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I.   
APPRAISALS

USDA’s RD Instruction 1965-B, §1965.65(f)(4) allows independent third-party appraisals to be used in establishing values for transfers & assumptions of existing USDA multifamily housing loans.  In such instances, the criteria set forth below should be met.

The appraisal should be prepared in accordance with USPAP and FIRREA by a California Certified General Appraiser.  It must include the following features:

1. A Complete, Summary (or Self-Contained) Appraisal Report as defined by USPAP.

2. A narrative type report which complies with USPAP or Form FmHA 1922-7 (or computer equivalent), “Appraisal Report for Multi-Family Housing”, fully completed and typed; or Fannie Mae Form 71A, fully completed and typed.  If the forms are utilized, additional narrative is expected meet the requirements of a complete summary report. 

3. Legal description of the property and preliminary title report.

4. A complete highest and best use statement, as-if vacant and as improved.  In appraisal assignments where the valuation of subsidy is identified, the use value of the property as proposed will be considered.  (See below for additional detail on the values required.)

5. Full narrative documentation covering the cost, sales and income approaches.  Cost approach documentation is to include sources of replacement cost, discussion and analysis of physical, functional and economic/external depreciation.  Exclusion of any of the three approaches will be documented.

6. Full narrative documentation supporting the basis of the capitalization rate selections within the report.  The basis for the rate must be supported/determined by at least two methods, one of which is to be the band of investment formula.  When multiple sources of financing are used, the band of investment will break out each source’s contribution to the rate separately.

7. Full narrative documentation supporting the determination of value attributed to subsidy from any federal or other program.  For subsidized housing one acceptable method of valuation is utilizing a discounted cash flow (DCF) analysis.   

8. Color photographs to fully illustrate the condition of the subject property, both interior and exterior; the exteriors of the comparable sales/rentals; as well as photo’s illustrating the neighborhood.  These photos should be good quality 3.5” x 5”, 35 mm, or digital.  Polaroid photos are not acceptable.

9. Maps of the area and locality, locating the subject and all comparables, competitive properties and significant community services.

10. Sketches of site and typical units, floor plans – architect’s drawings may be used if they are compatible with the appraisal report as to size.

11. Two copies of each report on 8.5 x 11” paper with appropriate cover pages and bound with special binding or similar method of equal quality.

Terms:

“Market Value”.  A definition acceptable to USDA is “the amount in cash, or terms reasonably equivalent to cash, for which in all probability the property would be sold by a knowledgeable owner willing but not obligated to sell to a knowledgeable purchaser who desires but is not obligated to buy.”  The definition for market value published in USPAP is also an appropriate definition.  

“Value-In-Use”.  A definition acceptable to USDA is the above “market value” that further considers any rent subsidies, tax credits, tax rebates, grant funds or terms equivalent to cash associated with the housing, including restrictive use conditions or covenants imposed by a government or non-government financing source

The following values must be reported:

A. If there will be no significant rehab work in connection with the transfer, the following values should be reported:

	Appraised values:
	

	As Is, Market Value 

– i.e., unsubsidized
	The value of the property in its current condition as conventional rental housing without tenant rent subsidy, lender interest subsidy, or restrictive use conditions.  If the property’s highest & best use is something other than rental housing, this use should be the basis for establishing value.    

	As Is, Value in Use 

– i.e., subsidized
	The value of the property in its current condition as rental housing taking into account USDA’s Rental Assistance and any other any tenant subsidy (e.g., project based HUD Section 8), USDA’s subsidized, interest-credit financing.

	Comparable market rents:
	

	As Is, Market Rents 

– i.e., unsubsidized
	As part of the market approach to value, the appraiser must survey local rental rates and report the going unsubsidized rental rates for comparable properties in the market area.  This should be reported for units of each bedroom size found in the subject property – e.g., comparable market rents for 1-bedroom, 2-bedroom, and 3-bedroom units.  


B. If there will be significant rehab work in connection with the transfer, the following values should be reported:

	Appraised values:
	

	As Is, Market Value 

– i.e., unsubsidized
	The value of the property in its current condition as conventional rental housing without any tenant rent subsidy or lender interest subsidy.  If the property’s highest & best use is something other than rental housing, this use should be the basis for establishing value.    

	After Rehab, Market Value 

– i.e., unsubsidized
	The value of the property upon completion of all planned repairs, improvements, and upgrades as conventional rental housing without any tenant rent subsidy or lender interest subsidy

	After Rehab, Value in Use 

– i.e., subsidized
	The value of the property upon completion of all planned repairs, improvements, and upgrades as rental housing taking into account USDA’s Rental Assistance and any other any tenant subsidy (e.g., project based HUD Section 8), USDA’s subsidized, interest-credit financing.

	Comparable market rents:
	

	As Is, Market Rents 

– i.e., unsubsidized
	As part of the market approach to value, the appraiser must survey local rental rates and report the going unsubsidized rental rates for comparable properties in the market area.  This should be reported for units of each bedroom size found in the subject property – e.g., comparable market rents for 1-bedroom, 2-bedroom, and 3-bedroom units.  

	After Rehab, Market Rents 

– i.e., unsubsidized
	As part of the market approach to value, the appraiser must survey local rental rates and report the going unsubsidized rental rates for comparable properties in the market area.  This should be reported for units of each bedroom size found in the subject property – e.g., comparable market rents for 1-bedroom, 2-bedroom, and 3-bedroom units.  


In valuing the property, the appraiser should report separately the value of furniture, fixtures, & equipment (FF&E) associated with the property.  The current balances in the project’s general operating account, tax & insurance escrow account, security deposit account, and reserve account may be excluded from the reported value as USDA treats these as a separate assets in its analyses.

USDA requires a comprehensive needs assessment (CNA) as part of the documentation for such transactions.  Since the CNA contains information about deferred maintenance and the long-term capital needs and sustainability of the project, appraisers are to use a CNA as a resource in reaching their valuation conclusions.  The CNA report used for this purpose should be cited in the appraisal report and attached as an addendum.  Information on the minimum requirements for a CNA are set forth below.

USDA’s in-house appraiser and appraisal reviewer, Mr. Simon “Fred” Smith, must review all third-party appraisals and find them acceptable for USDA’s requirements.  He can be contact at:

fred.smith@ca.usda.gov or 559-734-8732 x107

II. CAPITAL NEEDS ASSESSMENT (CNA) 

– aka Physical Needs Assessment or Comprehensive Needs Assessment

CNA's are to be prepared by an experienced professional (who may or may not be the appraiser) with no identity of interest to the property’s current or prospective owners.  If necessary, the cost of the CNA may be paid for from project reserve funds.  

The CNA analyst must physically inspect the site, architectural features, common areas, electrical & mechanical systems, and enough of each dwelling unit type and system to be able to state with confidence the present and probable future condition of the property.  At a minimum, the inspection must include the site and entire common area, all vacant units, plus at least 10% of the occupied units.  At least one unit per building and all handicapped accessible units must be inspected.  

If there will be significant rehab to be performed in connection with the transfer, the analyst must review the proposed plans and specifications for improvement and repair.  The analyst should check to see that funds for the rehab work can be reasonably anticipated in connection with the transfer (and report the proposed source of this funding) and confirm with USDA that the proposed rehab work has been approved by USDA.  

The CNA analyst’s conclusion must report:

	Immediate Physical Needs (As Is)
	An itemized list of all rehab work that should be completed now, with costs for each.  At a minimum, this must include all health and safety issues and code violations at the project.  The sum of these costs represents the “deferred maintenance” on the property.  (“Deferred maintenance” is a judgmental figure for the cost of curable physical deterioration that should be corrected immediately.  It denotes the desirability of immediate expenditures, but does not necessarily suggest inadequate maintenance in the past.)

	Physical Needs Over Time

(After Rehab, if any)
	An evaluation of the physical needs of the property over the next 30 years, after taking into account any rehab work and upgrades that will be financed in connection with the transfer.  Also included in this evaluation must be a plan to fully correct any Fair Housing, ADA, or Section 504 accessibility defects in the project.  

A Capital Replacement Reserve summary table is to be prepared listing all project components, replacement costs, their expected useful life (EUL), age, condition, and effective remaining life.  Using this format, a capital reserve account spreadsheet is to be prepared, starting with the project’s actual reserve account balance, showing annual deductions for all projected replacement costs, and an offsetting these with annual reserve deposits sufficient to pay all projected needs through Year 30.  Allowances should be made for inflation.  The concluding minimum annual reserve deposit requirement should be clearly reported a constant annual contribution amount.  


The report should include a general description of the project and include representative photos.  The report is not expected to address minor, inexpensive repairs or other maintenance items which are part of a prudent owner’s operating pattern and budget.  
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