January 7, 2011

TO: State Directors
Rural Development

ATTN: Multi-Family Housing Program Directors, Coordinators,
Specialists, State Architects, and Construction Analysts

FROM: Tammye H. Trevifio (Signed by Tammye H. Trevifio)
Administrator
Housing and Community Facilities Programs

SUBJECT: Guidance on the CNA Process

Introduction

This 2010 Unnumbered Letter (UL) provides guidance on the Rural Development Capital Needs
Assessment (CNA) process. This guidance is comprised of nine main sections: 1) References to
CNA in 7 C.F.R. Part 3560 and the Handbooks; 2) Contract Addendum; 3) Requirements and
Statement of Work for a CNA; 4) The CNA Review Process; 5) Revising a CNA; 6) Guidance
for the Multi-Family Housing (MFH) Property Owner Regarding Contracting for a CNA; 7)
Updating a CNA; 8) Incorporating a Property’s Rehabilitation into a CNA; and 9) Repair and

H, and I. The information in this Unnumbered Letter should be made available to property
owners involved in a CNA as well as CNA Providers.

1. References to CNA in 7 CFR Part 3560 and the Handbooks

A comprehensive list of references to a Capital Needs Assessment, or CNA, found in 7 CFR Part
3560, HB-1-3560, HB-2-3560, and HB-3-3560 is found in Attachment A, References to Capital
Needs Assessment (CNA) in 7 CER Part 3560 and Handbooks. These references include
information on situations for which a CNA is required, suggested uses of a CNA, general
requirements for a CNA, sources of funding for a CNA, and situations in which a CNA may be
performed by Rural Development (RD).
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2. Contract Addendum

Rural Development’s Contract Addendum can be found in Attachment B, Addendum to Capital
Needs Assessment Contract. The suggested addendum should accompany all contracts executed
between the owner and CNA Provider. If the suggested addendum is not used, it is acceptable to
use a different format as long as the contents remain the same. For any conflicts that may arise
between the “Contract” or “Contract Addendum”, the “Contract Addendum” will supersede.

The Contract Addendum identifies the responsibilities and requirements for both the property
owner and the CNA Provider. There are several parts to the Addendum that warrant added
emphasis to assure proper completion of the contract document. First, the Addendum will
include blank spaces for the contract base amount for the CNA Provider’s cost for services and
spaces for an itemized listing of additional services and their costs that can be anticipated for
future updates and revisions that would be required if the CNA ages out of the 1 year time frame.
This new cost information is located on B-2. Second, there are blanks for the contract amount,
and selection boxes for the type of CNA to be provided shown on B-4 . Third, on page B-6, the
preferred language for the blank on "report format™ is: “USDA RD CNA Template, current RD
version, in Microsoft Excel format”. This will provide Rural Development with a format that
will import directly into the underwriting template for loan underwriting purposes. Fourth, the
Contract Addendum, Attachment B, is revised for the CNA Provider to itemize, price
information for any possible future adjustments to the CNA that may arise.

3. Requirements and Statement of Work for a CNA

Rural Development’s requirements for a CNA can be found in Attachment C, Capital Needs
Assessment Statement of Work, and Attachment D, Fannie Mae Physical Needs Assessment
Guidance to the Property Evaluator.

Attachment C, Capital Needs Assessment Statement of Work (CNA SOW), states that a CNA
should be prepared in accordance with Attachment D, Fannie Mae Physical Needs Assessment
Guidance to the Property Evaluator. To resolve any inconsistency in the two documents,
Capital Needs Assessment Statement of Work will in all cases prevail over the Fannie Mae
Physical Needs Assessment Guidance to the Property Evaluator. For example, on page D-2 of
Attachment D, Fannie Mae defines the “term” as “term of the mortgage and two years beyond”.
For USDA, the “term” will be 20 years, as defined in the CNA SOW. The Addendum to Capital
Needs Assessment Contract is consistent with the Capital Needs Assessment Statement of Work.

Attachment C includes the required qualifications for the CNA Provider, the required scope of
work for a CNA assignment, and general distribution and review instructions to the CNA
Provider. To be acceptable to Rural Development, a contract for a CNA between the property
owner and the CNA Provider should include Attachment C.



Attachment D, Fannie Mae Physical Needs Assessment Guidance to the Property Evaluator, is a
three-part document that was developed jointly by Fannie Mae and On-Site Insight, Inc. Rural
Development has permission from both to use this guidance. However, On-Site Insight has
placed restrictions on Rural Development’s use of the document to the revitalization
demonstration program. Please note the restrictive use language on the cover page of the
guidance to the property evaluator. Attachment D has three components: 1) guidance to the
property evaluator; 2) expected useful life tables; and 3) a set of forms. The guidance to the
property evaluator includes general instructions on the scope of work for a CNA report and
specific instructions on how to use the expected useful life tables and the set of forms. There are
three types of forms: 1) Terms of Reference form; 2) Systems and Conditions forms; and 3)
Evaluator’s Summary forms.

Attachment E, Accessibility Laws and Requirements, outlines the federal accessibility laws,
regulations, and standards that apply to Section 515 and Section 514/516 Multi-Family Housing
properties. The CNA Provider should use Attachment E as a guide in assessment of how the
property meets the requirements for accessibility to persons with disabilities. The CNA report
should include any actions and estimated costs necessary to correct deficiencies in order for the
property to comply with applicable federal, state, and local laws and requirements on
accessibility. The report should also include an opinion based on the adequacy of a current,
approved transition plan for the property. Attachment F, Existing Property Accessibility
Checklist, contains general information in checklist format that will help the CNA Provider
comply with these requirements. For example, a transition plan that does not address any of the
deficiencies listed in Attachment F or is outdated, is not adequate, and Attachment F should be
used to indicate necessary corrections to the property. An up-to-date transition plan that
addresses all accessibility deficiencies of the property, within a reasonable duration, would be
adequate. It is the responsibility of the Provider to inspect and verify whether all accessibility
features are compliant. The checklist is intended as a general guide and NOT intended to cover
every aspect of accessibility (which may vary depending on site location). The Uniform Federal
Accessibility Standards (UFAS) paragraph references are bolded and guideline language
italicized[l1]. 1t should be understood that relevant information was extracted from the UFAS
and paraphrased but not necessarily quoted verbatim. Attachment G, Accessibility Requirements
for Rural Development Financed Existing Multi-Family Housing (Supplemental Questions &
Answers), provides “Frequently Asked Questions” on accessibility for RD MFH Program
properties, which may be helpful to the CNA Provider.

4. The CNA Review Process

A CNA used by Rural Development will be reviewed by a designated CNA Reviewer in the
Rural Development Office. The CNA Reviewer should be an architect, construction analyst,
appraiser, or other staff member with education, training, and experience in construction,
rehabilitation, and repair of Multi-Family Housing (MFH) properties, especially as it relates to
costs.



A CNA report must be obtained by the property owner from a third party CNA Provider that has
no identity of interest, as defined in 7 CFR Part 3560, unless the CNA is performed by Rural
Development in accordance with RD Form 3560-11, “MFH Physical Inspections”. The property
owner will contract with the CNA Provider and is therefore the client of the provider. However,
the owner should consult with Rural Development before contracting with a CNA Provider.

(See the following section of this UL, Guidance for the MFH Property Owner Regarding
Contracting for a CNA, along with the Contract Addendum referenced as Attachment B). The
Rural Development CNA Reviewer will use Attachment H, Capital Needs Assessment Guidance
to the Reviewer, to evaluate a proposed agreement or engagement letter between the owner and a
CNA Provider.

As noted earlier, Attachment B, Addendum to Capital Needs Assessment Contract, should be
made a part of the contract. The CNA Reviewer will also review the cost of the CNA contract.
The proposed fee for the CNA must be approved as an eligible housing project expense under 7
CFR 3560.103 (c). for the agreement to be acceptable. The Agency’s procurement policies for a
CNA service contract must be understood by all parties. If the CNA is funded by the property’s
reserve account, a minimum of two bids is required if the contract amount exceeds $3500, in
accordance with HB-2-3560, Chapter 4, section 4.17-B. If the contract is funded by another
source, or will be under $3500, a single bid is acceptable. However, the Agency recommends
multiple bids in all cases. There is no Agency requirement to select the “low bidder” and the
owner may select a CNA Provider based on qualifications, as well as price after reviewing
references and past work.

If the proposed agreement is acceptable, the reviewer should advise the appropriate Rural
Development official, who will in turn, inform the owner. If the proposed agreement is
unacceptable, the reviewer must write a letter to the owner or directly to the CNA Provider.
Additionally, copy must be sent to the owner that identifies actions necessary to make the
proposed agreement acceptable to Rural Development. If the proposed provider satisfactorily
corrects the proposed agreement, the reviewer should advise the appropriate Rural Development
official that the agreement should be accepted.

Preliminary and final versions of the CNA report are subject to review by Rural Development.
The CNA Reviewer will review a preliminary CNA report delivered to Rural Development by
the CNA Provider. The reviewer should use Attachment H, Capital Needs Assessment Guidance
to the Reviewer, which includes a checklist, to review the preliminary CNA report and
Attachment I, Sample Capital Needs Assessment Review Report, to write the preliminary CNA
review report. The preliminary CNA review report will be delivered to the Rural
Development loan official. The CNA Reviewer and the loan official should discuss the
reviewer’s conclusions. The loan official will then notify the owner in writing of any revisions
that are necessary to make the CNA report acceptable to Rural Development. The CNA Provider
should deliver a final CNA report to Rural Development. The CNA Reviewer must review the




final CNA report to determine that the necessary revisions have been made and that the report is
acceptable to Rural Development. The reviewer must write a final CNA review report and
deliver it to the loan official. At this time, the CNA Reviewer and loan official should
review the CNA together, to make sure the loan official understands the CNA
requirements. If differences of opinions exist at this time, they should be addressed before the
final CNA review report is delivered to the owner. To further support this discussion between
the CNA Reviewer and loan official, the final CNA review report is to be signed by both the
CNA Reviewer and the loan official.

During the CNA review process, the CNA Reviewer should consult with the field office
most familiar with the property. Their input and knowledge of the property may be useful
during the review of the CNA. The CNA review checklist now includes spaces for the CNA
Reviewer and Loan Underwriter to sign the final report, approving it for Rural Development.
This becomes the “accepted” CNA indicating the actual condition of the property at the time of
the CNA inspection — a “snapshot” in time — and will be marked “Current Property Condition”.

5. Revising a CNA (applies to “as-is” and “Post-Rehab”)

During the loan underwriting process, it is possible that changes to the “accepted” CNA will
need to be made by Rural Development to address financing issues. The Loan Underwriter and
the CNA Reviewer will work together to determine necessary changes that meet the financial
and physical needs of the property to the best of their abilities. These may involve shifting
individual repair line items within the CNA, moving work from year to year, or other
adjustments that will improve cash flow. The revised CNA will be maintained by Rural
Development as documentation of how loan underwriting was prepared, and used in the future as
the anticipated schedule of replacements. The initial “as-is” and/or “post rehab” CNA, prepared
by the CNA Provider, will be maintained as an independent third party record of the current
condition of the property at the beginning of the twenty year cycle. CNAs will be maintained in
the case file, clearly marked as either “Current Property Condition” (“as-is”), “Post Rehab
Condition” “Revised Underwriting / Replacement Schedule”, or any of the above as applicable.
(There may be cases when the CNA prepared by the CNA Provider is not revised, and is used for
underwriting purposes.) Note: The CNA Provider is not the appropriate party to “revise” a
CNA during the underwriting process (A CNA which has already been approved by the Owner
and Provider, and concurrence by the Agency). The CNA Provider’s independent opinion was
the basis of the “as is” or “Post Rehab” CNA. The CNA developed for underwriting may only
be revised by Rural Development staff.



6. Guidance for the MFH Property Owner Regarding Contracting for a CNA

Rural Development State Offices have resources for finding CNA Providers. Rural Development
Offices in each State that maintain a directory of CNA Providers, can forward that information to
the MFH property owner at the time a CNA is to be contracted. The property owner is not
required to use a CNA Provider from the State directory. Rural Development in no way
guarantees the performance of the CNA Providers listed in their respective directories.

Property owners are advised to request an information package from several CNA Providers and
to evaluate the information in order to select a provider. The information package should include
a list of qualifications, a list of references, a client list, and a sample CNA report. Itis the
responsibility of the owner to select a suitable provider for this service.

Attachment B, Contract Addendum should be submitted to Rural Development with the contract,
and signed by Owner and CNA Provider. The property owner’s proposed agreement with a
CNA Provider must be consistent with Rural Development’s requirements for the qualifications
of the provider and CNA scope of work, as specified in Attachment C, Capital Needs Assessment
Statement of Work. Rural Development should review the proposed agreement between the
owner and the CNA provider, and concur if all requirements and conditions are met. (See the
previous section of this UL, The CNA Review Process.)

7. Updating a CNA (applies to “as-is” and “Post-Rehab”)

Rural Development has used CNAs several years now, and some owners have requested a CNA
in advance of applying for the revitalization demonstration program. A CNA should include
accurate cost estimates for Rural Development loan underwriting. The policy to score points
during the pre-application process for an existing CNA must comply with the Notice of
Solicitation Availability for the revitalization demonstration program. A complete new CNA is
not required at the time of application. When a CNA is completed by the CNA Provider, if it is
more than a year old at the time of Rural Development review and approval of the CNA, it must
be “updated’ prior to Rural Development approving the CNA. Likewise, if at the time of
Underwriting the CNA is more than a year old (less than two years old), it must be updated.
Both of these criteria should be met. If an application is not selected for processing within a
year, the original CNA should be updated prior to Rural Development approval.

When “updating” a CNA, the CNA Provider should review property changes (repairs,
improvements, or failures) with the owner, review costs and quantities, and submit a revised
CNA. However, if the site visit for the CNA occurred more than two years prior to the
Underwriting, the CNA Provider should perform a new site visit as a part of revising the CNA.
The cost of updating a CNA should be included, as ""additional services' subpart, of the
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original contract. The CNA Provider shall provide an itemized list, with associated unit costs,
for tasks to be performed in the event of any future updates or revisions. Once the CNA has been
updated, the CNA Provider will make a statement noting “This is an updated CNA of the earlier
CNA dated ” at the beginning of the CNA’s Narrative section. The CNA Provider should
reprint the CNA with a new date for the updated CNA, and provide a new electronic copy to the
owner and Rural Development.

Please note, It is in the Owner’s best interest to furnish the CNA Provider with the most current
and up-to-date property information that can help the CNA Provider furnish a more
comprehensive and thorough report to the Owner. It is recommended that the Owner provide a
means to conduct a pre-inspection meeting with the Owner, Property Manager, persons familiar
with the property, CNA Provider, and Agency Representatives at the site. This meeting will
allow a forum for discussion in which specific details about the property may be discussed that
may not be readily apparent to all parties involved during the review process, as well as make
physical observations on-site. Certain issues that may not be evident to the CNA Provider due to
certain weather conditions at the time of review can be discussed and included in the report.
Additionally, other issues that may need to be addressed include environmental hazards,
structural defects, as well as complex accessibility issues.

This pre-inspection meeting also allows the CNA Provider to discuss with the Owner total
number of units to be inspected, as well as the specific units being inspected. It has been found
that the larger number of units inspected during the CNA review, the result will be more accurate
reserve account balances for specific line items over the “term”. The minimum number of units
required for inspection by the Agency for a CNA is 50%. However, the Owner is encouraged to
negotiate with the CNA Provider to achieve inspection of all units, contributing to a more
accurate CNA. The ultimate goal for the Owner and CNA Provider, as well as the Agency, is to
produce the most accurate “baseline or snapshot” of current physical property conditions for use
as a tool in projecting future reserve account needs.

8. Incorporating a Property’s Rehabilitation into a CNA

A CNA provides a repair schedule for the property, indicating repairs and replacements
necessary for a property to function properly and efficiently over a span of 20 years. It is not an
estimate of existing rehabilitation needs, or an estimate of rehabilitation costs. If a rehabilitation
of a MFH development is planned, the rehabilitation repair list (also called a “Scope of Work™)
should be developed outside the CNA. A copy of the rehabilitation repair list should be provided
to the CNA Provider. This rehabilitation repair list may be developed by the owner, a project
architect, or an outside party (such as the CNA Provider) hired by the owner. The CNA Provider
should prepare an “as is” CNA, based on existing conditions of the property. Then, if requested
by the owner and approved by Rural Development, the CNA Provider shall prepare a “post
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rehab” CNA indicating what repairs are planned for the property in the coming 20 years based on
conditions after the rehabilitation is completed. Items to be replaced during rehabilitation, such
as appliances, that will need to be replaced again during the 20 years will be included in the
“Post Rehab” CNA. Items, such as a new roof, that will not need replacement during the coming
20 years will not be calculated in the “Post Rehab” CNA. The line item should not be removed
from the CNA, but no data input will be necessary until an updated CNA is required.

The owner should provide the cost information on the rehabilitation. Initially, this may be a
rough estimate of the costs and the work expected. Between approval of the CNA and
underwriting, the owner should provide more accurate rehabilitation cost estimates to Rural
Development, from a project architect, cost estimator, or preferably from actual bids for the
work.

Repair line items cannot be taken from the CNA to develop the rehabilitation cost as these costs
will not be accurate. The repair costs in a CNA are based on “probable costs” for the property to
have selected items replaced. Typically, these costs include the labor, materials, overhead and
profit. For example, for CNA purposes, it’s the probable cost to send a repairman out, remove
an appliance, and put a new one in its place. No other “soft costs” are included. In rehabilitation
cost estimates, typically a general contractor is hired to oversee and supervise the work, which is
considered a “soft cost”. The cost of a rehabilitation includes the costs for that general
contractor, his general requirements, the cost of a project architect (if one is used), tenant
relocation (if needed), interim financing (if used), which are soft costs. A CNA cannot be used
to get accurate cost data for a rehabilitation project as most CNA activities do not include “soft
COsSts”.

0. Repair and Replacement Schedule

A CNA is not a formal repair and replacement schedule, and cannot be used for an exact
replacement schedule. A CNA is an estimate of the anticipated replacement needs for the
property over time and their costs. If refrigerators are replaced in a rehabilitation, and have an
Estimated Useful Life of 15 years, all refrigerators should not be replaced in year 15. If good
quality equipment was purchased initially, they might last longer. If a refrigerator dies in year 13
and needs to be replaced, the tenant will not be forced to wait two years for a replacement
refrigerator. The goal of a CNA is not to set the replacement times, it is to have funds available
to replace equipment as it is needed. Hopefully, materials will be well maintained and last
longer than estimated in the CNA. However, the CNA cannot be used to mandate replacement
times for all building components.
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Training Tool

Program Support Staff in the National Office developed a Power Point presentation that can be
used to train staff, CNA Providers, or owners/managers on the CNA process. This presentation
IS posted to the Internet on http://www.rurdev.usda.gov/rhs/mfh/MPR/MPRHome.htm. Please
contact William Downs (202-720-1499) william.downs@wdc.usda.gov, Meghan Walsh (202-
205-9590) meghan@walsh@wdc.usda.gov or Michel Mitias (800-548-0071, x142)
michel.mitias@wdc.usda.gov if you have guestions on the presentation.

Handbook Updates

A Procedure Notice that will incorporate this guidance into one of the 3560 Handbooks is
planned. Handbook procedures regarding the CNA process will be revised over time as Rural
Development continues to learn how to improve it. At this time, all CNAs performed that are
deemed necessary in accordance with 7 CER part 3560 will need to follow these guidelines. Any
suggestions, comments, or questions on the current guidelines should be directed to Carlton
Jarratt, Senior Loan Specialist with the Office of Rental Housing Preservation at 804-287-1524
carlton.jarratt@wdc.usda.gov
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REFERENCES TO CAPITAL NEEDS ASSESSMENT
(CNA) IN 7 CFR PART 3560 AND HANDBOOKS

A comprehensive list of references to a Capital Needs Assessment, or CNA, found in 7 CFR Part
3560, HB-1-3560, HB-2-3560, and HB-3-3560 follows. These references include information
on situations for which a CNA is required, suggested uses of a CNA, general requirements for a
CNA, sources of funding for a CNA, and requirements for a CNA performed by Rural
Development. Each reference may not include the entire content. Refer to the source document
for complete guidance.

7 CER Part 3560

* 3560.11 — A definition of “Capital Needs Assessment” is included in the definitions
section.

* 3560.103(c)(2) - A CNA is required if a borrower requests an increase in the project’s
reserve replacement account. The cost of the CNA will be approved as an eligible project
expense.

* 3560.103(c)(4) - Borrowers may request an increase in the amount contributed to and held
in the reserve account, based on a CNA, as part of the annual budget process.

* 3560.103(c)(5) - Borrowers may request amendments to loan or grant documents to
increase the amount contributed to and held in the reserve account, based on a CNA.

* 3560.306(j) - Rural Development may approve a change in the reserve account funding
level, based on a CNA.

* 3560.406(d)(5) - A CNA is required to identify a project’s repair and rehabilitation needs
in a transfer or a sale with an assumption of the Rural Development loan.

* 3560.656(e) - In the preservation process, when an incentive is developed, Rural
Development must consider the project’s capital needs, based on a CNA.

HB-1-3560, MFH Loan Origination Handbook

* HB-1-3560, Ch. 3, 9 3.17(B) - A CNA prepared by the project architect and reviewed by the
Agency State Architect or Engineer should be used to determine features and materials that
may cost more initially, but reduce operations and maintenance costs over time.

* HB-1-3560, Ch. 4, Sec. 3,9 4.18(C)(2) - A CNA should be included in a Stage |
application as the basis for the annual contribution to the reserve account. The CNA will
be reviewed to determine if the recommended reserves are sufficient to cover the projected
capital needs.

HB-2-3560, MFH Asset Management Handbook

» HB-2-3560, Ch. 4, Sec. 3, 4 4.14 - Rural Development may approve a change in the
reserve account funding level based on a CNA.

» HB-2-3560, Ch. 4, Sec. 4, 4.20(B) - The Loan Servicer will review the CNA, if available,
to assess the borrower’s annual capital expenditure budget.
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« HB-2-3560, Ch. 5, Sec. 2, 4 5.7, (A) Capital Needs Assessment — Capital Needs
Assessment Overview
« HB-2-3560, Ch. 5, Sec. 2, 9 5.7, (B) CNA — General Criteria:

0 A CNA should be prepared at a reasonable cost by a qualified provider.

0 A CNA should be prepared according to accepted industry standards.

0 A CNA should include the detailed items listed on Form RD 3560-11, MFH
Physical Inspection Report.

0 A CNA assessment period should be between 10 and 20 years.

0 Estimated repair and replacement costs and expected useful life spans of
components/systems in a CNA should be based on nationally recognized data
sources (e.g., RS Means Repair and Remodeling Cost Data).

« HB-2-3560, Ch. 5, Sec. 2, 9 5.7, Capital Needs Assessment — C. CNA required:

0 When ownership of the project is transferred;

0 When the loan is re-amortized;

0 When there is a write-down of the project loan; or

O At the borrower’s request.

» HB-2-3560, Ch. 5, Sec. 2, 9 5.7, (D) CNAs and a proposed, updated annual operating
budget, including a revised capital plan and any proposed increase in contributions to
replacement reserves and project rents, are submitted to the Field Office for Agency
review.

HB-3-3560, MFH Project Servicing Handbook

* HB-3-3560, Exhibit 7-1; Summary of Key Approval Requirements by Type of Transfer.
This chart explains under what circumstances a CNA should be conducted.

» HB-3-3560, Ch. 7 Sec. 5 9 7.22 Physical Inspections - All transfers require completion of a
CNA. For properties of nine units or more, a third party CNA is required. For properties
with eight units or less, this requirement may be satisfied in either of the following ways:

0 A third party CNA.

0 The purchaser accepts Rural Development’s published average CNA needs. For
approved FY 2007 MPR Demonstration transactions, annual capital needs averaged
$1,110 per unit per year in 2007 dollars. For example, for an 8 unit project,
underwritten in 2008, capital needs would be entered into the analytical template at
$9,146 per year each year for 20 years (8 x $1,110 x 1.03 to account for inflation
from 2007 to 2008). The analytical template would add inflation for years 2-20. The
National Office may publish from time to time a revised per unit per year amount
reflecting the average needs from recent CNAs. Based on this information, all transfers
require re-sizing of the reserve balance (i.e., a one-time additional deposit to the reserve
may be required at the closing of the transfer) and resizing of the ongoing deposits (i.e., a
higher ongoing deposit may be required), so that future major repairs and replacements
can be funded solely from the reserve. The CNA includes an evaluation of any
accessibility needs [7 CFR 3560.406(d)(9)] and must identify all immediate and long term
repair and rehabilitation needs, see [7 CFR 3560.406(d)(5)].
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» HB-3-3560, Attachment 7-B-1, Transfer Application Documents - The CNA will be
reviewed by the Rural Development State Office Architect and may need to be revised or
adjusted to conform with Rural Development program requirements. Final approval of the
CNA must be provided by the Rural Development State Office Architect prior to final

approval of the transfer. May be omitted for Deceased Borrower transfers (Paragraph 7.5
D).

* HB-3-3560, Attachment 7-E, Transfer Request Checklist — A CNA is a required document
for a complete application submittal for Agency approval.
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ADDENDUM
TO CAPITAL NEEDS ASSESSMENT CONTRACT

(Between Owner and CNA Provider)

This ADDENDUM to the CAPITAL NEEDS ASSESSMENT (CNA) CONTRACT between
(“CNA Provider”) and
(“Owner”) is entered into this  day of , 20 (the “Effective Date”) for the
property known as (“Property”)

DEFINITIONS

“Acceptance” means the act of an authorized representative of the United States Department of
Agriculture, Rural Development by which the representative approves the Agreement and this
Addendum.

“Agreement” means the contract entered into between the Owner and the CNA Provider to
provide a CNA of the property. It includes the original document entered into between the
parties, this addendum, and any other document incorporated by the agreement.

“CNA Report” means a report in general conformance with the Statement of Work that is
attached hereto and the Fannie Mae Physical Needs Assessment Guidance to the Property
Evaluator.

“CNA Reviewer” means a person assigned to review the CNA report on behalf of the U.S.
Department of Agriculture, Rural Development.

“CNA Provider” means the person or entity entering into the Agreement with the Owner to
perform all work required to provide a CNA of the property.

“Owner” means the person or persons who have or will have legal title and/or ownership of a
property participating under the U.S. Department of Agriculture, Rural Development programs.

“Program” means any Multi-family Housing program administered by the U.S. Department of
Agriculture, Rural Development.

“Property” means any structure(s), dwelling(s) and/or land that is the subject of any Multi-
family Housing program administered by the U.S. Department of Agriculture, Rural
Development, and for which a CNA is required by U.S. Department of Agriculture, Rural
Development.

“USDA RD” means the United States Department of Agriculture, Rural Development.

“Work’ means the CNA Statement of Work as attached hereto.
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RECITALS

WHEREAS, the property known as (“Property”) is included
Program being administered by the USDA RD.

WHEREAS, as a condition of participating in the Program, the Owner is required to
obtain a CNA for the property which has been prepared in accordance with the Statement of
Work; Owner and CNA Provider must agree to a contract to prepare a CNA for the property.

WHEREAS, CNA Provider and Owner are parties to that certain CNA Contract, dated,

, (“Agreement”), pursuant to which Owner has retained the services of CNA
Provider to provide a CNA for the Property for the base contract amount of $ and
for itemized Additional Services as follows: (See listing inspection I.e below,) in the amount of
$ per item or service. The total contract amount is $

WHEREAS, the parties hereby wish to incorporate into the Agreement and its Exhibits
certain additional provisions as set forth below.

NOW, THEREFORE, in consideration of the promises and mutual covenants contained
herein and other good and valuable consideration, the receipt and sufficiency of which are
hereby acknowledged, the parties agree to the following additional terms and conditions as
follows:

ADDITIONS TO THE AGREEMENT
(Between Owner and CNA Provider)

I. OWNERS OBLIGATIONS -
a. SUBMISSION OF CONTRACT FOR CONCURRENCE BY USDA RD

Owner will promptly submit to USDA RD for review and concurrence a copy of the executed
Agreement and this Addendum.

b. NOTIFICATION OF CONCURRENCE OF AGREEMENT BY USDA RD

Upon receiving notification from USDA RD of its concurrence of the Agreement, Owner will
promptly furnish CNA Provider with evidence of this acceptance.

c. ACCESS TO THE PROPERTY

Owner shall allow CNA Provider and, if requested, the CNA Reviewer, complete, timely and
unconditional access to the property and its premises for the purpose of conducting the
inspections that are required for preparing the CNA.



d.
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FURNISHING PROPERTY INFORMATION

(number) days prior to the commencement of the CNA inspection, Owner shall

furnish to the CNA Provider all information on any recent and/or immediate planned capital
improvements to the property, any recent and/or scheduled repairs, finalized maintenance
schedules, and information on the existence of any known environmental hazards at the property.
In addition, Owner shall provide any available information on any current “Transition Plan” or
“Self Evaluation” addressing proposals for complying with any federal accessibility
requirements and other matters relevant to the CNA Statement of Work.

Specific items the Owner should provide the CNA Provider include:

1.

9.
10

11.

12.

Contact information for the Owner’s representative at USDA RD (Name, address,
telephone number, email address, etc.)

. Building-by-building breakdown of units by bedroom count and type (i.e. garden,

townhouse, fully accessible) to aid in selection of units at time of inspection

. Any available plans or blueprints of development (as-built drawings preferred)

. Listing of capital expenditures for the property over the past three to five years and

maintenance expenditures over the last 12 months.

. Maintenance logs to help identify any significant or systemic areas of concern.

. Copies of invoices for any recently completed capital improvements and/or copies

of quotes for any pending/planned capital improvements.

. A valid/current Section 504 Accessibility Self Evaluation/Transition Plan (No more

than three years old).

. Any available capital/physical needs assessments (CNA’s/PNA’s) that were

previously completed.

Any available structural or engineering studies that were previously completed.

. Any available reports related to lead-based paint testing or other environmental

hazards (i.e. asbestos, mold, underground storage tanks, etc.) that were previously
completed and/or related certifications if environmental remediation has been
completed.

Reports including but not limited to: local Health Department inspections, soils
analysis, USDA’s last compliance review, or USDA’s last security inspection.

If the Owner certifies below that (a) 31 party funds have been committed for use in
the transaction for which the CNA is required; and (b) USDA RD has
communicated its acceptance or acknowledgement of the availability of these
funds (whether by an award of points in a portfolio revitalization program or
otherwise); and (c) these funds are to be used towards a rehabilitation program at

B-3



(Attachment B)

the property, the Owner will provide the CNA Provider with a copy of the
proposed rehabilitation scope and budget.

e. ADDITIONAL SERVICES

When a CNA exceeds the one year duration beyond the original acceptance date of the
document, the report is required to be updated. The contract should designate anticipated
tasks and costs that would be necessary to update or revise the CNA after the one year or
two year time frames have been exceeded. The contract should include, at a minimum:

1. Identify property where update is required.

2. TItemized list of possible tasks to be performed to accomplish the update
Time and materials
Interviews
Document reviews (photos, construction documents, contracts, etc.)
Additional site visit as required (travel)

3. Associated unit costs for each task required for the CNA Update.

I1. OWNER’S CERTIFICATIONS -
Owner hereby certifies as follows:
a. STATUS OF PROPOSED CNA (check correct box):

[0 Owner has received a commitment for 3™ party funding for the revitalization
transaction for which application was made. The CNA Provider will create
the CNA based on existing conditions (*“as is”). Owner is responsible for
the scope of work and budget for the proposed rehabilitation of the property
(typically obtained from a project architect), incorporating any requirements
of the 3" party lender. The CNA Provider will then revise their CNA based
on the anticipated conditions (“post rehab”) of the property after the
rehabilitation. Both CNAs will be provided to Rural Development.

O Owner has requested or will request 3" party funds but has no commitment.
(USDA RD will not award Owner points in the pre-application for 3" party
funds to be used towards the cost of revitalizing the property within the Multi-
Family Housing Revitalization Demonstration Program unless funds are
committed.) If Owner does not have a commitment of 31 party funds, Owner
agrees that it is within USDA RD’s sole discretion to determine whether the
CNA Provider should consider any rehabilitation scope of work and budget
for a “post rehabilitation” CNA after conducting a CNA based on the
property’s “as is” condition. USDA RD will make such a determination on
the likelihood of 3" party funds being made available. CNA Provider should
verify this decision with Rural Development prior to performing a “post
rehabilitation” CNA.
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[0 Owner does not anticipate 3™ party funds being utilized, or does not anticipate
a rehabilitation at this time. In this case, the CNA Provider will conduct a
normal review of the property, not including / anticipating any rehabilitation,
and base the CNA on the existing conditions at the property.

NOTE: The Owner will not instruct the CNA Provider to perform a “post rehabilitation”
CNA without approval from Rural Development.

b. AVAILABILITY

Owner shall be available to promptly discuss any draft or preliminary CNA Report with the
CNA Provider and shall address in writing to the CNA Reviewer any desired revisions,
comments or concerns the Owner may have relating to such Report.

c. ADDRESSING DEFICIENCIES

Owner shall promptly furnish to the CNA Provider the USDA RD’s CNA Review Report.
Owner will discuss any deficiencies observed by the CNA Reviewer and request that the
deficiencies be addressed within five (5) days. Should deficiencies not be addressed within five
(5) working days, Owner may order the CNA Provider in writing to suspend, delay, or interrupt
all or any part of the work under the Agreement that remains to be performed for such period of
time until deficiencies identified by the CNA Reviewer have been satisfied.

d. PAYMENT

The Owner shall pay the CNA Provider 50% of the negotiated contract amount for the base CNA
contract once the contract for CNA Services has been executed. If the owner chooses to include
and pay for additional services from the CNA Provider exceeding the negotiated base CNA
contract amount, then these services must be listed and the payment method addressed in the
contract between the Owner and CNA Provider. If funds for additional services will be
withdrawn from the reserve account, then 50% of the base contract amount along with the
additional services will be paid once the contract for CNA Services has been executed..

Upon concurrence by the CNA Reviewer of the CNA Provider’s final Report (signature of
Reviewer and Underwriter required), the Owner will promptly satisfy and pay the remaining
50% balance of the base contract amount and additional services if they are paid for out of the
reserve account. Any remaining fees and/or dues owed to the CNA Provider pursuant to the
terms of the Agreement will also be due upon the CNA Reviewer’s concurrence of the CNA
Provider’s final report.. Other payments shall be subject to the schedule identified in the
Agreement.

I11. CNA PROVIDER’S OBLIGATIONS - (applies to “as-is” “updates” and “post rehab”)

a. CNAPROVIDER’S RESPONSIBILITY FOR WORK
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The CNA Provider shall furnish all necessary labor, materials, tools, equipment, and

transportation necessary for performance of the work as described in the Statement of Work,
which is attached hereto. The format utilized for this report shall be
(Write in “USDA RD CNA Template in Microsoft Excel format” or similar electronic format )

b. COMPLIANCE WITH STATEMENT OF WORK

CNA Provider will comply with the Statement of Work by creating and developing a CNA
Report that will incorporate and meet all terms, conditions and requirements as set forth in the
attached Statement of Work.

c. DELIVERY OF PRELIMINARY CNA REPORT
CNA Provider shall promptly provide to the Owner and USDA RD a preliminary CNA Report.
d. AVAILABILITY TO DISCUSS CNA REPORT FINDINGS

CNA Provider shall take any reasonable measures to be readily available to discuss and respond
to any findings, concerns, comments, or revisions the CNA Reviewer may have regarding the
preliminary CNA Report.

e. SUBMISSION OF FINAL CNA REPORT

After receipt of the CNA Reviewer’s Report, the CNA Provider shall promptly provide the
Owner and USDA RD with a finalized CNA Report. The finalized report will incorporate
observations, comments and/or changes identified by the CNA Reviewer.

IV. CNA PROVIDER’S CERTIFICATIONS

CNA Provider hereby certifies as follows:

a. LICENSING AND COMPLIANCE

CNA Provider possesses valid and current licenses and certifications necessary to comply with
the Statement of Work and as regulated by all applicable state, county, and/or local laws and/or
ordinances.

b. CONFLICTS OF INTEREST

CNA Provider has no identity of interest as defined in 7 CFR part 3560 with Owner or Owner’s
property or the management agency / company for the property.

c. PROPERLY TRAINED

CNA Provider and any Provider personnel who will have actual responsibility for the property
inspection and preparation of the CNA are properly trained and experienced in evaluating site
and building systems, health and safety conditions, physical and structural conditions,
environmental and accessibility conditions, and estimating costs for repairing, replacing and
improving site and building components.
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d. PROFESSIONALLY EXPERIENCED

CNA Provider and any Provider personnel who will have actual responsibility for the property
inspection and preparation of the CNA are professionally experienced in preparing and providing
CNA’s for multifamily housing properties that are similar in scope and operation to those
typically financed in USDA RD’s Multi-Family Housing Program.

e. KNOWLEDGEABLE OF CODES

CNA Provider and any Provider personnel who will have actual responsibility for the property
inspection and preparation of the CNA are knowledgeable about applicable site and building
standards and codes, including federal, state and local requirements on environmental and
accessibility issues.

f. DEBARMENT AND SUSPENSION

CNA Provider is not debarred or suspended from participating in Federally assisted programs
and will comply with the requirements of 7 CFR part 3017 and 2 CFR part 417 or any successor
regulation, pertaining to debarment or suspension of a person from participating in a Federal
program or activity.

g. SIGNED CERTIFICATION

Include a written and signed certification by the CNA Provider that it meets all of the above
qualifications for the proposed agreement with the property owner for CNA services. [The CNA
Provider’s execution of this Addendum will constitute it’s “written and signed certification” that
it meets these qualifications.]

V. MISCELLANEOUS
a. USDA RD PROVISIONS

Upon request of the CNA Provider or Owner, USDA RD will make available pertinent project
data such as the reserve replacements for the last 2-3 years, budget summary of the last two
years, and copies of Physical Inspections and Supervisory visits for the property, if available.

b. ASSIGNMENT OF CONTRACT

CNA Provider shall not assign or transfer any interest in or performance of this Contract, without
written authorization from the Owner and the USDA RD representative.

C. ENTIRE AGREEMENT

If there are inconsistencies between any provision in this Addendum and any provision in the
Agreement, the provision in this Addendum shall govern. No oral statements or representations
or prior written matter contradicting this instrument shall have any force and effect.
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d. GOVERNING LAW

All matters pertaining to this Addendum (including its interpretation, application, validity,

performance and breach) in whatever jurisdiction action may be brought, shall be governed by,

construed and enforced in accordance with the laws of the state of .
(Location of the “Property”)

e. HEADINGS

This Addendum shall be governed by and interpreted as part of the Agreement and its general
terms and conditions.

f. TERMS AND CONDITIONS

Except as expressly stated herein, all other terms and conditions of the Agreement shall remain
in full force and effect.

IN WITNESS WHEREOF, the undersigned who are duly authorized to execute and enter into
this Addendum, intending to be legally bound hereby, have executed this Addendum as of the
date first written above.

Project:

Project Location:

Owner CNA Provider
By its: By its:

(title / position) (title / position)
Concurred by:

The United States Department of Agriculture, Rural Development

Rural Development Representative

(title / position)
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CAPITAL NEEDS ASSESSMENT
STATEMENT OF WORK

Nature of the Work -

A Capital Needs Assessment (CNA) is a systematic assessment to determine a property’s physical capital
needs over the next 20 years based upon the observed current physical conditions of a property. The
CNA report provides a year-by-year estimate of capital replacement costs over this 20-year period for use
by the property owner and USDA Rural Development (RD) personnel in planning the reserve account for
replacements and other funding to cover these costs.

Note: RD will use the CNA report as a key source of information about expected capital needs at the
property and the timing of these needs. However, the CNA report is only an estimate of these needs and
their timing. It should not be viewed as the formal schedule for actual replacement of capital items.
Replacement of capital items should occur when components reach the end of their actual useful life,
which may occur earlier or later than estimated in the CNA report.

Payment -

The Owner shall pay the CNA Provider 50% of the negotiated contract amount for the base CNA
contract amount once the contract for CNA Services has been executed. If the owner chooses to
include and pay for additional services from the CNA Provider exceeding the negotiated base
CNA contract amount, then these services must be listed and the payment method addressed in
the contract between the Owner and CNA Provider. If funds for additional services will be
withdrawn from the reserve account, then 50% of the base contract amount along with the
additional services will be paid once the contract for CNA Services has been executed..

Upon concurrence by the CNA Reviewer of the CNA Provider’s final Report (signature of
Reviewer and Underwriter required), the Owner will promptly satisfy and pay the remaining
50% balance of the base contract amount and additional services if they are paid for out of the
reserve account. Any remaining fees and/or dues owed to the CNA Provider pursuant to the
terms of the Agreement will also be due upon the CNA Reviewer’s concurrence of the CNA
Provider’s final report.. Other payments shall be subject to the schedule identified in the
Agreement

Qualifications -

The CNA Provider must;:

1. Possess valid and current licenses and certifications necessary to comply with the Statement of Work
and as regulated by all applicable state, county and / or local laws and / or ordinances.

2. Have no identity of interest as defined in 7 CFR part 3560, with Owner or Owner’s property. An
architectural firm performing a CNA which is also involved in the rehabilitation of the property
would be considered an Identity of Interest. For example: the architect that performs the CNA
assessment could overstate the conditions of the property in order to inflate the rehabilitation scope,
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resulting in an increase to the architect’s compensation which is typically a percentage of the
construction costs.

Be properly trained and experienced in evaluating site and building systems, health and safety
conditions, physical and structural conditions, environmental and accessibility conditions, and
estimating costs for repairing, replacing, and improving site and building components. (This applies
to the CNA Provider or any Provider personnel who will have actual responsibility for the property
inspection and preparation of the CNA)

Be professionally experienced in preparing and providing CNAs for multi-family housing properties
that are similar in scope and operation to those typically financed in USDA RD’s Section 515
Program. (This applies to the CNA Provider or any Provider personnel who will have actual
responsibility for the property inspection and preparation of the CNA)

Be knowledgeable about applicable site and building standards and codes including federal, state and
local requirements on environmental and accessibility issues. (This applies to the CNA Provider or
any Provider personnel who will have actual responsibility for the property inspection and preparation
of the CNA)

Not be debarred or suspended from participating in Federally assisted programs and will comply with
the requirements of 7 CFR part 3017 and 2 CFR part 417 or any successor regulation, pertaining to
debarment or suspension of a person from participating in a Federal program or activity.

Statement of Work -

The CNA Provider shall:

L.

Perform a Capital Needs Assessment (CNA) in general conformance with the document: “Fannie
Mae Physical Needs Assessment Guidance to the Property Evaluator,” except as modified herein.

Inspect the property. A minimum of 50% (45% if property includes 50 — 99 u