C.

Vi.
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party funding for rehabilitation is committed and the work will begin within 12
months, the CNA must address the existing conditions at the Property, and the
“post-rehabilitation” needs at the Property. An example would be a CNA
Recipient who has submitted a pre-application to Rural Development for the
Multifamily Preservation and Revitalization (MPR) Demonstration Program where
Rural Development has awarded points to the application for third-party funding,
and it has committed third-party funding. Under the MPR, a CNA Recipient who
has applied for third-party funding for rehabilitation but does not have a
commitment for this funding must have the CNA prepared based on conditions at
the Property “as is,” not “post rehabilitation”. In these cases, consult with Rural
Development as to whether a “post rehabilitation” CNA should be done. When a
CNA Recipient receives the funding commitment, and rehabilitation is planned
within the next 12 months, the CNA Contract must be renegotiated to indicate that
rehabilitation is planned and specify that a “post rehabilitation” CNA should be
prepared.

In preparing CNAs for these properties, the CNA Provider should undertake the
CNA on the basis that the third-party funded rehabilitation will occur as described
in the Scope of Work for the rehabilitation project provided by the CNA Recipient
and determine the Property’s “post-rehabilitation” capital needs over the next 20
years. In these cases, the CNA Provider is expected to review and understand the
Scope of Work for planned rehabilitation funded from third-party sources, but
aside from apparent substantive omissions is not required to comment on the

planned rehabilitation.

If there is no evidence that third-party funding for rehabilitation has been
committed (e.g., if rehabilitation is not indicated in the Rural Development MPR
pre-application and/or Rural Development has not awarded points for it), then the
CNA Provider must verify with the Rural Development contact prior to performing
a “post rehabilitation” CNA. If no funds are committed, and Rural Development
does not agree to a “post-rehabilitation” CNA, the CNA Provider may note the
CNA Recipients rehabilitation proposal in the CNA but the report must be
undertaken as though there will be no immediate rehabilitation. In these cases, the
CNA must be based on the CNA Provider’s independent professional opinion of
current and future needs at the Property. (For example, if the CNA Recipient
wishes for a rehabilitation, but has no funds allocated to perform one.)

Acknowledgments (names and addresses of persons who: performed the
inspection, prepared the report, and were interviewed during, or as part of the
inspection).

Materials and Conditions. This component must be reported on a Microsoft Office Excel

© worksheet. The following major system groups must be assessed in the report: Site;
Architectural; Mechanical and Electrical; and Dwelling Units. ALL materials and
systems in the major groups must be assessed (not every specific material used in the
construction of the Property), including the following items:



ii.

1.
iv.

Vi.
Vii.
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Item Description;

Expected Useful Life (EUL). Data entries must be based on the EUL Table
included in the “Fannie Mae Physical Needs Assessment Guidance to the Property
Evaluator”, unless otherwise explained in the report based upon the installation or
most recent replacement date, quality, warranty, degree of maintenance or any
other reasonable and documentable basis. Any EUL entry that varies from the
Table must include an explanation in the “Comments” column. Any EUL that
varies from the table by 25 percent or more must be adequately supported
separately from spreadsheet (for example, provide the documentation or
explanation in the Narrative section);

Age. The actual age of the material or system;

Remaining Useful Life (RUL). Any RUL entry that varies from the difference
between the EUL and age must be explained in the “Comments” column. Any
RUL entry that varies 2 years or more must be adequately supported separately
from the spreadsheet (for example, provide the documentation or explanation in
the “Narrative” section). Variances of more than 25 percent will not be accepted;
Condition. The current physical condition (excellent — good — fair — poor) of the
material or system;

Description of action needed (repair — replace — maintain construct — none); and,
Comments or field notes that are relevant to the report.

d. Capital Needs. This component must be reported on a Microsoft Office Excel ©
worksheet. This component identifies all materials and systems for each of the four major
system groups to be repaired, replaced, or specially maintained. It must include the
following items for such materials or systems:

L
ii.
iii.

iv.

Year or years when action is needed;

Number of years to complete the needed action (duration of the repair work);
Quantity and Unit of Measure. Any data entry that is not from a physical
Property measurement or observation during the inspection must be

explained in the report (contrary to ASTM guidance, lump sum allowances
must be used only for capital projects, such as landscaping, that cannot

readily be quantified); and,

Estimated repair, replacement, or special maintenance unit cost and total cost in
current (un-inflated) dollars for each line item. The report must identify the
source(s) used for the cost data. Entries must include estimated costs for
materials, labor (union or non-union wages, as appropriate), overhead & profit.
Consultant fees, and other associated costs may be incurred by the CNA
Recipient when repair or replacement work involves extensive capital activities
(e.g., a major landscaping or site drainage project). These activities are likely to
include design costs, or the involvement of general contractors, with associated
overhead and profit considerations. If the CNA Provider anticipates work will be
affected by these cost factors, notes should be added to the CNA spread
sheet/report to explain the cost logic. Discussions with the CNA Recipient and
the Agency will be necessary to confirm the proposed cost of these capital
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activities. CNA Providers using such standard cost sources must use cost
allocations that include overhead and profit.

Note: An estimated unit cost that is significantly different from an industry
standard cost, such as R.S. Means or equivalent, must be adequately supported.

Generally, replacement actions must involve “in-kind” materials, unless a different
material is more appropriate, approved by the State Historic Preservation Office, if
applicable, and explained in the report. Exceptions must be made for components
that are seen as inadequate (e.g. twenty gallon water heaters, prompting resident
complaints) or below contemporary design/ construction standards (e.g. single-
glazed windows in temperate climates). Rural Development also encourages the
consideration of alternative technology and materials that offer the promise of
reduced future capital and/or operating costs (more durable and/or less expensive to
maintain over time, reduce utility expenses, etc.). CNA Providers are not expected
to conduct quantitative cost-benefit analyses but must use sound professional
judgment in this regard.

In addition to the exceptions described in the paragraph above, Rural Development
may consider the inclusion of market-comparable amenities/upgrades (e.g. air
conditioning in warm climates) proposed by the CNA Recipient when such
features are essential to the successful operational and financial performance of the
Property. Such items should be identified specifically in the CNA report as “CNA
Recipient - recommended upgrades” and include an explanation of why these
upgrades are necessary in supporting the financial and operational performance of
the Property. Where included, CNA Provider comments on the feasibility and
appropriateness of the upgrade are required.

v. The capital needs must be presented in two time frames:
a) Immediate Capital Needs. All critical health and safety deficiencies (e.g.
inoperative elevator or central fire alarm system, missing/unsecured railings,
blocked/inadequate fire egress, property-wide pest infestation) requiring
corrective action in the immediate calendar year. Separately, the CNA
Recipient must provide any repairs, replacements, and improvements currently
being accomplished in a rehabilitation project, regardless of funding source, and
anticipated to be completed within 12 months. The CNA Recipient will include
the budget for any planned rehabilitation (e.g., rehabilitation proposed in the
CNA Recipients pre-application to the MPR). CNA Provider can, but is not
required, to offer comments about the rehabilitation budget. The CNA must not
include minor, inexpensive repairs or replacements that are part of a prudent
CNA Recipients operating budget. (If the aggregate cost for a material line
item is less than $1,000, then the line item must not be included in the CNA.
An aggregate cost for a line item is an item which needs to be replaced in any
given year, the cost exceeds the $1,000, and the item should be replaced in the
one-year duration. Applying a duration that exceeds one-year may decrease
the aggregate amount below the $1,000 threshold, thus circumventing the
intent of the threshold to include a particular item in the CNA.

B-7
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Where immediate rehabilitation is proposed by the CNA Recipient using third-
party funds, the CNA Provider must note the current condition and remaining
effective useful lives of affected systems and components in an “as is” CNA.
b) Capital Needs over the Term. Such capital needs include significant
maintenance, repairs, and replacement items required during subsequent twenty
calendar years to maintain the Property’s physical integrity and long term
marketability. It must include repairs, replacements, and significant deferred
maintenance items currently being planned and anticipated to be completed
after the immediate calendar year and corrections for violations of applicable
standards on environmental and accessibility issues. It must also include the
needs described in paragraph 3.b.v. above in the appropriate year(s), if any, if
these will not be completed within 12 months from the closing of the program
revitalization transaction. The CNA must not include minor, inexpensive
repairs or replacements that are part of a prudent Property owner’s operating
budget. (If the aggregate cost for a material line item is less than $1,000, then
the line item must not be included in the CNA. An aggregate cost for a line
item is an item which needs to be replaced in any given year, the cost exceeds
the $1,000, and the item should be replaced in the one-year duration. Applying
a duration that exceeds one-year may decrease the aggregate amount below the
$1,000 threshold, thus circumventing the intent of the threshold to include a
particular item in the CNA.

Exceptions to these exclusions may be appropriate for very small
properties, and/or for low cost items that may affect resident health and
safety (e.g., a damaged or misaligned boiler flue). For example, in small
projects (total of 12 units or less), items exempted would be for material
line items less than $250, not $1,000. The report must be realistic and
based on due diligence and consideration of the Property’s condition,
welfare of the tenants, and logical construction methods and
techniques. The estimated unit costs and total costs to remedy the
detailed needs must be provided in current (un-inflated) dollars.

Capital Needs over the term must be based on the actual remaining useful
lives of the components and systems at hand. Aside from formal work that
is accounted for in the “Immediate Capital Needs” section, capital activities
must not be “front-loaded.”

Note: New components or upgrades addressed in a Property’s
rehabilitation may have long-term capital needs implications as well.
Those items with expected useful lives of less than twenty years (e.g. air
conditioners) also will need to be accounted for in Capital Needs over the
Term.

e. Executive Summary. This component must be reported on a Microsoft
Office Excel © worksheet. It must include:

B-8
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i. Summary of Immediate Capital Needs — the grand total cost of all major
system groups (in current dollars);

ii. Summary of Capital Needs Over the Term — the annual costs and grand total
cost of all major system groups (in current and inflated dollars). The
inflation rate must be 3 percent; and,

iii. Summary of All Capital Needs — the grand total costs for the immediate and
over the term capital needs (in current and inflated dollars). The grand total
costs (in current and inflated dollars) per dwelling unit must also be included.

Appendices. This component must include a minimum 25 color digital photographs
that describe: the Property’s buildings (interior and exterior) and other facilities,
specific material or system deficiencies, and the bathrooms and kitchens in the units
accessible for the handicapped. Include a Property location map and other documents
as appropriate to describe the Property and support the findings and summaries in the
report. The CNA Provider must provide some sort of visual documentation for each
line item that cannot be clearly identified by a written description alone. For instance,
if an entrance needs to become handicap accessible, a picture of the entrance will help
the CNA Recipient understand where the construction should take place. The CNA
Recipient needs to be able to associate reserve account funds with the correct line
items during the life of the CNA during the underwriting process.

4. Deliver the following:

a.

A minimum of one electronic copy of the report must be delivered on a compact
disk, or other acceptable electronic media, e.g. e-mail, to both the CNA Recipient
and USDA RD for their review and written acceptance. To the greatest extent
possible, delivery must be made within 15 business days of execution of the
Agreement with the CNA Recipient.

If the report is not acceptable, the CNA Provider must make the appropriate changes
in accordance with the review comments. A minimum of one electronic Excel copy
of the revised report must be delivered on a compact disk or via e-mail to both the
CNA Recipient and USDA RD for their review and written acceptance. The
delivery must be made within 5 business days of receiving the review comments.

If the revised report is still not acceptable, additional revisions will be made and
electronic Excel copies delivered on compact disks or via e-mail to the CNA
Recipient and USDA RD until the report is acceptable.

5. Be available for consultation with the CNA Recipient or USDA RD after written
acceptance of the report on any of its contents.

The CNA Provider must NOT analyze the adequacy of the Property’s existing or
proposed replacement reserve account nor its deposits as a result of the capital needs
described in the report.

6.
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FANNIE MAE PHYSICAL NEEDS ASSESSMENT
GUIDANCE TO THE PROPERTY EVALUATOR

Used by Permission and Sublicense from Fannie Mae Expected Useful Life Tables and Forms
Developed for Fannie Mae by On-Site Insight of Needham, MA ©© 1991 On-Site Insight, Inc.
UseReproduction and Distribution of These Materials May be Made Solely in Connection
with the Implementation of Rural Development’s Rural Rental Housing Program or

Intended Uses within the Rural Rental Housingand Farm Labor Housing Programs Related to:

1. Transferof Project Ownership;

2. Loan Reamortization;

3. Loan Write-Down; or

4. Developmentofan Equity LoanIncentiveor Equity
Loan for a Saleto a Non-Profit Sponsor.

5. Facility Rehabilitation, including MPR

6. New Construction
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Introduction

While many factors affect the soundness of a mortgage loan over time, one of the most
significant is the physical condition of the Property — past, present and future. A prudent lender
must be concerned with the past maintenance and improvements because they may indicate
owner and management practices as well as expenses to be incurred in the future. The lender
must be concerned with the condition of the Property at the time the loan is made, and over the
term of the loan, because Property conditions may directly impact marketability to prospective
tenants and the need for major expenditures may impact the economic soundness and value of
the Property. The lender must also be concerned with the condition of the Property at the end of
the loan term. If the Property has deteriorated, the owner may not be able to secure sufficient
financing to pay off the loan at maturity.

Most lenders have always given some attention to physical conditions and needs of properties in
their underwriting. However, the amount of attention, the data secured, the quality and analysis
of that data, and the impact of this information on underwriting has varied widely. Indeed,
many properties and the loans that they secure are now in trouble because of inadequate
consideration of physical needs in the underwriting coupled with inadequate attention to
Property maintenance which has diminished the marketability and overall value of the Property.

The guidance and forms in this package, together with the guidance provided to our lenders in
our Delegated Underwriting and Servicing (DUS) and Multifamily Guides, is based upon a
desire to see a more standardized approach to assessing the physical needs of properties that will
be securing our loans. These documents attempt to respond to stated desires on the part of our
lenders for a “level playing field” among competing lenders who may otherwise have different
notions of the level of data and analysis required to assess a Property’s physical condition.

They also attempt to respond to the needs of Property evaluators who, desiring to produce the
quantity and quality of information deemed necessary, need specific guidance to avoid the
appearance of glossing over problems or providing material which is too detailed or complex to
be usable by theunderwriters.

These documents are meant to provide useful guidance and tools to the evaluators. They cannot
cover all situations and are not meant to be inflexible. They are designed to elicit the judgment
of the evaluator (in a format which is useful to the underwriter), not to substitute for it. We
welcome comments from evaluators in the field offices, as we did in developing this package,
on improving either our forms or guidance so that this package can best serve the needs of both
the evaluators and our lenders. If you have such comments, please contact:

April LeClair

Director of Multifamily Product Management
3900 Wisconsin Avenue, N.W.

Washington, D.C. 20016

(202) 752-7439.
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Specific Guidance to the Property Evaluator
Purpose

The purpose of the Physical Needs Assessment is to identify and provide cost estimates for the
following key items:

e Immediate Physical Needs - repairs, replacements and significant maintenance items
which should be done immediately.

e Physical Needs Over the Term - repairs, replacements and significant maintenance items
which will be needed over the term of the mortgage and two years beyond.

As part of the process, instances of deferred maintenance are also identified.

The assessment is based on the evaluator’s judgment of the actual condition of the
improvements and the expected useful life of those improvements. It is understood that the
conclusions presented are based upon the evaluator’s professional judgment and that the actual
performance of individual components may vary from a reasonably expected standard and will
be affected by circumstances which occur after the date of the evaluation.

This package explains how to use the set of forms provided by Fannie Mae. It is important to
recognize that the forms are intended to help the evaluator conduct a comprehensive and
accurate assessment. They also present the results of that assessment in a relatively standard
format which will be useful to the lender in making underwriting decisions. However, the forms
should not constrain the evaluator from fully presenting his or her concerns and findings. The
forms should be used and supplemented in ways which facilitate the preparation and
presentation of information useful to the lender regarding the physical needs of the Property.

The Systems and Conditions forms may be altered and/or computerized to serve the evaluators’
needs so long as information is provided on the condition and Effective Remaining Life (ERL)
of all components and the ERL is compared to the standard Expected Useful Life (EUL). The
Summary forms may also be extended or computerized so long as the basic format is
maintained.

(8/17/91)
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Terms of Reference Form

The lender completes this form for the evaluator. It serves as a reference point for the
assessment and provides the evaluator with basic information about the property and the term of
the loan. Four additional topics are covered:

e Sampling Expectations - The lender’s expectations about the number and/or percentage
of dwelling units, buildings and specialized systems to evaluate may be stated. If there
is no stated expectation, the evaluator should inspect sufficient units, buildings, and
numbers of specialized systems to state with confidence the present and probable future
condition of each system at the Property. The evaluator should provide a separate
statement indicating the sampling systems used to ensure a determination of conditions
and costs with acceptable accuracy. If a sampling Expectation is provided by the lender
which is not adequate to achieve the requisite level of confidence, the evaluator should so
advise the lender.

Considerations in determining an adequate sample size are age and number of buildings
(especially if the Property was developed in phases), total number of units, and variations in
size, type and occupancy of units. Effective sampling is based on observing a sufficient number
of each significant category. Using the above criteria, categories could include buildings by age
of each building (e.g. inspect buildings in the 8-year old phase and in the 11-year old phase),
buildings by type (e.g. rowhouse, L-shaped rowhouse, walkup, elevator) and/or buildings by
construction materials (e.g. inspect the garden/flat roof/brick walls section and the
garden/pitched roof/clapboard walls section). Dwelling units are separate categories from
buildings. At a minimum, sampling is by unit size (0/1/2/3/4 bedrooms). There may be further
categories if units are differently configured or equipped, or have different occupants (especially
family or elderly). Generally, we would expect the percentage of units inspected to decrease as
the total number of units increases. Systems which are not unit specific, such as boilers,
compactors, elevators and roofs, will often have a 100 percent sample.

The overriding objective: SEE ENOUGH OF EACH UNIT TYPE AND SYSTEM
TO BE ABLE TO STATE WITH CONFIDENCE THE PRESENT AND
PROBABLE FUTURE CONDITON.

e Market Issues - In certain instances, market conditions may necessitate action on certain
systems. Examples are early appliance replacement or re-carpeting, new entry paving,
special plantings, and redecorated lobbies. If the owner or lender has identified such an
action, the evaluator should include a cost estimation for such action and indicate what,
if any, other costs would be eliminated by such action.

o Work In Progress - In some instances, work may be underway (which can be observed) or
under contract. When known by the lender, this will be noted. For purposes of the report,
such work should be assumed to be complete, unless observed to be unacceptable in quality or
scope.

e Management-Reported Replacements - In some instances, the Property ownership or
management will provide the lender with information about prior repairs or replacements
which have been completed in recent years. The lender may provide this information to
the evaluator to assist in the assessment of these components. The evaluator should
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include enough units, buildings, or systems in the sample to reasonably verify the
reported repairs or replacements.

Systems and Conditions Forms

It is the responsibility of the evaluator to assess the condition of every system which is present
at a Property. All conditions, except as noted below, requiring action during the life of the loan
must be addressed regardless of whether the action anticipated is a capital or operating
expense.

To assist evaluators in reviewing all systems at a Property, four Systems and Conditions Forms
are provided. Each lists a group of systems typically related by trade and/or location. The four
forms are Site, Architectural, Mechanical and Electrical, and Dwelling Units. While the forms
have several columns in which information may be recorded, in many instances only the first
three columns will be completed. 1f the condition of a system is acceptable, the ERL exceeds
the term of the mortgage by two years, and no action is required, no other columns need to be
completed.

The report is not expected to identify minor, inexpensive repairs or other maintenance items
which are clearly part of the Property owner’s current operating pattern and budget so long as
these items appear to be taken care of on a regular basis. Examples of such minor operating
items are occasional window glazing replacement and/or caulking, modest plumbing repairs,
and annual boiler servicing. However, the evaluator should comment on such items in the
report if they do not appear to be routinely addressed or are in need of immediate repair.

The report is expected to address infrequently occurring “big ticket” maintenance items, such
as exterior painting, all deferred maintenance of any kind, and repairs or replacements which
normally involve significant expense or outside contracting. While the evaluator should note
any environmental hazards seen in the course of the inspection, environment-related actions,
such as removal of lead-based paint, will be addressed in a separate report prepared by an
environmental consultant.

Using the Systems and Conditions Forms
Purpose

The forms can be used both to record actual observations at a specific location and for an
overall summary. For example, the Architectural form can be used for a specific building (or
group or identical buildings) as well as for summarizing all information for buildings at a
Property. The same is true for the Dwelling Unit form. An unlabeled form is included which
can be used as a second page for any of the Systems and Conditions Forms.

In some instances, the evaluator will note components which, while they may continue to be
functional, may reduce marketability of the Property. For example, single-door refrigerators or
appliances in outmoded colors may have such an impact in some properties. The evaluator
should note these items, discuss them with the lender, and provide separate estimates of the

g
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cost to replace such items if requested.
Items EUL

Each of the four forms has a number of frequently-occurring systems and components listed.
This list represents only the most frequently observed and is not meant to be all inclusive.
Every system present at the Property must be observed and recorded. Any system not listed on
the form may be included in the spaces labeled “Other”. Note that the assessment includes the
systems and components in both residential and non-residential structures. Thus, garages,
community buildings, management and maintenance offices, cabanas, pools, commercial space,
and other non-residential buildings and areas are included.

The EUL figure which appears in parentheses after the “Item” is taken from the “Expected
Useful Life Table” provided. This table provides standard useful lives of many components
typically found in apartment complexes. Where the parentheses do not contain a number, it is
because there are various types of similar components with differing economic lives. The
evaluator should turn to the “Expected Useful Life Table” and select, and insert, the appropriate
EUL number. If the EUL will; without question, far exceed the term of the mortgage plus two
years, the EUL number need not be inserted.

Note: It is recognized that the “Expected Useful Life Table” represents only one possible
judgment of the expected life of the various components. If we receive substantial material to
the effect that one or more of the estimates are inappropriate, we will make adjustments. Until
such changes are made, the Tables provide a useful and consistent standard for all evaluators to
use. They avoid debate on what the appropriate expected life is and permit focus on the
evaluator’s judgment of the effective remaining life of the actual component in place, as
discussed below.

Age

The evaluator should insert the actual Age of the component or may insert “OR” for original.
If the actual age is unknown, an estimate is acceptable. If there is a range in Age (for example,
components replaced over time), the evaluator may note the range (i.e., 5-7 years) or may use
several lines for the same system, putting a different Age of that system on each line.

Condition

This space is provided to indicate the Condition of the component, generally excellent, good,
fair, or poor, or a similar and consistent qualitative evaluation.

Effective Remaining Life

This space is provided for the evaluator to indicate the remaining life of the component as is.
For standard components with standard maintenance, the “Expected Useful Life Table”
provided by the lender could be used to determine ERL by deducting the Age from EUL.
However, this should not be done automatically. A component with unusually good original
quality or exceptional maintenance could have a longer life. On the other hand, if the
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component has been poorly maintained or was of below standard original quality, the useful life
could be shorter than expected. The evaluator applies his or her professional judgment in
making a determination of the ERL.

If the ERL is longer than the term of the loan plus two years, no deferred maintenance exists,
and no action needs to be taken during the life of the loan, no other columns need to be filled
out. The only exception may be Diff? (Difference), as discussed below. This should be noted
when the evaluator’s estimate of the ERL varies by more than two years from the standard
estimate.

Diff? (Difference)

The Age of the component should be deducted from the EUL in parentheses and the answer
compared to the ERL estimated by the evaluator. Where there is a difference of over two years,
the evaluator should insert a footnote number in the DIFF? (Difference) column and supply, in
an attached list of footnotes, a brief statement of why, in his or her judgment, the ERL of the
component varies from the standard estimate. This approach provides consistency among
evaluators while making best of the evaluators’ professional judgment.

Action

If any Action is required - immediately, over the life of the loan or within two years thereafter -
the Action should be recorded as repair, replacer or maintain. Repair is used when only a part of
an item requires action, such as the hydraulics and/or controls of a compactor. Replace is used
when the entire item is replaced. Maintain is us where special, nonOroutine maintenance is
required, such as the sandblasting of a swimming pool. In cases where a repait or maintenance
may be needed now, and replacement or further maintenance may be needed later, separate lines
may be used to identify the separate actions and timing.

Now?

If the item involves a threat to the immediate health and safety of the residents, clearly affects
curb appeal, will result in more serious problems if not corrected, or should otherwise be
accomplished as part of an immediate repair, maintenance or replacement program, this space
should be checked. Replacements which may be needed in year one, but do not require
immediate attention, need not be checked.

Deferred Maintenance (DM)

The DM space is marked in any instances where current management practice is clearly
inadequate and the owner’s attention should be called to the item, even if no major expenditure
or significant labor may be required.

Quantity

For items requiring action, the evaluator should note the “Quantity” of the system, with the
applicable unit of measure entered (each, unit, square feet, square yards, linear feet, lump sum,
etc.).
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This space, as well as attachments may be used to record the type of component (16cf, fros. free,
Hotpoint), the problem (valves leaking) or other information (consider replacement for
marketing purposes, replace 30 percent per year, work in progress, etc.) that the evaluator will
need to complete the “Evaluator’s Summary”.

Sample Form

The following example from the Dwelling Unit Systems and Conditions form illustrates how
this form is properly used. The example presumes an 11 story building containing 1 and 2

bedroom units. There are 100 units. The age of the building is 9 years. The term of the
proposed loan is 7 years.

ITEM (EUL)| AGE COND | ERL| DIFF?| ACTION | NOW? DM?| QUANTITY NOTES
Countertop/ 9 EX 10+ 1 - - - - ea. | Corian
Sinks (10) Stainless Steel
Refrigerator g Good 6 - REPL - - 100ea | Hot point 16cf.
(15) f£20%/yr @
YR 5
Disposal (5) 0-9 Good 0-5 - REFPL - 100ea | 20%l/yr. @
YR 1 OPTE
Bath Fixtures 9 Good 11+ - - - - - | Dated Looking
(20) Repair - Now
Ceiling 04 g Hater - - Repair Yes - 10ea | Plumbing
Stack () Damage Leak

Countertop/Sinks are 9 years old. (The entry could also be “OR”). Condition is
excellent, with an ERL of 10 years. This is significantly different from the
anticipated ERL of 1 (a EUL of 10 years minus an Age of 9 years). Therefore,
there is a footnote entry “1” in the Diff? (Difference) column. The footnote will
indicate that this item is made of an exceptionally durable material (Corian),
along with a top quality stainless steel sink. The evaluator’s estimate of an ERL
of 10 years + is beyond the term of +2. No capital need would be reported.

Refrrigerators are also original, reported as 16 cf frost free Hotpoint. Replacement
is expected around the ERL, noted as 20 percent annually and beginning in the
fifth year of the loan when the refrigerators are 14 years old.

Disposals range from new to original (Age = 0-9). Twenty percent per year

replacements will be needed starting in year 1. The evaluator notes that disposals

appear to be replaced as part of the project’s normal operations.

Bath fixtures are original, and in good condition. No replacement is expected to
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be required during the term +2 years. The Notes indicates that they are “dated
looking,” which may prompt a market consideration for replacement.

Ceiling is a special entry. The “04” stack of units has experienced water damage
to ceiling from major plumbing leak. This is noted for repair NOW. As this
apparently occurs in all 10 units in this stack and; therefore, is likely to have more
than a modest cost, this action would be reported on the Immediate Physical Needs
summary form.

Evaluator’s Summary Forms

Two separate forms are used to summarize the evaluator’s conclusions from the Systems and
Conditions Forms. One summarizes Immediate Physical Needs and the other summarizes the
Physical Needs Over The Term +2 years.

Evaluator’s Summary: Immediate Physical Needs

All of the items for which NOW? is checked are transferred to this form. This form provides for
the listing of Items, Quantity, Unit Cost and Total Cost of each. The Item and Quantity are
transferred directly from the Systems and Conditions form.

Unit Cost - This is the cost per unit (sf, ea, If, etc.) in current dollars to implement the required
action. The source of the cost estimate should be listed in a separate attachment. The sources
may include a third-party estimation service (e.g., R.S. Means: Repair and Remodeling Cost
Data), actual bid or Contract prices for the property, estimates from contractors or vendors, the
evaluator’s own cost files, or published supplier sources.

Total Cost - This is the result of multiplying the quantity times the unit cost. It is expressed in
current year dollars.

Deferred Maintenance (DM) - If the item evidences deferred maintenance, this column is
checked.

Comments - the comments column, or an attachment, should clearly provide information on the
location and the nature of problem being addressed for each item. The information should be
adequate for the owner to begin to implement the action.

Evaluator’s Summary: Physical Needs Over the Term

Those items not listed on the Immediate Physical Needs form, but for which action is
anticipated during the term of the loan plus two years, are listed on the form. The item and
Quantity are transferred directly from the Systems and Conditions form. The Unit Cost is
calculated in the same manner as on the Immediate Physical Needs form. An attachment
should be provided which gives any necessary information on the location of action items and
the problem being addressed for each item. The information should be adequate for the owner
to begin to implement theaction.
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Cost by Year - the result of multiplying the quantity times the unit cost, in current dollars, is
inserted in the column for the year in which the action is expected to take place. Generally, the
ERL estimate provided by the evaluator on the Systems and Conditions will indicate the Action
year. For example, if the evaluator has indicated that the ERL of the parking lot paving is 4 years,
the cost, in current dollars, is inserted in Year 4. If the items are likely to be done over a number
of years, the costs, in current dollars should be spread over the appropriate period. For example,
if the ERL of the refrigerators is estimated to be 4 years, or 3-5 years, one third of the cost of
replacing the refrigerators may appear in each of years 3, 4, and 5.

Total Uninflated - After inserting all of the appropriate action items, the evaluator should total
the items for each year.

Total Inflated - The evaluator should multiply the Total Uninflated times the factor provided to
produce the Total Inflated.

Total Inflated All Pages - On the last sheet, the evaluator should include the Total Inflated
Dollars for that page and all prior pages.

Cumulative Total All Pages - On the last sheet, the evaluator should insert the Total Inflated
Dollars of that year and all prior years.

Special Repair and Replacement Requirements

While performing a Property Inspection, the evaluator must be aware that certain building
materials and construction practices may cause properties to experience (or to develop in a
short time period) problems that can be corrected only with major repairs or replacements. The
following identifies some specific construction related problems; however, the evaluator must
be aware that other construction related problems may be found in any Property and should be
identified. If any of the following requirements are not met or if the evaluator determines that
the following conditions (or others) are present, the evaluator must contact the lender
immediately to discuss the timing as well as the cost of the repairs or replacements. The
evaluator should ensure that any of these conditions are thoroughly addressed in the Physical
Needs Assessment.

Minimum Electrical Capacity - Each apartment unit must have sufficient electrical capacity
(amperage) to handle the number of electrical circuits and their use within an apartment.
Therefore, the evaluator must determine, based on referencing the National Electric Code as
well as local building codes, what is the minimum electrical service needed. In any event, that
service must not be less than 60 amperes.

Electrical Circuit Overload Protection - All apartment unit circuits, as well as electrical
circuits elsewhere in an apartment complex, must have circuit breakers as opposed to fuses as
circuit overload protection.

Aluminum Wiring - In all cases, where aluminum wiring runs from the panel to the outlets of a
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unit, the evaluator’s inspection should ascertain that the aluminum wiring connections (outlets,
switches, appliances, etc.) are made to receptacles rated to accept aluminum wiring or that
corrective repairs can be done immediately by the owner.

Fire Retardant Treated Plywood - While performing the roof inspection, the evaluator should
investigate whether there is any indication that fire-retardant treated plywood was used in the
construction of the roof (primarily roof sheathing). This inspection should focus on sections of
the roof that are subjected to the greatest amount of heat (e.g., areas that are not shaded or that
are poorly ventilated) and; if possible, to inspect the attic for signs of deteriorating fire-
retardant treated plywood or plywood that is stamped with a fire rating.

Our concern is that certain types of fire-retardant treated plywood rapidly deteriorates when
exposed to excessive heat and humidity or may cause nails or other metal fasteners to corrode.
Common signs of this condition include a darkening of the wood and the presence of a powder-
like substance, warping of the roof and the curling of the shingles. Fire-retardant treated
plywood is most likely to be in townhouse properties or other properties with pitched, shingled
roofs that were constructed after 1981 and that are located in States east of the Mississippi
River and some southwestern States.

Narrative Conclusion and Attachments

A complete narrative summary of the Property and its components is not required. However,
the evaluator should supply a concise summary of the conclusions reached concerning the
overall condition of the Property, its future prospects, and the quality of the current
maintenance programs. Any items affecting the health and safety of residents should be clearly

Slagged.

The summary should include a discussion of the sampling approach used, discussed above, and
any market issues which the evaluator believes it may be appropriate to address or which were
noted by the lender.

The narrative, the forms use and the attachments (footnotes explaining Differences, information
regarding sources of costs, and, if necessary, information needed to identify the location and
type of problem addressed in the Evaluator’s Summary: Physical Needs Over the Term) should
be supplied.
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CAPITAL NEEDS ASSESSMENT GUIDANCE TO THE REVIEWER

Agreement To Provide Capital Needs Assessment

GENERAL NOTES:

A | Reviews of proposed agreements for Capital Needs Assessment (CNA) should be based on
Rural Development and other Rural Development - recognized guidelines.

B If all review items are answered “NO”, the reviewer should advise the appropriate Rural
Development official that the Agreement should be accepted.

C | Any review items are answered “YES” should be explained in writing to the proposed
Provider in sufficient detail for clarity and appropriate actions to be taken.

D | If all review items are answered “YES” are satisfactorily addressed or corrected by the
proposed Provider, the reviewer should advise the appropriate Rural Development official that
the Agreement should be accepted.

E If any review items are answered “YES” cannot be satisfactorily addressed or corrected by
the proposed CNA Provider, the reviewer should advise the appropriate Rural Development

official that the Agreement should NOT be accepted.

REVIEW ITEMS: YES | NO

1 Does the proposed Agreement omit Rural Development’s Addendum to CNA

Contract?

2 Does the proposed Agreement omit Rural Development’s CNA Statement of
Work?

3 Is there any evidence or indication that the proposed CNA Provider has an

identity of interest, as defined in 7 CFR part 35607

4 Is there any evidence or indication that the proposed CNA Provider is NOT
trained in evaluating site and building systems, and health, safety, physical,
structural, environmental and accessibility conditions?

3 Is there any evidence or indication that the proposed CNA Provider is
NOT trained in estimating costs for repairing, replacing, and improving
site and building components?

6 Is there any evidence or indication that the proposed CNA Provider is NOT
experienced in providing CNAs for MFH properties that are similar to those in
the Section 515 program?

7 Is there any evidence or indication that the proposed CNA Provider is
NOT knowledgeable of site, building and accessibility codes and
standards?

8 Is there any evidence or indication that the proposed CNA Provider is debarred
or suspended from participating in Federally-assisted programs?

9 Does the proposed fee appear to be unreasonable?
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CAPITAL NEEDS ASSESSMENT REPORT

GENERAL NOTES:
A | Reviews of preliminary Capital Needs Assessment (CNA) reports should be based on:
1. The Statement of Work referenced in the written Agreement with the Provider.
2. Rural Development case file, such as property records and inspection reports.
3. Latest available cost data published by RS Means.
4. Rural Development guidelines.
5. Fannie Mae guidelines.
B The reviewer should give special attention to the line items with the highest total costs.
C The reviewer should be careful to note whether all systems or components that should be
included have indeed been included in the report.
D If all review items are answered “YES?”, the Provider should be advised to finalize the CNA
with no or only a few minor changes.
E | Any review items answered “NO” should be explained in writing to the Provider in
sufficient detail for clarity and appropriate actions taken.
F The final report should be reviewed to verify that any minor changes and items answered with a
“NO” in the first review have been satisfactorily addressed or corrected.
G | When item “D” is completed, the CNA Reviewer should advise the appropriate Rural
Development official that the CNA should be accepted as the final report.
PRIMARY
REVIEW ITEMS: BASIS * | YES | NO
1 Is the report in the required format? 1
2 Does the report fully describe the property? 1
3 Are photographs provided to generally describe the property’s 1
buildings and other facilities?
4 Does the report identify who performed the on-site inspection? 1
5 Does the report identify who prepared the report? 1
6 Was an adequate number of dwelling units inspected? 1
7 Is the length of the study period adequate? 1
8 Is the list of property components complete? 5
9 Is the list divided into the appropriate major system groups? 1
10 | Are the existing property components accurately described? 2
11 | Are the expected useful lifetimes of the components reasonably 5
accurate?
12 | Are the reported ages of the components reasonably accurate? 2
13 | Is the current condition of each component accurately noted? 2
14 | Are the effective remaining lifetimes of components correctly 5
calculated?
15 | Are proposed corrective actions appropriately identified? 1
16 | Are critical immediate repairs appropriately identified? 1
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17 | Are items being replaced with “in-kind” materials when 1
appropriate? .

18 | Are the component quantities reasonably accurate? 2.

19 | Are photographs provided to describe deficiencies? 1

PRIMARY

REVIEW ITEMS: BASIS * |[YES [NO

20 | Does the report adequately address environmental 1
hazards and other relevant environmental issues?

21 | Does the report adequately address accessibility issues? 1

22 | Does the report address any existing accessibility 1
transition plans and their adequacy?

23 | Are photographs provided to describe existing kitchens 1
and bathrooms in the fully accessible units?

24 | Are the proposed years for repair or replacement 5
reasonable?

25 | Are the repair/replacement durations appropriate and 5
reasonable?

26 | Are the detailed estimated repair and replacement costs 1
calculated in current dollars?

27 | Are the estimated repair and replacement costs 3
reasonable?

28 | Are the sources for cost data explained in the report? 1

29 | Is the projected inflation rate appropriate? 1

30 | Have the costs in current and inflated dollars been 1
totaled for each year?

31 | Have the costs for each year and grand totals been 5
correctly calculated?

32 | Does the data in the report narrative and summary charts 5
match?

33 | Does the report exclude routine maintenance, operation, 4
and low cost expenses?

34 | Does the report include all deficiencies known to Rural 2
Development?

35 | Does the report include all other relevant data or 2

information known to Rural Development?
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% see General

Note “A” COMMENTS:
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SAMPLE CAPITAL NEEDS ASSESSMENT REVIEW REPORT
[Review of Preliminary/Final CNA Report]

Property Name and Location: CNA Provider:
CNA Reviewer:
Date of Preliminary / Final CNA Report: Date of Review:

Reviewer’s Comments:
[ ]

Purpose / Intended Use / Intended User of Review:

e The purpose of this CNA review assignment is to render an opinion as to the
completeness, adequacy, relevance, appropriateness, and reasonableness of the work
under review relative to the requirements of Rural Development.

e The intended use of the review report is to help meet Rural Development loan
underwriting requirements for permanent financing under the Section 515 MPR
demonstration program. The review is not intended for any other use.

e The intended user of the review is only Rural Development.

Scope of Review:
The scope of the CNA review process involved the following procedures:

e The review included a reading/analysis of the following components from the CNA
report and the additional due diligence noted. The contents from the CNA work file
were not reviewed. The components that were reviewed are:

* Date of the Report

* Narrative

* Description of Improvements

* Photographs of the Subject Property

» Capital Needs Summary

* Systems and Conditions Forms

* Critical Needs Forms

» Capital Needs over the Term Forms
e This is a desk review, and the reviewer has not inspected the subject Property.
e The reviewer has/has not confirmed data contained within the CNA report.

Review Conclusion:
In the reviewer’s opinion, given the scope of the work under review:
e  The subject CNA meets/does not meet the reporting requirements of
Rural Development. _
e  The data appears/does not appear to be adequate and relevant.
e  The CNA methods and techniques used are/are not appropriate.
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e  The analyses, opinions, and conclusions are/are not appropriate and reasonable.

e  This is a review report on a preliminary/final CNA report. The preliminary/final
CNA report is subject to review discussions between Rural Development and the
CNA Recipient of the subject Property and between the CNA Recipient and the CNA
Provider. The CNA Recipient is the CNA Provider’s client, and only the client can
instruct the CNA Provider to revise the preliminary/final report. To be acceptable to
Rural Development, the final CNA report should address any errors or deficiencies
identified in the Reviewer’s Comments section of this review report.

CNA PROVIDER TO INSERT IN MEMO FORMAT THEIR WRITTEN REPORT AND
THEN HAVE SIGNATURE PAGE BELOW FOR REVIEWER AND
UNDERWRITER/LOAN OFFICIAL TO SIGN.

Signed by:

(CNA Reviewer) (Underwriter / Loan Official)

(Please note: for the CNA Review Report of the preliminary CNA, only the CNA Reviewer needs to
sign the report on behalf of Rural Development. For the CNA Review Report of the final CNA, the
CNA Reviewer and the Underwriter/Loan Olfficial must sign the report. This is to encourage
discussion between the Agencies parties, so that both the CNA Reviewer and the Underwriter are
involved in the process of accepting the final CNA for the Property.)
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