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1. Introduction and Overview

1.1 PURPOSE OF SUPPLEMENT

This document provides guidance on changes in financial management and reporting for public
housing agencies (PHAs) under the new Operating Fund final rule (the final rule). This document
does not impose new requirements, but rather reflects statutory or regulatory requirements, or
common accounting industry practices. Other provisions of this document constitute
recommendations from HUD on best practices or courses of action that will facilitate PHA
conversion to asset management.

This document was originally issued on September 6, 2006, through PIH Notice 2006-33 (HA).?
The PIH notice provided an opportunity for interested parties to comment.” This supplement has
been revised based on these public comments as well as consideration of other internal and external
comments received by the Department.

While the audience for this document is primarily PHA financial officers, auditors, and fee-
accountants, significant management decisions may be required as a result of the material contained
herein.

This document does not attempt to address or explain the totality of financial reporting
requirements for PHAs. PHAs should use this document in conjunction with current Departmental
guidance, including the PIH Low-Rent Technical Accounting Guidebook (7510.1 G, dated May 7,
1996), the Financial Management Handbook (7475.1 REV. CHG-1, dated March 9, 1989), and any
guidance and reporting requirements as established through applicable law, regulation and notice.
HUD anticipates re-issuing later this year the Financial Management Handbook, and related
documents, to include the changes contained in this document. Related background information,
including all documents referenced in this supplement, as well as information on 2007 operating
subsidy calculations, can be found on the Department’s asset management website at:

http://www.hud.gov/offices/pih/programs/ph/am/

1.2 APPLICABILITY

The material in this document is applicable to all PHAs and Resident Management Corporations
(RMCs)* that operate public housing, regardless of size. However, PHAs with fewer than

250 public housing units, if they do not convert to asset management, are less affected by the
changes described in this document. Chapter 9 addresses the implications for small PHAs. These

! Revisions to the Public Housing Operating Fund Program, Final Rule, published in the Federal Register on September 19, 2005
(79 FR 54983), and Revisions to the Public Housing Operating Fund Program; Correction to Formula Implementation Date,
published in the Federal Register on October 24, 2005 (70 FR 61366).

2 PIH 2006 —33 (HA) — Changes in Financial Management and Reporting Requirements for Public Agencies Under the New
Operating Fund Rule (24 CFR 990); Interim Instructions, may be found at http://www.hudclips.org/cgi/index.cgi”.

3 For a copy of the public comments received, and the Department’s response to those comments, see
http://www.hud.gov/offices/pih/programs/ph/am/.

4 For the remainder of this document, the term PHA includes RMCs.




changes will affect both the financial management and reporting of Operating Fund and Capital
Fund Programs as a result of asset management.

1.3 GENERAL OVERVIEW

Under the current reporting model, PHAs submit annual financial statements to HUD’s Real Estate
Assessment Center (REAC) in electronic format utilizing a HUD-prescribed Financial Data
Schedule (FDS) through a web-based system known as the Financial Assessment Sub-system for
Public Housing (FASS-PH).” The FDS includes the balance sheet along with the revenue and
expense activity of each program or activity of the PHA. This FDS must be prepared in accordance
with Generally Accepted Accounting Principles (GAAP).

The final rule requires all PHAs with 250 or more units to convert to asset management,
necessitating a new financial reporting model. Under § 990.280 of the final rule, PHAs must:

“... develop and maintain a system of budgeting and accounting for each project in a
manner that allows for analysis of the actual revenues and expenses associated with
each property.”

The final rule further states that such information include all data needed to complete a project-
based financial statement in accordance with GAAP, including revenues, expenses, assets,
liabilities, and equity. Moreover, the final rule applies to all programs that support projects under
an Annual Contributions Contract (ACC) applicable to low-income public housing, e.g., the
Operating Fund Program and the Capital Fund Program.® Additionally, the regulation requires
PHAs to replace almost all previous cost allocations with a system of fees for the Operating Fund
and Capital Fund Programs (and encourages fee-for-service for other programs).

To adopt a financial reporting model that more closely resembles multifamily housing, HUD will
make the following changes in financial management and reporting for PHAs:

e PHAs will now prepare the FDS to report financial performance at the asset management
project (AMP) level, including a balance sheet and income and expense activity.’

e New FDS line items will be added to: (1) properly account for fee transactions; (2) make
project level reporting more consistent with multifamily housing practices; (3) measure
actual rental income by capturing gross potential rent® as well as losses due to vacancy; and
(4) allow for the calculation of excess cash on the FDS (this calculation will be used to
assess excess cash that may be used to pay an asset management fee or to support the needs

> OMB Approval Number 2535-0107.

6 For any PHA not using the July 1995 version of the ACC, HUD strongly encourages those PHAs to replace their current ACC with
this version.

7 In the near future, HUD will realign public housing projects in its Public Housing Information Center (PIC) system to mirror the
assignment of buildings with developments that PHAs submitted pursuant to PIH Notice 2006-10, Identification of Project for Asset
Management, issued February 3, 2006. HUD will provide detailed information on the realignment in a separate notice. The
realignment will take place prior to PHAs having to submit financial information based on realigned projects. For the purposes of
this notice, the term “project” refers to projects that have been realigned to mirror AMP groupings

8 PHAS will report gross potential rent by using the project’s average actual rent and not a market rate rent.



of another project). HUD will update the FDS with the new line items needed for this
conversion to asset management.

e Both the Operating Fund’ and Capital Fund Programs accounting and reporting will now
occur at the AMP level. The separate Operating Fund and Capital Fund Programs columns
on the FDS will be eliminated. This change does not in any way merge the Operating Fund
and Capital Fund Programs but merely combines a certain level of financial reporting
activities of these programs for FDS reporting at the AMP level.

e PHAs will be required to replace cost allocation systems with a series of fees for the
Operating Fund and the Capital Fund Programs. In addition, the Department will provide
guidelines for management fees for the Housing Choice Voucher (HCV) Program and other
PIH programs, which are offered to assist PHAs in determining whether fees are reasonable
if a PHA chooses to adopt fees voluntarily in lieu of overhead cost allocations.'® In concert
with these property management fees, HUD will establish rules governing the assignment of
costs as either a “front-line” or “management fee” expense.

e A new column will be added to the FDS to capture the financial activity of the “central
office cost center” (COCC), i.e., the business unit within the PHA that is the recipient of fee
income and that generates other business activity. The COCC will consist of those PHA
activities funded through fees (including those shown in Tables 7.1 and 7.2). Some
examples of costs within the COCC include the Executive Director and staff, risk
management staff, and corporate legal staff. At the same time, an “elimination column” will
be added to the FDS to eliminate revenues and expenses between projects and the COCC
(which will enable the total of all FDS columns to reconcile with the Statement of Net
Assets and the Statement of Changes in Net Assets in the general purpose financial
statements). This elimination column will also facilitate the entity-wide eliminations
required by Governmental Accounting Standards Board (GASB) Statement No. 34.

e Additional FDS details will be required to appropriately report within the AMP amounts
received or expended between the Operating Fund and the Capital Fund Programs.

This document describes and explains these changes. Additionally, a separate chapter (Chapter 8)
on Mixed Finance projects'' has been included in this supplement. While Chapter 8 addresses
Mixed Finance projects under asset management, it also clarifies some of the Mixed Finance
reporting requirements that have been in existence since PHAs were required to convert to GAAP
reporting in 1999.

Although the format for the FDS submission (as described herein), as well as the accounting for
various transactions, will change, PHAs will continue to submit their year-end financial data to the
REAC. Moreover, all reporting will continue to be presented in accordance with GAAP.

With the shift in focus to the AMP, HUD will also modify its Financial Assessment Sub-system for
public housing, i.e. FASS-PH. As indicated in the Federal Register Notice cited above (70 FR
61366), for the first year of conversion to project-based budgeting/accounting, PHAs will receive

% The Public Housing Operating Fund Program as established in the 1937 Act, as amended, is also referenced in the REAC Financial
Assessment Sub-system as the Low Rent program.

1% Overhead costs are costs that are generally not directly identifiable to a program or project. For example, the salary and benefits
paid to the Executive Director is generally considered an overhead cost.

' As defined under 24 CFR part 941, subpart F.



transition scores under the new Financial Assessment Sub-system, as well as all other sub-systems
under the Public Housing Assessment System (PHAS).

For related background information on the changes in the financial reporting model, PHAs should,
in particular, refer to “Preparing for Asset Management Under the New Operating Fund Rule (24
CFR part 990): A Planning Document,” dated June 1, 2006. That planning document contains the
broader themes and policy backdrop for public housing’s conversion to asset management
(available on HUD’s asset management website).

1.4 TIMEFRAMES FOR IMPLEMENTATION

Unless otherwise noted, the new requirements contained in this supplement take effect for PHAs in
accordance with 24 CFR part 990 and as shown in Table 1.1.

Table 1.1: Schedule for Financial Management and Reporting Compliance12

122:};5:31 Project-based ]Zuc(i(g:ltst?:g Project-based Cost Reasonableness

June 07/01/2007 through 06/30/2008 and after 07/01/2008 through 06/30/2009 and after
September  10/01/2007 through 09/30/2008 and after 10/01/2008 through 09/30/2009 and after
December  01/01/2008 through 12/31/2008 and after 01/01/2009 through 12/31/2009 and after
March 04/01/2008 through 03/31/2009 and after 04/01/2009 through 03/31/2010 and after

For example, a PHA with a fiscal year-end of June needs to be in compliance with project-based
budgeting and project-based accounting, as established in this document, for its fiscal year
beginning July 1, 2007." Starting with fiscal year beginning July 1, 2008, this PHA must be
compliant with the cost reasonableness standards as established in this document.

Also, as indicated in Chapter 6, Excess Cash and Fungibility, PHAs will have full fungibility
between projects and the COCC in the first year of project-based budgeting and accounting. In the
second year, each project must have positive excess cash for purposes of fungibility. By the third
and all subsequent years, a project must have excess cash equal to one month of operating expenses
for purposes of fungibility.

HUD will modify its system of electronic filing/submission of year-end PHA financial statements to
match these new reporting requirements consistent with the above schedules.

12 Schedule for Financial Management and Reporting Compliance is contained in 24 CFR part 990, Revisions to the Public Housing
Operating Fund Program; Final Rule as updated in the Federal Register on October 24, 2005 (70 FR “Revisions to the Public
Housing Operating Fund Program; Correction to Formula Implementation Date.”

13 Accelerated implementation schedules apply to PHAs who want to stop their losses, under the new Operating Fund Program
formula, by demonstrating successful conversion to asset management. Schedules and related information for PHAs applying for
stop-loss was issued under PIH Notice 2006-14, Operating Fund Program Final Rule: Transition Funding and Guidance on
Demonstration of Successful Conversion to Asset Management to Discontinue the Reduction of Operating Subsidy, dated March 22,
2006, as well as PIH Notice 2006-35, Operating Fund Program Final Rule: Transition Funding and Guidance on Demonstration of
Successful Conversion to Asset Management to Discontinue the Reduction of Operating Subsidy — Extension of Stop Loss Deadline
to April 15, 2007, issued on September 25, 2006. Additionally, on November 24, 2006, the Department issued two proposed rules
revising the transition funding schedules — see Public Housing Operating Fund Program; Revised Transition Funding Schedule for
Fiscal Year 2008 Through Fiscal Year 2012 (FR-5108-P-01) and Public Housing Operating Fund Program; Revised Transition
Schedule for Federal Fiscal Year 2007 (FR-5105.



2. Changes to Financial Statement and Financial Data
Schedule Reporting

2.1 OVERVIEW

HUD continues to take the position that it is not an accounting standard-setting body and, as such,
has relinquished its role over establishing standards for financial reporting. However, the Uniform
Financial Reporting Standards (UFRS), 24 CFR part 5, subpart H, mandates that PHAs report
financial data in accordance with GAAP for governmental entities as set by the GASB. Under asset
management, this situation does not change. The reporting requirements of OMB Circular A-133,
Audits of States, Local Governments, and Nonprofit Organization, issued by the Office of
Management and Budget, continue to apply.

The FDS was created in order to standardize financial information reported by PHAs to HUD. The
FDS is used to analyze a PHA’s financial performance and to help HUD monitor its portfolio;
therefore, the FDS also collects a certain amount of programmatic data. This information is
reported on a GAAP basis but not necessarily in the format of the general-purpose financial
statements. The FDS is supplementary information to the PHA’s financial statements. In order to
accommodate the changes in financial reporting described herein, HUD will be updating the FDS
to:

e Add columns for the AMPs;

e Combine the accounting and reporting of financial activity of the Operating Fund and the
Capital Fund Programs at the AMP level;

e Add an eliminations column to allow for the elimination of revenue and expenses between
AMPs and the COCC; and

e Add line items in the FDS to accommodate changes in reporting requirements.

These changes are discussed in greater detail in the following pages.

2.2 FINANCIAL STATEMENT REPORTING

PHAs will continue to provide financial statements to HUD in accordance with GAAP. Accounting
standards clearly indicate that the financial statements are the responsibility of management and not
the auditor, as evidenced in both the auditors’ reports and associated literature. In turn, it is the
responsibility of the auditor to ensure that his/her report is in compliance with the standards of
reporting as defined under Generally Accepted Auditing Standards (GAAS) and Generally
Accepted Government Auditing Standards (GAGAS). However, PHAs are encouraged to work
with their auditor in order to ensure that reporting of financial and compliance requirements, as
prescribed, are in accordance with all professional standards.

To assist PHAs in applying GAAP, the REAC has and will continue to develop and distribute
guidance on its web site to assist the industry and professional organizations in the submission
process and to respond to inquiries from the industry regarding financial accounting and reporting
matters.




Opinion Units. HUD has received numerous inquiries as to the applicability of GASB Statement
No. 34 requirement to report on opinion units. The GASB Standard No. 34 reporting model
requires two sets of financial statements - general-purpose financial statements and fund statements.
General-purpose statements present the financial results for the PHA as a whole. Fund-statements
present the information for each major fund and the aggregate of non-major funds. Each major
fund is considered a reporting unit. For each reporting unit deemed a major fund, the Certified
Public Accountant (CPA) must opine as to the reliability of the data presented. Each opinion issued
by the CPA is referred to as an “Opinion Unit.” Separate opinion units are only required when the
PHA or its auditor elect to report multiple funds. If the PHA elects to report as one enterprise fund,
then the PHA will only issue its general-purpose financial statements and no fund financial
statements or the associated opinion unit.

The existence of multiple funds is a determination made by the PHA. In practice, there is a
diversity of opinion on the application of these concepts to PHAs. The rules for determining the
applicability of these requirements are varied, and dependent on the circumstances of the individual
PHA. HUD believes that each PHA should consult with their independent auditor to determine the
appropriate reporting required under GAAP. Therefore, HUD will not issue prescriptive guidance
on this matter. The FDS, as designed, currently accommodates year-end reporting for PHAs under
either method chosen.

2.3 FINANCIAL DATA SCHEDULE REPORTING

The FDS is the primary tool used by HUD to assess the financial performance of PHAs. This
schedule is collected by the REAC. The FDS is not a GAAP-based statement but is instead a HUD-
prescribed template that has been designed to capture GAAP-based data. PHAs will continue to
submit data to the REAC under asset management based on the current schedule. This GAAP-
based data will be reviewed for proper application of both accounting and auditing standards, as
well as compliance with laws and regulations. Additionally, for those PHAs that must submit
audited financial data to HUD, the audited financial statements are compared with the FDS data
reported in order to determine consistency in application.

Under asset management, this process will be expanded. The PHA must now verify that not only
program financial data has been properly recorded and accounted for in accordance with GAAP, but
that the individual AMP(s) and the COCC are also properly presented according to GAAP.

Table 2.1 shows a condensed view of the current statement of net assets in the financial submission
to the REAC for a hypothetical PHA under the current reporting model. In this example, the PHA
administers four programs — Operating Fund, Capital Fund, Section 8 Voucher, and the Department
of Agriculture’s Rural Housing Program. Under the current model, the PHA would submit detailed
balance sheet and income statement data for each of these programs. Since most PHAs report as a
single fund in their annual financial statements, the total of all these programs would agree to the
top-level (single fund) financial statements.



Table 2.1: Historical FDS Financial Reporting Model

Program
Financial Statement Operating Capital Section 8 Rural Total
Voucher .
Fund Fund Housing
Program
Statement of Net Assets

Assets $10,000,000 $500,000 $250,000 $750,000 $11,500,000
Liabilities $5,000,000 $100,000 $200,000 $250,000 $5,550,000
Net Assets $5,000,000 $400,000 $50,000 $500,000 $5,950,000
Liabilities and Net Assets $10,000,000 $500,000 $250,000 $750,000 $11,500,000

Table 2.2 represents the new financial reporting model. Under this new model, the Operating Fund
and Capital Fund Programs are no longer reported as individual programs but are combined in the
column labeled “Asset Management Projects.” HUD’s focus under this model is the AMP, not
public housing programmatic reporting. PHAs will report individual balance sheets and income
statements for each AMP. AMP data will be entered by the PHA consistent with the AMP
groupings previously submitted to and approved by HUD. For reasons explained further in this
document, certain activities of the Operating Fund or Capital Fund Programs may be reported in the
COCC and, therefore, the total of the AMPs’ activities may not equal the equivalent total of the
Operating Fund and Capital Fund Programs if they were still reported programmatically.

Also, two new columns have been added to the FDS — a Central Office Cost Center (COCC)
column and an Elimination column.

e The COCC " column will be used by PHAs to account for the revenue and expenses of the
COCC and other “non-restricted” business activities of the PHA."

e The Elimination column will be used to eliminate the expense paid by the AMPs as fee revenue
to the COCC. Programs not affected by asset management will continue to be reported in
individual columns. The sum of all columns will agree to the general purpose financial
statements as in the previous example.

Initially, PHAs will need to report on each Mixed Finance project/phase as a separate AMP. HUD
will re-evaluate this policy in the future and may decide to allow PHAs to report all mixed finance
projects under one “Mixed Finance AMP column.”

The FDS will also include an “Other AMP” column. This column will account for those activities
that are directly supported by either the Capital Fund or Operating Fund Programs but not
necessarily related to a recognized AMP. While HUD expects the use of this column to be limited,
it does provide flexibility in reporting. Examples for the use of this column include a new project

" PHAs with 250 or more units are required to establish a COCC as they must use a fee-for-service approach. PHAs with fewer than
250 units have the option of establishing a COCC (§ 990.260 and § 990.280). Further information is provided in Chapter 9 - Small
PHAs.

'3 PHAs have the option of combining all business activities into one COCC column or creating separate COCC/business activity
columns. Any business activity whose proceeds are not restricted to that business may be combined in one COCC/business activity
column. Examples of “non-restricted” business activities would include fees earned from the managing of non-profit or private real
estate, or the sale of central maintenance services to outside parties.



that has not been recognized in PIC or homeownership activities that cannot be directly linked to an
AMP.

Table 2.2: Asset Management Financial Reporting Model: FASS-PH System

Program
. Central
Financial Statement Total Asset Section 8 Rural Office Total
Management  Voucher . Eliminations
> Housing Cost
Projects Program
Center
Net Assets
Assets  $10,100,000 $300,000 $750,000 $400,000 -$50,000  $11,500,000
Liabilities $4,850,000 $200,000 $250,000 $300,000 - $50,000  $5,550,000
Equity $5,250,000 $100,000 $500,000 $100,000 $5,950,000
Changes in Net
Assets
Revenue $1,730,000  $1,000,000 $575,000 $270,000 -$250,000  $3,325,000
Expenses $1,360,000 $990,000 $560,000 $240,000 -$250,000  $2,900,000
Net Income $370,000 $10,000 $15,000 $30,000 $425,000

+

Table 2.3: Asset Management Project Reporting Model: FASS-PH System

Asset Management Projects

Financial Oth Total
Statement Project1  Project2  Project3 Aﬁvﬁf
Balance Sheet

Assets  $3,434,000 §3,253,000 $3,131,000 $282,000 $10,100,000
Liabilities $1,649,000 $1,521,500 $1,503,500 $176,000  $4,850,000
Equity $1,785,000 §1,731,500 $1,627,500 $106,000  $5,250,000

Income
Statement

Revenue $588,200 $527,500 $536,300 $78,000  $1,730,000
Expenses $462,400 $429,000 $421,600 $47,000  $1,360,000
Net Income $125,800 $98,500 $114,700 $31,000 $370,000
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2.4 AUDIT IMPACT

Implementation of the final rule may have a significant impact on the nature, timing and
extent of audit procedures. Auditors will have a significant amount of work to perform in
the initial year of implementation to determine the appropriateness of the initial balance
sheet allocations to the AMPs and COCC. In addition, auditors need to ensure that costs
and fees meet the reasonableness guidelines established by HUD. On an ongoing basis,
audit work may also increase due to changes in the reporting and auditing model. PHAs
will likely see a reasonable increase in audit costs due to these changes. Audit costs are
add-on expenses under the formula described in the final rule and, therefore,
reimbursable. The reporting and auditing requirements of OMB Circular A-133 still
apply. HUD will update the OMB Circular A-133 Compliance Supplement to
incorporate changes presented in this document.

2.5 CAPITAL FUND ANNUAL PLAN PROCESS - FUTURE
DEVELOPMENT

The AMP will be the central component of the Annual Plan process in the future.

Implementing the asset management model requires changes to the FDS. As the FDS
data will remain the primary focus of HUD’s reporting requirements, HUD is using this
opportunity to redesign the FDS to accumulate AMP level data, and to gather data that
can be used to generate reports for the Capital Fund Program.

Currently, PHAs use BLIs (Budget Line Items) to budget and account for Capital Fund
Program activity. PHAs use these BLIs to prepare their Capital Fund Program budgets
and to report obligations and expenditures in LOCCS. For example, audit costs are
reported under the Capital Fund on BLI 1411. These BLIs were established prior to the
development of the FDS. HUD anticipates transitioning to a revised BLI structure that
will utilize FDS line numbers. Hence, the BLI for audit might become 91200 (the
corresponding line number for audit costs under the new FDS). This change will create
uniformity of data collection and report processing based on a standardized chart of
accounts. Eventually, these FDS line numbers will be built into the Annual Plan and
Capital Fund Program reporting process. Once integrated into the Annual Plan process,
reports can be generated from financial information collected through the FDS process.
It is expected that these changes will not occur for another year or so. PIH will provide
further guidance and timelines so PHAs will have time to adequately plan. The above
discussion is informational only. Diagram 2.1 shows the projected flow of information
regarding the Capital Fund Program, from the PHA’s development of the Annual Plan to
the reporting of Capital Fund expenditures through the FDS.
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Diagram 2.1: Annual Plan and Capital Fund Reporting Process
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3. Financial Data Schedule Line Items

As aresult of the change to asset management, HUD anticipates the addition of new FDS
line items. These new FDS line items will be added to:

Properly account for fee transactions;

Properly account for project level data;

Make project level reporting more consistent with multifamily housing;
Capture gross potential income as well as rent and vacancy loss; and
Allow for the calculation of excess cash on the FDS.

Additionally, HUD will review and update (if necessary) the FDS line items to be
compliant with recently issued GAAP standards, especially as these standards relate to
legacy costs (which are not currently contained on the FDS).'

Tables 3.1 and 3.2 list the known FDS line item changes. However, it is expected that
additional changes may occur as the FDS templates are finalized. PHAs may obtain a
copy of the proposed FDS template on the asset management website at:

http://www.hud.gov/offices/pih/program/ph/am/

Table 3.1: Preliminary Changes to FDS Balance Sheet Line Items

3 | Liability

Debt — Capital Projects/
Mortgage Revenue Bonds

No. Account Description Comment
Type.
1 Current | Accounts Receivable - HUD
Asset Other Projects
Current
2 Liability Deferred Revenue These line items currently exist but a detail link
Current | Current Portion of Long-term will be added to capture amounts specifically

associated with the Capital Fund and Operating
Fund Programs.

Non- Long-term Debt, Net of Current
4 Current | — Capital Projects/Mortgage
Liability | Revenue Bonds
Non- New line item to account separately for long—term
5 C.urr.e.nt FASB 5 Liabilitics 11ab111t.1es assgcmted with lawsuits and other FASB
Liability 5 contingencies.
Non- Acerued Pension and OPEB Ne\y .hlne item tp accoupt separ.ately for long—term
6 Current Liabilit liabilities associated with pension and other post
Liability Y employment benefit costs.

'8 Legacy costs are primarily comprised of, but not limited to, Pension Benefit Obligations (PBOs), Other Post
Employment Benefits (OPEBs), Compensated Absences, Termination Benefits, and Risk Financing (Liability Claims)
that may not be currently reported in a PHA’s financial statement and may be unfunded. Further discussion is provided
in Chapter 4 on this topic.
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Table 3.2: Preliminary Changes to FDS Income and Expense Line Items

No. Account Description Comment
Type
The sum of the fees reported as revenue. System
1 | Revenue | Total Fee Revenue calculated based on input of PHA (normally
associated with revenue of the COCC).
2 | Revenue | Management Fee Fee revenue for general management of the
properties and programs.
Fee revenue for asset management, available from
3 | Revenue | Asset Management Fee excess cash of the AMP.
4 | Revenue | Bookkeeping Fee Fee revenue recognized for front line bookkeeping
done centrally.
Front-line Service Fee Revenue associated with centralized COCC
5 | Revenue ) . .
services normally considered a front-line-expense.
6 | Revenue | Other Fees All other account” for fee revenue not described
above.
7 | Expense | Management Fee Fee expense for the general management fee.
8 | Expense | Bookkeeping Fee Fee expense associated with the bookkeeping fee.
9 | Expense | Advertising and Marketing
10 | Expense | Office Expenses These expenses were previously reported as Other
11 | Expense | Legal Expenses operating — administrative. These amounts will
12 | Expense | Travel now be reported in separate accounts.
13 | Expense | Other
Asset Management Fee These expenses are for the payment of the asset
14 | Expense .
management fees resulting from excess cash.
15 | Expense | Sewer The cost of sewer utilities, if billed separately or if
P it can be segregated from the water bill.
16 | Expense | Garbage and Trash Removal
17 | Expense | Heating and Cooling Contract
18 | Expense Snow Removal Contract
19 | Expense | Elevator Maintenance Contract | These costs are currently reported in FDS line 943
20 | Expense | Landscape & Grounds Contract | “Ordinary maintenance and operations — contract
21 | Expense | Unit Turnaround costs” but will now be reported separately if
22 | Expense | Electrical Contract completed either via fee-for-service or through
23 | Expense | Plumbing Contract private contract.
24 | Expense | Extermination Contract
25 | Expense | Janitorial Contract
26 | Expense | Misc. Contracts
27 | Expense Pfop'el"ty Insurance These costs are currently recorded in FDS line
28 | Expense Liability Insurance . . . . .
- item 961 “Insurance premiums” but will now be
29 | Expense | Workmens Compensation reported separatel
30 | Expense | All Other Insurance P P 4
31 | Expense Interest on Mortgage (or This is a sub account under Line 967 - Interest
Bonds) Payable . . . .
Expense. These amounts will be listed in a detail
32 | Expense Interest on Notes Payable account
(Short and Long Term) ’
Amortization of Bond Issue
33 | Expense

Costs
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No. Account Description Comment
Type
Inter AMP Excess Cash Line item used to report transfers from one project
34 | Transfer
Transfer In to another.
Inter AMP Excess Cash Line item used to report transfers from one project
35 | Transfer
Transfer Out to another.
36 | Transfer Transfers from Program to Line item used to report transfers from program to
AMP a property.
37 | Transfer Transfers from AMP to Line item used to report transfers from a property
Program to a program.
38 | Memo Number of unit months leased
39 | Memo Gross Potential Rent
40 | Memo Vacancy Loss Rent New memo accounts used to provide information
41 | Memo Gross Potential Subsidy on revenue loss.
42 | Memo Subsidy Loss — Proration
43 | Memo Subsidy Loss — Vacancy
This line item is a memo account, which the
44 | Memo Excess Cash FASS—PH system, as deﬁned earlier, w11'1
automatically calculate in accordance with
Chapter 6 of this document.
System Reported Units per
45 | Memo | oy profile — PIC (times 12)
46 | Memo Special Use Units
47 | Memo Modernization
48 | Memo L{tlgatlon Unit month detail updated to conform to new
49 | Memo Disasters Operating Fund Program final rule categories
50 | Memo Casualty Loss P £ £ £ '
51 | Memo Changing Market Conditions
52 | Memo Police Officer - Special Use
53 | Memo Other
54 | Memo Unit Months Available
55 | Memo Land Purchases
56 | Memo Building Purchases
57 | Memo Furmture & Equipment -
Dwelling Purchases . .
- - New memo accounts to detail out capital
58 | Memo Furniture & Equipment - expenditure transactions for all programs.
Administrative Purchases
59 | Memo Leasehold Improvements
Purchases
60 | Memo Infrastructure Purchases
61 | Memo CFFP Debt Service Payments
62 | Memo ?L?E(lia;cement Housing Factor New memo accounts to detail out Capital Fund
- P i .
63 Memo Admin Costs Charged to rogram expenditure data

Management Improvements

General Maintenance of FDS Line Items. The FASS-PH system was updated during

September of 2006. A summary of changes is listed in the September 5, 2006, Financial
Data Schedule Line Definitions and Crosswalk Guide.!” Of note, a series of 29 accounts
were listed in section 2 and 3 of the guide and labeled as no longer applicable. These

'7 This guide can be found on the FASS-PH web site at www.hud.gov/offices/reac and clicking on Secure System —
Online Systems Web Page under System Upgrade Release Schedule.
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accounts were not needed as a result of changes in GAAP or in program rules. Currently,
these accounts still exist on the FDS but they should not be used. The Department plans
to remove these accounts from the FDS in a future system release.

14
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4. Project-Based Budgeting and Accounting

4.1 PROJECT-BASED OPERATING BUDGETS

Under § 990.255 of the final rule, PHAs are required to “implement project-based
management, project-based budgeting and project-based accounting.” With the
exception of troubled PHAs, budget data will not be sent to HUD for approval.
Budgetary approval will rest with the PHA’s board. Although PHAs have a significant
amount of discretion in how the operating budget is prepared, HUD has set certain
requirements for this process. Table 4.1 outlines those requirements.

Table 4.1: Budget Requirements and Clarifications

No. Description

1 | Operating budgets shall be developed for each AMP. A COCC budget is highly
recommended but not required.

2 | There is no specific budget format, including for those troubled PHAs that must submit
their budget to HUD for approval.'®

3 | While there will be no uniform/required format, all budgets must be easily reconcilable
to FDS line items.

4 | PHAs shall develop and maintain AMP budgets that allow for comparative analysis of
budgeted line items to actual revenues and expenses.

5 | Operating budgets shall include estimates for all revenue and expenses under the
Operating Fund and Capital Fund Programs (CFP) that directly or indirectly support the
operations of the AMP, as well as capital expenses to be paid with operating funds,
including all data needed to complete AMP-based financial statements in accordance
with GAAP. In this context, the operating budget should contain such CFP activities as
operating transfers, management improvements, or other CFP activity allowed by the
program that is not capital in nature (for example, a vacancy reduction program which is
aimed at marketing).

6 | Operating budget revenues shall include operating subsidy, dwelling rents, Capital Fund
used for non-capital activities, and all other revenue used to support the AMP. Subsidy
levels should be based on the project formula components (i.e., the AMP’s PEL, UEL,
add-ons, and formula income), with an estimate of the projected proration percentage.
Budgets should also include any “transfers” under the “fungibility” provisions of the
final rule. (For the first year under project-based budgeting, budgets should include any
“transfers” under the full fungibility provisions of the final rule. Subsequent budgets
should be prepared and based on the transfer and fungibility provisions applicable in
subsequent years.)

7 | Operating budget expenses shall include, but are not limited to, direct administrative
costs, utilities, maintenance, security, general expenses, and non-routine or capital
expenses to be paid with operating funds. These categories also include any COCC
front-line costs charged as fee-for-service. The budgets should also show any
anticipated uses of excess cash expected to be generated by the AMP. Such amounts
will be made available for transfer to other AMPs, paid under the asset management fee,
or for any other eligible purposes.

" HUD is in the process of updating Form HUD — 52564, Operating Budget, and all associated schedules to align it to
the asset management model and GAAP reporting. PHAs may continue to utilize these forms; however, they are not
required. Data collection for these forms is contained in OMB Approval No. 2577-0026.
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8 | AMP operating budgets must be approved by the PHA’s Board before the
commencement of the fiscal year; however, the Board does not need to pass a resolution
for each project budget. Operating budgets for all or multiple AMPs can be approved
with a Board joint vote. The Board resolution must be filed at the local field office
(HUD-Form 52574)."

4.2 OTHER CONSIDERATIONS ON THE BUDGET PROCESS

Under project-based management, the project manager plays a significant role in
preparing and monitoring the respective AMP’s budget. HUD considers this concept an
integral part of the asset management model.

Care should be taken during the budgeting process to ensure that budgeted asset
management fees will be available at the AMP and not limited due to excess cash
restrictions. In other words, PHAs should be sure that sufficient cash flow is anticipated
at any project where an asset management fee will be assessed. Further, although HUD
has not required the PHA to establish separate bank accounts for each AMP, the
budgeting process should consider the cash needs of the PHA. This consideration must
include limitations on cash transfers among AMPs due to excess cash restrictions.

Finally, the PHA should recognize in their budgeting process HUD’s change in its
funding cycle to a calendar year for operating subsidy.

4.3 PROJECT-BASED ACCOUNTING

In adopting the project-based accounting model, the PHA will need to adopt basic
changes to its accounting systems and procedures. Listed below are various accounting
issues that need to be considered.

Chart of Accounts. As noted in Chapter 2, PHASs are required to use a standard chart of
accounts for reporting year-end financial information to HUD. The conversion to
project-based accounting is expected to produce a limited number of changes to that chart
of accounts.

Gross Potential Rent and Vacancy Loss. With the emphasis on the effective
management of the AMPs, HUD will now require PHAS to report revenues similar to
multifamily projects. PHAs will report “gross potential” revenues. A property’s gross
potential rent typically represents the total rent that would be earned if all units within an
AMP were 100 percent occupied, i.e., the maximum rent that would be possible. Gross
potential rent is contrasted with actual rental revenue, with the difference referred to as
vacancy loss. This information is usually presented on the income statement of
commercial and multi-family rental properties. For PHAs, a similar concept would
include the reporting of both:

e (Gross potential rental income and the associated vacancy loss; and

'% This form is also being revised to align it to the asset management model.
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e Gross potential operating subsidy and the associated subsidy loss.

Gross potential rent will be based on all units under the ACC, regardless of status,
multiplied by the average tenant rent for the project. PHAs will have the option of using
a weighted average to determine the average rent for gross rent potential and losses due
to vacancies.

Gross potential subsidy will be based on data already contained and submitted on the
form HUD — 52723, Operating Fund Calculation of Operating Subsidy (OMB approval
number 2577-0029). PHAs will initially recalculate the operating subsidy form by
changing only the eligible unit months (EUM) data. For example, if a PHA has 200
units, which equate to 2,000 EUMS because the status of the other units are not in a
subsidy eligible status, the PHA would recalculate its subsidy using 2,400 EUMS (200
units time 12 months). This recalculation would result in higher operating subsidy
eligibility and equates to gross potential subsidy. In future system releases, HUD will
automate this task. Gross potential subsidy will be calculated by reporting the EUM
portion of the form as if all units were occupied by eligible public housing tenants (on the
form HUD — 52723) for a full 12 months. The net difference in these calculations
represents the subsidy loss. This subsidy loss will then be reported in two distinct line
items. The first line item will report the amount of subsidy loss due to a funding
proration less than 100 percent. The second line item will report the amount of subsidy
loss due to the units not being in an operating subsidy payable status.

Bank Accounts. PHAs are not required to establish separate banks accounts for each
AMP.? However, the accounting records are to be in sufficient detail to determine the
cash balances of each AMP, the COCC, and any other PHA program. Actual AMP,
COCC, and other program cash and investment balances are to be reported on the
associated FDS line items for their respective balances (not using “due to” or “due from”
line items). PHAs may not report all cash and investment balances under one program or
AMP. Records must be in sufficient detail to monitor compliance with the final rule’s
excess cash requirements. While not specifically related to asset management, PHAs are
reminded that funds are not fungible between federal programs regardless of transfer

being of a “temporary” nature. This type of activity is an ineligible use of program funds.

Legacy Costs and Associate Unfunded Liabilities. Legacy costs represent costs or
liabilities incurred prior to the commencement of asset management, for which, in many
cases, there is no current funding plan. These amounts are generally expected to be paid
from program income. HUD’s general position is that any legacy cost should be paid
from program income if incurred prior to the establishment of the asset management/fee-
for-service concept. The accounting treatment for these costs is well documented in
GAAP. HUD’s responsibility with regard to these amounts is to give guidance on the
allocation of these liabilities in the initial FDS asset management balance sheet and to
provide an adequate method for PHASs to recover these costs.

2% All bank accounts that include program funds must use the General Depository Agreement, HUD-Form 51999.
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HUD generally believes that all liabilities should be accounted for and paid by the AMP,
COCC, and program where they were incurred. At the adoption of asset management,
existing liabilities must be allocated to the proper beginning balance sheets of the AMP,
the COCC or other programs. This initial allocation must be based on a method that is
reasonable and will ensure that each AMP, program, and COCC bears its proportional
amount of these liabilities. Allocated liabilities may not exceed the liabilities in existence
in the beginning balance sheet for the first asset management year. The only exception to
this statement would be adjustments to amounts of those liabilities resulting from revised
estimates from the time of the initial booking of the liability. Since the first PHASs to
adopt this model have fiscal years ending on June 30", they must have these liabilities
reported at the respective AMP, COCC, and other programs beginning July 1, 2008.
Such costs may include vacation, pension and retiree medical, lead-based paint or
asbestos cleanup, or other liabilities related to legal actions. Each particular cost is
described below.

Vacation Liabilities. PHAs may allow employees to accumulate unused vacation
to be paid or taken at a later date. Funding of these amounts has usually been
limited to the amount paid during any year. These vacation liabilities were
recorded when PHAs converted to GAAP. Accordingly, these liabilities exist on
the books of many PHAs today.

Vacation liabilities should be allocated to the respective AMP, the COCC, or
other program to which the employee is assigned. While these liabilities are
currently reported on the balance sheet, the allocation between AMP, COCC, and
other programs will occur at the adoption of asset management. Since vacation
liabilities generally relate only to current employees, payment for these liabilities
will be paid by program income from the AMP(s), other program(s), or through
the fees paid to the COCC.

Under asset management, vacation liabilities for employees of the AMPs and
other programs will be paid as a direct cost of the program (i.e., through program
income). For amounts related to unfunded vacation liabilities of employees of the
COCC, HUD recognizes that it may be difficult for the COCC to recover the
“legacy” portion of these costs from the allowed fees. Therefore, HUD will allow
net”! vacation liabilities of the COCC included in the initial balance sheet
allocation to be offset by a receivable from the AMP(s) and other programs.

Since this liability is prior to the new regulation it is not subject to excess cash
flow rules. A request for payment to the AMPs or other programs for
reimbursement of these costs needs only to be supported by the COCC’s actual
costs. Therefore, once the accounts receivable is established at the COCC it can
only be reduced by payments from the AMPs and other programs. This
receivable should be classified as either current or long-term depending on the
PHA'’s classification of these vacation liabilities. The actual transfer of funding

2! Any cash and investments that have already been set aside to pay these future costs will be deducted from the gross
liability when determining the accounts receivable. These accounts receivable and accounts payable will be eliminated
on the FDS.
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from the AMP or other programs must be based on a reasonable allocation, since
these COCC legacy costs are attributable to all of the respective AMPs and other
programs.

The initial allocation must be limited to actual recorded vacation liabilities in
existence at the first asset management balance sheet date. These allocations
must be based on a reasonable method that ensures that each AMP, other
program, and COCC bears it's proportional share. The ability to pay these
liabilities may be a factor in determining a reasonable allocation method.

Vacation liabilities incurred subsequent to the first asset management balance
sheet date must be recorded and paid as a payroll expense and associated liability
by the respective AMP, COCC or other program where the expense was incurred.
Vacation liabilities should follow the employee. Accordingly, the subsequent
transfer of an employee to another AMP, COCC or other program should also
result in the transfer of the previously incurred liability. The offset to this transfer
would be cash or other liquid assets. If such assets are unavailable, a receivable
should be recorded from the AMP or other program where the employee
transferred. The transferring agency must record a payable for the amount if cash
or other liquid assets are unavailable.

While this section speaks solely to vacation liabilities, some PHAs may have
entered into similar employment agreements for other benefits (sick leave). In
these cases, the same methodology as discussed above applies.

Pension and Other Post-Employment Benefits (OPEBs). Pension and OPEB
costs represent liabilities related to both current employees and retirees for
pension, retiree medical and other related expenses. Again, the guidelines for the
recognition of expenses and liabilities are governed by GAAP. PHAs must
account for and contribute to the plan in accordance with guidelines established in
the plan document and reasonable actuarial assumptions. Contributions become
assets of the plan and reduce the liability of the PHA.

The plan’s actuary or the equivalent generally determines the amount of annual
expense by employee or employee groups. Accordingly, after the assignment of
employees to the appropriate organizational unit, the yearly cost for that employee
will be paid either as direct costs for the AMPs, other programs or by fees paid to
the COCC.

Liabilities associated with pensions were recorded on the books of the PHA when
it converted to GAAP. Accordingly, these liabilities exist on the books of PHAs
today and will continue to accrue based on actuarial models.

For OPEB amounts, PHAs have previously funded these liabilities as the expense
was incurred. This method is also known as pay-as-you-go. No effort was made
to account for the PHA’s entire liability. PHAs will now be required to account
for OPEB liabilities beginning in 2008 as required by the implementation

19



20

Changes in Financial Management and Reporting Requirements for Public Housing Agencies Under the New Operating Fund Rule

(24 CFR Part 990)

schedule issued under GASB Statement No. 45, Accounting and Financial
Reporting by Employers for Postemployment Benefits Other Than Pensions. The
PHA'’s actuary must now determine the annual OPEB expense in the financial
statements. The GASB determined that the annual OPEB expense or the annual
required contribution (ARC) would consist of two components:

e The normal cost for the year; and
e A component for amortization of the unfunded actuarial liability over a
period of not to exceed 30 years.

The costs for these liabilities will be charged to the COCC for all employees. A
new line item will be added to the FDS to account for these amounts.
Accordingly, the COCC will need to recover these