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           CHAPTER 5.  REVIEW OF PHA ACTIVITIES, APPROVAL OF

           FINANCIAL DOCUMENTS AND MONITORING PHA LEASING PROGRESS

5-1. FIELD OFFICE MONITORING OF THE EXISTING HOUSING PROGRAM.  The Assisted

     Housing Management Branch (AHMB) is responsible for monitoring PHA

     administration of the Existing Housing Program after Annual

     Contributions Contract (ACC) execution.  This includes reviewing and

     processing PHA financial documents and leasing reports, conducting

     management reviews of PHA Section 8 activities, providing technical

     assistance and training to PHAs on operational matters, and assuring

     that necessary corrective actions pertaining to PHA operations are

     taken.  The Housing Management Division (HMD) Director and AHMB must

     consult, as appropriate, with Housing Development Division (HDD)

     staff, Fair Housing and Equal Opportunity (FH&EO) and the Field Office

     Counsel in carrying out this responsibility.

5-2. FIELD OFFICE MONITORING OF THE MODERATE REHABILITATION PROGRAM.  Field

     Office monitoring responsibilities for the Moderate Rehabilitation

     Program after ACC execution are shared by the Housing Programs Branch

     (HPB) and the AHMB as follows:

     a. Housing Development.  The HPB monitors PHA activities and

        provides technical assistance concerning rehabilitation

        activities to PHAs for units not under HAP Contract.  This

        includes reviewing quarterly reports on program utilization to

        ensure that Agreements are executed in accordance with the

        approved rehabilitation schedules, monitoring the progress of HAP

        Contract executions, conducting on-site reviews of PHA

        administration as required below, providing technical assistance

        and training to PHAs, assuring that necessary corrective actions

        pertaining to applicable PHA operations are taken, and

        coordinating Field Office review and approval of the rents of

        properties consisting of 50 or more units.

     b. Housing Management.  The AHMB monitors PHA activities and

        provides technical assistance to PHAs on financial management

        activities, occupied units to be rehabilitated, and units under

        HAP Contract.  This includes reviewing program utilization

        reports to ensure, that units under HAP Contract are leased,

        processing PHA financial documents, conducting on-site reviews of

        PHA administration as required below, reviewing PHA

        administrative reports, providing ongoing guidance and training

        to PHAs, and assuring that corrective actions pertaining to

        applicable PHA operations are taken.
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5-3. EXISTING HOUSING REVIEWS.  The HMD, in coordination with the FH&EO

     Director, must provide for the review of every Existing Housing

     Program within six months after initial execution of the ACC.  A

     second review must be conducted one year after the initial review.

     Subsequent reviews must be conducted every two years whether or not

     new units have been added to the program.

     a. Composition of Review Team.  The review team must be headed by an

        Housing Management Officer (HMO) and should include other

        necessary specialists, including the Maintenance Engineer or the

        Architectural and Engineering (A&E) staff to inspect units for

        compliance with the Housing Quality Standards (HQS).  The

        Valuation staff also may be included to review the

        appropriateness of rent reasonableness determinations made by the

        PHA.  The number of reviewers is determined by HMD based on the

        size of the PHA program after consultation with the HMO team

        leader.  The FH&EO Director must assign an Equal Opportunity (EO)

        Specialist to the team or provide guidance to the HMD staff for

        an FH&EO review.  PHA performance under the Equal Opportunity

        Housing Plan (EOHP) must be evaluated against the performance

        standards outlined in Chapter 9.

     b. Preparation for Review.  The HMO must schedule the visits to the

        PHA and identify appropriate specialists to participate in the

        review with the approval of the HMD or Field Office Manager.  The

        HMO should be familiar with the PHA's Existing Housing Program

        and Administrative Plan.  The HMO also should review the latest

        Form HUD-52683 and compare the PHA's progress to the approved

        leasing schedule.  The HMO should note any previous area of

        concern for analysis.

     c. Objective of Review.  The review examines PHA compliance with its

        responsibilities under the regulations, the approved application

        (including the Administrative Plan and EOHP), and the ACC.  The

        review should follow the format in Appendix 23.  The review

        format uses a management-by-exception approach.  The review must

        place emphasis on:
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           (1)  HQS Inspections.  The review team must inspect a sample of

                units to insure that units leased under the program comply

                with the HQS, including any exceptions approved by the Field

                Office as described in Chapter 3, paragraph 3-5d.  The

                review team must take the necessary steps outlined in

                paragraph 5-9 to reduce the PHA's administrative fee if any

                of the following are discovered:

                   (a) No completed inspection form, in the tenant's file;

                   (b) HAP Contract executed before the unit was inspected; or

                   (c) Field Office determination that the HQS violations

                       existed at the last PHA inspection in a significant

                       percent of the units sampled.

           (2)  Fiscal and Occupancy Records.  The reviewer must examine the

                PHA's fiscal and occupancy records to ensure that housing

                assistance payments are made in accordance with program

                requirements and that there is third party verification of

                tenant income.

           (3)  Contract Rents.  The review team must look at the Contract

                Rents to ensure that the rents paid to owners are:

                   (a)initially reasonable in relation to rents currently

being charged for comparable units in the private

unassisted market, and not in excess of rents currently

being charged by the owner for comparable unassisted

units, and initially within the FMRs or approved

exception rents,

                   (b)adjusted in accordance with Section 882.108, and the

adjustments do not result in material differences

between the rents charged for assisted and comparable

units,

                   (c)the same as those specified on the lease and Contract

for the unit, and

                   (d)documented in PHA files.

           (4)Quality Control and Monitoring.  The review team must

determine whether the PHA has adequate quality control and

monitoring systems for proper administration in compliance

with program requirements.
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           (5)Additional Areas of Concern.  The review team should also

should review the following:  rate of leasing and turnover;

tenant selection; efforts to promote mobility and greater

choice of housing opportunities in accordance with Chapter 7

of Handbook 7420.7; utilization and monitoring of utility

allowances; compliance with ACC bedroom distribution;

compliance with applicable EO and handicapped requirements;

contract terminations and family moves; and financial

management.

   d.Review Method.  The HMO should determine whether any deficiency

is an isolated incident or a recurring operational problem.  The

HMO should use a problem-solving approach in analyzing PHA

deficiencies including:

           (1)identification of scope and extent of the deficiency,

           (2)determination of causes for the deficiency, and

           (3)recommendations for solutions.

   e.Completion of Review.  The HMO should be sure that a close-out

meeting with the PHA takes place, technical assistance is or will

be provided, and a formal report is transmitted to the PHA for

corrective action.

5-4.INITIAL AND SECOND MODERATE REHABILITATION REVIEWS.  The Field Office

must conduct an initial review (6 months after the ACC is executed for

the first Moderate Rehabilitation project) and a second review (12

months after the initial review) of every PHA participating in the

Moderate Rehabilitation Program.  Since the main focus of these first

two reviews will be the PHA's implementation of the development

aspects of the program, HDD staff will be involved.

   a.General.  The Housing Development Director must be responsible or

conducting the initial and second reviews.  In scheduling the

initial review, the HDD Director should consider the PHA's

progress in meeting its rehabilitation and leasing schedule and

any PHA implementation problems of which the Field Office is

aware.  It is recommended that the initial review be conducted

before the PHA executes Agreements on 20 percent of the units in

the project, even if this occurs before the 6th month after ACC

execution.
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   b.Composition of review team.  The review team must be headed by a

Multifamily Housing Representative (MHR) or HMO.  (It is

recommended that the team leader be a MHR as these initial

Moderate Rehabilitation reviews will focus on the PHA's

performance of development activities.)  A MHR must participate

in all reviews and, if any owner proposals have been approved for

occupied buildings or if any units are under HAP Contract at the

time of the review(s), the HMO must also participate in the

review.  Also, the review team must include specialists qualified

to evaluate the PHA's performance during the rehabilitation and

initial leasing period and must include a member of the A&E staff

or a Maintenance Engineer to assess the quality of rehabilitation

and the PHA's inspections and work write-ups.  Other participants

may include:

           (1)Valuation staff or a Loan Management Specialist to assess

the adequacy of rent calculations;

           (2)Cost staff or a Maintenance Engineer to assess the

reasonableness of cost estimates, contract prices or actual

rehabilitation costs;

           (3)Community Planning and Development (CPD) staff to review the

PHA's compliance with relocation requirements, or the

adequacy of the Community Development (CD) Agency's

administration of the rehabilitation if that Agency is

performing any of the rehabilitation functions for the PHA.

(Such a review will not substitute for the required MHR and

A&E reviews cited in this paragraph.)

           (4)The FH&EO Director must assign an EO Specialist to the team

or provide guidance to the Housing staff for an FH&EO

review.  PHA performance under the EOHP must be evaluated

against the performance standards outlined in Chapter 9.

   c.Preparation for Review.  The team leader must make the

preliminary arrangements for the reviews, including scheduling

on-site visits to the PHA and identifying appropriate specialists

to participate in the reviews, with approval of the Housing

Development Director or Field Office Manager, as appropriate.

The team leader should also review the Field Office files and

reports on the PHA as well as consult with other appropriate

Field Office staff, such as the CPD Relocation Specialist.  The

team leader should become familiar with the PHA's Moderate

Rehabilitation application and Administrative Plan.  The team

leader also should review the Form HUD-52685 and compare the

PHA's progress to the approved rehabilitation and leasing

schedule to determine areas of concern.  The team leader should

read the reports on any previous reviews and note any areas of

concern.
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   d.Objective of Review.  The reviews must be thorough examinations

of PHA compliance with its responsibilities under the

regulations, the approved application (including the

Administrative Plan and EOHP) and the ACC.  The review must

follow the formats in Appendix 23-2.

   e.Review Method.  The team leader, must determine the need for a

further review of the PHA's procedures or operations by a

specialist.  For example, if the Base Rents were calculated based

on estimated costs of managing and maintaining rehabilitated

units, and if the PHA's estimates of these expenses in the rent

calculations appear inappropriate based on the MHR's review of

owners' files, the team leader may determine that a Loan

Management Specialist or member of the Valuation staff should

conduct a detailed review of the PHA's rent calculations for

reasonableness of operating expenses.  Similarly, if the PHA's

cost estimates vary substantially from the contractor's bids or

actual costs, the team leader may determine that a review by a

Cost Analyst is necessary.  If a specialist is needed, the team

leader must request assistance.  The specialist must visit the

PHA as soon as possible to review the area of concern.  If

possible, the specialist's finding should be included in the

review report; however, the report must not be delayed if the

specialist cannot complete the special review within the time

period specified in paragraph 5-7.

   f.Completion of Review.  After completion of the review, the team

leader must ensure that the review coverage was thorough and in

accordance with the review format, that a close-out meeting with

the PHA takes place, and that a formal report is transmitted to

the PHA for corrective action.  Findings with respect to

relocation should be coordinated with the CPD Relocation

Specialist.

5-5. SUBSEQUENT MODERATE REHABILITATION REVIEWS.

   a.After the initial and second reviews, the HMD must be responsible

for coordinating the review of each PHA's operations every two

years whether or not additional projects have been approved.

These reviews must be similar to the Existing Housing reviews and

must generally follow the format used for the Existing Housing

Program (Appendix 23).
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   b.If additional units have been added to the program (i.e., another

Moderate Rehabilitation project was approved) since the last

development review, the HMD Must coordinate the subsequent review

with the HD.  The MHR and A&E staff member (or Maintenance

Engineer), in coordination with the HMO, must review the PHA's

development activities as described for the initial and second

Moderate Rehabilitation reviews.

5-6. SPECIAL REVIEWS FOR EXISTING HOUSING OR MODERATE REHABILITATION.

   a.The HMD Director shall conduct, if possible, PHA reviews prior to

inviting applications for additional units, in accordance with

Chapter 3.

   b.The HMD may schedule special reviews of a PHA's Existing Housing

Program or a PHA's Moderate Rehabilitation Program in addition to

those required above.  These special reviews may be scheduled

based on serious deficiencies noted in previous reviews.  The HMD

is responsible for the review team's composition and the

coordination with HD and FH&EO regarding representation.  The

special review should include a spot check of key program

requirements, particularly those deficiencies noted in previous

reviews.

   c.The HMD shall schedule a subsequent review (within 9 months) of

any PHA that has had its administrative fee reduced for HQS

violations.  An additional sample of PHA-inspected units must be

inspected to determine whether the PHA has improved its

inspection practices and the quality of housing being leased

under the Section 8 Existing Housing or Moderate Rehabilitation

Programs.  (See paragraph 5-9.)

   d.The HD may schedule special reviews of a PHA's Moderate

Rehabilitation Program concerning PHA performance of the

rehabilitation process.  These special rehabilitation reviews may

be coordinated with the HM reviews or with CPD reviews if the CD

Agency is performing the rehabilitation functions.  The need for

a special review may be indicated by frequent or major change

orders and requests for rent increases, changes in the PHA staff,

and poor quality rehabilitation of units as indicated by tenant

complaints or routine reviews and IG reports.

   e.Whenever feasible, the Field Office should coordinate these

special reviews with reviews of other PHA activities, such as

public housing or Section 23 leased housing.
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5-7.REVIEW REPORTS FOR EXISTING HOUSING AND MODERATE REHABILITATION.

Three weeks after completion of each review, a report must be prepared

stating the review findings and a letter must be sent to the PHA

specifying any corrective actions needed and the date by which the PHA

must complete or submit a schedule for completing such actions.  The

date specified generally should be within 30 calendar days of the date

of the letter to the PHA.  However, immediate actions must be required

for statutory violations, and the PHA must require the owner to

correct housing quality deficiencies within 24 hours if the

deficiencies present an immediate danger to the health and safety of

tenants.  The latter action should be required during the close-out

meeting.  See Chapter 5, paragraphs 5-9 and 5-10 of Handbook 7420.7,

for guidance on required PHA follow-up for housing quality violations

in the Section 8 Existing Housing program; these paragraphs also apply

generally to the Moderate Rehabilitation Program.  See paragraph 5-9

below for imposing sanctions against PHAs that pay rental subsidies

for Section 8 Existing Housing and Moderate Rehabilitation units with

HQS violations.

   a.All review reports and letters to the PHA must be prepared by the

team leader with input from other review team members.

   b.Where a detailed review by a specialist has not been completed

prior to the deadline date for issuance of the report, the team

leader must note the area of concern in the report and the

pending review by the specialist.  The letter to the PHA must

also state that further findings and actions may be issued as a

result of the specialist's review.

   c.A copy of each Section 8 Existing and Moderate Rehabilitation

report and letter must be placed in the project file, and a copy

sent to the Existing Housing Division in Headquarters.  If the

Regional Office requests this information, a copy must also be

sent to the Regional Director of Housing.

5-8.FOLLOW UP ON CORRECTIVE ACTION.  The Housing Management or Development

Divisions must follow up on corrective actions at the end of the

period specified in the letter.

   a.Follow-up to assure that proper actions have been taken by the

PHA may involve another on-site review by the Field Office (for

health and safety housing quality violations, statutory

violations, and other serious deficiencies) or acceptance of a

statement from the PHA indicating corrective actions have been

completed.  PHA corrective actions should be verified during the

next review of the PHA.
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   b.If the Field Office finds evidence of "intentional" program abuse

(fraud) or "unintentional" administrative errors (mistakes) by

the PHA or by its participating owners or families, the Field

Office must require the PHA to take the follow-up actions

prescribed in Paragraphs 9-11 and 9-12 of Handbook 7420.7.  Cases

where there is evidence of intentional program abuse must he

referred to the appropriate Regional Inspector General for

Investigation (RIGI) or through the PHA to local or State

prosecutors, with a copy to the appropriate RIGI for its

information.

5-9.SANCTIONS FOR HQS VIOLATIONS.  This section applies to:  (1) both

initial and annual inspections for the Section 8 Existing Housing

Program; and (2) only to the required annual unit inspection in the

Moderate Rehabilitation Program.

   a.HQS Violations.  In the case of PHAs which repeatedly approve the

leasing of units with HQS violations and permit the continued

leasing of such units as described in paragraph 5-3(c)(1), the

Field Office may reduce the PHA's administrative fee without

allowing further time for corrective action by the PHA.

Although the system described below is generally the appropriate

remedy, the Field Office Manager has discretion in determining

under what circumstances the PHA's administrative fee will be

reduced and the total amount of fee that will not be paid.  For

example, if the PHA has been improving its performance but the

Field Office finds a few instances where the PHA has approved

units with HQS violations, the Field Office relay decide not to

impose sanctions.  If the amount of fee reduction as calculated

in Exhibit 5-1 would significantly jeopardize PHA program

operations, the Field Office may reduce the fee by a lesser

amount.

   b.Basis For Sanction.  PHA fees may be reduced if there is evidence

the following:

           (1)HQS violations that existed at the last PHA inspection in a

significant percentage of units sampled during the

management review.  For units that have been in the program

for longer than one year, the administrative fee must not be

paid for the period beginning on the last annual anniversary

date of the HAP Contract.  For Section 8 Existing Housing

Program units that have been in the program less than one

year, the administrative fee must not be paid for the period

beginning with the first day of the HAP Contract term.  The

administrative fee must not be paid until the date the Field

Office receives a certification that the PHA reinspected the

unit after the owner corrected all the violations.
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           (2)No completed inspection dated within the last 12 months

in the file.  The administrative fee must not be paid

from the date the unit should have been inspected until

the date the Field Office receives a copy of the PHA

inspection form.  In addition, if HQS violations are

found by the review team on actual inspection of the

unit, the Field Office must continue to reduce the

PHA's administrative fee as instructed in (1) above.

           (3)HAP Contract executed before unit was inspected

(Existing Housing Program only).  The administrative

fee must not be paid for the period beginning with the

first day of the HAP Contract term and ending with the

date the unit was inspected.  If HQS violations are

found by the review team on actual inspection of the

unit, the Field Office must continue to reduce the

PHA's administrative fee as instructed in (1) above.

   c.PHA Notification.  Upon completion of the management review,

the Field Office must promptly notify the PHA in writing

that its administrative fee is being reduced.  Exhibit 5-1

gives an example on calculating the amount of administrative

fee to be disallowed.  Exhibit 5-2 contains a sample letter

advising the PHA of the Field Office findings and of the

reduction in administrative fee.  A copy of the Field Office

Manager's signed letter must be sent to Headquarters,

Attention:  Existing Housing Division.  When the PHA

certification that HQS violations have been corrected is

received, the Financial Management Analyst will determine

the total amount of administrative fee that is to be

disallowed at year-end settlement and will promptly notify

the PHA.

   d.Additional Actions.  The Field Office Manager may impose

additional, more severe sanctions described below in

paragraph 5-10 if reducing the PHA's administrative fee is

ineffective.

5-10.SANCTIONS FOR PHA FAILURE TO TAKE CORRECTION ACTION.  After

consulting with the Field Office Counsel, the HMD Director should

recommend to the Field Office Manager the sanctions (specified

below) which HUD should invoke against a PHA when it fails to

take corrective action as described in paragraph 5-8 above within

the time period prescribed and when there is no justification for

modifying the corrective actions or extending the deadline.
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   a.The Field Office Manager may invoke sanctions for serious

deficiencies including the following:

           (1)deny a new increment of units;

           (2)recapture units (in accordance with the provisions of

the ACC), which are under ACC for which certificates

have not been issued (Existing Housing) or for units

not under Moderate Rehabilitation or HAP Contracts;

           (3)reduce the PHA's ongoing administrative fee (for

example, in cases where the PHA had incorrectly

prorated between preliminary and ongoing administrative

fees); or

           (4)require the PHA to subcontract with a qualified entity

to perform some or all of the administrative duties.

   b.In extreme circumstances, the Field Office Manager may

recommend to Headquarters that HUD take possession of PHA

property, rights or interest in connection with the program.

The Field Office Manager's recommendation must be submitted

with thorough documentation, discussing each aspect for

which there is a violation of ACC provisions and a

justification for invoking this most severe sanction.  This

recommendation must be submitted to the Assistant Secretary

for Housing-Federal Housing Commissioner, Attention:

Existing Housing Division.

   c.Should Headquarters concur in the Field Office Manager's

recommendation under subparagraph (b), the Field Office

Manager may contract with another PHA or management entity,

to administer the program in order that the housing needs in

the area can be met.

5-11.FH&EO COMPLIANCE.  In addition to reviews of PHA operations by

the FH&EO Director, the Regional Office of FH&EO may conduct

compliance reviews of PHAs on the basis of complaints filed, at

the request of the FH&EO Director, or on Regional Office

initiative.

5-12.SUPPORTING DATA FOR ANNUAL CONTRIBUTIONS ESTIMATES, FORM

HUD-52672.  Ninety calendar days prior to the first day of its

fiscal year, the PHA shall submit form HUD-52672, Supporting Data

For Annual Contributions Estimates, (Appendix 15), Form

HUD-52673, Estimate of Total Required
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  Annual Contributions (Appendix 16), and supporting

  documentation.  Separate forms must be prepared for the

  Existing Housing Program and for each Moderate

  Rehabilitation project.

*

  a.       The Financial Management Analyst must carefully review

      Forms HUD-52672 and HUD-52673 to ensure that the PHA

      has accurately projected program costs and that the sum

           of the annual contributions for each of the funding

           increments plus the ACC project reserve account is

           sufficient for the PHA's entire budget year.  Items

           which should be checked include:

           (1)Monthly gross rents to owners.  This amount should

reflect actual PHA experience.  It is acceptable to

inflate the average amount by an appropriate inflation

factor (e.g., 5 percent).

           (2)Tenant payments.  This amount should reflect actual

tenant rents for the last year, inflated by an

appropriate inflation factor (e.g., 3 percent).

           (3)Unit months under lease.  This number should reflect

actual PHA experience; a 100 percent occupancy rate

should not be used unless the PHA estimates all units

will be leased for all 12 months.  The PHA should track

its leasing progress on a quarterly basis to identify

the number of certificates issued that resulted in HAP

contracts.

           (4)Preliminary expenses.  The preliminary expenses should

be reviewed to determine whether the costs are

necessary and do not exceed the allowable maximums.

*

  b.       The Financial Management Analyst must prepare a letter

           for the signature of the HMD, approving these documents

           prior to the beginning of the PHA's fiscal year.  A

           copy of the approved Form HUD-52673 must be sent to the

           Regional Accounting Division (RAD).

*

   c.      Field Offices must not approve deficit budgets.  The

           ACC project account balance must be reviewed to ensure

           that there are sufficient funds for the entire PHA

           budget year.  Field Offices must not approve deficit

           budgets, (i.e., budgets for which there is insufficient

           contract authority, ACC project reserve account and
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   operating reserves to cover housing assistance payments,

administrative fees, and IPA costs for the PHA fiscal year.)

If there are insufficient funds for the PHA budget year, the

Financial Management Analyst should immediately notify the

AHMB Chief to prepare a request for amendment funds.

*

5-13.  REQUISITION FOR ANNUAL CONTRIBUTIONS.

   a.The PHA must submit a consolidated requisition for all

Certificate Program units under Part I of the ACC and a

separate requisition for each Moderate Rehabilitation

project.

           (1)The PHA must submit quarterly to the Field Office the

original and two copies of Form HUD-52663, Requisition

for Partial Payment of Annual Contributions (Appendix

21), estimating the requirements for the next calendar

quarter for annual contributions to cover housing

assistance payments to owners and the PHA

administrative fees.

      (2)  During the leasing period, the requisition must

          include the PHA amounts for the HUD-approved

           preliminary costs for administration, including

                   expenses incurred from the month the PHA prepared

*                       the Section 8 application.  (See Chapter 8 of HUD

                   Handbook 7420.7 for further information on

                   administrative costs and Appendix 5 of HUD

*

           Handbook 7420.3 for Moderate Rehabilitation

administrative costs.)  If the leasing schedule or the

rehabilitation leasing schedule extends beyond the PHA

fiscal year, it may not be possible to fund the total

preliminary costs in one fiscal year.  In these cases,

the balance of preliminary costs due the PHA may be

requested in the next PHA fiscal year.

           (3)The first requisition may be submitted upon HUD

approval of Form HUD-52673, Estimate of Total Required

Annual Contributions (Appendix 16).  Subsequent

requisitions must be submitted to the AHMB 45 days

before the beginning of the calendar quarter for which

a payment is requested.

   b.The AHMB shall review the requisition and the applicable

Report on Program Utilization to determine the correctness

of the annual contributions requested by the PHA.  The

requisition must be routed to the
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   Financial Management Analyst and the HMO assigned to the

PHA.  The specific areas for review are:

           (1)The amounts shown in Column (a), Estimate of Required

Annual Contributions must be no greater than the

amounts approved by HUD on the latest Form HUD-52673,

Estimate of Total Required Annual Contributions.

     (2)  The amounts shown in Column (c), Estimated

          Additional Cost to the End of Requested Quarter,

          must be examined for reasonableness based on the

          number of units leased as of the date of the

          requisition and the number of additional units

          anticipated to be leased by the end of the

          quarter.

*

     (3)  Any previous overpayment to the PHA must be offset

          against the first installment.  If the overpayment

                  cannot be completely offset in the first

             installment, the same procedure will be followed

                for the second installment.

*

           (4)The Field Office must send one copy of the approved

requisition to the PHA and the original to the RAD for

payment, and must retain one copy in the project file.

   Generally, the amount of the approved requisition will be

paid by RAD in three equal monthly installments.  However,

the PHA may request payment on a basis other than equal

monthly installments, and if such request is approved by the

Field Office, RAD must make payments in the amounts

requested.

5-14.  YEAR-END SETTLEMENT.  Within 45 calendar days after the

*       close of its fiscal year, the PHA must submit an original

   and one copy of Form HUD-52681, Voucher for Payment of

        Annual Contributions and Operating Statement (Appendix 24),

   and Form HUD-52595, Balance Sheet for Section 8 and Public

        Housing, (Appendix 30), to the Field Office, Attention:

   AHMB, for approval of the administrative fee.  At the same

        time, the PHA must send a copy of Form HUD-52681, if there

   is an overpayment, to the RAD with a check attached for the

        amount of overpayment.  A separate Form HUD-52681 must be

   submitted for the Existing Housing Program and for each

        Moderate Rehabilitation project.

*
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   a.Processing of Form HUD-52681.

           (1)The Financial Management Analyst must review Form

HUD-52681 to determine if the ongoing administrative

fees earned are correct and must review the supporting

documentation for the preliminary administrative

expenses.  The Financial Management Analyst also must

make the necessary corrections or modifications if the

PHA's administrative fee is to be reduced in accordance

with paragraph 5-9.  See sub-paragraph (5) below.

           (2)If the Financial Management Analyst determines that

certain line items on Form HUD-52681 exceed the

budgeted amounts, as shown on Form HUD-52673, the

Financial Management Analyst must:

          (a)  Determine if the line item expenditures

                   identified on Form HUD-52681 and in excess of

                       those approved on the latest Form HUD-52673

                  are reasonable and necessary.  The PHA must

                     be requested to provide supporting

                documentation for those excess expenditures

                   by line item and demonstrate how the

                       administrative fee was calculated.

*

          (b)  Ensure that the total annual contributions

                   required (Line 30) does not exceed total

                       annual contributions available (Line 16).

*

     (3)  The HMD must sign the certification on the Form

          HUD-52681 that the Field Office reviewed the

                  ongoing administrative fees and the supporting

             documentation for the preliminary expenses and

                hard-to-house fees and approves them subject to

*               audit verification.  The HMD must also approve or

                  disapprove any line item expenditures on Form

             HUD-52681 in excess of those approved on the

                latest Form HUD-52673.  The Field Office must send

           the original of the approved Form HUD-52681 to RAD

                  within 30 calendar days of receipt and the RAD

             must complete the final settlement with the PHA.

           (4)The RAD must review the Form HUD-52681 approved by the

Field Office to determine if the PHA has reported an

overpayment due HUD on Line 37.  When an overpayment

due HUD is reported on Line 37 but a PHA check for the

correct amount was not  *  received by the RAD, the RAD

must:
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                   (a)offset the amount of the HUD overpayment against

the next scheduled partial payment of annual

contributions due the PHA for the project(s); and

                   (b)send a letter to the PHA (with a copy to the Field

Office) stating that the next partial payment of

annual contributions to the PHA for the project(s)

is reduced by the amount of the overpayment

reported on Line 37 of the Form HUD-52681.

           (5)The RAD must review Form HUD-52681 to reconcile the

information contained on it.  If the RAD finds any

errors or that the amount of overpayment due HUD is

incorrect, or if the overpayment was not reported, the

following actions must be taken:

          (a)  If Line 37 was less than the correct amount

*                    or if the overpayment due HUD was not

                   reported, the RAD must bill the PHA for the

                       difference between the amount reported by the

                  PHA on Form HUD-52681 and the correct amount.

                     The bill must state that payment is due

                within 30 calendar days of the billing date;

                   otherwise, the amount billed will be offset

                       against the next scheduled partial payment of

                  annual contributions due the PHA.  If payment

                     is not received within 30 calendar days, RAD

                will offset the appropriate amount against

                   the next partial payment of annual

                       contributions.  A copy of Form HUD-52663,

                  Requisition for Partial Payment of Annual

                     Contributions, indicating that RAD has offset  *

                       an overpayment must be sent to AHMB.

                   (b)If Line 37 was greater than the correct amount or

if an underpayment due the PHA should have been

reported on Line 36, the RAD must process a

supplemental partial payment of annual

contributions in order to reimburse the amount due

to the PHA.

b.         If the PHA Year-End Settlement Forms (Forms HUD-52681

           and 52595) are not submitted by the required date, the

             Field Office must send a letter to the PHA requesting

        either the immediate submission of the required forms

           to the Field Office, or a written explanation, signed

*               by the Executive Director, of why the forms were not
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   submitted.  The Field Office letter to the PHA must state

that the forms are due within 30 calendar days and the

administrative fee requested on any future requisition for

partial payment of annual contributions will not be approved

until the year-end settlement forms are received in the

Field Office.

*

   c.AHMB shall use Forms HUD-52681 and HUD-52595 to analyze PHA

expenditures.  These forms must be used in reviewing and

modifying PHA submissions of financial estimates for the

subsequent fiscal year, especially in projecting PHA

administrative costs.  These financial forms will also be

useful in analyzing the annual activity of the Operating

Reserve Account and in determining the financial stability

of the PHA as shown by the balances in the Existing Housing

ACC Project Reserve Account, the Moderate Rehabilitation

Project Reserve Account, and the Operating Reserve Account.

5-15.PUBLIC HOUSING AGENCY ESTIMATE OF TOTAL REQUIRED ANNUAL

CONTRIBUTIONS SUBMITTED DURING A FISCAL YEAR (BUDGET REVISIONS).

   a.PHAs may submit a revised Estimate of Total Required Annual

Contributions (Forms HUD-52672 and HUD-52673) and supporting

documentation for the Existing Housing and Moderate

Rehabilitation Programs to the AHMB during its fiscal year.

Any revisions must be submitted in accordance with the

appropriate forms, Appendix 5 for Moderate Rehabilitation

Program preliminary costs, and Chapter 8 of Handbook 7420.7

for the Existing Housing Program.  All PHA requests must

include justification that the revisions are necessary and

reasonable.

   b.The revised Forms HUD-52672 and HUD-52673 will be routed to

the Financial Management Analyst.  The Financial Management

Analyst also will coordinate the reviews of other Housing

staff members.  The Financial Management Analyst may

recommend approval of revised estimates based on the PHA's

justification.  However, the amounts for Moderate

Rehabilitation preliminary costs cannot be changed after the

end of the rehabilitation and leasing schedule period unless

the PHA proposes a revised schedule which is approved by the

Housing Management or Development Division, as appropriate,

and the actual costs of performing required program

preliminary functions exceeded the approved preliminary

costs.  The estimates for ongoing administrative costs

cannot exceed the amount calculated in accordance with the

prescribed formula.
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   (See Appendix 5 for the Moderate Rehabilitation Program and

Chapter 8 of Handbook 7420.7 for the Existing Housing

Program.)  The amount of the allowable fee for ongoing

administrative costs is subject to reduction at year-end

settlement if the Field Office determines that the PHA's

operation of the Section 8 Existing Housing and Moderate

Rehabilitation Programs does not comply with regulatory and

contractual requirements.  No revision of Forms HUD-52672

and HUD-52673 may be approved after the close of the PHA's

fiscal year.

   c.Any budget revision which includes preliminary costs for

units after the end of the rehabilitation and/or leasing

schedule must be reviewed by the MHR, HMO, or Occupancy

Specialist (OS) to determine whether such units should be

cancelled or whether the PHA's proposed revised Existing

Housing leasing schedule or Moderate Rehabilitation

rehabilitation and leasing schedule is acceptable.

           (1)Approval of the estimates is contingent upon approval

of the revised schedule by the HDD.  (See paragraphs

5-16c and d.)

           (2)No preliminary costs may be approved for costs incurred

by the PHA after the end of the originally approved or

HUD-extended rehabilitation and/or leasing schedule

period.

   d.Within 30 calendar days of receipt of the revised budget

documents, the PHA must be sent a letter indicating whether

the revisions were approved and enclosing a copy of any

approved documents.  These letters must be prepared by the

Financial Management Analyst for the signature of the HMD;

the HMD  will also approve the revised Forms HUD-52672 and

HUD-52673, as appropriate.  The Financial Management Analyst

must sent a copy of the approved revised Form HUD-52673 to

the RAD.

5-16.MONITORING OF REHABILITATION AND LEASING PROGRESS.  It is

essential that the Housing Programs Branch (HPB) and the AHMB

oversee PHA rehabilitation and leasing progress on a regular

basis as follows:
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   a.For the Existing Housing Program, the Report on Program

Utilization, Form HUD-52683 (Appendix 22), must be reviewed

by the HMO quarterly and compared to the HUD-approved

leasing schedule during the leasing period.  If there is

substantial discrepancy between the approved leasing

schedule and the actual number of leased units, as indicated

on Form HUD-52683, the reasons for the PHA's inability to

lease-up on schedule must be ascertained, and technical

assistance offered to the PHA as soon as feasible.

Agreements must be reached with the PHA on any needed

adjustments in administration (such as landlord outreach

methods or staff utilization, the leasing schedule, the

approved bedroom mix, or FMRs).  After 95 percent occupancy

for a project has been achieved, the HMO must review this

report annually to ensure that at least 95 percent of the

units under the ACC are leased.  Technical assistance may be

provided to PHAs individually or regularly scheduled (e.g.,

quarterly) meetings with PHAs.  Further guidance on

effective leasing techniques can be found in Chapter 3 of

Handbook 7420.7.

   b.For the Moderate Rehabilitation Program, the Report on

Program Utilization, Form HUD-52685 (Appendix 22-2), must be

reviewed by the MHR quarterly with respect to the number of

units under Agreement and HAP Contract for the projects

which have not reached 95 percent occupancy.

           (1)The MHR will compare the reported number of units under

Agreement to the project's approved rehabilitation and

leasing schedule and analyze and monitor the progress

of HAP Contract executions.  If there are substantial

deviations between the actual number of units under

Agreement and the scheduled number, or if it is

apparent that many units under Agreement have not

resulted in executed HAP Contracts (or the time to do

so appears excessive considering the average amount of

rehabilitation being accomplished), the MHR must

contact the PHA or schedule an on-site PHA review to

determine the reasons for deficient PHA performance and

to provide technical assistance.  The Report on Program

Utilization should also be used by the MHR to monitor

rehabilitation progress after conducting the initial

on-site PHA review in accordance with Paragraph 5-4 and

to analyze the need for providing additional guidance

or scheduling a special PHA Review.
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           (2)The Report on Program Utilization will be sent to the

AHMB by the PHA for each Moderate Rehabilitation

project, and the HMO is responsible for sending a copy

of all PHA quarterly reports to the MHR, sending a copy

of both quarterly and annual reports to the Terminal

Operator, and monitoring the timely receipt of reports.

The HMO will review the Report on Program Utilization

for each Moderate Rehabilitation project quarterly

until the project reaches 95 percent occupancy, and

annually thereafter.  The HMO will compare the reported

number of leased units to the number of units under HAP

Contract or, if applicable, monitor the leasing rate of

projects which have reached 95 percent occupancy.  If

there are substantial deviations between the actual

number of leased units and the number of units under

Contract, or if after initial lease-up less than 95

percent of the units under ACC are leased, the HMO must

consult with the MHR, contact the PHA, or schedule an

on-site PHA review to determine the reasons for

deficient PHA performance with respect to leasing of

rehabilitated units and to provide technical

assistance.

   c.The rehabilitation and/or leasing schedule may be extended

by the Housing Development Director upon request by the PHA

and the written recommendation of the MHR (for Moderate

Rehabilitation development problems) or by the HMD Director

upon the HMO's recommendation (for Existing Housing or

Moderate Rehabilitation management problems) that the delays

in rehabilitation or leasing are caused by circumstances

clearly beyond the PHA's control (e.g., weather conditions,

contractor strikes).  The MHR or HMO should clearly document

the reasons why such an extension should be granted and

evaluate the need for changing the bedroom distribution in

the ACC (see Paragraph 6-3).  Ineffective PHA management or

administration cannot be a reason used to justify extending

the rehabilitation and leasing schedules.  If either

Division Director approves an extension, the MHR or HMO will

prepare a letter so advising the PHA for the Division

Director's signature.  Copies of this letter must be filed

with the approved application maintained by Processing

Control and Reports (PC&R), and placed in the appropriate

Housing Management (HM) file.
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   In the case of a Moderate Rehabilitation project with a

24-month rehabilitation and leasing schedule it will also be

necessary to extend the ACC so that it will expire 15 years

after the end of the extended rehabilitation and leasing

schedule (i.e., 15 years from the date the HAP Contract is

executed for the last unit in the project).

   d.If there is a substantial discrepancy between actual

performance and the approved rehabilitation and leasing

schedule (Moderate Rehabilitation) or leasing schedule

(Existing Housing) and if either Division Director, based on

recommendations from the MHR or HMO, determines that the

problems cannot be corrected within a reasonable time, the

schedule should not be extended.  The MHR (for Moderate

Rehabilitation development problems) or HMO (for Existing

Housing or Moderate Rehabilitation management problems) must

prepare, in consultation with the Field Office Counsel, a

recommendation to the Field Office Manager concerning

cancelling unleased units.

   Should the Field Office Manager concur in the

recommendation, the MHR or HMO, in coordination with the

Field Office Counsel, must proceed in effecting a reduction

in the number of units authorized in accordance with the

ACC.

   e.Rehabilitation and leasing progress (Moderate

Rehabilitation) or leasing progress (Existing Housing) must

be assessed prior to issuance of a subsequent year

invitation to a PHA as indicated in Paragraph 3-1c.
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*

5-17.  ANNUAL ASSESSMENT OF ADEQUACY OF PHA PROGRAM ADMINISTRATION.

The AHMB (or Office of Public Housing Management Division in

Regional Offices) must assess PHA Certificate program

administration at least annually, at the time of year-end

settlement, to ensure that the program is adequately administered

and that the PHA is complying with its obligations under the ACC

before the Operating Reserve is used for other housing purposes.

(See Operating Reserve requirements in Handbook 7420.7, paragraph

8-2.d.).  This annual assessment does not preclude the Field

Office from prohibiting, at any time, a PHA's use of all or part

of its Operating Reserve for other housing purposes if it

determines the PHA is not adequately administering the Section 8

program.

   a.Review to Ensure Sufficiency of Administrative Fees and

Operating Reserves through ACC Terms.  Upon receipt of the

year-end Operating Statement (HUD-52681), the AHMB must

review Part IV, Analysis of Operating Reserve, to determine

whether it is likely that the PHA will have sufficient funds

to cover projected expenses for proper program

administration through remaining ACC terms.

           (1)The amount on line 80, net income or deficit, should be

reviewed together with amounts on line 80 for the

previous 1 or 2 years to determine whether the PHA is

annually spending more or less than the administrative

fees paid by HUD.

           (2)If the PHA has been running operating deficits, line

85, operating reserve balance, should be reviewed

against recent annual deficits shown on line 80 to

determine whether the Operating Reserve is sufficient

to cover similar deficits for the remainder of the

PHA's ACC terms.

*
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     (3)  If it appears that earned administrative fees will be

          insufficient to cover administrative costs necessary

          for adequate program administration over the terms of

          ACCs, the Field Office must prohibit or limit PHA use

          of the Operating Reserve for other housing purposes

          until HUD determines that there is reasonable

                  assurance that earned fees will cover administrative

             expenses over the terms of the ACCs.  The PHA must be

                instructed to review its administrative budget and

           expenses and take action to bring administrative costs

                  in line with resources.  The AHMB should review

             administrative effectiveness and efficiency as part of

                the next scheduled management review.

           b.Review of Adequacy of Program Administration.

           (1)The AHMB must also assess adequacy of PHA program

administration based on readily available recent

information including:

          (a)  management reviews

           (b)  audit reports

           (c)  PHA submissions (consider timeliness and

               accuracy of budgets, requisitions, year-end

               financial statements, program utilization

reports)

          (d)  communications with the PHA

          (e)  tenant or owner complaints

           The AHMB should consider information regarding major

areas of concern including:

          (a)  administration of the waiting list, preferences,

               and applicant selection

          (b)  verification of income

          (c)  calculation of housing assistance payments and

               tenant rents

          (d)  adherence to rent limits

          (e)  enforcement of HQS

          (f)  leasing status (not over-leased or significantly

                                   underleased)

*
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           (2)  If, based on this assessment, the AHMB determines that

           the PHA has failed to comply with its obligations

                  under the ACC or is not adequately administering the

             program, and that the Operating Reserve is needed to

                improve program administration where additional

           expenditures for staffing, training, consultants, or

                  equipment can help correct problems, the Field Office

             must prohibit use of all or part of the Operating

                Reserve for other housing purposes until HUD

           determines that administration is adequate.

           (3)The Field Office may require use of all or part of the

Operating Reserve for specific administrative

improvements in areas where administration has been

found deficient.

   c.Purpose of Annual Assessment.  The AHMB assessment of

adequacy of program administration is intended only to

ensure that the Section 8 program is adequately administered

and that the PHA is complying with all of its obligations

under the ACC before the Operating Reserve is used for other

housing purposes.  Except for unauthorized transfers or

unallowable expenditures from the Operating Reserve, AHMB

should not judge the advisability of any expenditures for

other housing purposes, since use of the Operating Reserve

for other housing purposes is a matter of PHA discretion;

the PHA is responsible for determining that such

expenditures are necessary and reasonable for housing

purposes consistent with State and local law.

   d.Timing of Assessment.  The annual assessment of adequacy of

PHA administration must be completed and documented within

30 days of AHMB receipt of the year-end Operating Statement

(HUD-52681).

*
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REDUCTION OF THE PHA'S ADMINISTRATIVE FEE FOR APPROVING UNITS WITH HQS

                                           VIOLATIONS

The following is an example of how to determine the amount of

administrative fee to be disallowed:

   Fair Market Rent for 2-BR unit.............       $300.00

   Administrative fee (7.65%*)................      x  .0765

                                                                                   _______

Administrative Fee (PUM)...................       $ 22.95

                                                                                   No. of Months under

                                                                                   HAP Contract during

Units with HQS Deficiencies                                        year

___________________________                      ____________________

   1.  331 Main Street........................             6 mos.

   2.  300 North Street.......................             4 mos.

   3.  22 Pine Street.........................             7 mos.

   4.  87 Urban Lane..........................             8 mos.

   5.  218 First Ave..........................             5 mos.

                                                                                           _______

                                                                                           30 mos.

Administrative Fee (PUM)...................       $ 22.95

   No. of months 5 units under HAP

     Contract.................................       x    30

                                                                                   _______

   Amount to be disallowed thru date

     of Field Office Manager's letter                          = $ 688.50

Administrative Fee (PUM)...................       $ 22.95

No. of additional months 5 units under HAP

  Contract from date of Field Office

  Manager's letter until date PHA

  certification received by

  Field Office (5 units x 3 months)........       x    15

                                                                                   _______

   Additional Administrative Fee

     Disallowed.............................                   = $ 344.25

                                                                                                    _________

   Total Administrative Fee to be

     deducted from Form HUD-52681..........................     $1,032.75

                                                                                                    _________

NOTE:For the purpose of calculating the amount of fee to be

disallowed, any partial month shall be considered as one (1)

month.

*  Field Offices should use the appropriate percentage (i.e., 7.65 or 8.50)

used by the PHA for its current fiscal year as reflected on Form HUD-52672.
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           SAMPLE LETTER DISALLOWING PHA ADMINISTRATIVE FEE FOR

                                   UNITS HAVING HQS VIOLATIONS

Addressee:[A separate letter should be sent to the Chairman of the

Board of Commissioners and to the Executive Director of the

Public Housing Agency]

Dear __________________:

   This office recently reviewed the quality of housing approved for

leasing under the Section 8 Existing Housing Program [or Section 8 Moderate

Rehabilitation Program] administered by your agency.  We concluded, based

on our review, that units have been leased in the program that do not meet

the Housing Quality Standards (HQS).

   During this review, our staff inspected [Enter the number of units

inspected] units.  They found that [Enter the percent of units inspected

where HQS deficiencies were found] percent of the units sampled did not

comply with the HQS.  We have every reason to believe that these HQS

deficiencies existed at the time of the last inspection conducted by your

agency.  It is apparent that the inspection practices of your agency are

inadequate, and immediate improvements must be implemented in this area.

   Your agency is required to inspect the unit (as a condition of making

housing assistance payments) prior to occupancy and at least annually

thereafter to assure that it is safe and sanitary.  The HQS represents the

minimum condition that a unit must meet to be considered safe and sanitary

housing.  Since your agency is not complying with its contractual and

regulatory obligations, HUD will make an appropriate reduction in your

administrative fee.

   Pursuant to Chapter 5 of HUD Handbook 7420.3, Section 8 Housing

Assistance Payments Program Existing Housing and Moderate Rehabilitation

Processing Handbook, at the year-end settlement your earned administrative

fee will be adjusted to deduct the amount of administrative fee related to

the [Enter the number of units inspected where HQS deficiencies were found]

units that do not meet HQS.  By the end of this month, these [Enter the

number of units inspected where HQS deficiencies were found] units will

have been under Housing Assistance Payments (HAP) Contract for a total of

[Enter the sum of the number of months that the units inspected that do not

meet HQS have been under HAP Contract since the last annual anniversary

date or first day of the HAP Contract term] months; your administrative fee

per unit month is [Enter the product of the applicable 2-BR Fair Market
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Rent times .085 or .0765, as applicable].  The amount of administrative fee

to be disallowed to date is [Enter the product of the per unit month

administrative fee times the sum of the number of months that the units

inspected where HQS deficiencies were found have been under HAP Contract].

Furthermore, until you certify to this office that you have reinspected the

unit and the owner has corrected all deficiencies, no administrative fee

will be paid for the unit.

   We are taking this action to assure an improvement in the quality of

housing approved for leasing under the Section 8 Existing Housing Program

[or Section 8 Moderate Rehabilitation Program].  We will conduct another

review of the quality of housing being leased by your agency in [Enter

month and year Field Office staff plans to conduct its 6 to 9 month

follow-up review].  Please contact [Enter name and telephone number of

Housing Management Officer] of my staff for any assistance that you may

need concerning this matter.

                                                                   Field Office Manager

cc:

Financial Management Analyst (Field Office)

Office of Existing Housing and Moderate

Rehabilitation (Headquarters)
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