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VHFA Single Family Construction Financing

Program overview

Program Summary

The Vermont Housing Finance Agency (VHFA) was created in 1974 by the Vermont Legislature. VHFA's mission is to finance and promote affordable housing opportunities for low- and moderate-income Vermonters.  The Homeownership Construction Loan Program was developed by VHFA to increase the supply of affordable housing in communities in Vermont where a shortage of such housing exists. Financing is available for site acquisition, infrastructure development, and unit construction for owner occupied single family developments.  

This program description details the features, guidelines, and requirements for the Homeownership Construction Loan Program.  Interested applicants are encouraged to call a Development Officer at VHFA to discuss a specific development proposal.   
	VHFA HOMEOWNERSHIP CONSTRUCTION LOAN PROGRAM REQUIREMENTS


Eligible Borrower
VHFA will consider applications from for-profit and not-for-profit developers who have demonstrated financial strength and experience in for-sale single family housing development consistent with the nature and scope of the proposed development.

Eligible Developments
VHFA will consider proposals for developments with a minimum of five units under this program. There is no maximum development size; however, VHFA may require that the construction of larger developments be phased.  Eligible housing types include:  single family detached units, single family attached units, including condominium and planned unit developments.  Units may be stick-built, modular, panelized or manufactured housing.  At least 51% of the units must be priced at or below VHFA’s maximum purchase price limits.  It is also the intent of this program that the Housing Developer will use their best effort to market and sell 51% of the total units to households who are within VHFA’s maximum income limits.  (For detail on VHFA’s current purchase price and household income limits, go to www.vhfa.org, click on the Homebuyers/owners button and scroll down to Limits.)  In addition, more than one half of each of (a) the total floor area and (b) the total development cost of the Development will be allocated to dwelling units for persons and families of low and moderate income. 

VHFA encourages coordination with local non-profit housing organizations and homeownership centers to facilitate perpetual affordability for some of the affordable units.  

The Housing Developer must provide VHFA with information as to the tangible benefits that would be derived from VHFA's participation in the financing of the development, such as, enhanced affordability of units.

The project must be consistent with local and regional plans.  Projects which demonstrate and employ smart growth characteristics and which are within targeted growth areas, downtowns or village districts will receive a priority for consideration.  Among the smart growth characteristics of highest importance is the efficient use of existing infrastructure, including public services and access to public transportation.

The intent of the VHFA Homeownership Construction Loan Program is to facilitate the creation of affordable homeownership opportunities.  The Program therefore will not provide financing to projects in which there will be a significant concentration of non-owner occupied or seasonal dwelling units.  The Housing Developer must agree to provide sales documentation, upon request of the Agency that demonstrates at least 75% of the units in the development have been sold to owner occupants.

Maximum Loan Amount

The maximum construction loan shall not exceed 95% of the lesser of total housing development costs or the appraised value.   Housing development costs include all typical costs incurred in connection with the construction and sale of residential housing in Vermont.  Land owned by the Housing Developer that was purchased less than two years prior to the date of the application will be included as equity at the lesser of its purchase price or appraised value less outstanding debt.  Land owned by the Housing Developer for more than two years, will be included as equity at its appraised value less outstanding debt. For non-profit Housing Developers, grant funds or "soft" second mortgages will be considered as equity.  Commitments and evidence that all funding sources are in place shall be required prior to the construction loan closing. 

Term of Loan/Repayment Schedule

Funds are generally available for the projected build-out period of the development (or the phase, in the case of a multi-phase development).  Interest will be payable monthly (and is an eligible development cost).  Principal will be payable at the time of sale of each unit according to a schedule to be negotiated by the borrower and VHFA.  Repayment of the loan will be made in accordance with a negotiated release schedule but not later than the sale of the last unit.

Loan Security

A valid first lien position on land and improvements is required as loan security along with a  first priority security interest in construction materials and personal property.  A shared first lien position may be considered by VHFA if another lender participates in the loan.  VHFA will require a collateral assignment of all major contracts and subcontracts, and will require lien waivers from major contractors, subcontractors, and suppliers. 

Interest Rate
The interest rate shall be determined at the time of closing based on the term of the construction loan, market conditions at that time, and the Agency’s cost of funds.

Pre-Application Meeting/Loan Application Fee/Commitment Fee/Loan Origination Fee
VHFA Development staff will be available to schedule a pre-application meeting to discuss the proposed development and financing request.  A non-refundable application fee of $250 is required at the time an application for financing is made and a loan origination fee of one percent (1%) of the loan amount is payable at closing.  A commitment fee of:  $1,000 for loans up to $500,000 or  $5,000 for loans greater than $500,000, will be due from the Developer at time of approval and acceptance of the VHFA commitment letter.  The commitment fee will be applied toward payment of the loan origination fee at the time of construction closing.  If the loan does not close, this fee is non-refundable.   In addition, all third party expenses such as appraisal fees, environmental assessments, market studies and construction inspections, will be paid by the Borrower, and are all eligible development expenses. 

Priority for Funds
In the event that applications exceed the amount of funding available, priority will be given to developments that, in VHFA’s sole discretion, are located in areas with the greatest need and which target the greatest number of households at or below 100% of the area median income. 

Demonstrated Need and Market
VHFA's mandate is to finance the development of housing only if there is a demonstrated need for the housing. The Housing Developer must provide information satisfactory to VHFA that demonstrates a need for housing in the market area to be served by the proposed development, and a plan to market units.  Information required may vary depending on the market area, the size of the development, whether or not phasing of the infrastructure development is possible, the number of units that are pre-sold, and other factors that may be known about the general market area.  Information necessary includes current housing market conditions, general economic conditions, employment and wages, and information on units for sale within the market.  The Housing Developer must provide VHFA with the projected demand and absorption period for the development based on the unit configuration and proposed price range.  The Agency will require a Market Study that supports the demand and need for the project as prepared by a third party professional acceptable to the Agency. 

Assurance of Completion/Personal Guarantees

VHFA will generally require from the Housing Developer or general contractor a performance and payment surety bond in the amount of 100% of the construction contract, a letter of credit equal to 25% of the construction contract, or other forms of additional security.  Bond premiums and other fees to provide additional security are eligible development costs.  A determination as to whether VHFA will require additional security will be based on the size and complexity of the proposed development and whether or not phasing of the infrastructure development is possible, the amount of the Housing Developer's equity in the development, the number of pre-sales, the strength of the market area, and other factors. 

VHFA will require guarantees for completion of construction in form and substance acceptable to the Agency. 

Financing for Home Buyers

VHFA anticipates that it will provide financing to qualified home buyers in the project.  The Agency reserves the right to limit the number of units it will finance in a project.  Housing Developers are encouraged to seek any necessary approvals from local lenders and government entities (i.e. Freddie Mac, Fannie Mae, USDA Rural Development, HUD and VA) to make the widest array of financing options available to home buyers. 

Appraisal Requirements

VHFA requires an appraisal from an appraiser acceptable to VHFA of the site as permitted and as developed, and a sample unit appraisal for each unit type. 

Energy Efficiency Requirements for Units

All homes must meet the State of Vermont’s energy efficiency requirements.

Environmental Assessment

VHFA requires a Phase I Environmental Assessment of the site.  If information on the Phase I Environmental Assessment indicates the potential for environmental hazards, a Phase II Environmental Assessment may be required.   If a portion of the development involves demolition or rehabilitation of an existing structure, additional environmental review may also be required.

Other Requirements for VHFA Financed Projects

Whenever possible, an AIA contract form appropriate for the development should be used. Each construction contract must include a schedule of values which becomes the basis for all disbursements, retainage and certifications.

VHFA must also review and approve plans and specifications.  The collective scope of work for each set of contracts must match the Plans and Specifications cited in the document "VHFA Acknowledgement of Plans and Specifications" signed at closing.   VHFA may require review of the development plans and specifications by a qualified professional hired by  the Agency at the Developer’s expense. (An eligible development cost.)

Construction Inspections

VHFA or its agent will conduct periodic on-site inspections of the development throughout the construction period.  Payment for VHFA's construction inspector will be the responsibility of the Developer and is an eligible development cost.  VHFA construction inspections are not a substitute for developer, engineering, and architectural supervision of construction.

Disbursement Process/Retainage

Disbursement requests are processed monthly by VHFA unless other terms are agreed upon.  
Application and Approval

All proposals for financing are reviewed first by VHFA staff and senior management. Proposals that are

eligible for financing are recommended to VHFA's Board of Commissioners for approval. The VHFA's

Board meets monthly. The Housing Developer is expected to attend the meeting to answer any questions the

VHFA Board members may have.

VHFA requires the following information to complete an underwriting review of a proposal for financing.

VHFA will not schedule a closing until all loan approval conditions are met, construction permits have been

received, construction contracts have been signed, and all funding sources are in place or committed.

1. Development Team: Please provide the following information for each member of the development

team: Name of organization or company, complete address, name(s) of contact person(s), telephone numbers

and e-mail addresses. Development team members could include development partners, architects, engineers,

consultants, attorneys, and general contractors, etc. The developer must submit a current personal and

corporate financial statements with the loan application package.

2. Developer Experience: Please provide a list of projects in process and completed within the last 5

years that demonstrate experience and capacity to complete the proposed project. This may be waived at the

discretion of the Agency by the Development Officer at the time of the initial interview if the Agency has had

previous and favorable experience with the Housing Developer.

3. Project Information: Provide name and location of project. Describe the scope of the project, and

why a Construction Loan is being requested of VHFA. Specifically describe how the project will benefit from

this loan program. Please provide a listing of the unit types and design with price ranges for each unit type.

4. Site: Provide a narrative description of the site and attach site and topographic maps with relevant

development features (buildings, roads, sewer lines, wetlands, etc.) Indicate current zoning. Describe any

zoning changes or other regulatory approvals (including Act 250) needed to implement the proposed

development project, along with the expected timetable for those approvals. Copies of local and state permit

approvals will be required prior to closing.

5. Site Control: Provide the current status of ownership and provide a copy of documents that give site

control to the applicant. These may include, but are not limited to, an in-force option agreement, a legally

binding purchase and sale agreement, or a copy of current deed of record.

6. Project Appraisal: The Agency will require and will order directly at the time of application a project

appraisal and sample unit appraisals. The project will need to be appraised as a permitted site, and as an “as

completed” value.

7. Environmental Site Assessment: A Level I environmental site assessment will be required. A Level

II and site mitigation will be required if adverse environmental issues associated with the site are indicated in

the Level I report.

8. Project Plans and Specs: Provide preliminary (or final if available) project plans and specifications

for infrastructure and housing units.

9. Community and Public Benefits of Project: Cite the expected specific neighborhood and community

benefits of the project.

10. Proposed Development Schedule: Provide target dates for the following events: submission of

financing applications; regulatory and zoning reviews and approvals; building permits; receipt of financing

commitments; construction start and completion dates, with projected sale dates for each housing unit.

11. Market Demand: Provide an independent market study, or the name of the firm who will be

providing the study if not completed, along with a copy of the scope of work.

12. Budget and Pro Forma: Provide the proposed project construction budget, including detailed sources

and uses of funds (including rates and terms), construction schedule and proposed plan of repayment on

VHFA provided format. Copies of bids from contractors must be provided prior to closing to support the final

development budget.

13. Other Additional information requested by VHFA.
Loan Closing

At least 10 business days prior to the scheduled loan closing date, the Housing Developer shall provide VHFA

with all information and documents necessary to satisfy standard and any special conditions. A pre-closing

will be scheduled approximately one week before the scheduled closing date.
