Overview

This section summarizes the major program reforms associat-
ed with public housing’s conversion to asset management and
the timeframes for implementation.

Core RErorMS

Ome of the primary purposes of the new rule on the
Operating Fund is to give greater attention to the financial,
physical, and management performance of each public hous-
ing project.® Consistent with these goals, the move to asset
managesment will, over the next several years, include five
major elements.

*  Project-based funding. In conrrast with the current sys-
tem, which funds PHAs at the entity level, the new rule
establishes a system of project-based funding. PHAs will
complete a separate subsidy form for each project. A
major component of a project’s subsidy calculation is its
Project Expense Level (PEL), a model-generated estimate
of the cost to operate the project, exclusive of utilities
and taxes, based on the costs of operating other federally-
assisted housing with similar project characteristics.

*  Project-based budgeting. Along with project-based
funding, PHAs will be required to prepare project-based
budgets. These budgets must be approved by the PHAS
governing board prior to the start of each fiscal year.
Except in the case of non-performing projects, however,

Public Housing Asset Management: A Planning Document - Section 1: Overview

these budgets will not be subject to HUD approval.
Primarily, they will be used for internal PHA planning
purposes.

Project-based accounting. As with other federally-
assisted housing programs, PHAs will be required to sub-
mit to HUD year-end financial statements on each pro-
ject. These financial statements will include revenucs,
expenses, and balance sheet items. Further, in accounting
for project costs, PHAs will only be able to charge pro-
jecrs for services actually received. For example, PHAs
will not be permitted simply to spread the cost of central
maintenance across properties. Moreover, any overhead
fees, and any fees for centrally-provided property man-
agement services, must be “reasonable,” L.e., these costs
must not exceed what other efficient operators would
incur for those same services in the local marker.

Project-based management (PBM). Under the new
rule, PHAs must arrange property management services
“in the best interests of each project.” For example, a
project must receive the same level of service from a cen-
tral landscaping crew as could be obtained through the
market or by handling the work with on-site staff.
Additionally, PHAs must assign to each project manage-
ment personnel, i.e.,, a housing manager, with primary
responsibility for the day-to-day operation of that pro-
ject.

Projeci-based petformance assessment, The
Department will revise the Public Housing Assessment
System (PHAS) ro emphasize project-based performance
menitering and evaluation. Cutrently, PHAS examines
mostly PHA-wide and not project-specific activities. Fach
project will be evaluated not just on its physical conditon
but based on its financial and management performance
as well. A central pare of this new performance measure-
ment structure will be a system of on-site management
reviews of each project {preferably, annuelly or bi-annually).

* At the heart of asse management is the “asset” or “project,” arcund which services are arranged, financial reports are prepared, and performance is measured. Consequenty, one of the
first tasks required of PHAs in converting to asset management has been to identify their profect groupings. Under PIH Notice 2006-10, “Identificaon of Prejects for Asset
Management,” PHAs were requested to examine their current development assignments and recommend new project groupings for asset management. PHAs had unil Apif 23, 2006,
to make these recommended project groupings. Once these recommendations are reviewed and approved (mid-2006), these new project idendifications will become the new measure-

ment focus of the Deparement.
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In the long term, asset management also includes the broader
strategic examination of a PHA' portolio and its position
within the local affordable housing market, considering such
strategies as re-investment, refinancing, disposition, or
replacement. In the near term, however, the Department will
emphasize the basic building blocks of asset-based funding,

accounting, performance monitoring, etc.

In addition, the Department, as indicated in the new rule,
plans to make appropriate changes in its regniatory and moni-
toring programs to support PHA conversion to asset manage-
ment.* Over the next several years, therefore, PHAs can antic-
ipate streamlined procedures in procurement, Arnual Plans,
and other areas.

TIMEFRAMES FOR IMPLEMENTATION

The phase-in of the above reforms will proceed according to

the following schedule:

*  The new funding formula for determining operating
subsidies will be implemented in Calendar Year (CY)
2007. In that first year, to assist with transition, the new
formula will be applied at the agency level, using a
weighted-average PEL. PHAs will complete one subsidy
form for the entire agency. PHAs that are “gainers” under
the new formula will receive 50 percent of their gain in
CY 2007, with the balance in CY 2008. PHAs that are
“decliners” under the new formula will have their lower
subsidy levels phased-in over a 5-year period.®

In CY 2008, the new formula will then be applied at the
project level. A separate subsidy form will be completed

* for each project. A PHA with ten projects, therefore,
would complete ten subsidy forms. PHAs will obtain

*24 CFR part 990.255(b).

# Subsidy eligibility subject to congressional appropriatians.

these project-specific subsidy forms from HUD, with
much of the information pre-populated (based on data
from HUD’s databases). Mostly, PHAs will enter infor-
mation on occupancy, utilities, and add-ons. Also begin-
ning in CY 2008, these subsidy forms will be submirted
electronically through HUDYs new e-grant system, called
Resource Allocation,

*  The new project-based accounting, budgeting, and
management requirements will be effective for PFHAs
whose fiscal years begin July 1, 2007, and thereafter. In
the initial year of compliance, PHAs will be required to
develop project-based budgets, approved by their Boards
prior to the start of the fiscal year. At year-end, PHAs
will be required to submit project-level financial state-
ments. By the second year of project-based accounting
{fiscal years beginning July 1, 2008, and thereafter),
PHAs will also be required to comply with the new rules
regarding cost-reasonableness for centralized services,
including management fees.

*  Finally, the Department plans to implement a new pro-
ject-based petformance assessment system no later
than the second year of project-based accounting, The
development of this new performance assessment system
will be done through formal notice-and-comment
rulemaking.

At the same time that PHAs are making changes in cheir
organizations to convert to asset management, the
Department will also be modifying its data systems and its
field oversight structure. Broadly speaking, projects will be
grouped into “portfolios” and assigned to specific HULY staff
to monitor/oversee. The number of projects assigned to these
HUD “asset managers,” the frequency of site visits, and other
related protocols are all under development.

Implementation Schedule

*Effeerive dates correspond with the PHA's Fiseal Year start date.
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