4381.5 REV-2

TABLE OF CONTENTS
Page
CHAPTER ONE: INTRODUCTION
14 GENERAL v eteee e et et e e e e e et 1-1
12 APPLICABILITY o\ eeee ittt e ettt e e e e e, 1-1
13 PURPOSE OF THIS HANDBOOK ... ....euveeneneenennnnnennnn. 13
14 HUD GOALS . vveeeeeee e e e e e e e e e, 14
15 COOPERATION .. v e eeeene et e et e e eneeeneannen, 1-4
16 OWNER/MANAGEMENT AGENT RELATIONSHIP ..........c.c..... 15
1.7 HUD/MANAGEMENT AGENT RELATIONSHIP ... ......vvvuennn.... 1-5
1.8 RESIDENTS' RELATIONSHIP WITH OWNERS, MANAGEMENT
AGENTS, AND HUD . ..ot oeeteee et teeeeeeeteaeeenenenn. 1-5
19 RESOLVING CONFLICTS AND MANAGEMENT ISSUES ............. 1-6
1.10 WAIVER OF HANDBOOK DIRECTIVES BY HUD AREA OFFICES ...... 16
1.11 ORGANIZATION OF THIS HANDBOOK . .. .eenvveeneannannnnnns 1-8
112 OTHERREFERENCES . ... vovvteenenteeensneeeenananannnnns 1-9
CHAPTER TWO: APPROVAL OF MANAGEMENT AGENTS
210 INTRODUCTION . . .o oe e ettt e e et e e e e et eeeee s 2-1
SECTION 1: BACKGROUND
22  AGENT SELECTION AND APPROVAL AUTHORITY ..........c..... 2-1
23 TYPES OF MANAGEMENT AGENTS . ......ovvnvnenrnnnnnnene. 2-2
24 PRINCIPLES OF THE REVIEW PROCESS .........vvvvenenen... .24
25 STANDARDS FOR MANAGEMENT AGENT APPROVAL ............. 25
26 MANAGEMENT AGENT ASSUMPTION OF RESPONSIBILITY ......... 2-5
27  MANAGEMENT IN EMERGENCY SITUATIONS .........ovuvenenn... 26
28 SUBSEQUENT AGREEMENTS WITH MANAGEMENT AGENTS ........ 2-6

SECTION 2: PROCEDURES FOR HUD APPROVAL OF MANAGEMENT AGENTS

29

2.10
2.1

OWNER/MANAGEMENT ENT!TY APPROVAL SUBMISSION

REQUIREMENTS ... .. i i it i it eeisnenaens 2-7
AGENT ELIGIBILITY BASED ON PREVIOUS PARTICIPATION ......... 2-9

AGENT ELIGIBILITY IN SECTION 202 PROJECTS ................ 2-11




4381.5 REV-2

212
2.13
2.14
2.15
2.16
217

REVIEW OF AGENT PERFORMANCE, EXPERIENCE, AND CAPABILITY 2-12

CONDUCTING REVIEWS OF AGENT QUALIFICATIONS ............ 2-16
BONDING REQUIREMENTS FORAGENTS . ..................... 2-17
APPROVAL OF THE PROPOSED MANAGEMENT AGENT .......... 2-18
DISAPPROVAL OF THE PROPOSED MANAGEMENT AGENT ........ 2-19
MANAGEMENT AGREEMENT REQUIREMENTS .................. 2-19

SECTION 3: REVIEW PROCEDURES FOR MANAGEMENT ENTITIES SUBJECT TO

2.18
2.19

ARHEDS OR STATE/LOCAL AGENCY APPROVAL

GENERAL ... ... ittt ittt itttiteatereanrnnnnns 2-22
STATE/LOCAL AGENCY AND ARHEDS PROCESSING PROCEDURES . 2-22

CHAPTER THREE: ALLOWABLE MANAGEMENT FEES FROM PROJECT FUNDS

3.1

3.2
33
34
35
3.6
3.7
3.8
3.9
3.10
3.1

GENERAL ...ttt ittt ittt eennacnnannes 3-1

SECTION 1: MANAGEMENT FEES AND REVIEW REQUIREMENTS

TYPES OF MANAGEMENT FEES ... ........ .. ... i, 3-2
RESIDENTIALINCOMEFEE ........... ..o, el 32
COMMERCIALINCOME FEE .......... .. i iiiiiiiiiinenns 3-3
MISCELLANEOUS INCOME FEE ..... e it 34
SPECIALFEES .. ... .ttt ite i iinennns 34
ADD-ONFEES ........cciiiiiiiiiiiittiitnnieieeanecnnnnnns 3-6
PROJECTS SUBJECT TO HUD MANAGEMENT FEE REVIEWS ....... 3-8
APPLICABLE MANAGEMENT FEE FOR RENT INCREASE REQUESTS . 3-11
OWNER REQUESTS FOR CHANGES IN EXISTINGFEES ........... 3-13
TERM OF HUD-APPROVED MANAGEMENT FEES ................ 3-15

SECTION 2: PROCEDURES FOR PERFORMING MANAGEMENT FEE REVIEWS

3.12

3.13
- 3.14
3.15
3.16
3.17

BASIC PROCEDURES FOR PERFORMING MANAGEMENT FEE

REVIEWS ... . . i it ie ittt iiananaanannns 3-16
UP-FRONT MANAGEMENT FEEREVIEWS ...................... 3-17
AFTER-THE-FACT MANAGEMENT FEEREVIEWS ................ 3-18
NOTIFICATIONS TO OWNERS AND AGENTS . ................... 3-20
APPEALS . ... . . i i e i e i i 3-20
DOCUMENTING MANAGEMENT FEE DECISIONS :............... 3-22

12/94



)

4381.5 REV-2

CHG~2
SECTION 3: ASSESSING REASONABLENESS OF MANAGEMENT
FEES
3.18 OVERVIEW . . . 3-23
3.19 CALCULATING THE RANGE OF ACCEPTABLE RESIDENTIAL
FEE YIELDS . . . <« o+ . . 3-24
3.20 REVIEWING RESIDENTIAL M@NAGEMENT FEES. « +« « . . 3-28
3.21 REVIEWING THE REASONABLENESS OF ADD-ON FEES. . . 3-30
3.22 REVIEWING THE REASONABLENESS OF COMMERCIAL AND
MISCELLANEOUS FEES . . . . . 3-32
3.23 REVIEWING THE REASONABLENESS OF SPECIAL FEES . . 3-32
SECTION 4: SPECIAL PROVISIONS FOR FEES APPROVED ON
OR BEFORE AUGUST 1, 1986
3.24 GENERAL. . . « « +« « . .3-34
3.25 CONTINUATION OF E ISTING AGREEMENTS o« . . . .3-34
3.26 REQUESTS FOR INCREASES IN PERCENTAGE FEES AT
OWNER-MANAGED PROJECTS AND PROJECTS WITH )
OPEN-ENDED AGREEMENTS. . . . . .3-24
3.27 RENEWALS OF EXISTING FIXED- TERM AGREEMENTS . . .3-36

CHAPTER FOUR: WORKING WITH RESIDENTS

4.1 GENERAL . . . . ¢ ¢ ¢ ¢ o o o o« o o o o o o« o« + .4-1
4.2 APPLICABILITY . . . . . .4-1
4.3 DEVELOPING A COLLABORATIVE RELATIONSHIP . . .4-1
4.4 RESIDENT INPUT REGARDING OWNER REQUESTS TO HUD .4-2
4.5 RESIDENT EFFORTS TO OBTAIN ASSISTANCE . . . . . .4-3
4.6 RELATIONS WITH RESIDENT ORGANIZATIONS . . . .4-4
4.7 ADDRESSING RESIDENT SERVICE REQUESTS/COMPLAINTS .4-5
4.8 HUD OVERSIGHT . . . « « ¢ o =« o « o« « o o o o« + .4-17
CHAPTER FIVE: ENCOURAGING TRAINING AND EMPLOYMENT
OPPORTUNITIES
5.1 GENERAL . . . .5-1
5.2 SECTION 3 (EMPLOYMENT, TRAINING AND CONTRACTING
OPPORTUNITIES FOR PROJECT AREA RESIDENTS AND
BUSINESSES) -- RESERVED . . . .« . . .5-1
5.3 ENCOURAGING PARTICIPATION OF WOMAN AND
MINORITY-OWNED BUSINESSES . . . . . . . . . .5-1
5.4 TELECOMMUNICATIONS SERVICES . . . . . . . . .5-2
5.5 HUD MONITORING AND ASSISTANCE . . . . . . . .5-5

6/97

iii



4381.5 REV-2

CHG-2
SECTION 2: PHYSICAL INSPECTIONS
6.8 HUD’S PHYSICAL INSPECTION PROGRAM . . . . . . . .6-8
6.9 MORTGAGEE AND CONTRACT ADMINISTRATOR. . . . . . .6-9
6.10 USE OF CONTRACTORS. . . . . . . . . . . . . . . .6-9
6.11 INSPECTION STANDARDS. . . 6-10
6.12 PRIORITIES FOR SCHEDULING PHYSICAL INSPECTIONS. 6-10
6.13 CONDUCTING THE INSPECTION . . . . . 6-11
6.14 DOCUMENTATION OF THE PHYSICAL INSPECTION AND
FINDINGS. . . . . C e e e e e e e . . 6-12
6.15 AREA OFFICE COUNSEL REVIEW . . . . . . 6-13
6.16 NOTIFICATION OF THE OWNER/MANAGEMENT AGENT. . . 6-13
6.17 CORRECTIVE ACTION PLANS . . . . . . . . . . . . 6-13
6.18 MONITORING CORRECTIVE ACTION. . . . . . . . . . 6-15
6.19 TECHNICAL DEFAULTS. . . . . . . . . . . . . 6-16
6.20 NON-ROUTINE INSPECTIONS . . . . . . . . . . . . 6-18
SECTION 3: MANAGEMENT REVIEWS
6.21 PURPOSE OF MANAGEMENT REVIEWS . . . . . . . . . 6-19
6.22 TYPES OF MANAGEMENT REVIEWS . . . . . . . . . . 6-19
6.23 DETERMINING THE SCOPE OF REVIEW . . . . . . . . 6-19
6.24 SCHEDULING MANAGEMENT REVIEWS . . . . . 6-20
6.25 STEPS FOR PERFORMING THE MANAGEMENT REVIEW. . . 6-20
6.26 FAIR HOUSING AND EQUAL OPPORTUNITY
CONSIDERATIONS. . . . . . e e e e e . . . 6-21
6.27 TIMEFRAME FOR COMPLETING REPORT . . . . . 6-22
6.28 NOTIFICATION OF THE OWNER/MANAGEMENT AGENT. . . 6-22
6.29 CORRECTIVE ACTION PLANS . . . . . . . . . . . . 6-22
6.30 ADDRESSING NONCOMPLIANCE. . . ... . . . . . . . 6-23
6.31 TECHNICAL DEFAULTS. . . . e e . . . 6-24
6.32 AGENTS MANAGING MORE THAN ONE PROPERTY. . . . . 6-24
6.33 REVIEWS OF MANAGEMENT AGENTS’ CENTRAL OFFICES . 6-25
SECTION 4: FINANCIAL COMPLIANCE
6.34 OVERVIEW. . . e e e e e . . 6.27
6.35 RELATIONSHIP TO MANAGEMENT REVIEW . . . . . . . 6-27
6.36 REVIEWING ANNUAL FINANCIAL STATEMENTS . . . . . 6-27
6.36 ASSIGNING MANAGEMENT COSTS. . . e e« . . . 6-28
6.38 MANAGEMENT COSTS CHARGED TO THE PROJECT’S OPERATING
ACCOUNT. . . . . e e e e . . .6-29
6.39 MANAGEMENT PAID FROM THE MANAGEMENT FEE. . . . .6-34
6.40 OFFSETTING AGENT'S COSTS FOR PURSUING RESIDENTS
FRAUD. . . . e e e e e e e e e . . .6-35
6.41 ASSET MANAGEMENT SERVICES. . . . . . . . . .6-36
6.42 FIDELITY BOND COST ALLOCATION. . . . . . . . . .6-37
6.43 WORKER’S COMPENSATION DIVIDENDS. . . . . . . . .6-37
6.44 PROJECTS NOT SUBJECT TO MANAGEMENT FEE REVIEWS .6-37
6.45 CASH MANAGEMENT. . . . . . . . . . . . . . .6-38

tv 6/97

O



4381.5 REV-2

CHG—-2

6.46 DISTRIBUTION OF SURPLUS CASH . . . . .6-38
6.47 MAINTAINING PROJECT FUNDS IN INSURED ACCOUNTS. .6-38
6.48 MONITORING EXCESS INCOME FROM SECTION 236

PROJECTS . . . e+ e s+ s e e+ « « . .6-39
6.49 MONITORING EQUITY SKIMMING e« + 4+ e e « « . . .6-40
6.50 CONTRACTING GUIDELINES . . . . . . . « « . « . .6-41

SECTION 5: PROVISIONS OF CONTRACTS AND REGULATORY

AGREEMENTS
6051 OVERVIEW . . . . . . . . . . . 6-42
6.52 REVIEWS AND CORRECTIVE ACTION . . . . « . . 6-42
6.53 MONITORING RENTAL ASSISTANCE CONTRACTS. . . . 6-43
6.54 MONITORING FLEXIBLE SUBSIDY CONTRACTS . . . . 6-44
6.55 MONITORING REGULATORY AGREEMENTS. . . . . . . 6-46
CHAPTER SEVEN: PROGRAM COMPLIANCE

7.1 GENERAL . . . . « « o « « ¢ o o o o v o v v o o .7-1
7 . 2 AUTHORITY . Ly . . . . - . . . . . . - - . . . 7 - 1
7.3 COMPLIANCE VIOLATIONS « e e e e . e e e o+ W7-1
7 . 4 TYPES OF SANCTIONS . . . . . . . 7 - 4
7.5 PROCEDURES FOR RESPONDING TO VIOLATIONS . . « .7-5
7.6 ADDITIONAL ENFORCEMENT ACTIONS. . . . . . .7-8

CHAPTER EIGHT: SERVICE COORDINATORS

® ® @ 0 ®®®om
L] L] L]
0 @ NSO W

GENERAL . . . . . . . . ¢« ¢ ¢« o v v v«

. .« . .8-1
ELIGIBILITY . . . . . « ¢ « & « ¢ « « o« o« « « « .8-1
AUTHORITY . . . .8-3
SERVICE COORDINATOR FUNCTIONS AND QUALIFICATIONS 8-3
QUALITY ASSURANCE . . . . . « e e e e . . .8-9
OWNER SUBMISSION REQUIREMENTS. o . . 8-9
FIELD OFFICE/CONTRACT ADMINISTRATOR PROCESSING
INSTRUCTIONS . . . . . . . .8-14

APPEALS OF SPECIAL RENT INCREASE DECISIONS . . .8-16
TRAINING GUIDELINES FOR SERVICE COORDINATORS . .8-16

CHAPTER NINE: NEIGHBORHOOD NETWORKS

9.1 PURPOSE . . . = v + v « v o o o o o v v v v v v .9-1
9.2 BACKGROUND. . . - R
9.3 HOUSING COMMUNITY ELIGIBILTY. . . . . . . . . . .9-11
9.4 FUNDING OF THE NEIGHBORHOOD NETWORK

BUSINESS PLAN (NNBP). . . . . . « . « « « . . . .9-12

9.5 ELIGIBLE COSTS OF ANNNBP . . . . . . . . . . . .9-16

9.6 REQUIRED COMPONENTS OF AN NNBP. . . . . . . . . .9-20

9.7 LOCAL HUD OFFICE REVIEW . . . . .9-22

9.8 MONITORING/REPORTING/TECHNICAL ASSISTANCE . .9-25
6/97



4381.5 REV-2

TABLE OF APPENDICES

Appendix 1: Previous Participation Certification (Form HUD-2530) with Instructions

Appendix 2: Management Entity Profile (Form HUD-9832)

Appendix 3: Management Certification Forms (Form HUD-9839-A, B, or C)

Appendix 3A: Project Owner's Certification for Owner-Managed Multifamily Housing
Projects (Form HUD-9839-A)

Appendix 3B: Project Owner's and Management Agent's Certification for Multifamily
Housing Projects for Identify of Interest or independent Management
Agents (Form HUD-9839-B)

Appendix 3C: Project Owner's/Borrower's Certification for Elderly Housing Projects
Managed by Administrators (Form HUD-9839-C)

Appendix 4: Special Instructions for Processing Rent Increases for Projects That Use
A Cost-Based Rent Formula

Appendix 5: Management Review Form and Instructions (Form HUD-9834)

Appendix 6: Physical inspection Report (Form HUD-9822)

Appendix 7: Neighborhood Networks Fact Sheet

Vi 12/94



4381.5 REV-2

LIST OF FIGURES
Page

Figure 1-1:  Partnership Among Key Actors . . ................ ettt 1-2
Figure 1-2:  Applicability by Type of HUD Property . ............ ... ...t 1-3
Figure 1-3:  Additional HUD Reference Materials . . .......................... 1-10
Figure 2-1:  Approval Authority by Project Type .............................. 21
Figure 2-2: Four Types of Management Agents ...............c.ccieeeennnnrnn 2-2
Figure 2-3:  Key Steps in Management Agent Approval Process ................. 2-7
Figure 24: Information HUD Area Offices Might Need to Assess

the Acceptability of a Proposed ManagementAgent ................ 2-10
Figure 2-5:  Determining Whether Changes Are Needed , ,

in the Management Agent's Operating Procedures ................. 2-13
Figure 2-6:  Assessing an Agent's Past Performance and Probability of

FutureCompliance ............ .ttt iennrtensnnnens 2-15
Figure 3-1: Determining Residential Income . ............ccitiiinenrcnnnennn 3-3
Figure 3-2: Determining Commercial Income .................ciiiiiiiinnnn. 3-3
Figure 3-3: Determining Miscellaneous Income .. . ..........coviiiienrennnnnn 34
Figure 3-4: Examples of Long-Term Project Conditions That Couid

Justify Add-On Fees ............ciiitiiiiiinnnnrenancnnnanns 3-7
Figure 3-5:  Timing of Area Office Review of ManagementFees ................. 39
Figure 3-6:  Effect of a Rent Increase on the ManagementFee ................. 3-12
Figure 3-7:  Adjusting the Residential Management Fee Percentage

for Projects Receiving Significant Rent Increases .................. 3-14
Figure 3-8: Example of Residential Fee Range Deterrninatlon .................. 3-27
Figure 3-9: The Management Fee Review Process .. .........cccvvvenreansnns 3-35
Figure 6-1:  Priorities for HUD Inspections . .............. ... ..cieiiinnn.. 6-11
Figure 6-2: Examples of Costs Paid from Management Fee and Project Account ... 6-30
12/94 viii



4381.5 REV-2

Exhibit 4-1: SAMPLE RESIDENT SERVICE REQUEST FORM

Exhibit 6-1:

LIST OF EXHIBIT

.................

INDICATORS FOR TROUBLED/POTENTIALLY TROUBLED

PROJECTS

....................

ix

12/94



