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CHAPTER 5: THE MANAGEMENT | MPROVEMENT AND OPERATI NG PLAN (M O
5-1. OVERVI EW
a. VWho Must Conplete the M O?
A Managenent | nprovenent and Operating (MO Plan (see
Appendi x 10) is required for nost Flexible Subsidy
Applicants. Those who are required to conplete a MO
i ncl ude:

(1) Al applicants for Operating Assistance; and

(2) applicants for Capital |nproverment Loan Program

(C LP) who:
0 are in default under the nortgage;
0 are in violation of the fiscal requirenents

or property maintenance requirenments of the
Regul atory Agreenment (for other than wllful
or fraudul ent reasons);

0 have had an unsatisfactory or marginally
sati sfactory managenent review in the past 24
mont hs (unl ess the owner has corrected the
probl ems through a substitution of nmanagenent
agent, managenent personnel, or otherwi se, in
a manner satisfactory to HUD); or

0 are in a situation that HUD Headquarters has
determined requires subm ssion of a MO plan

Applicants for CILP who do not fall under the above
criteria are not required to subnmt a conplete MO
Plan, but are required to use parts of the MO formin
docunenting the work they intend to undertake with the
Cl LP assi stance.

b. Devel oping the MO

(1) Inthe MO Plan, owners list the actions they wll
take to rectify the problens and defici encies
identified in the project. Preparing the MO Pl an
hel ps the owner document this information
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formally, and in an organized way. This allows



the Field Ofice to verify the owner's findings
and anal yze the project's needs effectively.

(2) The contents of the MO Plan are prescribed by the
| egi sl ati on establishing the Flexible Subsidy
Program Omers and Field Ofices should take
care to assure that all required sections of the
Pl an are compl et e.

(3) Developing a MO Plan is not a sinple,
one-directional process. |Its parts are interrelated.
Managenent objectives in Part |I, for exanple,
cannot be devel oped separate fromthe Part |
Budget. Work itenms proposed during the "first
cut" at the Plan nay need to be deleted or revised
i f funding sources originally anticipated do not
fully materiali ze.

(4) Several drafts will probably be necessary before
the MO Plan is acceptable to all parties.
However, time spent on redrafts is tinme well
spent. Such efforts on the "front-end" will
substantially reduce the tine required for
subsequent inplenmentation, admnistration and
noni tori ng steps.

C. Structure of the MO Pl an

(1) Narrative Overview -- A sumrary of the probl ens
faced at the project and the owner's proposed
responses. (Parts of this section are optional
However, conpleting them may all ow the owner to
present a clear description of the project's
condition and to outline the proposed responses
nore persuasively than in the required sections of
the plan.)

(2) Part I, a management plan for daily operation of
the project, which covers day-today operating
procedures and the basic project budget; and

(3) Part Il, an inprovenent program which outlines
the specific action items to be undertaken
speci fi es the nanagenent objectives to be
achi eved, and details the sources and uses of
funds for these one-tine actions.
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(4) An outline of the MO Plan's parts is shown in
Exhi bit 5-1.



5-2.

a.

5-3.

a.

NARRATI VE
Overview (Optional)

The owner may provide a narrative explaining in genera
the physical deficiencies found at the project and the
proposed renmedies. This section is optional, but

provi des an opportunity for the owner to present a
clear picture of the project's condition and needs.
Parts b and ¢ of the narrative section are required.

Ener gy Conservation Pl an

The M O Plan nust include a brief narrative plan
expl ai ni ng how the owner intends to upgrade the project
to neet the Departnent's Cost-Effective Energy
Conservation Standards (24 CFR Part 39). Such a plan
need not call for conpletion of the upgradi ng during
the Fl exi bl e Subsi dy assistance period. Only those

i mprovenents which can be shown to be cost-effective
shoul d be included in the plan, and an energy audit
docunenting their cost-effectiveness nust be subnitted
with the application (see 4350.3 , Chapter 12). Al
energy conservation work itens to be conpleted during
the assistance year nust be included in Part |1,
Section A of the MO Plan and all funds required nust
be included in Part 11, Section C of the Plan.

Managenent initiatives Plan

The MO Plan nmust also include a brief narrative

di scussi ng how the action itenms or nanagenent
initiatives in Part Il, Sections A and B of the MO
Plan will reduce the project's operating costs and

i nprove the project's financial and nanagenent controls
and estimating the cost savings to be obtained.

PART |. THE DAY- TO DAY OPERATI NG PLAN
Section A.  (Operating Procedures
(1) In doing the analysis of managenent defi ci encies,
the owner will determ ne what aspects of project

managenment are currently done adequately and which
need i nprovenent. For those that need
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Exhi bit 5-1



M O PLAN OUTLI NE

Narrative

Overvi ew of Problens Faced at the Project and Proposed

Responses (Optional)

l.
A
1
2.
3.
B
C.
.
A
1.
2.
3.
4.
B.
(NI
A
1.
2.
3.
4.
5.
B.
C

Physi cal Deficiencies and Renedi es
Management Probl enrs and Renedi es
Sour ces of Fundi ng

Cost-Effective Energy | nprovenents
Cost Savi ngs Pl an
MO Part |: Managenment Plan for Daily operation of the Project

Section A.  Operating Procedures

A detail ed mai nt enance schedul e

A narrative description of a schedule for correcting past
deficiencies in maintenance, repairs and repl acenents

A plan to inprove financial and nanagenent control systens
A plan setting forth the specific controls and procedures
that will result in a reduction in operating costs, if
possi bl e, together with an estimate of the potential cost
savi ngs.

Section B: Budget (Form HUD-92547- A)
MO Part I1: |nprovement Program

Section A:  Action itens (Form HUD 9835)

Repairs or Repl acenents

Exterior Repairs or Replacements
Interior Repairs or Replacenents

Energy Efficiency |nprovenments

Handi capped Accessibility Mdifications
. M scel | aneous Repairs or Repl acenents
Repl acenment Reserve Deficits*

Qperating Deficits*

ocoooe

a. Mort gage Del i nquency

b. Tax and | nsurance Escrow Deficit
c. Account s Payabl e

d. Mont hly operating Deficit
Wor ki ng capital Funds*

Q her

Section B: Managenent Objectives (Form HUD- 9835- A)

Section C  Sources and Uses of Funds (Form HUD- 9835- B)

* Projects applying for CILP Assistance are not pernitted to use these
cat egori es.
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(2)

(3)

(4)

(5)

(6)

i nprovenent, the owner will need to devise new
strategi es designed to correct those deficiencies.

The owner mnust then wite a narrative describing
how t hose strategies will be inplenented at the
site. This narrative should be witten in such a
way that it can serve as operating instructions
for on-site staff.

Among ot her things, the narrative section should
specify who will performeach of the project's
mai n functions and provide detailed tinme schedul es
for all routine maintenance and other simlar work
assignnents (e.g., two tines a week, seni-annual
etc.).

Field Ofice staff nmust conduct a review of the
project's managenent and fill out a Managenent
Revi ew of Multifam |y Housing Report, Form HUD- 9834
(see Appendix 9), before the MO Plan can be
submitted to Headquarters. Depending on the

timng of this review, the owner's MO Pl an
narrative may need to be revised, because the MO
Pl an nust address all maj or managenent systens

that the Field Ofice finds deficient during its
review.

In some cases, existing nanagenment plans may be
tailored to address the specific concerns raised
in the nanagenent review. An owner who chooses to
alter an existing managenent plan nust assure that
all of the requirenents for a MO Plan are net.

Unl ess anended by the Field Ofice, the operating
procedures included in Part |I. Section A of the
MO Plan will remain in effect follow ng the
term nation of the Flexible Subsidy contract

peri od.

b. Section B. Income and Expense Budget

(1)

The project's Budget is prepared on Form HUD- 92547- A
(see Appendi x 27) and estimates the income

and expenses necessary to operate the project in
accordance with the procedures and | evel s of
services specified in the narrative operating

pl an.
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0 The budget does include expense estinmates for



itens that are routinely paid from project
i ncone.

0 It does not include expense estimates for
maj or one-time physical or financia
i nprovenents (e.g., reduction of |arge
accounts payabl e or correction of mjor
deferred mai ntenance). Funding for major
one-tine inprovenents is accounted for in
Part 11, Section C of the MO Plan (Sources
and Uses of Funds, Form HUD- 9834- B)

(2) In addition to annual estimates the Budget
Wor ksheet provi des space for allocating expenses
anong the four quarterly periods covered by the
MO Plan. Quarterly estimates enable the owner to
adj ust incone and expenses to reflect seasona
changes in expenses as well as any increases in
i ncone or reduction in expenses effected by the
economi es and inmprovenents inplenmented in Part |
of the MO Plan (e.g., increased activity
repairing and | easing vacant units; using in-house
rather than contract painters, etc.).

5-4. PART ||. | MVPROVEMENT PROGRAM
a. Section A: Action Itens, Form HUD- 9835

(1) Section Alists the one-time actions that will be
taken to correct physical and financia
deficiencies identified on the Physical Inspection
Report, Form HUD- 9822 (see Appendi x 10), and the
Project Analysis Wrksheet, Form HUD-9815 (see
Appendi x 11).

(2) The action itens are grouped according to the
categories (i.e., repairs, replacenent reserve
deficits, operating deficits, and working capita
funds) and subcategories (e.g., exterior repairs,
interior repairs, etc.) listed on Part I, Section
Cof the MOPlan. Al action items should be
structured so as to be highly visible itens for
whi ch expendi tures and work progress can be easily
nmoni t or ed.

(3) Section A provides space for estinmating the total
anount to be spent on each work itemduring the
one-year MO Plan period. It also provides space
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for distributing the work and associ at ed
expendi tures anong the four quarterly periods
covered by the Pl an.

b. Section B: Managenent Objectives, Form HUD 9835A
Section B establishes:

(1) tine frames for inplementing the specific
managenent initiatives that are needed to correct
operational deficiencies discovered during and
not ed on the Managenent Revi ew Report; and

(2) specific one-tine operating goals that the project
nmust achieve if it is to adhere to the inconme and
expense assunptions on which the project's Budget
i s based.

Part 11, Section B of the sanple MO Plan, for exanple,
provi des that a new purchase order systemwll be fully
i npl emented by July 15 and that vacanci es nust be
reduced to the quarterly levels shown if the project is
to realize the incone assunmed in the project's Budget
esti mat es.

c. Section C. Sources and Uses of Funds, Form HUD-9835C

(1) In Section C, a matrix is used to total the
expense estimates provided for individual action
items in Section A and to identify sources of
funding for these itens. Neither rental incone
nor expenses that are routinely paid out of renta
incone are included on this matrix.

(2) The matrix includes only funds and expenses that
will be deposited in, or paid out of, the Project
| mprovenent Account. These funds could cone from
retroactive nortgage nodifications, owner
contributions, proceeds froma nonprofit to
limted dividend conversion, or reserve rel eases,
as well as from Fl exi bl e Subsi dy Paynents.

(3) Any activities that generate lunp suns of cash are
included in the matrix. A nortgage relief program
that only reduces debt service paynents
prospectively would be reflected in the Part |
Budget in the formof reduced financial expenses
and i ncreased cash fl ow
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(4) For any quarter, total sources nust equal tota
uses of funds. As used in Form HUD-9835-B, the
term "working capital funds" refers to any nonies
that will be disbursed at the end of the contract
termand used to fund operating deficits or to
purchase a snmall anmount of supplies.

5-5.  NEGOTI ATI NG SPECI FI C TERVM5 OF THE M O PLAN

(1) Loan Management staff should use the information and
anal yses in the Project Analysis Wrksheet as a guide
in discussing the specifics to be included in the
project's MO Plan with the owner.

(2) The Loan Managenent Staff should seek agreement as to
specific action itens, nmanagenent objectives and target
conpl etion dates. Several discussions may be required
bef ore agreenent is reached and the owner is able to
submit a satisfactory revised version of the MO Plan
When negotiating the contents of the MO Plan, the Loan
Managenent Staff shoul d encourage the owner to:

0 procure supplies and | abor fromsnmall mnority and
femal e- owned firns;

0 i nvol ve project residents in planning and carrying
out the MO Plan, especially the repair work; and

0 make the project as accessible as possible to
peopl e wi th handi caps.

5-6. FORMALI ZI NG THE M O PLAN

(1) Once the owner subnmits a draft MO Plan, Field Ofice
Loan Managenent staff nust conduct a preliminary review
to determ ne whether the Plan is generally acceptable.

(2) Wen the owner subnmits a list of tenant coments and
recomrendati ons for changes to the MO Plan, Loan
Managenment Staff should review them as well as the
owner's recomendati ons, and determ ne what changes (if
any) are required in the MO Pl an

(3) Wen structural inprovenents are involved, the Field
O fice should have the Architectural and Engi neering
Branch revi ew and conment on the Action Itens section
of the plan. The Architectural and Engi neering Branch
shoul d revi ew proposed specifications, as well as bids
received for itens over $5, 000.
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(4)

(5)

When possi ble, a construction anal yst should review
specifications before the owner solicits bids in order
to ensure that they are witten in a manner that wll
produce consi stent bidding procedures.

Once any changes are negoti ated, the owner shoul d
submit a final version of the MO Plan to the Field
Ofice. The Field Ofice should forward the
application to Headquarters if it chooses to recomend
the project for funding.
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