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SUBJECT:
USDA MFH Project Manager Bulletin #15

Long Term Capital Planning

Multi-Family Housing (MFH) Programs

TO: 
All USDA-Financed Rural Rental Housing & Farm Labor Housing Project Managers


in California

Sustainability is a critical component of asset management in Rural Rental Housing (RRH) and Farm Labor Housing (FLH) projects.  Good budget and reserves management involves addressing not just the needs of the project in the current year, but anticipating and preparing for future needs as well.

Estimating the Capital Needs of MFH Projects

USDA’s State Architect recently completed a generic capital needs study for MFH projects.  This involved analyzing the replacement cost of typical MFH capital components and their likely useful lives.  He concluded that an average MFH project in California should be budgeting $1,397 per unit-year ($116 per unit-month) for capital expenditures.  This analysis assumes that the MFH project has kept on a regular schedule of capital replacement and is presently in good condition with no serious deferred maintenance.  This amount consists of:

1. $452 per unit-year for minor capital items, i.e. those that should ideally be done on a recurring basis within a project’s annual operating budget.  

2. $895 per unit-year for major capital items, i.e. large capital replacement projects that must be budgeted for over many years in order to assure adequate reserve funds are available.

3. $50 per unit-year for upgrading the facility, i.e. making provisions to add amenities to keep pace with rental market standards and avoid obsolescence.  

Attached as Exhibit A are some of the cost and useful life estimates that were used in this study.  They provide a good starting point for sound capital needs planning.  They are provided for background only and are not intended to set a benchmark in budgeting.  Costs must always be assessed on a project-by-project basis.

Budgeting for the Capital Needs of MFH Projects

As shown by the State Architect’s study, there is a significant and ongoing cost associated with capital replacement and improvement.  USDA acknowledges this cost and will bear it in mind in reviewing budget proposals.

USDA’s annual MFH budget, Form RD 1930-7, was updated in 2000 to include a section devoted to the long-term capital needs.  Part VI, “Annual Capital Budget”, divides capital replacement into capital items from operating (i.e., the minor capital items mentioned above) and capital items from reserves (i.e., the major capital items mentioned above).

While Form RD 1930-7 provides an single year snapshot of the capital needs of a project, a longer term budget is also invaluable.   The development of a 10-year Capital Plan is an accepted practice in the rental industry and an indication of good asset management.  

USDA regulations do not require a specific form or format for long-term capital plans.  However, attached as Exhibit A is a spreadsheet that may be used for this purpose.  It is designed to be compatible with Part VI of Form RD 1930-7.  

USDA is strongly encouraging (but not requiring) all MFH projects to prepare a 10-Year Capital Plan.  Property managers that develop such a plan will qualify for increased management fees in recognition of their good practice.

In preparing 10-Year Capital Plans, property managers should be realistic about the needs of the project.  USDA recognizes that there may be instances where the capital needs of the project will outstrip the project’s ability to generate capital replacement funds.  This will not be used as a basis to penalize property managers or owners.  Rather, it will be a valuable tool in aiding all parties in assessing the problem and developing a strategy to address the long-term capital shortfall.

Capital Needs Assessments (CNA’s)

A Capital Needs Assessment (aka Comprehensive Needs Assessment or Physical Needs Assessment) is a professional, third-party study of a project to determine the current condition of the property and to estimate its capital needs in the future.  CNA’s have been required by HUD and other lenders and are an accepted rental industry tool.   CNA’s are not required by USDA as a regular management tool.  However, project managers may wish to obtain a CNA from an independent, qualified party to validate their 10-Year Capital Plan.  The cost of an CNA is a permitted annual operating expense.  One possible approach might be to arrange for a  CNA in conjunction with the Energy Audit that USDA already requires every fifth year.  

Please feel free to contact the MFH Program Section or your local USDA office for additional assistance.  

PAUL VENOSDEL

State Director

Attachment:
Sample MFH Capital Costs and Useful Lives

10-Year Capital Plan spreadsheet

cc:
Rural Development Managers & Community Development Managers, USDA, CA

 Sample MFH Capital Costs and Useful Lives

Capital Item Category
Typically paid for from Operating
Typically paid for from Reserve
Typical Cost

per unit
Typical 

Life Expectancy
Operating Cost per unit-year
Reserve Cost per unit-year

Appliances:







   Range
X

375
10
37.50


   Refrigerator
X

575
10
57.50


   Range Hood
X

55
10
5.50


   Washer/Dryer (if present)
X

650
10
-


Carpet and Vinyl:







   1 Br.
X

1,400
8



   2 Br.
X

1,800
8
225


   3 Br.+
X

2,400
8



Common area:







   2,500 sf – 40 units

X
136
8

17

Cabinets:







   Kitchen

X
1,500
20

75

   Bathroom

X
400
20

20

Doors:







   Exterior

X
150
25

6

   Interior

X
240
15

16

Window Coverings:







   Blinds / drapes
X

242
5
48


Heating & Air:







   Heating 

X
1,200
20

60

   Air conditioning

X
1,600
20

80

Plumbing:







   Water Heater
X

375
7
54


   Bath Sinks

X
65
15

4

   Kitchen Sinks

X
80
15

5

   Faucets

X
104
10

10

   Toilets

X
120
15

8

Major Electrical:







   Detail

X
150
7

21

Structures:







   Windows

X
660
20

33

   Screens
X

120
5
24


   Walls

X
500
25

20

   Roofing

X
1,132
25

45

   Siding

X
1,159
20

58

   Exterior Painting

X
500
7

71

Paving:







   Asphalt

X
55
15

4

   Concrete

X
/
20



   Seal and Stripe

X
8
3

3

(continued)

Capital Item
Typically paid for from Operating
Typically paid for from Reserve
Typical Cost

per unit
Typical 

Life Expectancy
Operating Cost per unit-year
Reserve Cost per unit-year

Landscaping & grounds:







   Landscaping  

X
156
1

156

   Lawn Equip (see Landsp.)

X
/
10



   Fencing

X
300
15

20

   Rec. area (see Landsp.)

X
/
15



   Signs ($1,200/40 units)

X
30
5

6

Accessibility features:







   Detail

X
/




Automation equipment:







   Site Manage. (40units)

X
25
7

4

   Common area(40 units)

X
25
7

4

Other:







   Reserve misc.

X
50
1

50

   Interior Paint

X
575
7

82

   Gutters

X
250
15

17

Total Annual Costs 

per unit-year




$452
$895







USDA Rural Development is an equal opportunity Lender, Provider and Employer.

Complaints of discrimination should be sent to:

USDA Director, Office of Civil Rights, Washington, D.C.  20250
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