




















The social condition of a property can be categorized as:

o Good -- there are programs and facilities for children, landscaping is maintained, no trash on
the grounds, and no evidence of drug use or sales.

e Fair -- some programs and facilities, grounds show wear and abuse, and small evidence of
drug use or sales.

» Poor -- significant evidence of drug use and sales, loitering, significant evidence of blight and
debris,

Assessing the expected social conditions around properties that are in your organization’s
development pipeline requires an exceptionally clear crystal ball. There is a high level of
uncertainty when judging exactly how drugs, crime, and unemployment will come into play at a
specific address in two or three years or whether effective social programs will exist to help
ameliorate bad conditions. Expect the worst when assessing your property management options,

and you won’t face the horror of trying to management a property without having the time,
money or skills necessary to stop a bad situation from getting even worse.
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Present Management

Evaluating the current management at housing units owned by a nonprofit organization is a
necessary step in an overall evaluation of property management options. Current management
sets the stage for new management. Tenants will have expectations of the types and levels of
services, based on current performance. This can provide new management with a most desirable
honeymoon period, if tenants are not satisfied with the current company, that can give your
organization the time to climb a learning curve and work out kinks in service delivery.
Conversely, new management -- even by a benign nonprofit organization -- will result in changes
in day to day patterns and practices for tenants. People are hesitant to accept change, unless they
perceive current conditions are dire.

Present management will be the source of critical information you will need to assess the options
for the property. They should be able to tell you the specifics of rent collections, delinquencies,
maintenance requests, capital investments, and other critical or important details.

Tenant satisfaction with existing management can be measured in two different ways. The first is
whether tenants are voting with their feet: higher than expected turnover in rent rolls, or lower
than desired reporting of minor maintenance items. High attendance at tenant organization
meetings and secret meetings without management involvement can indicate tenant hostility
toward current management. The second measure is what the tenants say about management, in

formal surveys or informal chatting.

Use caution when assessing existing management at severely dilapidated properties not yet owned
by your organization. In some properties, management has given up. Maintenance needs are
allowed to go unnoticed, and trash is not collected regularly. While many tenants would welcome
new management with open arms, other tenants -- having gotten used to not having their rent
collected regularly, or not being stopped when violating other rules -- may not be so amenable to
change.

Current management may be provided by an outside company, self-management by residents or a
mixture of the two. In any case you need to assess how the services rate with the existing tenants.
Present management will be:

o Good -- tenants generally satisfied with services, no unusual utility,
maintenance or rent collection problems :
s Tair -- tenant satisfaction is mixed; management has some problems with
systems E '

e Poor -- tenants generally not satisfied with services; management has major
‘problems with systems
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Personnel

Good staff can make up for a lot of sins; bad staff can make even the best system dysfunctional.
Staff for property management companies need to be detail-oriented; staff with tenant contact
should be people persons. Necessary staff for a nonprofit property management company are.

 One property manager who will oversee all aspects of the operations. The property
manager needs a good understanding of the real estate and people aspects of the managed
properties, as well as the necessary management systems. The property manager, as CEO, has
to hire, supervise and train staff, understand good financial management and controls, and be
able to tatk to and work with a board and parent company. Along with these skills, your
-property manager should understand how to translate your organization’s philosophy for
good, people-oriented property management into various operations;

* One on-site manager for each large site of 100 units or more. The on-site manager will be
responsible for the daily operation of the property, from collecting rents to assigning and
monitoring maintenance duties. The on-site manager will need to understand, manage and
adapt management systems, as well as understanding tenant interests and the importance of
retaining good tenants. The on-site manager will enforce the rules, among staff and residents,
needed to govern and operate the property;

» One bookkeeper who will maintain the financial records essential for good financial
management and reporting. The bookkeeper should have some background in accounting and
be bondable. The bookkeeper needs to be comfortable with, and have skill levels compatible
with, the property management and financial management software used by the company;

¢  One clerical staff who can help with recordkeeping and the ongoing operations of the -
company;

» One maintenance coordinator who will be responsible for keeping the properties in a
condition appropriate for the amenities and rent levels of the market. The maintenance
coordinator will tend to do more maintenance when fewer properties are managed, while
arranging and supervising the work of others when more units are managed. The maintenance
coordinator will need to understand the properties, their maintenance and capital replacement
schedules, and how to manage a staff and work with outside contractors,

» On-site maintenance personnel will be responsible for most maintenance activity on larger
properties or inventories of scattered-site units. One on-site person is needed for each 50
units at a single site, or each 30 units scattered site. Maintenance not done by in-house
personnel can be done by other professional companies, through ad-hoc or component service
contracts,
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» One social service coordinator is needed by many nonprofit management companies dealing
with troubled properties or special-needs populations. The social services coordinator can
help to bring day-care facilities to a property, arrange for transportation to a job site, or help
seniors find organized daily activities. This position can underscore the difference between
your management company and others in the area.

Using current personnel beyond their current use is highly risky, for both the new property
management business and your other operations, for three reasons:

¢ Not enough time in the day -- competent personnel at most nonprofits are already
stretched thin., Inevitably, adding new duties means some neglect of prior duties.
Analyze carefully whether your construction specialist, for example, will be able to
spend the necessary time as maintenance coordinator of the new property management
opetation without giving up other essential activities;

¢ Not the right person for the job -- good property management requires different skill
sets than for other nonprofit operations. Your receptionist who is so good over the
phone may not react as well to the constant personal visits of tenants with minor
emergencics. Sometimes people are selected to do a job because of convenience, not
skills, and sometimes that doesn’t work out;

» Not enough start-up time -- the new business requires training in new systems and
even before building the new systems. It requires constant coordination among off-
site and on-site staff. Personnel will need time to create, learn, and settle into their
new jobs, time that may be neglected if you intend to shift people from their current
positions,

18



Systems

Good property management is all about systems. Property managers do some tasks over and over
again: repairing window screens and taking in monthly rent checks and verifying household
incomes. Systems are processes -- sometimes automated, sometimes not -- that pemnt you to be
as efficient as possible when accomplishing these tasks. The financial management system, for
example, a system needed by all property managers, tells you whether you can accept rent
payments in cash or check, how to record the amount so that you’li be able to retrieve the
information whenever you need, in the appropriate format. With a system in place, you don’t
have to recreate a wheel each time you want to get rolling. The more systems you can have in
place before you start - standing alone, fully ready to operate -- the better.

Some systems used by a new property management organization should be consistent with the
systems used by the organization as a whole. In particular, financial management and personnel
systems should mesh. This may be an opportunity for an organization wide upgrade of those
systems.

The systems you would need to manage well include:

Financial management, incorporating bookkeeping, accounting and reporting, usually done
through computer software that also includes tenant management, as well as written manuals that
describe accounting and collection procedures;

Tenant management, usually using computer software that includes unit rents, rent
discounts, tenant payment histories, lease periods, and income eligibility calculations, as well as
written procedures or manuals for marketing, tenant selection, evictions, tenant rights and
responsibilities, and the provision of supportive services;

Real estate management, including written procedures or manuals that define maintenance
and capital replacement schedules; '

Personnel management, including written job descriptions, and written descriptions of
employee benefit packages, grievance procedures, and rights and responsibilities.

You're best off assuming that the new property management department will require entirely new
and separate systems and computer capabilities While your current organization undoubtedly has
computer hardware and software, using them for property management may strain the existing
systems so that they cannot readily perform other tasks. New software may not have good
marriage with current systems and hardware. And if your property management can’t support the
expense of computers and software your margins are just too tight.




Financial Analysis

Attached are six charts that cover the financial analysis of a start-up property management
business. These charts are:

start-up budget

start-up budget assumptions
operating budget

operating budget assumptions
personnel schedule

cash flow projection

e & & o o O

These charts show the estimated start-up capital, capitalized expenses and operating expenses,
stabilized operating expenses and incomes, personnel requirements and costs, and cash sources
and uses during start-up and operations for a new property management business. Key
assumptions for this analysis are:

o  The business will be managing 400 units within six months of initial start-up. Management
fees from this number of units provides slightly more than break-even income.

o The business will be a true start-up -- the ticker begins when the property manager is hired.
This person, the chief executive officer, will then spend the next four months hiring other
staff, setting up an office, setting up all necessary systems, and training the staff in operating
the systems. Costs of this business will not be shared with the parent organization.

o Initial working capital will be required -- the business will lose money in its initial year (at
least), while start-up operations are being done and the portfolio increased.

o  On-site management and maintenance will be covered in the property budgets -- on-site
personnel are necessary in managing a sizable number of units. The financials presented here,
however, cover only the administrative (central office) costs of the business. On-site costs
including the costs of social service coordination should be line items in the budgets of the
properties being managed. '
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Property Evaluation Check List

The following check list is to be used to prevent affordable housing owners from allocating long
hours of research to the prospective idea of managing their portfolios and also to help the

nonprofit housing industry as a whole to better focus its talents in a more usable friendly area of
management, managing the management company rather than thinking about managing yourself.

_ QUICK CHECK

Check the answer that best identifies your operation.
1. Current management used ..........cooooeorriiiinicn T Poor O Good 0O
2. Looking for a new source of TeVenue ... No 0  Yes O
3. In-house staff capacity and knowledge of management .......... Good O Poor O
4. Number of units owned/managing ... 500 units more 0 Less [
5. Are your units concentrated in a one mile radius ... Yes O No 0O
6. Units condition/are more than half of your units conditions...... Good O Poor [

(See Physical Condition page #4)
7. Are the majority of your units in a community rated ................ Good O Poor O
8. Is your computer system powerful enough to support

software for in-house property management ..........c.ccccoeeinenn Yes 0 No 0
9. Strong infrastructure and internal systems ... Yes O No 0O
10. Do you have a $100,000 plus for start-up ...................... . Yes 0 No O
11. Are good management companies available ... No 0 Yes U
12. Can your present staff support the added work to manage ... Yes .. .0 No O
13. Is your staff trained to management ..., ... Yes 0 No 0

. Total each columns:

If the left column is above 50% of the total, further evaluation should be considered before your
final decision is made. However, if the right column is above 50% of the total, than time can be
saved by not pursuing for additional information towards managing at this time.
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