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The Physical Needs Assessment is required for all rehabilitation and/or renovation applications being presented for Single Family Development potential funding. 

The Physical Needs Assessment Report must be prepared with all recommendations for the finished project incorporated in the final work scope Refer to the Architectural Standards contained in this manual for further guidance. The report must address all existing conditions on the site, and must contain an analysis of the site in relation to all applicable building codes, and must state whether or not there are violations of the referenced building codes and if there are any conditions that might threaten the health and/or safety of current or future residents. The report must also contain recommendations to correct any conditions identified in the Building Code Investigation, applicable Federal and State Accessibility Standards and the Environmental Site Assessment, Phase I.

The Physical Needs Assessment investigation and report must be undertaken and completed by a competent professional in the construction industry. The report must include a resume of the education, background and experience of the individual or company presenting this assessment. The report must also include three letters of recommendation and endorsement attesting to the Consultant's prior work.  At least one of these references should be from a real estate development or construction firm, that used the Consultant to support a real estate rehabilitation to completion.

The Physical Needs Assessment investigation and report must be completed by a third party and not by the chosen General Contractor, applicant, sponsor or owner of the property. 

The report must include a statement that the investigation has been completed in accordance with DCA requirements and the information included is accurate and can be relied upon as a true evaluation of the existing conditions of the property. The statement must also include reliance to DCA for all information included therein, and be signed by the Consultant completing the report.

The inspection and report must be no more than 90 days old at the time the Application is submitted. Refer to Submittal Instructions, contained in this manual, for additional information.

DCA reserves the right to verify all information contained in the report, with an on site inspection of the property, which will be conducted during the application process. DCA reserves the right at its sole and absolute discretion, to decline any property for rehabilitation, if it is determined the work scope is inadequate, does not address the issues of the physical needs assessment, or the work scope will not result in safe and decent housing or the compliance period by at least five years. 

In any event, the work scope must represent a minimum construction hard costs expenditure of $15,000 per unit and include the complete replacement of at least two major systems or components on the property, i.e. HVAC system, roofing system, windows & doors, exterior finishes etc. All materials and systems replacement must be considered with reference to the Expected Useful Life Tables contained in this guide as well as the recommendations contained in the Physical Needs Assessment. Major systems, materials or components with a useful life of less than 5 years must be replaced under the proposed immediate work scope included in the application. All issues of building code violations, accessibility, hazardous substances and health and safety must be included in the immediate work scope. 

1.0
Specific Guidance to the Evaluation Consultant

A.   Purpose
The purpose of the Physical Needs Assessment is to identify and provide cost estimates for the following key items:

1.
Immediate Physical Needs - repairs, replacements and significant maintenance problems that should be addressed immediately. (Particularly to correct any building code violations and environmental hazards, identified in the inspection and reporting process)

2.
Physical Needs Over the Term - repairs, replacements and significant maintenance problems that will be needed over the next 20 years.

The assessment is based on the Consultant’s judgment of the actual physical condition of the improvements and the expected useful life of those improvements.  (Note: Refer to Architectural Standards and the Expected Useful Life Tables, for component replacement requirements with reference to remaining useful life.) It is understood that the conclusions presented are based on the Consultant’s professional judgment and that the actual performance of individual components after the date of the evaluation may vary.

This guide explains how to use the set of forms provided by Fannie Mae and adapted by DCA for purposes of the Affordable Housing Programs.  The forms are intended to help the Consultant conduct a comprehensive and accurate assessment, and to present the results of that assessment in a relatively standard format that will be useful to DCA in making underwriting decisions.  However, the forms should not constrain the Consultant from fully presenting his or her concerns and findings.  The forms should be supplemented as may be necessary to fully and accurately assess and report on the physical needs of the property.

The Systems and Conditions forms may be computerized to serve the Consultants’ needs so long as information is provided on the condition and Effective Remaining Life of all components and the Effective Remaining Life is compared to the standard Expected Useful Life (EUL).  The summary forms may also be extended or computerized so long as the basic format is maintained.

B.   Terms of Reference Form
The Owner/Applicant completes this form for the Consultant.  It serves as a reference point for the assessment and provides the Consultant with basic information about the property.   Specific guidance concerning some sections of the form is as presented below:

 Purpose


The overriding objective is to inspect each unit system to be able to state with confidence the present and probable future condition, and to present sufficient information for the work scope.

2.
Market Issues

In certain instances, market conditions may necessitate action on certain systems.  Examples are early kitchen/bathroom replacement or recarpeting, new entry paving, and special plantings.  If the Owner/Applicant has identified such an action, the Consultant is to include a cost estimate for such action and indicate what, if any, other costs would be eliminated by such action.

3.
Work In Progress


In some instances, work may be underway (which can be observed) or under contract.  When known by the Owner/Applicant, this must be noted.  For purposes of the report, such work should be assumed to be complete, unless observed to be unacceptable in quality or scope in which case percentage complete must be noted.

4.
Owner/Applicant-Reported Replacements

The Applicant should provide the Owner with information about prior repairs or replacements if any that have been completed.  The Owner should provide this information to the Consultant to assist in the assessment of these components.

2.0   Systems and Conditions
It is the responsibility of the Consultant to assess the condition of every major system and component present at a property.  All conditions, except as noted below, requiring action during the period of affordability (15 years) plus 5 years must be addressed. 

To assist the Consultant in reviewing all systems at a property, Systems and Conditions Forms are provided.  Each form lists a group of systems typically related by trade and/or location.  The forms are Site, Architectural, Mechanical and Electrical, and Dwelling Units.  While the forms have several columns in which information may be recorded, in many instances only the first three columns will be completed.  If the condition of a system is acceptable, the Effective Remaining Life exceeds the term of affordability by five (5) years, and no action is expected or required, no other columns need to be completed.

The Consultant must comment on such items in the report if they do not appear to be routinely addressed or are in need of immediate repair. The Consultant must also report on any violations of all applicable building codes observed and documented during the inspection process.

The report is expected to address all repairs needed to make the unit decent, safe and sanitary and up to required building codes and Single Family Development Minimum Construction Standards included in the Manual.  The Consultant must note any suspected environmental hazards seen in the course of the inspection.  Confirmation of such suspected environment-related hazards, such as mold, lead-based paint or asbestos containing materials, will be addressed in a separate report prepared by an environmental engineer. However, it is the responsibility of the Physical Needs Assessment Consultant to include the costs of any abatement or other environmentally related activities in the completed report.

3.0   Using the Systems and Conditions Forms
A. Purpose

The forms can be used to record actual observations. 

In some instances, the Consultant will note components that, while still functional, may reduce marketability of the property.  For example, appliances in outmoded colors and designs may have such an impact on the marketability at some properties.  The Consultant should note these items, discuss them with the Owner/Applicant, and provide separate estimates of the cost to replace such items if requested.

B.  Items (EUL)

Each of the forms has a number of frequently occurring systems and components listed.  This list represents only the most frequently observed and is not meant to be all-inclusive.  Every system present at the property must be observed and recorded.  Any system not listed on the form may be included in the spaces labeled “Other.” 

The Expected Useful Life (EUL) figure that appears in parentheses after the Item is taken from the Expected Useful Life Table provided in this section.  This table provides standard useful lives of many components that are typically found.  In some instances the parentheses do not contain a number because of various types of similar components with differing useful lives.  The Consultant should turn to the Expected Useful Life Table (EUL) and select and insert the appropriate Expected Useful Life (EUL) number.

Note:  DCA recognizes that the Expected Useful Life Tables represent reasonable estimates of the expected life of the various components.  If DCA receives substantial material to the effect that one or more of the estimates are inappropriate, DCA will make adjustments.  Until such changes are made, the Tables provide a useful and consistent standard for all Consultants to use.  They avoid debate on what the appropriate expected life is and permit focus on the Consultant's judgment of the effective remaining life of the actual component in place, as discussed below.
C.   Age
The Consultant should insert the actual age of the component or may insert “OR” for original.  If the actual age is unknown, an estimate is acceptable.  If there is a range in age (for example, components replaced over time), the Consultant may note the range (i.e., 5-7 years) or may use several lines for the same system, putting a different age of that system on each line.

D.   Condition
This space is provided to indicate the condition of the component, generally excellent, good, fair, or poor, or a similar and consistent qualitative evaluation.

E.   Effective Remaining Life
This space is provided for the Consultant to indicate the remaining life of the component as is.  For standard components with standard maintenance, the Expected Useful Life Table provided by DCA could be used to determine Effective Remaining Life by deducting the Age from Expected Useful Life (EUL).  However, this should not be done automatically.  A component with unusually good original quality or exceptional maintenance could have a longer life.  On the other hand, if the component has been poorly maintained or was of below standard original quality, the useful life could be shorter than expected.  The Consultant should apply his or her professional judgment in making a determination of the Effective Remaining Life.

If the Effective Remaining Life is longer than the term of the compliance period, plus five (5) years, no deferred maintenance exists, and no action needs to be taken during the life of the compliance period, and no other columns need to be filled out.  The only exception may be “Diff?” (Difference), as discussed below.  This should be noted when the Consultant’s estimate of the Effective Remaining Life varies by more than two years from the standard estimate. If the Effective Remaining Life is less than five (5) years, the item must be included in the current work scope for immediate replacement.

F.   “Diff?” (Difference)
The age of the component should be deducted from the Expected Useful Life (EUL) in parentheses and the answer compared to the Effective Remaining Life estimated by the Consultant.  Where there is a difference of over two years, the Consultant should insert a footnote number in the “Diff?” column and provide, in an attached list of footnotes, a brief statement of why, in his or her judgment, the Effective Remaining Life of the component varies from the standard estimate.  This approach provides consistency among Consultants while making best use of the Consultant’s professional judgment.

G.   Action
If any action is required -- immediately, over the period of affordability, or within three years thereafter -- the action should be recorded as repair, replace or maintain.  Repair is used when only a part of an item requires action.  Replace is used when the entire item is to be replaced, Maintain is used where special, non-routine maintenance is required.  In cases where repair or maintenance may be needed now, and replacement or further maintenance may be needed later, separate lines may be used to identify the separate actions and timing.

H.    Now?
If the item involves a threat to the immediate health and safety of the residents, clearly affects curb appeal, will result in more serious problems if not corrected, or should otherwise be addressed as part of an immediate repair, maintenance or replacement program, this space should be checked.  Replacements that may be needed in year one through year five, must be checked, and should be included in the work scope of the current application.

I.    DM (Deferred Maintenance)
The “DM” space is marked in any instances where maintenance practice is clearly inadequate and the Owner/Applicant’s attention should be called to the item, even if no major expenditure or significant labor may be required.

J.    Quantity
For items requiring action, the Consultant should note the quantity of the system, with the applicable unit of measure entered (each, unit, square feet, square yards, linear feet, lump sum, etc.).

K.   Field Notes
This space, as well as attachments, may be used to record the type of component (16 cf, frost free, Hotpoint), the problem (valves leaking) or other information (consider replacement for marketing purposes, replace 30% per year, work in progress, etc.) that the Consultant will need to complete the Evaluator’s Summary.
L.   Sample Form
The following example from the Dwelling Unit systems and Conditions form illustrates how this form is properly used.  The example presumes a single family unit- two bedrooms.  The age of the unit is 9 years.  

1.
Countertop/sinks are 9 years old.  (The entry could also be “OR”).  Condition is excellent, with an Effective Remaining Life of 10 years.  This is significantly different from the anticipated Effective Remaining Life of 1 (an EUL of 10 years minus an Age 9 years).  Therefore, there is a footnote entry “1” in the Diff? (Difference) column.  The footnote will indicate that this item is made of an exceptionally durable material (Corian), along with a top quality stainless steel sink. No capital need would be reported if the Consultant’s estimate of an Effective Remaining Life of 10 years+ is beyond the term +5.

2. Refrigerators are also original, reported as 16 cf frost free Hotpoints.  Replacement is expected around the Effective Remaining Life, noted as 20% annually and beginning in the 5th year of the loan when the refrigerators are 14 years old.

3.
Bath fixtures are original, and in good condition.  No replacement is expected to be required during the term +5 years.  The note indicates that they are “dated looking”, which may prompt a market consideration for replacement.

4.
Ceiling is a special entry.  The unit has experienced water damage to ceiling from a major plumbing leak.  This is noted for repair NOW.  It is likely to have more than a modest cost, this action would be reported on the Immediate Physical Needs summary form.

B.   Special Repair and Replacement Requirements

While performing a property inspection, the Consultant must be aware that certain building materials and construction practices may cause properties to experience (or to develop in a short time period) problems that can be corrected only with major repairs or replacements. If any of the following requirements are not met or if the Consultant determines that the following conditions (or others) are present, the Consultant must contact the Owner/Applicant immediately to discuss the timing as well as the cost of the repairs or replacements.  

The Consultant should ensure that any of these conditions are thoroughly addressed in the Physical Needs Assessment. These items should also be part of the immediate work scope contained in the application.

1.
Building Code Violations:


Any code violation identified must be clearly and adequately addressed. Code violations must be categorized according to health and safety of any existing tenants, and must be the first items listed, discussed and remediate. This includes handrails, smoke detectors, compliance with current electrical and mechanical codes and state energy and accessibility codes.

2.
Minimum Electrical Capacity:  


Each Single Family Development assisted unit must have sufficient electrical capacity (amperage) to handle the number of electrical circuits and their use within an apartment.  Therefore, the Consultant must determine, based on referencing the National Electric Code as well as local building codes, to determine the minimum electrical service needed.  In any event, that service must not be less than 60 amperes.

3.
Electrical Circuit Overload Protection:  


All Single Family Development assisted unit circuits must have circuit breakers as opposed to fuses as circuit overload protection.

4.
Aluminum Wiring:  


In all cases where aluminum wiring runs from the panel to the outlets of a unit, the Consultant’s inspection should ascertain that the aluminum wiring connections (outlets, switches, appliances, etc.) are made to receptacles rated to accept aluminum wiring or those corrective repairs can be done immediately by the Owner/Applicant.

5.
Fire Retardant Treated Plywood:  


While performing the roof inspection, the Consultant should investigate whether there is any indication that fire-retardant treated plywood was used in the construction of the roof (primarily roof sheathing).  This inspection should focus on sections of the roof that are subjected to the greatest amount of heat (e.g., areas that are not shaded or that are poorly ventilated) and, if possible, inspect the attic for signs of deteriorating fire-retardant treated plywood or plywood that is stamped with a fire rating. 

Certain types of fire-retardant treated plywood rapidly deteriorate when exposed to excessive heat and humidity or may cause nails or other metal fasteners to corrode.  Common signs of this condition include a darkening of the wood and the presence of a powder-like substance, warping of the roof and the curling of the shingles.  Fire-retardant treated plywood is most likely to be in properties with pitched, shingled roofs that were constructed after 1981.

D.
Narrative Conclusion and Attachments

A complete narrative summary of the property and its components is required.  The Consultant should include a concise summary of the conclusions reached concerning the overall condition of the property.   

Any Building Code violations, or items affecting the health and safety of existing residents should be clearly flagged and included in the immediate work scope.

The summary should include a discussion of the sampling approach described above, and any market issues which the Consultant believes may be appropriate to address or noted by the Owner/Applicant.  The narrative, the forms used and the attachments (footnotes explaining differences, information regarding sources of costs, and, if necessary, information needed to identify the location and type of problem addressed in the Evaluator’s Summary: Immediate Physical Needs should be supplied to the Owner/Applicant and included in all applications for funding from DCA.

