PBCA Focus Group Mesting
March 13 and 14, 2002

Wednesday, March 13
Openin

Deborah Lear opened, saying that this was the largest focus group meeting to date.
Recdling comments made by Acting Deputy Assistant Secretary, Fred Tombar at the
group’s fird meeting, she said that the focus group provides a platform for Performance
Based Contract Adminigrators (PBCAS) to learn and ded with common issues and offers
them a chance to become involved in the policy process as the PBCA initiative moves
forward. The purpose of this meeting is to convene the Incentive Based Performance
Standards (IBPS) Working Groups, the focus group’s latest working project and a further
expanson of the partnership between HUD and the PBCAs. She dso asked that the
PBCAs tak to ther CAOMs after each sesson if they have property-specific issues that
need to be addressed.

HUD Update

Cyndy Zemitis said that the firs PBCA came on board in June 2000, with 41 PHAS now
saving as PBCAs. As of February 26, 2002, PBCAs oversaw 10,234 contracts,
representing 710,025 units. Two hundred and twenty contracts have been withdrawn, for
a vaiety of reasons. Currently, 89 percent of the digible portfolio has been assigned,
with more to be assgned this summer.

HUD plans to award 11 additiond PBCAs, for Staes ill without a PBCA usng the
Request For Qudifications (RFQ) process rather than the Request for Proposa (RFP)
process. Under the RFQ, the Multifamily Hub Directors have been asked to help identify
PHAs willing to serve as PBCAs. The past performance and recent participation of these
PHAs will be evauated, with HUD ranking and rating the gpplicants after the entire pool
has applied. Of the 11 aress gill needing a PBCA, a least 7 dtates have entities which
have expressed an interest.

Out in the fidd, 34 annua compliance reviews have been completed, with 2 more
scheduled this month.  The findings for 17 PBCAs have been closed. Five PBCAS had
findings related to management and occupancy reviews and problems with data not keing
entered into the sysem. Five or more PBCASs had findings related to rental adjustments,
voucher review, nonlife threstening hedth and safety violations, expiring contracts, and
follow-up on physicd ingpections. Four had no findings.

In three months, the PBCAs in Michigan and South Dakota will have been on board for
two years. As PBCAs complete the first two years of their contracts, new adminigtrative
fees will be cdculated. The new fees for PBCAs hired from June 2000 through
September 2000 will be based on the FY 2002 FMRs. For PBCAs that were hired
garting on October 1, 2000, the new fees will be based on FY 2003 FMRs. New fees



will be set for each of the third, fourth, and fifth years of the current PBCAS contracts,
using the same methodology.

In other news, HUD daff is currently working on revising the guidebook, and the results
from these working groups will be used to help in the revisons process. In the IBPS
group discussons, PBCAs should raise outstanding issues currently not covered in ether
the ACC or the guidebook. Ms. Zemitis dso told participants that she and Lanier Hylton
will soon be swapping postions, and she expressed gppreciation to the PBCAs for the
work they have done.

Ms. Lear gave an update on the FHEO component of the management review. She said
that HUD is making progress on devdoping a new FHEO checklis, and tha find
comments were sent to FHEO last week. Housing and FHEO have worked to set
protocols for HUD dgaff, PBCAs, and FHEO in monitoring and enforcing fair housng
compliance. PBCAs will 4ill be doing the ongte monitoring and review of 504
compliance as part of their management reviews.

HUD has tried to make the new form “wak through.” It includes a lig of documents to
be checked onsite. Once the checklis and supporting documentation is forwarded to
HUD, tha's it%FHEO will review the materid and send any comments through HUD
deff.

On the management review form, Ms. Lear sad that HUD is much closer to completion.

There were dgnificant changes made after the first public comment period, so the form
will have to be put through the public comment process again. It will include a desk
review portion that will be used by HUD/PBCAs to monitor data dready in the system.

HUD has combined the new form with one used by HUD gaff in their monitoring duties;
an agerisk will indicate areas on the form for which PBCAs are not responsible. To ad
conggency and uniformity in the conduct of management reviews, two addendums have
been created¥:a tenant file review worksheet, and a list of documents to be checked
ondte as part of amanagement review.

At the lagt focus group meeting, Steve Martin had asked the PBCAs and Contract
Adminigration Oversght Monitors (CAOMs) to forward any suggestions they had on the
content of reports generated from data in the automated systems. While the CAOMs
have been heard from, the PBCAs have not responded. Ms. Lear asked that they emal
chousng@hud.gov with any suggestions they have for information that should be
contained in the canned reports to be made available to them.

Regarding physical inspections, Ms. Lear told the group that owners have three days to
respond to and correct hedth and safety violations idertified by REAC. A lig of EH&

citations can be found on the REAC web ste. PBCAs should review the web Ste as part
of ther monitoring duties, and contact owners and follow through on hedth and safety
violaions. In addition, IBPS 16 asks PBCAs to work with owners on corrective action
plans and MIOs and follow through, as needed, until conditions are corrected. During the
course of ongte management reviews, PBCAs should check to verify that the owner has



made the repairs that he has certified he made. And while PBCAs are not conducting
physca ingpections as pat of the management review process, they should adso write up
any extreme conditions they observe during their walk through of the Site.

Quedtion:  Should we be reviewing every notation on the REAC inspection, or a sample?
[Ms. Lear: A sample, but check on the owner’'s certifications to make sure he has done
what he sad he did. It's important to note, too, whether problems you might observe
while ondte are recurring (such as dead batteries in a smoke detector) or indicate a
fraudulent certification by the owner.]

Quedtion: What if there's no REAC score (referring to the REAC waiver for properties
that score well from inspection every year)? [Ms. Lear: If you note a condition during
your walking tour of the Ste, writeit up.]

Quegion:  On EH&S ditations¥sado we do immediate follow-up or wat until the
management review? [Ms Lea:  Conduct remote follow-up immediady. The
management review provides an opportunity for ongte verificaion with the information
the owner previoudy provided.]

Quedion: Do PBCAs have follow-up respongbilities for nonEH&S citations? [Ms.
Lear: Yes]

Quedtion: George Caruso:  Window air conditioners are il consdered an EH&S
citation when they’re blocking a room's only exit other than the door. NAHMA,
however, refuses to march in and tdl owners to remove them. What will happen on
management reviews if owners don't remove them? This is an unresolved issue¥aright
now, OGC is tending toward requiring removd, but otherwise they’'re & a ddl. Many
projects have no money to fit deeves, and we have to ask how dangerous the hest buildup
is. Should resdents be given notice that the ar conditioning is coming out? The€s
been no reply from the lavyers. NAHMA has advised owners to send a letter to HUD
saying that they're not going to fix the condition, and to please advises. WEeIl need to
punt until we have time to solve it, but in the meantime, owners and PBCAs are in the
middle. [Ms Lea: [I'll have to check with Multifamily Housng and see where they are
onthis]

Quedion: Typicdly, we verify levd 2 and 3 physcd inspection findings and dl EH&S
citations when we conduct our management reviews. If the REAC inspection was done
in January and our management review was done in Mach and we found some
conditions uncorrected, is it acceptable to issue a notice to the owner citing what hasn't
been done and reminding him that he has one year to certify? [Ms Lear: Yes if the
property isn't tied to a plan (the timeframes for some of the repairs might be different
including EH& S which isthree days).]

Quedtion: Owners are dlowed to apped REAC scores as part of the so-called database
adjusment. Copies of the gpped go to the fidd office ad to the PBCA. Our
understanding is that the fidd office is supposed to make recommendations on the apped,



but our fidd office wants the PBCA to do it. [Ms Lear: You're not responsible for
that¥s the PBCA is copied for information only.]

Quedtion: We have a property with a mold problem. A testing agency was sent to check
a unit after the resdents cdled, and it found tha the tenants were keeping the unit a 80
degrees, with 85 percent humidity. The testing agency cdled it a housekeeping problem
and sad that there in't a defect in the project’s desgn. Now HUD wants the entire
property tested for mold. Can the owner be forced to retest? [Ms. Lear: We don't even
have amold policy. WEll haveto follow up on this]

Quedtion: Is there any pogress on reconciling the refund of advance money? [Ms. Lear:
Eileen Walker will talk about this during her presentation.]

Quedtion:  After the firs contracting period is over, how do you intend to solicit new
PBCAS? Are you going to issue an RFP? [Ms. Lear: Not sure, we will have to get back
to you with the information.]

| BPS Working Groups

Ms. Lear reviewed the task assgnments for the IBPS working groups. She said that each
of the adminigrative areas are represented within the groups. PBCAS, Headquarters, and
CAOMS (representing HUD fidld office staff and the Section 8 teams). There are some
aress that engender more participation (such as management reviews), so not everyone's
request for assgnment to a gspecific group could be accommodated. The handout
digtributed at the meeting includes a lis of people assgned to each group, though some
people were absent from the meeting.

Ms. Ler sad that the working groups should hash out the issues and discuss the
dterndtives, with their recommendaions eventudly being submitted in writing to
Headquarters. They were asked to report on their progress the next day and set a
timeframe for making ther find report. Even after thar work is done, however, HUD
would like the working groups to serve in an advisory capacity on related issues in the
future.  Members will have familiarity with the topics and hep serve as HUD's
“inditutional memory” as policies evolve.

The handout dso included areas on which the working groups should focus. Ms. Lear
reviewed the focus points:

Performance Based Annual Contributions Contract language: The groups should not
change the process or content of the ACC, but there are some corrections and
adjustments to verbage to be made. For example, PHA year needs to be changed to
PBCA year as it reates to the timing of the work plan. The revised guidebook will
redefine the ACC within policy areas. In addition, there is no IBPS 8 (income
veification), which will be handed through the Rentd Houdng Integrity
Improvement Program.



Establishment or clarification of timeframes for applicable partner (PBCA, HUD)
and establishment or clarification of timeframes for REMS input as applicable:
The guidebook currently doesn't clarify these issues on either side of the house.

Systems enhancement: Do the PBCAS need canned reports devised for their use?

Revisions to the PBCA Guidebook: What's in the ACC needs to be made explicit
in the guidebook.

Reporting requirements Can reporting requirements be collgpsed and made more
concise?

REMS input clarification by screen and data field: Should this be included in the
PBCA Guidebook? (It'saready inthe REM S Guidebook.)

Consistency and uniformity of direction between Hubs and program centers,
PBCAs. Thisisabigissue¥.we need to figure out how to best do things.

Full implementation role: What are the expectations of PBCAS as they trandtion
to full implementation?

Work product expectation: Quaity versus quantity is an issue  There ae
differences in the fidd officeé's responses to acceptable quantity versus acceptable
qudity; we need to spend time on the qudity issue and nall down a more standard
set of expectations.

Clarification of processing timeframes for both PBCAs and HUD staff when both
entities have processing responsibilities.

Reporting and monitoring requirements
Additional issuesto be put on the table.

Comments from a participant: 1) There are inconsstencies between the ACC and the
guidebook, a source of concern with our lawyers. The ACC needs to be amended to alay
these concerns.  2) There are inconsgtencies on how rent adjustments are handled, a
source of unhappiness anong owners.

Quedtion:  Fidelity bonding requirements (one month of housng asssance payments) are
excessve¥sthe window of lidbility is not that large. The amount seems arbitrary%/ could
it be lowered? When housng assstance payments are large, the cogt of obtaining the
bond is outrageous. [Ms. Lear: The amount of the bond was set somewhat arbitrarily.

We |l take that back to the office and have a conversation with lega counsd.]

Quedtion:  In the working groups, is it far to discuss the expectation (not yet set) thet
TRACS entry accuracy be 100 percent? [Ms. Lear: That should be discussed.]



Paticipant: As these sandards are set, we should be dlowed input into the discussions
that take place before the decision is made.

Ms. Lear told participants to sdect a leader for their group who will serve as a centrd
point of contact and moderator and who will keep the effort moving forward. Each group
should also select a recorder/secretary to develop the report to be sent back to HUD.
Participants concerned about issues not covered by their group should forward those
issues to the appropriate working group.

Quedtion:  To follow-up on the recorder/secretary’s assgnment:  how detailed should the
report be? [Ms. Lear: We only want to see the end product. It's up to the group to
manage the process and task participants)]

Quedtion:  Will there be deadlines set? What follow-up will there be? [Ms. Lear: Check

in tomorrow for timeframes¥s some groups have more work to do and will take a longer
time to produce recommendations|

Comment: We are spending a lot of time and money to come here and would like to
ensure that we get return on our invesment. We need to have the policy reformulated
and are willing to accept deadlines to get the job done. [Ms. Lear: We will make a
commitment to move on the recommendations when we get them. Ms Zemitis
commented that some of the groups recommendetions will impact other units within
Multifamily Housing, such as Asset Management, and the reports will have to be shared
with these units before action can be taken. Ms. Lear added that HACAO can't change
other units protocol, and that HACAO will have to make the sysem work within its
congraints.]

Question:  Will there be a reporting sesson tomorrow? [Ms. Lear: WEll have a recap of
each group’ s discussion tomorrow. ]

TRACS Update

TRACSMail and 201B

Bob Wilson gave updates on the @nversion to TRACSMail and TRACS 201B. He sad
that switching from Sprint Maill to TRACSMail has been a rocky road, and that while
TRACSMail was supposed to be transparent to Sprint Mail users, over the course of
implementation it has become increasngly opague.  While Sprint Mail will be unplugged
a the end of March, it will be difficult to switch everyone over by that time. There are a
number of complicating factors:

1. The TRACS Hoatling, and its gaff of five, has been overwhemed with cdls. Many of
the cdls concern problems with other (proprigtary) software.  The firg line of
guestioning in these cases should be the appropriate software vendor.



2. The TRACSMail send-back address for return messages has been a source of many
problems.  With Sprint Mail, the sender’s address was used.  With TRACSMall, the
send-back address has to be st up in the profile, and if it's not a vaid TRACSMall
address (as opposed to a regular e-mal address), the return message will go into
limbo.

3. Not everyone received ther TRACSMail IDs and passwords when they were first
sent out, and a contractor has been hired to assst owners and agents obtain IDs and
passwords. In addition, contract administrators can send Sprint Mail addresses (for
the propertties whose contracts they're adminigering) to Mr. Wilson to obtan
TRACSMail assgnments.

4. The Deegaed Adminigraior fesiure within TRACSMail has problems and shouldn't
be used. It is, among other things, a device through which users can change ther
password after they receive ther TRACSMall assgnment.  Until the feature is fixed,
users should not try to reset their passwords, or they’ll have to contact the TRACS
Hotline and have a new password assigned. If users are able to sgn on using the ID
and password they were origindly assgned, they will be able to transmit data through
TRACSMall.

5. Data is being migakenly sent to TRACMTEST, rather than TRACMPROD, or vice
versa Data sent to TRACMTEST goes into the test cycle, while data sent to
TRACMPROD goes into the production cycle.

In other updates, Mr. Wilson told participants that release 201B data will be run on
Wednesday nights, and to be accepted by the system, must be sent through TRACSMall.
Users will get the output back on Thursday. As the changeover to 201B draws nearer
(May 1 isthe deadline), 201B runs will increase, while 201A runs decrease.

Comment from a participant: PBCAS need another 201B cycle per week¥sfalowing the
current schedule, there might be a time lag of 9 to 10 days between transmittal of the
voucher and payment to the owner. Can PBCAs meet the requirements of the IBPS with
these time lags? [Mr. Wilson: There is a tradeoff between 201A and 201B%it can’'t be
run a once, so we'll need a weekend cycle to accommodate the need for more than once-
aweek processng. Vouches are put in line for payment by LOCCS as they're
processed¥zif they’'re processed before the end of the month, they’ll be included as part
of the first of the month payment from LOCCS]

Comment:  But if the cutoff for owner transmissons is the 25" of February (for
example), and the PBCA transmits to TRACS on the 25", the voucher won't be
processed by the end of the month, and the owner won't get paid.

Comment. We will have to identify 201B files coming in, and change the order in which
they're sent to TRACS to ensure that 201B files are processed in time. [Ms. Lear: If you
miss deadlines due to factors beyond your control, document the incident.]



Comment:  Owners are supposed to submit by the 10" of the month¥is this even an
IBPSissue? You have 20 daysto processit from there.

Comment: OAs often don't meet their deadlines¥sthey have to be retrained from the old
days, when they could submit a the 11" hour and till get paid. Is there any way 201A
and 201B can be run a once? There's a red problem at the end of this month (pay day
fals on the 29M3%4could the run that week be scheduled for Monday? [Mr. Wilson: It
can't be rescheduled &t this meeting, but we'll 1ook into it.]

Comment: The CAOM who sad tha this is not an IBPS issue is right¥s owners are
required to submit on time, or we cannot be held accountable for late payment. [Ms.
Lear: Your interpretation is correct.]

Comment: We dill loose time in processng if transmissons aren’'t processed as they're
received.

Comment: We have aways stressed to owners that we need vouchers on the 10" to
dlow time for processing. Moreover, if we don't get the money from HUD on the T, we
can't send it out¥awe do it when we get it. We can't be hdd accounteble for late
payment in that case, ether.

Comment: This will ill result in vouchers that were submitted on time not being paid.
It takes more than 10 days for PBCAS to process vouchers.

Comment: If it's HUD's delay (caused by once-a-week processing), it's not an IBPS
issue.

Lanier Hylton: That's correct, but we'll look into a weekend run. We intend to focus on
scheduling a weekend run to ensure timedy payment, not pendizing owners who have
switched (as they're required to) to 201B. The negative impacts should be confined to
owners who have submitted their vouchers late.

Comment: Software vendors could dso write a converson program by which a PBCA
could convert a201B voucher back to 201A and ship it off for processing.

Comment: During the problems encountered when Sprint Mail was implemented, we
had owners send us a fax whenever they tranamitted; now they dso indicate whether the
voucher is 201A or 201B.

Comment: We have only 34 busness days left before find implementation of 201B. Of
the big bur software vendors, only one has shipped hdf its orders. Processing issues will
be a big problem, and we'll need a huge push to get 22,000 sites from where they are now
to where they haveto be.

Mr. Wilson told participants who wish to contact HUD saff not to send their messages to
TRACMTEST or to TRACMPROD, but to TRACMHep@TracsMail.hud.gov.




Messages sent to the test or production databases aren't read¥zonly the data in the
attachment is processed. 201B data sent into production last Wednesday night processed
with few hitches, and the falures that did occur were predictable. A heavy run was
expected for the second 201B processng batch (that night). Mr. Wilson encouraged
users who experience anomdies in ether test or production runs to contact HUD to
troubleshoot the system.

Question:  The contractor engaged to help with the IDs and passwords has been shutdown
over a funding issue and the hotline isn't working. [Mr. Hylton: The problem will be
resolved this afternoon or tomorrow morning%ait’s on the Commissioner’ s desk.]

Question:  What's the phone number for IDs and passwords? [Mr. Wilson:  1-800-685-
8470.]

New TRACS Reports

Judy Lemeshewsky told participants that new reports drawn from the TRACS database
will be moved to the Internet and HUD Intranet effective with the next REMS release
(about April 26). Currently, there are two canned reports avalable: the Certification
Query and the Voucher Query. Four more will be added: the Move-i"Move-out Query,
the Multiple Occupancy Query, the Project Evduatiion Report, and the Verification

Query.

The Move-i/Move-out Query shows turnover activity in a project. The database can
be queried by project or contract number, with the output downloadable onto a PC or
viewable on the browser. Users specify a range of dates to see the turnover activity
during that time period.

The Multiple Occupancy Query shows units occupied by more than one asssted
household, or one asssted household occupying more than one unit. The database
can be queried by project or contract number, with the output downloadable onto a
PC or viewable on the browser. The query will hep identify cases in which a move-
out hasn't been properly processed.

The Project Evauation Report will hedp QC data in TRACS for erors. It shows
changes in assets greater than $500 or 20 percent, no income reported, nNo assets
reported, Section 8 tota tenant payments of less than $25, or ederly residents with no
medica alowance. The database can ke queried by project or contract number, with
the output downloadable onto a PC or viewable on the browser.

The Veification Query shows data such as income limits and the number of people in
a bedroom. The data can be sorted by last name, unit number, or the number of
bedrooms, and it will help users verify (for example) that OAs have put rent increases
into effect. The database can be queried by project or contract number, with the
output downloadable onto a PC or viewable on the browser.



Quedion: Can assged households living in more than one unit be identified across
projects? [Mr. Wilson: Yes. The query firg finds the socid security numbers of heads
of household within the project you're checking, then cross matches them across the
entire database.

Comment: We have a continuing problem with edely couples daming units with an
extra bedroom, citing dubious medical reasons. [Ms. Lemeshewsky: We are atempting
to resolve thisissue with fair housing atorneys)]

Question: Has there been any work on cdculating vacancy payments?  [Ms.
Lemeshewsky: It's pat of the change in the handbook, due in August. The specid
clams worksheets have to be changed as well. Part of the issue has to do with defining
procedures when a 60-day period spans three calendar months]

Quedtion: What do we do when the only socid security number we have on file is 999-
99-9999? [Ms Lemeshewsky: Does the resdent have a temporary social security
number (until citizenship is obtained)? Or can HUD ask for ther dien regidration
number? If so, those ID numbers should be used.] Participant: Legd resdents can get a
socid security number, but they can't be compelled to get one. [Ms. Lemeshewsky: We
need to get the regulaion changed, including our &bility to ask for an dien regidration
number.]

Quedtion:  As you revise the handbook, could you track changes to it? [Ms
Lemeshewsky: Thisisacomplete rewrite; chapters have been reformulated.]

Mr. Hylton promised participants that Heedquarters will follow-up on the problem of
missing socid security numbers, but he sad that he isn't confident that the issue can be
brought to closure. In addition, the Specid Clams Guide has been approved, but not
rdeesed. A sadlite broadcast will be hdd within the next 30 to 40 days to solicit
comment before it ismadefind.

Mr. Hylton aso announced that he had relaxed, for the time being, the requirement for
OAs to submit their vouchers to PBCAs via TRACSMail (athough PBCAs must submit
to HUD usng TRACSMail). TRACSMail transmission will be required a some future
point, however¥%sit is a closed, secure sysem through which senstive data can be
transmitted without encoding. If data is sent to CAs using other means, CAs will have to
work out a security arrangement with the OAs so that the data doesn't get out to the
public.

The origind group of (non-performance based) CAs will be asked to use TRACSMall as
well. In time, the only difference between the origind CAs and the PBCAs will be the
form of ther ACC contracts. Among other things, the origind CAs should ensure that
vouchers submitted to HUD are based on tenant certifications. HUD will be developing a
timdine within which the origind CAs must come into compliance with the tandards
now in force for PBCAs. A summary of the TRACS Industry Meeting (held on Monday
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and Tueday), noting outstanding issues, will be distributed to participants and a series of
conference cdls with different groups (e.g. CAs, vendors) will be held.

Comment: The scope of work between the origind CAs and PBCAs is different. Old
CAs are asset managers in a way PBCAs aren't.  [Mr. Hylton: Their requirement to
review certifications and submit vouchers based on those certificationsis the same.]

Quedtion: Are you going to st a date for find migration to TRACSMail? [Mr. Hylton:
Yes] Paticipant: Will the old CAs be dlowed to keep therr encryption syslems? [Mr.
Hylton: Yes] Paticipant: We need to have TRACSMail standard for every user. [Mr.
Hylton: OAs may €nd data to CAs usng whatever method they have devised, but CAs
must use TRACSMail to send datato HUD.]

Quedtion: Is there ill the intention to go to the Internet? [Mr. Hylton: It would be
widhful thinking to try to mantan the 12-month deadline, but it's Hill the plan to migrate
to the Internet. The driving objective is busness process re-engineering. Mogt of the
data we work with is generated at the project level, and we are planning to move toward
an e-government solution.]

Mr. Hylton told participants he is looking forward to working with them after he and Ms.

Zemitis switch postions, and sad that while they will find that they won't dways get the
answer they want, they will understand why he made the decision.
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Thursday, March 14

Group Report Outs

Group 1: IBPS 1 and 2, Management and Occupancy Reviews and Documenting Owner
Civil Rights Compliance

Issues to be addressed in the find recommendations and report:

The scheduling of management reviewsYathere is currently wide variation between
PBCAsand CAOMs. A subgroup has been formed to study this topic.

REMS¥acurrently PBCAs and CAOMs have different REMS screens, which can
result, among other things, in multiple entries.  In addition, competible Internet access
will be recommended and attention paid to making sure reports can be run.

The revisons to 4350.1 must be added to the contract administration handbook.

There needs to be darification of the issues to be addressed with owners following
physcd ingpections. In addition, there needs to be a standardization of information
between the guidebook and the handbook, and better definition of EH& S actions (e.g.
what is the finding, what is the recommendation, and what authority do CAs have to
enforce corrective action). An EH& S subgroup will addressthis topic.

On management reviews, what kind of scoring or rating can PBCAs use? Can the
CAOM direct scoring or rating systems not to be used (e.g. certain categories, etc.)?

How does the management review affect enforcement? Referra of a property to the
EC is often not communicated to the PBCA. A subgroup will address this topic.

There are conflicting standards on signing off on an unsatisfactory rating; does the
CAOM review below-average ratings?

Who handles apped s of management reviews and what items can be gppeded?

The management review form needs to be revised. For example, PBCAs do not

review finandd management¥athe form should be changed to read “rent collection
procedures’ or the like.

Although not rdaed to management reviews, the group aso discussed PBCA appeds
and cases where a PBCA is earning neither incentives nor disincentives, how to develop
better mechanisms for work product expectation, and working to ensure that CAOMs Al
have the same answer to the same quedion.

The group anticipates making its recommendations within 90 days.



Ms. Lear commented that the working groups should flesh out their recommendations in
detall, including policy proposds. HQ daff and CAOMs are a pat of the group and
should be used to help develop palicy.

Group 2: IBPS 3, Processing Rental Adjustments

Group 2 formed two subgroups to handle the three adminidretive variaions on
processing rent adjustments, namely, those based on: 1) OCAFs and AAFs, or 2) budget
based. They estimated a 90-day time table to finish their recommendations, with most of
their work coordinated through e-mail.

With respect to OCAFs, the group has identified issues concerning:
Preservation/rent adjustments¥s how should they be handled?
Multiyear contract adjustments¥s owners believe they should be autométic.
Deveoping consstency in the rounding protocol.

Awarding precedence to the rent comp sudies in REMS¥ashould the owner’s or
HUD’sbe used if both are entered?

With respect to AAFs.

Does a rent comp study need to be done every year? In view of the expense of
redoing the study, could the current study just be updated to reflect new conditions?

Incongstent timeframes for putting rent adjustments into effect need to be rectified.
Specid rent adjustments need to be addressed.
With respect to budget-based adjustments:
The utility anadlys's requirement needs to be reviewed.
The timing and consistency of rura development processing needs to be addressed.

How is the accuracy of rent schedules verified, including when some units are non
Section 8?

What are the owner’ s repongbilities for submisson?

The treatment of residua recel pts needs to be addressed.
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When an owner's and a CA’s rent increase edtimate varies, does the CA have the
authority to award an increase greater than what the owner is requesting? How does
this work with co-ops?

A paticipant suggested one more item to be addressed:  some fidd offices use
homemade Exce spreadsheets, with fied office devised flags, to cdculate adjustments.
When CAs don't use the fidd office's conventions, trouble often ensues. Should CAs be
forced to use fidd office rent adjusment methods'tools, even when they're irregular vis-
avisother HUD standards?

Group 3: IBPS 4 and 5, Owner Opt-out Notices and Contract Terminations and Owner
Opt-out and Contract Termination: Submit Resident Data to HUD

The group discussed the merits of project-based versus tenant-based Section 8 and the
possible benefits contract administration could offer owners to prevent them from opting
out. The group formed subgroups to focus on Six topics:

Deveoping clarity and consistency across Hubs and across documents.

Better defining incentives and disncentives.

Better defining ambiguous terms.

Desgnating a centrd place to handle opt-outs.

Deveoping a framework for detalling the steps and timeframe for handling the IBPS
items having to do with opt-outs or renewals.

Developing standards for REMS input¥2 what should it ook like?
The subgroups will report back to the team in mid- April with their initiad work product.

Group 4: IBPS6 and 7: Review, verify, and authorize monthly Section 8 vouchers and
Notice of Corrective Action

The group identified the following issues
100 percent accuracy¥awhat does it mean, and can it be done? What corrective
action or disncentives will be gpplied if it's not met? And (as posed by Mr. Hylton
when he joined the group), does TRACS have to edit (or verify) tenant data sent from
the PBCA?
The new handbook needs to define how late recertifications should be handled.

Can the 20-day requirement for vouchers submitted after the 10 of the month be
corrected? Do the owners have a part in ensuring the timeliness of processing?
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What does corrective action mean in terms of IBPS 7? The group fet that standard
adjustments do not fal under IBPS 7, and that corrective action should be confined to
large adjusments that will have a subdantid financid impact on the owner and
necesstate an immediate note to the CAOM.

The group promised its report by the next focus group meeting.

Group 5: IBPS 9 and 10: LifeThreatening Health and Safety Issues and Non-Life
Threatening Health and Safety | ssues

The group discussed the following issues:

What should be entered into REMS with regard to hedth and safety items, as opposed
to generd inquiries?

If genera inquiries are to be entered, the group would like to see sysems
enhancements, such as project action screens.

Greater definition and clarity is needed on what is a life threatening, & opposed to a
non-life threatening, hedlth and safety issue. |1sthe REAC definition being used?

Developing consstency between the Hubs.
The group plansto findize its report by the next focus group meeting (90 days).

Ms. Lear commented that the next meeting is likely to occur way beyond the 90-day
deadline.

Group 6: 1BPS 11 and 12, Budgets, Reguisitions, Revisions, and Year-end Statements

The group made the following recommendations:
PBCAs should do a yearly budget for each Section 8 contract.
Budget estimates should be prepared 90 days before the beginning of the fisca year.

Requidgtions based on the estimate should be entered into LOCCS 90 days before the
beginning of thefisca year.

Headquarters should use the amount shown on the requidtion to etimate funding
need.

Initial requigtions for newly-assigned Section 8 contracts should be approved by the
CAOM. Subsequent requistions may be referred for review, but do not need to be
approved.

15



Since the converson from estimated to actud voucher payments, the need for year-
end settlements has been diminated. PBCASs should be required to do one last year-
end gatement for each contract. It should include HAP amounts only, with interest
on the funds reported separately. Year-end statements should be submitted to the
CAOM within 45 days for approval. (The group devised a form for year-end
gatements it would like to see posted on the CA webste) In the case of
overpayment, PBCAs should remit the extra money to the Fort Worth Financid
Management Center. In the case of underpayment, the Fort Worth Financid
Management Center should refund the PBCA. Excess interest earned on HAP funds
should be certified by the PBCA, with the money sent to the U.S. Treasury.

If the requirement to report interest isn't statutory or regulatory, should it be reported
in cases where actud payments are being made to PBCAS? If so, when the interest
earned reaches what dollar amount?

The group said it would have its report ready in Sx weeks.

Group 7: 1BPS 13, Public Housing Agency Audit

The group’s discussons focused on the following points:

Deveoping consstency and uniformity in the audit process and in the find product to
be sent to HUD.

Clarifying the reporting requirement and what steps should be taken during the audit
process.

The group intends to survey CAs (and perhaps some CAOMS) to see what results they’ve
had on audits that have been conducted. Following an andyss of the survey, the group
will recommend to Heedquaters language for OMB Circular A-133 concerning
performance-based contract adminigration.  Participants will be contacted with the
results of the survey in about Six weeks.

Group 8: IBPS 14, Renewals of Expiring HAP Contracts

The group looked at the contract renewal process, with particular focus on:
The funding issue and timeframes.
Entriesinto REM S¥2 what is acceptable?
Reporting requirements.

Defining what is a complete and acceptable package for contract renewals.
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The new policy that alows contract renewas to be processed without funding and
forwarded to Fort Worth, will help PBCAs meet the 60-day timeframe they have to
folow-up on an owner’'s request for a renewd. Eileen Waker will be confirming the
new policy in writing within the next couple of days.

To correct a misunderstanding of the data in REMS, common among PBCAs, PBCAsS
and CAOMs will be asked to help identify the fields in REMS relevant to expirations and
renewds and describe what they mean in terms of reporting requirements. A correct way
to process and review the datawill be devised.

The group will finish its report within 90 days.

> After the presentation, a group member added that they will dso be discussng what
to put into the work plan for renewals.

Group 9: IBPS 15, General Reporting Reguirements

The group’'s god will be to diminate redundancy while providing accurae and timely
data to HUD in a standardized format. Currently, the ACC requires annua, monthly, and
quarterly reports, and the monthly invoice submisson. The group made severd
preliminary recommendations:

Eliminate the quarterly report¥athe information is dready included in the monthly
report.

The annua work plan was intended to include only schedulable items, which at this
point includes only the MOR and FHEO. Other monthly activity items could be
incorporated into the monthly report, with a tracking report included to help follow
them.

Avoid submitting anything with the monthly invoice report that's aready been
submitted. 1t could include jugt the tranamitta log, the invoice, the corrective action
log, and ACH informetion.

Make the template for the monthly activity status report consstent. On the narrative
portion of the report, the topic headings are good, but it should be left up to the CA
where these headings shoud fal within the narrative.  The “hot topics’ heading has
been a caichal for a number of issues. An area that's program specific should be
segregated from the mgjority of hot topics, which are property specific.  The Hubs
should look a the hot topic naratives and forward them, as appropriate, to
Headquarters, while providing feedback on the submission to the CA.

HUD should provide feedback to the CAs that the monthly invoice has been
approved, and it should cdl if it hasn't been.
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The group has scheduled a conference cdl during the firs week of April to continue
work.

Group 10: I1BPS 16, Monitoring Physical | nspection Results

Group 10 asked paticipants to e-mal any issues they have concerning physica
ingoections to them in time for their conference cal on April 9. They expect to have ther
recommendations ready within 90 days, centering around the following issues:

Recaving REAC communications¥z some PBCAs haven't been getting the Thursday
report.

Recelving copies of gppedsathe group would like notice of an gpped and REAC's
response sent to CAs.

Abatement of rents when an owner fails to respond to EH & S citations issued by
REAC. Do CAs have authority in this area? Do CAs need approva from HUD to
abate rents? |sthe abatement contract wide, or by unit?

What is the CA’s responshility both before and after a property is referred to the
DEC?

According to Section 7.7 of the guidebook for Section 8 contract renewads, rents
cannot be set a an amount greater than 125 percent of FMR if there is an outstanding
MIO or Corrective Action Plan¥ this provision should be deleted.

What follow-up actions on a physica inspection are PBCAS required to take? What
requirements are there at specific score levels? What is the extent of follow-up?

Blocked egress from air conditioning units or window bars¥ashould this be an EH &
Sviolaion?

Limitations on charactersin REMS.

When can a CA cdose out an item in REMS, such as when a new REAC physicd
ingoection is issued and there is dill an outstanding MI1O or Corrective Action Plan?
Will close out on the physical inspection close out the MIO or CAP?

How to deal with troubled properties.

Noting that focus group meetings have not been hed quarterly (as origindly intended),
Ms. Lear sad that a 90-day deadline for recommendation packages to be sent
Headquarters seemed a workable solution. A participant asked if a list of team leaders
could be made avalable Ms. Lear sad that it would be ready within the next severd

days.
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Financial Operations

Eileen Waker told participants that a visua presentation depicting the funding process
and the relationship between databases will be posted on the web dte. It was shown
earlier in the week to the TRACS Industry Meseting and the CAOM group.

Year-end Settlements

In an update on financid operations, Ms. Waker said that there may be imbaances for
the period before the indtitution of direct billing in April 2001, affecting CA fiscd years
2000 and 2001. CAs who are affected will need to submit a year-end settlement detailing
how much the CA recelved in funds to be paid to owners and how much it pad out. The
process will be the same for most conitracts, athough there are gspecid handling
procedures for 202s with mortgage offset.  Once procedures have been findized,
information will be forwarded to the CAOMS and CAs. Essentidly, CAs who owe funds
to HUD willsend a check to their CAOMs, who will forward the money to the Fort Worth
Financid Management Center. HUD will make a specid payment if the CA is owned.
CAs ae dso responsble for reporting interest they earned on Section 8 funds, and
sending HUD a check for that amount, which will be forwarded to the U.S. Treasury. In
subsequent years (those after direct hilling started), CAs will 4ill need to account for
interest, dthough the amounts will probably be negligible.

Quedtion: Can't the interest be gpplied to the contract? | though that's what had been
discussed in the working group. [Ms. Waker: If the funds were held in a centrd
account, they will have to be prorated for dl the contracts. We'll talk about this issue
with the working group alittle more]

Contract Renewals

Ms. Wdker sad that a number of issues have been disrupting the flow of funds. There
have been complaints of missed payments, sometimes going back as far as September or
October, but on investigation it has been found that these missed payments are not due to
lack of funds, but to continuing problems with synchronization of the process and other
issues.

Ms. Waker told paticipants that if an expiring contract dipulates that payment is
“subject to the availahility of funds,” that CAs should go ahead and prepare and execute a
contract renewa 45 to 60 days before the expiration date of the current contract. CAs
should follow-up to see when additiond funds will be provided, including reviewing
ACC transaction documents sent from the fidd office the transactiond amendment will
show incremental amounts added to a contract. Idedly, however, CAs will be notified as
soon as funds are available for contract renewa or there has been an increase in budget
authority.

If funds aren’'t available at the time a contract is executed, CAs should prepare a funding

form with $0 budget authority and sent it to the Fort Worth Financid Management
Center.  Owners should submit vouchers showing the correct rents; if theré's no funding
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avalable, the voucher will be put into a holding paten, dthough its status will dert
Headquarters that funding is needed for the contract.

Comment: Owners and agents aren't able to watch their contract burn rates, and good
information isn't avaldble from the fidd offices on how much money is left in the
contract. OAsS need to know their burn rates and how much money is left. [Ms. Walker:
CAs can see how much money is left in a contract.] Participant:  Yes, but they don't
have the time to hep the ownes. [Ms. Waker: We need to enhance our Internet
capability so account summaries can be prepared for the owners and agents. The TASS
team will be looking at the voucher query to see if an additiond page can be added. We
had, for a time, tried to show both contract authority and budget authority in our
documentation, but that became confusng, so we have dropped contract authority.]
Participant: Changes since QHWRA have made the burn rate problems more serious
than they were.

Comment: When the LOCCS bdance is lower than the voucher amount, no funds are
ent¥awe need whatever is there. [Ms. Waker: We haven't been able to make partia
payments, but snce we have implemented the manud payments gpplication and will be
adding supplemental payments capability in September or October, 2002, more than one
voucher per month will be possble. That will take care of the problem; partid payments
will be possible beginning about the firgt of the year.]

Quedtion: If the contract is executed, but there isn't any funding, what will trigger
payment? [Ms. Wdker: The point a which there is budget authority for the contract.]
Paticipant: What should the CA do while waiting? [Ms. Waker: Stay in close contact
with the fidd office and coordinate with them to get the budget authority dlocated. If the
CA knows of uncontracted funds, this should be pointed out to the fidd office as wdl. In
the meantime, continue to the send the vouchers¥athis will trigger notice to HUD that
funds are needed.]

Quedtion: There is a disconnect with the databases, and funds are getting caught up when
databases aren't updated. In the meantime, unpaid vouchers are not being warehoused
and have to be resubmitted. Could you facilitate warehousng vouchers in LOCCS?
Also, why don't some field offices use ARAMS? [Ms. Waker: We do warehouse for
expired contracts, the biggest incidence of unpaid vouchess New and subsequent
renewa contracts have to go to Fort Worth for entry into PAS and LOCCS. But if it is
just a matter of supplementa budget authority, ARAMS sends dl of the information to
the other syssems. Contracts may be set up improperly in TRACS¥they should be set up
for the entire term, with automatic renewa st “on.”] Participant: Who will work with
the fidd offices on this? [Ms Waker: We're working on a whole analyss of the data to
dart answering questions when the data doesn't make sense. When | can assign someone
to that, we can address other problems]

Quegion:  The monthly ACC amendment with the exhibit showing budget authority¥is

this being updated? [Ms. Waker: It should reflect the current balance¥zany budget
authority minus any disbursements since the prior months amendment issuance.]
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Question:  With the monthly ACC, do we need to send out the ARAMS ACC? [Ms.
Wadker: Absolutey%4 it reflects the dollar amount of budget authority increase]

Quegtion:  When should the contract be executed: a the time of obligation, or when
funds are reserved? [Ms. Waker: Headquarters god is to have funds in place 90 days
before expiration of the contract, but that has not been redigtic in recent months. We are,
however, getting closer to it. At about 45-60 days before renewa, go ahead and execute
the contract. Vdidate the voucher based on the appropriate rents¥s hopefully funds will
be there within 60 days. If you don’t get indication via the ACC amendment that they’re
in place, liase with the fidd office to see when funds will be available)]

Remar ks by Acting Deputy Assistant Secretary Tombar

Mr. Tombar thanked participants for coming and said he had been pleassed to hear how
well the discussons are going in the working groups. He sad that those a HUD only
have podtions, not the answers, and that the answers lie with those who have a stake in
HUD's misson. At the point a which Multifamily makes its find decisons on policy
matters, it will have consdered al of the input it has received from these working groups
and others; thiswill ensure ongoing success in the adminigration of its programs.

In a discusson with the Inspector Genera around the first of the year, Mr. Tombar sad
that he found himsdf in the postion of arguing over whether Multifamily had earned an
A or an A-. Inthe end, he accepted the 92 rather than the 97, only to see the IG make the
A- look like failure¥s next year he will fight harder for the higher score,

Much of wha Multifamily has been doing in cortract administration has contributed to
its recent success, however. When an adminidrative unit is doing poorly, it gets a lot of
resources and dtention. But when it's doing wdl, it's harder to get the funding for
gysems, traning money, and the like to continue to improve. These working groups will
help bring to the fore what needs to be done in the PBCA aea and help Multifamily
judtify its request for resources.

A number of changes are coming a HUD, which Mr. Tombar sad he thinks Multifamily
can manage S0 that they don't cause problems. Fird, there will be a change in the fidd
dructure, with HUD returning to the 10 regiona offices. The new Regiond Directors
will be less powerful than the old Regiond Adminigtrators, but more powerful than the
Secretary’s Representatives.  Their primary purpose will be to serve the Secretary when
issues become palitica, and they will have some adminidretive function on items that
lend themsdves to maintenance of locd control. The last adminigration had a tendency
toward centraization. Some of the things are working, some not%athis adminidration
will be trying to push away what's not working. Mr. Tombar told participants that they
might get a cal from a Regiond Director if theré's a politicd blow up concerning one of
their contracts, if it even comes to that. They're more likely not to have contact with the
Regiond Directors at dl.
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In another change, REAC has been moved under the Office of Public and Indian
Housing¥zit had been independent. The new Director of REAC will be Liz Hanson, who
Mr. Tombar said understands service and the role of the client in dictating need. There
had initidly been some concern in Housng when REAC was folded into PIH%2 Housng
and PIH have disagreed on some of the core aspects of what REAC does for both units.
That initid concern has proved to be unfounded, however. CAs can expect tha their
relaionship with REAC will be fundamentaly the same asiit has been.

Lastly, OMHAR is no longer independent, and a the direction of Congress has been
placed within the Office of Housng a the same adminidrative levd as Multifamily
Housng. OMHAR will report to the Assstant Secretary of Housng. Mr. Tombar sad
that he hopes better coordination will come as a result of tis change, but that it will take
gtting down with OMHAR to iron out differences. Some fence mending has taken place.
Foremost, however, OMHAR must do what it was st up to do, and Multifamily Housing
is doing the best it can to hdp meat Congresss intent in cregting the resructuring
program. A paticular bone of contention, however, has been in the aea of rent
comparability sudies CAs ae entrused with evduating the integrity of these sudies,
and some have been accepted that should not have been. As aresult, there are properties
that should have been referred to OMHAR that were not.

As for future plans Multifamily Housng is working to get PBCAS in the States where
there is't one. There are currently PBCAs in over 40 States¥s better than expected.
HUD fidd offices will continue to be entrusted with contract adminigration in States
where there is no PBCA, but contracts can aso be shifted to exising PBCAs within a
Multifamily Hub.

In the fdl, as the Ingpector Generd’s Office began its review, Mr. Tombar asked that the
IG not treat the PBCA and HUD-administered portfolios differently. It did anyway, but
Multifamily is trying to move toward nondifferentiation in evauating performance
between the two. Recent annua compliance reviews of individud PBCAs have shown
that the numbers are there, vis-avis the quantity of work completed, but in the future
quaity will be increesingly important, paticularly from the sandpoint of the IG's audits
and for the future of the PBCA initigtive. If the initiative can show results, it will be
renewed after five years. In sdecting the individud PBCAs, Mr. Tombar sad that his
preference is that the process be compstitive. If nothing ese, competition sharpens the
saw, even though it can create adminidrative nightmares for HUD.

There have been some troubles over the last Sx to eght months, particulally in the
epiphany over the funding process. Multifamily would normaly assume that the money
igTt there when there are problems with funding, and this year, to be sure, there were
paticular complications from Congress, with the money from new gppropriations not
actudly received by HUD until February. But at the end of each fiscd year, HUD should
see the fund for contract renewals exhausted. This year, it saw the baance stay at around
$1 billion, while, a the same time, owners weren't being renewed. How is this possble?
Mr. Tombar sad that it won't be tolerated in the future, and that he will invedtigate this
year should smilar problems arise, even it involves making sure that individua Project



Managers know how to do their jobs and make the proper entries into the various
Multifamily databases.

But Multifamily was dso way off on its etimates of the contracts it did renew, with 15
months of budget authority spent on 12 months of budget, which in the end will result in
a $zbillion deficit.  The problem might be double accounting, with both short-term
(three month) and one-year renewds being negotiated, in many cases, for the same
contract.  The answer to this is to follow the new procedures outlined by Ms.
Waker¥ renew the contract for the full term and let the budget authority catch up. Don't
do any short-term renewas a dl.

Mr. Tombar closed by saying tha while the PBCA initiative is doing wdll, it can done
better, and he asked PBCAs to continue to work with HUD to make the initiative a
continued success.

Quegtion: When owners come in late with their renewd packages, it causes processing
and workload problems. Starting the action at current rents for the new contract, then
having to rase rents when the owne’s paperwork is completed, results in dud
processng. About 50 to 60 percent of our renewas and rent adjusments fdl into this
category. We need to have pendties for late owner submisson, or none of this will
change. [Mr. Tombar: The pendty is that there is no guarantee that the owner will get
his payment on time the month after the contract expires. Don't take shortcuts because
owners haven't done what they’'re supposed to do (even a the risk of throwing the
insured portfolio into default). Let Washington play the heavy.

Quedtion:  WEe're ready to move from quantity to quadity, but how can we do this if every
five years the€s a new competition? The progran needs inditutiond background.
Moreover, new bidders might be riding on the experienced PBCAS codttails and taking
advantage of an established process. [Mr. Tombar: All of this is true, and we don't want
bran drain, but being a PBCA isn't an entittement. The current PBCAs won the firg
competition based on therr experience, and current and past experience will continue to
weightin in future competitions. It is both dangerous to set the precedent of automatic
renewd, and OMB will surdy hear complaintsif ACCs are automatically renewed.]

Quegtion: What criteria will you use to measure success when you go to Congress for
extenson of the PBCA initigtive? [Mr. Tombar: We don't know yet. There are a
number of measures that can be used, but we haven't decided which is best.]

Quegtion: | don't think thereé's any choice but to readvertise. But back to the subject of
REAC, has there been any discussion of options for ingpection in Housing, as there has
been in PH (induding finding other ways to assess the performance of PHAS). [Mr.
Tombar: We bdieve in continuous improvement, but there's no present plan. It would
be great, however, to have tha which raes directly to Multifamily Housng under the
direct overseeance of the Office of Housing. At te end of the day, though, we need to
have a clear idea of exactly what services are needed, and make sure they're delivered by
whichever unit isresponsible for ddlivering them.]
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Question: The requirement that one month of HAP payments be bonded is
ridiculous¥ayou can't even get that leve of insurance in some places. Could the fiddity
bond requirement be lowered? [Mr. Tombar: WE Il consder it. But contingencies must
adways be planned for, even if they’re unlikdy (such as the chance that someone will run
off with an entire month’s worth of HAP money).]

OMHAR

Before OMHAR's presentation, Ms. Lear reminded participants that any OMHAR
contract renewas go through the HUD fidd office¥s PBCAs should contact their CAOMs
and use existing protocols.

Dan Sullivan (OMHAR dff) discussed the goas of the Mark-to-Market Program. He
asked how might success be measured? One measure is the avoidance of scandd, but
another is did you meet your gods¥sor, in the case of the Mark-to-Market Program, was
the long-term financid and physicd condition of the portfolio preserved while internd
controls were maintained.

Increasingly, the Federd Government is moving toward outsourcing and from a “retal”
to a “wholesd€’ orientation. Mr. Sullivan sad that it is his observation that not al
programs have achieved this as smoothly as the PBCA initigive. This matters because
OMHAR will be gone in a few years, leaving contract adminigtrators with the results of
the restructuring program.  Mr. Sullivan likened OMHAR to a shipyard in the middle of a
river, repairing the boats as they pass¥asome of which need quite a bit of work. In the
end, will OMHAR’s socid god of preserving the affordable housing stock be achieved?

In addition to the socid objective, OMHAR’'s economic god is to reduce rents and
redructure debt, while, adminigrativedly, making sure that its reationships with other
participants are beneficid and efficient. To meet its gods, by the end of the restructuring
process, OMHAR must ensure that al relevant documents have been received, that the
property isin good shape, and that sound property management isin place.

Mr. Sullivan sad that OMHAR has encountered few bad owners, dthough there are
some tired owners and properties in probate. To encourage participation in the Mark-to-
Market Program, OMHAR has tried to provide incentives for debt restructuring that aign
owners objectives with HUD’s gods. The overdl am is to keep owners engaged and
get them to tick with their properties.

Leonard Clark (OMHAR g¢aff) said that to date, OMHAR has conducted 400 full debt
restructurings, with rents for the affected units dropping, on average, from $600 a month
to $475. Expenses have dropped, on average, from $4500 per month to $4300, much of
which is the result of moving capitd items from operating budgets to reserves. Reserves
for the restructured properties have risen from about $311 per unit to more than $400. In
addition, there has been a 70 percent reduction in debt, from $2839 per unit per year
$578. Redructuring has produced about $300 million in savings, freeing up more money

24



to fund Section 8 programs. About 75,000 units have been preserved through both full
restructurings and “lites” Mr. Clark sad that the preservation of the affordable housng
gdock provides a commondity of purpose between OMHAR, Multifamily Housng dteff,
and contract adminigtrators.

Mr. Sullivan discussed some recent enhancements to the Mark-to-Market Program. He
sad that after one and a hdf years in busness OMHAR hadn't restructured any
properties at dl, in some part due to startup lags and in some pat to owner reticence.
Some incentives were added to bring properties into the program, including by alowing
financia return to owners whose property debt is being restructured.

In addition, authority for the Section 223&(7) insurance program was enhanced so that it
can save as a refinancing vehide for FHA-insured mortgages. It is Mark-to-Market's
primary tool and is used on HUD-held loans, as well. Congress aso extended the
amortization period for 223a(7) Mark-to-Market projects, to up to 30 years.

There have adso been changes to the rules concerning exception rents¥sin cases where a
property with negative NOI needs sgnificant rehab, above market rents may be alowed.
Other changes to OMHAR's debt restructuring toolbox have been made in the interests of
getting dedls through the process, minimizing tax consequences for owners, and making
contracts dmpler to execute.  Mr. Sullivan sad that putting OMHAR under the FHA
Commissoner makes good sense, and will help with coordination, athough OMHAR has
dways been under the Secretary of HUD and was not an independent, quas-
governmenta agency.

Alberta Zinno (OMHAR dgaff) opened by saying that PBCAs are invauable to OMHAR,
as they now administer about 90 percent of the portfolio. Before OMHAR is scheduled
to phase out, some 3,000 to 4,000 more properties could come in for restructuring.

Ms. Zinno told the PBCAs that if a contract renewa an owner selects option 3 (referra
to OMHAR), it is up to the PBCA to determine what the market rents for the area are.
OMHAR can provide assstance to PBCAs in this areg, through their CAOMs.  Secondly,
PBCAs should send any referrds to OMHAR through their CAOMS, rather than directly
to OMHAR. Properties referred to OMHAR if assigned to the PBCA remain within the
PBCA'’s portfalio.

The interim contract for a full debt restructuring runs for 12 months, the interim contract
for a “lite¢’ redtructuring runs for 6 months. Owners do not need to wait until contract
expiration to be referred to OMHAR, however¥s “out-year” contracts can be referred as
well. In these cases, a rider is atached to the existing contract (which isn't cancelled).
The PBCA’s taks reman the same, but OMHAR will be working with the owner
through the PAE to restructure the property’s debt. When the property is ready to go to
closng, PBCAs will be informed through their CAOMs. The new Section 8 contracts are
drawn for upto 20 years. The “lites’ are covered by basic renewa contracts.

25



Mr. Clark sad that an owner’s primary incentive to come into OHMAR prior to contract
expiration is that the difference between the old rent and the new, lower rent can be used
to hep finance rehabilitation of the property. But whether the owner comes in early or
comesin late, the property’ sreferral to OMHAR will nonetheless occur.

Ms. Zinno sad tha the restructuring process sometimes has to be discontinued, with the
property placed on the “watch list” (for which a guidance has been issued). Section 8
contracts for “watch lis” properties are only renewed for one year a a time, a the
reduced rent, with no other changes. The property is closdly monitored by HUD fied
office daff to ensure that it remains viable during its watch lig period. It may voluntarily
come back to OMHAR for a full restructuring, however (as can the “lites’). If properties
ae classfied as “waich lig” they will not be assgned to PBCAs until this designation
has been changed.

Question:  When a property comes out of OMHAR, what is the effective date of the new
HAP contract¥the date of closing, or a date tied to the interim contract? [Ms. Zinno: It
depends. There might have been a walver, or there might be time left on an interim
contract. It might be ether of the last day of the month of closng or the end of the
interim contract.] Paticipant: This uncertainty in dates may cause problem in lining up
funding. [Mr. Sullivan. PAESs need to coordinate with the Multifamily Roject Manager,
dthough we recognize that it doesn't dways happen like tha. CAOMs might need to
contact the PAE, aswdll.]
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