9/28/2010

OPERATING RESERVE POLICY
KENTUCKY HOUSING CORPORATION (KHC) – MULTIFAMILY PROJECTS
The following general requirements apply to all operating reserve accounts that are either held by KHC or require KHC’s approval for disbursement.
· The requirements contained in the applicable project specific documents must be followed if they are more restrictive than this policy. 

· It is the mortgager’s responsibility for all necessary approvals outside of KHC.  If the mortgager is required to receive approval from outside KHC to make the draw, this must be accomplished before submitting the draw to KHC.  
· The request(s) for withdrawal may be made no more than monthly unless otherwise specified in the projects agreements. 
· When a project requests a draw, it will automatically be placed on KHC’s watch list.  If they are not already submitting the monthly financial and occupancy report, they must do so by the 20th of the following month.  Projects will remain on the watch list until informed they have been removed.  Please see the Asset Management page of KHC’s website for instructions on completing the monthly financial and occupancy report.  
· Operating reserve accounts that fall below the minimum dollar amount must be replenished out of project cash flows when they exist. 

· KHC reserves the right to perform inspections of the property and/or records before approving a draw.
· All draws must include amounts currently owed to KHC.  In addition, it must also include the next scheduled payment to KHC if the projects ability to make that payment is in question.  
· Mortgagor shall make all requests online at www.kyhousing.org  The specific requirements of the request depend on the type of draw and account, as follows:
a) In cases where KHC is not holding the reserve account but KHC’s approval is required for dispersal:  Normally, the only form that needs to be submitted is the online Operating Reserve Request Form.  However, KHC reserves the right to ask for additional information.  If the draw is approved, KHC will email the approval to the email address listed on the request form.
b) In cases where KHC is holding the reserve account but the balance is above the minimum and the draw will not result in the account going below the minimum balance:
Each draw request shall submit the following (KHC reserves the right to ask for additional information):

(1) Operating Reserve Request Form (form available online)

(2) Minimum Balance Certification (form available online)
(3) Reserve Funds Authorized Signature Form.  Only required if KHC does not have one on file or if there has been a change. (form available online)

c) In cases where KHC is holding the reserve account and the balance is below the minimum or the draw will result in the account going below the minimum balance:  
i) Each draw request shall submit the following:

(1) Operating Reserve Request Form (form available online)
(2) Operating Reserve Draw Management Certification (form available online)
(3) A copy of all invoices listed on the Operating Reserve Draw Mangement Certification.

(4) Operating Reserve Mortgage Payment Coverage Ratio (MPCR) Calculation (form available online)
(5) Current Balance Sheet

(6) Current List of Aged Payables

(7) Reserve Funds Authorized Signature Form.  Only required if KHC does not have one on file or if there has been a change. (form available online)
ii) Each Draw will also have the following restrictions/requirements:

(1) In order for a draw to be considered, the project must owe more in accounts payable and mortgage payments than it has in unrestricted cash and liquid assets. 

(2) The draw amount should be enough to stabilize the project, but not more than is necessary considering draws can be made monthly.
(3) All amounts owed to KHC will be transferred in-house to make the applicable payments.  The mortgager will receive the approved draw amount minus the payments made to KHC.

(4) Operating reserve draws should not include invoices from related entities unless they are normal operating/maintenance expenses.  Examples of related entity expenses not normally allowed would be things like; partnership maintenance fees, asset management fees, officer salaries, and etc.  In addition to not using draw funds for these expenses, KHC expects these items to remain unpaid as long as the project is requesting draws from the operating reserve fund.  These types of expenses are not viewed as urgent and necessary to the daily operation of the project.  It is conceivable that exceptions will exist where a related entity invoice is an urgent and necessary expense requiring payment.  If the mortgager feels an exception should be made, the invoice in question should be clearly marked “RELATED PARTY” on the Operating Reserve Draw Management Certification and an explanation should be attached to the applicable invoice.   
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