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TO: William Apgar, Assstant Secretary, Office of Housing, H

FROM: William D. Hartnett, Digtrict Ingpector Generd, Office of Audit, 1AGA

SUBJECT:  Useof the Real Edtate Assessment Center’ s Physical Inspection Assessments

We conducted an audit of the Office of Housing's use of physica ingpection assessments generated by
HUD's Red Edae Assessment Center (REAC) on multifamily properties insured by the Federd
Housing Adminigtration and/or receiving project-based subsidy under the Section 8 program. The
purpose of our review was to evauate actions taken to address and track corrections to the physical
deficiencies disclosed through the REAC property inspections.

Although the Office of Housng utilizes the REAC property ingpections within their servicing
responsibilities, the report addresses the need for the Office of Housing to reinforce its assurances and
improve its processes to strengthen the Department’ s oversight of its portfolio of insured and subsidized
multifamily properties. Specificaly, we determined that the Office of Housing does not have the proper
assurances that corrective action is completed by the owner to the extent of al the physicd deficiencies
reported by the property’s REAC inspection.  This includes assurances that exigent hedlth and safety
violations are corrected within the required time frame and that complete property surveys identifying
the magnitude of the physica deficiencies are performed. Further, we determined that the Office of
Housing can improve the current notification process to field office staff of completed property
ingpection reports and exigent health and safety violations released by REAC.

Within 60 days, please provide us a status report on: (1) the corrective action taken; (2) the proposed
corrective action and the date to be completed; or (3) why action is not considered necessary. Also,
please furnish us copies of any correspondence or directives issued related to this audit.

If you have any questions, please contact our office at (617) 565-5259.
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Executive Summary

We conducted an audit of the Office of Housing's use of physica inspection assessments generated by
HUD's Red Edae Assessment Center (REAC) on multifamily properties insured by the Federd
Housing Administration and/or receiving project-based subsidy under the Section 8 program. As of
January 10, 2000, a totd of 20,151 of gpproximately 30,000 multifamily properties had completed
ingpection reports released since inception of REAC' s physical ingpection processin October 1998. At
an average cost of $661 per each physical ingpection, the Department has expended over $13.3 million
dollars.

The primary purpose of our review was to evauate actions taken to address and track corrections to
the physical deficiencies disclosed through the REAC physica ingpections. As part of our assessment,
we reviewed actions taken by the Massachusetts and Connecticut State Offices of Housing on physical

ingpections performed.

Although we found the Office of Housing to be utilizing the

Audit ResUlts REAC propety ingpections within  ther  servicing
respongbilities, we believe the Office of Housing can reinforce
its assurances and improve its processes to srengthen the
Depatment’s oversght of its portfolio of insured and subsdized
multifamily properties.

As of January 10, 2000, there were 2,221 properties (11
percent) of the 20,151 scoring between the passing threshold of
60, and the score a which the property is referred to the
Depatment’s Enforcement Center which is 30. In addition,
there were 10,611 properties (53 percent) of the 20,151 with
reported exigent hedth and safety violations. All of these
properties would have required written owner certification to
confirm repar and correction of the physcd deficiencies and
exigent hedth and safety violations cited. However, follow up
ingpections by the Office of Housng gaff, to verify corrections
or repairs to these REAC inspections, are not required and are
not performed.

We bdieve this policy opens the door to potentid fdse
information being tranamitted and certified by the project
owner. For instance, problems associated with the absence of
follow up inspections were confirmed during our review of the
Massachusetts and Connecticut State Offices of Housing.
Upon review of the owne’s certifications that certain
corrections or repars were made a four sampled housing
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properties, we determined that those corrections or repairs
were actualy completed at only three of the four properties.

We were advised that gaff limitations hinder follow up Ste vist
and/or re-ingpections. We were advised that the REAC
ingpection performed the following year would identify any
outstanding deficiencies from the previous year's ingpection
report. If the same deficiency exidts the following year, the
Office of Housing may take action againgt the project owner.
However, it is not known what type of repercusson will occur,
and it was agreed that there is no system established on how to
handle repeat offenders. A November 26, 1999 proposed rule
suggest ranking multifamily properties in three categories which
would indicate if an ingpection would be performed annudly.
The Department needs to recognize that repeet offenders will
not be identified in the next annuad REAC physica ingpection, if
in fact, the property is not required to have an ingpection every
year.

In addition, when certification of corrective action of exigent
hedlth and safety violations is reported by the project owners,
the owners do not aways specify when the corrective action
was completed. Instances are occurring where the owners
submit the certification weeks and even months after the
ingpection. We bdlieve that prompt correction of hedth and
safety violations is important and if owners are not required to
certify as to when the items were mitigated, there is a potentia
that the owners may become lax in making the corrections in a
timdy manner.

Our review of the Massachusetts and Connecticut State Offices
of Housing aso showed that there is no evidence or assurances
that ten of thirteen project owners required to complete
property surveys have done so. The property surveys are a
vehicdle to determine the full extent of the physicd deficiencies
that are present and in need of correction or repair. The

property surveys are important to the overal physica ingpection

process, whereas the REAC ingpectors cannot be expected to

ingpect dl of a property’s units. We believe if the requirement

of complete property surveys is not enforced, owners may only

be concerned with the deficiencies in the inspected units, when

in actudity smilar problems may exigt in other units.
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Executive Summary

Recommendations

Findingsand
Recommendations
Discussed

Furthermore, improvement is needed in the current notification
process to Housing fidd office staff when completed property
ingpection reports and exigent hedth and safety violations are
avalable on the Multifamily Housing Red Estate Management
Sysem (REMS). Where no systematic notification system is
operated by the REAC or the Office of Housng, the
respongbility of identifying newly released ingpection reports
and exigent hedth and sefety violations fals upon the fidd office
daff. Fidd office staff must be aware of property inspection
schedules, and must take the time to query ingpection data from
REMS to identify newly released ingpection reports and hedth
and safety violations. We believe this may be an unnecessary
added burden to a depleted field office staff, whereas a more
beneficid dectronic notification system can be developed and
operated by the REAC or the Office of Housing.

We ae recommending the Office of Housing consder
grengthening owner certifications pertaining to the correction
and repair of physica deficiencies reported through the REAC
ingpections, and continue to develop a system and procedures
to identify owners that have subsequent REAC ingpections
which depict the same physica deficiencies that were cited the
prior year and certified as corrected. Policies should be
established on action to be taken if it is determined that the
same physicd deficiencies exist. Further, we are recommending
the Office of Housing require the owner to not only certify to
corrected deficiencies, but indicate the time frame of such
corrections, and develop dronger procedures to assure
complete property surveys are performed and submitted by the
owner. Findly, we are recommending the Office of Housing
develop and operate a more beneficid notification system of
released property ingpections, which will lessen the burden of
the fidd office gaff.

We discussed the finding with Department officias during the
course of our audit. By letter dated March 28, 2000, the
Deputy Assstant Secretary for the Office of Housing provided
a detailed response to each recommendation discussed in the
draft report. We have included the Department’'s pertinent
comments in the Finding section of this report.  The
Department’ sfull responseisincluded in Appendix C.
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| ntroduction

The Red Edate Assessment Center (REAC) is a new naiond management center within HUD
edablished to centrdize and standardize the way the Depatment evaduates the condition of
gpproximately 3,300 public housing authorities and over 30,000 properties insured by the Federd
Housing Adminigtration and/or receiving project-based subsidy under the Section 8 program. The
REAC is designed to give the Department a more comprehensive and consistent vehicle for portfolio
oversght and for prioritizing and directing its resources to public housing authorities and multifamily
properties.

According to the protocol agreement between the Office of Housng and the REAC executed
November 9, 1999, ultimate respongbility for overseeing the individua multifamily projects continues to
belong to the Office of Housing. The REAC only performs the assessments and does not resolve any
project issues arising from those assessments.

Property physica inspection scores have both number and letter parts. The number part gives an
overdl score for the basic physical condition of a property, including hedth and safety problems other
than those associated with smoke detectors. The number part is a weighted average of the numerical
scores cdculated for five physcd ingpection aress including Site, building exterior, building systems,
common areas and dwelling units.

The letter part specificdly indicates whether hedlth and safety problems were observed during the
ingpection of the property. For the aphabetic part, lower case letters from “a’ to “c” are used. The
lower case letter “a’ will be given if there are no hedth and safety deficiencies; the lower case “b” will
be given if there are one or more non-life threatening hedth and safety deficiencies; and the lower case
letter “c” will be given if there are one or more life threatening hedlth and safety deficiencies.  Letter
grades will have two forms including with and without an asterisk (*); with the asterisk designating that
the property has a least one smoke detector deficiency.

Projects that have hedth and safety conditions will receive written citations from the REAC ingpectors
on the day of the ingpection. Life threatening conditions dso known as exigent hedth and safety
violations must be corrected within 72 hours from the date of the ingpection.

Updated field guidance entitled “Ingiructions to the Field for REAC Physical Inspections” including
procedures to appea REAC inspections and the latest notification of exigent and fire safety hazard
observed, was issued September 28, 1999. According to the guidance, for properties scoring 60 or
above, the owner should be ingtructed to make required repairs as indicated by their ingpection results
as part of thelr ongoing maintenance program.

For projects that receive a REAC physica inspection score of 31 to 59 points, the field office staff
should inform the owner that a Proposed Plan of Correction is required within thirty days of the owner’s
receipt of the inspection report. The owner must pay particular attention to the items classified as hedlth
and safety, severe and mgjor, and then conduct their own survey of the property based on HUD's
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I ntroduction

findings and random sample. The Plan should include corrections made, a description of the survey,
and a plan to correct dl outstanding deficiencies within sixty days of the Proposed Plan (ninety days
from receipt of report). For projects with scores in the range of 31 to 45 points, the Proposed Plan of
Correction must be in Management Improvement Operations (MIO) Plan Format, or an equivaent of
such.

Projects that score below 30 points will be referred by the REAC to the Departmental Enforcement

Center (DEC). The DEC, edtablished by the Department’s 2020 Management Reform, works in a
collaborative fashion with HUD’s program areas by consolidating the bulk of HUD’s enforcement

efforts and by resolving the mogt difficult and most significant, outstanding non-compliance issues anong

recipients of HUD program resources in the areas of Housing, Public and Indian Housing, Community

Panning and Development, and Fair Housing and Equa Opportunity.

A protocol exists between the DEC and the Office of Housing dated February 23, 1999. The protocol
provides that al physica inspections of properties scoring 30 points or less will be referred
smultaneoudy to the Housng HUB Director and the DEC. The DEC will immediatdly begin the
evauation process and will have primary responghbility for assessment. During the evauation process,
Housing Program Offices continue to be responsible for routine asset management tasks.

OIG Audit Related Memorandum 99-BO-199-0802, dated September 30, 1999, provided that the
REAC's physica ingpection assessment subsystem has the potentid to be a useful tool for informed
decison making on a nationa basis. However, for that to be redized, the Office of Public and Indian
Housing and the Office of Housing need to take the gppropriate action to address the assessments
performed by the REAC.

As of January 10, 2000, atotal of 20,151 multifamily property inspection reports were released. At an
average cost of $661 per each physical inspection, the Department has expended over $13.3 million
dollars. Of the 20,151 properties, 2,592 (13 percent) scored below the passing threshold of 60. A
summary of the inspection scores are as follows:

| nspection Score Number of Properties Percent of Total
60-100 17,559 87%
31-59 2,221 11%
0-30 371 2%

In addition, there were 10,611 properties of the 20,151 (53 percent) cited for exigent health and safety
violations.

The overal audit objective was to evauate actions taken by the

Audit Objectives Office of Housng staff to address physicd deficiencies
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Introduction

Audit Scope and
Methodology

disclosed through REAC inspections.  Specific audit objectives
were to identify and andlyze:

B The process of trangmitting multifamily property ingpection
reports to the owners/agents and the HUD State Offices,
induding the notification of exigent hedth and sfety
violations, and

B The procedures HUD uses to ensure complete property
surveys, and correction of dl physica deficiencies cited,
including exigent hedth and safety and violaions.

We sdected a sample of nineteen multifamily housing properties
serviced by the Massachusetts and Connecticut State Offices of
Housng. Eight of the nineteen properties are located in
Connecticut, and the remaning deven ae locaed in
Massachusetts.  (Appendix A) For the sample selected, we
determined what actions were taken by the Housing staff by: (1)
obtaining and reviewing the project servicing files; (2) reviewing
related protocols and/or interna procedures issued; (3)
discussing with Multifamily Program Center Directors and staff,
as needed, to obtain information on the actions taken with
respect to the properties, or any discrepancies/concerns; (4)
reviewing the Red Edae Management Sysem (REMS)
database to determine if the Housng saff had updated the
system as gppropriate with the results produced by the REAC
and the actions taken by Housing;, and (5) comparing and
evaduating the actions taken by Housng with the protocols
and/or interna procedures issued.

We identified any time lgpse from the initid REAC ingpection
date to when the firgt action was taken by Housing in response
to the ingpection results (of the nineteen sample projects) and if
there were any trends (i.e. decreases or increasesin time).

We identified any time lapse between the initid REAC
ingpection date and the date when the ingpection report is
released to the fidd office gaff in the Massachusetts and
Connecticut State Office of Housing.

We performed on-dte vidts to four of the nineteen sampled
projects (two projects in Connecticut and two projects in
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Massachusetts) to ensure owner certified corrections were
performed. (Appendix A)

We sdected an additiond sample of eight multifamily housing
projects serviced by the Massachusetts and Connecticut State
Office of Housng. For the sample sdected, we held
discussons via telephone cdls and ondte vidts to determine
how and when the REAC ingpection reports and notification of
exigent hedth and safety violations were recaved and what
actions were taken by the owners and/or management agents to
address the inspection results. Four of the eight sampled
properties are located in Connecticut, and the remaining four
are located in Massachusetts. (Appendix B)

We held interviews with the gppropriate Massachusetts and
Connecticut State Office Housing Directors and aff, and
Housing Headquarters Directors and staff.

We obtained and summarized the results of related work
performed by the Office of Ingpector Genera in conjunction
with the Fiscal Year 1999 HUD Financid Statement Audit.

We obtained and summarized the results of related work
performed by KPMG, Certified Public Accounting Firm, on the
Fiscd Year 1999 Federd Housng Adminigration Financid
Statement Audit.

Audit work was performed from June 1999 through January
2000 and covered the period October 1, 1998 through June
30, 1999. Where appropriate, the review was extended to
include other periods.

We conducted the audit in accordance with generally accepted
auditing standards.
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Finding 1

Housing Needs to Improve
Its Processes of Physical Inspections

As of January 10, 2000, there were 20,151 released multifamily property physical inspections of
approximately 30,000 properties insured by the Federd Housing Administration and/or receiving
project-based subsidy under the Section 8 program. HUD’s Office of Housing does not have the
proper assurances that corrective action is completed by the owner to the extent of al the physica
deficiencies reported by the property’s REAC ingpection. This includes assurances that exigent hedlth
and safety violations are corrected within the required time frame, and that complete property surveys
identifying the magnitude of the physcd deficiencies are performed.  Further, improvement is needed in
the current notification process to Housing fied office staff on the release of completed property
ingoection reports and exigent hedth and safety violations. We bdlieve that if the Office of Housing
reinforces its assurances and improves its processes, it will strengthen the Department’ s oversight of its
portfolio of insured and subsidized multifamily properties.

Updated fidld guidance entitled “Ingtructions to the Field for
REAC Physical Inspections” was issued September 28, 1999
and provides the fidd offices with indructions on how to
manage REAC ingpection results.  For housing properties
scoring less than 60 and greater than 30, the Housing field office
daff is to take the most action in resolving physica deficiencies
with the owner. Upon find completion of dl repairs, including
the exigent hedth and safety violations, the owner must provide
written certification to the fidd office. Acceptable certification
must be in the form of a signed letter on the owner’s letterhead.
Feld offices may require pictures, copies of owner inspections,
efc. as backup. There may aso be a follow-up inspection
under the HUD Qudity Assurance component to ensure
satisfactory completion of dl repairs. However, the fidd office
is not required to do follow-up ingpections of any kind.

Owners Required to Certify
Corrections

As of January 10, 2000, there were 2,221 properties (11
percent) of the 20,151 scoring between the passing threshold of
Over 50% of Inspections 60, and the score at which the property is referred to the
Required Owner Department’s Enforcement Center which is 30. In addition,
Certificiation there were 10,611 properties (53 percent) of the 20,151 with
reported exigent hedth and safety violations. All of these
properties required written owner certification to confirm repair
and correction of the physica deficiencies and exigent hedth
and safety violations cited. However, follow up inspections by
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Finding 1

Stronger Owner
Certification is Needed

Fa s Information Evident in
the New England Didtrict

System Needed to Process
Repeat Offenders

00-BO-111-0002

the Office of Housing gaff to verify corrections or repairs to
these REAC ingpections, are not required and are not
performed.

The Director of the Office of Housing for Portfolio Management
advised that gaff limitations hinder follow up dte vists and/or
re-inspections. It was advised that troubled projects (projects
with a score of 30 or less) will be referred to the Department’s
Enforcement Center which will conduct follow up ingpections
and monitor the correction progress. However, the non-
troubled projects are to be trusted as business partners to
provide accurate certifications of corrections.

We believe this policy opens the door to potentia fdse
information transmitted and certified by the project owner. We
further believe that the Office of Housng should consider
srengthening owner certifications.

Problems associated with the absence of follow up ingpections
were confirmed during our review of the Massachusetts and
Connecticut State Offices of Housing. Upon review of the
owner’s certifications that certain corrections or repars were
made a four sampled housing properties, we determined that
those corrections or repars were actualy completed at only
three of the four properties.

We were advised by the Director of Portfolio Management that
the REAC inspection peformed the following year would
identify any outstanding deficiencies from the previous year's
ingoection report.  If the same deficiency exigts the following
year, the Office of Housng may take action againgt the project
owner. However, it is not known what type of repercusson
will occur in the case of repeat deficiencies. The Director
agreed that there is no system established at this point on how
to handle repesat offenders.

Since the second round of physica ingpections by REAC is
now underway, we believe that it is pertinent the Office of
Housing establish a system and procedures to identify and
govern repeat offenders. We bdieve that the establishment of a
system used in conjunction with a stronger owner certification
policy will assig the Office of Housing in properly monitoring its
multifamily housing portfalio.
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Appendix C

Annud Inspections Might
Not Be Performed On All
Properties

Owner Certifications Are
Often Not Descriptive

The Office of Housing aso needs to recognize that a November
26, 1999 proposed rule suggested ranking multifamily
properties in three categories which would indicate if an
ingpection would be performed annualy. The three categories
proposed in the rule are: (1) the highest 20 percent of a physica
condition inspection will be desgnated Standard 1 performing
properties and will be required to undergo a physica ingpection
once every three years; (2) the next highest 30 percent will be
designated Standard 2 performing properties and will only be
required to undergo a physica ingpection every two years, and
(3) the remaining 50 percent will be designated Standard 3
performing properties and will continue with the annua physicd
ingpection currently required under HUD covered programs.
Therefore, the Office of Housing should be aware that repesat
offenders may not be identified in the next annud REAC
physical inspection, if in fact, the property is not required to
have an inspection every year.

When the certification of corrective action of exigent hedth and
safety violations is reported by the project owners, the owners
do not dways specify when the corrective action was
completed. Instances are occurring where the owners submit
the certification weeks and even months after the inspection. It
is not to say that the correction of exigent hedth and safety
violations are not completed in the required 72 hours, but that
the Department has no assurance of such. We bdieve that
prompt correction of health and safety items is important and if
owners are not required to certify as to when the items were
mitigated, there is a potentid that the owners may become lax in
meaking the corrections in atimey manner.

The Director of Portfolio Management agrees that the
responses from the owners should state how much time has
elapsed before the exigent hedth and safety corrections were
complete; especidly if the responses are not received until
months after the inspection was performed. The Director
believes that the field office saff should follow up to find out
when the corrections were compl eted.

Pege 9 00-BO-111-0002



Finding 1

No Assurances of
Complete Property Surveys

Notification of Released
Inspections Can Be

Imnroved
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Furthermore, the owners are required to complete property
surveys with corrective action plans for properties thet receive
an ingpection score below the passing threshold of 60. The
property surveys are a vehicle to determine the full extent of the
physical deficiencies that are present and in need of correction
or repair. The property surveys are important to the overal
physica inspection process, whereas the REAC inspectors
cannot be expected to inspect dl of a property’s units. Our
review of the Massachusetts and Connecticut State Offices of
Housing showed that there is no evidence or assurances that ten
of thirteen project owners, that were required to complete
property surveys, have done so. Itisnot to say that owners are
not conducting property surveys, but according to our review,
the Department has no assurances of such.

The Director of Portfolio Management agreed that the fied
office gaff may not be enforcing confirmation of completed
property  surveys. The Director dated that Housing
Headquarters personnd will have to emphasize to the fied
offices the importance of the results of the property surveys
conducted by the owners. We believe if this is not enforced,
owners may only be correcting the deficiencies in the inspected
units, when amilar problems may exist in other units.

We bdlieve the current process by which Housing field office
daff is notified of when completed property inspection reports
and exigent hedth and sdfety violalions are avalable on the
Multifamily Housng Red Edate Management System (REMYS)
can be improved. The respongbility of identifying newly
released ingpection reports and hedlth and safety violations fals
upon the fidd office daff, where no sysematic notification
system is operated by the REAC or the Office of Housing.
Fed office gaff must be aware of property ingpection
schedules, and must take the time to query inspection data from
REMS to identify newly released ingpection reports and hedlth
and safety violations.

We bdlieve this may be an unnecessary added burden to a
depleted fidd office saff, whereas a more beneficia eectronic
notification system can be developed and operated by the
REAC or the Office of Housing. It is possible the absence of a
proper notification system would inhibit the field office saff from
taking timdy action, and in the case of exigent hedth and safety
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Improved Processes Can
Strengthen Oversight

Auditee Comments

violaions, immediate action againg the owner to correct the
items within the required 72 hour time frame.

Although we found the Office of Housing to be utilizing the
REAC property ingpections in their servicing respongbilities, we
believe that if the Office of Housing reinforces its assurances
and improves its processes it will ultimately strengthen the
Department’ s oversight of its portfolio of insured and subsidized
multifamily — properties. Furthermore, we bdieve that
improvements made by the Office of Housng will hdp the
Department to achieve the REAC's misson to protect the
public interest by identifying and assessing the risk of loss from
physicd deterioration of propertiess and to assst the
Department in focusing its resources most effectively to raise the
qudity of the HUD housng portfolio, thereby enhancing the
quality of life for resdents by helping to ensure decent, safe and
sanitary housing.

The Department indicates in its response to the draft report that
“Housing questions whether a review of two offices, sdected
non-randomly and located in the same Multifamily HUB
jurigdiction, can reasonably represent a review of a nationa
program”. The Depatment responds that an independent
audit, conducted by KPMG and which states that FHA made
notable progress in its ability to monitor its insured portfalio,
more accurately reflects Multifamily Housng's effectiveness in
using REAC physica ingpection assessments.

In their response, the Depatment disagrees with our
recommendation for a dronger form of cetification in
completion of repars or hedth and safety items.  The
Department disagrees for reasons such as (1) the Department
plansto initiate a system of spot checking; and (2) a certification
relating to repairs is difficult to enforce unless the item is mgor
and long standing. The Department dso indicates that the draft
report draws an incorrect concluson that poorly performing
projects won't be inspected each year. The response states
that the bottom 50 percent of the properties, which
encompasses al the properties with scores below 60, and
properties scoring as much as 20 points higher will be subject to
annua ingpection requirements.
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The Depatment responds that the importance of timely
completion of exigent hedth and safety violations should not be
gpproached in a mechanistic way asif to say that anything other
than correction within the required 72 hours is a fallure. The
response states that “we should strive to meet the time god, but
the red god ismitigation”.

In addition, the Department responds that Housing has aready
implemented an improved natification system through an existing
st of formated reports avalable through REMS.  The
response dates that anyone who has access to the REMS
reporting database can generate a formatted report a any time;
reports that will ligt properties within a specific HUB, within a
specific range of scores, and within a specific range of release
dates.

Findly, the Department’ s response states that Housing does not
agree with the statement in the draft report that suggests that a
ggnificant weakness exids in the use of REAC assessments.
The response dates that “Housing has more data on the
physca condition of its inventory and is utilizing it in a more
consgtent and effective way than ever inits history”.

The Department misconstrues our draft report to read that the
Office of Houdng ineffectivdly uses physicd ingpection
asessments generated by the REAC. The Depatment
responds in disagreement over statements suggesting that a
ggnificant weakness exigs in the use of REAC assessments,
and tha the audit performed by KPMG more accurately
reflects Multifamily Housing' s effectiveness.

No where in the audit report is it mentioned that the Office of
Housing is ineffectivdy usng the REAC phydca ingpection
assessments.  Our audit report only addresses the need to
reinforce and improve processes, which would strengthen the
Department’s oversght of its multifamily portfolio. Thisincludes
processes over the Department’s ability to ensure corrective
action to physical ingpections performed, and the distribution of
completed ingpection reports to Housing field office aff.

The Depatment is in disagreement over a stronger owner
certification policy citing how difficult one is to enforce, and the
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initiation of a gpot checking system. The development of a spot
checking sysem would be an adequaie improvement.
However, the Department needs to establish policies on action
to be taken againgt an owner if it is determined that corrections
which were said to be completed, were in fact not. Depending
on the severity of the items in question, for any enforcement
action to be successful, a stronger owner certification policy
would be most beneficid.

Further, the Department cites that it isincorrect to conclude that
poorly performing projects won't be inspected each year. Our
report does not draw this conclusion. In response to comments
made that outstanding physicd deficiencies would be identified
in the following year’ s inspection, our report merely reminds the
Office of Housing of the November 26, 1999 proposed rule
which suggest ranking multifamily properties in three categories,
depicting how often a physcd ingpection will be performed.
The proposed rule does not identify what properties fal into
each specific category.  According to the Department’'s
response to the draft report, “final cut offs have not been
determined”’. As a result, we believe the Office of Housng
should continue to be aware of the proposed rule when
determining find designations for each category, and if they
chose, to rely on annud ingpections to identify outstanding
physcd deficiencies.

We agree with the Department that a god of exigent hedth
safety violations is mitigation.  However, thee ae life
threstening violaions and there were guiddines established for
completion. Our report does not suggest that anything other
than meeting those guiddines of correction within 72 hoursis a
falure. Our report indicates that there are ingances occurring
where the owners submit their certification weeks and even
months after the ingpection, without specifying when corrective
action was completed. The Depatment does not have
assurances in these instances of when the corrective action was
taken. The Department does not know whether the repairs
were completed in 86 or 110 hours as opposed to 72 hours,
whether there was a dday due to extenuating circumstances, or
whether it was entirdy neglect on the part of the owner. What
our report is saying is that the Department should have these
assurances.
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In their response, the Department spesks of an improved
natification system through an existing set of formetted reports
available through REMS. Although the Department’ s response
does not specificdly date that the responghbility of extracting
data from these reports fdls upon the fidd office gaff, we
believe that to be the case. We further believe that asking the
fied office gaff to query ingpection data from REMS to identify
newly released ingpection reports and exigent hedth and safety
violations may be an unnecessary added burden to a depleted
field office gaff. We believe that a more beneficid dectronic
notification system should be deveoped, which would
sysematicdly dert the fidd office saff of released physica

ingpections

We recommend that HUD:

1A.  Strengthen owner certifications pertaining to correction
and repair of physica deficiencies reported through the
REAC ingpections.

1B. Continue to develop a sysem and procedures to
identify owners that have subsequent REAC ingpections
which depict the same physicad deficiencies that were
cited the prior year and certified as corrected. Establish
palicies on action to be taken againgt an owner if it is
determined that the same physicdl deficiencies exis.

1C. Reguire the owner to not only certify to corrected
deficiencies, but to indicate the time frame of such
corrections, specifically when related to exigent hedth
and safety violations.

1D. Develop dronger procedures ensuring complete
property surveys are performed and submitted by the
owner, and that dl physca deficiencies identified
throughout the property are corrected.

1E. Devedop and operate a more beneficid notification
sysem of released property inspections and exigent
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hedlth and safety violaions, to lessen the burden of the
fidd office S&ff.
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Management Controls

In planning and performing our audit, we consdered the management controls of the Office of Housing,
specificaly as rdated to the physica ingpections performed by the Depatment's Red Edate
Assessment Center, in order to determine our audit procedures and not to provide assurances on

interna controls.

Management controls consst of a plan of organization and methods and procedures adopted by
management to ensure that resource use is congstent with laws, regulations, and policies; that resources
are safeguarded againgt waste, loss, and misuse; and that religble datais obtained, maintained, and fairly

disclosed in reports.

Rdevant Management
Controls

Significant Weaknesses

We determined the following management controls were
relevant to our audit objectives:

Physicd Ingpections
Tracking Corrective Actions
We assessed dl relevant control areas identified above.

A dgnificant weekness exids if internd controls do not give
reasonable assurance that resource use is consstent with laws,
regulations, and policies; that resources are safeguarded against
waste, loss, and misuse; and that relidble data is obtained,
maintained, and fairly disclosed in reports.

Our review identified ggnificant wesknesses over the
Depatment’s ability to effectivdly ensure controls over the
corrective action to physica inspections performed by the Redl
Edate Assessment Center, and the digtribution of completed
ingpection reports to Housing fidd office daff.  Spedific
weeknesses were identified in dl the management control areas
disclosed above. These wesknesses are described in the
Finding section of this report.
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Multifamily Housing Properties Reviewed

Inspection Inspection

Property Name City State Date Score (1) Field Office
Litchfiedld Heights Winsted CT 06/25/99 45h* CT State Office
Southfield Apartments (2) Newington CT 06/23/99 52k* CT Stae Office
Squire Village Manchester CT 03/31/99 HAc* CT Sate Office
West Hartford Fellowship West Hartford CT 03/15/99 75¢* CT Sate Office
Woodview Apartments (2) East Haven CT 03/04/99 5% CT Stae Office
Southwood Apartments Naugatuck CT 02/17/99 52a CT Stae Office
Granby Group Homes Granby CT 12/10/98 31b CT Stae Office
S Martin Towers New Haven CT 11/17/98 26c* CT Sate Office
Forest Hills JamacaPan MA 08/10/99 38c* MA State Office
Pond View Apartments JamaicaPan MA 07/29/99 53c* MA State Office
Cape Cod United Church Falmouth MA 07/26/99 98a MA State Office
Park Gardens Roxbury MA 07/23/99 47k MA State Office
South End Tenant Houses 1 Boston MA 06/17/99 89cr MA State Office
Pynchon Terracel Sporingfield MA 04/03/99 78c* MA State Office
Countryside Village (2) Maborough MA 03/26/99 49¢* MA State Office
Fruit Sever Merrick Apartments Worcester MA 03/25/99 19¢c* MA State Office
Sargeant West Apartments Holyoke MA 03/04/99 73c* MA State Office
Emerson Manor (2) Longmeadow MA 11/20/98 53b MA State Office
Ulin House Brighton MA 11/19/98 Hx MA State Office

1) Theagterisk (*) desgnates that the property has at least one smoke detector deficiency.

2) Indicates the properties that we performed onsite ingpections to ensure owner certified corrections
were made.
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Multifamily Housing Owners/Agents Interviewed

Inspection | Inspection
Property Name City State Date Score (1) Field Office
Southfield Apartments Newington CT 06/23/99 52b* CT State Office
Canterbury Gardens New Haven CT 06/07/99 55b* CT State Office
Squire Village Manchester CT 03/31/99 54c* CT State Office
Southwood Apartments | Naugatuck CT 02/17/99 52a* CT State Office
Forest Hills Jamaica Plain MA 08/10/99 38c* MA State Office
Florence Apartments Boston MA 08/03/99 48c* MA State Office
Park Gardens Boston MA 07/23/99 47b* MA State Office
Bay State Apartments Soringfied MA 06/02/99 41c* MA State Office

(1) Theasterisk (*) designates that the property has at least one smoke detector deficiency.
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Auditee Comments

: ,-"'- U. 5. Daparimant of Hoteing and Urbsn Development
;*“:\ Washington, D.C. 20410-9000

§

\.J

OFFICE OF THE ASSISTANT EECRETARY
FOR HOUSING-FEDERAL HOUISING COMMIGIONER

R 28 20

MEMORANDUM FOR: William D. Hartnett, District Inspector General, Office of

Audjt, JAGA
FROM: Sham MVI;@MNBM Programs,
HT

SUBJECT: Conunents on March 2, 2000 Draft’' Audit Report
Use of the Real Estate Assessment Center’s Physical Inspection Assessments

This is in response to your March 2, 2000 memorandum requesting comments on
the subject Draft report (the “Report™) concerning the use of Real Estate Assessment
Center’s (REAC) physical inspection assessments. We wish to make the following
gencral comments with regard to the Report and specific comments with regard to the
Recommendations contained in the Report.

General Comments:

Housing has adopted a balanced approach to utilizing the REAC physical inspeetions.
That balance includes measured responses to physical condition findings which vary
based on the assessment of the property. Scores of 30 and below go to the Departmental
Enforccment Center.  Assessments with scores of 60 and above are generally considered
passing and, because of that success, owners are requested to incorporate repair needs in
their ongoing maintenance plans. Some properties are cited for Exigent Health and
Safety (EHS) issucs, something never before attempted by the Department in this scale.

Note: The Report incorrectly quates the Director of the Office of Portfolio
Management. as saying that owners of projects above 30 are “trusted business
partners.” That remark applied to projects with passing inspection scores, i.e.
scores of 60 and above. Another incomect reference is the Report’s use of the
term “life-threatening health and safety”’ violations. The correct term to describe
these items is Exigent Health and Safety, or EHS.

At the outset, Housing questions whether a review of two offices, selected non-randomly
and located in the same Multifamily Hub jurisdiction, can reasonably represant a review
of a national program. Rather, the findings of this Report have more relevance to
implementation in & particular Hub office. The IG should refer to the statistically valid,
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random sampleé used by KPMG, the 1G’s contract suditor, in the review of the FHA
Financial Statements as one supporting a credible national audit. In auditing the
monitoring of FHA-insured projects, which entailed a review of the same monitoring
aspects as were covered in the subject Report, KPMG stated the fallowing ia its
independent audit report on the FHA's FY1999 financiel statements: "“FHA made
nolable progress in its ability 10 monitor its insured portfolio. * We think the progress
and improvement highlighted in the FHA andit report more accurately reflects
Multifamily Housing’s effectiveness in using REAC physical inspection assessments.

Comments on Recommendation 1A.

The Report (Page 6) recommends that a stronger form of certification of completion of
repairs or health and safety items, one pursuant {o the False Claims Act, is needed.
Housing believes that it is inappropriate to ask owners to sign False Claims certiffcation
for three reasons.  First and most importantly, the Department plans to initiate a system
of spot-checks wsing REAC inspectors. This is 2 more effective way of ensuring the
certifications are accurate. Second, even if obtaiped, a certification relating to repairs is
difficult to enforce unless the item is major and Jong-standing. Too many items in
troubled properties are fixed and then damaged a second time. Third, as noted elsewhere
in this response, 50 percent of the projects (100 pareent of the projects in poor condition)
will be inspected every year.

Commnents on Recommendation 1.8,

The Report (Page 7) draws the incorrect conclusion that poorly performing projects wen't
be inspected each year. The bottom 50% of the properties, which encompasses all the
properties with scores below 68, and properties scoring as much as 20 points higher (final
cut offs have not been determined) will be subject to annual inspection requirement. If
the IG is proposing that yearly reinspection of all projecis is necessary, Housing strongly
disagrees. As noted above, the Department plans to injtiate a system of spot-checks using
REAC inspectors, and there are other indicators - FASS assessments, tenant complaints,
feedback from Community Builders, etc. - that would warrant a follow-up mspection for
a particular project.

Comments on Recommendation 1.C.
The Repott (Page 7) notes the importance of timely completion of EHS findings and that
EHS certifications do not always contain a date of completion. Housing has set an

agpressive time frame for EHS completion. We know there will be times when owners
cannot meet this due to the complex nature of the corrections needed. This should not be
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approached in a mechanistic way as if completion in, say, 86 or 110 hours as opposed 1
72 hours, is a failure. We should strive to meet the time goal, but the real goal is
mitigation. A degree of flexibility on the part of owners and field offices, especially in
the initial phase of PASS implementation and Multifamily follow-up, is needed in some
cases where EHS repairs are delayed due to extenuating circumstances.

Cormments on Recommendation 1.D.

The Report (Page 8) describes the importance of owners submitting property surveys for
properties under the 60 threshold and for field offices to follow up on owner compliance.
Housing agrees with the Report in this regard, and that emphasis must be placed on
assuring owner compliance with the property survey requirement for projects between 31
and 59. We would note, though, that the annual inspection for these properties milipates
any risk associated with any owner noncompliance.

Comments on Recommendation 1.E.

‘The Report mentions that improvement could be made in terms of the process by which
field office staff are notified when completed property inspection reports and EHS
violations are available in the Multifamily Real Estate Management System (REMS), and
a systematic notification system is suggested. The Report seems to be referring to an
Exce! file that provides information on inspections that have been released to Housing
which some offices have used as a point of reference. Housing has already implemented
an improved notification system through the existing set of formatted reports available
through REMS, which includes a report (R03 Inspectjon List) that can be generated for a
specific HUB and PC; for a score range; and for a "released date" range.

Anyone who has access to the REMS reporting database can generate the formatted
report at any tme. The exisiing set of formatted reports includes several repons
regarding EH&S items, one of which generates a list of properties with EHS items that
were inspected in a certain date range and for a specific HUB and/or PC. Therefore, field
staff do not need the REAC Excel file to identify properties that were inspected during a
specific timeframe. They can use the existing REMS query capabilities.

In commenting on the oversight of physical inspectious, the Report makes no mention of
improvements Housing has made, especially in terms of obtaining release dates from
REAC to judge more accurately the field office effort in obtaining compliance. Further,
the Report mekes o reference to monitoring reporis which have been formatied so that
project managers and supervisors can see what inspections have been reieased each week,
and what remains to be done from prior weeks.
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In summary, Housing does not egree with the statement in the Report (Page 11)
that suggests that a significant weakness exists in the use of REAC assessments. Housing
has more data on the physical condition of its inventory and is vtilizing it in a more
consistent and effective way than ever in its history. Baseline physical inspection data on
the entire multifamily portfolio through HUD’s state-of-the-art physical inspection
process is nearing completion in March 2000, and Housing has initiated actions to
address thousands of identified EHS violations. Moreover, enforcement actions can now
be initiated on the small percentage of projects with unacceptable physical inspection
scores. For the first time, HUD now knows the physical condition of its multifamily
housing portfolio, and is taking action to assure housing quality standards are met.

Housing scts ambitious goals for itself and aggressive standards for owners. Teo
suggpest that falling short of full achievement of those goals is a significant weakness
invites Housing to set minimal goals for itself and owners, assuring that achievement will
be easier. That is not something that Housing wanits to do.
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Distribution

Deputy Secretary, SD, Room 10100 (1)
Chief of Staff, S, Room 10000 (1)
Speciad Assistant to the Deputy Secretary for Project Management, SD, Room 10100 (1)
Acting Assstant Secretary for Administration, S, Room 10110 (1)
Assgant Secretary for Congressond and Intergovernmenta Relations, J,
Room 10120 (1)
Senior Advisor to the Secretary, Office of Public Affairs, S, Room 10132 (1)
Director of Scheduling and Advance, AL: Room 10158 (1)
Counsdlor to the Secretary, S, Room 10234 (1)
Deputy Chief of Staff, S, Room 10226 (1)
Deputy Chief of Staff for Operations, S, Room 10226 (1)
Deputy Chief of Staff for Programs and Policy, S, Room 10226 (1)
Deputy Assistant Secretary for Public Affairs, W, Room, 10222 (1)
Specid Assigtant for Inter-Faith Community Outreach, S, Room 10220 (1)
Executive Officer for Administrative Operations and Management, S, Room 10220 (1)
Senior Advisor to the Secretary for Pine Ridge Project, W, 10216 (1)
Genera Counsdl, C, Room 10214 (1)
Director, Office of Federal Housing Enterprise Oversight, O, 9" Floor Mailroom (1)
Assgant Secretary for Housing Federd Housing Commissioner, H, Room 9100 (1)
Office of Policy Development and Research, R, Room 8100 (1)
Inspector Generd, G, Room 8256 (1)
Assgant Secretary for Community Planning and Development, D, Room 7100 (1)
Government National Mortgage Association, T, Room 6100 (1)
Assgant Secretary for Fair Housing and Equa Opportunity, E, Room 5100 (1)
Chief Procurement Officer, N, Room 5184 (1)
Assgtant Secretary for Public and Indian Housing, P, Room 4100 (1)
Chief Information Officer, Q, Room 3152 (1)
Director, Office of Departmental Operations and Coordination, I, Room 2124 (1)
Chief Financid Officer, F, Room 2202 (1)
Director, Enforcement Center, V, 200 Portals Building (1)
Director, X, Redl Estate Assessment Center, X, 1280 Maryland Avenue, SW, Suite 800 (1)
Director, Office of Multifamily Assstant Restructuring, Y, 4000 Portals Building (1)
Secretary’ s Representative (20—2 each)
Assstant Deputy Secretary for Field Policy and Management, SDF, Room 7108 (2)
Deputy Chief Financia Officer for Finance, FF, Room 2202 (1)
Director, Office of Budget, FO, Room 3270 (1)
Primary Fied Audit Liaison Officer, 3AF, (2)
Headquarters Audit Liaison Officer, HF, Room 9116 (2)
Departmental Audit Liaison Officer, FM, Room 2206 (2)
Acquigtions Librarian, Library, AS, Room 8141 (1)
Deputy Inspector General, G, Room 8256 (1)
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Assstant Inspector Generd for Audit, GA, Room 8286 (1)

Deputy Assistant Ingpector Generd for Audit, GA, Room 8286 (1)
Assstant Ingpector Generd for Investigation, GI, Room 8274 (1)
Special Agent-In-Charge, 1AGlI, (1)

Director, Program Research and Planning Division, GAP, Room 8180 (1)
Director, Financid Audits Divison, GAF, Room 8286 (1)

Director, Information Systems Audit Divison, GAA, Room 8172 (1)
Counsdl to the Ingpector General, GC, Room 8260 (1)

Digtrict Inspector Generd for Audit ( 2- 11, 1 each)

Central Records, GF, Room 8256 (4)

Semi-Annual Report Coordinator, GF, Room 8254 (1)

Office of Ingpector Genera Webmanager - Electronic Format (1)
Public Affairs Officer, G, Room 8256 (1)

Director, Office of Information Technology, AMI, Room 160 (1)

Deputy Staff Director, Counsel, Subcommittee on Crimina Justice, Drug Policy & Human Resources,
B 373 Rayburn House Office Building, Washington, DC 20515 (1)

The Honorable Fred Thompson, Chairman, Committee on Governmental Affairs,
340 Dirksen Senate Office Building, United States Senate, Washington, DC 20510 (1)

The Honorable Joseph Lieberman, Ranking Member, Committee on Governmenta Affairs, 706 Hart
Senate Office Building, United States Senate, Washington, DC 20510 (1)

Honorable Dan Burton, Chairman, Committee on Government Reform, 2185 Rayburn Building, House
of Representatives, Washington, DC 20515 (1)

Henry A. Waxman, Ranking Member, Committee on Government Reform,
2204 Rayburn Building, House of Representatives, Washington, DC 20515 (1)

Ms. Cindy Fogleman, Subcommittee on Oversight and Investigations, Room 212, O’'Neill House Office
Building, Washington, DC 20515 (1)

Director, Housng and Community Development Issue Area, United States Generd Accounting Office,
441 G Street, NW, Room 2474, Washington, DC 20548 (Attention: Judy England-Joseph) (1)

Steve Redburn, Chief, Housing Branch, Office of Management and Budget,
725 17" Street, NW, Room 9226, New Executive Office Building, Washington, DC 20503 (1)
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