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(vii) Housing project funds may not
be pledged as collateral for debts with-
out Agency approval. If such a need
arises for an eligible program purpose,
the borrower must obtain prior Agency
approval.

(6) Tenant security deposit accounts
or membership fee accounts and patron
capital accounts must be maintained in
a separate account in trust for the ten-
ants or members and handled in a man-
ner consistent with state and local
laws.

(d) Documentation of separate account-
ability. Housing project funds may be
combined in one or more bank ac-
counts for two or more housing
projects as long as the borrower’s ac-
counting system segregates and tracks
funds for each project separately.

(1) When borrowers request Agency
approval of an accounting system that
combines funds from two or more hous-
ing projects, they must demonstrate to
the Agency that the accounting sys-
tems are structured to segregate and
maintain separate accountability for
each housing project. Such demonstra-
tion must include a statement issued
by a Certified Public Accountant (CPA)
stating that the accounting system is
structured to meet this principle of
separate accountability.

(2) The accounting system and man-
agement plan must document the
method for prorating revenue and ex-
penses that are not clearly identifiable
as being associated with a particular
housing project.

(3) Funds for housing projects man-
aged by the same management com-
pany must not be co-mingled.

(e) Records. (1) Borrowers must retain
all housing project financial records,
books, and supporting material for at
least three years after the issuance of
the engagement and financial reports.
Upon request, these materials will im-
mediately be made available to the
Agency, its representatives, the USDA
Office of the Inspector General (OIG),
or the General Accountability Office
(GAO).

(2) Borrower accounts and records
will be kept or made available in a lo-
cation with reasonable access for in-
spection, review, and copying by the
Agency, other authorized representa-
tives of the USDA, OIG, or GAO.
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(3) Automated records may be used if
they meet the conditions of paragraph
() of this section.

(f) Forms generated by automated sys-
tems. (1) The forms and formats ap-
proved for use by borrowers may be
prepared on automated systems when
they meet the requirements of this
paragraph.

(2) Forms may be automated if they
meet the following requirements:

(i) The identical wording and nomen-
clature of an official form must be in-
cluded in the automated version of the
form, including the Office of Manage-
ment and Budget (OMB) approval nhum-
ber.

(ii) The logic or mathematical cal-
culation of an official form must be the
same in an automated version of the
form.

(iii) The name or logo of the source of
the automated form must be visible on
each output of the automated form.

(iv) Output size must be 8% x 11
inches.

(v) Nominal spacing adjustment and
colored paper are allowed.

(g) Farm Labor Housing. Borrowers
with on-farm labor housing units will
be considered in compliance with this
section by virtue of completing the
record keeping and reporting require-
ments outlined in subpart M of this
part.

§3560.303 Housing project budgets.

(a) General requirements. (1) Using an
Agency-approved format, borrowers
must submit to the Agency for ap-
proval a proposed annual housing
project budget prior to the start of the
housing project’s fiscal year. The cap-
ital budget section of the annual
project budget must include antici-
pated expenditures on the project’s
long-term capital needs as specified in
§3560.103(c).

(2) Budget projections regarding in-
come, expenses, vacancies, and contin-
gencies must be realistic given the
housing project’s history, current cir-
cumstances, and market conditions.

(3) Borrowers must document that
the operating expenses included in the
budget accurately reflect reasonable
and necessary costs to operate the
housing project in a manner consistent
with the objectives of the loan and in
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accordance with the applicable Agency
requirements.

(4) Borrower must submit supporting
documentation to justify housing
project utility allowances.

(5) Upon Agency request, borrowers
must submit any additional docu-
mentation necessary to establish that
applicable Agency requirements have
been met.

(b) Allowable and unallowable project
expenses. Expenses charged to project
operations, whether for management
agent services or other expenses, must
be reasonable, typical, necessary and
show a clear benefit to the residents of
the property. Services and expenses
charged to the property must show
value added and be for authorized pur-
poses.

(1) Allowable expenses. Allowable ex-
penses include those expenses that are
directly attributable to housing project
operations and are necessary to carry
out successful operations.

(i) Housing project expenses must not
duplicate expenses included in the
management fee as defined in
§3560.102(i).

(ii) Actual costs for direct personnel
costs of permanent and part-time staff
assigned directly to the project site.
This includes managers, maintenance
staff, and temporary help including
their:

(A) Gross salary;

(B) Employer FICA contribution;

(C) Federal unemployment tax;

(D) State unemployment tax;

(E) Workers compensation insurance;

(F) Health insurance premiums;

(G) Cost of fidelity or comparable in-
surance;

(H) Leasing, performance
or annual bonuses;

(1) Direct costs of travel to off-site
locations by on-site staff for property
business or training; and/or

(J) Retirement benefits.

(iii) Legal fees directly related to the
operation and management of the prop-
erty including tenant lease enforce-
ment actions, property tax appeals and
suits, and the preparation of all legal
documents.

(iv) All outside account and auditing
fees, if required by the Agency, directly
related to the preparation of the an-
nual audit, partnership tax returns and

incentive
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401-K’s, as well as other outside reports
and year-end reports to the Agency, or
other governmental agency.

(v) All repair and maintenance costs
for the project including:

(A) Maintenance staffing costs and
related expenses.

(B) Maintenance supplies.

(C) Contract repairs to the projects
(e.g., heating and air conditioning,
painting, roofing).

(D) Make ready expenses including
painting and repairs, flooring replace-
ment and appliance replacement as
well as drapery or mini-blind replace-
ment. (Turnover maintenance).

(E) Preventive maintenance expenses
including occupied unit repairs and
maintenance as well as common area
systems repairs and maintenance.

(F) Snow removal.

(G) Elevator repairs and maintenance
contracts.

(H) Section 504 and other Fair Hous-
ing compliance modifications and
maintenance.

(I) Landscaping maintenance, re-
placements, and seasonal plantings.

(J) Pest control services.

(K) Other related maintenance ex-
penses.

(vi) All operational costs related to
the project including:

(A) The costs of obtaining and receiv-
ing credit reports, police reports, and
other checks related to tenant selec-
tion criteria for prospective residents.

(B) The cost of duplicating forms for
those properties not owning a copier.
This will include the costs of producing
or purchasing forms and mailing or de-
livering those forms to the project site.

(C) All bank charges related to the
property including purchases of sup-
plies (e.g., checks, deposit slips, re-
turned check fees, service fees).

(D) Costs of site-based telephone in-
cluding initial installation, basic serv-
ices, directory listings, and long-dis-
tances charges.

(E) All advertising costs related spe-
cifically to the operations of that
project. This can include advertising
for applicants or employees in news-
papers, newsletters, radio, cable TV,
and telephone books.

(F) Postage and delivery costs from
the site including expenses to the
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Agency or other governmental agen-
cies, tenants, verifying third parties,
central management offices, etc.

(G) Partnership or corporate business
expenses including state taxes and
other mandated state or local fees as
well as other relevant expenses re-
quired for operation of the property by
a third-party governmental unit. Costs
of continuation financing statements
and site license and permit costs.

(H) Expenses related to site utilities
including actual costs and surcharges
as well as deposits and expense of util-
ity bonds in lieu of bonds.

() Site office furniture and equip-
ment including site based computer
and copiers. Service agreements and
warranties for copiers, telephone sys-
tems and computers are also included
(if approved by the Agency).

(J) Real estate taxes (personal tan-
gible property and real property taxes)
and expenses related to controlling or
reducing taxes.

(K) All costs of insurance including
property liability and casualty as well
as fidelity or crime and dishonesty cov-
erage for on-site employees and the
owners.

(L) Costs of collecting rents on-site
including bookkeeping supplies and
recordkeeping items.

(M) Costs of preparing and maintain-
ing tenant files and processing tenant
certifications including all office sup-
plies, copies and other associated ex-
penses.

(N) Public relations expense relative
to maintaining positive relationships
between the local community and the
tenants with the management staff and
the borrowers. Chamber of Commerce
dues, contributions to local charity
events, and sponsorship of tenant ac-
tivities, are examples.

(0) Tax Credit Compliance Moni-
toring Fees imposed by HFAs.

(P) AIl insurance deductibles as well
as adjuster expenses.

(Q) Professional service contracts
(audits and compilations, tax returns,
energy audits, utility allowances, ar-
chitectural, construction, rehabilita-
tion and inspection contracts, etc.)

(R) On-site training pre-approved by
the Agency provided by outside train-
ing vendors.
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(S) Site manager salary for addi-
tional hours associated with con-
gregate housing.

(vii) With prior Agency approval, co-
operatives and nonprofit organizations
may use housing project funds to pay
asset management expenses directly
attributable to ownership responsibil-
ities. Such expenses may include:

(A) Errors and omissions insurance
policy for the Board of Directors.

(B) Board of Director review and ap-
proval of proposed Agency’s annual op-
erating budgets, including proposed re-
pair and replacement outlays and ac-
cruals.

(C) Board of Director review and ap-
proval of capital expenditures, finan-
cial statements, and consideration of
any management comments noted.

(D) Long-term asset management re-
views.

(2) Unallowable expenses. Housing
project funds may not be used for any
of the following:

(i) Equity skimming as defined in 42
U.S.C. 543 (a).

(ii) Purposes unrelated to the hous-
ing project.

(iii) Reimbursement of inaccurate or
false claims.

(iv) Settlement agreements, court or-
dered decrees, legal fees, or other costs
that result from the filing of civil
rights complaints or legal action alleg-
ing the borrower, or a representative of
the borrower, has committed a civil
rights violation.

(v) Fines, penalties, and legal fees
where the borrower or a borrower’s rep-
resentative has been found guilty of
violating laws, including, but not lim-
ited to, civil rights, and building codes.

(vi) Association dues to be paid by
the project should be related to train-
ing for site managers or management
agents. To the extent that association
dues can document training for site
managers or management agents re-
lated to project activities by actual
cost or pro-ration, a reasonable ex-
pense may be billed to the project.

(vii) Pay for bonuses or monetary
performance awards to site managers
or management agents that are not
clearly provided for by the site man-
ager salary contract.

(viii) Billing for parties that are
large or unreasonable, such as renting
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expensive party halls or hotel rooms
and payment for alcoholic beverages or
gifts to management agent staff.

(ix) Billing for practices that are in-
efficient such as routine use of collect
calls from a site manager to a manage-
ment agent office.

(c) Priorities. The priority order of
planned and actual budget expendi-
tures will be:

(1) Senior position lienholder, if any;

(2) Operating and maintenance ex-
penses, including taxes and insurance;

(3) Agency debt payments;

(4) Reserve account requirements;

(5) Other authorized expenditures;
and

(6) Return on owner investment.

(d) Agency review and approval. (1)
The Agency will only approve housing
project budgets that meet the require-
ments of paragraphs (a), (b) and (c) of
this section.

(2) If no rent change is requested,
borrowers must submit budget docu-
ments for Agency approval 60 calendar
days prior to the start of the housing
project’s fiscal year. The Agency will
notify borrowers if the budget submis-
sion does not meet the requirements of
paragraphs (a), (b), and (c) of this sec-
tion. The borrower will have 10 days to
submit the additional material.

(3) If a rent change is requested, the
borrower must submit budget docu-
ments to the Agency and notify ten-
ants of the requested rent change at
least 90 calendar days prior to the start
of the housing project’s fiscal year.

(i) The Agency will notify borrowers
if the budget submission does not meet
the requirements of paragraphs (a), (b),
and (c) of this section, or if the rent
and utility allowance request has been
denied in accordance with §3560.205(f).
The borrower will have 10 days to sub-
mit the additional material to address
any issues raised by the Agency.

(ii) The rent change is not approved
until the Agency issues a written ap-
proval. If there is no response from the
Agency within the 30-day period, the
rent change is considered automatic.
The following budgets are not eligible
for automatic approval:

(A) Budgets with
above $25 per unit; and

rent increases
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(B) Budgets that are submitted late
or that miss other deadlines set by the
Agency.

(4) If the Agency denies the budget
approval, the Agency will notify the
borrower in writing.

(5) If budget approval is denied, the
borrower shall continue to operate the
housing project on the basis of the
most recently approved budget.

§3560.304 Initial operating capital.

(a) Purpose. To provide a source of
capital for start-up costs, such as the
purchase of equipment, and paying op-
erating, maintenance, and debt service
expenses. Borrowers are required to
make an initial operating capital con-
tribution to the general operating ac-
count as described in §3560.64.

(b) Authorized uses of initial operating
capital. Initial operating capital may
be used only to pay for approved budg-
eted expenses.

(c) Withdrawal of initial operating cap-
ital. Initial operating capital funds may
be withdrawn by a borrower if:

(1) The initial operating capital was
provided from the borrower’s own
funds;

(2) The borrower requests the with-
drawal after the second year of housing
project operations and prior to the 7th
year of operations;

(3) The housing project has had a 90
percent occupancy rate for a period of
12 months prior to the withdrawal re-
quest;

(4) The withdrawal will not affect the
financial viability of the housing
project;

(5) Contributions to the reserve ac-
count are at authorized levels;

(6) The withdrawal request will not
result in rent increases; and

(7) There are no outstanding defi-
ciencies in management’s physical
maintenance of the housing project.

§3560.305 Return on investment.

(a) Borrower’s return on investment.
Borrowers may receive a return on
their investment (ROI) in accordance
with the terms of their loan agreement
and the following:

(1) If there is a positive net cash flow
in housing project operations, the ROI
may be taken by the borrower after the
housing project’s fiscal year, provided
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