for funding on a first-come, first-served basis, and only com-
pleted applications will be considered for funding allocation.

2. Any application receiving recommendation for approval by the HOME Program Staff Housing Re-
view Committee will be presented to ADFA’s Board Housing Review Committee for further review,
evaluation and ultimate approval or rejection.

3. Applications will be underwritten with a minimum Debt Coverage Ratio (DCR) of 1.10, including
debt service on the HOME loan.

4.  Applications for rental housing must meet the ADFA Standards of Design for Multifamily
Developments along with all applicable local, state, and federal requirements.

J.  Methods of Repayment
ADFA has developed three (3) forms of standard loan terms and conditions for repayment of Rental
Housing Program loans to be evidenced by fully executed promissory notes.

1. Promissory notes will be payable at a one percent (1%) interest rate for a term coinciding with the
HOME affordability period. Monthly or annual payments will become due and payable not later than
three (3) years from the anticipated placed in service date shown on Schedule of Activities, included as
Attachment B of the HOME Agreement.

2. On developments utilizing both HOME Program funds and Low Income Housing Tax Credits (LIHTC)
the terms of the HOME Program Loan will be at the applicable federal interest rate for projects to qualify
for the 9 percent credit and be eligible for the 130 percent basis if it is located in a Qualified Census Tract
(QCT) or Difficult to Develop Area (DDA). If HOME funds are provided at an interest rate below the
applicable federal rate, they may still be counted in the eligible basis and the project may receive a 9
percent credit if the project meets stricter occupancy requirements (40% of units for persons at or
below 50% AMI). However, such projects are not eligible for the 130 percent basis for projects located
in a QCT or DDA. These projects-will have terms at one percent (1%) interest with annual or monthly
payments due and payable not later than three (3) years from the placed in service date.

3. On developments utilizing HOME Program funds and USDA Rural Development funds, the terms of the
HOME Loan will be a one percent (1%) interest rate for a term of twenty (20) years, amortized over
fifty (50) years, with a balloon payment becoming due and payable to ADFA at loan maturity.
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The Homeowner Housing Program

The Homeowner Housing Program was designed to address one of the most prevalent affordable hous-
ing needs experienced by medium- and small-sized communities in the state of Arkansas—the need for
the rehabilitation of existing single-family, owner-occupied properties and single-family new construction
to promote home ownership.

A.  Eligible Applicants

ADFA will accept applications for owner-occupied rehabilitation and new construction projects from
units of local governments or other nonprofit organizations (collectively, the “Eligible Applicant”), ona
first come, first served basis until all funds are committed. For-profit entities may not apply for HOME
Program funds to perform homeowner rehabilitation, but may apply for HOME Program funds for new
construction projects. Applicants may receive technical assistance by attending an information/training
session prior to submitting an application. Sessions will address HOME and ADFA guidelines as well as
application procedures.

The Eligible Applicant is the entity responsible for the HOME application, project development, project
implementation and accountability for uses of all HOME funds. The Eligible Applicant will also be re-
sponsible for performing required compliance and monitoring of all HOME activities for the full appli-
cable affordability period.

ADFA will grant HOME Program funds to the approved Eligible Applicant as outlined in the HOME
Program Agreement. The Eligible Applicant will then loan funds to homeowners, as approved by ADFA,
for eligible HOME activities. The homeowner will be required to execute a Promissory Note, Mortgage,
and Deed Restriction through an ADFA-approved closing entity.

B. Amount of HOME Program Funding per Applicant

Each Eligible Applicant must request at least one hundred thousand dollars ($100,000) and no more
than Four Hundred Thousand Dollars ($400,000). Entities applying for single-family new construc-
tion may apply for up to Four Hundred Twenty-Five Thousand Dollars ($425,000). Additional
applications may be submitted if currently funded project expenditures of HOME Program funds com-
ply with established performance standards.

C. Eligible Activities

Eligible Applicants may apply to perform single-family housing rehabilitation (including reconstruction),
new construction, and/or provide mortgage subsidies. A minimum of five (5) units must be submitted with
each application, and all five units must be approved before HOME funds will be allocated.

D. Eligible Owner

An eligible owner must be low-income. A low-income owner is defined as an owner whose annual gross
household income does not exceed eighty percent (80%) of the median income for the area, adjusted for
family size. (Reference HUD’s “Technical Guide for Income Determination.”)

. While HOME uses the Section 8 definition for low-income, there are no HUD prescribed meth-
ods for verifying income eligibility. Applicable Income Verification forms will be provided by ADFA.
Participants will use these forms for calculating and verifying incomes. For homeowner applicants
applying for repayable HOME Program Loans, ADFA will perform a credit inquiry to determine
the homeowner’s ability to repay the repayable portion of the HOME Program Loan.

. Without exception, HOME Program funds cannot be used on projects where the income of the
owners is greater than eighty percent (80%) of the median income for the area adjusted for family
size.
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The homeowner must provide proof of fee simple title and owner occupancy for a period of at least the
immediate past three (3) years through approval of application by ADFA. A family or individual owns
the property if they have fee simple title to the property, and there are no restrictions or encumbrances
that would unduly restrict the good and marketable nature of the ownership interest. An executed and
recorded warranty deed in the name of the owner is required as proof of ownership. To ensure proper
ownership, a title search must be performed prior to funding the activity. Existing mortgages may
be acceptable, but will be reviewed for acceptability on a case-by-case basis.

E. Death of Owner
In cases where an owner-occupant dies before the affordability period expires and/or a HOME Pro-
gram promissory note is paid in full, the following remedies will be exercised by ADFA:

1.  HOME Program Loan With No Heirs. If ADFA has the first positionA on the property, it will seek
to sell the property to an income eligible borrower.

2. HOME Program Loan With Heirs. If ADFA has the first position on the property, and an heir
qualifies to become an owner-occupant, with ADFA’s prior written approval, the heir may pur-
chase or have title transferred to the them. If an heir does not qualify as eligible to receive HOME
Program assistance, the heir will have the opportunity to sell the property to an income eligible
borrower or in the case of sale of the property to a nonincome eligible borrower, the heirs will be
required pay off any remaining balance of HOME Program funds. If an heir does not sell the
property, ADFA will foreclose and seek to sell the property to an income eligible borrower.

3.  LoanRepayment Conditions With Heirs. If ADFA has the first position on the property, the heirs will have
the option of paying off the loan. If the heirs are unable to pay off the total loan and qualify as an eligible
owner-occupant, the heir may assume the loan upon verification of eligibility and ability to repay the loan
according to terms negotiated between ADFA and the heir(s).

Note: In the situations previously described, heirs should consult an attorny and adhere to
legal processes regarding estates to properly obtain a deed to the property.

F. Eligible Properties

The geographic location of properties included in the application will be reviewed to ensure the applying
entity has the necessary capacity to perform the proposed activities within the designated geographic
location.

Eligible properties must be modest in value. The estimated value of the HOME assisted property —AFTER
REHABILITATION — must not exceed the HUD 203(b) mortgage limit for the area for the type of property
being assisted (e.g., single family, condominium). In addition, the cost of repairs must be reasonable compared
to the value of the house (i.e., the level of rehabilitation is intended to allow continued owner occupation for at
least the affordability period as regulated by the HOME Program). The rehabilitation must be financially and
structurally feasible.

A formal appraisal is not required to establish value. Use of an alternative valuation method or market
analysis must be documented in the application.

& IfADFA is in a subordinate position on the property, ADFA will coordinate its efforts with the first mortgage lien
holder.
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G

Eligible Costs

HOME Program funds may be used only for eligible costs as defined under the federal HOME Program.
HOME Program funds may be used to cover soft and hard costs associated with a project. These costs
include the following:

1.

Eligible hard costs. Eligible hard costs are the actual costs associated with the rehabilitation of the
owner-occupied housing units and include the following:

¢ demolition costs, and
« construction, rehabilitation, or reconstruction costs.

Eligible soft costs. Soft costs must be “usual, reasonable and necessary” and may include the follow-
ing;

« finance related costs;

e credit reports;

» title reports and updates;

e appraisal fees;

- origination fees and discount points;

» project audit costs;

» affirmative marketing and fair housing costs;
* temporary relocation costs;

+ professional services (architectural, engineering, and other services provided for a specific project.
Otherwise, the professional service costs may be considered to be administrative costs.);

» surveys; and
¢ hazard insurance.

Temporary Relocation Costs.

Project Delivery Costs. Project delivery costs include staff time, overhead, fringe benefits, consult-
ant fees, etc., which can be directly attributed to a specific project. Any entity receiving a HOME
fund allocation may include in its application an amount for project delivery costs (in an amount not to
exceed 10% of the final HOME Program allocation) in the development budget. For instance, if a
recipient receives a three hundred thousand dollar ($300,000) HOME Program allocation, it may
request an additional thirty thousand dollars ($30,000) for project delivery costs. Project delivery
costs are eligible only for costs directly associated with the HOME funded development or activity.
Applicants must submit a budget for project delivery costs within the application for fund-
ing. The approved applicant must submit a certification of the project delivery costs incurred that is
signed by the appropriate approving official of the participating entity with each request for project
delivery funds. Project delivery costs must be allocated on a pro rata basis among the HOME-
assisted units. On single-family projects (i.e., new construction or rehabilitation), ADFA will with-
hold a ten percent (10%) administrative retainage throughout the project. Single-family projects
exceeding eighteen months (18) for completion will be paid no more than 90% of administrative fees.

Proper documentation is essential for the payment of project delivery cost fund requests and must be
kept on file with the approved HOME Program participant. Project delivery costs must be supported by
source documentation maintained on file by the recipient of HOME funds. Requests for payment of
project delivery costs must be verified by the cost certification (signed by the recipient) and not by the
supporting documentation maintained by the recipient. Supporting documentation will be reviewed and
verified by ADFA staff performing compliance and monitoring reviews.
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Acceptable supportive documentation includes:

A copy of a detailed bill highlighting the costs to be reimbursed to the HOME Program partici-
pant. (The detailed bill must be substantiated by a cancelled check, a copy of the bank statement
or other proof of payment.) The detailed bill should, at a minimum, include vendor identification,
a description of the services received, the quantity (hours, units, etc.), and the price for services
received. No handwritten invoices will be accepted.

All invoices must have an authorized signature of the HOME Program participant’s Executive
Director, or his or her designee, approving the payment and verifying that the services were
received or satisfactorily performed, the month the cost is being paid, dated, and cancelled to
prevent the invoice from being paid twice.

ADFA will reimburse salaries which are “reasonable and customary” for support personnel of
the HOME Program participant directly providing project delivery costs to the affordable hous-
ing being assisted at a rate commensurate with their regular hourly wages.

A copy of any contracts for professional services (i.e., consultants, architects, contractors, etc.),
if applicable, must be provided in the initial application outlining the services to be rendered, the
cost of the proposed services, and the proposed payment schedule or terms.

The use of prorated payment percentages is acceptable and must be outlined in the initial appli-
cation as well as each billing statement submitted for reimbursement. The applicant must provide
the sources of other funds used to pay project delivery costs, if any.

H. Maximum Per-unit HOME Assistance

ADFA will not allocate HOME funds to projects that have total development costs (including HOME funds
and any other resources) which exceed the 203(b) mortgage limits for that respective county. Mortgage
subsidies may be provided at a maximum of $25,000 or 20% of purchase price, whichever is lower in the
purchase of single family houses. Total development costs include profit, overhead and developers’ fees
and must be in compliance with 24 CFR Section 92.254.

~ Homeowner Rehabilitation - i - $25,000
Homeowner Reconstruction $80,600-885,000
New Construction (For Sale) - $80,000 $85,000

Rehabilitation. Rehabilitation projects with projected costs in excess of twenty-five thousand
dollars ($25,000) will be required to perform reconstruction instead of rehabilitation.

Reconstruction. In reconstruction projects, the total amount of HOME funds per structure may
not exceed Bighty-thousand-doHars($80,000) Eighty-Five Thousand Dollars ($85,000). 1f
the proposed reconstruction costs exceed Eighty-five thousand dollars ($85,000), the homeowner
will be responsible for providing the amount over Eighty-five thousand dollars ($85,000).

New Construction. Eighty thousand deHars($80,000) Eighty-Five Thousand Dollars ($85,000)

is the maximum amount of HOME funds ADFA will provide for new construction financing.
The funds will be in the form of a direct repayable loan to the applicant for construction of a
single housing unit. In essence, this loan provides funding allowing the applicant to complete the
construction process. The terms of the direct repayable loan at a one percent (1%) interest rate
from ADFA will be set according to the payment terms as outlined in Section “K” entitled “Types
of Financial Assistance.” A financial feasibility and marketing plan must be submitted in addition
to all normal requirements of HOME applications for new construction. If HOME funds are
requested for use in providing mortgage subsidies, the marketing plan must include a plan for the
use of those HOME-funded mortgage subsidies.
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I.  Minimum Property Standards
Minimum property standards must be met at project completion when HOME Program funds are used for
a project. ADFA has developed “rehabilitation standards” which will be provided to approved applicants.

At a minimum, the requirements set forth in the Section 8 Housing Quality Standards and the ADFA
Construction Performance Manual Sections I and II, when applicable, the International Code
Council (ICC), and all applicable local, sate, and federal requirements must be met for all med-
erate-rehabilitation and new construction projects.

Substantial- Rehabilitation projects funded with HOME Program funds must also meet all local codes,
rehabilitation standards, zoning ordinances, the cost effective energy conservation and effectiveness stan-
dards (24 CFR Part 39) and the Arkansas Energy Code.

The objective of the HOME Program is to build quality homes that have aesthetic appeal in construction
and design. To that end, ADFA maintains a-beelkef-plans that is are available for use by participants to
assist in the planning process. Single-family units constructed with HOME funds as part of the homebuyer
program must be a minimum of 1,200 sf heated and cooled with a minimum of three bedrooms and two
bathrooms. Single-family units reconstructed with HOME funds as part of the homeowner rehabili-
tation program must be a minimum of 1,000 sf heated and cooled for two bedroom houses and a
minimum of 1,200 sf heated and cooled for three bedroom structures. Applicants must use one of
ADFA’s house plans for all single-family reconstruction projects. The use of different sets of
plans may be permitted provided the plans are comparable to the ADFA plans(s) and are ap-
proved by ADFA HOME staff prior to bidding and submission of application for funding.

J.  Ineligible Projects

Ineligible projects include (1) properties that are not owner-occupied, (2) rental properties, and (3)
projects where contractors do not have a state contractor’s license or cannot obtain a builder’s risk
insurance policy, and payment and performance bond for the full amount of the construction contract.

K. Types of Financial Assistance

Homeowners may be eligible for one or both of the following forms of assistance, providing their monthly
housing expense does not exceed forth percent (40%) of their adjusted monthly gross income (housing
expenses include principal, interest, taxes, insurance and utilities):

1.  Aforgivable loan.

2. Arepayable loan.

In conjunction with a forgivable and/or repayable loan and with ADFA’s prior approval, HOME Program
funds may be used to refinance an existing mortgage loan with a current balance less than five thousand
dollars ($5,000).

Homeowner new construction assistance is funded under the following terms:

1.  The loan will be in the form of a direct repayable loan to the applicant at one percent (1%) per
annum. The loan will be repayable upon the sale and closing of each unit minus any approved
subsidy.

Homeowner rehabilitation/reconstruction assistance is funded under the following terms:

1. A maximum of $25,000 in HOME Program funds may be provided as a zero percent (0%) forgivable
loan with a prorated amount forgiven each month over the term of the forgivable loan, which
coincides with the applicable affordability period. Although the HOME Program Final Rule does not
impose an affordability period for owner-occupied rehabilitation, ADFA does require an affordability
period for owner-occupied rehabilitation projects. The forgivable loan requires no monthly repayment,
but must be repaid if the homeowner fails to maintain compliance with all terms and conditions outlined
in the agreement;

41

ADFA HOME Program Policy and Operations Manual



The Homeowner Housing Program

2. Anamortized direct loan, which requires monthly repayment of principal and interest, may be
approved. The interest rate will be one percent (1%) per annum. Loan terms will coincide with the
ADFA imposed affordability period for homeowner rehabilitation determined by the total amount
of HOME Program funds invested in the unit. Repayment of reconstructed units will be 50%
repayable and 50% forgivable loan. With ADFA’s prior approval, HOME-assisted properties
may be refinanced in order to allow the owner to obtain a lower interest rate, provided that the
owner receives no cash proceeds from the transaction and the total indebtedness does not exceed
the value of the property.

With ADFA’s prior approval, the HOME Program loan may be assumed by a new owner if the new
owner satisfies the requirements to propetly obtain title and :

a. islow-income (i.e., income is equal to or less than eighty percent (80%) of area median
income, adjusted for family size);
b. will occupy the property as the principal residence; and
c. iscertified by ADFA as eligible to receive HOME Program assistance.
The minimum applicable affordability periods for single-family loans shall be as follows:

~ $1,000 - $15,000 R
_$15,000-%40000 10
Over $40,000 + 15

In all cases where HOME Program assistance is provided, a note and mortgage will be recorded in favor of
ADFA. ONLYADFA-APPROVED LIEN DOCUMENTS WILL BE USED. HOME Program assis-
tance may be in a junior position to private lender financing as long as the combined loan-to-value does not
exceed one hundred percent (100%). Recipients and subrecipients must apply all rules consistently and fairly,
regardless of the form of assistance. All mortgage payments shall be paid by the homeowner on a monthly
basis to ADFA at the following address:

Arkansas Development Finance Authority
¢/o Accounting Department
P. O. Box 8623 8052
Little Rock, AR 72201

L. Resale and Recapture Provisions

RECAPTURE:

ADFA will recapture that portion of HOME Program investment unforgiven by the elasped affordability
period or recapture the maximum net proceeds from sale of property (whether recapture is effected
through foreclosure or no foreclosure action). Net proceeds recovered will be used to: (1) Reimburse the
HOME Program (approved activity) for the outstanding balance of HOME funds not repaid or forgiven
during the applicable affordability period at the the time of recapture. (2) Reimburse the HOME
Program (administration) for “holding costs” or other costs associated with the recapture action (legal fees,
insurance, taxes, realtor fees, appraisal/BPO costs, etc.) If net proceeds recaptured are less than the
outstanding balance of HOME funds invested in the property (for all approved activities and holding costs
incurred), the loss wil be absorbed by the HOME Program and all HOME Program requirements would be
considered to have been satisfied. If net proceeds recaptured are greater than the outstanding balance of
HOME funds invested in the property (for all approved activities and holding costs incurred), the balance of
net proceeds would be distributed to the homeowner (or his/her estate). If the recapture of proceeds is
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effectuated through a completed foreclosure action, and the property is legally owned by ADFA, the
balance of net proceeds recaptured will inure to ADFA.

RESALE:

For those cases where the affordability requirements are violated as a result of the death of the HOME
beneficiary and there is an eligible person who qualified and is desirous of assuming the HOME assistance
invested in the property, ADFA will permit sale of the HOME-assisted unit to the qualifying, eligible person,
contingent upon ADFA’s prior review and approval. The subsequent owner will be required to adhere to all
applicable affordability requirements for the unexpired term of the original affordability period.

M. Relocation

ADFA discourages projects involving displacement or relocation. Prior to application, contact ADFA if
you are planning any project that may involve displacement or relocation. In the event relocation is
unavoidable, the applicant must adhere to the Uniform Relocation Act.

N. Construction Bids

Construction bids (rehabilitation and new construction projects) must be good for a minimum
of 60 days from date received by ADFA.

0. Market Analysis

Applications for single-family new construction or acquisition/rehabilitation for sale must
provide documentation demonstrating a demand for the requested activity. Acceptable docu-
mentation must include at least one of the following: (1) A market study completed by an
ADFA-approved market analyst; (2) Copies of sales contracts for pre-sold units; or (3) Copies
of mortgage pre-approval letters from a list of potential homebuyers.

43

ADFA HOME Program Policy and Operations Manual



The Homeowner Housing Program

N. American Dream Downpayment Initiative (ADDI) Funds

The American Dream Downpayment Initiative (ADDI) was signed into law by President Bush on December
16,2003, under the American Dream Downpayment Act (Public law 18-186) (ADDI statute). Funds made
available under the ADDI statute will be allocated to eligible HOME Investment Partnerships Program Partici-
pating Jurisdictions (PJ) to assist low-income families become first-time homebuyers. The PJs in Arkansas
administering the ADDI funds include the Arkansas Development Finance Authority and the City of Little
Rock.

The goals of the ADDI funds are as follows:

. Increase the overall homeownership rate
. Create greater opportunity for homeownership among lower income and minorities
. Revitalize and stabilize communities

ADFA will make available ADDI funds for downpayment and closing cost assistance toward the purchase of
single-family housing (i.e., 1-4 family residence, condiminium unit, or combination of manufactured housing
and lot) by low-income families (80% of area median income or less) who are first-time homebuyers. Under
ADD, a first-time homebuyer is an individual and his or her spouse who have not owned a home during the
three-year period prior to purchase of a home. In addition, the unit must meet all applicable State and local
building codes or minimum housing quality standards in the absence of local codes. The purchase price cannot
exceed the HUD 203(b) Mortgage Limits.

ADFA will provide the ADDI funds in the form of a forgivable loan (soft second mortgage) in an amount
necessaty to close the transaction adhermg to HOME Program subsidy layering guidelines. -up-to
2 6%6)-0f thep aveprice-tore mentand-closme The ADDI amount may not

exceed $10,000 for downpayment, closing costs, and any rehabtlttatzon/repatrs in conjunction with
ADFA’s HomeToOwn (Mortgage Revenue Bond) Program through ADFA -approved participating lenders
located throughout Arkansas. The minimum amount of ADDI assistance is $1,000. ADFA will not provide
additional HOME funds for rehabtlltatton costs exceedmg the ADDI loan. Ln—the—evem—t-he—&mt

or real estate agent will be responszble for zdentzfymg and securing a contract with an Arkansas
licensed contractor to complete the rehabilitation work identified in the ADFA inspection report.
ADFA will inspect all construction work completed as part of the ADDI loan.

The assistance will be forgiven in equal annual installments over the period of affordability. The homebuyer
must maintain the house as their principal residence for the full affordability period. The homebuyer will be
required to complete a homebuyer education course through an ADFA approved homebuyer counselor. If the
property is sold during the affordability period, ADFA will recapture the amount of ADDI/HOME funds that
have not been forgiven. The homebuyer will also be required to execute a Promissory Note and Second
Mortgage for the amount of assistance provided in accordance with established HOME Program affordability

periods (see Table below). AFFORDABILITY PERIOD
HOME Subsidy Affordability Period
Less than $15,000 5 years
$15,000 - $40,000 10 years
Over $40,000 15 years
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V1. Community Housing Development Organizations

ADFA will make reasonable efforts to identify Community Housing Development Organizations
(“CHDOs”) that are capable, or can reasonably be expected to become capable, of carrying out ele-
ments of the jurisdiction’s approved consolidated plan and to encourage such community based organi-
zations to do so. Requirements for qualifying as a CHDO are found at 24 CFR 92.300.

ADFA will reserve not less than fifteen percent (15%) of the HOME allocation for investment only in
housing to be developed, sponsored, or owned by CHDOs. The funds must be provided to a CHDO,
its subsidiary or a partnership of which it or its subsidiary is the managing general partner. If a CHDO
owns the project in partnership, it or its wholly-owned for-profit or nonprofit subsidiary must be the
managing general partner. In acting in any of the capacities specified, the CHDO must have effective
project control.

All forms of assistance provided to the CHDO will be in the form of a loan and must be repaid to ADFA,
excluding any mortgage subsidy assistance provided to the home buyer. The HOME Program Agree-
ment between ADFA and the CHDO must state specifically the proposed HOME-eligible activities to
be performed to benefit low-income persons and families. CHDOs are not required to provide matching
funds for rental rehabilitation and rental new construction activities.

Certification or recertification of CHDO status is performed on a continuous basis. The certifications are
approved for a period of one (1) year. An application for certification or recertification must include a
“CHDO Checklist” contained in CPD 97-09. Nonprofit applicants may not submit an application for
CHDO status until they have received their 501(c)(3) designation from the Internal Revenue Service and
can provide verification of such designation with their CHDO application.

Itis the CHDO’s responsibility to submit an application for recertification at the end of the original
certification period of one (1) year. The CHDO will not be notified by ADFA of the lapsed certification.
An expired certification will be voided at the end of a thirty (30) day period after the date of expiration.
This grace period will not be extended under any circumstances.

Ifa CHDO is located within a local participating jurisdiction (PJ), ADFA will direct those organizations
to their respective local PJ for technical assistance and operating fund requests. If the local PJ does not
have funding available for a CHDO-eligible housing project within their jurisdiction, the CHDO may
apply to ADFA for CHDO set-aside with an accompanying support letter from the local PJ.

ADFA may provide CHDO Operating funds in conjunction with the approval of a CHDO set-
aside funded project or after a CHDO set-aside project has been approved. CHDO Operating
funds may not exceed 50% of the CHDO’s annual operating expenses with a maximum amount
of assistance of $50,000. The nonprofit must submit an application for funding along with its
annual budget and the proposed use(s) of the CHDO Operating funds as part of its request for
assistance.
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VII. Tenant-Based Rental Assistance

HOME Tenant-Based Rental Assistance (“TBRA”) Program is a rental subsidy program designed to
help an eligible tenant with rent and utility costs, as well as to pay security and utility deposits. The TBRA
Program directly assists individual households (rather than providing subsidies to owners or projects) to
make housing affordable. The Section 8 Rental Voucher Program is a form of TBRA. HOME funded
TBRA programs work in a similar manner. TBRA payments make up the difference between the amount
the family can afford to pay for housing costs (rent and utilities) and the actual rent of the housing selected
by the family.

TBRA funds may be used to pay rent and utilities, security deposits and utility deposits for those eligible
and selected for rental assistance. The assistance must be tenant-based, NOT based on the project.
Tenants must be free to use their assistance in any eligible unit in the geographical area of the public
housing authority. Even tenants who receive TBRA assistance in order to avoid economic displacement
in a HOME project can move immediately. Public housing authorities may use the Rental Voucher
Program as a model for the HOME TBRA Program.

ADFA shall contract with the public housing authority to administer the HOME TBRA Program.

A. Eligible Applicants

All HOME Program funds used for rental housing activities and tenant-based rental assistance must be
used to assist families at or below sixty percent (60%) of the median income, adjusted for family size. An
applicant awarded HOME Program funds for the purpose of providing TBRA must select households in
accordance with locally established preferences.

B. Eligible Units
Tenants receiving HOME TBRA must use the assistance in units that:

. meet Section 8 Housing Quality Standards (Inspections are made at initial occupancy and annually
during the length of the contract.);

. have affordable rents as defined and adjusted annually by HUD;

. may be publicly or privately owned; however, TBRA may not be used in units that receive other
forms of rent subsidy, i.e. public housing or Section 8 Substantial Rehabilitation as defined annually
by HUD; and

. must meet lead-based paint requirements.

Unlike Section 8, cooperatives are considered owner-occupied housing under the HOME Program.
Therefore, HOME TBRA may not be used to assist resident owners of cooperatives. It is the responsi-
bility of the HOME Program recipient to determine whether or not these housing standards are met by
implementing their own inspection process. However, ADFA reserves the right to inspect units and
monitor for compliance with HOME Program requirements.

C. Project Delivery Costs

Recipients may submit a written request for project delivery costs directly associated with provision of
tenant-based rental assistance not to exceed one hundred twenty dollars ($120) per tenant assisted
during the fiscal year. The total amount of the request for project delivery costs will be based on an
estimate of the number of tenants (new and continuing) to be assisted during the year. TBR A project
delivery costs are not “unlimited” and are based on the number of tenants indicated in the HOME
Program Agreement. Additionally, the participant is eligible to receive $16- $20 per month for continued
project delivery processing.
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D. Amount Of Subsidy
The amount of subsidy is set by ADFA pursuant to the federal HOME Program regulations.

. Maximum Subsidy. ADFA may pay up to the difference between a “rent and payment standard”
preapproved by ADFA and thirty percent (30%) of the family’s monthly adjusted income..

. Minimum Tenant Contribution to Rent. The minimum tenant contribution to housing cost (rent and
utilities) is the greatest of thirty percent (30%) of the family’s monthly adjusted income or fifty
dollars ($50). The Rental Voucher Program meets the HOME regulation requirements regarding
maximum subsidy and minimum tenant contribution.

E. Protection for Tenants

When HOME Program assistance expires, tenants who were selected from the public housing authority’s
waiting list may return to the waiting list and qualify for the same tenant selection preferences as when
they were selected for the HOME assistance. Public housing authorities must plan ahead for expiring
contracts.

Prohibited Lease Provisions. The owner’s lease may not include certain provisions, which in general have the
effect of waiving a tenant’s rights in advance. All owner s leases mustbe in compliance with 24 CFR Part 92.253.
A sample lease addendum is available to successful applicants.

F. Recertification

The incomes of tenants receiving rental assistance must be recertified at least annually. Rent and assis-
tance is adjusted accordingly based on the circumstances in effect at the time of recertification. If a
participating tenant’s income goes above the Section 8 Low Income Limit at recertification, assistance
must be terminated.

G. Project Revisions
Recipients should provide a copy of any project revisions to ADFA, including revisions of tenancy,
income, rental assistance, vacancy, etc.

H. Portability

Tenants must use the tenant-based rental assistance within the public housing authority’s jurisdiction
unless the tenant relocates to accept employment or training that leads to employment. In this case,
inspection and recertification requirements still apply.

I.  Match Requirements
TBRA typically requires a twenty-five percent (25%) matching requirement; however, the match re-
quirement for Arkansas is twelve and one-half percent (12.5%). waived: :

J. Length of Assistance

HOME TBRA rental assistance contracts with individual households may not exceed two (2) years.
ADFA requires that TBRA subsidy contracts not exceed one (1) year. Contracts can be renewed,
subject to availability of HOME funds. The one-year period begins on the first day of the lease and will
end upon termination of the lease (if the TBRA payment is made directly to the landlord).

K. TBRA Administrators

Entities lacking experience administering rental assistance (i.e., Section 8, TBRA) programs
must partner with an experienced public housing authority or other experienced TBRA pro-
vider to jointly administer the program.
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Adjusted Income

Adjusted income is annual (gross income) reduced by
deductions for dependents, elderly households, medi-
cal expenses, disabled assistance expenses and child
care (these are the same adjustment factors used by
the Section 8 Program). Adjusted income is used in
the HOME Program to compute the actual tenant pay-

ment in tenant-based rental assistance programs.

Affordability

As used in this guide, affordability refers to the re-
quirements of the HOME Program that relate to the
cost of housing both at initial occupancy and over es-
tablished timeframes, as prescribed in the HOME Fi-
nal Rule. Affordability requirements vary depending
on the nature of the HOME-assisted activity (i.e.,
homeownership or rental housing).

Annual (Gross) Income

The HOME Program allows the use of one of the three
definitions of income: Section § annual income (as
defined under 24 CFR Part 5); annual income as re-
ported on the U.S. Census Long Form; and adjusted
gross income as defined for the purposes of reporting
on IRS Form 1040.

Commitment

The written, legally binding agreement between the
participating jurisdiction (or other entity) and the project
owner providing the HOME Program funds to a
project. For tenant-based rental assistance, the com-
mitment is the rental assistance contract between the
participating jurisdiction (or other entity) and the ten-
ant or owner. Once a commitment occurs, HUD ex-
pects construction to start or a purchase to occur within
twelve (12) months. HUD recognizes the commitment
when the project is set up in the Integrated Disburse-
ment and Information System.

Community Housing Development Organization
(“CHDO”)

A private, nonprofit organization that meets a series of
qualifications prescribed in the HOME Program regu-
lations. CHDOs must receive at least fifteen percent
(15%) of a participating jurisdiction’s annual alloca-
tion of HOME Program funds. CHDO’s may own,
develop or sponsor HOME Program-financed hous-

ing,
Consolidated Plan

A plan prepared in accordance with the requirements
set forth in 24 CFR Part 91, which describes commu-
nity needs, resources, priorities and proposed activi-
ties to be undertaken under certain HUD programs,
including the HOME Program.

Development

A site or an entire building or two (2) or more build-
ings, together with the site or sites on which the build-
ing are located, that are under common ownership,
management and financing and are to be assisted with
HOME Program funds-under commitment by the
owner-as a single undertaking.

Development Fees

Compensation to the developer for developing the
property, includes overhead and profit, consult/pro-
cessing agent fees, project administration, the value of
personal guarantees and a portion of any reserves
determined by the housing credit agency to be in ex-
cess of industry norms.

Eligibility Criteria
Property characteristics, tenant income limits and maxi-

mum rent levels, which qualify a project as eligible for
the LIHTC.

Equity
The value of a property less the amount of outstanding
debton it.

Financing Plan

The proposed financing for a project.
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General Partner

A partner who is liable and responsible for completing a
project as proposed, managing the partnership and guar-
anteeing funding required to complete the project. A
general partner oversees construction, leasing and prop-
erty management; maintains the books and records of
the partnership; and submits periodic reports to the lim-
ited partners on the project’s financial status.

General Partnership

A form of ownership in which all partners participate
materially in the partnership’s operations and share li-
ability.

HOME Program-Assisted Units

Units within a HOME Program project where HOME
Program funds are used and rent, occupancy and/or
resale restrictions apply.

HOME Program funds

All appropriations for the HOME Program, plus all re-
payments and interest or other return on the investment
of these funds.

Housing Investment Partnerships Act (“HOME
Program”)

The act that created a formula-based allocation pro-
gram intended to support state and local affordable hous-
ing programs. The goal of the program is to increase
the supply of affordable rental and ownership housing
through acquisition, construction, reconstruction, and
moderate or rehabilitation activities (Title I, National
Affordable Housing Act of 1990).

HUD
U.S. Department of Housing and Urban Development.

Interest Subsidy

The amount of subsidy required to reduce the interest
rate on a loan to a below-market rate over the term of
the loan.

Limited Partner

A passive investor in a limited partnership who, in ex-
change for contributing equity to the project, receives a
pro rata share of cash flow and tax benefits and the
right to approve the sale or refinancing of the property
and removal of the general partner in the event of gross
negligence or breach of contract.

Limited Partnership

An ownership vehicle comprising limited and general
partners that allows for central management but has
no tax liability, instead passing tax benefits through to
its limited and general partners.

Low-Income Family/Person

Family or person whose annual (gross) income does
not exceed eighty percent (80%) of the median in-
come for the area (adjusted for family size). HUD may
establish, on an exception basis, income ceilings higher
or lower than eighty percent (80%) of the median in-
come for an area.

Managing General Partner

The general partner responsible for the day-to-day
management of a limited or general partnership.

Moderate Rehabilitation

The cost of a rehabilitation project that costs $25,000
or less.

National A ffordable Housing Act of 1990
(“NAHA”)

Enacted by Congress to authorize the HOME Invest-
ment Partnership Act program, the National
Homeownership Trust program, and programs to
amend and extend certain laws relating to housing,
community and neighborhood preservation and related
programs.

Net Operating Income/(Surplus Cash)

The operating income derived by the project owner from
development cash flow (excluding interest income
earned on tenant security deposits and reserve accounts)
which exceeds operating expenses. Operating expenses
include: salaries of on-site property managers, manage-
ment fees, accounting services, loan repayments,
amounts deposited into a replacement reserve account,
travel expenses, legal services, insurance expenses, util-
ity expenses, office supplies, rental and main-
tenance (but not purchase) of office
space, and developers’ fees, each specifically
related to the development (See ADFA Form to cal-
culate NOI and surplus cash payments included in the
Forms section of this manual).
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New Construction

For purposes of the HOME Program, new construc-
tion is any project with commitment of HOME Pro-
gram funds made within one (1) year of the date of
initial certification of occupancy. Any project that in-
cludes the creation of additional dwelling units outside
the existing walls of a structure is also considered new
construction.

Participating Jurisdiction (“PJ”)

The term given to any state, local government or con-
sortium that HUD has designated to administer a
HOME Program. HUD designation as a PJ occurs if a
state or local government meets the funding thresholds,
notifies HUD that it intends to participate in the pro-

gram and obtains approval by HUD of'its Consolidated
Plan.

Partnership Agreement

A legal document that specifies the rights and responsi-
bilities of the general and limited partners and governs
the ongoing relationship between these parties.

Project

A site or an entire building or two (2) or more buildings,
together with the site or sites on which the building are
located, that are under common ownership manage-
ment and financing and are to be assisted with HOME
Program funds — under a commitment by the owner —
as a single undertaking.

Recapture

Losses of HOME Program funds due to lack of perfor-
mance with applicable performance standards as de-
fined under General Requirements in Section O of this
manual.

Reconstruction

The rebuilding, on the same lot, of housing standing on
a site at the time of project commitment. The number
of housing units on the lot may not be decreased or
increased as part of the reconstruction project, but the
number of rooms per unit may be increased or de-
creased. Reconstruction is considered to be rehabilita-
tion for the purposes of ADFA’s Homeownership Hous-
ing Program.

Restrictive Covenant

A limitation placed on a property, which is recorded and
attached to the deed, thereby passing to subsequent
owners.

Section 8 Tenant-Based Rental Assistance Program

A federal program that provides rental assistance to
low-income families who are unable to afford market
rents. Assistance is provided in the form of vouchers.

Soft Costs

Development costs exclusive of the cost of acquisition,
site improvements, construction and contingencies.

Soft Second Mortgage

A loan provided by public and nonprofit lenders at be-
low-market interest rates and with flexible repayment
terms, using as collateral a second mortgage on the
project property, to fill a financial gap for a project serv-
ing a public purpose (for instance, affordable housing).

SRO Housing

A type of congregate housing in which each resident
has a private room by shares common areas (such as
dining and living rooms) with other residents.

State Recipient

Any unit of local government designated by a state to
receive HOME Program funds. The state is respon-
sible for ensuring that HOME Program funds allocated
to state recipients are used in accordance with the
HOME Program regulations and other appli-
cable laws.

Subrecipient

A public agency or nonprofit organization selected by a
participating jurisdiction to administer all or a portion of
the participating jurisdiction’s HOME Program. A public
agency or nonprofit organization that receives HOME
Program funds solely as a developer or owner of hous-
ing is not a subrecipient.

Substantial Rehabilitation

The cost of a rehabilitation project that costs more than
$25,000.
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Surplus Cash (Net Operating Income-NOI)

The operating income derived by the project owner from
development cash flow (excluding interest income
earned on tenant security deposits and reserve accounts)
which exceeds operating expenses. Operating expenses
include: salaries of on-site property managers, manage-
ment fees, accounting services, loan repayments,
amounts deposited into a replacement reserve account,
travel expenses, legal services, insurance expenses, util-
ity expenses, office supplies, rental and maintenance
(but not purchase) of office space and developers’ fees,
each specifically related to the development.

Syndicates

Individuals or firms who arrange for the sale of owner-
ship shares in a project to raise equity from investors.

Targeting

Requirements of the HOME Program relating to the
income or other characteristics of households that may
occupy HOME Program-assisted units.

Tenant-Based Rental Assistance (“TBRA”)

A form of direct rental assistance in which the recipient
tenant may move from a dwelling unit with a right to
continued assistance. Includes security and utility de-
posits associated with the rental of dwelling units.

Total Development Cost (“TDC”)

The sum of all costs for site acquisition, relocation, demo-
lition, construction and equipment, interest and carrying
charges.

Very Low-Income Family

Family whose annual (gross) income does not exceed
fifty percent (50%) of the median income for the area
(adjusted for family size). HUD may establish income
ceilings higher or lower than fifty percent (50%) of
median income for an area on an exception basis.
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