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General Requirements for Developing Expense Estimates

The Lender's estimate of stabilized expenses must be based on consideration and analysis of the following:

1.
The past operating history of the Property as indicated by operating statements for the two previous full years (or less if two years are not available) and year‑to‑date annualized statements, if appropriate.

2.
The appraiser's expense analysis, which must also be done on a line‑by‑line basis, conforming to the Form 1050A.

3.
Any other information available to the Lender, including material third party contracts for services at the Property, bills, information from taxing bodies, utility and insurance companies, and expense information from any comparables, including loans in the Lender's portfolio, which may be available to the Lender.

The estimate of expenses should take into consideration the following:

1.
An overall increase in expenses over the prior year's actual expenses.  If no increase is indicated, the Loan Summary must provide an explanation of the factors justifying stable or declining expenses.  If the reduction is justified by recent improvements at the Property, the Loan Summary or substitute form must relate the reduction to the specific improvement and indicate how the amount of the reduction was determined. 

2.
When developing an expense estimate for a line item by applying a trend to a prior year's line item expense because no better information is available or appropriate, the trend must cover the period from the end of the prior year to the date of the underwriting, plus a trend for the 12 months of the underwriting period.  Contracts which terminate during the underwriting period should be trended to the end of the underwriting period.

3.
The Lender's expense estimate must reflect the greater of the actual amount of the Property expense, appropriately increased, or the amount based on market area standards, appropriately increased.  

4.
In a Recently Completed Property where historic information is limited, expenses should be estimated assuming all warranties have expired and initial rent‑up is complete.

5.
Any expenses clearly incurred for the sole purpose of generating income that the Lender is not permitted to include in the income estimate may be excluded from the  expense estimate to the extent they do not exceed the disallowed income (i.e., furniture rental expenses for corporate units may be deducted from the disallowed premium rent on corporate units to the extent the expense does not exceed the disallowed income).  Any such reduction must be discussed in the Loan Summary.

6.
Expense estimates may not be based on savings resulting  from factors unique to a particular Borrower, such as related business ventures providing below-market services or supplies, or sharing of staff or other expenses with other properties owned by the same Borrower.  An exception is made for proven savings resulting from blanket insurance policies.

7.
To the extent possible, the Lender should compare the expense estimates on the transaction being underwritten to the actual expenses reported by comparable properties in the Lender's portfolio.  In addition, while information from IREM (Institute of Real Estate Management) and similar sources, appropriately trended, may be supportive of expenses and provide a reasonable cross‑check in some areas, such sources must not be used as the basis for reducing any expense estimates absent additional, more specific justification.

NOTE:  USE THE FOLLOWING ONLY IF LENDER WILL BE REQUIRED TO COMPLETE MULTIFAMILY FINANCIAL ANALYSIS OF OPERATIONS FORM 4254 UNDER THE 5-50 PRODUCT:

Specific Guidance on Certain Line Items

To provide uniformity and ease analysis, the underlined categories below are the categories of the Form 4254 used for reporting actual expenses in the Lender's portfolio.  Details of each category are provided to assist in arraying complex operating statements.  The Lender should still provide line-by-line analysis of expenses, but should follow the larger groupings in making comparisons of information on properties in the Lender's portfolio.


Management:  All off-site management fees.

The Lender's expense estimate must include a management fee of at least 6 percent.  If an existing contract or the historical operating history of the Property or market evidence suggests that a management fee exceeding 6 percent is warranted, the Lender must include such higher fee in its expense estimate.

Administration:

Telephone 



Advertising/Promotions




Legal/Accounting


Credit Checks




Bank Charges



Postage




Model Apartments


Maintenance Unit




Office Unit



Other Converted Units




Office Supplies



Licenses




Personal Property Tax


Cable or Satellite




Data Processing


Printing




Security System


Travel/Mileage




Training



Pagers




Professional Fees


Dues/Subscriptions




Donations



Resident Entertainment




Referral/Locator Fees


Office Equipment




Ground Lease Payments

Leasing 

Overhead Units must be included at the rents used in the income projection.  The Lender must assure that any income included in the income projection for all models, storage units, or any other units converted to another use is deducted as an administrative expense.

On Form 4254, Ground Lease payments are reported below the line; however, for underwriting purposes they are to be included as an expense under Administration.

Payroll:  

Salaries/Wages


Employee Apartments




Benefits/Health Insurance

Security Guard




Payroll Taxes



Workman's Compensation




Leasing Consultant


Commissions/Bonuses

Where staffing is adequate, the Lender must assure that the estimates agree with the listing of staff and salaries provided by the Borrower, appropriately trended.  The Lender must not reduce  staffing expectations without a detailed justification in the  Loan Summary.  If staffing is below normal market  standards, the expenses must be increased or a detailed  justification for maintaining the current staffing must be provided in the Loan Summary.

The Lender must consider all payroll taxes and such items as health insurance benefits based on the information supplied by the Borrower and market standards. 

Utilities (Gas/Oil/Electricity)

The Lender must obtain information from the appropriate utility regarding any rate changes which have recently occurred or are contemplated over the underwriting period. 

Water and Sewer Fees: 

The Lender should contact the appropriate authority to determine if any rate changes have recently occurred or are contemplated over the underwriting period.

Repair and Maintenance:



 Building Repair


Exterminating




 Trash Removal


Turnover/Painting




 Decorating



Landscape/Gardening




 Cleaning



Locks/Keys







 Parking Lot Maintenance

Supplies




 Snow Removal


Pool Maintenance




 Elevator



Vehicle Maintenance




 Uniforms








 Contractual Services



Building Maintenance and Repairs:  The Lender must determine that salaries are not included.  If the Property evidences deferred maintenance, the Lender must be particularly careful in developing the estimate for this line item since trend alone will not provide for adequate maintenance of the Property.

Trash Removal, Pest Control, Elevator and Pool Maintenance, Parking Area Maintenance and Snow Removal, Gardening:  The Lender must determine if any of these services are under contract, the amount and date of any contract, and whether increases are contemplated by the vendor.

Interior and Exterior Decorating and Cleaning Expenses:  In addition to any other items covered, the Lender must assure that estimates affected by turnover are based on actual turnover in the Property and not on a standard turnover figure.  The Lender must obtain copies of actual contracts if available.

Insurance: 

Hazard and Liability


Boiler Insurance




Flood Insurance


Rent Loss




All Other Property Insurance 




Premiums 

Before developing the estimate based either on prior year's insurance premiums or revised quotes, the Lender must assure that the insurance includes all of Fannie Mae's required coverage.  The Lender must assure that any required flood or boiler insurance is included.

Real Estate Taxes and Assessments: 

The Lender must obtain a copy of the most recent tax bill and assessment, contact all taxing bodies, and consider the effect of any likely reassessments, contemplated changes in millage rates, and continuance or expiration of any tax abatement.  Taxes based on unapproved abatements or current appeals may not be used. 

Replacement Reserves:
Replacement Reserves should be included only on a single line, not broken out as indicated on the Form 1050A.  Justification of the Replacement Reserve estimate should be included in a separate section of the Loan Summary or substitute form.
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