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CHAPTER 5: PROJECT PHYSICAL CONDITIONS

51 . INTRODUCTION

The existing portfolio of multi-family housing projects constitutes a major asset of the
Government and the Agency, but the value of this asset depends upon the quality of its upkeep.
This chapter describes the responsibilities of borrowers to maintain the physical condition of the
project and of the Agency to exercise appropriate oversight of these responsibilities. The chapter
describes the components of adequate physical maintenance, the role of the management plan,
and the performance of a physical inspection of the project.

SECTION 1: PROJECT MAINTENANCE [7 CFR 3560. 103]
52 PURPOSE
The Agency has issued performance standards that describe the physical condition of a

properly managed project. The Agency’s interest in protecting the physical condition of projects
that it has financed includes:

¢ Providing decent, safe, and sanitary affordable housing to the occupants;
» Protecting and enhancing the security of its investment; and

* Assuring compliance with all applicable State and local laws,

5.3 MAINTENANCE REQUIREMENTS AND STANDARDS OF PHYSICAL
CONDITIONS

A. Standards of Physical Conditions

Borrowers are responsible for the long-term, cost-effective preservation of the
housing project. The Agency has specified two types of requirements borrowers must
meet:

¢ Performance standards for the project; and

» Procedures and systems that property managers must design and follow.
B. Performance Standards

The regulations in 7 CFR 3560.103(a)(3) specify the performance standards for
meeting acceptable physical conditions. The performance standards describe the
characteristics the Agency expects to see in a particular component or system, for
example: h
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“The housing project must have a foundation that is free of evidence of
structural failure, such as uneven settlement indicated by horizontal
cracks or severe bowing of the foundation wall. Structural members must
not have evidence of rot or insect or rodent infestation.

The housing project must have a roof that is free of leaks, defective
covering, curled or missing shingles and which is not sagging or
buckling.”

The performance standards have been incorporated into a physical inspection form to

be completed by Agency staff during a site visit. They also have been incorporated into
the certifications that accompany the management agreement for the project.

C.

The standards include the following major categories:
Standards that apply to the site on which the project is located;

Standards that apply to the exterior maintenance of the building and of the common
areas;

Standards that apply to the interior of the building or buildings; and

Standards that apply to common areas, such as hallways or elevators.

Maintenance Systems and Procedures

Effective maintenance is partly the result of regular routines and partly the result of

promptly fixing small problems before they become major ones. Proper maintenance has
a direct effect on the tenants’ perception of the quality of the housing project. Therefore,
the Agency requires borrowers to institute a number of systems and procedures that the
borrower must describe in the project’s management plan. The requirements for a
management plan are described in Chapter 3.

Several systems are part of a sound management program:

Preventive maintenance., Most maintenance work can be predicted and scheduled—
this is typically described as preventive maintenance. The Agency requires managers
to spell out procedures for scheduling routine tasks, such as garbage and trash
removal, snow and ice removal, grounds upkeep, routine painting, and minor repairs.
Procedures are also required for the routine maintenance of equipment consistent with
service information provided by the manufacturer—biweekly or monthly routine

oiling, adjusting, replacement of filters, safety checks of alarms, and outside lighting,
etc.

Response to calls. Good upkeep requires a speedy response to complaints or
unforeseen problems. The Agency requires managers to establish a system for
responding to tenant complaints or to unexpected malfunctions or damage, such as
Ieaks, broken windows, etc.
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o  Work orders. Managers must know what has happened from the time a complaint
has been received or a problem has been noted, to an inspection confirming the
condition has been corrected. The Agency requires the project to have a work-order
systemn that tracks the date a complaint is received, the inspection to verify the
complaint, a report describing the required repair or corrective action, the assignment
of the repair, the completion report, and final inspection noting satisfactory
completion of the work.

e Inspections. Frequent, regular inspections are a major component of an effective
maintenance system. The Agency requires management, at a minimum, to perform
an annual inspection of each occupied unit and to inspect each unit at move-in and
move-out. Inspecting a unit with the fenant at move-in and move-out establishes the
condition of the unit at the time the tenant takes possession, and may help clarify
responsibility for any damages that have occurred in the unit during the occupancy
period. '

» Energy conservation. Energy conservation efforts are an ongoing responsibility of
project management. The Agency requires managers to establish effective systems to
reduce energy consumption. These may include energy audits to determine cost-
effective techniques of energy conservation, energy-efficient lighting, water-saving
fixtures, low-flow toilets, energy-efficient appliances, insulation, caulking and
weather-stripping, storm doors and windows, and regular cleaning and replacement of
filters and other equipment.

o Tenant damages. The Agency requires management to establish a policy and
implement a system to obtain reimbursement for damage caused by the tenant to the
property beyond normal wear and tear. The policy is to be stated in the tenant’s lease
as described in Chapter 6 of this Handbook.

o Accessibility issues. The Agency requires the borrower and/or management to
establish a policy regarding project and unit accessibility for applicants, tenants, and
employees in accordance with applicable civil rights legislation.

¢ In projects that were ready for occupancy on or before January 26, 1993, when
public areas are altered, they must be altered to Americans with Disabilities Act
Accessibility Guidelines (ADA/AG) standards. (Public areas are those areas used
by individuals other than tenants and their guests. This includes offices used to
pay bills or to inquire about service or employment, public restrooms, and
buildings used for voting or public meetings.)

¢ In projects that were ready for occupancy after January 26. 1993, public areas
must be designed and constructed to ADA/AG standards.

¢ In accordance with the Fair Housing Act, in Multi-Family Housing projects that
were ready for occupancy on or before March 31, 1991, FHA/AG architectural
requirements do not apply, even during project rehabilitation.
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0 In Accordance with the Fair Housing Act, in multi-family housing projects that
were 1eady for occupancy after March 11. 1991:

¢ All ground floor units in buildings with four or more dwelling units must be
designed and constructed in a manner that is adaptable to individuals with
disabilities.

¢ All units must be adaptable if there is an elevator.

¢ Covered Multi-Family Housing projects must have:

An accessible entrance on an accessible route;

Accessible public and common-use areas;

Usable doors;

Accessible routes into and through the dwelling unit;

Accessible light switches, electrical outlets, and environmental controls;

N N N N R

Reinforced bathroom walls; and
v Usable kitchens and bathrooms.

Projects that were constructed (or which had substantial alterations) after June 11,
1982 must be constructed in accordance with the UFAS standards.

» 5 percent of the units or one unit whichever is greater must be fully accessible

» The mix of units are to be comparable to the variety of other project (i.e., 1,2,3
bedrooms

s All common area must be accessible per UFAS

The electronic Multi-Family Housing Project Management and Occupancy Review
Form available in Multi-Family Information System (MFIS) includes space for the Loan
Servicer to comment on the adequacy of the maintenance systems adopted by project
management.

D. Requirements for Labor Housing

There are no separate performance standards for year-round labor housing and rental
or cooperative housing, Seasonal labor housing must meet conventional performance

standards and must have insulation as necessary to protect the facility during the off-
season period.

5-4
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54  CORRECTING DEFICIENCIES
There are a number of ways in which the need for maintenance is identified:
» Management staff may uncover, anticipate, or expect such maintenance;
* Tenants may make complaints; and

o Agency staff may identify defects in the course of a site visit.

No matter how the problem was identified, the borrower is responsible for
correcting it.

The borrower is responsible for adequate maintenance and upkeep of the project that
complies with Agency performance standards. The Agency understands, however, that property
maintenance is an ongoing process and that there may be instances when diligent borrowers are
temporarily unable to achieve 100 percent compliance with Agency standards. In such instances,
the Agency will not penalize borrowers—as long as it is evident that the borrower is actively

striving to return to full compliance, as soon as possible (see the standards listed in
7 CFR 3560.103).

This flexibility is not extended to projects where the deficiencies are so extensive that the
property would be declared in substantial noncompliance. In these instances, the projects’
viability is called into question, as well as the effectiveness of the management’s maintenance
program. The Agency should coordinate with and or report to State and local lnspectlon
authorities, where applicable, when health and safety issues exist at a property.

The borrower shall immediately inform the Agency of any deficiency for which
correction requires repairs that cannot be paid out of project operating funds and immediately
initiate procedures to access project reserves (see Chapter 4 of this Handbook). The Agency will
in turn provide the borrower with a timeframe for completing the repairs. If the borrower cannot
meet the Agency required timeframe, then they must provide documentation and justification
why they cannot meet such a timeframe.
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(1i1) The borrower and the management agent will comply with Agency
notices or other policy directives that relate to the management of the
housing project;

(iv) The management agreement between the borrower and management
agent complies with the requirements of this section;

(v) The borrower and the management agent will comply with Agency
requirements regarding management fees as specified in paragraph (i) of
this section, and allocation of management costs between the management
fee and the housing project financial accounts specified in
§3560.302(c)(3);

(vi) The borrower and the management agent will not purchase goods and
services from entities that have an identity-of-interest (I0I) with the
borrower or the management agent until the IOI relationship has been
disclosed to the Agency according to paragraph (g) of this section, not
denied by the Agency under paragraph (d)(3) of this section, and it has
been determined that the costs are as low as or lower than arms-length,
open-market purchases; and

(vii) The borrower and the management agent agree that all records related
to the housing project are the property of the housing project and that the
Agency, OIG, or GAO may inspect the housing records and the records of
the borrower, management agent, and suppliers of goods and services
having an IO with the borrower or with a management agent acting as an
agent of the borrower upon demand.

(2) A certification will be executed each time a management agent is proposed
and a management agreement is executed or renewed. Any amendment to a
management certification must be approved by the Agency and the borrower.

(k) Procurement. The borrower and the agents of the borrower must obtain contracts,
materials, supplies, utilities, and services at a reasonable cost and seek the most
advantageous terms to the housing project. Any discounts, rebates, fees, proceeds, or
commissions obtainable with respect to purchases, service contracts, or other transactions
must be credited to the housing project.

() Electronic Submission of Data to Agency. For properties with eight or more housing
units, the Agency may specify that borrowers submit information required by this part
electronically.

Z%‘ §3560.103 Maintaining housing projects.

(a) Physical maintenance.

(1) The purposes of physical maintenance are the following:
(i) Provide decent, safe, and sanitary housing; and
(ii) Maintain the security of the property.

(2) Borrowers are responsible for the long-term, cost-effective preservation of the
housing project.
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(3) At all times, borrowers must maintain housing projects in compliance with
local, state and federal laws and regulations and according to the following
Agency requirements for affordable, decent, safe, and sanitary housing. Agency
design requirements are discussed in §3560.60. The Agency acknowledges that
property maintenance is an ongoing process and will not penalize borrowers for
less than 100 percent compliance as long as it is evident that the borrower is
striving to achieve the standards listed in this paragraph. In addition, the Agency
understands that although its multifamily housing portfolio is relatively
homogeneous, no one standard is appropriate for all properties.

(i) Utilities. The housing project must have an adequate and safe water
supply, a functional and safe waste disposal system, and must be free of
hazardous waste material,

(ii) Drainage and erosion control. The housing project must have drainage
that effectively protects the housing project from water damage from
standing water and erosion. Units, basements, and crawl spaces must be
free of water seepage.

(iii) Landscaping and grounds. The housing project must be lJandscaped
attractively. Lawns, plants and shrubs must be maintained and must allow
air to windows, vents, and sills. Recreation areas must be maintained in a
safe and clean manner and trash collection areas must be adequately sized,
screened, and maintained.

(iv) Drives, parking services and walks. The housing project must have
drives, parking lots, and walks that are free of holes and deterioration.
Walks with changes in height between slabs of approximately \1/2\ inch or
greater will be considered unacceptable.

(v) Exterior signage. All signs at the housing project, including those
related to the housing project name, buildings, parking spaces, unit
numbers and other informational directions must be visible and well-kept.
Sign requirements must conform to §3560.104(d).

(vi) Fences and retaining walls. The housing project must have fence lines
that are free of trash, weeds, vines, and other vegetation. Fences must be
free of holes and damaged or loose sections. The bases of all retaining
walls must be erosion free and drainage weep holes must be cleaned out to
prevent excessive pressure behind the retaining wall.

(vii) Debris and graffiti. The housing project, inclnding common areas,
must be free of trash, litter, and debris. Public walkways, walls of
buildings and common areas must be free of raffiti.

(viii) Lighting. The housing project must have functional exterior lighting
and functional interior lighting in common areas which permits safe access
and security.

(ix) Foundation. The housing project must have a foundation that is
free of evidence of structural failure, such as uneven settlement indicated
by horizontal cracks or severe bowing of the foundation wall, Structural
members must not have evidence of rot or insect or rodent infestation,
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(x) Exterior walls and siding. The housing project must have walls that
are free from deterioration which allows elements to infiltrate the
structure, eaves, gables, and window trim that are free from deterioration,
exterior wall coverings that are intact, securely attached, and in good
condition. Brick veneers must be free of missing mortar or bricks.

(xi) Roofs, flashing, and gutters. The housing project must have gutters
and downspouts, where appropriate for climatic conditions, that are
securely attached, clean, and finished or painted properly with splash
blocks or extenders that direct water flow away from the building. The
housing project must have a roof that is free of leaks, defective covering,
curled or missing shingles and which is not sagging or buckling. Fascia
and soffits must be intact.

(xii) Windows, doors, and exterior structures. The housing project must
have screens that are free of tears, breaks and rips and windows that are
unbroken. Window thermopane seals must be unbroken and caulking on
the exterior of windows and doors must be continuous and free of cracks.
Doors must be weather tight, free of holes, and provide security with
functional locks. Porches, balconies, and exterior stairs must be free of
broken, missing, or rotting components.

(xiii) Common area accessibility. The housing project must have
accessible, designated handicapped parking spaces with handicapped
space signs properly posted. Common areas must be accessible through
walks, ramps, porches, and thresholds. The laundry room must have
accessible appliances and mailboxes must be at an accessible level.
Elevators or mechanical lifts must be functional and kept in good repair.

(xiv) Common area signage. The following must be posted ina
conspicuous place in a common area: “Justice for All” poster, HUD equal
housing opportunity poster including the Spanish version if there are
Hispanic Limited English Proficiency tenants or applicants, current
affirmative fair housing marketing plan, the tenant grievance and appeal
procedure, housing project cccupancy rules, office hours and phone
number, and emergency hours and phone number.

(xv) Flooring, If a housing project has carpeting, the carpet must be clean,
without excessive wear, and seams that are secure and stretched properly.
If the housing project has resilient flooring, the flooring must be clean,
unstained, free of tears and breaks, and seams that are secure.

(xvi) Walls, floors, and ceilings. The housing project must have walls,
floors, and ceilings that are free of holes, evidence of current water leaks,
and free of material that appears in danger of falling. The housing project
must have wallboard joints that are secure and free of cracks.

(xvii) Doors and windows. The housing project must have doors that are
free of holes, secure, unbroken and easily operable hardware, deadbolt
locks which are in place and secure, and, if doors are metal, free of rust,
The housing project must have windows which are easily operated, free of
bent blinds or tomn curtains, and window interiors must be free of evidence
of moisture damage.
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(xviii) Electrical, air conditioning and heating. The housing project must
have heating and cooling units that are free of bare wires and which are
functioning properly, including thermostats. The housing project must not
have uncovered outlets or other evident safety hazards, switches which
work improperly, or light fixtures which are broken and inoperable.

(xix) Water heaters. The housing project must have water heaters which
are operating properly, free of leaks, supply adequate hot water, and are
fitted with temperature and pressure relief valves.

(xx) Smoke alarms. The housing project must have smoke alarms which
are properly located according to local code and which operate properly.

(xx1) Emergency call system. If a housing project has an emergency call
system, the switches must be located in the bathroom and bedroom,
furnished with a pull cord, with the down position set to “ON”, and must
operate properly.

(xxii) Insect or vermin infestation. The housing project must have all
units free of visible signs of insects or rodents and must be free of signs of
insect or rodent damage.

(xxiii) Range and range hood. The housing project must have range units
in which all elements are operable, electrical connections are secure and
insulated, doors and drawers which are secure, control knobs and handles
which are in place and secure, and housing which is sound and the finish
is free of chips, damage, or signs of rust. The range hood fan and light
must be operable.

(xxiv) Refrigerator. The housing project must have refrigerators in which
the cooler and freezer are operating properly, the shelves and door
containers are secure and free of rust, door gaskets are in good condition
and functioning properly, and the housing is sound and the finish is free of
chips, damage, or signs of rust,

(xxv) Sinks. The housing project must have sinks in which the fittings
work properly and are free of leaks, plumbing connections under the
cabinet which are free of leaks, the finish is free of chips, damage, or signs
of rust, the strainer is in good condition and in place, and which are
secured to a wall, counter, or vanity top.

(xxvi) Cabinets, The housing project must have cabinets and vanities
which are secure to walls or floor and have faces, doors, and drawer fronts
that are in good condition and free of breaks and peeling. Shelving must
be in place, fastened securely, and free of warps. The housing project
must have counter tops which are secure and free of burn marks or chips,
bottoms under sinks which are free of evidence of warping, breaks, or
being water soaked. Kitchen counter, vanity tops, and back splashes must
be properly caulked.
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(xxvii) Water closets. The housing project must have the base of the water
closets at the floor properly caulked. The tanks must be free of cracks or
leaks and have a lid which fits and is in pood condition. The seats must be
secure and in good condition, and the flushing mechanisms must be in
good condition and operating properly. The stools must be free of cracks
and breaks and be securely fastened to the floor.

(xviii) Bathtub and shower stalls. The housing project must have tubs or
shower stalls which are free of cracks, breaks, and leaks, and a strainer in
good condition and in place. The housing project must have walls and
floors of the bathtubs which are properly caulked, tops and sides of
shower stalls must be properly caulked, and the finish is free of chips,
damage, or signs of rust.

(4) The Agency expects that upon discovery of a condition not in compliance with
the standards listed in this section that the borrower will remedy the situation in a
timeframe required by the Agency. The Borrower must provide documentation
and justification for any failure to meet such timeframe. Properties with
deficiencies in the process of being addressed will not be deemed to be out of
compliance unless there are so many deficiencies that it would result in a
declaration of substantial noncompliance and call into questions the viability of
the property and the effectiveness of the borrower's maintenance program.

Failure to make such corrections or repairs constitutes a non-monetary default
under §3560.452(e).

(b) Maintenance systems. Borrowers must establish the following maintenance systems

and must describe these systems in their management plan.

(1) A system for routine maintenance, including:

(i) Regular maintenance tasks that can be prescheduled or planned; and

(ii) Tasks performed on a regular basis to maintain compliance with the
standards established in paragraph (a)(3) of this section.

(2) A system for responsive maintenance including:

(i) A process for responding to requests for maintenance from tenants;

(ii) A process for responding to unexpected malfunctions of equipment or
damages to building systems such as a furnace breakdown or a water leak;
and

(i1i) A *work order’ process for managing and tracking responses to
maintenance requests and the performance of maintenance tasks.

(3) A system for preventive maintenance including;

(1) Maintenance of mechanical systems, building exteriors, elevators, and

heating and cooling systems which require specially trained personnel;
and

(if) Maintenance that supports energy-efficient operation of the housing
project.
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(4) A system for correcting deficiencies identified by periodic inspections, which
must include:

(i) A move-in inspection;
(ii) A move-out inspection; and
(iii) An annual inspection of occupied units.

(c) Capital budgeting and planning.

(1) Borrowers must develop a capital budget as part of their annual housing
project budget required under §3560.303. The capital budget must include
anticipated expenditures on the long-term capital needs of the housing project to
assure adequate maintenance and replacement of capital items.

(2) If the borrower requests an increase in the project's reserve for replacement
account, the borrower must have a capital needs assessment prepared and =~
submitted to the Agency to reflect anticipated needs of the housing project for
replacement of capital equipment and systems. The cost for preparation of a
capital needs assessment will be approved by the Agency as an eligible housing
project expense provided the capital needs assessment is reasonable in cost and
meets Agency requirements.

(3) [Reserved].

(4) As a part of the annual budget process, borrowers may request an increase in
the amount to be contributed and held in the housing project reserve account to
fund the needs identified in an Agency-approved capital needs assessment.

(5) At any time, borrowers may request and the Agency may approve
amendments to loan or grant documents to increase the amount of funds to be
contributed and held in a reserve account to cover the cost of capital
improvements based on the needs identified in an Agency approved capital needs
assessment. Borrowers must assure improvements are performed as specified in
the capital needs assessment.

§3560.104 Fair housing.

(a) General. Borrowers must comply with the requirements of the Fair Housing
Amendments Act of 1988, and this section to meet their fair housing responsibilities.

(b)Affirmative Fair Housing Marketing Plan.

(1) Borrowers with housing projects that have four or more rental units must
prepare and maintain an Affirmative Fair Housing Marketing Plan (AFHMP) as
defined in 24 CFR part 200, subpart M.

(2) Loan or grant applicants must submit an AFHMP for Agency approval prior to
loan closing or grant approval. Plans must be updated by the borrower whenever
components of the plan change.
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