REAC Session

What's Still Important to HUD




Today’s Menu




HUD as Insurer

 HUD functions as an insurance company and a hands-
on underwriter of the insurance commitment for
mortgage loans funded by commercial lenders, under
Sec 221, 223, and 236.

HUD is directly involved in the underwriting of multifamily
housing for low and moderate income families, elderly
and disabled families, and a broad array of housing for
older Americans, including nursing homes, and
Intermediate care facilities, funded under Sec 232.
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HUD as Subsidizer

= Section 8 Is the dominant rental
assistance program for federally
assisted multifamily housing

— Sec 8 New Construction
— Sec 8 Substantial Rehabilitation
—Sec 202 Capital Advance (PRAC)




HUD as Insurer or Lender




HUD as Partner

(and Risk Assumer)

 The Regulatory Agreement restricts
Owner’s actions and requires compliance
with its provisions

 The Agreement forms the basis for

compliance requirements in the HUD audit
guide

e HUD approval is required for most Owner
actions mvolvmg the Project and Project
‘assets




HUD’s Role in Housing

Insured Loans
Sec 221 (d)(3)
Sec 221 (d)(4)
Sec 236

Sec 232

Sec 223(f)

Sec 8 Tenant Subsidy

Direct Loans

Sec 202

Sec 811

Capital Advances

PRAC Subsidy




Project Operating Environment:
Key Concepts




Project Operating Environment

'r HUD Regulatory Agreement

oV

Management

Project Agent
$ <:5

Operating S :
Security Dep. —Landscapmg

R4R -Decorating
Res. Rec. —Supplies




Hierarchy of HUD Requirements

 Regulatory Agreement
Use Agreement
Subsidy Contract

HUD Program Handbooks

Housing Notices
Mortgagee Letters




HUD’s Regulatory Agreement




Protecting the Project
(DEC Referral Flags)

Mortgage Status
Reserve for Replacement
Unauthorized Change in Project

Ownership
Disposal of Project Assets
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Departmental Entorcemen
Center

It was created at the same time as the REAC

The DEC focuses on assuring the highest standards of ethics,
management and accountability in the resolution of HUD's
troubled properties

Their primary goal is to bring owners to full compliance so that
there is no compromise in the quality of America's housing

In instances where owners fail to bring properties up to
standard, and where physical and financial deficiencies
persist, the DEC can take appropriate enforcement action

— administrative sanctions

— civil money penalties

— suspension and/or debarment

— referral to the Department of Justice for civil action




Materiality




Materiality

e Materiality is established and applied based
on the governmental audit requirement

e Consider guantitative factors and gualitative
factors and the risk to HUD in select areas,

e.g., UAD, UAL, R4R

'« Option: consider the DEC referral areas as
material




REAC Financial Assessment Process

The Entity Validate
Audited F/S Entered in FASS

o
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Meet with Entity

(Is it over?) Attestation

= W
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Assessments
FASS Analyst ' Produced




Most Popular Compliance Flags




Computation of Surplus Cash

Surplus cash is a HUD concept and
calculation

It IS based on balance sheet information

-+ Surplus Cash equals "Total Cash” less
“Total Current Obligations”

Why it’s done
Is it required of all proj ?




Computing Project Cash

« What's Included e Do Not Include

— Operating Cash — Entity/Construction Cash
— Short Term Investments Accounts

— Tenant Security — Tenant Accounts
Deposits Receivable

— A/R-HUD_ . — Accounts/Notes
— A/R-Medicare/Medicaid Receivable from Related

— Approved but not Parties
received R4R
reimbursements

— Other HUD backed — Escrow Deposits
receivables

— Insurance Receilvables
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Surplus Cash

» For Profit Motivated
amot
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More on HUD’s Perspective




OK to Take a Distribution When
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Always a UAD Finding...
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Another Frequent Finding:
Unauthorized Loans




HUD Takes an Extra Look at:
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Replacement Reserve




Replacement Reserve
(HB 4350 1, Ch 4)




More R4R Guidance

requwe;




Case Study on Mortgage & R4R

* |s the Reserve for Replacement flag valid?

 |s Failure to Make Mortgage Payments
Valid?
* What else do you see?

 No evidence of a HUD-approved workout
agreement







[©
af
g
O
al
L
O
G
O
A
=
=
O
L

-276-2483

202

e Phone




