ELIZABETH WARREN UNITED STATES SENATE
MASSACHUSETTS WASHINGTON, DC 20510
P 202-224-4543

2400 JFK FEDERAL BUILDING

BANKING, HOUSING, AND URBAN AFFAIRS unlttd 5tatts 5["Jtt 15 NEW SUDBURY STREE?

HEALTH, EDUCATION, LABOR, AND PENSIONS -

P: 617-565-3170

ARMED SERVICES 1660 MAIN STREET
SWITE 406
SPECIAL COMMITTEE ON AGING PRt -, S
P; 413-788-2690

wWww.warran.sanate. gov

June 25,2019

The Honorable John W. Henderson

Assistant Secretary of the Air Force for Installations, Environment, and Energy
U.S. Department of the Air Force

1670 Air Force Pentagon

Washington, D.C. 20330

Dear Assistant Secretary Henderson:

I am writing to express deep concern and request additional information regarding recent
reports that Balfour Beatty Communities, LLC (Balfour) — a private military housing provider —
has been submitting falsified maintenance records to the Department of the Air Force (Air Force)
in order to receive millions of dollars in unearned performance incentive fees. Balfour allegedly
“systematically falsified” maintenance logs in order to “boost income™ while leaving families in
unsafe and hazardous homes.! Making this matter even more troubling, it appears that while
Balfour was failing to provide the “quality homes,” it assured Congress and the public it was
offering to servicemembers,? the Air Force was allowing this to happen, and failing to use its
oversight authority to protect residents and taxpayers.

After media reports late last year revealed that private military housing companies were
failing to provide quality housing to our military personnel and their families, | wrote to the Air
Force on February 6, 2019 requesting information about military housing agreements between
the Air Force and Balfour and other private housing companies like Balfour.? You reassured me
in a letter response and in a Senate Armed Services Committee hearing that “the Air Force
performs direct compliance oversight on privatized housing project owners,” and “what
ultimately determines whether a military family has a positive or negative experience in military
housing has everything to do with the on-site leadership managing the housing at each
location.” The new allegations about the shameful conduct of local housing offices, and the Air
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Force’s failure to police that conduct, previde a troubling explanailon for why thousands of
military families are forced to live in unsafe or unsanitary mzhtary housing.

Balfour — one of several major private military dev_éiopcr_s who “operate 99 percent of
domestic military family housing”® — currently yuns seven ‘Air Force Military Housing
Privatization Initiative (MHPI) projects — including the AMC West project, which consists of
Fairchild Air force Base in Washington, Tinker Air Force Base in Qklahoma, and Travis Air
Force Base in California.” All three of theése installations are now subject to-“ongoing
investigations™ by the Federal Bureau of Investigations and the Air Force Office of Special
Investigations for their “record keeping practices.”™

Balfour allegedly employed misleading practices to deceive the Air Force into awarding
the company performance incentive fees — which depend on how quickly the company responds
to emergency, urgent and routine work orders and on how the conpany scores on maintenance
surveys completed by residents. Balfour, like other military housing developers that signed
agreements with the military services uses a complicated weh of subsidi‘aries and affiliates to
serve as property managers and developers that receive these incentive fees.” Over the last ten
years, Balfour and its affiliate created to manage the AMC West Project, have been recewmg a
2.5% monthly base management fee calculated from the Effective Gross Revenue of the project,
and up to. 2% of the Effective Gross Revenue of the project as ingentive management fees.'?
Since 2009 — Balfour and its affiliates have received almost $10 milfion in total performance
incentive fees for asset and property management of the AMC West project.!! But if the new
allegations are true, it appears that Balfour received these rewards ~ funded mostly with the rent
Air Force servicemembers and their families pay to live in.the houses Balfour was failing to
maintain — based on years of falsified records,

According to the reports, at least on¢ Balfour installation “kept two sets of maintenance.
books,™ in order to mistead the Air Force about how-qui ck'iy it was responding to mainténance
requests and regularly “backdated repair requests, filed paperwork claiming. false exemptions
from response-timie requirements, or closed out unfi nished maintenance requests.”'* The
company also reportedly “issued broad instiuctions to employees to alter the books™ creating and
sanctioning a culture of fraud in its local housing offices. Balfour claims, a “single employee
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acted inappropriately” and that it fired that individual in mid-2016. Yet, it appears the company
continued (o modify its response-time reports to the Air Force after the firing. Ini ‘one instasice —
after the firing — it informed the Air Force that “it completéd between 96% and 98% of
maintenance-calls on time” when in fact “the company completed 12% of'its mainfenance calls
late™ ~ a failure rate that was three to six times higher than E-Bal'ﬁ)ur initially reported.'?

These falsified documents allegedly went uncorrcctcd and unchallenged for years.
because the Air Force Civil Engineering Center (AFCEC) = the unit tasked with overseeing and
evaluating the Air Force’s privatized housing — blocked attempts to hold Balfour accountable
and “sided™ with the company. In the last few years alone, AFCEC officials allegedly ignored at
least 18 specific warnings from local installation level Air Force housing employees, instead
“‘giving the company high service marks and advising [the local officials] to drop their
complaints.” Wheti asked about the misleading recordkeeping practices. found on Air Force
installations, you said that you “trust [your] private sector pariners to-act in good faith™ and that
“we must hold those responsible accountable” when they fail to do so." Yet, even after the Air
Force became aware of this.issue, it “never clawed back incentive fees paid to Balfour Beatty ...
nor has AFCEC audited the maintenance records of any other base managed by” Balfour."
Moreover, in your response to my February 26 letter, you said “[t}he Air Force has not
completely withheld a performance fee from any privatized military housing provider,” including.
Balfour.'® This indicates a profound failure by the Air Force to use its oversight authority and its
contractual authority to withhold incentive payments- a_nd 1_1 requires an éxplanation.

It was deeply disturbing to learn that, members of ¢ our military and their faniilies have
been living in unsafe and unsanitary homes that fail to meet basic quality standards. 17Tt is
especially frustrating to discover now that Air Force servicemenibers and their families have
been living in these unsafe conditions while a private military housing company has been
systematically falsifying its maintenanee records in order to receive miilions of dollars in
incentive fees while the Air Force was looking the other way.'®

In order to help me better understand the why the Air Force was unable to prevent the
misleading practices alleged in the June 18, 2019 Reurers report, 1 ask that you provide answers.
to the following questiens no later than July 9, 2019.

1. Has the Air Force confirmed the use of faise or mlsieadmg maintenance or other logs
by Balfour Beatty or any of its affiliated cntltles in the MHPI program?

2. Was the Office of the Assistant Secretary of thg.Alr Force for Instaliations,
Environment and Energy (SAF/IE) aware of the misleading maintenance log
recordkeeping and reporting practices at Tinker Air Force Base or any other
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3.

installations or projects managed and opetated by Balfour Beaity Communities, LLC
and/or its affiliates before receiving any communication from news organizations? If
50, when did SAF/IE first become aware of these practices?

a. Did AFCEC inform SAF/IE orany other relevant senior Air Force units or
departments if, and when they became aware that Balfout was systematically
falsifying records at some installations?

b. Did SAY/IE conduct investigations into'these allegations? If so, please
provide complete copies of your ﬁndmgs If not, what actions did SAF/IE take
[in response to these allegations?

Did SAF/IE have any communication with focal Air Force housing officials,
employees of Balfour, or any other Air Force Uhif_s about the- misleading practices
putlined in the June 18, 2019 Reuters article, before the publication of the report? If
80, please provide any emails, notes, or-other written communications between your
company and Air Force officials or Balfour staff regarding these practices.

Were you or anyorie else at SAF/IE aware of the internal memos circulated to Balfour
employees “Instructing them on how to-engage’in” falsifyin g maintenance logs —
through backdating repair requests, “claiming false exemptions from response-time
requireinents,” closing out unfinished mainteniance requests, ot any other misleading
recordkeeping and reporting practices? If so, when did you and others at SAF/IE first
become awate?
a. Did SAF/IE conduct investigations 1n10 these allegations? If so, please:
provide complete copies of your fmdmgs If not, what actions did SAF/IE take
in response to these allegations? :

Ate you aware if Balfour makes availdble uniform standard operating procedure
manuals ~ outlining processes for maintenance work, inspections, recordkeeping and
reporting — to property management staff? If so, please provide compléte copies of

these manuals in your possession. If not, are you aware what processes and guidelines

Balfour has in place to guarantee t‘hat'_residents_f-:are. living in “quality homes™?

In your response to my February 26 letter, you promised to provide “an electronic

copy of the work logs for the last 12 months™ from your project owner partners. Has
Balfour made these documents available to your office? If so, please prov1de copies
to my office. If not, when do you expect Balfour to provide you with copies of these

‘documents?

In your response {o my February 26.letter, you:said that the AFCEC “provides a 2-

hour one-on-one feadership orientation discussion tailored to each new installation
commander and their leadership team™ on a range of issues. Do you believe this is
stili the most effective form of training new 1nstallat10n commanders?:

In your response to my February 26 letter, you: sald ‘the Air Force can engage
project owners at corporate levels to withhold performance incentive fees, engage
enforcement agencies, issue cure notices; and take other formal dispute actions.”



Which if any of these actions has the Air Force taken in the past three years to
address the allegations made in the June 18, 2019 Reuters article? How much in
incentive or other fees awarded due to false or misleading records has the Air Force
clawed back from Balfour Beatty?

9. In your response to my February 26 letter, you said, “the Air Force has not had any
formal findings of malfeasance and has therefore not taken any actions to alter or
amend any agreement based on such a finding.” Has the Air Force made any informal
findings of malfeasance? Do you believe, the allegations made in the June 18, 2019

Reuters article, merit an alteration or amendments to any agreements you have with
Balfour?

Thank you for your attention to this matter.

Sincerely,

ElizaBeth Warren
Unitcl States Senator



