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Industry Meets with REAC/Multifamily

IN A FOLLOW-UP to a meeting earlier this year, REAC and Multifamily staff sat down with NLHA and other industry groups to provide an update on the status of inspection software, training and other issues.

Multifamily Performance


REAC opened the meeting by reporting that insufficient funding (due to Congress’s failure to pass an FY08 HUD spending bill) has resulted in delayed inspections.  The Federal Government is operating under a “continuing resolution” which provides funding in increments based on a formula that does not reflect actual expenses and requires reporting that bogs down nearly every function within the Department.


REAC reported that 30,000 multifamily properties are inspected each year by REAC or FHA mortgagees. As of September 30, 93.8 percent of those received a passing score (60 or above).  It was noted that this percentage had declined from a high of 96 percent in 2005 which, according to REAC, may indicate a “trend.”  It was pointed out by the industry that REAC appears to be changing the focus of the inspections and scoring of certain issues, which has had a negative impact on scoring, and additionally with HAP payments being delayed in the fourth quarter of the fiscal year, many projects have had to cut back on routine maintenance.  HUD claims only 25 percent of HAP payments were late and should not impact the overall percentages.

HUD claims that the data indicates that properties with scores resulting in inspections every three years tend to have lower scores on their next inspection vs. properties that are inspected annually.  HUD is concerned about such “backsliding” and encourages property owners to be more attentive.


The number of appeals submitted has remained constant with REAC averaging between 75-100 appeals per week.  REAC reports that it has attempted to be clear about the level of documentation required to be submitted with an appeal, but industry representatives believe more clarification is needed.  An example provided involved “penetrating vegetation.”  The owner submitted a letter from the landscaping company that disputes the inspector’s interpretation, but was told that such documentation was not acceptable because it was not from an “independent” source.  The industry requested that HUD issue more specific guidance and examples about acceptable types of documentation including from third parties.  REAC does not agree with NLHA’s contention that the level of documentation required for a REAC appeal exceeds that required by the Courts.
Reverse Auction

HUD has reported that its reverse auction process is working well.  HUD has 115 contractors that have successfully bid.  A number of these contractors bid out the work (subcontract) resulting in about 210 active inspectors.


Prior to the reverse auction process, HUD was paying between $500-600 on average for an inspection.  Today, the average is $374.  REAC reports that over $7 million has been saved.  Unfortunately, REAC does not have the ability to use the savings to update the software or otherwise improve the process.

Successful applicants for the reverse auction must have completed at least 250 inspections before being provided a REAC contract.  In addition, inspectors who complete the REAC training are provisionally approved and are accompanied by a Quality Assurance inspector on their first three inspections with the third inspection counting as the “final exam” to become a fully certified inspector.  Only when they pass muster will they then be certified.  HUD has also implemented quarterly reviews of the inspectors.  

The industry again requested that HUD revise its qualifications with regard to the 250 inspections.  This requirement is resulting in single family inspectors being awarded contracts and could definitely impact the quality of the inspections in multifamily buildings as the inspectors may be unfamiliar with commercial buildings.  The mortgage industry reported that Fannie Mae and Freddie Mac contract with inspectors that have 100 or more multifamily inspections under their belt.  REAC reported that this issue is under discussion.


REAC continues to offer inspector training in their DC offices, but classes remain filled through June of 2008.  REAC had hoped that internet training would be offered by now, but the delay related to inspection software updates (see below) has hampered those efforts.

New QA Inspectors


A number of Quality Assurance (QA) inspectors, many of whom have been with REAC since the inception of the program are nearing retirement.  Therefore, REAC is actively hiring new QAs to boost its numbers in this area.  Four new inspectors were hired over the summer, and 2 more are under consideration.


While travel funds for QA inspectors have been unaffected by recent funding issues, low numbers of available QA inspectors have kept many properties with less than satisfactory scores from being re-inspected on a timely basis.  Multifamily staff reassured the industry that in those situations where an owner has certified that the property is ready for re-inspection but REAC is unable to schedule the inspection, any APPS flag that resulted from the below 60 score will not count against the program participants for 2530 purposes.

Inspection Software

The pending revision to the REAC software has been postponed.  Current inspections are still being done using Version 2.3.  The new version (4.0) is being tested internally and will undergo field testing next spring.  Version 4.0 will include the updated definitions that were agreed to by the industry (some 6 or 7 years ago), but the new software is unlikely to be in use before June 2009.  

REAC assured the industry that when they conduct the field testing of version 4.0 they will make the owners aware that “testing” is being done and to expect more than one inspector at the property so as to avoid the confusion of dueling inspectors which occurred with previous software testing.
As reported last year, the new software is intended to mitigate the inspector error by providing “decision trees” where possible.

Outstanding Issues


One of the most troublesome issues impacting REAC inspections involves the citing of a deficiency related to electrical boxes in locked rooms.  NLHA has consistently requested that HUD clarify that if an electrical box is located behind a locked door that a deficiency like “exposed electrical wiring” is not warranted. Five years ago, REAC agreed with that approach, but in the last few years they have permitted inspectors to record deficiencies in this situation.   HUD’s Office of Housing and REAC have been debating the issue with no resolution in sight.  In the meantime, score reductions of 17 points or more have been recorded in some properties for a single citation.

With regard to tenant paid utilities, HUD has said they will restore the points lost when the utility has been shut off due to tenant failure to pay- if the owner can show that the utilities are indeed the tenant’s responsibility and that eviction proceedings are underway.   


In situations where owners need to delay an upcoming inspection due to renovation at the site, etc, HUD reminded the industry that the owners should contact the HUB prior to the inspection being scheduled.  Ken Hannon from HUD cautioned that when an inspector calls the site to schedule an inspection and the person on the other end of phone the commits to the date, HUD will not likely support a change.   In other words, if a date is agreed to with the inspector, it may be too late to postpone.  Owners should request any inspection postponements in advance of the inspection actually being scheduled.    In addition, property staff should be informed not to agree to schedule an inspection until the owner or senior-level management has been contacted and agrees to the scheduling.
Also, if an inspector calls the site to schedule an inspection and demands that it take place on a certain day and time, the owner/agent may reject the proposed date and offer one that is more convenient (within a reasonable timeframe).


REAC also announced that it has revised its “compilation bulletin” and will post it on their website in early January.  The revised document is intended to integrate all the inspector notices issued since the compilation bulletin was first issued, and to clarify issues that have resulted in multiple inspection errors.  An example given is where an inspector cites a project for having 10 nonworking fire extinguishers in the maintenance shop.  The new guidance specifically tells inspectors not to record a deficiency.

Rude, unprofessional or incompetent inspectors should be reported to REAC by calling 202/475-8558 or emailing reac_inspector_admin@hud.gov as soon as possible, ideally during the course of the inspection.  For example, there have been reports of inspectors mistreating building components and in some cases actually breaking or tampering with HVAC units and electrical boxes, and then citing properties for the deficiencies the inspectors created.  Both REAC and Multifamily Housing emphasized the need to report this type of misconduct immediately.  

HUD distributed an FAQ on REAC inspections that deal with the differences between data base adjustments and technical reviews and who can file (HUD says the cost of preparing an appeal is “generally” not an eligible project expense).  For a copy of the FAQ please click on the members’ page of www.hudnlha.com or contact the NLHA office.
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