Commonwealth of Massachusetts

DEPARTMENT or HOUSING &
COMMUNITY DEVELOPMENT

Mitt Romney, Governor € Kerry Healey, Lt. Governor € Jane Wallis Gumble, Director

November 24, 2004

Dear Executive Director:

Enclosed you will find a copy of Fiscal Year ‘05 Budget Guidelines, effective J uly 1, 2004 or at the start
of your local housing authority’s fiscal year.

Due to the federal requirement to implement Generally Accepted Accounting Principles (GAAP), your
books, financial reporting and budgets must be converted to GAAP. As a result of these changes, DHCD
has determined that local housing authorities will use the Enterprise Method which requires full accrual
accounting. The Budget Guidelines explain the changes that affect the budget and provide new budget
forms to comply with GAAP. Detailed instructions and explanations are provided in DHCD’s Accounting
Manual for State-Aided Programs. Please complete your budget submission in accordance with the
revised timetable on page 5 of the guidelines.

Although the Governor provided DHCD with an appropriation of $30.2M, an increase in the operating
subsidy account of nearly $5M over FY04, utility rate increases of approximately 22% caused the
operating subsidy need to exceed available funding. The Governor proposed in his Supplemental Budget
additional funding for operating subsidy in the amount of $5M. Unfortunately, this amount was reduced
to $1.65M by the legislature and the shortfall was not funded. Given the unprecedented increases in utility
costs, the Department can not fund an increase in the non-utility expense level of authority budgets.

We encourage housing authorities to continue your efforts to think of innovative ways to operate and
generate more income, such as retaining income from cell tower leases, sharing in energy savings and
aggressive rent collections. As the guidelines confirm, innovative thinking and planning for both the
Department and LHAs is now more important than ever.

Let me take this opportunity to thank you for all the additional effort you are expending this year to
maintain our joint commitment of providing quality housing for low-income persons. Although you are
continually being asked to do more with less, please be assured we appreciate your hard work and
dedication.

Sincerely,

www.mass. gov/dhcd
617.573.1100

100 Cambridge Street, Suite 300
Boston, Massachusetts 02114
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I. _INTRODUCTION

These Budget Guidelines apply to fiscal year 2005 which begins July 1, 2004 and includes
LHAs with budget year's of July 1, 2004-June 30, 2005, October 1, 2004-September 30, 2005,
January 1, 2005-December 31, 2005, and April 1, 2005-March 31, 2006.

It is the responsibility of the LHA to understand these Budget Guidelines in their
entirety and to implement them effectively. DHCD staff is available to explain any part of
the Guidelines that is unclear to you.

There a number of points to be made about the Guidelines this year. Some of the most
important are as follows:

The Commonwealth of Massachusetts is required to use the GAAP (Generally Accepted
Accounting Principles) accounting format for financial reporting. As a result, DHCD and
local housing authorities must use the GAAP Accounting format. GAAP Accounting
provides for two forms of reporting, either governmental or enterprise.

GASB’ s (Governmental Accounting Standards Board) Codification, Section 1300.104,
states that the enterprise fund type may be used:

o To account for operations (a) that are financed and operated in a manner similar
1o private business enterprises — where the intent of the governing body is that the
costs (expenses, including depreciation of providing goods or services to the
general public on a continuing basis be financed or recovered through user
charges; or (b) where the governing body has decided that periodic income
determination or revenues earned, expenses incurred, and/or net income is
appropriate for capital maintenance, public policy, management control
accountability or other purposes.

Further reasons for using the enterprise version are as follows:

1. It is the best and most accurate form for statement presentation.

2. It is the HUD-preferred version, and thereby, will make LHA statements uniform
across the Commonwealth.

3. It is the format preferred by lending and other financial institutions.

DHCD believes a housing authority resembles the enterprise fund model which provides
for the use of full accrual accounting. Accordingly, DHCD is requiring that all LHAs
adopt the enterprise requirements of GAAP. (See DHCD’ s Accounting Manual for
State-Aided Programs, Section 19 for further detail.)

The accounting reporting forms have been changed to conform with GAAP. Form 050-1,
Annual Budget, Appendix B; Operating Subsidy Calculation ANUEL Worksheet,
Appendix C; Operating Reserve Analysis, Appendix D. Forms are available on and must
be completed on the on-line HAFIS application.




Account No. 4800, DHCD Directed Cost has been eliminated as a result of GAAP.
Department approved exemptions will now be included in the appropriate account line.
For example, exemptions for Single Audit Costs will be included in Account No. 4171,
Audit Costs. (Appendix B to 050-1, Operating Subsidy Calculation ANUEL Worksheet
will adjust the LHA subsidy for exemptions formerly included as DHCD Directed Costs)

In accordance with GAAP accounting, inventory purchases (Replacement of Equipment
and Betterments & Additions) are now distinguished between capitalized and non-
capitalized items. Any inventory purchase greater than $1,000 is required by DHCD to
be capitalized. LHAs may adopt a capitalization policy which capitalizes inventory
purchases at a lesser amount than the $1,000 requirement (i.e. $500), however, no
capitalization policy can have an amount higher than $1,000. (Please reference DHCD’ s
Accounting Manual for State-Aided Programs, Section 15, D for further detail.)

The Department will allow a bottom-line exemption in the amount of $1,000 per housing
authority to allow LHAs to compensate fee accountants for the retooling and set up costs
associated with the GAAP Accounting conversion of the authority books, financial reports
and budget tools. As the effort involved will vary greatly from authority to authority
based on many factors (including the number of programs, size of the programs in terms
of employees and financial operations), additional fees may be negotiated between the
housing authority and the fee accountant on a case-by-case basis as needed. Any
additional fees agreed upon between the authority and their fee accountant (beyond the
$1,000 exemption provided by DHCD) must be absorbed within their approved ANUEL.

Bottom line annual non-utility expense level will be level funded in FYO05.
Line item, Administrative Salaries (Account #4110), will be level funded.

o LHAs with a rating of Acceptable Performance will have flexibility to propose
salary changes for all administrative staff, provided that the total increase in
overall salaries which may be charged to state programs does not exceed 0% of
last year's approved #4110 account provided the authority maintains the same unit
prorations among its programs. Changes in staffing patterns need prior DHCD
approval.

o The Executive Director's salary increase is capped at 0%. Exceptions may occur
in accordance with the provisions of DHCD's Public Housing Notice 2002-5,
New Executive Director Salary and Qualification's Schedule, effective July 1,
2002.

o The authority is not prohibited from giving pay increases, it is merely restricted in
what it may charge these state accounts. LHAs are reminded that as programs,
unit counts or unit composition change, the allowable state share of salaries also
changes. If new state-aided units are added to the LHA stock, then the state share
increases; if, however, the new units are federal units, then the state percentage




and share is reduced. If an LHA loses federal or state units, the percentage and
the allowable state share of salaries must be re-determined.

o LHAs with a rating of Unacceptable Performance cannot receive salary increases
for any administrative staff.

o LHAs with the classification of "No Rating" may be approved for individual
salary increases on a case-by-case basis provided total administrative salaries do
not exceed last year’ s approved amount.

e Maintenance Labor (Account #4410), excluding seasonal help and over-time, will be level
funded (0%), or in cases where the rates published by DLWD are greater than last
year’ s approved salary rate, the higher amount will apply.

o (iven the fiscal crisis of the Commonwealth, DHCD has been forced to maintain a level
funding for Total Non-Utility Costs at local housing authorities (LHAs) during FY03,
FY04, and FY05. While the authorities have received 0% bottom-line increases, their
costs for many line items (insurance, benefits, rubbish removal, etc.) have increased
significantly. These 0% bottom-line caps, combined with costs increasing beyond the
control of the authorities, have had a dramatic impact upon LHA operating reserve
balances. Recognizing this, DHCD will approve in certain cases operating budgets that
have fallen below the recommended 40% of full operating reserves. It is DHCD’ s
anticipation that as the economy improves, LHAs will then be able to replenish their
operating reserves to a satisfactory level. (Please note that the term maxinum reserve has
been replaced by the term full reserve.)

° Housing authorities are always encouraged to continue to think of new ways to operate
- more cost-effectively. One way that has been very successful is for the LHA to contract
with another Authority to administer the LHA for the existing board. Under this
approach, each LHA board continues in its legal form retaining local accountability and
authority for its LHA. Instead of hiring a full or part-time executive director, one LHA
contracts with another LHA to perform the broad range of necessary day-to-day
management services on its behalf with no reduction in non-utility expenditures. This
arrangement provides administrative and financial benefits to both LHAs. It provides for
sharing of knowledge, expertise, staff and equipment resources and expands growth and
career opportunities for staff at all levels. Due to cost savings, each authority has the
ability to build operating reserves, perform necessary work for which funds may
otherwise not be available, or institute ancillary services that otherwise cannot be
afforded. The length of time of such arrangements can vary depending on the local
circumstances and the needs of a particular authority. -

o Authorities must absorb all costs associated with early retirement within their approved
ANUEL. The LHA needs to understand that early retirement typically results in
increased operating expenses due to increased pension costs, if not in the current fiscal
year, then in subsequent fiscal years. DHCD will not make additional operating funds
available to pay increased costs that may result from LHA implementation of an early




