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Re:
 Using HOME Owner-Occupied Rehabilitation Funds for Reconstruction Activities
This memo discusses HOME requirements for jurisdictions wishing to use HOME Owner-Occupied Rehabilitation (OOR) funds for reconstruction activities. Under the HOME Final Rule “reconstruction” means the rebuilding, on the same lot, of housing standing on a site at the time of project commitment, where the land is owned by the homeowner, subject to these limitations:

· The number of housing units may not be decreased or increased

· However, the number of rooms may be decreased or increased

· The cost of reconstructing or replacing a particular unit (including all costs such as demolition, site work, environmental remediation, and temporary relocation costs) must be less than the cost of rehabilitation. 
· Specific rules apply when reconstructing mobile homes or manufactured housing (see chart below). 

Advance State approval is required before committing to a reconstruction activity. The remainder of this memo discusses this approval process. 
Cost Analysis for Reconstruction Projects

The attached Test for Reconstruction form must be completed by the jurisdiction and submitted to HCD for approval. The questions must be answered by the jurisdiction to determine whether the costs for reconstruction of a particular unit will be less than rehabilitation.  Back-up documentation, including cost estimates, must be provided where noted. 
Cost estimates must itemize any costs, paid for with HOME or non-HOME funds that are being charged to the project including but not limited to:
· demolition

· site work
· rehabilitation or reconstruction hard costs

· relocation expenses
· Lead-Based Paint abatement
· environmental remediation

· on-site and off-site improvements

For rehabilitation costs, the jurisdiction may include up to 15% of total construction costs (excluding relocation) for contingency costs to be included in the hard costs calculations. 
Increase in Bedroom, Bathroom, or Square Footage
Along with the required justification noted in the Test for Reconstruction form, the jurisdiction must show these increases in both the rehabilitation cost estimate and the reconstruction cost estimate. If the justification’s request for the increase in the bedroom/bathroom size is not approved, the jurisdiction may be required to submit a revised Test for Reconstruction that excludes those costs. 
NEPA Compliance

Since the Test for Reconstruction must be approved before the HOME activity can be determined (rehab versus reconstruction) it would be premature to make any findings related to NEPA. 

Therefore, State Recipients should start the NEPA process after the Test for Reconstruction has been reviewed by your HOME Representative. If the conclusion is that the project is a rehabilitation project, the NEPA process could be different than if the conclusion is that the project is a reconstruction project.

If reconstruction is approved and the Statutory Worksheet is the appropriate level of review, and any items are marked as “B” on the Statutory Worksheet, public noticing procedures and submittal of the associated documentation under NEPA are required; all “B” items will require remediation as part of the reconstruction. See “Using the Statutory Worksheet” in Chapter V of the HOME Contract Management Manual for more information.  Note: if any items are marked “B”, a State executed “Authority to Use Grant Funds” is required prior to committing federal funds to the project. 
Additionally, NEPA requires that an Environmental Assessment (EA) be completed when a project (single-family home) has an increase in the footprint and the project is located in a floodplain or wetlands. Note: two-story construction is OK as a way to increase the square footage or number of bedrooms provided there is no increase in the footprint. 
Finally, regardless of whether you have done an area wide 8 step or a project 8 step on the subject property, remediation is required.  Remediation may be raising the home above the flood plain level or purchasing flood insurance. 
Additional Requirements:

203 (b) and 221(d)(3) limits

If the cost of reconstruction is less than the cost of rehabilitation, and your HOME Rep approves the project, the jurisdiction must then document the following:

a. The After-Rehabilitation Value of the proposed dwelling does not exceed the jurisdiction’s 203(b) limit. This must be done by a California licensed appraiser who will use the new building plans to value the project, after reconstruction; and

b. The amount of HOME funds expended on that unit does not exceed that unit’s 221(d)(3) limit. Note: additional, non-HOME funds can be used to meet any costs above this limit. 
Go to the HOME Website or contact your HOME Representative for the most current 203(b) and 221(d)(3) limits.  
http://www.hcd.ca.gov/fa/home/
Loan to Value Limit
The file must contain documentation showing that the completed project does not violate the loan to value limits stated in the jurisdiction’s Owner-Occupied Rehabilitation guidelines. 
Manufactured Housing
Replacing a manufactured housing unit with a site built unit is considered a homebuyer activity, even if the applicant/beneficiary owns the lot and existing manufactured unit. HUD identifies the activity as OOR when replacing like units of housing with like units. The identifying characteristic is site-built or non site-built. The following chart will show you what activity a particular project is classified as based on what is being replaced and what it is being replaced with:

	Current Unit
	Replacement Unit
	Eligible OOR
	Eligible FTHB
	Eligible HOME Activity?

	5th Wheel or Recreational Vehicle
	5th Wheel or Recreational Vehicle
	No
	No
	NO—not a housing unit

	5th Wheel or Recreational Vehicle
	Manufactured Housing, or Site-Built Home
	No
	Yes
	Yes

	Manufactured Housing
	Manufactured Housing
	Yes
	No
	Yes

	Manufactured Housing
	Site-Built Home or Modular Home
	No
	Yes
	Yes

	Site-Built Home 
	Site-Built Home or Modular Home
	Yes
	Yes
	Yes

	Site-Built Home
	Manufactured Housing
	Yes
	Yes
	Yes


Pre-1976 Mobile Homes
For mobile homes with construction dates prior to 1976 (when Congress adopted legislation using the term "manufactured home") the jurisdiction may, with their HOME Representative approval, create a cost estimate for each substandard work item thereby saving time on future projects. These established cost estimates must be maintained at the jurisdiction for monitoring purposes.  
NOTE:  You must submit your Test for Reconstruction form, all necessary documents the form requires, and your completed Statutory Worksheet to your HOME Rep for approval before committing HOME funds to the project. 

Once a jurisdiction has shown to the state HOME Program that they can successfully manage reconstruction projects, the jurisdiction will receive, in writing, a waiver from the Program Manager, allowing them to longer submit documentation for pre-approval. All future reconstruction projects for that jurisdiction will be reviewed during the contract monitoring process. 
Contact your HOME Representative with any questions regarding this Management Memo.
� Recreational vehicles or “fifth wheels” do not qualify as “manufactured housing” for purposes of reconstruction because these units are generally not considered to be permanent housing. If a jurisdiction wishes to replace a recreational vehicle with some type of housing, this might be eligible under HOME as either a first-time homebuyer (FTHB) or rental new construction activity. However, this is not eligible as an OOR/Reconstruction activity.
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