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Rural Rental Housing (“515”) Program Overview 

Section 515 RRH Loan Program
Program Goal

Provide loans for the development of affordable rental housing in rural communities for seniors and families.  

Low and very-low income households are targeted as tenants, but moderate income households are also eligible. 

Types of Assistance

The 515 program provides long-term, low interest direct loans from USDA to rental housing developers

To increase affordability, USDA may also provide Section 521 Rental Assistance (“RA”) with its loan.  RA is project-based tenant subsidy that pays a portion of tenant shelter costs, reducing them to an affordable level (30% of adjusted income).  (In order to qualify for RA, USDA must finance at least 10% of the total project cost.)
Authorized Purposes

Development of new rental housing, including land, on-site & off-site improvements, housing-related facilities (see below), parking, landscaping, fencing, appliances

Acquisition of existing rental housing which requires moderate or substantial rehabilitation work.

Housing-related facilities.  Office, maintenance & storage buildings, community centers, laundry rooms, central kitchen & dining facilities for congregate & group homes, and resident manager quarters.    

Nonprofit & public bodies may borrow working capital (up to 2% of development cost) for operation of the housing.

Loan fees & costs, professional services, appraisal & market study costs, and construction interest.  (Developer fees, syndication costs, & organizational costs are ineligible.  Packager fees for for-profit applicants are ineligible.) 

Debt refinancing may be authorized on project-related debts incurred after the 515 preapplication is filed.

Size of Loans & Availability of Funds 

· Maximum loan – $1 million per project.  

· In recent years, about $50 million of 515 funding for new construction has been available annually nationwide.  

· No state may receive more than $2.5 million per year. 

(These maximums are subject to change and published annually in the Federal Register.)

Interest Rate, Term, Payment Structure, and Fees

Interest rate:  USDA provided interest credit assistance to lower the effective rate to a fixed 1% rate 

Term:  30-year term, with 50-year amortization; monthly payments based on income stream

Fees:  USDA charges no application or servicing fees.

Eligible Borrowers

Typically, borrowers are single asset entities.  Individuals (US citizens & permanent residents), general or limited partnerships, corporations, LLC’s, nonprofits, cooperatives, & public bodies (inc. housing authorities & tribes)

The applicant must have sufficient qualifications and experience to develop and operate the project.

The applicant must have a good credit history, no delinquent Federal debt, & no Federal housing violations.

Affordability Restrictions & Tenant Criteria

Restricted tenancy.  Tenancy is limited to very low, low, and moderate income households.  Moderate income is defined by USDA to be $5,500 above 80% of HUD’s AMI adjusted for family size.

Restrictive use provisions & prepayment.  Section 515 borrowers must operate the property as affordable rental housing for the full 30 year duration of the loan and may not prepay.

Project Eligibility

Project must be in a rural area – typically in unincorporated areas and cities of  less that 10,000-20,000 population.

Project must be located in a community on USDA’s “List of Designated Places” – which is issued annually.

Attached or detached designs are permitted.  Use of manufactured housing is possible but subject to restrictions.

The applicant must have site control of a properly zoned site at the time of preapplication.  Upon closing, normally the borrower must have fee simple title.  A long-term leasehold may be allowed.  A single contiguous site is preferred.

Projects must consist of at least 2 rental units. 
Housing must be modest in design and constructed in a economical manner, with reasonable features & amenities.

Community centers that can serve as a base for providing tenant services – e.g., health care, child care, recreation, tutoring, computer centers – may be included in the project and are strongly encouraged.  (Note:  Tenant service operating costs may neither be financed with 515 funds nor paid for from project rents.)

Adequate public facilities and community services must be available, including water & sewer connection.

Features & amenities must be reasonable and customary for similar housing in the market area.

Project must be designed & managed in accordance with ADA, the Fair Housing Act, & Section 504 of the Rehabilitation Act of 1973 must be followed.  5% of the units must be accessible.  

Assisted living facilities, congregate senior housing, & group homes are eligible. 

Ineligible facilities:  Facilities licensed to provide medical care are not eligible.  Housing for transient residents – e.g., student housing or homeless shelters – are not eligible.

Underwriting and Security Requirements

The operation must have realistic repayment ability.  

A detailed market study (by an independent professional) of rental housing supply & demand & local rents is required. 

There must be adequate collateral based on the project’s appraised value (FIRREA, USPAP appraisal).  

A 1st lien position on the real estate is required when the 515 loan is providing (50% of the financing.  

A lien will also be taken on all project revenues & project accounts.  

Maximum assistance is limited to the lesser of:

· for nonprofit & public bodies – 100% of project’s total development cost (TDC) or 100% of appraised value.  In addition, up to 2% of TDC may be borrowed for working capital.

· for projects with tax credits –  95% of TDC or 95% of appraised value

· for projects without tax credits – 97% of TDC or 97% of appraised value

The project must have an initial operating capital account equal to 2% of TDC.

Insurance.  Hazard, fidelity bond, and liability insurance are required.  

Non-recourse.  Personal/corporate guaranties are not required.

Inability to obtain viable credit elsewhere is a requirement.

Leverage & Financing Structure

Leveraging with other financing sources is encouraged provided the fundamental farm labor housing mission of the housing is maintained.  The greater the leverage, the more likely a project is to receive USDA financing. 

Low Income Housing Tax Credits (LIHTC) – Section 515 loans may be used with LIHTC’s but, because of the Federal subsidy, 515 loans do not count toward eligible basis on 9% LIHTC’s.  

Other sources – such as MHP, HOME, CDBG, AHP, donated land, borrower funds, tax abatements, etc. – are encouraged. 

Other Program Considerations

Davis-Bacon wage requirements are not activated by the use of 515 loans.  

Ownership & Operational Issues

Prepayment is not permitted and 515 affordability criteria must be maintained to the full term of the loan.

USDA oversight and approval is required for many management activities – annual budget & rent approvals, supervisory visits; approval of management plans, agreements, and leases

Return to owner is fixed for the life of the loan at 8% of the borrower’s initial contribution.  Owner distributions are monitored by USDA.

A capital replacement reserve account must be established.  Generally, annual reserve contributions equal to 1% of the development cost of the buildings are required with a target reserve fund balance equal to 10% of building cost.  The use of reserves is supervised by USDA.

Tenant income verifications are required annually.

Fair Housing, nondiscrimination, & grievance rights must be afforded to all tenants and applicants.  

Annual audited financial statements are required.  

Application Process

USDA accepts 515 new-construction proposals once-a-year – typically around the end of the year – through a “NOFA” (Notice of Funding Availability) published in the Federal Register.  The current NOFA is available online at: 

http://www.rurdev.usda.gov/rd/nofas/index.html
The NOFA includes California’s “List of Designated Places” & “high need communities” and invites interested parties to submit a preapplication to the State Office. 
Total 515 requests typically exceed funds available, so preapplications are chosen for further processing in a nationwide funding competition.  (There is no California-earmarked state allocation.)   

All preapplications receive a priority score.  Priority scores are based on leveraging (20 points), projects located in “high need communities” identified by USDA (20 points), partnering with California State funds (20 points), & donated land (5 points).

Normally within 90 days, the USDA National Office selects the preapplications that will receive further consideration, and the USDA Area Offices take over processing, requesting a complete application.

From receipt of complete application, approval takes about 60-90 days (depending on environmental issues).  USDA’s review considers project feasibility, collateral, design & construction cost, and environmental impact.  

Acceptable projects receive a letter of conditions from USDA, outlining loan approval conditions.  Most loans and grants are approved at the State Office level.

USDA monitors development and construction of the new project.  

USDA’s loan/grant is closed once all USDA conditions can be met.

After closing, USDA oversees loan repayment and conducts routine site visits, project oversight, and loan servicing.  

RRH Regulations & Forms

Regulations are available online at: http://rdinit.usda.gov/regs/regs/pdf/1944e.pdf
Forms are available online at:  http://rdinit.usda.gov/regs/formtoc.html
More Information

If you wish to be contacted when USDA’s annual NOFA is published, please send an e-mail to jeff.deiss@ca.usda.gov
To obtain more information (including forms), please contact one of USDA’s MFH Coordinators in California:

	Len Thompson
	Redding
	530-226-2586
	leonard.thompson@ca.usda.gov

	John Weidemaier
	Yuba City
	530-673-4347 x121
	john.weidemaier@ca.usda.gov

	Rosemary Garcia
	Salinas
	831-757-5294 x105
	rosemary.garcia@ca.usda.gov

	Tony Garcia
	Modesto
	209-491-9320 x114
	antonio.garcia@ca.usda.gov

	Mike Carnes
	Visalia
	559-724-8732 x106
	mike.carnes@ca.usda.gov

	Judy Twilley
	Moreno Valley
	909-656-6800 x103
	judy.twilley@ca.usda.gov


Or you may contact Jeff Deiss (530-792-5830 or jeff.deiss@ca.usda.gov) in the Multi-Family Housing Section of the California State Office, 430 G St., #4169, Davis, CA 95616-4169.  Telephone (530) 792-5800.  Telefax (530) 792-5838.

USDA Rural Development is an equal opportunity Lender, Provider and Employer.
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