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RESERVE FOR REPLACEMENTS POLICY
KENTUCKY HOUSING CORPORATION (KHC) – MULTIFAMILY PROJECTS
Mortgagor shall make all requests online at www.kyhousing.org  The specific requirements of the request depend on if KHC is holding the account:
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 Reserve for Replacement 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 the following procedures and/or restrictions will apply:  

a) No draws may be requested within the first 24 months after the loan has had the final closing and the loan is placed into service.  (Note: Exceptions may be made in the event of an emergency request and will be reviewed on a case by case basis.)

b) The request(s) for withdrawal may be made no more than quarterly, except in the event of an emergency, such as, water damage, roof damage and other items affecting the physical condition of the property.

c) The reserve balance may not be drawn below a balance equal to 24 months of reserve deposits except in certain cases as mentioned above.

d) Mortgagor shall make all requests in writing and shall provide a detailed description of the work done or scheduled to be completed.  The description must identify the specific location including building number and unit number.  A physical inspection may be performed to ensure the workmanship and/or the replacement of the expenditure.

e) An analysis of the reserve for replacement account must be performed to assure the funds are adequate and in compliance with procedures.  Please note that delinquent payments to the account will be considered and could prevent dispersal until the account is brought current. 
f) If the request is for reimbursement for work that has already been completed, a copy of the paid invoice(s) must accompany the request.  If needed, an inspection will be completed prior to the release of funds.

g) Generally, if the request is in excess of $20,000 or 20 percent of the reserve balance, an inspection will be done prior to the release of funds.  Otherwise, the repairs/expenditures will be inspected at the next physical inspection.  If any paid releases from the account are found to be incomplete, inadequate or excessive, the owner/management may be required to reimburse the reserve account.

h) Owners/management may not request a suspension of the deposit to the account until the balance reaches the established monthly reserve deposit times 144 months (12 years).  The owner/management must be in good standing with KHC and the U.S. Department of Housing and Urban Development.  The property must be maintained in a good physical condition.  If a suspension is approved and the balance falls below the above-mentioned threshold, then the monthly deposits will resume.  
Eligible/Ineligible Expenditures

Items eligible for release of reserves for replacement include but are not limited to:

· Replacement of major appliances in the dwelling units, such as, refrigerators, ranges, ovens and dishwashers.

· Extensive replacement of doors, kitchens and bathroom cabinets, countertops, sinks, lavatories, water closets and tubs. 

· Major roofs repairs, including major replacements of gutters, downspouts, vents and associated cornice, caves and soffits.

· Replacement or major overhaul of HVAC systems and component equipment.

· Overhaul of elevator systems.

· Major repaving, resurfacing and seal coating of parking lots, driveways etc.

· Repainting of exterior buildings.

· Extensive replacement of siding. 

· Replacement of carpeting, tile and/or linoleum (reviewed case-by-case).

· Replacement of or major repairs to swimming pools and related equipment.

· Other improvements that, in the opinion of the mortgagee, enhance the mortgage security; place the property in a more favorable competitive position in the rental market; are necessary to comply with changes in local, state or federal law; and would not inordinately deplete the Reserve for Replacement.

The following items are ordinarily not eligible for reserve for replacement draws:

· Repainting of interior areas.

· Replacement of small appliance parts, such as, burners, elements, switches, valves, wires.

· Minor HVAC repairs, such as, valves, thermostat, switch and filter replacements and cleaning.

· Minor repairs to roofs, gutters and downspouts.

· Minor paving repairs.

· Caulking and sealing.

· Window and screen repairs.

· Purchase of maintenance tools and equipment, such as, lawn mowers, weed eaters and snow blowers.

· Purchase of minor office equipment.

· Inspection, recharging and replacement of fire extinguishers.

· Other items traditionally considered routine maintenance.

Please note this list is not an all inclusive list as each request will be reviewed for practicality.

