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Introduction

Guidebook for Section 8 Contract Administration Initiative

This guidebook outlines a uniform process for Contract Administrators (CAs) to
administer and oversee certain project-based subsidy contracts, under Section 8
of the United States Housing Act of 1937 (42 U.S.C. 1437f). Guidebook users
may include CAs, Office of Multifamily Housing and other United States
Department of Housing and Urban Development (HUD) staff, property owners,
management agents, and property residents.

This guidebook does not address contract administration of Section 8 properties
assisted under the Moderate Rehabilitation program, or any Section 8 certificate
or voucher programs.

This guidebook is issued in response to HUD's award of contracts under the
1999 Request for Proposals for Contract Administrators for Project-Based
Section 8 Housing Assistance Payments (HAP) Contracts. Following contract
awards, HUD WI|| enter into Annual Contrlbutlons Contracts (ACCs) with the CAs.

HUD may revise this guidebook as necessary, announcing any revisions to
affected individuals and organizations by posting changes on the HUD website at
www.hud.gov or any other method identified by HUD.

Introduction

In May 1999, HUD published a Request for Proposals (RFP) for Contract
Administrators for Project-Based Section 8 Housing Assistance (HAP) contracts.
The RFP covered approximately 16,000 project-based assistance contracts
administered by HUD. Another 4,200 contracts are currently administered by
Public Housing Agencies (PHAS) that will continue to administer these contracts
under the existing terms of the ACCs. When these 4,200 contracts expire, HUD
anticipates transferring these to the CAs selected under the RFP.

In soliciting contract administration services, HUD sought to achieve:
correct calculation and payment of Section 8 rental subsidies;

consistent administration of project-based Section 8 HAP contracts;

enforcement of owner obligations to provide decent housing for eligible
families.
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HUD also targeted several administrative objectives:

execute ACCs only with entities that have the qualifications, resources,
and expertise necessary to oversee and manage affordable housing
administration;

get the best value for dollars spent on CA services;

encourage joint ventures and/or partnerships for contract
administration to incorporate best practices from both public and
private sectors.

Applicability

CAs will monitor owners whose properties are subsidized under the following
programs, in accordance with Title 24 Code of Federal Regulations:

Part 880, Section 8 Housing Assistance Payments Program for New
Construction;

Part 881, Section 8 Housing Assistance Payments Program for Substantial
Rehabilitation;

Part 883, Section 8 Housing Assistance Payments Program for State Housing
Agencies;

Part 884, Section 8 Housing for Section 515 Rural Rental Housing Projects;
Part 885, Subpart B, Loans for Housing for the Elderly and Handicapped;
Part 886 Section 8 Housing Assistance Payments Program for Special
Allocations (Loan Management and Property Disposition Set Asides).

Overview of CA Responsibilities

CAs must administer Section 8 HAP contracts in accordance with the ACC,
federal law, HUD regulations, and related directives. Specific core tasks the CAs
will perform include:

1.

Conduct management and occupancy reviews;

2. Adjust contract rents;

3. Process HAP contract terminations or expirations;
4. Pay monthly vouchers from Section 8 owners;

5. Respond to health and safety issues ;

6.
7
8
9.
1

Submit Section 8 budgets, requisitions, revisions, and year-end statements;

. Submit audits of the CA'’s financial condition;
. Renew HAP Contracts;

Report on CA operating plans and progress;

0. Follow-up and monitor results of physical inspections of Section 8 properties.
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Guidebook Contents

The guidebook is comprised of chapters on each core task and a chapter on
reporting responsibilities. Each chapter features an executive summary; an
overview of the CA’s responsibilities, including data system requirements; a
description of how HUD will monitor the CAs; a list of relevant business and legal
forms; a flow chart, and a task matrix.

Detailed processing instructions are outlined in other written directives for most
core tasks. This guidebook provides an overview of these tasks and cites
appropriate references for more detailed information for tasks newly required
under the RFP.

The guidebook appendix includes: Memoranda of Understanding and Protocols
between the CAs and various HUD offices, and a glossary of terms.

Chapter Descriptions

Chapter 1: Contract Renewals

This chapter outlines different contract renewal procedures the CA will follow,
including: initial contract renewals; subsequent contract renewals; combining
contracts and stages; Mark-to-Market; Mark-Up-to-Market; and exception
projects.

Chapter 2: Other Contract Actions: Opt-Outs and Terminations

This chapter outlines how the CA will process contract terminations if an owner
defaults under a HAP contract or if an owner elects to opt-out of a HAP contract.
The chapter addresses the conversion of project-based subsidy to tenant-based
subsidy.

Chapter 3: Rental Adjustments

This chapter outlines the CA’s responsibilities for performing rental adjustments
using several methods: annual adjustment factors; operating cost adjustment
factors; budget-based adjustments; and special adjustments. Appeal procedures
are also outlined herein.

Chapter 4: Submission of Section 8 Budgets, Requisitions, Revisions and
Year-End Settlements

This chapter outlines how the CA will complete the Estimate of Required Annual
Contributions, Requisitions, and Year-End Statements. Submission deadlines
are also addressed.
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Chapter 5: Monthly Vouchers and Special Claims

This chapter outlines how the CAs will process regular monthly HAP vouchers
and special claims submitted by owners to ensure that accurate and timely
payments are made.

Chapter 6: Management & Occupancy Reviews

This chapter outlines how and when the CAs will conduct management and
occupancy reviews for each property. It also addresses Fair Housing and Equal
Opportunity compliance reviews.

Chapter 7: Physical Inspection Monitoring

This chapter outlines the CA's responsibilities for monitoring corrective actions
required of owners following inspections performed by the Real Estate
Assessment Center (REAC).

Chapter 8: Health & Safety Issues and Resident/Community Inquiries

This chapter outlines timeframes for responding to health and safety issues and
responding to resident or community inquiries. The CA’s monitoring of required
actions by owners is also addressed.

Chapter 9: Contract Administrator’'s Audit

This chapter outlines the CA’s requirements for maintaining complete and
accurate financial records, and for submitting an annual financial audit in
accordance with Office of Management and Budget (OMB) Circular A-133.
Chapter 10: Tenant Income Verification

This chapter outlines the CA’s responsibilities for monitoring owner follow-up on
REAC’s Tenant Income Verification discrepancies.

Chapter 11: Monitoring and Oversight

This chapter outlines the monitoring procedures and tools that HUD will use to
oversee the CA’s performance.

Addenda
The following documents are included in the addenda:

A. Glossary of Terms and Acronyms
B. Protocols
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Chapter 1
Contract Renewals

Section 1-1

Executive Summary

This chapter outlines owner submission and CA processing requirements for
contract renewals during Fiscal Year (FY) 2000. Specific references are made to
instructions in Notice H 99-36, Project-Based Section 8 Contracts Expiring in
Fiscal Year 2000.

Notice H 99-36 outlines six options available to owners based on eligibility at
contract expiration:

Option 1) Request renewal under the Mark-up-to-Market procedure

Option 2) Request renewal of other initial and subsequent contracts
with current rents at or below comparable market rents

Option 3) Request renewal of contract or referral to OHMAR for
mortgage restructuring and or rent reduction(Mark-to-Market
or OHMAR-Lite)

Option 4) Request Renewal of contracts for Projects exempted by
OHMAR

Option 5) Request Renewal of Portfolio Reengineering Demonstration
or Preservation Projects

Option 6) Notification of Intention to Opt Out of Section 8 contracts
(addressed in Chapter 2)

The primary difference between the original options and the FY 2000 options is
the inclusion of specified renewals for Preservation Projects and Portfolio
Reengineering Demonstration Projects.

CAs must familiarize themselves with Notice H 99-36, in its entirety because
some owners may be eligible to request a renewal under more than one option.
Differences in how initial versus subsequent renewals are processed also require
an understanding of the various options owners may select.

While this chapter refers to the types of rental adjustments used at different

stages, guidance for processing the rent increases is found in Chapter 3 of this
guidebook.

Section 1-2
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Chapter Overview

1-3 Initial Contract Renewals

1-4  Subsequent Contract Renewals

1-5 Combining Contracts/Stages

1-6  Rent Comparability Study (RCS)

1-7  Option 1: Mark up to Market Procedure

1-8 Option 2: Renewal with Rents at or Below Comparable Market Rents
1-9 Option 3: Referral to OMHAR for Restructuring

1-10 Option 4: Renewal for Projects Exempt from OMHAR

1-11 Option 5: Renewal for Portfolio Reengineering or Preservation Contracts
1-12 Monitoring

Section 1-3

Initial Contract Renewals

Effective Fiscal Year 1997, Congress made major changes to the Section 8
project-based renewal process. HUD offered owners four renewal options:

Option 1) Request a contract renewal without restructuring
Option 2) Request a restructuring of the mortgage and contract
renewal

Option 3) Opt out of the Section 8 program

Option 4) Mark-Up-to-Market

Depending on the owner's selected option, the contract was renewed under
either Section 524(a)(1) or Section 524(a)(2) of Multifamily Assisted Reform and
Affordability Act (MAHRA) at “initial renewal.”

Under Notice H 99-36, initial renewal is the first renewal of a project contract that
is processed under MAHRA and may apply to all options. For all properties, the
short-term renewal is considered the contract’s “initial” renewal. (Note: Initial and
subsequent renewals have separate processing instructions.)

At least 120 days before contract expiration, the owner must submit
Attachment 4, a rent comparability study (RCS) and the applicable

Option Renewal Worksheet of Notice H 99-36, notifying the CA of the selected
renewal option. The owner indicates in Attachment 4 if requesting an “initial”
renewal. Further information on how to process the owner's request can be
found in Notice H 99-36; which outlines the owner’s requirements for initial
renewal separately for each option.

The CA enters receipt of Attachment 4 and the owner's selected option into
REMS when available on the subsidy renewal screen. If the CA identifies
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deficiencies in the owner's submission, the CA must request additional
information from the owner. The CA updates REMS to reflect action taken.

Once the owner’s submission is complete, the CA must process the request
within 30 days of receipt. The CA calculates revised rents using an Operating
Cost Adjustment Factor (OCAF) or budget-based analysis, as applicable.
Throughout HAPC renewals, when a Budget Based rental adjustment exceeds a
five percent (5%) threshold over the prior HUD approved rents, the CA must
review and forward to the Hub/Program Center for review and approval.

Upon CA or HUD approval, as applicable, the CA sends the owner a letter and
issues appropriate contract renewal (per instructions in Notice H 99-36) for the
owner's signature, and updates REMS accordingly.

The owner returns the signed contract and rent schedule to the CA. Upon

receiving the owner's signed contract, the CA executes the contract and
distributes copies to all appropriate parties. The CA updates REMS.

Section 1-4

Subsequent Contract Renewals

A “subsequent renewal” is the renewal of an expiring Section 524 contract at the
end of its term. A contract that received its initial renewal in FY 1999 under
Section 524(a)(1) or 524 (a)(2) of MAHRA will receive its subsequent renewal in
FY 2000 under the procedures outlined in Notice H 99-36.

Subsequent renewals are associated with the following three contract renewal
options outlined in Notice 99-36:

Option 2: Contracts with current rents at or below comparable market
rents

Option 4: Exception projects
Option 5: Portfolio reengineering or preservation contract

Subsequent renewals are not applicable for:
Option 1: Mark-Up-to-Market
Option 3: Referral to OMHAR for restructuring (Mark-to-Market)
Option 6: Opt-out

At least 120 days before the contract expires, the owner must submit the
Attachment 4, a RCS if applicable, and the Option Renewal Worksheet to notify
the CA of the selected renewal option. The owner indicates on Attachment 4
whether an “initial” or “subsequent” renewal is being requested. Information on
how to process the owner's request can be found Notice H 99-36; which outlines
the owner’s requirements for subsequent renewal separately for each option.
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The CA inputs into REMS the receipt date of the owner’s Attachment 4 and
selected option on the subsidy renewal screen.

When the CA identifies deficiencies in the owner's submission, the CA must
contact the owner to request additional information. The CA updates REMS to
reflect action taken.

Once the owner’s submission is complete, the CA must process the request
within 30 days of receipt. The CA calculates revised rents using OCAF or
budget-based analysis, as applicable. Throughout the HAPC renewal process,
when a Budget Based rental adjustment exceeds a five percent (5%) threshold
over the prior HUD approved rents, the CA must review and forward to the HUD
Hub/Program Center for review and approval

Upon CA approval or HUD, as applicable, the CA sends the owner a letter and
issues appropriate contract renewal (per instructions in Notice 99-36) for the
owner's signature, and updates REMS accordingly. The owner may appeal the
rent as outlined in HUD Handbook 4350.1, Chapter 7. The CA updates REMS to
reflect all action taken.

In response to the CA's letter, the owner remits a signed contract and rent
schedule to CA. The CA executes the contract and distributes copies to all
appropriate parties, and updates REMS.

Section 1-5
Combining Contracts/Stages

Owners may combine multiple contracts on a single property but may not
combine multiple contracts across multiple properties. The owner may
only combine contracts expiring in the same fiscal year. Section VI of
Notice H 99-36 provides additional guidance on combining contracts.

At least 120 days before the contract expires, the owner submits Attachment 4 of
Notice H 99-36 and the applicable Option Renewal Worksheet. Attachment 4 is
marked to indicate whether the owner wishes to combine multiple Section 8
contracts.

The CA enters in REMS receipt date of Attachment 4 and the owner's selected
option. The CA must verify that the owner's contracts are eligible under the
guidelines for combining contracts; if not, the CA must notify the owner in writing.

Ninety days before the contract expires, the CA issues a short-term renewal at

current contract rents or terminates the contract with the latest expiration date in
order to align the contract expiration dates. The CA must also prepare a contract
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renewal document for all units covered under the original contracts.. HUD issues
approval of the rents to the CA.

The CA inputs in REMS the applicable renewal rent, prepares the combined
contract, and sends to the owner for signature. The CA executes the owner's
signed contract and forwards copies to the appropriate parties. The CA also
enters the approved rent levels into REMS..

Section 1-6

Rent Comparability Study (RCS)

[Processing instructions for completing the RCS are expected to change in the
near future, but until published, the instructions in Attachment 6 of Notice
H 99-36 are to be followed.]

[When determining whether the expiring Section 8 contract rents are at or below
comparable market rents, the RCS results are considered in the aggregate. The
total income generated by all market rents in the expiring Section 8 contracts/
stages are compared to the total income generated by the current Section 8 rents
in the expiring Section 8 contracts/stages.]

An RCS is required when an owner elects to renew for the first time under either
Option 1 or Option 2. The RCS is valid for five years, after which a new RCS
must be submitted. HUD may request one updated RCS during the five-year
period. This study compares the subject property with other comparable, non-
subsidized properties in the market in order to determine the market rent levels
for the subject property.

The RCS must:
be submitted at least 120 days before contract expiration;
be completed within 90 days of submission to the CA,;
include all Section 8 unit types in the property.

If the RCS concludes the project’s rents are below market, but the CA does not
agree, the Hub or Program Center Director will decide whether to accept or reject
the RCS. If the RCS is rejected the owner may appeal the decision under the
appeal procedures contained in Section XX of Notice H 99-36.

If the owner renewed the contract in Fiscal Year 1999 under Section 524(a)(1) of
MAHRA for a one-year term, and in Fiscal Year 2000 wishes to renew for a five-
year term, the owner may either: a) renew the contract for four years, using the
RCS submitted at initial renewal; or b) submit a new RCS and renew the contract
for a five-year term.

CA Processing
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For subsequent renewals the CA will adjust the RCS annually by the OCAF. The
initial RCS may also be used as the comparability standard for current or future
budget-based rent increase requests.

The CA may request one updated RCS during the five-year lifecycle. If the new
RCS indicates that project rents exceed market rents, the CA may adjust the
rents to the comparable market rents; if project rents are below comparable
market rents, the CA may increase project rents, consistent with outstanding
instructions for Mark-up-to-Market (Option 1).

The CA must maintain detailed records in REMS for properties that have

completed an RCS, including the date of initial Section 8 contract renewal, which
starts the five-year clock.

Section 1-7

Option 1: Mark-Up-to-Market

The Mark-Up-to-Market option provides owners with an incentive to renew
Section 8 contracts when a properties' Section 8 rents are lower than comparable
market rents. Rents may be renewed at the lesser of comparable market rents
or 150% of the Fair Market Rents (FMRs). The owner can use an existing RCS,
adjusted by the OCAF, to establish initial eligibility.

All owners who renew under this option must accept a five-year Section 8
contract, subject to annual appropriations. In years two through five of the
contract period rents are adjusted by an OCAF.

Processing instructions for this option can be found in Attachments 4B and 4C of
Notice H 99-36.

Owner Eligibility Requirements

An owner must have:

a property that scored 60 or higher on the last Real Estate Assessment
Center (REAC) inspection, with all exigent health and safety conditions
corrected;

an ownership structure that is for-profit or limited distribution (non-profit
owners may be eligible if they meet the criteria in Section IX, Paragraph B of
Notice H 99-36);

comparable market rents that are at or above 110% of the FMRs;

a property without low and moderate-income use restrictions, i.e., flexible
subsidy assistance or low income housing tax credits.
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Waivers

The CA may recommend that the Hub or Program Center waive restrictions to
allow participation by normally ineligible owners, or to allow an increase in rents
higher than 150% of the property's FMRs. The property must meet the eligibility
criteria established in Section 1X, Paragraph C of Notice H 99-36. The Hub or
Program Center will forward waiver requests to Multifamily Headquarters which
will issue the final decision.

Section 1-8

Option 2: Renewal with Rents at or Below Comparable Market Rents

Option 2 is for owners that request renewal of Section 8 contracts with current
rents are at or below comparable market rents, but for which the owners are not
applying for Mark-Up-to-Market. Owners are not required to enter into a five-year
contract.

Initial Renewals

The owner must submit Attachment 4 of Notice H 99-36, an RCS prepared in
accordance with Attachment 6, and, if applicable, a budget-based rent increase
with Attachment 8. Initial rents may be adjusted by the OCAF in place of a
budget-based increase. The initial renewal rents may not exceed comparable
market rents.

Subsequent Renewals
For subsequent renewals the contracts may be adjusted by an OCAF or by a
budget-based increase, as long as the new rents are below the OCAF-adjusted

RCS. The Subsequent Renewal Request Attachment 4 must be submitted
annually.

Section 1-9

Option 3: Referral to OMHAR for Restructuring

Where current Section 8 rents exceed comparable market rents and the property
does not qualify as an “exception” property, as detailed in the following section,
the CA refers a request to the Office of Multifamily Housing Assistance
Restructuring (OMHAR), through the Hub/Program Center. This process occurs
regardless of the renewal option selected by the owner. Owners may request a
renewal with either a reduction in the rents and restructuring of the mortgage, or
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with only a reduction in the rents. Section Xl of Notice H 99-36 provides more
information on referrals to OMHAR.
Under this option an above-market property may follow one of two paths:

A. contract renewal without restructuring, with rents marked down to market
("OMHAR-Lite"); or

B. mortgage or rent restructuring and contract renewal with rents marked down
to market.
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Section 1-10

Option 4: Renewal for Projects Exempt from OMHAR

Projects exempt from referral to OMHAR, although the current rents may exceed
market, are known as “exception” projects and are renewable under Section
524(b). These projects are also eligible to renew under Options 1 or 2 of the
Notice. Projects that qualify as exception projects are listed in Section XII of
Notice H 99-36.

Initial Renewal

The owner must submit Attachment 4, Owner’s Option Checklist and OCAF
Worksheet - Initial Renewal, a budget worksheet, and rent schedule with
Attachment 8 of Notice H 99-36. For FHA-insured or HUD-held projects, an RCS
showing that the project’s current rents are at or below comparable market rents
must also be submitted. Rents at initial renewal are the lesser of the current
rents adjusted by an OCAF or a budget-based rent submitted with the request for
renewal.

Subsequent Renewal
The owner must submit Attachment 4 and request either an OCAF-adjusted rent
increase or a budget-based rent increase. The CA must not allow owners who

renew under this option to include new debt that keeps or increases project rents
above market.

Section 1-11

Option 5: Renewal for Portfolio Reengineering or Preservation Contracts

Complete instructions for renewing these contracts are found in Attachment 4 of
Notice H 99-36.

Portfolio Reengineering Demonstration Contracts

Properties with mortgages that were restructured and rents were reduced
through the Portfolio Reengineering Demonstration program are not forwarded to
OMHAR. To verify eligibility of these properties and their contract terms, the CA
must check the REMS Subsidy Screen and/or the property file documents. An
OCAF adjustment is applied for four years after the contract was signed; at the
end of the fifth year, the owner must follow the procedures outlined in

Option 2 of Notice H 99-36. This includes submitting an RCS.

If the mortgage was not restructured and the project’s rents were not reduced to
market, the owner must submit a rationale for why debt restructuring is
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appropriate. The CA must submit the rationale and renewal request to the Hub
or Program Center, for referral to Multifamily Headquarters.

Preservation Contracts

Preservation contracts were executed in conjunction with a long-term use
agreement approved under a Plan of Action (POA). During Fiscal Year 1999,
preservation properties were limited to renewals under Section 524(a)(1). These
renewals only allowed OCAF rent increases. Owners renewing during this period
did not receive the full benefits provided for in previously approved POAs.

During Fiscal Year 2000, some preservation contracts will be renewed under the
terms of the property’s POA. The CA verifies eligibility using the REMS Subsidy
Screen and the property file documents.

If a contract was renewed under terms differing from those in the POA, the CA
must calculate what the rent would have been had the contract been approved
under the original terms. This rent level will determine the renewal rent for Fiscal
Year 2000. There is no reimbursement for income lost because of past
renewals.

Section 1-12

Monitoring

This section outlines how HUD will oversee the CA performance. HUD’s
monitoring and evaluation program is comprised of four main elements:

Remote Monitoring
Day-to-Day Oversight
Compliance Reviews
Target Reviews

Remote Monitoring occurs in two phases and is the primary method by which the
CAs will be monitored and evaluated.

HUD will closely monitor the CAs performance through use of monitoring tools.
This includes a review of the CA’s submission of a monthly Invoice and
supporting documentation (outlined in Chapter 11, Section 11-5), automated
reports from HUD systems, and a review of the CAs’ submission of monthly,
guarterly, and annual reports (outlined in Chapter 11, Section 11-6).

A. Remote Monitoring
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After receiving monthly invoices from the CA, the Contract Administration
Oversight Monitor (CAOM) will use existing systems and internal logs to verify
that contracts have been renewed in a timely manner and in accordance with
HUD guidelines.

REMS will be reviewed to verify that:

contracts are combined in accordance with HUD regulations;

contracts are renewed at correct rent levels;

the CA has updated REMS until OMHAR has completed its processing of the
owner’s request;

the CA has initiated a contract renewal and ordered a rent comparability
study.

B. Day-to-Day Interaction
Transitional Phase

The Project Manager (PM) will provide the CA with day-to-day support and will
perform reviews in order to provide knowledge about this process, as necessary.
The CAOM will request copies of the Attachment 4 and the contract renewal
documents from the CA. This random sample of contract renewals during the
transitional phase will include a review 10 percent of contract renewals
conducted each month by the PM. The PM will also assist with Mark-to-Market
referrals, reviewing copies of submitted RCS forms to ensure reasonableness
and reviewing final rents determined by the CA. The PM will also compare final
rent levels with the RCS to ensure accuracy.

Full Implementation Phase

The PM will provide ongoing support to CAs. CAs may contact the PM for
assistance with contract renewals and contract related issues as needed.

Where the CA is also a Participating Administrative Entity (PAE), the CA will
submit to the PM a copy of the owner’s request. The PM will conduct an
independent review of the owner’s request to make sure the referral is
appropriate before it is submitted to OMHAR.

C. Compliance Review

A Review Team which may be comprised of the CAOM, the PM, and the
(Supervisory Project Manager) SPM, will review a sample of property files to:

identify development needs related the Mark-to-Market referral process for
those properties with problems reported by OMHAR during the previous year,
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identify CA development needs related to performance in the Mark-Up-to-
Market referral process and ensure accurate processing of these requests;
ensure that renewals were processed correctly;

confirm that the CA handled all owner appeals in accordance with HUD
regulations;

ensure REMS reporting is accurate;

ensure CA fee payments reflect actual performance and timing.

The Review Team will review property files and the contract renewal process to
identify CA development needs. These files will include those where problems
have been identified during the year.

D. Targeted Review

In the course of monitoring and evaluating a CA, if HUD determines that the CA
requires more oversight and guidance, a targeted review may be scheduled. A
targeted review, similar in format to the compliance review, covers CA
operations, including property files, processes, and protocols. The intent of a
targeted review is to work cooperatively with the CA to resolve any areas of
concern. As the targeted review is all encompassing, an annual compliance
review is unnecessary if a targeted review is completed within a twelve-month
period.

The Review Team will contact the CA to schedule an appointment when the
need for a targeted review is identified.

References

Notice H 99-36, FY2000 Housing Notice

HUD Handbook 4350.1, REV-1, Multifamily Asset Management and Project
Servicing

Section 524 of MAHRA

Form HUD 92458, Rent Schedule
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Chapter 2

Other Contract Actions: Opt-Outs and Terminations

Section 2-1

Executive Summary

This chapter provides an overview of the actions CAs will take when an owner
elects to opt out of a Section 8 Housing Assistance Payments (HAP) Contract or
when a contract is terminated by HUD for non-compliance. Any conversions to
tenant-based subsidy must be performed in a timely manner to ensure that
residents are protected and to limit the need for short-term renewals.

Current guidance on processing opt-outs and terminations is outlined in
Notice H 99-36, Project-Based Section 8 Contracts Expiring in Fiscal Year 2000.

Section 2-2

Chapter Overview

2-3  Opt-Outs

2-4  Terminations

2-5 Residual Receipts
2-6  Monitoring

Section 2-3

Opt-Outs

Section 8 opt-outs occur when owners elect not to renew expiring contracts.
The process of acquiring tenant based funding and voucher processing is
complicated by the relatively short amount of time available to complete the
process before families could be potentially adversely affected by the Housing
conversion action. The most important step in the entire process is initiating the
procedure as early as possible. In general, the funding process must begin at
least 120 days prior to the target date of the Housing conversion action. Equally
critical to the process is the communication between HUD'’s Offices of Housing,
Public Housing, as well as the owner, the PHA, and the residents.

Specific instructions for processing opt-outs, voucher and funding procedures are
found in Notice H 99-36,0ption 6, and Notice PIH 2000-9 (Directive 00-9) which
provides the detailed process for administering the voucher process that results
from “Housing Conversion Actions.”
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The CA must become fully familiar with the procedures outlined in these two
Notices and any subsequent or related directives to assure that proper
procedures are initiated and followed when tenant voucher conversions are
required.

Owner Requirements
An owner electing to opt-out of a Section 8 contract must:

notify the residents and the CA at least one year in advance of the
contract’s expiration;

notify the CA of intent to opt-out of the contract at least 120 days
before contract expiration;

comply with any required notifications to state or local governments;

be eligible to opt-out of the contract (some Section 8 contracts
executed in conjunction with the Portfolio Reengineering
Demonstration or the Preservation programs prohibit opt-outs).

The owner must provide the Attachment 4 cover sheet and the Worksheet for
Option 6 from Notice H 99-36, to the CA at least 120 days prior to contract
expiration, to allow sufficient time to obtain vouchers for the residents.

If the owner fails to provide the one-year written notice to HUD and residents,
there are three options:

A. The owner may permit the residents to remain in their units without
increasing the resident's portion of the rent for one year after the owner
gives the required notification, or

B. The owner may agree to a short-term renewal for the time necessary to
fulfill notification requirements, or

C. The owner may agree to renew the project-based contract for up to one
year.

CA Processing

Upon notification of the owner’s intent to opt-out of the contract, the CA must first
respond to the owner and explain alternatives, including Mark-up-to-Market. The
CA will notify the owner of any required corrections to the notification letter or the
need for a short-term renewal. The one-year notification period begins when the
owner has provided the residents and the CA with the corrected letter. The CA
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will also notify HUD of the owner’s intent by close of the next business day and
log the action into REMS.

When the owner’s notice is approved, the CA will notify HUD and provide the
resident data within three business days of receipt from the owner. The Hub or
Program Center will notify Multifamily Headquarters and coordinate with the
Office of Public Housing (PIH) to obtain funding for vouchers. PIH will select the
housing authority that will administer the vouchers.

The CA will process any required short-term renewals and will update REMS as
applicable throughout the process.
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Section 2-4

Terminations
CA’'s Recommendation

Before recommending any contract terminations, the CA will document the
owner’s non-compliance. This could result from outstanding findings on REAC
physical inspections, management and occupancy reviews, voucher reviews,
failure to take action on health and safety issues related to resident/ community
concerns, or other areas of non-compliance. Section XX of Notice H 99-36
provides examples of material adverse actions that may lead to contract
termination.

Some contract terminations may result from an owner’s failure to maintain the
property. The CA reviews Section XIX of Notice H 99-36, which details the steps
that are to taken in recommending contract termination.

If the Hub/PC determines that the contract should not be renewed, the CA
continues to actively oversee the property until vouchers are issued; issuing
vouchers should take less than 180 days. If fewer than 180 days remain on the
contract, the CA must enter into a HAP contract with the owner not to exceed
180 days. If the decision to terminate is made when the contract is about to
expire and the owner appeals the decision, the CA will renew the contract for one
year with the new HAP Addendum (Attachment 17 of Notice H 99-36) which
allows for termination prior to the end of the one-year period, pending appeal.

The Hub or PC will notify Multifamily Headquarters, the Financial Management
Center (or other designated HUD accounting office) and the Fort Worth
Accounting Center of the termination.

CA and HUD Processing

Ninety days before contract termination, the CA will forward resident data to the
Hub or PC within three days of receipt from the owner. The CA will also issue a
short-term renewal, if needed and follows the steps of updating REMS, executing
contracts, and distributing copies to appropriate parties. The Hub or PC will
notify PIH to request tenant based subsidy and select a public housing authority
to administer the vouchers.

Owner’s Appeal
The termination appeal process is outlined in Section XX of Notice H 99-36.
Upon receiving the CA’s notification of HUD'’s refusal to renew the contract, the

owner has 30 calendar days to provide written objections or cure the problems
identified. If the owner does not submit written objections or cure the problems,
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the decision becomes final and is not subject to judicial review. If necessary to
protect the residents, the CA must execute a short-term HAP contract with the
owner while the appeal process is completed. If the owner submits written
documentation or cures the problems after the 30-day period, the CA will review
the owner’s actions and/or documentation and issue a final decision.

After being notified of the final decision, the owner can submit a written appeal to
HUD and request a meeting, if applicable. The Hub or PC Director, or designee,
will meet with the owner within 10 days and/or the owner may provide additional
information for consideration. A mutually agreeable deadline to submit additional
documentation may be established. The Hub or PC will notify the owner of the
decision to modify or affirm the original decision. REMS will be updated
accordingly. The Hub or PC will also notify Multifamily Headquarters of the final
decision to terminate.

Section 2-5

Residual Receipts

Residual Receipts are owner assets held by a designated depository, but under
HUD's control. Residual Receipts are surplus cash for non-profit projects or cash
remaining after all eligible accrued distributions have been taken for limited
dividend projects. Certain Section 8 regulations provide for returning unused
Residual Receipt funds to HUD upon contract termination or opt-out. These
contracts and the effective dates are:

New Construction November 5, 1979
Substantial Rehabilitation February 28, 1980
State Agency February 28, 1980

Information about the disposition of these Residual Receipt funds is outlined in
Section XVIII in Notice H 99-36 and additional information on Residual Receipts
disposition is outlined in Chapter 25 of HUD Handbook 4350.1, REV-1..

The CA must notify the local HUD office when a contract opt-out or termination is
final and must provide related documentation. The CA will update REMS, as
applicable. The Hub/PC will notify the Financial Management Center (or other
designated HUD office) and the Fort Worth Accounting Center. The field office
will also provide instructions to the depository regarding reimbursement of funds
to HUD.
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Section 2-6

Monitoring
This section outlines how HUD will oversee the CA performance. HUD’s
monitoring and evaluation program is comprised of four main elements:

Remote Monitoring
Day-to-Day Oversight
Compliance Reviews
Target Reviews

Remote Monitoring occurs in two phases and is the primary method by which the
CAs will be monitored and evaluated.

HUD will closely monitor the CAs performance through use of monitoring tools,
which includes a review of the CA’s submission of a monthly Invoice and
supporting documentation (outlined in Chapter 11, Section 11-5), automated
reports from HUD systems, and a review of the CAs’ submission of monthly,
guarterly, and annual reports (outlined in Chapter 11, Section 11-6).

A. Remote Monitoring

Upon receipt of the CA's monthly invoices, the CAOM will use existing systems

and internal logs to verify that appropriate notification was provided to HUD in a
timely manner. Opt-out notification must be received by HUD within 24 hours of
owner notice to the CA. Notification of recommendation of contract termination

must be received by HUD by the close of the next business day.

The CAOM will use existing systems and internal logs to further verify that the
CA has obtained resident information from owners and that the CA has submitted
resident data to HUD within three days of receipt from the owner.

The monthly report will be reviewed for evidence that the CA has coordinated
efforts with the jurisdictional HUD office to identify a local PHA to administer
tenant-based assistance, as needed and that the CA has helped relocate
tenants.

B. Day-to-Day Interaction

Transitional Phase

The PM will provide the CA with day-to-day support and will review the first

contact termination and contract opt-out. This review is intended to share
knowledge with the CA about contract termination and opt-out processes.
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Full Implementation Phase

The PM will provide ongoing support to CAs at any point in time and the CA may
contact the PM for assistance with owner opt-outs and terminations.

C. Compliance Review

A Review Team which may be comprised of the CAOM, the HUD PM, and the
SPM, will review a sample of property files to:

identify reported problems in the last year to help identify CA development
needs related to the opt-out and termination processes and to confirm that the
CA complied with HUD guidelines and regulations;

review CA documentation for opt-outs to ensure the CA has ensured owner
compliance with HUD guidelines and regulations;

confirm that the CA worked directly with the PHA and residents to facilitate
the transition from property-based Section 8 to tenant-based rental
assistance;

confirm that the CA handled all owner appeals in accordance with HUD
guidelines and regulations;

ensure REMS reporting was accurate;

ensure that CA fees paid reflect actual performance and timing.

D. Targeted Review

In the course of monitoring and evaluating a CA, if HUD decides the CA requires
more oversight and guidance, a targeted review may be scheduled. A targeted
review, similar in format to the compliance review, covers CA operations,
including property files, processes, and protocols. The intent of a targeted review
is to work cooperatively with the CA to resolve any areas of concern. As the
targeted review is all encompassing, an annual compliance review is
unnecessary if a targeted review is completed within a twelve-month period.

The Review Team will contact the CA to schedule an appointment when the
need for a targeted review is identified

References
Notice H 99-36, F Y2000 Housing Notice
Public Housing Notice PIH 2000-9
HUD Handbook 4350.1,REV-1, Multifamily Asset Management and
Project Servicing

DRAFT March 15, 2001 2-7



Guidebook for Section 8 Contract Administration Initiative

Chapter 3

Rental Adjustments

Section 3-1

Executive Summary

This chapter provides the CAs with an overview of processing rental adjustments
using an annual adjustment factor (AAF), operating cost adjustment factor
(OCAF), budget-based method, and special adjustments. This chapter also
provides an overview of the CA’s role in reviewing tenant utility allowance
adjustments and changes in the reserve for replacement deposits. [Note: This
guidebook does not apply to Moderate Rehabilitation HAP Contracts or tenant-
based subsidy programs, such as rental vouchers or certificates.]

The CA will review the HAP contract to determine which method to use to adjust
contract rents. Generally, contracts authorized under Title 24 CFR Parts 880,
881, 883, 884, and 888 may be adjusted using the applicable Section 8 annual
adjustment factor. Rents for contracts authorized under Title 24 CFR Part 886
are usually adjusted through the budget-based process, although there are
exceptions. Contract renewals for applicable projects may be authorized under a
Plan of Action (POA) approved under the Low Income Housing Preservation and
Resident Homeownership Act (Title VI). and the Emergency Low Income
Housing Preservation Act (Title Il). Contracts adjusted through an Annual
Adjustment Factor (AAF) may be eligible for special rental adjustments.

Special Note on Expiring Contracts: Because owners of expiring contracts may
have the option to choose between budget-based and OCAF rent increases, CAs
must familiarize themselves with Notice H 99-36, Project-Based Section 8
Contracts Expiring in Fiscal Year 2000, to ensure the proper rental adjustment
methods are used.

Special Note on Data Input: REMS has been enhanced to provide CA access
and input ability to update rents for HAP Contract renewals. All other rental
adjustments will initially require input into TRACS by HUD field staff. TRACS will
update REMS.

CAs are responsible for ensuring that:

owner eligibility and submission requirements are met;
recommendations to HUD are documented for approval/disapproval of
rental adjustments;

adjustments are made accurately and in a timely manner;

analyses of utility allowances are completed,;
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recommendations are made to HUD for adjusting replacement reserve
deposits; and
REMS is updated.

Section 3-2

Chapter Overview

3-3 Budget-Based Rental Adjustments

3-4  Annual Adjustment Factor Adjustments

3-5 Operating Cost Adjustment Factor Adjustments

3-6  Special Adjustments

3-7  Utility Allowance Analysis

3-8 Reserve for Replacement Deposit Recommendations
3-9 Appeals

3-10 Monitoring

Section 3-3

Budget-Based Rental Adjustments

Budget-based rental adjustments are requested as needed for properties with

HAP contracts eligible for a budget-based rent increase during the term of the
contract or at contract renewal. Properties eligible to request a rent increase

under budget-based rental adjustments include Section 202 Elderly/

Handicapped Housing and Section 236 (Interest Reduction Payment) and

Section 221(d)(3) (Below Market Interest Rate and Market Rate) properties that |
may be wholly or partially assisted with Loan Management Set-Aside contracts.

After the owner submits a request for a rent increase, the CA has 30 days to:
- review the request for completeness and compliance with existing

guidance;
request additional information if the submission is incomplete;
update REMS to indicate receipt of the request;
Review and forward to the Hub/Program Center HUD for review and
approval Budget Based rental adjustments which exceed a five percent
(5%) threshold over the prior HUD approved rents ,

Owner Submission

Owners are required to make initial and final submissions for rent increase
requests; paragraph 7-22 of HUD Handbook 4350.1, REV-1, describes the
submission requirements. When resident notification procedures (Paragraph 7-7
of the HUD Handbook 4350.1) are required, the initial submission is made
concurrent with resident notification. After the required posting period, the final
submission must include any resident comments received and a certification of
compliance with 24 CFR Part 145. If the owner requests an increase at contract
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renewal, Attachment 4 of Notice H 99-36 must also be included. The CA must
update REMS upon receipt of the owner's submission.

DRAFT March 15, 2001 3-3



Guidebook for Section 8 Contract Administration Initiative

CA Processing
Review of the Owner’s Submission

The CA must review the owner’s submission to be sure that any required
Notice to Residents provides all the required information. If not, the owner must
revise the notice and distribute as directed.

If the owner has not submitted all required documentation, the CA must contact
the owner/agent and request submission of the missing documents. The CA
must ensure that the missing documents are available for resident review. The
CA must document receipt of the submission and note whether any items are
outstanding.

The CA may not require owners to routinely submit materials not otherwise
stated in HUD Handbook 4350.1, Chapter 7. Additional information may be
required if the actual or estimated expense appears to be excessive.

Review of Project Income and Expenses

The CA determines if the property has any special conditions that affect income
and expense estimates. Guidance on factors to consider can be found in
Paragraph 7-29 of the HUD Handbook 4350.1, REV-1, while detailed information
on reviewing budget line items is located in Paragraph 7-30 of the Handbook.
Under or overestimating expenses may have a detrimental effect on the property
and/or residents; any reductions or increases by the CA in line items must be
fully documented.

Computing Rent Potential

To compute the new rent potential, the CA must use the Rent Computation
Worksheet found at Appendix 5 of Chapter 7 to the HUD Handbook 4350.1,
REV-1 (or the Excel version which is available through HUD). Instructions for
completing the worksheet can be found in Appendix 5 of the handbook, in
Paragraphs 7-32 and 7-33.

In reviewing budget-based increase requests for properties required to maintain
residual receipts, the CA will assess whether residual receipts are to be used in
lieu of a rental increase. Further guidance on this matter can be found in HUD
Handbook 4350.1, REV-1, Multifamily Asset Management and Project Servicing,
Chapter 25.

Notification and Implementation

Within 30 days of receiving the owner’s final submission, the CA must complete
the review and processing of the owner’s request, and when applicable, forward
to the Hub/Program Center for review and approval Budget Based rental
adjustments which exceed a five percent (5%) threshold over the prior HUD
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approved rents. The request must include the complete rent increase package.
When HUD approves or disapproves the rent increase request, the PM will
update TRACS and forward written notification to the CA.. The CA will send a
letter to the owner and the Form HUD 92458, Rental Schedule. Within five days
of receipt of the rent schedule, if the request was part of a HAPC renewal, the CA
will enter the HAP renewal rents into REMS.

If the rent increase is not approved by the Hub/Program Center, the rent increase
package may be returned to the CA for additional information or justification, or
the CA will notify the owner that the increase is not approved. The CA will inform
the owner of their option to appeal the decision. The CA updates REMS within
five days of notification by HUD.

For more detailed instructions on reviewing rent increase requests, see HUD

Handbook 4350,1, REV-1, Multifamily Asset Management and Project Servicing,
Chapter 7.

Section 3-4

Annual Adjustment Factor Adjustments

Annual Adjustment Factor (AAF) adjustments are requested no more than
annually. While owners must request the adjustments for most HAP contracts,
some contracts are adjusted automatically. CAs must review all HAP contracts
to determine if there is an owner request requirement.

Detailed processing instructions for AAF adjustments can be found in Notice
H 97-14, Fiscal Year 1997 Annual Adjustment Factor (AAF) Requirements which
was extended by Notice H 99-18.

Owner Submission

A a O
Ch

the-eligibility-to-submit-arentincreaserequest: The owner’s complete
submission must be received 60 days before the HAP anniversary date for the
increase to be effective on the anniversary date. Requests not received 60 days
before the anniversary date will take effect 60 days after receipt of the owner’s
submission. Upon receiving the owner’s submission, the CA must update REMS.

= /\ nNive a
Ci v ct-y—o

The owner’s submission varies by the type of contract and whether the contract
rents exceed Fair Market Rents (FMRs). As stated in Notice H 97-14, “Part
1.”contracts are new construction and substantial rehabilitation contracts where
contract rents exceed the FMRs. “Part 2” contracts are new construction and
substantial rehabilitation contracts where contract rents do not exceed FMRs, as
well as loan management and property disposition set-aside contracts that use
the AAF to adjust rents.
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Note: A rental adjustment will not result in a rent decrease for Section 8 new
construction and substantial rehabilitation contracts. When applying the AAF, the
factor of 1.000 should be used in all cases where the published factor is below
1.000.

Reversing Previously Approved Special Adjustments

Before computing the annual adjustment of rents, all special rent increases
approved after the last annual adjustment are to be deducted from the contract
rent. Special increases approved during the last annual adjustment should be
deducted only if the increase was given for an expense that has now decreased
significantly.

CA Processing

The CA reviews the owner’s submission, which may include a market
comparability study, (if required), the Funds Authorization, Reserves for
Replacements Fund, Form HUD 9250 and any other rental increase information.
The CA reviews the owner’s submission, including the market comparability
study, if required. The CA notifies the owner of any deficiencies in the
submission, or notes any concerns about the comparability study. For units
subject to comparability, the CA follows the “Part 1” instructions in the Notice; for
units not subject to comparability, “Part 2” instructions apply.

The CA forwards the packet to the Hub/Program Center for approval and
execution of the Form HUD 9250. HUD will approve the form and forward to the
mortgagee for processing and provide a copy to the CA.

Notification and Implementation

Once the AAF processing is complete, the CA sends a letter to the owner with
copies to the management agent. The letter details the approved new rents, or
explains why no increase has been granted. If the increase is approved, the
letter must include the AAF Worksheet, which details the rent calculations, and
two copies of Form HUD 92458, Rental Schedule, for the owner’s signature.

The letter must also advise the owner of any increase in the replacement
reserves deposit. Upon receipt of the owner's signed Rental Schedule, the CA
executes it and returns the original to the owner. HUD will update rents in
TRACS.

Section 3-5

Operating Cost Adjustment Factor Adjustments
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Operating Cost Adjustment Factor (OCAF) adjustments are processed for
properties that have approved Preservation Plans of Actions (POA) under Title VI
(LIHPRHA) and for other eligible contract renewals.
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Title VI Projects

At least 60 days before the implementation anniversary of the Plan of Action, or
before a desired date of rent increase, the owner must request the CA's approval
of the next year’s budgeted operating expenses. This request may include
documentation for the amount of utility allowances requested, a profile of current
occupancy, and a projection of anticipated occupancy of vacant units meeting the
approved resident file.

Within 30 days of receiving the owner's request, the CA will apply the most
recent OCAF factor (published in the Federal Register) to the portion of the
Gross Rent Potential (GRP) attributable to operating expenses adjusted for
vacancies and management fees. For priority purchasers oversight costs will
also be considered. If non-operating costs increase or decrease (e.g., a loan
secured by the property is repaid) the budget will be adjusted accordingly.
HUD will send a letter notifying the owner/management agent of the results.

Other Projects
The CA will apply the most recent OCAF factor to the gress contract rent.
Notification and Implementation

Once OCAF processing is complete, the CA writes a letter to the owner and
provides a copy to the management agent. The letter must include the approved
new rents, as well as two copies of Form HUD 92458, Rental Schedule, for the
owner’s signature.

The letter must also advise the owner of any increase in the replacement reserve
deposit. (Note: For Preservation Properties, the terms of the POA will determine
if the replacement reserve is increased) The owner submits to the CA the Funds
Authorization, Reserve for Replacements Fund, Form HUD 9250 and any other
rental increase information. The CA forwards the packet to the Hub/Program
Center for approval and signature of Form HUD 9250. HUD forwards this form to
the mortgagee for processing and provides a copy to the CA.

Upon receipt of the owner's signed Rental Schedule, the CA executes it and
returns the original to the owner, and updates HAP renewal rents in REMS
within five days.
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Section 3-6

Special Adjustments

Owners with HAP contracts whose rents are adjusted through an AAF factor may
request special rental adjustments for increases in property taxes, utilities, and
hazard insurance. Special rent increases may also be approved for Service
Coordinators. The CA processes the owner’s request within 30 days, and
forwards it to HUD with a recommendation for approval/disapproval.

Note: In processing special adjustments for Property Disposition Section 8
contracts sold on an all cash basis, allowances are included for debt service and
return on equity (HUD Handbook 4350.1, Chapter 34, provides detailed
instructions on calculating these amounts).

Owner Submission

The owner’s submission requirements for increases in taxes, utilities, and
insurance are described in paragraph 34-5 of HUD Handbook 4350.1. For tax
increases the owner should apply for all reductions and provide a required
certification. For insurance increases the owner must certify that the increased
rate is the best rate the property could obtain. For utility increases the owner
must have analyzed rates and requested the most advantageous rates available.

Instructions for processing special rental adjustments for Service Coordinator
funding are found in Chapter 8 of HUD Handbook 4381.5 REV-2, The
Management Agent Handbook.

CA Processing

The CA processes the owner's special increase request using Form HUD 9833B,
Part G: Special Adjustments for Taxes, Insurance, or Utility Increases in
accordance with the instructions contained in Paragraph 34-6 of HUD Handbook
4350.1.REV -1. This form is also used for Service Coordinator funding
increases.

Within 30 days, the CA determines whether to approve/disapprove the special
adjustment. If the rental adjustment exceeds a five percent (5%) threshold over
the prior HUD approved rents, the CA must review and forward to the
Hub/Program Center HUD for review and approval.

If the CA recommends approval and there are Residual Receipts Funds available
to reduce the special increase, the CA will notify the Hub/PC for consideration
accordingly. If Residual Receipts Funds are used for taxes and insurance,
releases will be made directly to the mortgagee by HUD through Form HUD
9250. The Hub/PC will notify of the CA if the Residual; Receipts Funds are
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approved and process the request for release of funds and update FRACS
REMS.

Computing Rent Potential
If applicable, the special adjustment computed by the CA will be reduced by the

amount of residual receipts approved for use by HUD. The resulting figure is
factored into resident rents using the following formula:

1 + Total Special Adjustment = Adjustment factor
AAF Annual Rent Potential

This factor should be multiplied by the current AAF rents for each unit type to
determine the increase in tenant rents.

Backing Out of Previously Approved Special Adjustments

Before computing the annual adjustment, all special rent increases approved
after the last annual adjustment should be deducted from the contract rent.
Special increases approved during the last annual adjustment should be
subtracted if the increase was given for an expense that has decreased
significantly.

Notification and Implementation

The CA reviews the owner’s request and notifies the owner in writing and
includes two copies of Form HUD 92458, Rental Schedule, for completion and
signature. Within five days of receipt of the owner's signed Rental Schedule, The
CA notifies the Hub/PC to update rents in TRACS.

If the request is not approved, the CA notifies the owner in writing and outlines
the appeal procedures.

Section 3-7

Utility Allowance Analysis

For Section 8 contracts with utility allowances, owners may (as part of a rent
increase request or as a separate action) recommend an increase or decrease in
existing utility allowances for each bedroom type. The recommended utility
allowance should represent the owner’s best estimate of the average monthly
utility cost that an energy-conscious resident will incur for the year. Proposed
and current allowance levels must be included in notices to the residents, if
required.
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Owner Submission

Submission requirements are detailed in Paragraph 7-24(A) of HUD Handbook
4350.1, REV-1. An owner must request approval of revised utility allowances
whenever a utility rate change would cumulatively increase by at least 10 percent
the most recently approved utility allowances. Additional utility allowances
should be recommended if the property’s design causes utility costs to vary
significantly for units of the same size (e.g., end units versus interior units).

CA Processing

In determining new utility allowances, CAs must review the owner’s utility
analysis and recommended allowances, entering the new allowances on the
Rent Computation Worksheet, to determine whether:

the owner’'s comments on recent and proposed rate increases are consistent
with information obtained from other properties, utility suppliers, and news
reports;

the owner appropriately adjusted for recent and planned rate increases;

the owner appropriately adjusted consumption estimates to reflect any
significant savings likely to result from recent energy conservation efforts.

If the owner’s analysis does not support the request, the CA documents the
reasons and advises the owner accordingly. The CA can request additional
information, if needed.

Notification and Implementation

If the request is approved, the CA notifies the owner by letter, and includes two
copies of Form HUD 92458, Rental Schedule, for the owner's completion and
signature. If part of a HAPC renewal, within five days of receiving the signed
schedule, the CA updates REMS, if not part of a HAPC renewal, the CA notifies
the Hub/PC to update TRACS. If the request is not approved, the CA notifies the
owner in writing and describes the appeal procedures.

Section 3-8

Reserve for Replacement Deposit Recommendations

When processing rental adjustments, if an increase in the reserve for
replacement is contemplated as part of a rental increase, the owner remits a
signed Form HUD 9250, Funds Authorization, Reserves for Replacement Fund .
The CA must include this request (Form HUD 9250) with the complete rent
increase package to the Hub/Program Center for approval/disapproval.
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Regulations require the Reserve for Replacement deposits be increased when
rental increases are approved for Section 8 new construction and substantial
rehabilitation contracts adjusted by an AAF factor. The factor used to increase
the rents is also used to increase the reserve deposit.
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Section 3-9

Appeals

Budget-Based and Special Adjustments

When an owner does not agree with a rent decision, the first level of appeal is
with the CA. Further information on the appeal process can be found in HUD
Handbook 4350.1, REV-1, .

Section 3-10

Monitoring

This section outlines how HUD will oversee the CA performance. HUD’s
monitoring and evaluation program is comprised of four main elements:

Remote Monitoring
Day-to-Day Oversight
Compliance Reviews
Target Reviews.

Remote Monitoring occurs in two phases and is the primary method by which the
CAs will be monitored and evaluated.

HUD will closely monitor the CAs performance through use of monitoring tools,
which includes a review of the CA’s submission of a monthly Invoice and
supporting documentation (outlined in Chapter 11, Section 11-5), automated
reports from HUD systems, and a review of the CAs’ submission of monthly,
guarterly, and annual reports (outlined in Chapter 11, Section 11-6).

A. Remote Monitoring

Upon receipt of the CA's monthly invoice, the CAOM will use existing systems to
verify that adjustments have been processed in accordance with HUD guidelines
and in a timely manner. All special adjustments and budget-based rent
increases of 5 percent (5%) or more will be subject to a thorough review. All
other rent increases will be reviewed in accordance with HUD guidelines.

B. Day-to-Day Interaction

Transitional Phase

The PM will offer the CA day-to-day support and will review 10 percent of rental
adjustments to assess the CA'’s readiness to move into Full Implementation.

Full Implementation Phase
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The PM will review and approve all budget based and special rental adjustments
of five percent (5%)or more.

The PM will review both the first appeal level performed by the CA and the
second level appeal when made to HUD.

C. Compliance Review

A Review Team which may be comprised of the CAOM, the HUD PM, and the
SPM, will review at least 10 percent of the property files, including those
properties that have experienced rental increase difficulties. The Review Team
will also review a sample of property files to ensure that:

REMS reporting was conducted accurately;

the increase was processed in accordance with HUD regulations and
guidelines;

proper notification was provided to the owner/management agent.

D. Targeted Review

In the course of monitoring and evaluating a CA, if HUD decides the CA requires
more oversight and guidance, a targeted review may be scheduled. A targeted
review, similar in format to the compliance review, covers CA operations,
including property files, processes, and protocols. The intent of a targeted review
is to work cooperatively with the CA to resolve any areas of concern. As the
targeted review is all encompassing, an annual compliance review is
unnecessary if a targeted review is completed within a twelve-month period.

The Review Team will contact the CA to schedule an appointment when the
need for a targeted review is identified

References

HUD Handbook 4350.1, REV-1, Multifamily Asset Management and
Project Servicing

HUD Handbook 4370.2, Financial Operations and Accounting Procedures
for Insured Multifamily Projects. HUD Handbook 4381.5, REV-2, The
Management Agent Handbook

Notice H 99-36, FY2000 Housing Notice

Notice H 97-14, Fiscal Year 1997 Annual Adjustment Factor
Requirements
Notice H 97-12, FHA's Mixed-Income Housing Underwriting Guidelines
Notice H 95-92, Reinstatement and Extension of Notice 95-12

Notice H 95-12, Annual Adjustment Factor Rent Increase Requirements
Pursuant to the Housing Appropriations Act of 1995

Form HUD 92273, Estimates of Market Rent by Comparison
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Form HUD 92458, Rental Schedule Low Rent Housing

Form HUD 9250, Funds Authorizations, Reserve for Replacements
HAP Contract

Regulatory Agreement
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Chapter 4

Submission of Section 8 Budgets, Requisitions, Revisions and
Year-End Settlements

Section 4-1

Executive Summary

This chapter provides an overview to the CA on preparing and submitting the
Estimate of Required Annual Contributions and Supporting Data (Forms HUD-
52672 and HUD-52673)*; Annual Requisition for Partial Payments of Annual
Contributions (Form HUD-52663); and Year-End Settlement Statement (Form
HUD-52681). To receive monthly ACC payments, the CA must submit this data
to support the payments requested. The CA uses the ACC payments to pay
owners under the HAP contract.

* At this time only is completed until further notice

Section 4-2

Overview

4-3  Estimate of Total Required Annual Contributions (Form HUD-52673) and
Supporting Data for Annual Contributions Estimates (Form HUD-52672)

4-4  Annual Requisition for Partial Payments of Annual Contributions
(Form HUD-52663)

4-5  Voucher for Payment of Annual Contributions and Operating Statement
(Year-End Settlement) (Form HUD-52681)

4-6  Revisions to Estimate of Required Annual Contributions and Supporting
Data (Forms HUD-52672 and HUD-52673)

4-7  Revisions to Annual Requisition for Partial Payment of Annual
Contributions (Form HUD-52663)

4-8  Monitoring

Section 4-3

Estimate of Required Annual Contributions (Form HUD-52673) and
Supporting Data for Annual Contributions Estimates (Form HUD-52672)

Information requested on Forms HUD-52672 and HUD-52673 is used to estimate
the total amount to be paid to the CA by HUD throughout the fiscal year. The
ACC requires the CA to submit these forms for each contract to support the
payment request and to ensure costs do not exceed available funds.

The CA will prepare Forms HUD-52672 and HUD-52673, as prescribed by HUD,
90 days before the beginning of the CA'’s fiscal year or any other annual cycle
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agreed to between HUD and the CA. These documents are not submitted to
HUD but, must be placed in the CA files for review by the HUD staff at time of the
next site visit. The appendix contains a copy of each form with instructions for
completion.

Section 4-4

Annual Requisition for Partial Payments of Annual Contributions (Form
HUD-52663)

Payments from HUD are made to the CA based on the Form HUD-52663
information. The approved Form HUD-52673 supports the monthly advances
claimed on Form HUD-52663.

The CA must prepare Form HUD-52663, 90 days before the beginning of the
CA'’s fiscal year and transmit to HUD via the Internet, or as otherwise specified
by HUD. This data identifies the monthly and annual funds required to cover
housing assistance payments and are submitted together.

Section 4-5

Voucher for Payment of Annual Contributions and Operating Statement
(Year-End Settlement) (Form HUD-52681)

The CA must transmit to HUD via the Internet, or as otherwise specified by HUD,
data from Form HUD-52681 within 45 days of the CA's fiscal year-end. This data
identifies the actual Housing Assistance Payments that the CA paid to the
property owner.

If the CA has received partial payments in excess of the actual HAP reflected on
Form HUD-52681, HUD will recover the overpayment by an offset against the
next scheduled monthly partial payment.

If the CA has been underpaid for the prior fiscal year, HUD will add the amount of
underpayment to the next scheduled monthly partial payment.

Section 4-6

Revisions to Estimate of Required Annual Contributions and Supporting
Data for Annual Contributions Estimates (Forms HUD-52672 and HUD-
52673)
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Tracking Expenses

The CA must track monthly requests from the owner to ensure that actual
amounts for the fiscal year do not exceed the HUD-approved estimated annual
payment voucher amounts.

Since HUD will not make advances that exceed the amounts approved on Form
HUD-52673, CA’s must develop a system for keeping actual costs within
estimated expenditures. The CA’s budget control system should track actual
payments to owner and CA estimates monthly. The CA can use this data to
project its annual HAP needs and to verify that it is operating within the approved
limits for the fiscal year.

Preparing and Submitting Revised Forms HUD-52672 and HUD-52673

At the end of each quarter, if the CA is overpaid by more than five percent (5%)
(as indicated by monthly reviews of HAP payments to owners and ACC
payments received), the CA must prepare and place in files revised Forms
HUD-52672 and HUD-52673 to reduce future payments accordingly. CAs must
prepare revisions by their fiscal year-end.

Section 4-7

Revisions to Annual Requisition for Partial Payment of Annual
Contributions (Form HUD-52663)

Preparing and Submitting Revised Requisitions

At the end of each quarter if the CA has received partial payments in excess of
five (5) percent of the total approved annual contributions, the CA must submit a
revised Form HUD-52663. No revision is required if the excess partial payments
occur in the fourth quarter of the CA fiscal year.

Section 4-8

Monitoring

This section outlines how HUD will oversee the CA performance. HUD’s
monitoring and evaluation program is comprised of four main elements:

Remote Monitoring
Day-to-Day Oversight
Compliance Reviews
Target Reviews

Remote Monitoring occurs in two phases and is the primary method by which the
CAs will be monitored and evaluated.

DRAFT March 15, 2001 4-3 |



Guidebook for Section 8 Contract Administration Initiative

HUD will closely monitor the CAs performance through use of monitoring tools,
which includes a review of the CA’s submission of a monthly Invoice and
supporting documentation (outlined in Chapter 11, Section 11-5), automated
reports from HUD systems, and a review of the CAs’ submission of monthly,
guarterly, and annual reports (outlined in Chapter 11, Section 11-6).

A. Remote Monitoring:

The CAOM compares HUD’s internal log with the invoice to verify submission
dates. HUD will generate reports that enable the CAOM to track the flow of
funds from HUD to the CA and from the CA to the owner. The CAOM will
provide the CA with ongoing support for preparing these documents.

B. Day-to-Day
Transitional Phase

The SPM/PM provides support to the CA as needed. The PM will provide the
CAs with day-to-day support and assist with the budget, requisition, revision, and
settlement process as needed.

Full Implementation Phase
The SPM/PM provides support to the CA as needed.

C. Compliance Review

A Review Team which may be comprised of the CAOM, PM, SPM, coordinates
with the designated HUD office to identify any problems relating to the timely
submission of budget/ requisition requests. The Team reviews a sample of all
project files related to reported problems in the past year to help identify CA
development needs for budgets, requisitions, revisions, and year-end
settlements. The Team also assesses the CA'’s internal procedures for
processing budgets, requisitions, revisions, and year-end settlements.

D. Targeted Review

In the course of monitoring and evaluating a CA, if HUD decides the CA requires
more oversight and guidance, a targeted review may be scheduled. A targeted
review, similar in format to the compliance review, covers CA operations,
including property files, processes, and protocols. The intent of a targeted review
is to work cooperatively with the CA to resolve any areas of concern. As the
targeted review is all-encompassing, an annual compliance review is
unnecessary if a targeted review is completed within a twelve-month period.
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The Review Team will contact the CA to schedule an appointment when the
need for a targeted review is identified

References
HUD Handbook 7420.7
Form HUD-52672, Supporting Data for Annual Contributions Estimates
Form HUD-52673, Estimate of Total Required Annual Contributions
Form HUD-52663, Annual Requisition for Partial Payment of Annual
Contributions
Form HUD-52681, Voucher for Payment of Annual Contributions and
Operating Statement (Year-End Settlement)
ACC Contract
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Chapter 5
Monthly Vouchers and Special Claims

Section 5-1

Executive Summary

This chapter outlines the process for reviewing Section 8 monthly vouchers
submitted by the owner-, unless a different process for reviewing such vouchers
has been set forth in the CA’s proposal submitted in response to the HUD RFP
and accepted by HUD, in which event, CA shall follow the process set forth in
such proposal. (The term “owner” refers to either the owner or an owner’s
representative such as the management agent.) The owner submits a monthly
Section 8 voucher (Forms HUD-52670 and 52670A) to the CA to request
payment for regular resident assistance, adjustments to prior vouchers, and/or
special claims. (Note: In the future, TRACS will be enhanced so the voucher
detail can be submitted electronically to the CA and the owners will not have to
submit a hard copy of the monthly voucher). The CA must ensure that payments
are made to owners only for those units in compliance with and covered by the
contract(s). The CA pays the owner no earlier than the first day of each month
and no later than the first business day of the month. Monthly payments are
made only when the owner submits a properly completed and certified voucher.

Section 5-2

Overview

5-3  Voucher Submission

5-4  Voucher Review and Approval

5-5  Rent and/or Utility Allowance Changes

5-6  Discrepancy Notification and Resolution

5-7  Owner Payments

5-8  Special Claim Review, Approval, Rejection, or Adjustment
5-9  Special Claim Log

5-10 Monitoring

Section 5-3

Voucher Submission

Owner Submission Requirements

The owner must submit a voucher to the CA by the tenth day of the month prior
to the month for which payment is requested. HUD Handbook 4350.3,
Appendices 28 and 29 provide instructions for how the owner should complete
the voucher.
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CA Tracking of Voucher Submission

The CA must develop and maintain an internal tracking system to verify timely
receipt of the voucher. The CA must follow-up on delinquent vouchers until
received.

Section 5-4

Voucher Review and Approval

Time Requirement for Voucher Review

The CA must verify the accuracy of the Section 8 voucher before paying the
owner. Vouchers submitted to the CA by the tenth of the month must be
processed so monthly payments are made to the owner no earlier than the first of
the month and no Iater than the first busmess day of the month anepsr

2&day%et4eeemng%hea+euehet— Owners subm|SS|ons recelved after the tenth

of the month are reviewed and paid within 20 days of receiving the voucher. If
the twentieth day is not a business day, then the payment shall be made on the
first business day thereafter. In a 31 day month, payment for a current month’s
voucher received on the 11" shall be made on the first business day of the
following month.

Voucher Review Requirements

The CA monitors the owner’s data in TRACS, including all Form HUD-50059s,
Owner’s Certification of Compliance with Tenant Eligibility, and Rent Procedures.

The CA verifies that the amount of HAP paid on behalf of each resident is
accurate and verifies that abated Section 8 units are not claimed on the voucher.
The CA also verifies that interim re-certifications, move-in/move-outs, and
adjustments to prior claims for Section 8 assistance have been completed
accurately and on time. Adjustments for move-ins and move-outs are included in
the first voucher submitted after the event occurred.

The CA verifies pre-approval of Section 8 special claims (see Section 5-8).
More detailed guidelines are outlined in HUD Handbook 4350.3, Occupancy
Requirements of Subsidized Multifamily Housing which outlines the voucher and
certification process.

Section 5-5

Rent and/or Utility Allowance Changes

The CA must verify that all approved rent and/or utility allowance changes are
reflected in the Section 8 monthly voucher. The owner will have been notified of
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any changes in the rents and/or utility allowances with an approved Rent
Schedule for Low Income Housing Form HUD 92458.

The CA verifies that the rent and/or utility allowance change was incorporated
accurately and in a timely manner. The change is to be reflected on the first
voucher submitted after receipt of the owner's signed Rent Schedule. A rent
and/or utility allowance change will appear on the voucher by completing Column
13 with the code “GR” (Gross Rent Change).

A rent increase request is at an owner’s discretion; failure to request a rent

increase results in non-compliance only if the property’s physical and/or financial
capacity is jeopardized.

Section 5-6

Discrepancy Notification and Resolution

The CA performs a review of the voucher and makes any necessary adjustments
and/or corrections. The owner must be notified of any corrections made as a
result of the CA’s voucher review. The CA will review the owner's subsequent
voucher submissions to verify that any changes made are reflected in
subsequent vouchers.

Section 5-7

Owner Payments

A A
waR y O - wiwsaw " -, ©

voucher: _The owner may not be paid via the CA'’s electronic funds transfer
method until the CA reviews the submitted Section 8 voucher. The CA pays the
owner via electronic funds transfer no earlier than the first of the month and no
later than the first business day of the month or within 20 days of receipt of the
voucher when the owner submits later than the 10" day of the month.

Section 5-8

Special Claim Review, Approval, Rejection, or Adjustment

Owner’'s Submission

The owner may submit a Section 8 special claim request for reimbursement for
vacancy loss during rent up; vacancy loss after rent up; tenant damages; unpaid
tenant rent; and debt service on eligible units. The owner will submit to the CA
the special claims Forms (HUD-52670A Part 2 and 52671 A-D) for review and
approval (HUD Handbook 4350.3, Chapter 6, and Appendices 30 and 31 provide
the owner with detailed instructions for submitting special claims).
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Review and Approval, Rejection, or Adjustment of Special Claims

The CA must pre-approve the owner's special claims before the owner submits
the claim with the next monthly voucher. The CA analyzes, verifies, and either
approves, rejects, or adjusts claims using information in Handbooks,
Regulations, Notices, TRACS, contract documents, and information provided by
the owner. At a minimum, the CA must verify that:

calculations are accurate;

no duplicate claims are submitted;

the claim is for an eligible Section 8 unit and that a Section 8 resident
caused the claim;

the owner has made appropriate adjustments on the voucher for any
move-outs and move-ins;

the correct security deposit was collected at move-in.

The claim must be reviewed and returned to the owner within 30 days of receipt.
The CA executes the forms and indicates whether the claim is approved,
rejected, or adjusted. The CA notifies the owner of the decision and explains any
rejection or adjustment of claims.

Section 5-9

Special Claim Log

The CA must develop a special claims log that includes the following data:

project name

Section 8 project number

date received

approved amount

contact person

claim status (approved, rejected, adjusted)
claim approval number (if approved).

The CA's log must be compatible with HUD's systems; HUD currently uses an
Excel spreadsheet format.

Section 5-10

Monitoring

This section outlines how HUD will oversee the CA performance. HUD’s
monitoring and evaluation program is comprised of four main elements:

Remote Monitoring
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Day-to-Day Oversight
Compliance Reviews
Target Reviews

Remote Monitoring occurs in two phases and is the primary method by which the
CAs will be monitored and evaluated.

HUD will closely monitor the CAs performance through use of
monitoring tools, which includes a review of the CA’s
submission of a monthly Invoice and supporting
documentation (outlined in Chapter 11, Section 11-5),
automated reports from HUD systems, and a review of the
CAs’ submission of monthly, quarterly, and annual reports
(outlined in Chapter 11, Section 11-6).

A. Remote Monitoring

The CAOM receives the CA’s monthly log of voucher processing to verify that
vouchers are processed in a timely manner. The CAOM also reviews a copy of
the CA’s Electronic Funds Transfer request to the bank to confirm that funds
have been distributed to owners. The CAOM conducts a monthly random
sample of voucher processing in TRACS to test how accurately the CAs have
processed vouchers.

The CAOM compares the CA monthly Invoice with the TRACS voucher payment
system data to ensure that voucher payments are made correctly and reflect
actual performance and timing.

The CAOM compares the HAP payments that the CA makes to owners against
the ACC payments made to the CA, using reports generated by the appropriate
HUD accounting system.

B. Day-to-Day Interaction

Transitional Phase

The PM will provide ongoing, daily support to the CA for voucher processing and
participate in conference calls as needed to provide the CAs with additional
guidance.

Full Implementation Phase

The PM will assist the CAs as needed.

C. Compliance Review
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A Review Team may be comprised of a CAOM, a HUD PM, and an SPM, will
review all property files with reported problems in the past year to identify any CA
development needs for voucher processing. The Review Team will also
randomly sample property files to assess the accuracy of voucher processing,
and will thoroughly review the CA’s internal voucher processing procedures to
gauge the CA’s performance.

The Review Team will randomly sample owner certifications to:

ensure certifications match vouchers

ensure the CA adequately reviews owner certification

ensure that adjustments to resident data are adequately reflected in the
voucher and payments.

The Review Team will also review the CA'’s financial records to ensure that HAP
contract funds are accounted for separately from other PHA funds.

D. Targeted Review

In the course of monitoring and evaluating a CA, if HUD decides the CA requires
more oversight and guidance, a targeted review may be scheduled. A targeted
review, similar in format to the compliance review, covers CA operations,
including property files, processes, and protocols. The intent of a targeted review
is to work cooperatively with the CA to resolve any areas of concern.

As the targeted review is all-encompassing, an annual compliance review is
unnecessary if a targeted review is completed within a twelve-month period.

The Review Team will contact the CA to schedule an appointment when the
need for a targeted review is identified

References:

Form HUD-52670, Housing Owner’s Certification & Application for

Housing Assistance Payments Form HUD-52670A Part |, Schedule of Tenant
Assistance Payments Due
Form HUD-52670A Part Il, Schedule of Section 8 Special Claims
Form HUD-52671-A, Section 8 Special Claims for Unpaid Rent/Damages
Form HUD-52671-B, Section 8 Special Claims for Vacancies During
Rent-Up
Form HUD-52671-C, Section 8 Special Claims for Regular Vacancies
Form HUD-52671-D, Section 8 Special Claims for Debt Service

Form HUD-50059, Owner’s Certification of Compliance with Tenant
Eligibility and Rent Procedures

HUD Handbook 4350.3, Occupancy Requirements of Subsidized Multifamily
Housing Programs
Form HUD-92458, Rental Schedule Low Rent Housing
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Annual Contributions Contract (ACC)
Housing Assistance Payment Contract (HAP)
Attachment one (1) of the RFP, page 41
TRACS User Guide
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Chapter 6

Management and Occupancy Reviews

Section 6-1

Executive Summary

This chapter outlines the methodology used to perform desk reviews and on-site
management and occupancy reviews for multifamily properties. (The terms
“management review” and “management and occupancy review” are
interchangeable.) While some properties have more than one Housing
Assistance Payment (HAP) contract, each property must be reviewed at least
annually. The CA must comprehensively assess the owner/management agent’s
policies and procedures for directing and overseeing property operations, and
their adequacy for carrying out daily, front-line activities. If the CA identifies
areas of noncompliance with HUD regulations and requirements, the
management review report must outline and support any proposed enforcement
actions that will be taken.

Section 6-2

Overview

6-3  Prior to the Review
6-4  During the Review
6-5 Close Out Meeting
6-6  After the Review
6-7  Written Report

6-8  Follow Up Actions
6-9  Appeals

6-10 Closing Reviews
6-11 Monitoring

Section 6-3

Prior to the Review
Prioritizing Reviews

Management reviews, conducted annually, should be prioritized based on the
following:

properties with expiring contracts, especially if the contract may be terminated
due to owner noncompliance;

within six months after a property commences occupancy;
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following a change in the property’s ownership/management;

when desk reviews of available asset management documentation or risk
analysis indicate that physical, financial, or management problems exist and
the extent or cause of the problems is not readily apparent;

when the property is managed by an agent whose performance is less than
satisfactory at other properties in the CA’s inventory.

Review Scheduling

The CA schedules an on-site review with the owner and/or management agent at
least two weeks in advance. The CA also notifies the Hub or PC and the Office
of Fair Housing and Equal Opportunity (FHEO).

Desk Review

The CA conducts a desk review at their offices prior to the management/
occupancy review. This desk review determines the status of various property
operations, including physical, financial, and management conditions. This
review may provide sufficient information to determine if a property is troubled
and/or at-risk, and enables the CA to complete some information on the
management review form. Reviewing property files and information systems
such as REMS , helps the CA compile a property history. If enforcement actions
are required, this review also supports and provides further documentation for
the administrative record.

The desk review may focus on various aspects of the property operations. The
following questions may be used as a framework for performing the desk review:

Financial
Has the owner requested or used reserve funds for purposes other than their
intended use?
Are an inordinate number of replacement reserve withdrawal requests made?
Have any liens been filed against the property?

Physical
- When was the most recent REAC physical inspection?
What was the score and what owner actions were required?
Were any exigent conditions noted and have they been corrected?
Is the owner complying with a required corrective action or Management
Improvement and Operating (MIO) plan?
Have complaints from residents or congressional inquiries about the
property's physical condition been received?
Have any state, local, or fire codes been violated?
Have there been media reports about the property?
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Subsidy
- When does the Section 8 contract expire?

If the owner is opting out, have the required notifications been provided?
Have residents expressed concern about the subsidy calculations or program
requirements?

Have TRACS reports been reviewed?

Management Reviews
Has the owner satisfactorily responded to findings in prior reviews?

Other Items
Has the owner/agent responded in a timely manner to all correspondence?
Have any sanctions been imposed against the owner or agent?
Have any contractual violations been noted?
Have potential Fair Housing violation complaints been received?

Section 6-4

During the Review

The reviewer will complete Form HUD-9834, Management Reviews of Multifamily
Properties, or a subsequent suggested format. For each task included on the
review form, the CA must determine whether existing policies, conditions, and
procedures are acceptable or whether corrective actions are needed.

Questions on the management review forms are designed to help reviewers
identify and analyze problem areas. Additional information on conducting a
management review is outlined in Chapter 6 of HUD Handbook 4350.1,
REV-1,Multifamily Asset Management and Project Servicing.

Management reviews are part of the administrative record. Thorough

documentation is required to support any required enforcement actions which
may be necessary.

Section 6-5

Close Out Meeting

A close-out meeting with the owner/agent is conducted upon completion of the
management review. The purpose of the meeting is to discuss with the
owner/agent the results of the management review and any preliminary findings
and/or concerns that were identified. The CA may also request copies of
property policies and procedures for further review as necessary.
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The CA should conduct the close-out meeting on the last day of the review, as
the last action. The meeting should be held either on-site or in the management
agent’s office. The management agent and any additional staff identified by the
owner/agent should attend, as well as the CA reviewer and any additional CA
staff identified by the CA.

The close-out meeting addresses all major findings and provides the
owner/agent immediate feedback on what the CA observed at the property,
including results of the occupancy file review and interviews with staff. The
owner/agent begins taking corrective actions as the meeting immediately
provides the owner/agent an opportunity to take action before the report is
issued. The meeting also provides management with the opportunity to explain
or comment on findings.

Section 6-6

After the Review

Before writing up the management review letter, property ratings must be
assessed.

Ratings

The CA must assess the impact of all management deficiencies in the findings.
Each category on the management review form is aggregated in an overall
rating. HUD Handbook 4350.1, REV-1,Multifamily Asset Management and
Project Servicing Chapter 6, provides an overview on four possible ratings:
superior, satisfactory, below average and unsatisfactory.

In determining an overall rating, the CA must decide whether the agent
demonstrates acceptable management practices. A rating that is less than
satisfactory may be reported by Hub/PC in the Previous Participation and
Compliance System (2530). The CA will recommend to the Hub/PC when the
management rating warrants reporting to the 2530 system. This rating could
effectuate a change in management and have direct impact on the owner/agent’s
ability to participate in HUD programs in the future.

Section 6-7

Written Report

Within 30 days of the management review, the CA must complete a written
report, which provides a rating, outlines findings, cites violations, and
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recommends corrective actions, as applicable. The CA must include target dates
for any findings or required corrective actions. Copies of the report should be
distributed to:

the owner;

the management agent;

the Multifamily Hub or Program Center and the mortgagee, if the rating
is below satisfactory.

Reserved for FHEO Directive
The CA also forwards any applicable forms/reports to FHEO. The CA must input

the management review results into the REMS management review detail and
property action screens.

Section 6-8

Follow Up Actions

Within 30 days of receiving the owner’s response, the CA must review the
response and advise the owner of appropriate actions and follow-up. If a
Management Improvement Operating (MIO) plan is required, the plan must be
transmitted to the Hub Director, or designee, for approval.

Section 6-9

Appeals

When the overall review rating is below average or unsatisfactory, the cover
letter transmitting the rating provides the owner the right to appeal within 30
days. This appeal process is outlined in HUD Handbook 4350.1, REV-1, Chapter
6. The rating is a snapshot of management operations at the time the CA
conducted the review at the property. In order to change the rating through the
appeal process, the owner must show that the rating was not reflective of the
conditions reviewed. The owner’s correction of any deficiencies will not be a
factor in the rating appeal, nor is the owner’s response and correction of all
deficiencies delayed by the option to appeal. The CA must respond to the
appeal within 45 days.

Section 6-10

Closing Reviews

On an ongoing basis, the CA will monitor any MIO plan or other required
corrective actions. If applicable, a follow-up management review may be
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performed to gauge progress in correcting deficiencies and improving operations
since the prior r