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Subject:  Low Rent Public Housing Program - Streamlined Operating Budget and Financial 

   Reporting Procedures

1.

     A.   PURPOSE.  The purpose of this Notice is to advise Public

          Housing Authorities (PHAs) and Field Offices of revised

          finance and budget submission and review requirements and

          procedures.  These revised procedures are part of the

          Department of Housing and Urban Development's (HUD)

          reinvention efforts and recommendations made as a result

          of the Public and Indian Housing Statutory and Regulatory

          Review Program on financial management.  The recommended

          changes include reduced regulations, greater local

          autonomy, less processing, which we hope will assist both

          HUD and PHAs in concentrating on achievements, and more

          positive results.

     B.   REVISED PROCEDURES AND WAIVERS.  Specifically in the area

          of Low Rent Public Housing finance and budget, certain

          procedures and requirements are being revised.  HUD is

          waiving the requirement in Section 407 of the Annual

          Contributions Contract (ACC) for the submission of annual

          operating budgets and revisions for certain PHAs which

          have successfully passed performance measures found in

          the Public Housing Management Assessment Program (PHMAP).

          This waiver refers to the submission of the Operating

          Budget, Form HUD-52564, and all supporting schedules and

          not to the operating subsidy calculation forms required

          in the Performance Funding System regulations at 24 CFR

          990.  A waiver of the Handbook provisions in the PHA

          Accounting Handbook, 7510.1 REV, and the Financial
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          Management Handbook, 7475.1  REV, which require the

          submission of the semi-annual financial reporting forms,

          Statement of Operating Receipts and Expenditures, Form

          HUD-52599, and the Analysis of Nonroutine Expenditures,

          Form HUD-52598, is also being granted for the PHAs

          described herein.

2.   BACKGROUND

     Part II of the Annual Contributions Contract (ACC), Section

     407, Operating Budgets and Control of Operating Expenditures,

     requires PHAs to submit operating budgets to HUD for review

     not earlier than 150 days nor later than 90 days before the

     beginning of a PHA's fiscal year.  In accordance with Section

     407 HUD is required to notify PHAs of approval, modified

     approval or disapproval of the operating budget within

     forty-five days of submission.  The Financial Management Handbook,

     7475.1 REV, requires PHAs to submit and Field Offices to

     review operating budgets.

     In accordance with the terms and conditions of Sections 309

     and 310 of Part II of the Annual Contributions Contract PHAs

     are required to prepare and submit financial statements, as

     required, to HUD.  The Financial Management Handbook, 7475.1

     REV, Chapters 6 and 7, and the Low Income Public Housing

     Accounting Handbook, 7510.1, Chapter 13, require that PHAs

     submit semi-annual and annual financial statements to HUD

     Field Offices for review.

     This waiver is granted pending proposed changes to the ACC,

     the Financial Management Handbook, 7475.1 REV, and the PHA

     Accounting Handbook, 7510.1.  The changes will revise the HUD

     requirement for the submission and review of the operating

     budgets and semi-annual financial statements of PHAs which

     successfully pass all PHMAP indicators relating to finance

     and budget and are not operating the projects in a manner

     which would be deemed by the Field Office to threaten the

     future stability and serviceability of the housing.  Pending

     these changes HUD is willing to waive the requirements in the

     ACC and applicable Handbooks for the submission of semi-annual

     financial statements and the review of the Operating

     Budget itself for the class of PHAs described herein, but

     will continue to review annual financial statements and

     review and approve the operating subsidy calculation as

     reflected on the Calculation of PFS Operating Subsidy, Form

     HUD-52723 and supporting schedules for all PHAs.
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3.   APPLICABILITY

     This Notice applies to the PHA-Owned Rental Housing Program

     only.  It is not applicable to Indian housing programs (a

     separate Notice will be issued for Indian housing programs),

     the Section 23 Leased Housing Program, or the PHA

     Owned/Leased Housing Homeownership Program.  Additionally,

     this waiver applies only to those PHAs that are achieving a

     passing grade on the PHMAP financial management indicators

     and have been classified as high or standard PHMAP performers

     in accordance with 24 CFR § 901.115.  For those PHAs which

     fail to meet the criteria recommended above, a risk

     assessment will be made to determine applicability.

4.   PROCEDURES FOR LOW RENT OPERATING BUDGETS.

     A.   Operating Budget Preparation and Review by PHA Board of

          Commissioners.

          All PHAs shall continue to prepare HUD Form-52564,

          operating budget and operating budget revisions,

          including the calculation of Performance Funding System

          operating subsidy eligibility, for review and approval by

          their respective Board of Commissioners.  The supporting

          operating budget schedules were designed to provide the

          necessary data for review and serve to support proposed

          receipts and expenditures which have been summarized on

          the operating budget form.  It would be beneficial for

          PHAs to continue to prepare these supporting schedules

          for review by the Board of Commissioners.  Basically, the

          budget document without the supporting schedules, is not

          a meaningful document for Board review.  The Board of

          Commissioners have a key role in the budget process and

          shall review and approve the operating budget and through

          this activity be apprised of Agency goals and plans.

          The operating budget is a realistic estimate of operating

          receipts and expenditures for a given period of time and

          should be used as a plan of operation and a monitoring

          tool to measure an agency's performance.  The development

          of the PHA operating budget should be a coordinated

          effort among the various facets of the organization.  The

          Executive Director, Resident Board and PHA staff should

          have direct input into the development of the budget

          estimates.
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     B.   Operating Budget Submission to HUD Field Offices

          Having waived the requirements of Section 407 of the ACC

          for the class of PHAs described herein, the submission of

          operating budgets/budget revisions to HUD Field Offices

          will be determined by PHA performance as follows:

          1.   PHAs that have been determined to be High or Standard

               Performers under PHMAP and have not failed the PHMAP

               financial indicators will not be required to submit

               the Operating Budget, HUD Form-52564 or supporting

               schedules (Form HUD-52566, Schedule of All Positions

               and Salaries, Form HUD-52567, Schedule of NonRoutine

               Expenditures, Form HUD-52571, Schedule of

               Administrative Expense Other Than Salaries, Form

               HUD-52573, Summary of Budget Data and Justifications) to

               HUD Field Offices.  Those PHAs shall be required to

               submit to the Field Office the following:

               a.   Calculation of Performance Funding System

                    Operating Subsidy (PFS), Form HUD-52723, as

                    revised, in accordance with 24 CFR § 990.104

                    (copy attached).  This form will serve as the

                    obligating document for PHAs that are not

                    required to submit an operating budget to HUD for

                    review and approval.

                    (1)  Supporting PFS Forms required annually with

                         original submission:

                         (a)  Calculation of Allowable Utilities

                              Expense Level (AUEL), Form HUD-52722A

                              - with original submission or for an

                                adjustment due to rate increase during

                                the requested budget year (RBY).

                         (b)  PHA/IHA Occupancy Percentage for a

                              Requested Budget Year, Form HUD-52728-A

                              - with original submission and PFS revision

                                as needed.

                         (c)  Form HUD-52721 - Direct Disbursement

                              Payment Schedule Data - Operating Subsidy

                              - PHAs eligible for PFS operating subsidy,

                                with original PFS submission and

                                revisions as needed.
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                         (d)  Cash flow projection used to develop Form

                              HUD-52721 - PHAs receiving $100,000 or

                              more in operating subsidy.

                         (e)  Calculation of estimated investment

                              income schedule - with original

                              submission.

                         (f)  Supporting Data for Other Costs, (i.e.,

                              Add-Ons, Other Income, Family Self

                              Sufficiency), and additional relevant

                              data as needed or requested by Field

                              Offices.

                         (g)  Certification for a Drug Free Work-place,

                              Form HUD-50070 (Drug Free-Workplace Act

                              of 1988, 24 CFR §24.630)

                         (h)  Certification for Contracts, Grants,

                              Loans and Cooperative Agreements, Form

                              HUD-50071 (PHAs receiving $100,000+)

                              (Section 319 of the 1990 Department of

                              Interior and Related Agencies

                              Appropriations Act - Byrd Amendment, 24

                              CFR  87).

                         (i)  Form HUD-52574 - PHA Board Resolution

                              Approving Low-Rent Operating Budget and

                              Calculation of Performance Funding System

                              Operating Subsidy (draft copy attached).

                    (2)  Supporting PFS Forms required annually after

                         the end of the PHAs fiscal year for mandatory

                         adjustments.  A revised PFS form shall

                         accompany these adjustments.

                         (a)  Adjustment for Utility Consumption and

                              Rates, Form HUD-52722B - exception is

                              when operating subsidy was approved

                              solely for the cost of an independent

                              audit.

                         (b)  Adjustment of investment income schedule

                              (target investment income) - for PHAs

                              having average cash balances of $20,000

                              or more.

                         (c)  audit adjustment - after the actual cost

                              of the audit is known.
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                         (d)  adjustment of unit months available

                              (UMAs) - if the actual number of UMAs for

                              a PHAs fiscal year are different from

                              what was used in calculating operating

                              subsidy eligibility for the year.

                    (3)  Supporting PFS Forms required when applicable

                         (a)  Data Collection PFS Formula, Form

                              HUD-52720A -  Required if PHA experiences a

                              change of 5 percent or 1,000 units,

                              whichever is less, or it is the PHA's

                              initial request for subsidy other than

                              audit cost under PFS.

                         (b)  Calculation of PFS Formula and Delta,

                              Form HUD-52720B - last used in

                              calculating Allowable Expense Level (AEL)

                              must be attached to PHA fiscal year

                              original operating budget submission if

                              not in Field Office files.

                         (c)  Range Test and Determination of Base Year

                              Expense Level, Form HUD-52720C

                              - Submitted only for the initial

                              determination of the AEL using formula

                              expense level range test.

                         (d)  Vacancy Reduction Goal for Low Occupancy

                              PHAs/IHAs, Form HUD 52728-B, PHA/IHA

                              Comprehensive Occupancy Schedule, Form

                              52728-C - These forms comprise the

                              Comprehensive Occupancy Plan which a PHA

                              may elect to submit if categorized as a

                              low occupancy PHA, but are not required

                              otherwise.

          C.   Troubled or MOD Troubled PHAs

               PHAs that have been designated "Troubled" or "Mod-Troubled"

               under PHMAP shall continue to submit operating

               budgets and all supporting documentation, including PFS

               forms, to HUD Field Offices for review and approval.  The

               Field Office shall perform a detailed indepth review of

               the operating budgets.
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     D.   Non-troubled PHAs failing PHMAP financial indicators

          A non-troubled PHA which fails one or more of the PHMAP

          financial indicators may be required to submit its

          operating budget to the HUD Field Office for review and

          approval.  To determine if the operating budget shall be

          submitted, the Field Office must examine the risk that

          the PHA presents to the Department on such factors as the

          magnitude of operating subsidy eligibility and its

          overall Public Housing Management Assessment Program

          (PHMAP) score.  If it is determined, based on risk

          assessment, that review and approval of the operating

          budget is not necessary, the PHA shall be notified in

          writing.  The Field Office shall maintain documentation

          indicating why the PHA was not required to submit the

          operating budget.

          If a Field Office determines that review and approval of

          the operating budget is necessary, the PHA shall be given

          written notice that it will be required to submit its

          next proposed operating budget to the Field Office for

          review and approval.

     E.   Regardless of past year financial performance - A Field

          Office may decide to require the submission of the

          operating budget if current information indicates that

          the PHA is operating its program in such a manner that

          threatens the future serviceability, efficiency, economy,

          or stability of the housing it operates.

     F.   PHA Submission and Field Office Review and Approval of

          Operating Budgets and PFS Forms - PHAs shall continue to

          submit applicable documents to HUD no earlier than 150

          days or later than 90 days before the beginning of their

          fiscal year.

          Field Offices shall continue to notify PHAs of approval,

          modified approval or disapproval of documents within

          forty-five days (45) of receipt.

          The Director, Public Housing Division, shall approve all

          operating budgets and budget revisions or Calculation of

          PFS Operating Subsidy requests, Form HUD-52723, as

          applicable.

5.   PROCEDURES FOR FINANCIAL REPORTING - PHAs that have been

     designated under PHMAP as "high or standard performers" shall

     no longer be required to submit to HUD for review semi-annual

     financial statements.
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     A.   Preparation of six-month financial statements.  It is

          strongly recommended that all PHAs continue to prepare

          semi-annual statements for review by PHA staff and the

          Board of Commissioners.  The six-month financial

          statement is a valuable financial control which allows a

          PHA to determine if residual receipts may be generated at

          fiscal year-end and if budget revisions are needed.

     B.   Current year PHA performance.  Regardless of a PHA's past

          performance, a Field Office may decide to request

          semi-annual financial statements if current information

          indicates that the PHA is operating its program in such a

          manner that threatens the future serviceability,

          efficiency, economy or stability of the program it

          operates.  If a Field Office deems this action necessary

          it shall inform the PHA, in writing, of its decision to

          require semi-annual financial statements.

     C.   Annual financial reporting requirements and Field Office

          review - All PHAs shall continue to submit to HUD annual

          financial statements, as required by the Financial

          Management Handbook, 7475.1 REV, within 45 days after the

          end of the PHA fiscal year.

          Field Offices shall continue to review year-end reports.

          The Field Office shall evaluate and interpret the

          information on the reports and recommend timely and

          appropriate corrective action where conditions indicate a

          need for such action.

6.   HUD ACCESS TO RECORDS - In accordance with 24 CFR  968.110,

     PHAs shall allow HUD access to all books, documents, papers,

     or other records that are pertinent to the activities of the

     PHA.  Accordingly, all PHAs shall maintain and provide, as

     requested, PHA operating budgets for review by HUD.

7.   EFFECTIVE DATE -  The provisions of this Notice apply to PHAs

     with fiscal years beginning on or after January 1, 1995.

                    _________________________________________________

                    Assistant Secretary for Public and Indian Housing
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                                                            ATTACHMENT

          ATTACHMENT CONTAINS FORMS WHICH CANNOT BE LOADED INTO DAS.

     A.   The FO should query LOCCS daily, but no less frequently than

          twice weekly, depending on the activity level, to determine if

          there are any Vouchers Out for Review (Q10 screen).  The FO

          should query for any workload (Q40 screen) at the same time to

          see if any BLI data entry is needed.  Where LOCCS shows payment

          requests flagged for review, the FO is responsible for evaluating

          whether the request should be released for payment.  FO review of

          and action on any payment request flagged for review should be

          completed within no more than three working days.

     B.   When the one-month review is triggered, the HA should immediately

          call the FO to explain the payment request.  Based on the HA's

          telephone explanation, the FO may release the payment without

          further delay or require that the HA send in additional

          documentation.  In cases where the HA has awarded a large

          construction contract, and the schedule for periodic payment,

          when added to other routine payments during a month, will cause

          the HA to exceed the percentage limit for a number of months, the

          FO may wish to request that the HA send or fax in the schedule

          when the one-month review is first triggered.  Thereafter, a

          telephone call from the HA should be sufficient for the FO to

          release the payment request.  Where necessary, the FO may direct

          the HA to submit back-up documentation in support of the payment

          request.  In most cases, a simple note to the files will suffice

          in lieu of extensive documentation.

                    Section 4.  Obligation/Expenditure Information

4-1  General.  The HA is required to enter cumulative obligation and

     expenditure data on a quarterly basis when requisitioning

     modernization funds from any of the three Modernization program areas.

     Obligation and expenditure data are entered at the Modernization

     Project (grant/loan) level.

4-2  Defining Obligations and Expenditures.

     A.   Obligations.  Obligations mean the cumulative amount of

          modernization commitments entered into by the HA; i.e., contract

          execution for contract labor, materials or services; start and

          continuation of physical work by force account labor; and start

          and continuation of administrative expenses.  Contract execution

          means execution of the contract by both the HA and the
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          contractor.  For force account work, all funds for a group of

          sequentially-related physical work items are considered obligated

          when the first work item is started, such as kitchen cabinet

          replacement followed by kitchen floor replacement, but only

          where funds continue to be expended at a reasonable rate.  Where

          one force account physical work item is started and is not

          sequentially related to other physical work items, such as site

          improvements and kitchen remodeling, then only the funds for the

          one physical work item started are considered obligated.

     B.   Expenditures.  Where funds have been obligated, the HA is

