
VERMONT HOUSING FINANCE AGENCY

UNDERWRITING GUIDELINES - Comments for AAHSA/NCBDC Training

	Types of Projects to be Financed
	Types of projects that an HFA can finance are generally spelled out in their authorizing statute. Tax-exempt private activity bonds and 501(c)3 charitable bonds have specific eligibility requirements.



	Affordability/

Income Targeting
	The income restriction of projects that an HFA can finance are generally spelled out in their authorizing statute or agency rules. LIHTC allocation and/or bond requirements may dictate additional or different affordability requirements.



	Loan to Value (LTV)
	The relationship between the amount of a mortgage loan and the value of the real estate (and/or business value) securing it.

For example a project with an $800,000 loan, which is worth $1,000,000, has an 80% loan to value ratio (LTV).



	Term
	Generally based on the source of funds and financial needs of project. Typically 25 to 30 years. Some HFA’s will go 40 years; Rural Development can go to 50. Some loans will have longer amortization schedules with a balloon payment of the principal at a shorter term.



	Interest Rate
	As determined by the HFA policy on rates and fees. Rates are generally set with a spread over the agencies cost of capital. MF private activity bonds are limited to 150 basis point spread.



	Debt Coverage Ratio (DCR)
	The ratio between net operating income (NOI) and the debt service on the projects loans. [ NOI divided by debt service payments = DCR] The higher the ratio, the lower the risk to the lender. [NOI is the balance of cash remaining after deducting the operating expenses of a property from the gross income generated by the property.]



	Property Analysis
	Appraisal of the current and as built property value, as well as a Level I Environmental Assessment, including lead and asbestos abatement costs where necessary. For most federal funds an archeological and historic preservation review will be required.



	Market Study
	The analysis of the present and future market demand for a particular project on a specific site. Should include current and future competition. Most agencies require an independent party to do the analysis.



	Development Budget
	Line item sources and uses proforma based on construction cost estimating from project plans, comparables, previous experience and industry benchmarks.



	Building Plans & Specifications
	Generally a lender will require a staff or outside review. Existing projects should address the results of a capital needs assessment.



	Management Capability 
	A proposed management plan and profile of the proposed management agent.



	Operating Budget 
	Operating income and expenses for the first year. Most agencies require trended cash flow projections for the term of loan.



	Income and Expense Projections 
	The annual revenue and expense increase assumptions used to trend income and expenses.

	Vacancy Rate Projection
	The annualized rate of vacancy (and income loss) based on comparable experience. A market study may require a higher rate based on competition and locality.



	Replacement Reserve Account
	Cash funding for future capital repairs and replacement of items such items as furniture, carpeting and carpeting; funded on a regular budgeted basis. [Some organizations do this through funded depreciation, but accounting standards may not match the true future capital needs of a project.]



	Working Capital
	Amount determined at permanent closing to cover unanticipated cash shortfalls. Can be a combination of cash and other forms of security. Released after some predetermined period of sustained breakeven operation.



	Deficit Escrow
	Amount determined at permanent closing to cover expenses during rent-up period; Released after a predetermined period of sustained breakeven operation.



	Minimum Equity
	There may be statutory requirements, which are usually limited. This will be different than what may be required for underwriting or bond rating requirements.



	Regulatory Agreement
	A governing document required by the HFA that can include rent limits, operating account requirements, replacement reserve, working capital, tenant income monitoring, HFA rights in case of default, distribution of excess income, and other special conditions.
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