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MEMORANDUM FOR: Dondd J. Lavoy, Acting Director, Red Estate Assessment
Center, X

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

SUBJECT: Implementation of the Real Estate Assessment
Center’s Physica Ingpection Assessments

INTRODUCTION

The purpose of our review was to assess the implementation of the Red Estate Assessment
Center’s (REAC) operations pertaining to physical ingpection assessments. REAC provides
assessments to hdp HUD monitor the properties in its public housing, subsidized housing and
insured housing portfolios.

REAC has contracted with private companies to review up to 45,000 projects in HUD'’s
portfolios. As of May 3, 1999 11,600 inspections were performed. Through the
sandardization of treatment for al properties in the assisted and insured portfolios, the physica
ingpection assessment subsystem has the potentid to be a useful tool for informed decison
making on anationa basis.

We have identified two unresolved concerns and made three recommendations to strengthen
REAC's implementation process. The recommendations will be controlled in the Departmental
Automated Audits Management System.  Within 30 days for each recommendation, please
advise us on: (1) the corrective action taken; (2) the proposed corrective action and the date to
be completed; or (3) why the action is not considered necessary. Also, please furnish us with
copies of any correspondence or directives issued.
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Should you or your staff have any questions, please contact Stephen D. King, Assstant Digtrict
Inspector Genera at 617-565-5259.
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SUMMARY

The purpose of our review was to evaluate the implementation of the physica ingpection
assessments by the Red Edtate Assessment Center (REAC) Created in 1997 as part of the
HUD 2020 Management Reform, REAC will evaduate the condition of public and asssted
housing and the performance of public housing agencies and other assisted property owners.
REAC is developing seven digtinct assessments which are estimated to be fully operationa no
ealier than March 31, 2000. Initidly, the 2020 Reform had REAC working on four
assessments—physica  ingpections, financid  assessments, management  assessments  and
resdent satisfaction surveys. Astheinitiad concept evolved, HUD redized that the systems being
developed at REAC could be applied, with some modifications, to other aspects of its business.
HUD is making a significant commitment in developing REAC. HUD has budgeted over $62.9
million to develop al of the assessments and operate REAC.

REAC's Physcd Ingpection Assessment Subsystemn was built through: (1) developing criteria
to identify potentia deficiencies in each ingpectable item and assigning numeric vaues to
deficiencies, (2) hiring contractors to use these criteria to ingpect properties and (3) evauating
the results of the contractor’s observations.  Inspections are paid out of the appropriations
supporting the creation of the projects and not out of funds for developing the assessments and
operating REAC. REAC has entered into Six contracts under these two procurements and
could spend up to $117.4 million for inspections under these contracts.

REAC maintains two groups of professond ingpectors—the physical assessment standards
teeam and the qudlity assurance ingpection team—to maintan consdent qudity of the
contractors inspections.  These in-house inspectors verify the quality of REAC's contractors,
improve the quality of training, and revise the inspection methodology, where necessary.

While results of ingpections have shown that a mgority of properties are in farly good
condition, HUD needs assurance that concerns identified in its inspections are corrected. We
are concerned that a means of tracking findings and issues developed from the ingpections has
not been implemented.

Although REAC hires contractors to perform the physica inspections of properties, the
monitoring of these properties continues to be the respongbility of other divisons within HUD—
the Office of Public and Indian Housing and the Office of Housng. REAC and the Office of
Public and Indian Housing have defined their relaionship in a protocol. While a draft protocol
exigts, the reationship between REAC and the Office of Housing is il being defined.

HUD has not determined that the benefits derived from the physica ingpection assessment
subsystemn are commensurate with the cost of the subsystem. The basdline being established by
REAC gives HUD the opportunity to evauate the needs of its portfolio againgt the resources
avalable. To take full advantage of this opportunity, HUD needs to know the cost of the
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ingpection assessment system in order to compare the cost with the benefits and the available
resources.

REAC has developed and isimplementing a physical assessment process that should help HUD
to monitor its Public and Indian Housing and Multifamily property portfolios. While the process
of scoring ingpections is far dong in development, actud implementation and use of this process
for monitoring may be more than a year away. Adequate coordination between REAC and the
program offices is essentid to redizing the expected benefits of the ingpection assessments.
While we believe tha this sysem has the potentid to be a useful tool for informed decison
making, we believe that our concerns about the quality assurance reviews, the tracking of issues
developed from inspections and the lack of a cost benefit analysis need to be addressed for
successful implementation of the physical inspection assessment process.

The Office of Public and Indian Housing and the Office of Housing have undergone substantial
downsizing as aresult of the HUD 2020 management reform. A maor question that till needs
to be answered will be whether the Program offices will have sufficient resources to address the
assessments being performed by REAC. Without adequate resources to carry out this function,
the intended benefits will not be redized. We are darting a separate review which will assess
the usage of the information provided by REAC.

On August 30, 1999, we provided REAC with a copy of the draft report for comment. We
received REAC's response on September 21, 1999. REAC is dready initiating action for two
of the four recommendations. Based upon their response, one recommendation was revised
and the remaining issue was consdered resolved. We have included pertinent comments in the
Findings section of the report. REAC sresponseisincluded in its entirety in Appendix B.
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BACKGROUND

The Red Edtate Assessment Center (REAC) is a new nationd management center within HUD
established to centrdize and standardize the way the Department eval uates the condition of over
3,000 public housing authorities with roughly 15,000 properties and over 30,000 properties
insured by the Federa Housing Adminigtration and/or receiving project-based subsidy under the
Section 8 program. REAC is designed to give the Department a more comprehensive and
condgtent vehicle for portfolio oversight and for prioritizing and directing its resources to public
housing authorities and multifamily properties.

Responsibility for overseeing the individud public housing authorities and multifamily properties
continues to belong to the Office of Public and Indian Housing and the Office of Housing,
respectively. REAC only performs assessments and does not resolve any project issues arising
from those assessments.

As dtated previoudy, REAC is to assess the condition of the public housing authorities and the
multifamily propertiesin which HUD has afinancid interest. In this capacity, REAC has a dud
mission: (1) to protect the public interest by identifying and assessng the risk of loss from
physical deterioration of properties, financia insolvency and potentia fraud waste and abuse
and (2) to asss HUD in focusing its resources most effectively to raise the qudity of the HUD
housing portfolio, enhancing the qudity of life for resdents by helping to ensure decent, safe and
sanitary housing.

HUD has been criticized for inadequate monitoring and enforcement of program regulations and
requirements. In 1994, GAO desgnated HUD a “high risk”. HUD developed plans for
renvention. The latest verson, cadled HUD 2020 Management Reform, focused on
organizationd changes that did not require legidation. These organizationa changes are
intended to bring about operating efficiencies. The Red Estate Assessment Center has been
caled the cornerstone of the HUD 2020 plan.

REAC's dud misson impacts on the Office of Public and Indian Housing and the Office of
Housng (both multifamily housng and sngle family housing). At the same time, REAC is
independent of these Offices. The Director of REAC reports to the Deputy Secretary as
opposed to ether the Assstant Secretary for Public and Indian Housing or the Assgtant
Secretary for Housing.

To accomplish its misson REAC has a gaff celing of 213 full time personnd--many personnel
are gill being hired. As of March 31, 1999, 110 personnel were on board. REAC aso
resources other HUD Divisons as needed and has contracted with numerous externa
gpecidigs, including Advanced Technology Systems, Andersen Consulting, Arthur Anderson,
Arthur D. Little KPMG Peat Mawick, Pasons Brinkerhoff Engineering, and
PriceWaterhouseCoopers.
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Based on REAC's affing organization and interviews with REAC personnel, REAC has seven
digtinct types of assessments to perform. These assessments are supported by a number of
operationd groups. These operationd groups relate to other divisons within HUD. Only
physical inspections and financia assessments were in production a April 2, 1999. By
production, we mean that the system isin use to perform its assgned function and should obtain
vaid results. The remaining assessments and their systems are still being developed by REAC.

REAC
| l |
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As each assessment comes online, REAC provides the results of its assessments to the Office of
Public and Indian Housing or the Office of Housing, as gppropriate. Additionally copies of the
asessments were being released to the public housing authorities and the multifamily owners.

REAC performs various
kinds of Assessments

Physical
Assessments
via Contractual
Inspections

Financial
Office of Assessments
i via Review
Housmg of Financial Public &
Multi Statements PHAS Indian

family & Resident Housing

Sinal Satisfaction
Ingie Assessments

Family via Surveys

Managerial
Assessments

Integrated
Analyses

Single
Family
Appraisals

Income
Verifications

PHAs & Owners
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The Inspection Process
REAC' singpection process includes:

developing criteriato identify potentid deficiencies in each inspectable item and
assigning numeric vauesto deficiencies

hiring and certifying contractors to perform ingpections within a specific
geographic locale

performing inspections

using the assigned numeric vaues to score inspections
maintaining the consstency of the ingpection process
developing a process for appedals of scores.

REAC developed a system of over 800 inspectable items and assigned numeric vaues to
potential deficiencies for each item. Two contractors were hired effective August 18, 1998 to
evaudae the entirety of the public housing authority portfolio and one-third of the multifamily
portfolio. On May 17, 1999, REAC hired additiona contractors to perform inspections at the
remaning properties within its asssted and subsidized portfolios. REAC has entered into Six
contracts under these two procurements and could spend up to $117.4 million for inspections
under these contracts.

For each ingpection, a score is generated consisting of a numeric vaue between 1 and 100, a
grade of g, b, or ¢ identifying whether or not hedlth and safety issues exist and an agterisk to
identify if all smoke detectors are working. REAC has developed a two tier quaity assurance
program. The firg tier is a Physicad Assessment Standards Team who:  perform desk reviews
of inspections, adjust the training of contractors, and update the dictionary of observed
deficiencies. The second tier is the Qudity Assurance Inspection Team who evauate the
performance of contractua inspectors by re-inspecting properties.

OBJECTIVES AND SCOPE

The objective of our review is to assess the implementation of the Red Edtate Assessment
Center’s operdions pertaining to the physica inspections. This is one of seven types of
assessments that REAC is performing.

We conducted our review from December 1998 to May 1999. To evauate the efficiency and
effectiveness of the implementation of REAC's contractua inspection service, we focused on

8
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understanding REAC' s operations, goals, and the systems that it was developing. We met with
REAC's Acting Director, Deputy Director and members of their saff. We evauated the
contracts and task orders for the first procurement entitled the National Inspection Contracts
and examined the second procurement entitled the Basdline Ingpection Contracts in comparison
to the first procurement. We accompanied a contractua inspection to experience the ingpection
process. We analyzed statistics for the results of over 11,000 inspections. We aso eva uated
REAC' s quality assurance process.
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FINDING: REAC Has Not Yet Reached Full Implementation
Of Its Physical Inspection Assessment

As the cornerstone of the HUD 2020 management reform plan, REAC is vitd to successful
implementation of the reforms needed to get HUD back on track. REAC has begun work on al
seven of its assessments. We examined only the implementation of the physicd ingpection
asessment.  We have three concerns about the physica ingpection assessment subsystem.
Specificadly we are concerned that:

1. On gtequdity assurance reviews only began after 11,000 ingpections were completed;

2. A means of tracking findings and issues developed from the inspections has not been
implemented; and

3. HUD has not determined that the benefits derived from the physical ingpection assessment
subsystem are commensurate with the cost of the subsystem.

While we are aware that full implementation is not yet complete, these concerns should be
addressed for the physical ingpection assessment subsystem to achieve success.

Eleven thousand inspections wer e performed
befor e on-site Quality Assurance Reviews began

To ensure that ingpections are performed in accordance with its contracts, REAC maintains two
groups of professond ingpectors—the Physica Assessment Standards Team and the Quality
Assurance Ingpection Team.

The role of the Physicd Assessment Standards Team is to ensure data consstency and
accuracy and to update the definitions used by the contractors. The Physica Assessment
Standards Team performs desk reviews of the contractua inspections, adjusts the training of
contractors, updates the dictionary of observed deficiencies and oversees the Quality Assurance
Inspection Team (QA). REAC advises that standardization is the key to the physical ingpection
process.

The role of the Quality Assurance Inspection Team isto eva uate the performance of contractua

ingpectors.  Through these evauations, the Quality Assurance Inspection Team assure that
contrectud  ingpectors are uniformly interpreting the definitions in the physica ingpection

10
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software. The Quality Assurance Inspection Team aso provides feedback on the software and
recommends changes to the software.

The Qudity Assurance Inspection Team became operationd in May 1999. Inspections of
subsidized properties by contractua inspectors began in October 1998. In the intervening
seven months, over 11,000 inspections were performed by the contractors. Without onsite
verification of the inspection process, HUD has very limited assurance that the contractua
inspectors performed adequately for these 11,000 property ingpections.

HUD needs its physica ingpection assessments to be rdiable in light of the reluctance of the
assigted housng industry to embrace the new inspection subsysem. The various industry
groups have expressed their reluctance through commentary on public notice, publicizing articles
critical of the new assessment subsystems and suing HUD for failure to comply with federd
requirements. HUD has responded to the industry by holding briefings at industry conferences,
publishing additional Federd Regigters notices to explain the physica ingpection assessments
and negotiating with the litigants for the withdrawa of the lawsuit.

AUDITEE’S RESPONSE AND ISSUE RESOLUTION

REAC dates that its qudity assurance program contains eight eements which were working to
assg in assuring that the physical inspections were performed in accordance with the contract
requirements. As a result of these dements, ingpectors were either dismissed or suspended.
REAC aso states the conducting on Site quality assurance review of properties ingpected a year
ago would serve no useful purpose since the deficiencies would not likdy ill be present.
Based on REAC' sresponse, the issue is consdered resolved.

HUD does not have a method of tracking issues
and findings developed from inspection results

HUD does not have a method to track issues and findings developed from contract ingpection
results. Without a system to identify how these issues and findings are addressed, HUD lacks
assurance that identified problems at properties will be addressed. REAC daff have indicated
that responghility for overseeing the individud public housng authorities and multifamily
properties continues to belong to the Office of Public and Indian Housing and the Office of
Housing, respectively. REAC only performs assessments and does not resolve any project
issues arising from those assessments.

11
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Usng data as of May 3, 1999, we examined the results of ingpections on a nationd bagss.
I nspections have been performed in every state as well as every HUD didrict. Numericdly, the

scores are distributed

Numeric Scores [Number of Inspections
between: Percentage
0-30 400 3.4%
31-60 2053 17.7%
61-100 9147 78.9%
Total 11,600 100.0%

In eech HUD digtrict the mgority of inspections received a numeric score that was greeter than
60. Exigent hedlth & safety issues were identified for 54.7% of the ingpected properties.

Number of
Exigent Health & Safety issues: Inspections |Percentage
none 5257 45.3%
at least one non-life-threatening 3556 30.7%
at least one life-threatening 2787 24.0%
Total 11,600 100.0%

While the results of ingpections show the properties to collectively be in fairly good condition,
there is no assurance that individua properties with hedlth and safety concerns or deficienciesin
their physcad condition will have these concerns corrected.  Appendix A deineates the
numerical and health and safety scores by digtrict.  For the 21.1% of the properties whose
scores are below the standard and the 54.7% of the properties with health and safety concerns,

correction of the deficiencies and concerns is needed.

The Acting Director of REAC and the Assistant Secretary of Public and Indian Housing have
sgned an agreement delineeting the generd operating relationships between their offices. In this
agreement, REAC will 1) make eectronic referras to the gppropriate PIH Office and 2) rely on
the referred PIH office to seek information or corrective action.

There is no comparable sgned agreement between REAC and the Office of Housing. The draft

unsigned agreement between REAC and the Office of Housing Sates:

While assessment and enforcement actions have been delegated to
the REAC and the Enforcement Center respectively, ultimate
responsibility for the multifamily loan portfolio remains with

Multifamily Housing.
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Nether of these agreements contains any specifics about the tracking and resolution of issues
developed from the inspection results. While responsbility for corrective action is delegated to
gaff other than REAC and the mgority of ingpections do not show serious problems, it remains
vital to HUD that corrective action occurs. REAC only performs assessments and does not
resolve any project issues arisng from those assessments.

Discussions with officids from the Office of Housing indicate that they are requesting owners to
certify the correction of any issues identified via the physica inspections. Housing advised that
they are not verifying corrections a the project level because the Secretary assured the industry
that only one ingpection would be conducted each year. Discussons with officids from the
Office of Public Housing indicate that they are developing a system to track corrective action for
issues identified via the physical ingpections.

To ensure that corrective action takes place, HUD needs to establish a means for tracking the
resolution of issues developed from physica ingpections performed by REAC or REAC's
contractors. To be efficient, an assessment system must be utilized.

AUDITEE’S RESPONSE

REAC dates that it is working with the Offices of Public and Indian Housing and the Office of
Housing on risk management tools that include the issue of tracking identified deficiencies. In
order for REAC to develop such atracking system, REAC advised that it would have to reach
agreement with both offices on the basic roles and responsihilities of each office. REAC would
then develop the system requirements. REAC plans to initiate work on the feagibility of REAC
being the catdy4t for this project and plans to complete the protocol with the Office of Housing.

ANALYSIS OF AUDITEE’S RESPONSE

REAC concurs on the need for a tracking system, but does not state that it should take that
role. If REAC determines that it is not feasble for REAC to fulfill thisrole, then HUD needsto
determine which division should fulfill that role. Completion of the protocol between the Office
of Housng and REAC would be ingrumentd in determining which divison of HUD should fulfill
that roe. REAC and the Office of Public Housng have sgned a protocol detaling ther
responghilities. This protocol does not mention the tracking of issues developed from REAC's
assessments.

13



Telephone: 617-565-5259 http:/AMwww.hud.gov/ oig/oigindex.html Fax: 617-565-6878

HUD has not determined that the benefits are commensurate
with the cost of the physical inspection assessment subsystem.

In developing its systems, REAC has focused on the benefits to be derived from the systems
without specificaly consdering the cost of developing, operating and maintaining the systemsin
comparison with the cost of existing operations.

HUD has budgeted over $62.9 million from the salaries and expenses appropriation and the
working capital fund to develop al of the assessments and maintain REAC.

FY Assessment Subsystems Salaries and Operations
1998 $14.8 million $2.4 million
1999 $34.7 million $11.0 million

For its physical ingpection assessment subsystem, REAC has entered into six contracts under
two different procurements. The first procurement is called the Nationa Inspection Contracts
(NIC). The three contracts under NIC have an initid term of one year with four one year
renewal options. Under the terms of the three NIC contracts, HUD could pay out up to $57.4
million for 90,000 inspections. The second procurement is caled the Basdine Ingpection
Contract (BIC). The three contracts under BIC are indefinite quantity contracts. Under the
terms of the three BIC contracts, HUD could pay out up to $60 million for inspections.
Inspections are paid out of the appropriations supporting the creation of the projects and not
out of salaries and expenses appropriation or the working capital fund.

Prior to the creetion of the physica ingpection assessment subsystem, the function of performing
physica ingpections was one of many duties assigned to fiedd staff within the Office of Public
Housing or the Office of Housing, as appropriate. In prior reviews, OIG has advised that
adequate monitoring, including physica ingpections, was not being performed. Having annud
ingpections of subsidized properties benefits HUD by providing that monitoring. However, we
remain concerned about whether the benefits derived from REAC's physical ingpection
assessment subsystem outweigh the cost of the subsystem. HUD should perform a cost-benefit
andysis of REAC physicd ingpection assessment subsystem.

With the establishment of an ingpection basdline through the NIC and BIC procurements, HUD
needs to determine if annua re-ingpection of 100% of the subsidized properties is cost-
effective. With the standardization of criteria and the objective mesasures provided through the
physica inspection assessment subsystem, HUD has consistent and objective measures for each

property inspected.

14



Telephone: 617-565-5259 http:/AMwww.hud.gov/ oig/oigindex.html Fax: 617-565-6878

Cost:Resources.Benefits

HUD has the opportunity to use this basdine to evduate the benefits of the ingpection
asessment system againg its avallable resources and its managerid needs. To take full
advantage of this opportunity and make a thoughtful decison regarding the best way to operate,
HUD needs to evaluae the cost of the ingpection assessment system in light of the resources
avalable to HUD as wdl as in light of the benefits derived from the standardization of
ingpections.

AUDITEE’S RESPONSE

REAC concurs with the need for a cost benefit analysis and has performed severd andyses of
proposed operations including a Cost Benefit analysis dated July 16, 1998.

ANALYSIS OF AUDITEE’S RESPONSE

Our examination of the Cost Benefit Analyss dated July 16,1998 identified that it extrapolated
the cogts of operating REAC by specificaly identifying the recurring and non-recurring cosis.
The Cogt Benefit Andysis dso identified the benefits to be derived from creating REAC in
comparison with the flaws of the existing system.

Asits scope, the Cost Benefit Andlysisligts:

This Cost/Benefit Analysis will analyze the REAC and its
underlying automated systems. The analysis is meant to be a
general overview of the costs associated with the development
implementation an operation of the REAC

The Cost Benefit Andysis does not compare operating costs of the preceding operations to
REAC's operations. Regarding cost estimates, the Cost Benefit Analysis states:

The REAC represents a fundamental shift in the way HUD
conducts its business. It utilizes ground breaking technology and

creates business processes unlike anything existing in the

15



Telephone: 617-565-5259 http:/AMwww.hud.gov/ oig/oigindex.html Fax: 617-565-6878

inspection and assessment industries today. Therefore, the costs
cannot be extrapolated from projects of a similar nature nor can
an exact methodology be used for estimation. This does not mean,
however that the costs contained in the cost worksheet are without
merit. The REAC development team has drawn upon its years of
experience and extensive knowledge of HUD program to create a
budget and supplement worksheets from which the cost figures
were derived.

The Cost Benefit Analysis dso does not compare the benefits derived from preceding operation
to REAC s operations. Regarding benefits, the Cost Benefit Andyss states:

The benefits of a centralized real estate assessment center that utilizes a
standardized automated assessment system may not be easily measure in
dollars and cents. They are however critical to the re-invention of HUD
and represent a profound improvement in the assessment of HUD's
portfolio of properties.

Even if the benefits are quditative rather than quantitative, the benefits derived from REAC
should be measurable and should be compared to the benefits derived preceding operations.

RECOMMENDATIONS
We recommend that HUD:

1A. Edablish a means for tracking the resolution of issues developed from physica
ingpections performed by REAC or REAC' s contractors.

1B. Complete and execute the agreement between the Office of Housing and the Red
Edate Assessment Center that delineates the general operating relationships between
these two offices.

1C.  Peform acost-benefit andyss of REAC's physical inspection assessment showing how

HUD has evduate the cost of the ingpection assessment system in light of the resources
available to HUD aswell as the benefits derived from the stlandardization of ingpections.

16
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Appendix A
NATIONAL STATISTICS ON INSPECTIONS
as of May 3, 1999

I nspections have been performed in every state as well as every HUD didtrict asfollows:.

Inspection Scores

W61 to 100
031to 60
O 0to30

Northwest/Alaska
Pacific Hawaii
Rocky Mountains
Great Plains
Southwest
Midwest
Southeast/Caribbean
Mid-Atlantic

New York/New Jersey
New England

District

INWI

- 500 1,000 1,500 2,000 2,500 3,000

Number of inspections per category

The mgority of inspections received a numeric score that was greater than 60. Exigent hedlth &
safety issues exist and need to corrected.

Exigent Health & Safety Concerns

B No concerns
Northwest/Alaska Tl

Pacific Hawaii [ I I— O At least one non-life threatening concem
Rocky Mountains | T IS O At least one life threatening concem
S Great Plains [T —
® Southwest E I I—
o Midwest [ I ]
Southeast/Caribbean | I I

Mid-Atlantic — T
New York/New Jersey |——— T .
New England | I , ) \ \

0 500 1,000 1,500 2,000 2,500 3,000

Number of Inspections
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Appendix B
é‘m‘“’%,o U. S, Department of Housing and Urban Deveiopment
g ‘ﬁ% 1280 Maryland Avenue, SW
;a* * 2 Suite 800
s \p@“ Washington, D.C. 20024-2135
4 pev et

REAL ESTATE ASSESSMENT CENTER

SEp 21 0

MEMORANDUM FOR: William D. Hartnett, District Inspector General, Office of
Audit, 1AGA

A}

FROM: dJ Y, AdtipgArirector, Real Estate Assessment Center
A,

SUBJECT: Implementation 0 eal Estate Assessment Center’s Physical Inspection
Assessments

This is in reply to your memorandum of August 30, 1999, providing
recommendations after concluding the subject review.

Our response to your specific findings and recommendations are as follows:

1. Recommendation - 1A. Confirm the accuracy of the inspection results for the 11,000
properties inspected to show that the Department of Housing and Urban Development
(HUD) has reliable results for all of its inspections.

The Real Estate Assessment Center (REAC) Response. REAC’s quality assurance
program for physical inspections is not limited solely to on-site reviews. Instead, the
REAC quality assurance involves eight other elements on different levels, all working
to assist in assuring that the physical inspections raised in this recommendation were
performed in accordance with contract requirements. These elements were all at work
during the time period in question.

The REAC quality assurance program includes the following:

A. The Physical Inspection Operations Division is responsible for reviewing
inspections that are uploaded to the REAC from contract inspectors. This
Division developed operating procedures and performed reviews on 100% of the
inspections that were received electronically from the inspectors, including
inspections performed between October 1998 and May 1999. Any problems
identified as a result of this review were brought to the attention of the respective
contractors for corrective action and resolution. In addition, REAC had monthly
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meetings with the contractors to convey concems regarding the quality of the
inspections.

. The Statistical Analysis Division analyzed 100 % of the physical inspections,

scores, and inspectors to determine the presence of outliers. REAC provided feed
back to its contractors regarding the performance of the inspectors.

. The Standards Division conducted independent analysis and/or reviews of

inspections between October 1998 and May 1999 as follows:

- Performed desk reviews on scores less that 60 points to ensure that
deficiencies noted matched definitions;

- Conducted Limited Quality Assurance (LQA) inspections of properties within
100 miles of the District of Columbia;

- Performed collaborative inspections that identified inspectors that were not
following the REAC protocol. As a result of these collaborative inspections,
inspectors were either dismissed or suspended.

. Quality Assurance Division. The Quality Assurance Division did perform on-site

reviews of a statistically valid sample (approximately 183) of the inspections
between November 4 and April 16.

. Customer Service Center (CSC). REAC established a CSC with a toll free

telephone number and an e-mail address. The CSC is available to all program
participants and has been open since the inception of the inspection program. The
CSC is a focal point for program participants who have problems or question to
get those issues resolved. It also provides the REAC with intelligence regarding
the quality of REAC work, including physical inspections. Problems that were
identified during this period from the CSC were subsequently referred to the
Government Technical Representative for resolution.

. Technical Reviews, HUD published a notice in the Federal Register on May 13,

1999, to permit public housing agencies to request a technical review of their
inspections in cases of certain contractor errors. A similar provision is being
developed for the Multifamily Housing Programs. The technical reviews provide
the REAC with data regarding the quality of the first inspections performed
during the period in question.

. Outreach. The REAC has done extensive outreach by meeting with industry

groups around the country. During these sessions, owners/PHAs are encouraged
to provide REAC with information on potential inspector mistakes. Where feed
back was provided, REAC followed up on those issues raised.

. Training. REAC requires each inspector to attend an 80-hour training course and

pass a certification test demonstrating proficiency in the use of the inspection
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software, including deficiency classification. In addition, based on feed back
noted in the above elements that reflects contractor performance during the time
period in question, REAC provided additional remedial training to inspectors on
several occasions to ensure acceptable performance.

Based on the above actions, the REAC quality assurance program was in operation
during the time period in question. There were sufficient on-going activities to
provide reasonable assurances that the inspections performed before May 1999 met
contract requiremnents. In addition, it has become evident from our discussions with
owners, the industry and program offices that the past culture of neglect is changing.
Owners now know that the Federal government will be making on-site inspections of
their property and are taking actions to correct deficiencies before and after the REAC
inspections. Given this fact, even if REAC had not done all of the activities described
above, conducting on-site quality assurance reviews of properties inspected a year ago
would serve no useful purpose since the deficiencies would not likely still be present.
Moreover, REAC inspections are still an annual event. New inspections are being
scheduled and will yield new information about the condition of the properties.
REAC, therefore, concludes that no further action is necessary on this
recommendation.

Recommendation — 1B. Establish a means for tracking the resolution of issues
developed from the physical inspections performed by REAC or REAC’s contractors.

REAC Response. As previously noted, REAC is a data collection and dissemination
agency. The Offices of Public and Indian Housing, and Housing as well as the REAC
have responsibility for establishing operating procedures to respond to the results of
the physical inspections performed by the REAC. Offices Public and Indian Housing
and Housing have issued operational instructions to their respective field offices. The
REAC is working with these Offices on risk management tools that include the issue
of tracking REAC identified deficiencies. In order for the REAC to develop such a
tracking system, REAC would have to reach agreement with both offices on the basic
roles and responsibilities of each office. REAC would then develop the system
requirements. We will initiate work on the feasibility of REAC being the catalyst for
this project and report back to your office by December 31, 1999,

Recommendation - 1C. Complete and endorse the agreement between the Office of
Housing and the Real Estate Assessment Center that delineates the general operating
relationships.

REAC Response. REAC will complete the protocol effort that will include
guidebooks, training and the agreement with the Office of Housing. We have
targeted December 31, 1999 as the date by which this will be accomplished.
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4.

Recommendation — 1D. Perform a cost benefit analysis of REAC’s physical
inspection assessment,

REAC Response. REAC agrees with your Office in the need for analyzing the costs

and benefits of new programs. In developing the REAC itself and in particular the

physical inspection system, REAC did a number of studies and research, including a

cost benefit analysis, to determine if the REAC and the physical inspection system

were justified. The REAC was assisted in these efforts by KPMG-Peat Marwick. As

you are aware, HUD has approximately 40,000 properties in its portfolio of
multifamily insured, Section 8 project based, public housing and othet properties.
The capital outlay, initial and on-going, for these programs is in the billions of
dollars, REAC found that the nominal costs of the assessment system were cleatly
justified based on the numerous benefits, tangible and intangible, that the Federal
govemnment derived from REAC inspections. One of the most significant benefits

derived is the restoration of the public trust in HUD’s mission to provide decent, safe,

sanitary housing that is in good repair.
These studies included in the following:

A. August 4, 1997, KPMG-Peat Marwick research and evaluation of computer
inspection systems.

B. August 11, 1997, KPMG-Peat Marwick summarization and analysis of
computerized inspection system.

C. October 27, 1997, KPMG-Peat Marwick options and evaluation for hand held
data collection devices.

D. November 13, 1997, KPMG-Peat Marwick response to comments on evaluation

for hand held data collection devices.

E. December 1, 1997, KPMG-Peat Marwick summary of test results using four
different DCDs.

F. July 16, 1998, REAC Cost Benefit Analysis.

G. July 1998, REAC Front End Risk Assessment.

Based on the above, a cost benefit analysis was completed and no further action is
necessary regarding this recommendation.

The REAC would also like to comment on your Office’s suggestion that we should
reconsider the inspection of each project on an annual basis. The Assistant Secretary for

Public and Indian Housing stated that projects that consistently score high do not need

annual inspections. In this regard, we call your attention to the proposed revisions to the

Public Housing Assessment System (PHAS) regulations published on June 22, 1999.

You will note that the Subpart G of the rule proposes that physical inspections for “high

performers” be performed once every other year for any project that recsives an

inspection score of 90 or higher. There are similar regulatory amendments being drafted
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for the multifamily programs that are currently in development. As we progress and
expand the database, REAC will re-examine this issue further and make adjustments as
seem prudent.

I hope that the above adequately responds to the recommendations made in your
review. Copies of documentation supporting our responses are available upon request. If
you have any further questions and/or need any assistance please feel free to contact Bill
Thorson at (202) 708-4932 extension 3005.

cC:.

Saul Ramirez
Harold Lucas
William Apgar
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Deputy Secretary, SD, Room 10100 (1)

Chief of Staff, S, Room 10000 (1)

Specia Assigtant to the Deputy Secretary for Project Management, SD, Room 10100 (1)

Acting Assistant Secretary for Adminigtration, S, Room 10110 (1)

Assgtant Secretary for Congressiona and Intergovernmenta Relations, J, Room 10120
)

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 Assgant for Interfaith Community Outreach, S, Room 10220 (1)

Executive Officer for Adminidirative Operations and Management, S, Room 10220 (1)

Senior Advisor to the Secretary for Pine Ridge Project, W, 10216 (1)

General Counsdl, C, Room 10214 (1)

Director, Office of Federal Housing Enterprise Oversight, O, 9" Floor Mailroom (1)

Assigtant 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 Nationa Mortgage Association, T, Room 6100 (1)

Assgtant Secretary for Fair Housing and Equal 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 Department | Equal Employment Opportunity, U, Room 5128 (1)

Director, Office of Departmenta Operations and Coordination, I, Room 2124 (1)

Chief Financid Officer, F, Room 2202 (1)

Director, Enforcement Center, V, 200 Portals Building (1)

Director, Office of Multifamily Assistant Restructuring, Y, 4000 Portals Building (1)

Secretary’ s Representative (20—2 each)

Assistant Deputy Secretary for Field Policy and Management, SDF, Room 7108 (2)

Deputy Chief Financid Officer for Finance, FF, Room 2202 (1)

Director, Office of Budget, FO, Room 3270 (1)

Primary Fidld Audit Liaison Officer, 3AF, (2)

Headquarters Audit Liaison Officer, SD, Room 10126, (2)

Departmental Audit Liaison Officer, FM, Room 2206 (2)
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Acquistions Librarian, Library, AS, Room 8141 (1)

Deputy Inspector General, G, Room 8256 (1)

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 Inspector 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)

Auditee (2)

Deputy Staff Director, Counsdl, Subcommittee on Crimind 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 Governmentd 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 Oversght and Investigations, Room 212, O’ Naill
House Office Building, Washington, DC 20515 (1)

Director, Housing 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

@
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