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Background: The Neighborhood Stabilization Program (NSP) was created by the Housing and Economic Recovery Act (HERA) of 2008 and awarded to states and municipalities according to a formula based on factors including rates of foreclosures, subprime loans, and mortgage defaults.  The primary purpose of the Neighborhood Stabilization Program is to provide state and local governments with resources to address the neighborhood impact of the foreclosure crisis by redeveloping abandoned and foreclosed properties.

The Michigan State Housing Development Authority received an allocation of nearly $100 million in NSP funding as a result of HERA, and has allocated $32 million of that funding to rental housing programs administered within the Rental Development & Homeless Initiatives Division (RDHI).
This notice is intended to provide greater detail on the use of NSP funding within RDHI programs, outline special considerations associated with NSP funding, and solicit applications.

Program Outlook: RDHI intends to use its allocation of NSP funds primarily to provide subordinate financing to eligible multifamily development proposals seeking taxable or tax-exempt mortgage debt from the Authority.  RDHI will also consider proposals under other standing rental housing production programs, including its small-scale homeless initiatives model, and may use NSP in association with multifamily rental housing programs prompted by the American Recovery & Reinvestment Act (ARRA).  These include the 9% Equity Support Program, 9% Tax Credit Exchange Program, and Reinvestment & Innovation Program.
Any application for NSP funds to support rental housing will be subject to the most recent version of the Authority’s Direct Lending Parameters and the underwriting standards of the 2009 Qualified Allocation Plan (QAP).  

In addition to meeting standing program requirements, applicants for NSP funds from RDHI should be aware of the following eligibility requirements:

Eligible Applicants:  Applicants must be participating in a standing rental production program managed by RDHI.  In most cases, this means that an applicant must be applying for a Direct Loan from the Authority. 

Eligible Recipients: Regardless of the RDHI program used to qualify for NSP, projects must be owned by an eligible borrower under the Authority’s Act.  In most cases this will require the establishment of a Limited Dividend Housing Association.

Eligible Properties:  In order to qualify for RDHI NSP funding, a property must meet all of the following criteria:

1. Be located in an area of greatest need as defined by HUD.  This requires the development be located in a census tract with a foreclosure/abandonment risk score, as designated by HUD, of 6 or more.

2. Meet HUD’s definition of “foreclosed” or “abandoned” homes or residential property (see below).

a. Foreclosed properties must be purchased at a minimum discount of 1% below current market value measured by an appraisal that will be obtained by the Authority.

3. Result in residential housing units that are income and rent restricted at 50% area median income.

Relevant HUD Definitions:  
NSP Notice Definition: Foreclosed. A property ‘‘has been foreclosed upon’’ at the point that, under state or local law, the mortgage or tax foreclosure is complete. HUD generally will not consider a foreclosure to be complete until after the title for the property has been transferred from the former homeowner under some type of foreclosure proceeding or transfer in lieu of foreclosure, in accordance with state or local law. 

NSP Notice Definition: Abandoned: A home is abandoned when mortgage or tax foreclosure proceedings have been initiated for that property, no mortgage or tax payments have been made by the property owner for at least 90 days, AND the property has been vacant for at least 90 days.

Homes or Residential Property: HUD interprets “homes” as any type of permanent residential dwelling unit, including detached single family structures, townhouses, condominium units, multifamily rental apartments (covering the entire property), and manufactured homes where treated under state law as real estate (not as personal property).   “Residential properties” includes all of the above plus vacant land that is currently designated for residential use, e.g. through zoning. 

Form of Assistance: RDHI NSP will be provided to a development in the form of a mortgage loan, typically subordinate only to an amortizing permanent mortgage.  Loan terms, as outlined in the Direct Lending Parameters, will include a 50 year term, 3% simple interest, and payment from 25% of surplus cash available for distribution.  Associated documents may include, but may not be limited to, a regulatory agreement, a mortgage, and personal and/or corporate guarantees from the sponsor and/or underlying individual owners of the ownership entity.  

Cross Cutting Federal Requirements: NSP is subject to cross-cutting federal requirements including Davis Bacon & Related Acts (for projects containing more than 8 units), the Uniform Relocation Act, Federal Fair Housing requirements including Section 504, and the National Environmental Policy Act.  

Applicability of Direct Lending Parameters and 2009 QAP: Applicants seeking RDHI NSP funding will be subject to the requirements, underwriting standards, and parameters of both the 2009 Qualified Allocation Plan and the Authority’s Direct Lending Parameters.  The Priority Selection Process in Section VII of the Direct Lending Parameters applies to NSP and provides certain preferences for NSP eligible projects.  

Sponsors should review the Direct Lending Parameters for additional detail on the income and rent restrictions associated with NSP funding.

� Up to $7 million in NSP may be available to projects that either redevelop vacant structures or previously developed vacant land in NSP eligible census tracts.  The Authority expects to use these funds within the Direct Lending program, awarded to projects via the Priority Selection Process and generally provided to projects that have previously applied for subordinate funding.  As such, we do not anticipate accepting new applications specifically for this portion of the RDHI NSP funding.





