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SUBJECT:  Security Costs of Multifamily Property Disposition Properties

We completed a review of security costs incurred at HUD’s Multifamily Property Disposition
properties.  The objective of our review was to assess the adequacy of controls over the process that
determined the level of and type of security obtained for Multifamily Property Disposition properties.
We initiated the review as a result of a problem that was referred to us by HUD’s program staff.

We concluded neither HUD nor its Property Management contractors had established a method to
determine the level and type of security needed at the properties.  HUD and the Property Management
contractors assumed all properties needed high levels of security when HUD first took control of the
properties.  As a result, HUD has no assurance that $38 million spent on security services was
necessary or appropriate.  During our review, when we brought this situation to the attention of HUD
officials, they immediately began working on ways to improve the process.

Within 60 days, please provide us, for the recommendation made in this report, a status report on: (1)
the corrective action; (2) the proposed corrective action and date to be completed; or (3) why action is
considered unnecessary.  Also, please provide us copies of any correspondence or directives issued
because of the audit.

Should you or your staff have any questions, please contact me at (913) 551-5871.

  Issue Date

            July 9, 1999

 Audit Case Number

            99-KC-113-0001
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We completed a review of security costs incurred at HUD’s Multifamily Property Disposition
properties.  The objective of our review was to assess the adequacy of controls over the process that
determined the level of and type of security obtained for Multifamily Property Disposition properties.
We initiated the review as a result of a problem that was referred to us by HUD’s program staff.

We concluded neither HUD nor its Property Management contractors had established a method to
determine the level and type of security needed at the properties.  HUD and the Property Management
contractors assumed all properties needed high levels of security when HUD first took control of the
properties.  As a result, HUD has no assurance that $38 million spent on security services was
necessary or appropriate.  During our review, when we brought this situation to the attention of HUD
officials, they immediately began working on ways to improve the process.

HUD did not conduct security surveys nor did it implement
any other procedures to otherwise determine appropriate
levels and type of security for its properties.   Instead HUD
relied on the Property Management contractor to determine
the levels and type of security needed at each individual
property.  However, the contractors did not have security
analysts on their staffs to accurately determine the
appropriate level and type of security at each of the
properties, nor did they subcontract with an expert to make
the determination.  In general, the contractors placed a large
number of guards at the properties upon takeover and left
them there for an indeterminate period.

We recommend that the Assistant Secretary for Housing-
Federal Housing Commissioner assures the Property
Disposition Centers follow through on the actions they
initiated to improve the process to determine the level and
type of security needed at Multifamily Property Disposition
properties.

We held an exit conference with the Supervisor-Project
Officer, Eastern and Atlantic Servicing Branch by telephone on
March 25, 1999.  We presented our draft finding to the
Assistant Secretary for Housing-Federal Housing
Commissioner during the review.  The Assistant Secretary
provided written comments to our draft finding on June 29,
1999.  The complete text of his comments is included as part of
our finding.

HUD Did Not Have
Procedures to Determine
Levels of Security

Procedures Were Needed
To Determine Levels And
Types of Security

Recommendation
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One of the organizational changes that occurred under HUD’s 2020 management reform plan was
the creation of Multifamily Development Centers to carry out asset management and asset
development.  The centers were created to provide leadership for HUD staff who provide
technical expertise in managing multifamily properties.  In addition, the initiative consolidated
operations to facilitate the multifamily asset development and management processes.  This
resulted in separate centers for Department-wide Enforcement Authority, Section 8 Financial
Processing and Property Disposition.

HUD consolidated its multifamily property disposition efforts into two centers; one in Atlanta,
Georgia and the other in Fort Worth, Texas.  Property disposition efforts were consolidated to
better use scarce personnel resources, provide consistency of procedures, and ensure the
availability of proper legal expertise.  Prior to the reform, property disposition functions were
performed by the local HUD field offices.

When HUD assumes control of a multifamily property, the applicable center is responsible to
control the costs of maintaining the property.  One major category of cost is security.

The objective of our review was to assess the adequacy of
controls over the process that determined the level of and type
of security obtained for Multifamily Property Disposition
properties.

We performed our on-site work between December 1998
and March 1999 at the Forth Worth Property Disposition
Center and at HUD Headquarters.  To assess the controls
over the process to determine the level and type of security,
we reviewed the Property Management contract with the
Forth Worth Property Disposition Center and the contract
the Property Manager had with a subcontractor.  We
interviewed property management officials, subcontractor
employees, HUD program officials, and Officers from the
Kansas City Police Department.  We also reviewed security
billing records, incident reports, and crime statistics for
properties around the Kansas City Area.

The audit covered the period from June 1997 through
December 1998.  The review period was adjusted as
necessary.  We conducted our review in accordance with
generally accepted government auditing standards.

We provided a copy of this report to the Assistant Secretary
for Housing-Federal Housing Commissioner.

Audit Objectives

Audit Scope and
Methodology
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HUD Needs To Establish A Method to
Determine the Level of Security Requirements
at Multifamily Property Disposition Properties

Neither HUD nor its Property Management contractors established a means of determining the
level and type of security needed at the Multifamily Property Disposition properties.  HUD and
the Property Management contractors assumed all properties needed high levels of security when
HUD first took control of them.  As a result, HUD spent more than $38 million on security
services without assurance that the levels and types of security were appropriate.

The  management of multifamily properties is controlled by
HUD Handbook 4315.1, Multifamily Property Disposition -
Management.  The Handbook makes HUD responsible for
controlling the cost of maintaining the multifamily properties in
its inventory.  Section 1-4 of the Handbook says, “Multifamily
HUD-owned and Mortgagee-In-Possession projects must be
managed in a manner that will protect the financial interests of
the Federal Government…”  The manner selected should be
the least costly of any reasonable alternatives.

The Handbook also discusses security needs at multifamily
projects.  Section 5-20 says, “In meeting statutory
requirements to keep projects decent, safe and sanitary,
...[HUD]... must determine the need and extent of, and
implement, security measures to maintain safe housing for
the residents and safe work areas for contractors and
subcontractors.”  This section also says, “Based on
individual project needs, security measures can range from
periodic visits from a Property Management employee, to a
complex system of regulated access doors, closed circuit
cameras, unarmed security guards and, in the extreme,
armed guard services.”  According to the Handbook, armed
guards should only be used in special cases, and their use
should be limited.  The Handbook says, “The employment
of armed guards is a temporary, last resort to be used only
until the project can be secured.”

The Handbook also says security surveys should be
performed at the multifamily properties when security is a
concern.  “If Security is a concern at a project, the services

HUD Guidelines
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of a security expert should be procured, generally using a
fixed-price contract, or subcontract if performed by the
Property Management contractor.  The security expert
should survey and analyze the project to identify security
concerns and recommend security systems and programs to
alleviate those concerns.”  The Handbook says the survey
and recommendations should include, “to the maximum
extent possible, reliance on electro-mechanical security
systems which minimize the number of security guards
required.”

HUD did not conduct security surveys nor did it implement
any other procedures to otherwise determine appropriate
levels and type of security for its properties.   Instead HUD
relied on the Property Management contractor to determine
the levels and type of security needed at each individual
property.  However, the contractors did not have security
analysts on their staffs to accurately determine the
appropriate level and type of security at each of the
properties, nor did they subcontract with an expert to make
the determination.  In general, the contractors placed a large
number of guards at the properties upon takeover and left
them there for an indeterminate period.

HUD and contractor staff at the two Property Disposition
Centers assumed that all properties needed high levels of
security when they were first taken over because the
properties had management and social problems.  HUD and
the contractors believed the typical property entering
HUD’s inventory had sustained long-term, deferred
maintenance and was in a distressed condition throughout.
HUD and the contractors also believed the properties were
frequently drug and gang infested and inhabited by a large
element of undesirable residents.  This led HUD and the
contractors to the conclusion that at acquisition, an
immediate, large outlay of funds for security guards was
required to protect the residents and the property.

HUD’s lack of an established method to determine the
appropriate level of security for its properties caused HUD
to spend a large amount on security services without
assurance that the level and type of security was
appropriate.  We determined that HUD spent a total of
$38,015,559 on security services at the 67 properties in its
inventory from June 1997 to December 1998.  This amounts

HUD Did Not Have
Procedures to Determine
Levels of Security
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to an average cost of $31,522 per property, per month for
security services.  The following chart shows the average
per month and the average per unit, per month cost of
security incurred by the two contractors (AMI and ARCO)
at the two Centers.  HUD spent an average of $472 per
unit, per month for security at its properties.

Security Costs

Total
Costs

Average
Per Property

Per Month

Average
Per Unit

Per Month

AMI $12,789,037 $22,919 $484

ARCO $25,226,522 $38,930 $460

All Properties $38,015,559 $31,522 $472

Costs of this magnitude indicate that security is a serious
issue at HUD’s Multifamily Property Disposition properties.
HUD Handbook 4315.1 requires special consideration when
security is an issue and says security experts should be
consulted.

This is in response to your May 28, 1999, memorandum
concerning your office's draft audit finding on the subject.
You request that we relate what changes have already been
made in the way the two Multifamily Property Disposition
Centers determine the kinds and levels of security services
that will be obtained at the properties managed by the
Centers.  As agreed, the office of Housing is diligently
working to establish an improved process.

The Ft. Worth Property Disposition Center is taking the
lead, working with the contracting staff who report to the
Atlanta Administrative Service Center.  Together, they have
been working with the General Services Administration,
researching how to establish a means to obtain security
analysis services, particularly through General Services
Administration lists.  A General Services Administration list
of schedules for such services was located at the General

Auditee Comments
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Services Administration Seattle Office, with three firms
possibly providing security analyses.  These schedules are
being reviewed to see how well they might work for the
Property Disposition Centers.

In addition, a representative of the Ft. Worth Property
Disposition Center has met with ADT Security Services,
Inc., which is on the General Services Administration list for
providing security equipment.  Part of what ADT provides
is limited evaluation of the security needs of a property.
Representatives of the Ft. Worth Property Disposition
Center and its project management contractor, AMI, Inc.,
met with ADT at a HUD-owned project, for which ADT
will prepare a sample evaluation of security needs.  The
General Services Administration also is trying to interest
other firms in providing this service, such as Pinkerton’s.

We have looked into the past security procurement
practices of the two Property Disposition Centers.  While
we have determined that the Property Disposition Centers
did not obtain the services of security experts to provide
analyses of the needs of each project when security was an
issue, as required by Handbook 4315.1, the Property
Disposition Centers did obtain the recommendations of their
professional contract project managers.  Each project
manager would consult with a firm subcontracted to supply
security guard services.  The local police were also
consulted in some instances.

Given the security problems we usually encounter when
taking over control of properties these days, security guards
are hired for many projects.  Initially the Property
Disposition Centers, with input from their contract property
managers, hire sufficient guard presence to establish control.
The level of this service is re-examined later and scaled back
when project conditions improve and a reduction is
warranted.

I appreciate your bringing this matter to our attention.  By
implementing your recommendation, we hope to improve
the entire process.

Our review determined that a large number of guards were
placed at properties and left there for an indeterminate period.

OIG Evaluation of
Auditee Comments
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While the number of guards at each property usually decreased
over time, we found that neither HUD nor the management
contractor used a well defined, reliable method to determine
when security levels should be decreased.

When complete, the actions HUD has already initiated should
correct this problem.

We recommend that the Assistant Secretary for Housing-
Federal Housing Commissioner assures the Property
Disposition Centers:

1A. Develop and implement procedures to determine the
level and type of security needed at Multifamily
Property Disposition properties.

Recommendation
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In planning and performing our audit, we considered the management controls of the Property
Disposition Centers in order to determine our auditing procedures, not to provide assurance on the
controls.  Management controls include the plan of organization, methods and procedures adopted by
management to ensure that its goals are met.  Management controls include the processes for planning,
organizing, directing, and controlling program operations.  They include the systems for measuring,
reporting, and monitoring program performance.

We determined the following management control was relevant
to our audit objectives:

· Program Operations - Policies and procedures that
management has implemented to reasonably ensure that a
program meets its objectives.

We assessed the relevant control identified above.

It is a significant weakness if management controls do not
provide reasonable assurance that the process for planning,
organizing, directing, and controlling program operations will
meet an organization’s objectives.

Based on our review, we believe the following item is a
significant weakness:

· Program Operations.

Neither HUD nor its Property Management contractors
established a means of determining the level and type of
security needed at the Multifamily Property Disposition
properties (see Finding 1).

Significant Weakness

Relevant Management
Control
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This is the first Office of Inspector General audit that assessed controls over the level and type of
security services acquired for Multifamily Property Disposition properties by the two Property
Disposition Centers.
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Deputy Secretary, SD
Chief of Staff, S (Room 10000)
Special Assistant to the Deputy Secretary for Project Management, SD (Room 10100)
Acting Assistant Secretary for Administration, S (Room 10110)
Assistant Secretary for Congressional and Intergovernmental Relations, J (Room 10120)
Senior Advisor to the Secretary, Office of Public Affairs, S (Room 10132)
Deputy Assistant Secretary of Administrative Services/Director of Executive
    Secretariat, AX (Room 10139)
Director of Scheduling and Advance, AL (Room 10158)
Counselor to the Secretary, S (Room 10234)
Deputy Chief of Staff, S (Room 10226)
Deputy Chief of Staff for Operations, S (Room 10226)
Deputy Chief of Staff for Programs and Policy S (Room 10226)
Director, Office of Special Actions, AK (Room 10226)
Deputy Assistant Secretary for Public Affairs, W (Room 10222)
Special Assistant for Inter-Faith Community Outreach, S (Room 10222)
Executive Officer for Administrative Operations and Management, S, (Room 10220)
Senior Advisor to the Secretary for Pine Ridge Project, W (Room 10216)
General Counsel, C (Room 10214)
Director, Office of Federal Housing Enterprise Oversight, O (9th Floor  Mailroom)
Office of Policy Development and Research, R (Room 8100)
Assistant Secretary for Community Planning and Development, D (Room 7100)
Assistant Deputy Secretary for Field Policy and Management, SDF (Room 7108)
Government National Mortgage Association, T (Room 6100)
Assistant Secretary for Fair Housing and Equal Opportunity, E ( Room 5100)
Chief Procurement Officer, N (Room 3152)
Assistant Secretary for Public and Indian Housing, P (Room4100)
Chief Information Officer, Q (Room 3152)
Director, Office of Departmental Equal Employment Opportunity, U (Room 5128)
Director, Office of Departmental Operations and Coordination, I (Room 2124)
Chief Financial Officer, F (Room 2202)
Director, Enforcement Center, V (200 Portals Building)
Director, Real Estate Assessment Center, X (1280 Maryland Avenue, SW, Suite 800)
Director, Office of Multifamily Assistance Restructuring, Y (4000 Portals Building)
Secretary’s Representative, New England, 1SA
Secretary’s Representative, New York/New Jersey, 2AS
Secretary’s Representative, Mid-Atlantic, 3AS
Secretary’s Representative, Southeast, 4AS
Secretary’s Representative, Midwest, 5AS
Secretary’s Representative, Southwest, 6AS
Secretary’s Representative, Great Plains, 7AS
Secretary’s Representative, Rocky Mountains, 8AS
Secretary’s Representative, Pacific/Hawaii, 9AS
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Secretary’s Representative, Northwest/Alaska, 10AS
State/Area Coordinators, Community Builder Seniors
Director of Fort Worth Property Disposition Center, 6AHMR
Director of Atlanta Property Disposition Center, 4AHMLAT
Assistant Deputy Secretary for Field Policy and Management, SDF (Room 7108)
Deputy Chief Financial Officer for Finance, FF (Room 2202)
Director, Office of Budget, FO (Room 3270)
Headquarters Audit Liaison Officer, Deputy Secretary, SD (Room 10126)
Headquarters Audit Liaison Officer, Housing, HQC (Room 6232)
Departmental Audit Liaison Officer, 6AF (Room 5156)
Primary Field Audit Liaison Officer, 6AF
Acquisitions Librarian, Library, AS, (Room 8141)
Chairman, Committee on Governmental Affairs, 340 Dirksen Senate Office Building,
    United States, Senate, Washington, DC 20510
Ranking Member, Committee on Governmental Affairs, 706 Hart Senate Office Building,
    United States, Senate, Washington, DC 20510
Chairman, Committee on Government Reform, 2185 Rayburn Building, House of
    Representatives, Washington, DC 20515
Ranking Member, Committee on Government Reform, 2204 Rayburn Building
    House of Representatives, Washington DC 20515
Subcommittee on Oversight and Investigations, Room 212 O’Neil House Office Building
    Washington, DC 20515
Director, Housing and Community Development Issue Area, United States General Accounting
    Office, 441 G Street NW, Room 2474, Washington DC 20548
Deputy Staff Director, Counsel, Subcommittee on Criminal Justice, Drug Policy & Human
    Resources, B373 Rayburn House Office Building, Washington, DC 20515
Chief, Housing Branch, Office of Management & Budget, 725 17th Street, NW, Room 9226,
    New Executive Office Building, Washington, DC 20503
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