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(c) Contracting for services. (1) With 
HUD approval, the Borrower may con-
tract with a private or public entity for 
performance of the services or duties 
required in paragraphs (a) and (b) of 
this section. However, such an arrange-
ment does not relieve the Borrower of 
responsibility for these services and 
duties. All such contracts are subject 
to the restrictions governing prohib-
ited contractual relationships de-
scribed in §§ 891.130 and 891.505, if appli-
cable. (These prohibitions do not ex-
tend to management contracts entered 
into by the Borrower with the Sponsor 
or its nonprofit affiliate). 

(2) Consistent with the objectives of 
Executive Order No. 11625 (36 FR 19967, 
3 CFR, 1971–1975 Comp., p. 616; as 
amended by Executive Order No. 12007 
(42 FR 42839, 3 CFR, 1977 Comp., p. 139; 
unless otherwise noted); Executive 
Order No. 12432 (48 FR 32551, 3 CFR, 1983 
Comp., p. 198; unless otherwise noted); 
and Executive Order No. 12138 (44 FR 
29637, 3 CFR, 1979 Comp., p. 393; unless 
otherwise noted), the Borrower will 
promote awareness and participation of 
minority and women’s business enter-
prises in contracting and procurement 
activities. 

(d) Submission of financial and oper-
ating statements. The Borrower must 
submit to HUD: 

(1) Within 60 days after the end of 
each fiscal year of project operations, 
financial statements for the project au-
dited by an independent public ac-
countant and in the form required by 
HUD; and 

(2) Other statements regarding 
project operation, financial conditions 
and occupancy as HUD may require to 
administer the housing assistance pay-
ments contract (HAP contract) or the 
project assistance contract (PAC), as 
applicable, and to monitor project op-
erations. 

(e) Use of project funds. The Borrower 
shall maintain a separate project fund 
account in a depository or depositories 
that are members of the Federal De-
posit Insurance Corporation or Na-
tional Credit Union Share Insurance 
Fund and shall deposit all rents, 
charges, income and revenues arising 
from project operation or ownership to 
this account. All project funds are to 
be deposited in Federally-insured ac-

counts. All balances shall be fully in-
sured at all times, to the maximum ex-
tent possible. Project funds must be 
used for the operation of the project 
(including required insurance cov-
erage), to make required principal and 
interest payments on the Section 202 
loan, and to make required deposits to 
the replacement reserve under §§ 891.605 
and 891.745 (as applicable), in accord-
ance with a HUD-approved budget. Any 
project funds in the project funds ac-
count (including earned interest) fol-
lowing the expiration of the fiscal year 
shall be deposited in a Federally-in-
sured residual receipts account within 
60 days following the end of the fiscal 
year. Withdrawals from this account 
may be made only for project purposes 
and with the approval of HUD. If there 
are funds remaining in the residual re-
ceipts account when the mortgage is 
satisfied, such funds shall be returned 
to HUD. 

(f) Reports. The Borrower shall sub-
mit such reports as HUD may prescribe 
to demonstrate compliance with appli-
cable civil rights and equal oppor-
tunity requirements. 

(Approved by the Office of Management and 
Budget under control number 2502–0371) 

§ 891.605 Replacement reserve. 

(a) Establishment of reserve. The Bor-
rower shall establish and maintain a 
replacement reserve to aid in funding 
extraordinary maintenance, and repair 
and replacement of capital items. 

(b) Deposits to reserve. The Borrower 
shall make monthly deposits to the re-
placement reserve in an amount deter-
mined by HUD. Further requirements 
regarding the amount of the deposits 
for projects funded under §§ 891.655 
through 891.790 are provided in § 891.745. 

(c) Level of reserve. The reserve must 
be built up to and maintained at a level 
determined by HUD to be sufficient to 
meet projected requirements. Should 
the reserve reach that level, the 
amount of the deposit to the reserve 
may be reduced with the approval of 
HUD. 

(d) Administration of reserve. Replace-
ment reserve funds must be deposited 
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with HUD or in a Federally-insured de-
pository in an interest-bearing ac-
count(s) whose balances are fully in-
sured at all times. All earnings includ-
ing interest on the reserve must be 
added to the reserve. Funds may be 
drawn from the reserve and used only 
in accordance with HUD guidelines and 
with the approval of, or as directed by, 
HUD. 

§ 891.610 Selection and admission of 
tenants. 

(a) Written procedures. The Owner 
shall adopt written tenant selection 
procedures that ensure nondiscrimina-
tion in the selection of tenants and 
that are consistent with the purpose of 
improving housing opportunities for 
very low-income elderly or handi-
capped persons; and reasonably related 
to program eligibility and an appli-
cant’s ability to perform the obliga-
tions of the lease. Owners shall 
promptly notify in writing any rejected 
applicant of the grounds for any rejec-
tion. Additionally, owners shall main-
tain a written, chronological waiting 
list showing the name, race, gender, 
ethnicity and date of each person ap-
plying for the program. 

(b) Application for admission. The Bor-
rower must accept applications for ad-
mission to the project in the form pre-
scribed by HUD and is obligated to con-
firm all information provided by the 
applicant families on the application. 
Applicant families must be requested 
to complete a release of information 
consent for verification of information. 
Applicants applying for assisted units 
must complete a certification of eligi-
bility as part of the application for ad-
mission. Applicant families must meet 
the disclosure and verification require-
ments for Social Security Numbers, 
and sign and submit consent forms for 
the obtaining of wage and claim infor-
mation from State Wage Information 
Collection Agencies, as provided by 24 
CFR part 5, subpart B. Both the Bor-
rower and the applicant must complete 
and sign the application for admission. 
On request, the Borrower must furnish 
copies of all applications for admission 
to HUD. 

(c) Determination of eligibility and se-
lection of tenants. The borrower is re-
sponsible for determining whether ap-

plicants are eligible for admission and 
for selection of families. To be eligible 
for admission, an applicant must be an 
elderly or handicapped family as de-
fined in § 891.505; meet any project oc-
cupancy requirements approved by 
HUD; meet the disclosure and 
verification requirement for Social Se-
curity numbers and sign and submit 
consent forms for obtaining wage and 
claim information from State Wage In-
formation Collection Agencies, as pro-
vided by 24 CFR part 5, subpart B; and, 
if applying for an assisted unit, be eli-
gible for admission under subpart F of 
24 CFR part 5, which governs selection 
of tenants and occupancy require-
ments. The provisions of 24 CFR part 5, 
subpart L (Protection for Victims of 
Domestic Violence, Dating Violence, 
Sexual Assault, or Stalking) apply to 
this section. 

(d) Unit assignment. If the Borrower 
determines that the family is eligible 
and is otherwise acceptable and units 
are available, the Borrower will assign 
the family a unit. The Borrower will 
assign the family a unit of the appro-
priate size in accordance with HUD’s 
general occupancy guidelines. If no 
suitable unit is available, the Borrower 
will place the family on a waiting list 
for the project and notify the family of 
when a suitable unit may become 
available. If the waiting list is so long 
that the applicant would not be likely 
to be admitted within the next 12 
months, the Borrower may advise the 
applicant that no additional applica-
tions for admission are being consid-
ered for that reason, except that the 
Borrower may not refuse to place an 
applicant on the waiting list if the ap-
plicant is otherwise eligible for assist-
ance and claims that he or she qualifies 
for a Federal preference as provided in 
24 CFR part 5, subpart D. 

(e) Ineligibility determination. If the 
Borrower determines that an applicant 
is ineligible for admission or the Bor-
rower is not selecting the applicant for 
other reasons, the Borrower will 
promptly notify the applicant in writ-
ing of the determination, the reasons 
for the determination, and that the ap-
plicant has a right to request a meet-
ing with the Borrower or managing 
agent to review the rejection, in ac-
cordance with HUD requirements. The 
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