





Section 2: Key Business Rules

Fee Fee Calculation

center. HUD monitoring would be lim-

Property Management Fee
X 97% occupancy

$40 x 1,000 units x 12 months

Bookkeeping Fee $7.50 x 1,000 units x 12

months x 97% occupancy

Extermination Service $3 x 1,000 x 12 months

Public Housing Asset
Management Fee

$10 x 1,000 units x 12 months

Totals

Amount . « -
ited to “front-line” expenses. Funds
$465,600 received by the central office cost center
to operate public housing, provided they
were generated through reasonable fees,
$87.300)  \ould not be subject to HUD review.
$36,000 If a management fee system were imple-
mented only for the Operating Fund
program, however, a PHA would still be
$120,000 required to maintain these complex over-
head allocation systems in order to
$708,900 determine how much overhead to allo-

This fee income, received by the central office cost center,
would be available to pay for all costs related to general over-
sight of the projects, for preparing project-level financial
reports, and, in this particular case, for routine extermination
service. In addition to this fee income to operate the public
housing program, the PHA might also earn fees from other
programs or business activities.

For PHAs, there are a number of attendant benefits in imple-
menting this management fee/fee-for-service approach:

e It greatly simplifies administrative requirements
related to the accounting of overhead costs. These
management fees would be used in lieu of complex sys-
tems for allocating overhead expenses. A PHA would no
longer need to establish a method for determining how
to allocate, say, an accountant to the public housing pro-
gram. Rather, the PHA would simply charge each project

a management fee.

e It provides PHAs with greater flexibility. A PHA
would be free to determine how to use its fee income. As
long as the fees that a PHA charged were reasonable,
these funds would no longer be considered Federal “pro-
gram income” and would be exempt from 24 CFR part
85, Administrative Requirements for Grants and
Cooperative Agreements, Local and Federally Recognized
Indian Tribal Governments. How a PHA chooses to
organize its central office to perform its management fee
responsibilities would be left entirely to the PHA, subject
only to any state/local requirements.

* PHAs would be able to utilize retained fees to sup-
port the mission of the PHA. Because the fees would
not be treated as “program income,” a PHA could also
use any surplus revenues for any local affordable housing
purpose.

There are also benefits to HUD in adopting this management
fee approach. If adopted across all Public and Indian Housing
(PIH) programs, HUD’s monitoring activities would be great-
ly reduced. HUD would no longer need to evaluate whether a
PHA’s allocation system was “reasonable.” Rather, HUD
would only need to determine that the PHA charged a rea-
sonable fee. HUD would also not need to monitor the spend-
ing of fee income, i.c., the activities of the central office cost

cate to its other programs. In this case,
the benefits of adopting a management
fee approach — administrative, financial, and procedural —
would all be greatly reduced. Accordingly, the Department is
considering a system of management fees for all PTH pro-
grams. At a minimum, the Department may issue “safe har-
bor” fees to make it possible for PHAs, if they desire, to adopt
fee-for-service across all programs. For example, under the
Capital Fund, PHAs can today spend up to 10 percent of the
program grant on “Administration,” but these costs must be
documented. Under fee-for-service, a PHA would charge/earn
a management fee for the Capital Fund program, but would
not need to document or demonstrate actual costs for the
reimbursement of this management fee.

For each of these other PIH programs — Capital Fund, HCV,
ROSS, etc. — the amount of the fee, as well as the assignment
of costs (front-line vs. management fee), are policy issues that
are still under consideration.

FuNGIBILITY

As indicated previously, the
Department will, in CY 2008,
calculate and assign operating
subsidies on a project-by-project
basis. Still, PHAs will be permit-
ted to use funds from one pro-
ject to meet the needs of another
project — referred to in the new
rule as “fungibility” — provided
the awarding property has excess
cash. Thus, while the new rule
moves to a system of project-
based funding, it allows PHAs
flexibility to move funds
between projects, where
resources are available.

PHAs can use funds
from one project to
meet the needs of
another project, referred
to in the new rule as
“fungibility,” as long as
the awarding property
has sufficient surplus

cash.

The Department will use the same standard for determining
excess cash for the purposes of “fungibility” as it will for the
payment of an asset management fee, i.e., something similar
to the computation of “surplus cash” in HUD’s multifamily
housing programs. In other words, provided a project has ade-
quate reserves, a PHA would have complete discretion to
move funds from that project to any other project. For exam-
ple, if a particular project were assigned a formula-determined
PEL of $250 PUM, but the PHA determined that the project
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needed another $30 PUM in revenue to assure effective oper-
ations, the PHA could transfer funds from any other project
with sufficient surplus cash. Further, by using a balance sheet
approach, a PHA can transfer at any time during the year (as
opposed to waiting until year-end), up to the amount of last
year’s available surplus cash.

These transfers will be recorded on the financial statements of
each affected project (transfer “in” and transfer “out”).

The amount of surplus cash required before a project could
make a transfer has not been determined.
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This section reviews the new financial reporting requirements
associated with the conversion to asset management.

CHANGES TO THE CHART OF ACCOUNTS

Presently, PHAs are
required to use a stan-
dard chart of accounts
for presenting year-
end financial state-
ments to HUD.' In
converting to asset
management, the
Department expects to
make minor modifica-
tions to, and not
replace, this standard-
ized chart of accounts. There will be two types of changes:

In converting to asset
management, HUD

expects to make minor

modifications to, and not
replace, the standardized
chart of accounts.

e First, there are certain changes to this chart of accounts
that will be required to implement the new rule. For
example, currently there is no line item for management
fees. Additionally, the Department will include line items
to capture “excess cash flow” and to account for the dif-
ferent types of fund transfers permitted under the new
rule.

e Second, there are changes that the Department would
like to implement that will facilitate comparisons
between projects. For example, the current chart of
accounts does not break out property insurance from lia-
bility insurance (they are combined on one line item).
Similarly, there is no line item for the trash collection
contract (a major PHA expenditure) or other major
maintenance contracts (lawn, extermination, HVAC,
etc.). The Department also anticipates adding a line item
to capture vacancy loss.

In all, the changes in the chart of accounts will be modest.
The Department will simply add to the current chart, not
develop an entirely new one.

Section 3: Financial Reporting Requirements

Financial Reporting Requirements

PRrROJECT-BASED BUDGETING

As indicated earlier, PHAs will be required to prepare budgets
for each project prior to the start of the fiscal year. PHAs will
also be required to have these budgets approved by their
boards. However, HUD review is not required. Moreover,
HUD will not require a uniform budget format. PHAs will
be free to determine a budget format that best meets local
needs.

While HUD will not require a standardized budget format,
the Department may, to facilitate program monitoring,
require the inclusion of certain line items in all PHA budgets.
The placement of those line items, though, will be deter-
mined by each PHA.

ASSIGNING BALANCE SHEET ITEMS

At the end of the first year of
project-based accounting,
PHAs will be required to assign
all items on the public housing
balance sheet between the cen-
tral office cost center and the
projects.

PHAs will want to

property sufficient to
meet any PHAS (or

subsequent) performance

Currently, when a PHA’s oper-
ating revenues exceed operating
expenses, the excess becomes
part of the PHA’s public hous-
ing operating reserve. This
operating reserve is program-
wide and there are no project-based reserves/balance sheets. In
converting to asset management, PHAs will need to deter-
mine how much of the PHA-wide reserves for the public
housing program (and other balance sheet items) should be
assigned to each property and how much to retain in the cen-
tral office cost center.

monitoring standards.

10 See Low-Rent Accounting Guide, HUD 7510.1, and the Financial Data Schedule Line Definitions and Crosswalk Guide.
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PHAs will be allowed to assign an initial amount of “working
capital” to the central office cost center, something on the
order of 6 months of fee income. A PHA could then use this
working capital to support any activity of the central office
cost center. In addition, HUD will allow the PHA to transfer
to the central office cost center all furniture, fixture, equip-
ment, and vehicles needed to support the central office cost
center and that are not otherwise an asset of a project.

Assume that a PHA with 2,000 units has $5.0 million in pub-
lic housing operating reserves (about the national average, per
unit). The PHA might be permitted to set-aside $600,000 in
working capital for the central office cost center, or roughly
equivalent to 6 months of public housing fee income. The

The Department anticipates making three major changes to
this modular FDS format.

First, within the Operating Fund Program, supplemental
schedules will be added for each project. A PHA will submit

an operating statement and balance sheet for each project in
the same format as it does for all other programs. Each “proj-
ect,” as identified by the PHA, will have a separate supplemen-
tal schedule.” These project-level financial statements will be
inclusive of all overhead/centralized charges. An illustration of
these new project-level supplemental schedules is shown below.

New Program Level FDS

remainder of the agency's reserves, or $4.4 million, would be
assigned to the various projects. The PHA could distribute this
remaining amount equally across all projects or it could assign

amounts based on relative capital needs, operating expenses, or

other reasonable means of distribution.

G Low Rent
EDSUnS Description Public
Item s
Housing
703 Net tenant rental revenue
704 Non Dwelling Revenue
705 Total tenant revenue

Under the rules governing “fungibility,” PHAs can use funds
from one project to support another project, provided the
awarding project has sufficient excess cash. Therefore, the
assignment of reserves to any project is not irrevocable. In any
year, Project A can transfer funds to Project B, provided that
Project A is not left with less than any minimum standard that
the Department may establish for project-level reserves. PHAs
would not, however, be able to use project reserves to fund
activities of the central office cost center (beyond the initial
assignment of working capital), including the loaning of these

funds.

In the case of real property (land and buildings) that are not
assets of a project, the Department is also considering the
transfer of these assets to the central office cost center. To the
extent that some of these assets may become redundant under
effective project-based management — say, a central warchouse
— the PHA could potentially dispose of that asset and use the
proceeds for any local affordable housing purpose, including
any needs of the central office cost center.

ELECTRONIC REPORTING AND THE
FINANCIAL DATA SCHEDULE (FDS)

The FDS is the electronic spreadsheet that PHAs submit to
HUD each year to record information on revenues, expenses,
and balance sheet activity for each major program, fund, or
business activity of the PHA.” The table below illustrates the
modular (column) structure of the FDS for a hypothetical
PHA that receives funds under the Operating Fund, the
Capital Fund, and the HCV program, but that also has non-
Federal revenue (other “Business Activity”).

New Property Level FDS
F[:tsel;'l‘ne Description Property A | Property B| Property C | Total
703 Net tenant rental revenue
704 Non Dwelling Revenue
705 Total tenant revenue

Second, a new column will be added for the central office cost
center. Under Generally Accepted Accounting Principles
(GAAP), a PHA will need to recognize the financial activity of
the central office cost center on its financial statements. A
PHA could decide to keep this activity separate (a separate col-
umn on the financial statements) or to combine it with other
business activity of the PHA. For example, if a PHA provided
cleaning services for other property owners, it could combine
the business activity related to public housing with the outside
cleaning service, or it could report these activities separately.

New Property Level FDS

q Low Rent a Housing Choice .
FDItSeI:‘ne Description Public cFal':r"t;I Voucher I:ucstl.n.etss Total
Housing Program ity
703 Net tenant rental revenue
704 Non Dwelling Revenue
705 Total tenant revenue

' An unaudited FDS is due 60 days after the end of the PHA's fiscal year and the audited within 9 months.

18 See PIH Notice 2006-10, “Identification of Projects for Asset Management.”
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Section 3: Financial Reporting Requirements

New Property Level FDS

: Low Rent . Housing Choice q Central Office
Fleel;"‘"e Description Public C:::;' Voucher BAustl‘n‘etss Cost Center Eli CQCS. Total
Housing Program ctivity (€cOcC) imination
703 Net tenant rental revenue
704 Non Dwelling Revenue
705 Total tenant revenue

By adding this new column for the central office cost center
(or business activity column), it is also necessary to create a
new “elimination” column to avoid the double-counting on
the FDS total. The elimination column eliminates the inter-
nal fees charged to various programs/projects and the revenue
recognized in the central office cost center from those earned
fees. It is important to note that the reporting on the central
office cost center is something required by GAAP and is not
driven by a desire by HUD to control how PHAs spend their
fee income. The table above illustrates these new columns for
the central office cost center and the elimination column.

Third, activity under the Capital Fund will now be tracked at
a project level. If a PHA replaces a roof at Project A, that
“work in progress” will be shown on the balance sheet of
Project A. In order to track costs accordingly, PHAs will
either show a “transfer” from the Capital Fund to Project A,
and then detail the work in a “memo account” in the FDS, or
the Department may eliminate the Capital Fund column on
the FDS entirely and simply have all activity from the Capital
Fund recorded at the project level in memo accounts, without
a requirement to show a transfer.

PHAs made major modifications to their systems in 1999
when first converting to this electronic FDS structure.
Fortunately, the Department can now build upon the founda-
tion that has already been established to obtain project-level
financial statements.

OTHER NEW FINANCIAL REPORTING
REQUIREMENTS

HUD will not require PHAs to (1) maintain separate bank
accounts for each property or (2) obtain audits on individual
properties, as required in privately assisted housing. However,
HUD is considering whether to require separate bank
accounts for the central office cost center. Because this fee
income will not be considered “program funds,” the
Department believes that it may be desirable to segregate
these “local” funds from “program” funds.

With any change in organizational structure or management
procedures, PHAs need to think about the effect of these
changes on their current internal control structure. PHAs
should work with their auditors and accountants in reviewing
and updating their internal control structure and procedures
and as part of this effort.
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As indicated earlier, project-based management, or PBM, is
one of the essential building blocks of asset management.
Under section 990.275 of the new rule, PBM management is
defined as:

“...the provision of property-management services that is
tailored to the unique needs of each property, given the
resources available to that property. Under PBM, these
property management services are arranged, coordinated,
or overseen by management personnel who have been
assigned responsibility for the day-to-day operation of
that property and who are charged with direct oversight
of operations of that property.”

While PBM does not require that all property management
services be performed on-site, a decentralized model will often
best serve the interests of the project. As a consequence, PBM
frequently introduces an organizational form different from
what many PHAs are accustomed to. This section takes a
closer look at typical elements of the PBM organizational
form and their implications for PHAs.

COMMON CHARACTERISTICS

Attachment C lists various tasks or functions that are under-
taken in the management of rental housing, from the pur-
chasing of goods and services to the maintenance of waiting
lists. Each topic area includes a description of how privately
managed housing typically provides this service, i.e., the PBM
model, along with notes/comments specifically relevant to
how PHAs might provide these same services.

PHASs should organize in the
best interests of the
properties, considering both

costs and responsiveness.

Section 4: Arranging Property Management Services Under PBM

Arranging Property Management Services Under PBM

In private, multifamily housing, it is common that:

e Each property has an operating budget, approved by the

owner.

e In accordance with the budget, the property is assigned
dedicated management and maintenance personnel, who,
frequently, work on-site. If a property is too small to
afford full-time staff, the property may have part-time
staff or it may share staff with other properties (prefer-
ably ones in the same general vicinity).

e The site personnel have significant authority and respon-
sibility over the day-to-day operation of the property.

*  Most property management services — rent collections,
inspections, purchasing, occupancy functions, etc. — are
handled or coordinated by the on-site staff.

*  Depending on the size of the staff, their skills, and the
availability of reliable vendors at competitive prices, cer-
tain maintenance services may be contracted out, e.g.,
landscaping, extermination, and turnover painting,
among others. Contractual services are generally pur-
chased and overseen by on-site project staff. Occasionally,
some maintenance services are provided centrally, but
usually only the specialized services.

e The person primarily in charge of the property on a day-
to-day basis, including maintenance, is the housing
manager.

The services and functions handled on-site, as well as the level
of authority assigned to on-site project personnel, will vary
from one management entity to another. One firm might
provide housing managers with purchasing authority up to
$500 without prior approval from a regional manager, where-
as another might establish a $200 threshold. The housing
manager may also be provided with petty cash for simple pur-
chases. Similarly, while most firms collect rent on-site, some
rely on centralized lock-box systems. Still, the organizational
form or shape that property management takes in private
housing is one that is decidedly decentralized or project-

based.
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ORGANIZATIONAL
CHOICES/ ORGANIZATIONAL CHANGE

Housing managers (and other site-based staff) in private
housing are often assigned significantly more authority and
responsibility than their counterparts in public housing.
Ultimately, PHAs must decide which arrangements are in the
best interests of the projects, considering both costs and
responsiveness. Because HUD is measuring results rather than
process, it will not dictate how PHAs should be organized—
except where performance is unsatisfactory. To achieve satis-
factory results, however, PHAs may find it desirable or neces-
sary to decentralize elements of their organization. Reasons
for decentralization might include the following:

*  The cost of any centralized service, whether mainte-
nance or administrative, must be reasonable. As
such, it may be more efficient to provide these services
on-site or through contract.

¢ PHAs that maintain extensive centralized mainte-
nance arrangements will need to develop systems to
track those costs so that they can be charged back
to the projects. Projects can only be charged for actual
maintenance services received, either at “cost” or on a
“fee-for-service” basis. Consequently, it may be simpler
for a PHA to decentralize these maintenance services.

e The organization and coordination of a centralized
system may result in overhead costs that exceed
what otherwise would be considered reasonable.

*  The arrangement of centrally provided property
management services may result in lower perform-
ance levels. For example, preparing vacant units through
a centralized crew may result in higher unit turnaround
times than simply assigning that task to on-site staff.

PHAs should give ample consideration to the above in plan-
ning for the conversion to asset management.
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Planning for Change

The previous sections of this document presented the broader
outlines of public housing’s conversion to asset management.

This section suggests several preliminary steps that PHAs can
undertake to prepare for the transition.

1. Determine the Organizational Form that
PBM Will Take in Your Agency

PHAs should review the discussion on PBM in Section Four,
along with the matrix in Attachment C, Common
Characteristics of Project-Based Management. What level of
purchasing authority will be assigned to each manager? Will
the agency continue with a lock-box system for rent collec-
tions or will it collect rent on site? What central maintenance
services will be delegated to property staff to perform? What
services are best performed in-house and what services should
be contracted out?

PHAs are especially encouraged to talk with management
companies in their local markets. These firms may be able to
assist in determining which tasks are better to delegate to staff
on-site, which functions are best handled centrally, and which
services are better to contract out. Local management compa-
nies can also help with information about staffing ratios, cost
data, compensation levels, and other management practices.

Based on these organizational decisions, PHAs can then begin
to develop a staffing plan under PBM. How many staff will
be assigned to each property? How many staff will support
the central office? What job classifications are needed? How
do these levels compare with existing employment patterns
and what opportunities exist for cross training of staff?

2. Examine Current Overhead Costs

The introduction of the management fee approach requires
PHASs to be aware of what it costs to provide any centralized
service and, to the extent that a property is charged for these
costs, it requires that the costs charged be economical.

PHASs should begin now to examine their overhead cost cen-
ters. They should attempt to calculate what those costs are
today, how those costs compare with fees that might be estab-
lished for their areas, and begin to think in terms of operating

Section 5: Planning for Change

a fee-for-service company.

For each function per- Bv devolvine d
formed centrally, PHAs y devolving more and more

should ask: “Why are we tasks to the properties, PHAs

doing this task and can it be may find that (1) it is easier
performed more effectively

; to isolate true overhead costs
in the field?”

and (2) it is possible to lower

When PHAs begin to plan overhead costs.
for asset management, it
might be difficult to deter-
mine how their current
overhead costs compare with
local management fees. Few PHAs have previously captured
or isolated that specific data. PHAs will need to separate true
overhead costs from other property management services that
are funded or delivered centrally. It is not uncommon, for
example, for PHAs to include in a central office cost center
the premiums paid for property insurance. Property insurance
premiums, however, are front-line costs and a PHA would
want to assign those costs accordingly.

By devolving more and more tasks to the properties, PHAs
may find that (1) it is easier to isolate true overhead costs and
(2) it is possible to lower overhead costs. For example, elimi-
nating a central warehouse operation will not only reduce per-
sonnel expenditures for that function but lessen the burden
on IT systems.

3. Construct Preliminary Project Budgets

Although the new funding formula will not be effective until
CY 2007, the Department recently released 2005 Project
Expense Levels (PELs) for all projects.”” Based on these pre-
liminary PELs, and based on the functions to be performed
on-site, as well as recommended staffing patterns, PHAs
should begin to construct budgets for each property. Which
properties appear likely to be self-sufficient? Which properties
are likely to incur initial operating deficits? Where can savings
(if necessary) be achieved?

As part of the initial exercise in constructing project-based
budgets, PHAs should also begin examining operating reserve
levels. What is an appropriate reserve for each property? What

19 Gee February 2006 Weighted Average Project Expense Level (WAPEL) Report, released by the Financial Management Division of the Real Estate Assessment Center, Office of Public and

Indian Housing Programs.
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is an appropriate reserve for the
central office cost center?

PHAs are advised to involve their Boards in the early stages of
the process. It is also important to communicate with staff,

To construct p reliminary residents, and other local partners.
project budgets, start with
the released 2005 Project

Expense Levels (PELs) for

all projects. Then, based

While the new funding formula
will determine overall project-
level funding, PHAs will need
to determine how much any
individual property should
spend on each line item —
maintenance salaries, mainte-

nance materials, office supplies,
etc. Remember that as the

on the functions to be

performed on-site, and

recommended staffing
patterns, PHAs should
construct budgets for each

property.

PHA transitions into new
In private housing, the develop-

ment of a project’s annual
budget is shaped, primarily, by
historical cost data — both what
it cost to run the property in
recent years and what it costs to
run “comparable” properties. Information on comparable
properties might be found in industry publications or from
within the managing entity’s own property portfolio. PHAs
may have limited internal project-level cost data as they begin
the conversion to asset management. Consequently, PHAs are
encouraged to talk with private property operators in their
local markets to learn more about staffing ratios and patterns
of costs, especially when first constructing property-specific

budgets.

ways of doing business, it
will need to keep the
routine work of the

agency moving forward.

4. Determine New Accounting, IT, and Other
Support

PHASs should begin to consider the types of changes in finan-
cial reporting that will be needed convert to project-based
accounting. Similarly, PHAs should begin to consider what
changes will be required in their related management infor-
mation systems. Significant lead time may be required to
effect these changes in accounting practices and management
information systems.

Depending on the level of organizational change contemplat-
ed, there may also be significant logistical considerations in
converting to asset management. For example, a PHA may
need to create new office space at certain properties and
assure that the space is properly equipped, accessible, and
secured. If the PHA assigns greater purchasing authority to its
on-site personnel, it may also need to modify its software pro-
gram that handles purchase orders. New internal controls will
have to be established. Attachment D lists a number of these
potential logistical issues.

5. Develop an Implementation Schedule/Plan

PHAs should establish, however informal, an implementation
plan for converting to PBM/asset management. How quickly
will it convert? What changes should be implemented first?
Should the PHA begin with a pilot program at one or more
sites? Or should it implement all changes simultaneously for
all properties? Either way, PHAs should build time into their
plans for learning curves and adjustments. Remember that, as
the PHA transitions into new ways of doing business, it will
need to keep the routine work of the agency moving forward.
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Attachment A: 2004 FHA Management Fees for Unlimited Dividend and
Non-Profit Properties, by Multifamily Field Office

2004 FHA Management Fees for Unlimited Dividend
and Non-Profit Properties, by Multifamily Field Office

(PUM AMOUNTS BY PERCENTILE BASED ON TOTAL PROJECT UNITS)

Field Office 10th 25th 50th 75th 90th
Albuquerque $22.18 $28.37 $33.39 $37.26 $47.22
Anchorage $30.13 $41.00 $46.44 $55.10 $61.96
Atlanta $22.48 $27.87 $35.14 $41.36 $45.76
Baltimore $23.73 $30.92 $36.94 $42.80 $50.32
Birmingham $22.98 $29.15 $34.54 $39.75 $43.78
Boston $27.53 $35.95 $44.38 $51.43 $63.33
Buffalo $24.96 $33.43 $39.22 $45.59 $56.03
Caribbean $27.32 $30.64 $34.75 $41.41 $46.87
Charleston $26.53 $34.42 $38.54 $42.64 $45.46
Chicago $25.82 $36.69 $44.74 $49.54 $52.32
Cincinnati $23.18 $28.02 $35.62 $40.75 $43.85
Cleveland $21.09 $30.14 $36.13 $41.54 $46.46
Columbia $22.74 $29.47 $35.90 $43.45 $47.27
Columbus $22.08 $29.08 $36.00 $41.53 $47.88
Denver $20.04 $27.56 $36.59 $45.00 $52.50
Des Moines $17.16 $25.00 $29.57 $33.99 $37.46
Detroit $19.91 $26.53 $33.83 $39.00 $42.58
Fort Worth $14.28 $20.72 $30.35 $37.52 $46.91
Grand Rapids $23.18 $30.21 $35.00 $39.00 $41.43
Greensboro $27.40 $31.80 $35.04 $41.20 $46.28
Hartford $29.05 $37.06 $42.33 $47.68 $55.61
Honolulu $21.90 $28.17 $35.65 $43.12 $51.27
Houston $17.29 $23.26 $30.30 $34.18 $37.58
Indianapolis $16.70 $26.57 $35.16 $42.07 $46.27
Jackson $23.67 $28.90 $34.61 $38.63 $44.45
Jacksonville $18.31 $26.88 $36.54 $45.51 $51.07
Kansas City $17.21 $22.27 $28.57 $33.72 $38.85
Knoxville $17.14 $23.77 $28.85 $33.96 $37.38
Las Vegas $21.26 $27.41 $32.45 $38.12 $43.12
Little Rock $16.55 $22.17 $29.23 $34.18 $39.01
Los Angeles $27.40 $38.04 $46.43 $53.50 $60.36
Louisville $19.07 $27.26 $34.67 $39.04 $45.46
Manchester $29.05 $35.32 $41.14 $49.73 $53.54
Miami $21.79 $30.90 $39.10 $45.81 $51.90
Milwaukee $23.51 $30.67 $36.00 $40.04 $44.13
Minneapolis $26.05 $33.79 $41.16 $45.81 $50.87
Nashville $20.66 $26.48 $32.61 $36.76 $40.48
New Orleans $18.68 $23.55 $33.51 $35.94 $41.22
New York $41.22 $43.77 $44.02 $51.70 $63.23
Newark $26.98 $34.17 $45.08 $55.48 $69.44
Oklahoma City $21.01 $30.45 $35.00 $38.79 $43.43
Omaha $18.86 $25.68 $33.00 $36.24 $38.40
Philadelphia $23.72 $36.67 $42.25 $46.75 $56.70
Phoenix $14.52 $22.36 $29.60 $35.00 $44.95
Pittsburgh $22.77 $34.10 $44.66 $52.28 $58.20
Portland $20.15 $28.72 $34.00 $36.41 $43.64
Providence $30.51 $38.48 $46.78 $58.48 $62.02
Richmond $24.06 $29.12 $38.00 $44.31 $58.65
Sacramento $22.88 $31.78 $40.78 $47.36 $53.12
San Antonio $17.93 $24.41 $30.53 $37.94 $45.20
San Diego $27.71 $32.90 $39.54 $46.56 $52.76
San Francisco $32.00 $42.12 $49.26 $55.00 $63.57
Seattle $23.54 $29.22 $33.62 $35.91 $42.70
Shreveport $22.28 $29.04 $33.06 $34.69 $38.28
St. Louis $21.99 $26.33 $29.99 $34.63 $39.39
Tampa $16.04 $28.37 $35.12 $41.98 $47.01
Tulsa $21.77 $27.65 $33.82 $39.76 $44.72
Washington, DC $27.49 $34.41 $40.44 $48.99 $62.01
National Average $21.77 $29.53 $36.51 $44.05 $52.59
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Attachment B: Classification of Costs as Front-Line or Management Fee

Classification of Costs as Front-Line or Management Fee

The following chart is intended as a preliminary guide for PHAs in assigning costs as either a front-line expense or a manage-
ment fee expense. For simplification purposes, the term “management fee,” in this context, includes the bookkeeping fee.

Activity/Expense Assignment of Cost
General Corporate Oversight Management fee expense.
Human Resources PHAs can charge projects for the cost of advertising, drug-

testing, and other direct costs incurred centrally for front-line
staff. With HUD approval, fees for extraordinary union
negotiations can be charged to projects as front-line

expenses.
Regional Management Management fee expense.
Corporate Legal Only legal expenses directly related to the operation of a

project — e.g., eviction services, tenant grievances, landlord-
tenant disputes, etc. — can be charged to the project as a
front-line expense. Projects cannot be charged legal “retain-
ers.” Any charges to the project for in-house legal staff must
be based on the services received/timesheets.

Project Accounting Management fee expense.

Information Technology All sites with computers can be charged directly for annual
software/hardware purchase, upgrades, repairs, Internet
access and training of site personnel. License agreements and
maintenance service contracts for front-line equipment can
be charged as a front-line cost based on a reasonable prora-
tion. Additionally, PHAs can charge each project the cost of
repairs to front-line equipment by central staff, based on
actual work performed. All other costs, including the full
cost of the help desk, are to be paid from the management
fee. Central servers and software that support the central
office (not projects) should be recovered through manage-
ment fees.

Risk Management Costs of central risk management personnel are paid from
the management fee; however, any premiums or self-insured
retentions that are project-specific should be charged as a
front-line cost.
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Activity/Expense

Assignment of Cost

Centralized Procurement

PHASs can charge projects for the cost of any advertising and other direct costs
incurred centrally for project-specific procurement actions. Other centralized procure-
ment tasks are paid from management fee.

Central Warehouses

With prior HUD approval, the costs of a central warehouse can be charged as a front-
line cost only if the PHA can demonstrate that the costs are less than what the project
would otherwise incur if the goods were obtained by on-site staff.

Central Rent Collection

A PHA that chooses to utilize central rent collections may charge back to each project
on a pro-rata basis the cost of any related bank charges and the cost of the rent collec-
tion clerk(s), provided that (1) the employee’s job description lists rent collection as a
specific position responsibility and (2) the PHA documents the time performing
front-line functions and the time the employee spends on central office functions.
(General tenant accounting costs are recovered through the bookkeeping fee and are
not considered front-line expenses.)

Central Work Orders

After the first year of project-based accounting, a PHA may charge the cost of central-
ized work orders as a front-line expense only if the PHA documents/justifies that the
cost is reasonable and necessary.

Centralized Inspections Services

A PHA may charge centralized inspections (for unit/preventive maintenance inspec-
tions only, not quality control inspections) as a front-line expense based on the servic-
es received by each project. The amounts shall not be more than what a PHA would
pay a private vendor for the same service.

Resident Services

To the extent practical, all resident services should be site-based, with costs tracked to
the project. Where PHAs cannot reasonably track costs to a project, PHAs will be
permitted to pro-rate centralized resident services costs across properties. However, in
all instances the costs must be reasonable and necessary.

Security/Protective Services

See also comment under Resident Services.

In addition, HUD may require PHAs with extensive centralized security/protective
services operations that cannot readily be tracked to a project to submit a plan to
provide for more direct deployment of these expenses in the future.

Centralized Waiting List, Screening,
Leasing, and Occupancy

While few private housing operators maintain centralized leasing functions, PHAs
have only recently been permitted to establish site-based waiting lists. PHAs that
maintain centralized waiting lists and admissions may pro-rate the costs of that func-
tion to each project either based on average turnover, or some other reasonable
method. However, in all instances the costs must be reasonable and necessary.
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Attachment B: Classification of Costs as Front-Line or Management Fee

Activity/Expense

Assignment of Cost

Central Reexaminations

PHAs that maintain centralized recertification systems may pro-rate the costs of that
function to each project on a reasonable basis. However, in all instances the costs
must be reasonable and necessary. The PHA may not charge the project for a
Supervisor.

Centralized Maintenance Services

The PHA can use one of four methods:

*  Where the PHA has bid out work under effective competition and is the most
responsible low-bidder, the PHA may charge the bid price.

e Where the PHA provides a specialized service centrally (e.g., extermination, trash
collection, unit painting), the PHA may charge the market price for that service,
based on actual work performed. For example, if the market price for monthly unit
extermination is $3.00 PUM, the PHA can charge the project this market price.
The PHA must maintain documentation of its determination of market pricing.

e Where the PHA provides a technical service centrally (e.g., plumbing, electrical),
the PHA can charge the market price for that labor, based on actual work per-
formed. For example, if Project A needs a maintenance plumber for 3 hours, the
central office can charge the market price for a plumber for those 3 hours. (The
PHA must absorb the attendant costs of this plumber through the fees collected.)
The PHA must maintain documentation of its determination of market pricing. In
all instances, the work must be necessary and the PHA should not charge for work
that would normally be handled by on-site maintenance staff.

*  Where the PHA has centrally-provided routine maintenance services (general main-
tenance, cleaning, etc.), the PHA may only charge the direct cost of the employee
(salary and fringe) but with no mark-up for overhead or for supervision. Charges
must be for services received. To the extent that it is reasonable for the project to
require a vehicle (or a shared vehicle), the PHA may directly pro-rate the cost of
the vehicle and other sundry costs.

Telephone Costs

HUD prefers that PHAs obtain separate, project-specific telephone bills; however, if a
PHA has a master account that cannot be broken out by project, the PHA will be
permitted to recover these costs through a method that reasonably pro-rates the
phone bills to each project.
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Logistical Considerations in the Transition to PBM

For PHAs that currently operate under more centralized
arrangements, there are a number of practical considerations
in transitioning to PBM, from ensuring appropriately
equipped management offices to revising reporting systems. A
discussion of some of those logistical issues follows.

I. PREPARING MANAGEMENT OFFICES

PHAs that are moving to assign more functions on-site must
ensure that staff have the space and equipment needed to per-
form their jobs. Greatly affecting space plans are decisions
regarding the number of staff to be assigned to each site and
the functions to be performed by the on-site staff.

Space Planning

Even where a property was built with sufficient management
office space (many were not), that space may have since been
given over or leased for other uses — for example, an after-
school program. Hence, PHAs must determine whether to
reclaim that space, to reconfigure existing space if it is not
suitable, or to build new space.

For management office space, PHAs should consider:

¢ The amount of space needed. How many staff will be
located on-site? Will there be space (and furniture) to
handle tenant conferences?

*  The type of office environment. Will the office be
“open” or will there be physical separations between the
lobby and the management office? In this regard, PHAs
should visit a variety of management offices of private
apartment complexes to better understand standards in
this area.

e The amount and type of office furniture and equip-
ment (fax machines, computers, copiers, printer, etc.).
Will work orders, for example, be taken on-site? If so,
then the property will need a work order printer. Can
that work order printer also be used to print other office
documents? How much copying is anticipated and what
size copier would be most economical? Will all manage-
ment staff have computer terminals/desktop computers?

*  Security systems. Should the office be alarmed? Is it
necessary to install bars or security windows?

*  Accessibility. All offices must meet Uniform Federal
Accessibility Standards and the Americans with
Disabilities Act (ADA) standards for accessibility to dis-
abled residents.

For maintenance operations, the space needs will depend on a
number of factors, such as the number of staff, the functions
to be performed in-house, the type of purchasing system, and
the type of inventory system to be maintained.

*  Location of space. For smaller properties, it is often
beneficial for the maintenance shop to be located near
the management office. For some large properties, some
management companies prefer to keep the maintenance
space separate from the leasing office in order to improve
marketing efforts.

*  Amount of space. With site-based purchasing, the
amount of space needed to store materials can be greatly
reduced. There is no need to stock extensive levels of
parts and supplies when one can readily obtain those
goods from suppliers.

*  Type of office equipment. What type of office equip-
ment is needed in the maintenance shop? At smaller
properties, the management staff will handle most of the
maintenance paperwork. Hence, only a telephone in the
maintenance shop may be necessary. At larger properties,
it may be convenient to have a computer terminal or
desktop computer so the maintenance supervisor/lead-
worker can access the work order system, assist with pur-
chasing functions, review financial reports, and otherwise
utilize the computer to assist with planning and organiza-
tion of maintenance.

*  Security. As with the management office, does the main-

tenance shop/office need to be alarmed? Does it need
security bars and other protective measures?
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Communication Equipment

In the course of setting up new PBM programs, PHAs will

want to examine their entire communication systems.

*  Radios, cell phones, beepers, etc. Presumably, more
management and maintenance personnel will be site-
based. Under what conditions is it necessary that staff be
assigned radios? Cell phones? Beepers?

e Intet- and intranet access. In what way will each site
be connected electronically with the central office? Will
each site simply access the central office through dial-up
modems? Or, is it necessary to arrange for T-1 lines or
other high speed means of data transmission? How fre-
quently will data be transferred/accessed from the central
computer/central office and what are the size of those

files?

¢ Telephones/trunk lines. Some PHAs have arranged for
all properties to share the same telephone prefix (the
three numbers after the area code). How essential is it
that all properties share the same prefix? What is the
extra cost of that common prefix?

If there is more than one phone in the management
office, are those phones set up under what is called a
“PBX” system so that the calls can be transferred?

Tool and Equipment Inventories

Beyond the actual need for space in the maintenance shop,
PHAs will want to make sure that each property is equipped
with essential maintenance tools and equipment. PHAs that
previously maintained centralized maintenance programs may
want to:

e List “standardized” equipment that should be available at
all properties, e.g., circular saws, buffers, ladders, etc.

e From this standardized list, identify certain “specialized”
equipment needed at individual properties. For example,
some but not all properties may need a vehicle-mounted
snow plow.

e Take stock of tools/equipment currently on-hand central-
ly. Which of these assets can be assigned to individual
properties? Which could be disposed? For equipment
that should be retained, but would not normally support
an individual property (say, a forklift or bucket truck),
where will this equipment be stored? How will this
equipment be “loaned” to different properties on an as-
needed basis? Who will be responsible for maintenance of
the equipment?

e Typically, maintenance mechanics own and use their own
hand tools. However, in PHAs that have unions, the
PHA may be required to provide certain tools on a one-
time basis as new staff are hired.
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Petty Cash Accounts

With decentralized purchasing, all properties will likely need
petty cash accounts.

*  Typically, petty cash accounts are established at levels of
between $100 and $300.

*  Petty cash accounts are frequently “replenished” when
they are about half-full.

*  Detty cash accounts are mostly for individual purchases of
less than $50.

Alternately, PHAs may want to consider purchasing cards,
which serve much the same purpose as petty cash accounts
although they are not accepted by all vendors.

Vehicles

Particularly for PHAs that were much more centralized, the
move to PBM can greatly reduce the number of vehicles since
maintenance staff no longer need to cover wide geographic
areas.

In setting up each property, a PHA should determine how
many vehicles, if any, are needed. Affecting this decision,
obviously, will be the size of the property, the size of staff, and
the extent to which vendors will make deliveries to the prop-
erty, thereby minimizing the need for pick-ups. For any vehi-
cle that is determined necessary, the PHA must also consider
vehicle storage after-hours. Is the site secure enough to leave
the vehicle in the parking lot? Can the vehicle be parked
inside the maintenance shop overnight? PHAs will also need
to consider the on-going maintenance of the vehicle. Who
will perform that maintenance? The PHA should also make
sure that the costs of maintaining vehicles are charged to the
properties where the vehicles are deployed.

II. REPORTING SYSTEMS

One of the keys to successful PBM is the ability to monitor
and track the operating and fiscal performance of each prop-
erty. Significant authority cannot be delegated to the housing
manager without a proper means of measuring that property’s
performance on a routine basis, particularly against stated
goals.

In private housing, the primary planning document is the
operating budget for the property and the primary evaluation
tool is the monthly financial statement (comparing budgeted
to actual levels). The operating budget incorporates the oper-
ating plan for the property — it includes assumptions regard-
ing rent and occupancy levels, turnover, service levels, etc.
Over time, PHAs also should be able to make the budget
development process a real planning exercise.

Many PHA reporting systems have focused on individual
business units — say, the central leasing office, the central car-
pentry shop, or the central vacancy preparation crew. Under
PBM, the focus will be on the properties. The housing man-
ager will now be responsible for the overall performance of
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the property, from work order turnaround times to rent collec-
tions. These reporting systems must be modified accordingly.

Internal Performance Reporting and
Monitoring

As a general matter, PHAs will want to review the fiscal and
management performance of their properties with their hous-
ing managers no less than monthly. Ideally, the housing man-
ager’s performance should be measured against stated goals
established during the budget development process.

Depending on the size and nature of the organization, a basic
structure for performance reporting might include the follow-

mng:

e Accounting “closes” the books at month-end (some will
actually close by the 25th, others may wait until the last
day).

e Financial reports are prepared/available by around the
5th business day of the month.

*  Housing managers prepare Monthly Property Reports by
the 7th business day of the month.

* A regional manager conducts “business meetings” with
each housing manager by the 10th business day of the
month, and reviews the performance of each property.

e The director of property management meets with the
regional managers by the 12th business day of the month
to review the performance of all properties in each
regional manager’s portfolio. Prior to that meeting, the
regional managers prepare narrative variance reports,
explaining all budget variations.

*  The executive director meets with the director of proper-
ty management by the 14th business day of the month to
review the performance of all properties — and to prepare
for any reports that may be provided, and that need to be
explained, to the Board.

Included in each property’s monthly report would be infor-
mation regarding all major areas of a property’s performance:
rent collections, work orders, occupancy, recertifications, etc.
Although some PHAs may decide to automate the informa-
tion to be included in the reports, manual systems can be
effective too and do not need to be burdensome.

External Performance Reporting and
Monitoring

External reports are those that PHAs provide to their Boards.
Many PHAs provide a consolidated financial report each
month to their Boards that includes a summary of major per-
formance indicators such as rent collections, occupancy, work
orders, etc.

There is no formal HUD requirement for regular Board
reporting in public housing. PHAs are free to determine the
frequency of reports and the information contained in those
reports. (PHAs are only required to receive Board approval for
their Management Assessment Subsystem (MASS) submission
under PHAS, a report that HUD will likely change to con-
form better to asset management.)

For well-run agencies, quarterly financial and management
Board reporting is often sufficient, both consolidated and
property-specific. There is no requirement, however, for
Boards to review checks, or to approve individual contracts.
All contracting responsibilities can be delegated to the execu-
tive director, or designee.

On-going Reporting to HUD

PHAs that centrally transmit HUD Forms 50058 to HUD
should examine the practice and determine if that practice
can be moved to the site. Site-based staff will need to be
familiar not only with their local operating software, but will
need familiarity with the PIC system, so they can ensure that
building and unit information is up-to-date and that HUD
Forms 50058 are transmitted accurately and timely.

ITI. IT/MIS

As PHAs change their business processes under PBM, their
underlying software systems must adapt as well. The key is for
the business processes to drive the type of I'T system, rather
than the IT system driving the business process. As a general
matter, PHAs should consider the form of project-based man-
agement they intend to develop and then map out what type
of IT systems, or program modifications, are necessary to get
there.

The following provide a small sample of possible changes in
IT systems that may be required as a result of conversion to
PBM.

*  Wotk Order Tracking. Most PHAs currently use auto-
mated work order systems that classify the service request
by the type of work (service request codes) and the shop
where it is assigned (say, the carpentry shop). For PHAs
converting to site-based maintenance from centralized
maintenance, many of the service codes can be stream-
lined. The work order will only be assigned to on-site
staff — it no longer needs to be routed to central mainte-
nance. In addition, where in the past the work orders
may have been printed on three- or four-part forms (one
for the unit file at the property, one for the resident, and
one for the central maintenance shop, etc.), now there
will be need for only two copies — one for the resident
and one for the unit file.

*  Occupancy Tracking. Similar to the issue of mainte-
nance service codes, PHAs with automated occupancy
tracking systems will need to reexamine their unit status
codes. In the past, a PHA may have established codes
that designated units as being “referred to Legal” or “cen-
tral maintenance” or “painting shop.” These codes
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allowed the agency to determine the status of each unit
and which organizational shop was responsible for any
delays. Under PBM, a PHA may no longer have these
centralized functions and can simplify the number of
unit status codes.

Purchasing. In most PHAs, the standard purchasing
module is designed in such a way that it assumes a cen-
tral purchasing department will execute most purchases,
starting first with a “Purchase Requisition.” For the vast
majority of purchases under PBM, the housing manager
will issue the Purchase Order directly at the site, without
any approval from the regional manager (or the central
purchasing department). In converting to a site-based
purchasing system, the PHA, among other items, will
need to (1) change the Purchase Order form (to allow
authorization by the housing manager), (2) modify the
software regarding approval codes, and (3) and notify
vendors of the change in procedures, particularly in
where they should now send their invoices.





