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CHAPTER 7. | NDI CATOR #6. FI NANCI AL MANAGEMENT

GENERAL. Conponent #1, cash reserves, of this indicator
exam nes the anount of cash reserves available to a PHA for
operations. |If a PHA fails to maintain a cash reserve
percentage of at |east 10% the PHA shall then be assessed
under component #2, energy consunption. Conponent #2 is one
of the largest areas of controllable expenses. |t assesses
the extent to which a PHA can denobnstrate under option A
annual energy/utility consunption expenses, whether any
increase in energy/utility consunption expenses as conpared
to the average of the prior three years' rolling base
consunption has occurred; or, under option B, energy audits,
how a PHA has minimzed utility expenses through the

i npl ementation of cost effective energy conservation
measures (ECMS) identified in energy audits. A PHA may
choose which of the two utility performance options in
conmponent #2 to be assessed under

COVPONENT #1. CASH RESERVES. Maintaining a mninmum | evel of
liquidity is a basic requirenent for financial managenent.
In order to function in a financially responsi ble manner, a
PHA nust have a m ni num amount of cash on hand to cover
day-to-day routine expenditures.

A Cal cul ati on of conponent #1, cash reserves. The PHVAP
software nakes all calculations relating to this
component. Even though the calculation is automated,
the reviewer should still have a thorough understandi ng
of how these cal cul ations are nade and of the
exenptions that may be taken by the PHA. Changes
resulting froman on-site confirmatory revi ew nust be
made by the local State/Area office after the
concl usion of the on-site confirmatory revi ew by
inserting revised data into the PHVAP nodule, in the
appropriate iteration, for automated cal cul ati on and
re-scoring.

B. Thi s conponent neasures cash reserves avail able for
operations as a percentage of total actual routine
expenditures after all necessary expenses of a PHA for
devel opment have been paid, or funds have been set
asi de for such paynment. This conponent is a neasure of
liquidity, i.e., of the ability of a PHA to sustain
itself over a period of time on avail able cash. The
cal cul ation of cash reserves avail able for operations
takes into consideration both short-term accounts
recei vabl e and accounts payabl e.
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1. A PHA receives programfunds froma variety of
sources, including locally generated i nconme, such
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as tenant rent and charges; and HUD assi st ance,
such as operating subsidy, devel oprent and
nmoder ni zati on funds, resident initiative grants,
etc. The use of these funds is restricted to the
pur poses aut hori zed by programregul ati ons and
approved budgets.

For the purposes of this indicator, a PHA nust
identify the portion of the General Fund that
represents cash avail able for operations, i.e.
the cash that is affected by transactions that
appear on form HUD- 52599, Statenent of operating
Recei pts and Expenditures. This neans that a PHA
must excl ude from consi deration those funds held
in the General Fund for other purposes, i.e.
security deposits, trust account funds,

sel f-insurance reserve funds, devel opnent funds,
nmoder ni zati on funds, resident initiative grants
etc. In other words, any funds that can't be
spent for purposes that woul d be approved on a

| ow-rent operating budget.

Once the PHA has identified the portion of the
Bal ance Sheet (FYE) Ceneral Fund anount that is
cash avail able for operations, that amount is then
adj usted for accounts receivabl e or accounts
payabl e (on the FYE Bal ance Sheet) that they
expect to receive or to disburse within the next
30 days follow ng the end of the assessed FY for
the account classifications that appear on form
HUD- 52599. The General Fund anount is al so

adj usted, when applicable, for any interfund
anounts that would affect the cash avail able for
| ow-rent operations (the interfund anobunts are
reflected on the Bal ance Sheet as advances or
accounts receivabl e/ payabl e) .

a. Short-term accounts payabl e are funds a PHA
is obligated to pay out in the near future or
are set-aside for paynent, i.e., paynment due

by a PHA within 30 days of the end of the PHA
FY. They are not considered part of current
assets and are not taken into consideration
as cash reserves avail able for operations.

b. Short-term accounts receivable are funds . due
into a PHA in the near future, i.e., expected
to be paid to a PHA within 30 days of the end
of the PHA FY. They are
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consi dered part of current assets and are
taken into consideration as cash reserves
avai |l abl e.



4. Once the cash available for operations has
been adjusted for the short-term accounts
recei vabl e/ payable, that adjusted total is
compared to the total actual routine
operating expenditures for the assessed FY
(Line 520 of form HUD 52599) to deternine the
percentage used for the indicator

Cal cul ati on of Cash Reserves Avail able for Operations

Cash reserves avail abl e $10, 000

Short-term accounts receivabl e + 2,000
$12, 000

Short-term accounts payabl e - 1,500
$10, 500

10, 500 cash reserves = 11. 66% cash reserves

9,000 total actual routine avail abl e for

expendi t ures operations

C
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5.

In this exanple, the PHA would score a grade of C
for this conponent since cash reserves avail abl e
for operations are greater than 10% but |ess than
12.5% of total actual routine expenditures.

Verification of conponent #1. cash reserves.

1

Exam ne t he supporting worksheets for the PHA' s
calculations and identify sources of the data that
can be verified.

Determine if the cash reserves appropriately
excl uded accounts payabl e:

a. Determ ne the anount of security deposits, as
identified in the bal ance of Account 2114,
Tenant Security Deposits. Determ ne where
these funds are nmi ntai ned, and whet her they
have been excluded in the PHA' s cal cul ati ons;

b. Escrow accounts; and

cC. Honebuyer reserves for a PHA with the Turnkey
I1'l Homeowner shi p Program
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Determi ne if accounts payable that were not
classified as short-termby the PHA have, in fact,
been paid within 30 days of the FYE. if they have
been paid, they should have been consi dered
short-termand included in the calculation for
this component.

Determine if other accounts payabl e have been



taken into consideration. These accounts nay
contai n bal ances not otherw se excluded in the

cal cul ation of short-term accounts payabl e,

i ndi cating that these bal ances are on hand in cash
or investnents. Determine if the PHA has excl uded
them from cash and investnents for PHVAP purposes.
Such accounts payable include, but are not linmted
to:

a. Account 2112, Contract Retention
b. Account 2113, Performance Deposits;

C. Account 2117, Payroll Deduction and
Contri buti ons.

5. Determ ne if nobdernization, devel opnent and
resident initiative funding drawn down through
LOCCS and not di sbursed at FYE was erroneously
included in cash or investments. Since LOCCS
drawdowns are to be disbursed pronptly, a review
of historic LOCCS drawdown reports nay be usefu
to identify year end drawdowns whi ch nay be on
hand.

6. Determine if accounts receivable included in the
calculation are in fact short-term i.e.
collectable within 30 days. This information can
be easily tested since accounts receivable should
have been received by the PHA prior to the
submi ssion of its PHVAP certification and the
conduct of the on-site confirmatory review.
Revi ew a sampl e of accounts receivable to
determine if they have actually been paid to the
PHA.

7. I nquire about the state of year end interfund
accounts payabl e and accounts receivable to
determne if adjustnents are needed between
pr ogr ans.

8. Determine if routine expenses are the sanme as
Li ne, 520 of form HUD-52599. |If not, determ ne why
there is a difference.
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9. Determine if significant prior year expenditures
entered on Line 620 of form HUD 52599 from Account
6010 are in fact properly originated in the prior
year and not the FY being assessed.

10. Examine trend data to deternmine if there are
significant changes in expenses that may indicate
a need to determine if expenses are properly
classified, and to determine if significant
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non- mai nt enance expenses are really nonroutine in
nat ure.

11. Ensure that non-routine and routine maintenance
expenditures were properly classified.

12. If the PHA has used its discretion to pay
operating expenditures with nmodernization funds,
determne that this amount has not exceeded the 10
percent linit for nodernization and has been
properly budgeted and authori zed.

13. Determine if posting is tinely and has, therefore,
properly been included in the appropriate FY.

14. Review the npst recent independent auditor's audit
and determine if there are relevant findings that
woul d refl ect on the accuracy of the records
supporting the PHVAP cal cul ati ons.

15. Determine if the cost allocation plan is current
and satisfactory. Inproper cost allocations wll
skew program costs and coul d i npact on the -PHVAP
score.

COVPONENT #2. ENERGY CONSUMPTION. Only those PHAs that
score a grade of D, E or F for conponent #1, cash reserves,
will be scored on this component. Although PHAs that score
a grade of C or above on conponent #1, cash reserves, would
not be scored on conponent #2, energy consunption, all PHAs
are required to certify to either option A annua
energy/utility consunpti on expenses, or option B, annua
energy audit. Regardless of a PHA's score on conponent #1,
it wll not be scored on conmponent #2 if all its units have
tenant paid utilities.

A Qpportunities to reduce utility costs. Qpportunities
for reducing utility costs continue to exist and are
cost effective, in many instances, due to ongoing
i nprovenents in technol ogy. PHA nanagers need to be
aware of, evaluate, and give maxi nrum consideration to
t hese ongoi ng and new opportunities when
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managi ng their utility costs. Due to inprovenents in
technol ogy, managing utilities is a continuous process
that requires an ongoi ng energy nanagement program
Because ener gy managenent prograns differ between PHAS
they are given a choice of two nethods in the

cal cul ation of this conponent.

B. Cal cul ati on of conponent #2, energy consunption. The
PHVAP software makes all calculations relating to this
conmponent. Even though the calculation is autonated,
the reviewer should still have a thorough understandi ng



of how these cal cul ations are nade and of the
exenptions that may be taken by the PHA. Changes
resulting froman on-site confirmatory revi ew nust be
made by the local State/Area office after the
conclusion of the on-site confirmatory review by
inserting revised data into the PHVAP nodule, in the
appropriate iteration, for automated cal cul ati on and
re-scoring.

C. Option A, annual energy/utility consunption expenses.
Thi s opt on exam nes annual energy/utility consunption
expenses as conpared to the three years' rolling base
consunption expenses. This option neasures
energy/utility consunption rather than dollars because
it compares a PHA' s current consunption to its rolling
base period consunption. |In conparing Line 17 to Line
13 of form HUD 52722B, Adjustnent for Uilities
Consunption and Rates, the rolling base period
consunption is adjusted prior to the conparison with
the current year's rates. Since the sanme rates are
used, the only difference in the anounts conpared is
due to consunption. This option varies fromthe
initial PHVAP utility consunption indicator in two
ways:

1. Thi s option now includes water/sewage usage; and

2. This option no | onger includes an adjustnent for
heati ng degree days.

3. Information regarding this option is derived from
form HUD-52722B subnitted by a PHA to the | oca
State/ Area office within 45 days of the PHA' s FYE
Al though State/Area offices will calculate this
option, the review should verify the PHA' s data
submitted on form HUD- 52722B and verify the data
used to conplete form HUD-52722B. This option is
calculated by the State/ Area Ofice as foll ows:
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Cal cul ation of Option A, Annual Energy/Uility
Consunpti on Expenses

1. Total energy/utility cost in FY for
whi ch adjustnent is requested (form
HUD- 52722B, Line 13, Colum 3): $51, 000

2. Cost of estinmated energy/utility
consunption at average rate (form
HUD- 52722B, Line 17, Colum 3): $50, 000

3. Costs of actual energy/utility
consunption divided by costs of
estimated energy/ utility consunption
(line 1 divided by line 2): 1.02



7460.5 G

Subtract 1.00 fromline 3 and multiply

by 100 to cal cul ate the percentage of

i ncrease or decrease (1.02 mnus 100

equals .02 x 100 equal s an increase of): + 2%

4, In this exanple, a PHA would score a grade of B
since annual energy/utility consunption expenses,
as conpared to the average three years' rolling
base consunption, have not increased by nore than
three percent.

5. Verification of option A annual energy/utility
consunpti on expenses.

a. Determine if energy/utility consunption
expenses are consistent with those shown on
form HUD- 52599 for the current year

b. Det erm ne how the PHA docunents utility
expenses as reported on form HUD-52722B and
test, through sanpling, whether source
docunents support summrary reports and
accounting records that serve as the source
of a PHA's PHVAP cal cul ati on

c. The reviewer should be attentive to any
nmodi fication possibilities that are apparent
but unsought, i.e., large consunption

increases due to new units, additiona
nondwel | i ng space usage, etc.

Option B, energy audit. This option exam nes whether a
PHA has conpleted or updated its energy audit within
the past five years and inpl enented recommendati ons
that were cost effective. For
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grade C, the PHA has not inplenented all of cost
effective ECMS, but has devel oped an inpl enentation
plan for ECM i nplementation, and is on schedule with
the inplementation plan, based on avail abl e funds.

1. PHAs have the flexibility to deternine what is
cost effective. Qherw se cost effective ECMs may
be elimnated by a PHA if the existing design
woul d render the measure hazardous. A PHA should
have given consideration to the cost of the work
necessary to make the ECM safe. |If all costs were
consi dered, including the additional hazard, the
ECM woul d nost |ikely not have been cost
effective. |ssues such as this should have been a
consideration during the audit itself and revi ewed
during the on-site confirmatory review.
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Verification of option B, energy audit.

a. Revi ew PHA wor ksheets supporting the PHVAP
certification to determ ne the source
docunents that can be validated.

b. Determine if the PHA has energy audits on
file for each devel opnent whi ch have either
been originated or updated within the |ast
five years.

cC. Det er mi ne whet her cost effective ECMs have
been identified by the PHA

d. ot ai n an expl anation of the PHA's ECMs and
how t he ECMs have been applied by the PHA,
including those ECVMs that were deternined to
be hazardous.

e. Revi ew a sanpl e of energy audits and
determine for the sanple the application of
the PHA' s cost effective ECVS.

f. Det erm ne whether all cost effective ECMs
were identified by the PHA in its
i npl ementation plan, including all ECMs that
were to have been conpl eted or schedul ed.

g. Determine if the PHA can docunment that all
cost effective ECMs have either been
conpl eted or scheduled to be conpl eted and
the inplenmentation plan is being foll owed.
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