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	RE:
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The Neighborhood Stabilization Program (NSP) was established for the purpose of stabilizing communities that have suffered from foreclosures and abandonment. First established last year, NSP1 was authorized under Division B, Title III of the Housing and Economic Recovery Act (HERA) of 2008, and provides grants to all states and selected local governments on a formula basis. Under NSP2, which was funded by the American Recovery and Reinvestment Act (ARRA) of 2009, HUD has $1.93 billion to allocate on a competitive basis to states, local governments, and non profit organizations. The program objectives and eligible uses did not change under ARRA, but the allocation process and some regulations on the funds have changed
. 

The following memorandum provides a summary of the information provided in the Notice of allocations, application procedures, and requirements released on May 4; the document in its entirety can be found at http://www.hud.gov/recovery/nsp2-nofa.pdf.

I.
Eligibility 

State governments, units of general local government, nonprofit entities, and consortium of state governments, local governments or nonprofits are all eligible applicants; for-profits may also apply as part of a consortium. There are specific requirements for the different types of eligible applicants:

All Applicants

· No entity can be the lead on more than one NSP2 application.

· No entity is permitted to be an applicant under more than one proposal for a particular target area.

· Organizational capacity: applicants must indicate that they will be able to expend the NSP2 funds in the required timeframe and prove that they have successfully carried out and completed NSP2-like activities for at least 75 units of housing in the last 24 months. 

Nonprofit Applicants

· Must provide evidence of nonprofit status. The evidence can be an IRS ruling, 501 (c) status, or similar documentation (e.g., letter for state attorney general, etc.)

· HUD includes governmental entities (e.g., states, housing authorities, local governments, Indian tribes, etc.) under the definition of nonprofits, defining them as public nonprofits.

For-Profit Applicants

· For-profits cannot submit an independent application; they must be part of a consortium.

· A firm letter of commitment from each for-profit is required and must be included in the application.

· Before funds are given to a for-profit member of a consortium, a cost analysis must be conducted.

Consortium Applicants

· One organization must be the lead. The lead submits the application, executes the grant agreement with HUD, and is responsible for compliance.

· The application for a consortium must reflect the programs of the individual members as a single integrated program. Descriptions of individual programs within the larger program will not be scored separately.

· Individual descriptions of the members of the consortium are permitted in the section of the application responding to Factor 2.

II.
Project Design

Project Parameters

HUD has established a $5 million minimum for successful applications.  Projects must have the effect of returning a minimum of 100 abandoned or foreclosed homes back to the market, or mitigating the negative effect of a similar number of homes.

Competition Design

ARRA directs HUD to narrow the field of qualified geographies based on need using the NSP Need Calculation Tool, which is available at www.huduser.org/nspgis/nsp.html.  Census tracts will be judged on 2 indexes: foreclosures, and foreclosures plus vacancies.  The total targeted area must score at least an 18 (out of 20) on one or both indexes.  The targeted areas need not be contiguous.

Timeline

Applications must be received via paper submission to the Robert C. Weaver HUD Headquarters building by 5:00 PM on July 17, 2009.  See NSP2 NOFA for details.

Proposals must be designed such that the grantee expends at least 50% of its award within two years and 100% of its award within three years of the date the award is made.
III.
Competitive Factors

All technically complete applications that also meet required thresholds will be scored based on 6 factors, receiving a score between 0-150 points. Projects must receive at least 115 points to be considered fundable; HUD will select projects from this pool of applications.  Funding will be provided in order of ranking by score, although HUD may choose to fund less than the total requested in an application. In addition to the 6 factors, an applicant’s past performance managing funds will also be considered when scoring the application.

Factor 1: Need/Extent of the Problem (40 pts)

· Target geography identified by census tract with HUD stabilization index scores, as well as description of the nature and need of the area. (10 pts. - also a required threshold)

· Market Condition, including the market's ability to absorb abandoned and foreclosed property in the target area, as well as a narrative description on the character of the area (income, housing cost burden, cause of problem). (30 pts.)

Factor 2: Demonstrated Capacity of Applicant and Relevant Organizational Staff (40 pts)

· Past Experience - Recent experience, in the past 24 months, of managing neighborhood stabilization activities. (30 pts.)

· Management Structure (10 pts) – Description, organizational chart, as well as two references for recent similar work. (10 pts.)

Factor 3: Soundness of Approach (45 pts)

· Proposed Activities – Overall neighborhood stabilization program, along with each proposed activity (including funding level and responsible party), and how they will help the housing market, including related non-NSP funded activities.  (15 pts.)

· Project Completion Schedule, including milestones and metrics for each activity. (5 pts.) 

· Description of how you will meet the "deep" income targeting for 120% and 50% AMI. (5 pts).

· Continued affordability maintenance plan for units aimed at those with incomes under 120% AMI and under 50% AMI. (5 pts.) 

· Consultation, outreach, and communications with local organizations, qualified buyers, and the community in the target area. (5 pts.) 

· Performance and Monitoring, including internal audit system. (10 pts.) 

Factor 4: Leveraging Other Funds or Removal of Substantial Negative Effects (10 pts) 

· Quantitative measures of other funds leveraged or removal of destabilizing influences. Those applications in the top third for this factor will receive 10 points, those in the second-third will receive 5 points, and those in the bottom third will receive no points.

· Other Funds from a state, local, private nonprofit, or private for-profit source and are firmly committed to NSP2 activities. For funds to count, they must be non-federal, non-NSP and non-CDBG. (Note: sweat equity, volunteer labor, and mortgages resulting from down payment assistance do not count as leveraged funds.)

· Removal of Substantial Negative Effects - HUD provides a formula to quantify the impact targeting more than 25 vacancies; the formula looks at the percentage of properties that will be rehabilitated or demolished in a target area.

Factor 5: Energy Efficiency Improvement and Sustainable Development (10 pts) 

· Transit accessibility. (4 pts) 

· Green building standards - New construction and gut rehabilitation will be required to exceed Energy Star for New Homes or other green standards and that moderate rehabilitation will purchase only Energy Star products. (3 pts.)

· Reuse of cleared sites, including community gardens, pocket parks, etc. (1 pt.) 

· Deconstruction materials to be salvaged and reused. (1 pt.) 

· Other sustainable development practices to be incorporated into NSP activities.  (1 pt.) 

Factor 6: Neighborhood Transformation and Economic Opportunity (5 pts) 

· Certification that NSP2 activities are consistent with and related to an established comprehensive, regional or multi-jurisdictional plan that address transportation, economic revitalization, sustainable development or a related topic.
IV.
Programmatic Changes

Generally, activities that are eligible for inclusion in the NSP2 proposals are the same as those eligible under NSP1.  However, ARRA did make several changes to NSP1 eligible uses as follows:

· Land bank is redefined to include operational costs and is expanded to included residential properties, not just foreclosed homes. 

· Limits redevelopment of vacant or demolished property only as housing. 

· Demolition of public housing is prohibited.

Below is a summary of key regulatory changes to the NSP2 program that may be of significance to most NSP recipients.  To see the complete list of changes, please review the NOFA.

· CDBG Program Income Rules – ARRA repealed the program income section of HERA  As a result, regular CDBG rules governing program income will apply to NSP 2.  Revenue (i.e. gross income) received by an NSP recipient or subrecipient that is directly generated from NSP2 activities constitutes program income.  Substantially all program income must be disbursed for NSP2 eligible activities before additional cash withdrawals can be made.

· Mandatory Green Rehabilitation Standards - All gut rehabilitation of residential buildings up to three stories must be designed to meet the standards for Energy Star Qualified New Homes. All gut rehabilitation of mid- or high-rise multifamily housing must be designed to meet American Society of Heating, Refrigerating, and Air‑ Conditioning Engineers (ASHRAE) Standards. Other rehabilitation must meet these standards to the extent applicable to the rehabilitation work. Water-efficient fixtures must be installed. Recipients that will require NSP2 homes to achieve an established environmental or energy efficiency standard, such as Green Communities, do not need to provide the entire standard in detail, but must provide HUD enough information to locate and reference the standard.

· Requirement that all loans adhere to sound lending practices: The recipient must ensure that homebuyers obtain mortgages from lenders that agree to comply with the bank regulators' guidance for non-traditional mortgages (guidance available through FDIC: http://www.fdic.goviregulations/lawskules/5000-5160.html). HUD cautions recipients against permitting homebuyers to obtain subprime mortgages.

· Waiver for non-HUD approved counselors: If there are no HUD-approved housing counseling agencies in the recipient's jurisdiction, or there is other good cause as to why a recipient cannot meet the HUD-approved counseling requirement, the recipient may submit a request to its HUD field office for an exception to this requirement.

· Prohibition to refuse to lease to Section 8 voucher-holders: Recipients may not refuse to lease a unit to a participant under Section 8 because of the status of the prospective tenant.

· Tenant Protections: Recipients must adhere to several provisions to protect rental tenants in properties whose landlords have been foreclosed upon. This includes the requirement that tenants with bona fide leases, signed before foreclosure, be permitted to remain in the unit until the end of the term of the lease, and that tenants without leases be granted a 90-day notice to vacate.

· One to One Replacement: Recipients are not required to follow one-to-one requirements for demolished housing units.  Instead, recipients must identify how many units will be demolished or converted, how many will be produced, and how many dwelling units will be made available for households at 50% AMI.
· Data and reporting: Recipients must submit quarterly performance reports for the entire 3-year expenditure period. In addition, recipients must submit monthly reports on NSP obligations and expenditures until the reported total expenditures are equal to or greater then half the total NSP2 grant. Monthly reports will also have to be submitted from the 33rd to the 36th month, or until the entire NSP2 grant has been expended.

· Wage rate requirement: Under Section 1606 of the Recovery Act, contractors and subcontractors hired with Recovery Act funds are required to pay prevailing wages to laborers and mechanics in compliance with the Davis-Bacon Act.

· Citizen comment period: HUD is requiring a minimum time for citizen comments of 10 days. Application materials relating to target geography and proposed uses of funds must be posted on the applicant's official website as the materials are developed, published, submitted to HUD, and approved by HUD. Despite the competition process, applicants are still responsible for ensuring that all citizens have equal access to information about the programs.

· Limitations: The share of the award that an applicant may propose to use for demolition activities is limited to 10%, unless the Secretary deems a greater share to be an appropriate response to the local market. Applicants may reserve 10% of the award for administrative expenses as under NSP1.


V.
Additional Information

HUD has posted a Frequently Asked Questions section on the website.  We are also happy to answer questions, or you may email nsp2_help@hud.gov for information and technical assistance.
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� There is also a $50 million NSP2 technical assistance grants competition currently underway; that program will not be covered in this memo.
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