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CHAPTER 6: MONI TORI NG CLOSE- QUT, AND ACCOUNTI NG REQUI REMENTS
SECTION 1. MONI TORI NG AND CLOSE- QUT

6-1. MONTHLY REVI EVS

a. Omner Subni ssion

The owner nust submit the following information to the
Field Ofice no later than the fifth cal endar day of
each nont h:

(1) a Monthly Accounting Report for the previous nonth
(Forms HUD 93479, 93480, and 93481);

(2) Form HUD- 9835, Part |1, Section A of the MO Pl an;
and

(3) Any Requisition for Advance of Fl exible Subsidy
Funds, Form HUD- 9823- A, processed during the
previ ous nont h.

The report package is structured to give the Field
Ofice detailed information on individual disbursenments
and action itens. It also provides a genera

i ndi cation of progress made toward conpl eting action
itenms and achi evi ng nmanagenent objectives related to
occupancy and col | ecti ons.

b. Field Ofice Actions
The Field Ofice shoul d:

(1) Assure that all Project |nprovenent Funds
transferred to the project's checking account
during the previous nonth are reported as receipts
on Form HUD- 93479.

(2) Determine if the owner has nade all requests for
di sburserment of Fl exi bl e Subsidy assistance based
upon a reasonabl e estimte of need, and only as
required after other funds have been exhausted.
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(3) The Field Ofice nust prepare a Mnthly Status
Report, Form HUD-9823-F (See Appendi x 16), and
submit it to the Regional Ofice of Housing, along



with Parts | and Il of the Flexible Subsidy
Control Log. The Regional O fice will nonitor
proj ect progress, and will notify Headquarters if
probl ens ari se.

6-2. QUARTERLY REVI EWS

On a quarterly basis the Field Ofice nust conduct an in-depth
revi ew of each Flexible Subsidy contract. As a result

of this review, the Field Ofice, in consultation with the
owner, should revise the MO Plan or Wirk Wite-Up, as
necessary.

a. Omer Subm ssion

Onmners nust subnit quarterly assessnents of their

proj ects' progress under the MO Plan or Work Wite-Up
to the Field Ofice. The report nmust be submitted by
the fifth cal endar day of the quarter and nust incl ude:

(1) Quarterly Performance Report, Form HUD- 9824- A,
(Appendi x 29). The Quarterly Perfornance Report
groups the nonthly accounting reports, individua
di sbursenments into expense and repair categories
and facilitates conparison of the quarter's actua
i ncone, expense and work progress with that
originally projected in the MO Plan or Wrk
Wite-Up.

(2) Managenent Cbjectives, Part 11, Section B of the
M O Pl an, Form HUD- 9835-A; and

(3) A narrative expl aining:

0 any devi ati on of 10 percent or nore from
anobunts budgeted for any expense category,
any individual incone itemor the operating
deficit projected on the Budget Wrksheet for
the quarter covered by the report; and

0 any quarterly mlestone or target conpletion
date due and not achieved during the quarter.
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b. Field Ofice Actions
The Field Ofice shoul d:

(1) Attenpt to determine the cause of any significant
deviation fromthe cost estinmates, tine schedul es



(2)

(3)

(4)

or operating budget presented in the MO Plan or
Wrk Wite-Up, and should request that the owner
take appropriate corrective action. |If repair
costs appear excessive, the Field Ofice may
request the owner to subnmit evidence that all
requi red bids and cost conpari sons have been
obt ai ned.

Revi ew the invoices for all repair itens for which
Proj ect |nprovenent Funds were used during the
quarter and |list the anpbunt, date and source of
each deposit made to the Project |nprovenent
Account during the quarter.

Determine if the work schedul e and cost estinates
originally included in the Part Il, Section A of
the MO Plan (Action Itens, Form HUD- 9835) are
still realistic and appropriate. |In doing so, the
Field Ofice should review actual performance
during the previous quarter and estimate work
progress for the upcomi ng quarter.

Part C of the Quarterly Performance Report has
been designed to facilitate this portion of the
revi ew and provi des space for the Field Ofice to
record its estinate of the next quarter's need for
each category and subcat egory of uses.

Estimate the amount of Fl exible Subsidy assistance
needed for the next quarter. The Field Ofice
nmust consi der the bal ance in the Project

| mprovenent Account as well as the work projected
for the next quarter. The Field Ofice should

adj ust the sources authorized for the next quarter
whenever adherence to the original MO Plan or
Wrk Wite-Up would provide significantly nore or

| ess than the anount needed.

For exanple, if an owner has conpleted repair work
faster than planned and expects to continue work
at the faster pace, the Field Ofice may wish to
i ncrease the anmobunt available for transfer during
the next quarter. Simlarly, if repair work was
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compl eted more slow y than expected because of

ci rcunst ances beyond the control of the owner
(e.g., availability of supplies, weather
conditions) but the owner expects to increase the
wor k pace and catch up with the cunul ati ve anounts



(5)

(6)

6- 3.

authorized in the original plan through the next
quarter, the Field Ofice may el ect not to change
the MO Plan or Wrk Wite-Up.

Send the owner and the RAD copi es of any revisions
to Part Il of the MO Plan. Al revisions should
be dated, nunbered consecutively in the space
provided on the form and sent no |later than the
tenth cal endar day of the quarter. Changes in
action itens or in the quarterly distribution of

Fl exi bl e Subsi dy paynents require anmendnents to
the body of the contract only if such changes
result in an increase or decrease in the total
annual armount of Flexi bl e Subsidy assistance.

Such increases will not generally be needed before
the fourth quarter and should not be executed

bef ore other Project |nprovenent Funds are cl ose
to bei ng exhaust ed.

Submit the Quarterly Report to the Regiona
Director of Housing, and to the Director, Ofice
of Multifam |y Housing Managenent.

ON-SITE VISI TS

a. Qperating Assi stance Program

(1)

(2)

Wthin 45 days after the end of the second quarter
of the contract, the Field Ofice nust visit
projects receiving QAP to deternmine if the work
item zed on invoices has actually been conpl et ed.
The Field Ofice nust al so eval uate progress under
Part Il of the MO Pl an.

On-site reviews nmust be conpleted quarterly at
each QAP project for which total repairs planned
for the contract terns average $2,000 or nore per
unit. Mre frequent visits should be nade
whenever the Loan Managenent Branch Chi ef
determines that such visits are needed to
successfully inplenment and nonitor a project's MO
Pl an.
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b. ClLP

Regul ar on-site visits are not required for ClILP

Field Ofices should visit the site as often as
necessary to assure that the work undertaken with ClLP
funds is satisfactory.



6-4. SPECI AL FEES
a. Managenment Fee

The only type of nanagenent fee that may be paid for
adm ni stering Flexible Subsidy funds is the special
managenment fee described in HUD Handbook 4381.5 REV-1,
Management Docunents, Agents and Fees. However, the
exi stence of a Flexible Subsidy | oan does not
automatically entitle an agent to take a speci al
managenent fee.

Speci al fees:
(1) Must be approved by the owner

(2) May be approved only if all the conditions in
Par agr aph 2-17D of HUD Handbook 4381.5 are net;
and

(3) Must be reflected in the operating expense
estimate if approved.

b. Architectural and Oversight Fees

(1) If the work involves substantial rehabilitation of
the project, the Field Ofice may at its
di scretion, allow

0 up to five percent of total MO Plan hard
costs for architectural fees and

0 up to an additional six percent of total MO
Pl an hard costs for construction oversight by
a general contractor, architect or
adm ni strator.

(2) Fee recipients nust be selected by competitive
bid, and nust be |icensed general contractors or
architects. They nust al so have significant
experience in construction, nmultifamly dwelling
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rehabilitation, property managenent and accounting
pr ocedures.

(3) If HUD Architectural and Engi neering staff is
avai l abl e to perform construction inspections this
staff should performthese inspection elimnating



6- 5.

a.

6- 6.

a.

the need to pay outside contractors out of
Fl exi bl e Subsi dy funds.

ENFORCEMENT ACTI ONS

Whenever an owner violates any of the loan terns or
defaul ts under any clause of the nortgage or project
regul atory agreenent, the Field Ofice may instruct the
RAD not to deposit additional Flexible Subsidy funds in
the Project |nprovenent Account.

If the owner does not take the requested actions, the
Field Ofice may cancel the agreenent, draw out the
bal ance in the Project Inprovenent Account, and
distribute the funds as provided in the | oan docunents.

| MPACT EVALUATI ON
Projects NOT Required to Complete a MO

The Field O fice nust conduct an inpact eval uation at
proj ects that have conpl eted work under the ClILP
programthat were not required to submt a MO Pl an.
Wthin 30 working days after the end of the contract
term the Field Ofice nust conpl ete a conprehensive
on-site review to determ ne whether all actions
required by the Work Wite-Up have been conpl et ed.

Projects Required to Conplete A MO
(1) Wthin 30 working days after the end of the
contract term the Field Ofice nust determ ne
whet her:

0 all actions required by the MO Pl an have
been conpl eted; and

0 if additional relief is needed to stabilize
proj ect operations.
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(2) Before making such a determination, the Field
O fice nust:

0 Conpl ete a conprehensive on-site review of
the project, concentrating on probl em areas
noted on the previ ous managenent review or
physi cal inspection or addressed in the MO
Plan. The Field Ofice nust docunent its
assessnent of the project's operations and



conditions on the Managenent Revi ew Report,
For m HUD- 9834, and the Report of Physica
Condition and Estimate of Repair Costs, Form
HUD- 9822.

0 Revi ew t he project budget proposed by the
owner for the next 12 nonths. The Field
O fice should conpare the budget's net
operating i ncone and cash fl ow projections
with those nade on the Project Analysis
Wor ksheet prepared during the MO Pl an
negotiations. |If current projections differ
significantly fromthose on the Project
Anal ysis Wrksheet, the Field Ofice nmay need
to reconsider its long-termplans for the
proj ect.

0 Determine if additional relief is necessary.
If the Field Ofice finds that sone MO Pl an
action itenms have not been conpl eted and t hat
funds are still available in the Project
| mprovenent Account, the Field Ofice may
extend the termof the Contract for up to 90
cal endar days and notify the RAD that the
contract has been extended.

(3) If the Field Ofice determ nes that another
long-termrelief programis needed, the Field Ofice
shoul d cl ose out the existing relief plan
conpl ete the anal ysis process again, and negoti ate
a new MO Plan with the owner. |f the Field
Ofice decides that additional long termrelief is
not necessary, it need only conplete the cl ose-out
procedures descri bed bel ow.
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6-7. CLOSE- QUT PROCEDURES
a. Qperating Assi stance Program
(1) Physi cal | nprovenents
The Field Ofice nust take the follow ng actions to
cl ose out physical inprovenrent work undertaken with QAP

f unds:

0 conduct a final inspection with the project
principals to assure that all work is conplete;

0 unused funds can be used for other OAP assi stance



if the specific itemwas funded in the MO Pl an
and if the Field Ofice approves it. However, the
Field Ofice should recapture any renai ni ng funds
desi gnated for physical inprovenents, return them
to Headquarters, and revise the | oan docunents
accordingly.

0 assure that the owner establishes a Latent Defects
Bond, if required by the Field Ofice. This is
normal ly two and a half percent of the anount of
the |l oan for 15 nonths beyond conpl etion

0 for State-Agency-owned projects, require that the
HFA certify that

-- all work is acceptable and conpl ete;

-- funds have been di sbursed only for itens
eligible for QAP fundi ng; and

-- all loan funds have been di sbursed, or any
remai ni ng | oan funds have been returned to
HUD.

o] A rel ease of nmechanics |liens should be obtained
fromall the contractors enployed on work HUD has
funded before cl ose-out.

(2) O her Assi stance

0 The intensive nonitoring required during the term
of the Financial Assistance Contract should not
automatically term nate when the 12 nmonth contract
termexpires. The project's condition, not a
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0 cal endar, should determ ne when the Field Ofice
may justifiably relax its servicing effort.

0 General ly, a project should be returned to a
routine servicing node only after the Field Ofice
concl udes that project conditions have been
stabilized and further intensive servicing is
unnecessary. The Field Ofice nust conplete a
formal eval uation of project conditions at the end
of the contract termand take specific
adm ni strative actions to close out the MO Pl an

0 Wthin 45 cal endar days after the end of the
contract term the Field Ofice nust nmake a



deci si on regardi ng any Repl acenent Reserve and
wor ki ng capital funds authorized in Part 1|1,
Section C of the MO Plan. These funds shoul d be
released only if the evaluation indicates that the
owner has conplied with the ternms of the Financia
Assi stance Contract and that a need still exists
for these funds;

o] The Field Ofice nmust nake a decision as to the
di stribution of any other funds remaining in the
Proj ect |nprovenent Account. |f the owner has
applied for additional Flexible Subsidy and the
Field Ofice has Headquarters approval to enter
into another Financial Assistance Contract
i medi ately, the funds nmay be left in the Project
| mprovenent Account and included in the new
contract ampunt. However, if the Field Ofice has
determned that additional relief is not needed,
the Field Ofice should arrange to distribute
funds in accordance with the Financial Assistance
Contract.

0 Whenever funds will be left in the Project
| mprovenent Account and included in a new
contract, the Field Ofice nust execute a contract
anendnent reduci ng the new contract anount by the
anount of funds due the Departnent or the anount
to remain in the Project |Inprovenent Account. The
RAD shoul d receive a copy of both the fully
executed contract amendnment and a letter fromthe
Field Ofice with instructions as to howto
proceed.

0 The Field Ofice should approve an Operating
Budget, Form HUD-9824, for the next 12 nonths and
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execute a new Rental Schedul e, Form HUD- 92458, i f
necessary.

0 The Field Ofice should direct the owner as to
future reporting requirements. The Field Ofice
may continue to require nmonthly accounting reports
and quarterly budget conparisons, as it deens
necessary.

0 Field Ofice staff must close out the project on
the Fl exible Subsidy Control Log. They should
al so send a nmeno to the RAD stating that the
project is closed out and that excess funds will



be recaptured.
b. Capital |nprovenent Loan Program

The Field Ofice nust take the follow ng actions to
close out the Capital |nprovenent Loan

0 conduct a final inspection with the project
principals to assure that all work is conplete;

0 recapture any renmining funds and return themto
Headquarters (see Appendix 26 for a sanple C osing
Menor andum for Cl LP);

0 establish a Latent Defects Bond, if applicable.
This is normally two and a hal f percent of the
anmount of the |oan for 15 nonths beyond
compl eti on.

o] A rel ease of nmechanics |liens should be obtained
fromall the contractors enployed on work HUD has
funded before cl ose-out.

0 for State Agency-owned projects, require that the
HFA certify that

-- all work is acceptable and conpl ete;

-- funds have been di sbursed only for itens
eligible for CLP funding; and

-- all loan funds have been di sbursed, or any
remai ni ng | oan funds have been returned to
HUD.
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0 Cl ose out the project on the Flexible Subsidy
Control Log.
0 Send a cl osing nenorandumto RAD stating project

compl eti on and requesting an anortization schedul e
based on the final |oan ampunt. A sanple
menor andum i s attached i n Appendi x 26

0 If in the process of repaynent the |oan enters
default status the Loan Managenent Branch shoul d
service the | oan according to procedures set forth
i n Handbook 4350.1, Chapters 5 & 8.

6-8. REPAYI NG THE LOAN



Payments on principal or interest on the OA | oan can be nade
only from Resi dual Receipts or non-project funds, and only
after obtaining the prior witten approval of the Secretary
acting by and through the Federal Housing Conmi ssioner.

Such paynents may be nade only after the end of a sem -annua
or annual fiscal period. Wen an QA loan is paid in

full, the owner nust continue to abide by the Use Agreenent.

CILP loans will be repaid through anortized nonthly
paynents. An anortization schedule with the FHA project
nunber and the CILP appropriation nunber will be issued to
the owner by the RAD followi ng the contract close out. It
will be the responsibility of the owner to submit the

nont hly paynments to the RAD and to place the appropriation
nunber on the check to insure proper crediting. The RAD
will be responsible for notifying the Loan Managenent Branch
if the owner becones delinquent in paynments.

6-9. RECORDKEEPI NG
a. Owners

Omners nust retain all records related to Flexible
Subsi dy transactions for at |east five years after the
end of the contract term This would include invoices,
bi ds, docunentation of other cost conparisons, cancel ed
checks, journals, |edgers, etc.

The owner nust retain all Notices to Owmer for a period
of not less than two years. The owner nust al so obtain
Partial Rel eases of Lien as paynents are made, and then
a Final Release of Lien prior to closing out the | oan

The owner nust certify to HUD that all appropriate Lien
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Rel eases have been obtained and will be avail able for
HUD s revi ew.

b. Field Ofice

The Field Ofice nust retain all docunents related to
provi di ng Fl exi bl e Subsi dy assi stance, including:

(1) Oiginal and revised MO Plans, Form HUD 9835,
9835- A, and 9835-B (see Appendi x 8);

(2) Requisitions for Advance of Fl exible Subsidy
Assi stance, Form HUD 9823- A (see Appendi x 28);



(3) Reservation of Flexible Subsidy Funds, Form
HUD- 9823 (see Appendi x 19);

(4) Oiiginal |oan docunents including Financial
Assi stance Contract Form HUD- 9819 (see Appendi X
22) and Residual Receipts Note for QAP (see
Appendi x 7) or Flexible Subsidy Note for CILP (see
Appendi x 26);

(5) Monthly Status Reports, Form HUD 9823-F (see
Appendi x 18);

(6) Quarterly Performance Reports, Form HUD- 9824-A
(see Appendi x 29);

(7) Project Analysis Wrksheets, Form HUD 9815 (see
Appendi x 11);

(8) Field Ofice Certifications;

(9) Managenent Reviews of Multifamly Projects, Form
HUD- 9834 (see Appendi x 9);

(10) Physical Inspection Reports, Form HUD 9822 (see
Appendi x 10);

(11) Reports on close-out review and other site visits;
and

(12) Al correspondence.

The Field Ofice file should be organized to facilitate
reviews and audits.
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C. RAD
The Field Ofice should furnish the RAD with copies of:
0 The Use Agreenent,
0 The Fi nanci al Assistance Contract; and
0 The Regul atory Agreenent.
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SECTION 2. ACCOUNTI NG REQUI REMENTS
6-10. GENERAL PQOLICI ES

(1) The accounting requirenments for OA and CILP are the
same, and are described jointly in this chapter.

(2) The portion of the Flexible Subsidy assistance that is
used to effect nmjor repairs does not increase the
owner's basis in the project for purposes of conputing
rent increases. |In addition, the Flexible Subsidy
paynments are not included in the project's surplus cash
comput ati on.

(3) To assure that Flexible Subsidy and other inprovenent
funds do not distort the project's regular operating
budget, thus rendering ratio analysis and historica
expense conparisons inpossible, special accounts nust
be established and accounting reports annotated for any
proj ect receiving Flexible Subsidy assistance. The
account classifications and the inpact of the Flexible
Subsidy on the project's nonthly and annual financial
statenents are di scussed bel ow.

(4) Oher accounting considerations are contained in HUD
Handbook 4370. 2.

6-11. ACCOUNT CLASSI FI CATI ON

Any project receiving Flexible Subsidy nust establish the
accounts listed below. The account nunbers have been
assigned in accordance with the method of nunbering accounts
prescribed in Handbook 4370.2, Financial Operations and
Accounting Procedures.

a. Project Inprovenent Account (Acct. No. 1380)

Thi s cash account is debited whenever funds (owner
contributions, releases fromreserves, Flexible Subsidy
paynents, retroactive nortgage relief, etc.) are
deposited and is credited for the total amount of funds
transferred out of the Account. It has been
established as a restricted asset account because funds
deposited in it may only be used for purposes specified
in the MO Plan and may not be included in the
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conmput ation of surplus cash. Wen Fl exible Subsidy
assi stance is deposited in the Project |nprovenent



Account, the offsetting credit is to account no. 2340,
"Fl exi bl e Subsi dy Loan Payabl e," or account no. 2350,
"Capital Inprovenment Loan Payabl e."

b. Fl exi bl e Subsidy I ncone (Acct. No. 5180)

This account is credited for the anount of Project
| mprovenent Funds that are transferred fromthe Project
| mprovenent Account to:

0 reduce nortgage delinquencies, escrow deficits
and/ or accounts payabl e;

0 cover nonthly operating deficits; or
0 neet working capital needs.

O fsetting debits are to the rel evant expense or asset
accounts.

c. Accounts Payable -- Project |nprovenent Itens (Acct.
No. 2112)

This account is credited for bills vouchered for work
itens included on Lines 1 a through 1d of Part 11,
Section C of the MO Pl an

6-12. | MPACT ON PRQJECT FI NANCI AL REPORTS
a. Mont hly Reports

(1) Monthly Accounting Reports, Forns HUD 93479, 93480
and 93481, are prepared on a cash basis and show
all funds flowing into and out of the project's
checki ng account. Therefore, all funds
transferred fromthe Project |nprovenent Account
to the project's checking account shoul d appear in
the collection portion of Form HUD 93479, and
anounts paid for itenms included in Part I1,
Section C of the MO Plan shoul d appear on the
di sbursenment schedul e, Form HUD- 93480.

(2) Amounts transferred fromthe Project |nprovenent
Account to the nortgagee for application to
nort gage del i nquencies or escrow deficits will be
recorded in the project's journal and will be
shown on the nonthly accounting report.
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(3) Wen disbursed fromthe project's checking



account, nonthly operating deficit funds may flow
through any of the expense accounts listed on the
Budget Worksheet .

(4) The Field Ofice may require the owner to annotate
the nmonthly reports, as it deens necessary, to
nmore clearly identify transactions related to the
MO Plan's action itens.

b. Annual Fi nancial Statements
(1) The balance in the Project |nprovenent Account at
the end of the project's fiscal year nust be shown
in the restricted deposits portion of the bal ance
sheet and nust not be included in the surplus cash
conput ati on.
(2) The loan anpbunt should be reflected as a |l ong term
liability on the bal ance sheet.
(3) Only the annual depreciation associated with itens
that an owner has capitalized (e.g., addition of a
new roof) will appear on the Form HUD 92410;
actual cash outlays for these itenms will be
included in the Statenment of Cash Fl ows.
C. M PS
Data are entered into MPS by HUD staff in accordance
wi th outstanding instructions.
6-13. RENTAL | NCREASES
(1) The Field Ofice my approve rental increases whenever
normal considerations and the rental increase
procedures set forth in the Insured Project Servicing
Handbook 4350.1 indicate that an increase is justified.
(2) The Flexible Subsidy Programdoes not alter the
procedure for cal culating the maxi mumrent potenti al
However, it does give the Field Ofice the option of
del aying or phasing in the rental increase warranted by
the FHA rent fornula and covering the resulting
operating deficit with Flexible Subsidy funds.
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