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INTRODUCTION =

The U.S. Department of Housing and Urban Development (HUD) created the Neighborhood
Stabilization Program (NSP1) in 2008 in response to the nation’s housing foreclosure crisis. The
program was approved and funded under the Housing and Economic Recovery Act of 2008. As part of
that legislation, Congress appropriated a special allocation in Community Development Block Grant
(CDBQG) funding to assist neighborhoods impacted by rising foreclosures and falling home values. The
Maryland Department of Housing and Community Development was awarded $26.7 million in NSP1
funding. Neighborhood stabilization funds were made available in a second round of funding (NSP2)
under the American Recovery and Reinvestment Act of 2009.

Authorized under Section 1497, the Wall Street Reform and Consumer Protection Act of 2010 (Dodd-
Frank Act) provided an additional $1 billion of Neighborhood Stabilization Program funding, referred to
as NSP3. The State of Maryland received a HUD allocation of $5,000,000 in NSP3 funding to assist in
mitigating the negative impact of economic decline and housing market collapse, and to stabilize and
revitalize communities/areas hardest hit by abandoned, foreclosed homes, as well as vacancies resulting
from the highest rates of homes financed by subprime mortgages.

HUD determined that States and local governments with the greatest need for neighborhood stabilization
funding are those communities that have high numbers of foreclosed and/or vacant properties in the
neighborhoods with the highest concentrations of foreclosures, delinquent loans, and subprime loans.
As such, funds were awarded to 270 states and selected local governments across the nation. NSP3
funds were allocated by formula based on the number of foreclosures and vacancies in the 20 percent of
U.S. neighborhoods (census tracts) with the highest rates of homes financed by a subprime mortgage,
are delinquent, or in foreclosure. HUD made selections based on areas/communities with the greatest
need for neighborhood stabilization.

Recipients of NSP3 funding are required by law to prepare a substantial amendment to their
Consolidated Plan (a planning document which sets forth the housing and community development
goals and priorities among other purposes) and discuss how and where the NSP3 funds will be used.
The State of Maryland’s allocation of NSP3 funding will be administered by the Maryland Department
of Housing and Community Development (DHCD). Among DHCD’s responsibility as the State’s
housing agency is to prepare the State’s Consolidated Plan, operate the regular CDBG program for the
State (including NSP1), and write the substantial amendment.

Under the law, State and local governments who receive funding can use the funds for one of five NSP3
eligible uses, provided that the activities are also eligible under the CDBG program and meet a CDBG
national objective. The eligible uses are:

e Establish financing mechanisms for purchase and redevelopment of foreclosed upon homes and
residential properties, including such mechanisms as soft seconds, loan loss reserves, and shared
equity loans for low and moderate income homebuyers;

e Purchase and rehabilitate homes and residential properties that have been abandoned or
foreclosed upon, in order to sell, rent or redevelop such homes and properties;
e Establish and operate land banks for homes and residential properties that have been foreclosed



upon;
e Demolish blighted structures; and
e Redevelop demolished or vacant properties as housing.

NSP funding can provide direct benefit to individuals or households earning less than 120 percent of the
area median income, with at least 25 percent of the State’s allocation directed to individuals or
households earning less than 50 percent of the area median income. The funding cannot be used for
foreclosure prevention activities. Additional federal requirements and State policies are addressed in the
Policies and Requirements section of this amendment.

AREAS OF GREATESTNEED

The State of Maryland must target its NSP3 funds to one or more areas identified as having the greatest
need. Unlike NSP1 and NSP2, HUD has determined areas of greatest need for each recipient under
NSP3, using a formula and other data to evaluate the intensity of foreclosure need in each census tract.
It included, but was not limited to, an analysis of vacant properties, number of foreclosure starts, number
of completed foreclosures, decrease in home values, and unemployment information. This information
can be found at www.huduser.org/portal/datasets/ nsp.html.

Census tracts with a Foreclosure Need Score of 17 (on a 20 point scale) or the state threshold score
which is the 20™ percentile of the most needy census tracts in a state are eligible for funding. Grantees
are not allowed to use any other data than that provided by HUD to determine areas of greatest need. It
is important to note that HUD analyzed each block group within a census tract using their formula. For
purposes of this document, each block group is referred to as a “census tract.”

The State of Maryland chose to concentrate NSP3 funding in areas that represent the 20" percentile of
the most needy census tracts in the state. Those areas identified have a Foreclosure Need Score of 14 or
greater on a 20 point scale. There were 884 census tracts with Foreclosure Needs Scores of 14 or
greater. The State elected to exclude census tracts in HUD’s data that 1) did not contain any housing
units; and 2) tracts that had less than 100 housing units and a zero impact number. By employing this
methodology, the State geographically identified eligible census tracts located in Baltimore City, Anne
Arundel, Baltimore, Charles, Harford, Prince George’s, Washington and Wicomico Counties.

Map 1 illustrates eligible census tracts for selected NSP3 activity as determined by HUD in the State of
Maryland.



MAP 1

HUD Determined NSP Eligible Areas
in Maryland

NSP Needs
Categories

Source: HUD and DHCD Office of Research s e 144872010

Note: To view a larger version of Map 1 click: http://www.mdhousing.org/website/images/NSP-3 _14nGreater.png

HUD did allow grantees the flexibility of targeting funds to areas that crossed census tract boundaries.
A mapping tool was created by HUD that allowed grantees to aggregate the Need Score between a tract
that met the Foreclosure Need Score and a tract that did not. To make the most impact in the areas of
greatest need, the State of Maryland only used eligible census tracts and did not allow the combining of
qualifying and non-qualifying census tracts. (Information on the HUD mapping tool can be found at
www.huduser.org/portal/datasets/nsp.html).

In addition to the State of Maryland’s $5,000,000 NSP3 allocation, Prince George’s County (a HUD
entitlement county) received its own allocation of $1,802,242 — the only other jurisdiction in Maryland
to receive NSP3 funding. The State will work within entitlement and non-entitlement jurisdictions
including Prince George’s County to consider targeting funding to areas of greatest need. Information
about Prince George’s County’s NSP3 program, the needs and priorities in their local communities, and
the jurisdiction’s consolidated plan can

be found at www.princegeorgescountymd.gov/dream/.

METHOD OF DISTRIBUTION

Of the $5,000,000 total allocation, the State will retain $500,000 or the allowable 10% of the award for
administrative costs. The remaining $4,500,000 will be used for projects and activities selected through

a Request for Proposal process. The Request for Proposal (RFP) process was completed on January 31,
2011.



HUD encouraged each grantee to select and carry out its NSP3 activities in the context of a
comprehensive plan on how the communities’ envision, not only making their neighborhoods more
stable, but more sustainable, competitive and integrated into the overall metropolitan fabric. This
includes approaches that create access to transit, affordable housing, employers, and services. NSP3
requires grantees to have a thorough understanding of their residential markets and evaluate how
selected projects and activities will ensure a measurable impact in their target areas.

The State solicited RFPs through the Neighborhood Conservation Initiative (NCI), a program originally
created for NSP1 to assist communities in addressing abandoned and foreclosed homes utilizing
strategies to stabilize targeted areas (see NCI goals below). Each RFP submission was expected to meet
goals set forth in the NCI (referenced below), creating neighborhood conservation areas using eligible
census tracts and develop strategies that align with these goals.

The goals of NCI are:

(1) To increase affordable workforce housing opportunities, both rental and homeownership, in
neighborhoods most affected by foreclosure in coordination with local partners.

(2) To maximize revitalization and stabilization impact in target “Conservation” neighborhoods,
focusing and coordinating investment of local and State resources.

(3) To complement ongoing foreclosure prevention activities of State and local partners.

Partners eligible to submit RFPs included Baltimore City, county governments, non-profit organizations
and housing authorities. The State provided maps, HUD data on eligible census tracts by counties,
income limits, HUD guidance and information, NSP regulations, and State policies and procedures.

Eligible partners were instructed to focus on a range of solutions to stabilize target neighborhoods rather
than solely on executing NSP3 eligible uses. They were encouraged to select census tracts with higher
need scores, provided the proposed projects and activities would result in enough housing supply to
produce measurable outcomes for the area. Their target area could be a neighborhood, a block group, or
an entire census tract.

The State emphasized and encouraged the use of NSP3 funds for affordable rental development.
Eligible partners were encouraged to seek the availability of foreclosed or vacant multi-family buildings
as an element in their strategies to revitalize neighborhoods and provide a range of affordable housing
choices. It was ultimately their decision to determine if rental development was a key element in their
strategy and whether or not it would work in their target areas.

The State received 12 RFPs from governments, non-profits and a housing authority. The State reviewed
the proposals and selected strategies that best met both NCI as well as HUD goals and objectives. The
State reserved the right to select strategies, but not necessarily approve all the proposed projects that
were identified.

The review team evaluated each RFP considering the following factors:
o Eligibility of Activities: Were proposed projects and activities eligible under NSP3?

e Eligibility of Area: Was the proposed target area(s) within an identified census tract?



Market Knowledge: Does the strategy demonstrate a thorough understanding of the market and
what steps are necessary to improve it?

Solutions: How would the proposed strategy, projects and activities stabilize or revitalize the
target areas and the market? Does the strategy contain both short term and long term goals?

Impact: Do the proposed projects and activities result in impacting the required number of
housing units that HUD has mandated for that census tract(s)? OR does the strategy otherwise
provide for other measurable impact in areas with vacancy issues rather than foreclosure
problems? In this case, using the HUD data, does the strategy provide enough information to
support the problems and issues you propose to address? Are the planned outcomes significant
enough to stabilize neighborhood conditions?

Community Input: Did the partner(s) solicit input from residents and/or other organizations
within the target area(s)? Did it include participation from private sector businesses? Did the
strategy align with a pre-existing community-based plan?

Administrative Plan: Did the strategy include a sufficient administrative plan to implement and
complete projects and activities? Did the organizations and staff have experience in developing

and administering these types of projects and activities?

Impact of NCI Strategy: Did the investment strategy result in a significant increase in affordable
housing, rental and/or homeownership, and the stabilization of the target area?

Leverage: Was a significant leverage of additional funding and financing achieved? Was the
leverage a mix of both public and private sources?

Schedule: Did the schedule seem reasonable and manageable?

Did the strategy incorporate green rehabilitation and building practices and sustainable
development practices?

Did the strategy include sufficient projects and activities that benefit persons at or below 50% of
the AMI?

If more than one proposal was submitted for the same target area(s), did the proposed projects
and activities overlap or compliment each other?



SELECTION

The Secretary of DHCD approved the following partners and corresponding number of activities as
noted in Table 1:

TABLE 1
Number of Number of
Partner ; Amount Census Tracts Activities

Prince George's County $1,700,000 3 2
East Baltimore Development Inc.

(Baltimore City) $1,600,000 3 1
Enterprise Housing Corporation

(Baltimore City) $800,000 2 1
Washington County $400,000 3 2
Administrative Costs $500,000 - -
Total $5,000,000 11 6

Map 2 shows the specific selected activities in each eligible census tract. Details regarding the selected
NSP3 funding activities can be found in the NSP Information by Activity section of this amendment.

Map 2

NSP3 Selected Activities

} City of Baltimore § City of Baltimore
| Activity #3 — Irvington Housing | : Activity #6 ~ Preston Place Acquisition
: $800,000 N and Rehabilitation
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Prince George's County

Selected NSP3 Activity #4 — Green Suitiand
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g | Activity #5 ~ Save Your Home Initiative
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Source: HUD and DHCD Office of Research pub cute GOS0

POLICIES AND REQUIREMENTS



The following section provides HUD and State Policies, Regulations, and Requirements for the use of
NSP3 funding administered by the State of Maryland.

Adjustable Rate Mortgages: State NCI Policy requires that mortgages must be for a fixed rate for a
minimum of 30 years and no adjustable rate mortgages can be used by persons acquiring houses assisted
with these funds.

Davis Bacon Labor Standards: Davis Bacon and applicable regulations will be required for new
construction projects over $2,000.

Eminent Domain: State NCI Policy will not allow the use of NSP3 funds in conjunction with properties
acquired through eminent domain.

Environmental Review: All activities and projects must comply with the 24 CFR Part 58.

Housing Counseling: Each homebuyer assisted with these funds is required to receive and complete at
least 8 hours of home buying counseling from a HUD-approved housing counseling agency before
obtaining a mortgage loan. The counseling can be funded with NSP3 funds.

Mortgages: State NCI Policy encourages grantees to use the Maryland Mortgage Program if they are
targeting first time homebuyers or have homebuyers purchasing houses in an IRS designated qualified
census tract.

Pre-Incurred Costs: No costs may be incurred prior to the selection of strategies, projects and activities;
approval of the State’s Action Plan by HUD; and the submission of an Environmental Review Record
and receipt of a Release of Funds.

Priority Funding Areas: State NCI Policy encourages grantees to concentrate projects and activities
within a State designated Priority Funding Area within selected census tracts. Any project or activity
involving new construction can only be within a Priority Funding Area.

Program Income: Funds generated from the sale of NSP assisted property or the net proceeds from
rental property are considered program income and must re-used for the same activity that generated it.
The State will provide additional guidance to selected grantees.

Project Administrative Costs: State NCI Policy will only award up to 5% of a grantees total NSP3
request for project administrative costs. This includes allowable and reasonable project delivery costs.

Purchase Discount: Any purchase of a foreclosed upon home or residential property must be acquired at
a discount of at least one percent from the current appraised value. Each transaction will require a
current appraisal completed within 60 days of an offer made for the property.

Recapture: The State reserves the right to recapture awarded funds and transfer to other entities for lack
of progress and expenditures. Performance will be evaluated every six months by State staff.



Relocation: The State strongly recommends that all acquired properties be vacant and has determined
that no funding can be used to pay for relocation activities under the State’s initiative. Grantees may
choose activities that trigger compliance with the Uniform Relocation and Real Properties Act (URA);
however, they must use their own funding for relocation costs and compliance. Grantees must also pay
for any temporary relocation that is triggered.

Subprime Mortgages: State NCI Policy will not allow subprime mortgages to be used by persons
acquiring houses assisted with these funds.

Tenants Protections: These protections are separate from those under the URA and apply to bona fide
tenants occupying a foreclosed dwelling or residential real property at the time the property was
foreclosed upon.

Uniform Relocation Act (URA): All property acquisition is subject to the requirements of the Uniform
Relocation and Real Properties Act. This applies to both voluntary and involuntary transactions.

Vicinity Hiring: To the maximum extent feasible, the State’s grantees will hire employees who reside in
the vicinity or contract with small businesses that are owned or operated by persons residing in the
vicinity of where the projects and activities are taking place. HUD defines vicinity as the neighborhood
or target area within the approved census tract(s).  Note that this does not replace Section 3
requirements.

| DEFINITIONS AND DESCRIPTIONS

The following definitions and descriptions are utilized in the State’s NSP3 program:

Abandoned: A home or residential property is abandoned if either (a) mortgage or tax payments are at
least 90 days delinquent, or (b) a code enforcement inspection has determined that the property is not
habitable and the owner has taken no corrective actions within 90 days of notification of the
deficiencies, or (c) the property is subject to a court ordered receivership or nuisance abatement related
to abandonment pursuant to state or local law or otherwise meets a state definition of an abandoned
home or residential property.

Blighted Structure: A structure is blighted when it exhibits objectively determinable signs of
deterioration sufficient to constitute a threat to human health, safety, and public welfare as defined by
local code.

Date of Notice of Foreclosure: For purposes of NSP tenant protection provisions, the date of the notice
of foreclosure shall be deemed to be the date on which complete title to a property is transferred to a
successor entity or person as a result of an order of a court or pursuant to provisions in a mortgage, deed
of trust, or security deed. If none of these events occur in the acquisition of a foreclosed property (e.g.
in a short sale), in order to ensure fair and equitable treatment of bona fide tenants and consistency with
the NSP definition of foreclosed, the date of notice of foreclosure shall be deemed to be the date on
which the property is acquired for the NSP assisted project.

Foreclosed: A home or residential property has been foreclosed upon if any of the following conditions
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