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ABSTRACT

The Szolnok Pilot Project in Asset and Property Management was designed to accomplish
certain important objectives: to strengthen the role of the municipality with respect to
monitoring the performance of the housing stock; to transform the relationship between
the municipal Housing Office and Szollak (previously known as IKV, the former state
owned property management company); to improve the level of property management
services provided to the municipally owned rental units; and to introduce competition in
the provision of property management services. This paper is an evaluation of the Pilot
Project to determine how well these cbjectives were accomplished. The evaluation
includes four components: a financial analysis of Pilot Project unit expenses in 1992 and
1993; an analysis of a survey of the inhabitants of the Pilot Project units; results of an
interview with Lajos Csala, President of Tiszaber, the company which manages the Pilot
Project units, and the opinions of the Asset Management staff members and an
evaluation of their performance. In analyzing each of these components, it is clear that
the objectives of the project were reached in varying degrees. Furthermore, the financial
data generated for the Pilot Project units demonstrate that costs to operate these units
were in line with predictions, and the data itself is more accurate and useful than that
produced by IKV. The tenants of these units believe that management services have
improved somewhat under Tiszaber. Tiszaber considers the project to have been
worthwhile, as do members of the Asset Management branch of the Office of Housing.
In order for the Pilot Project to enjoy continued success, the authority and responsibilities
of the Asset Managers must be more clearly defined.




EXECUTIVE SUMMARY

Historically, the management of the state-owned flats in Hungary was solely the
reponsibility of [KV, the state-owned housing management company. Since early 1992,
USAID has been providing technical assistance to the City of Szolnok in reforming their
rental housing sector in which the improvement of asset and property managemerit
played a crucial part. This component of the overall housing strategy is known as the
Szolnok Pilot Project in Asset and Property Management. Project objectives were to
strengthen the role of the Municipal Housing Office by creating a viable asse*
management capability within the department; clarify the relationship between the
Municipal Housing Office and IKV; improve the quality of management of the municipally
owned rental units; and introduce competition in the management of the stock.

The USAID team commenced work on the project in April, 1992. Since that time, an
Asset Management function has been established within the Housing Office, and the City
successfully bid a portion of its housing stock for management by a private company
called Tiszaber. The purpose of this paper is to evaluate the Pilot Project in Asset and
Property Management, to determine whether or not the original objectives were achieved.
The evaluation includes four components, which are as follows:

1. Comparative analysis of expenditures made on behalf of the Pilot Project
units under IKV mangement and under management by Tiszaber and a
review of financial statements.

2, Analysis of a survey of the inhabitants of the Pilot Project units.

3. Results of an interview with Lajos Csala, President of Tiszaber, in which his
perspective on the outcome of the Pilot Project is obtained.

4, The opinions of the Asset Management staff and an analysis of their
performance.

In the discussion of these four components, it becomes clear that the objectives of the
Pilot Project were achieved in varying degrees. In addition, the expenses to manage the
Pilot Project units were in line with original estimates, and the level of financial
information now being produced by Tiszaber is superior to that which was produced by
IKV. Importantly, the administrative costs decreased sharply both in absolute terms and
as a percentage of operating expenses. The tenents of the Pilot Project units believe that
the level of management services provided has improved since Tiszaber assumed
management. Both Tiszaber and the members of the Asset Management group think that
the Pilot Project was a worthy endeavor.

In order for the Pilot Project to enjoy continued success in Szolnok, the Asset Managers
need to exert more authority over the property managers and be more active in
monitoring the managers’ performance. The authority and responsibilities of the Asset
Managers must be clarified. Finally, the City needs to take an active role in reviewing the
financial information generated for the Pilot Project units in order to make informed
decisions about the fate of the housing stock.
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EVALUATION OF THE SZOLNOK PILOT PROJECT
ON ASSET AND PROPERTY MANAGEMENT

INTRODUCTION

Background

Historically, the management of state-owned flats in Hungary was solely the
responsibility of IKV, the state-owned housing management company. When the central
government granted the rights of ownership of the housing stock to the individual local
governments in 1990 and 1991, the management of the housing stock remained the de
Jacto responsibility of the local IKV branches. Local governments have only just begun
to exercise their rights as owners of the housing stock and to act in a regulatory capacity
to ensure effective management of these units.

Since early 1992, USAID has been providing technical assistance to the City of Szolnok
in a variety of areas relating to housing. The broad reform to the municipal rental sector
included an increase in rents and the introduction of income-tested allowances as well
as improvements in management. Technical assistance in asset and property
management and maintenance was provided to train the new municipal asset
management staff and to hold a competition for contracting out the management of a
small portion of the municipally owned rental housing stock'. Project objectives were
to strengthen the role of the Municipal Housing office by creating a viable asset
management capability within the department; clarify the relationship between the
Municipal Housing office and the former municipally owned r~"perty management firm,
IKV; and to improve the quality of management of the municipauy owned housing stock
by introducing competition into the provision of property management services.

Several goals have been accomplished. One, the City is beginning to take an active role
in determining how the municipally owned housing stock is managed. Two, a
management contract was successfully bid and alternative management has been
introduced in Szolnok. Three, the relationship between the City and Szcllak (the former
IKV) is beginning to change, as the City tries to establish an employer-employee
relationship in which it acts as Szollak's regulatory body. Lastly, and most importantly,
the level of property management services provided to the municipally owned housing in
Szolnok appears to be improving.

' This component of assistance was led by Antonia Sanders (formerly Toni Baar) working closely with
Katalin Zsamboki. Katharine Mark was the project manager. A detailed description of the management
project can be found in Baar and Mark, Szolnok Pilot Asset and Property Management Program, October
1993,
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Evaluation of Pilot Project

The USAID team commenced work on the Pilot Project in April, 1992. Since then, these
milestones have been reached: an Asset Management function was introduced

into the municipal Housing Office, and the City successfully bid a portion of its housing
stock® for managemant by a private company.

Almost two years have elapsed since the inception of the Pilot Project. At this point, it
is important to determine whether or not the original objectives of the project were met:
has the role of the municipality with respect to monitoring the performance of the
housing stock been strengthened? has the Housing Office transformed its relationship
with Szollak? have property management services improved substantially enough to
Justify the level of effort put into the project by the City? In addition, how successful was
the competitive bidding component of the Pilot Project—how well is the new management
company, Tiszaber doing its job? Has the City learned anything from this process? The
purpose of this Evaluation is to provide answers to these questions.

A secondary purpose of this evaluation is to serve as a model for city Asset Management
staff. While it is unlikely that staff will regularly have access to the time or funds
necessary for such a broad effort, this study does demonstrate the sort of analysis the
city should conduct on a regular basis in order to assess the effectiveness and cost of
property management. Its results can be useful as well in providing feedback to property
management.

The Evaluation of the Pilot Project includes four components, which are as follows:

1. Comparative analysis of expenditures made on behalf of the Pilot Project
units under IKV management (from January through June, 1992) and
Tiszaber (from April through September, 1993) and a review of financial
statements. In this section, the impact of the Pilot Project on the costs of
managing municipally owned housing is explored.

?  The addresses of the pilot project units are as follows:

Address No. of Units
Orosz Gy. 9 44
Orosz Gy. 11 44
Gy®rily Istvan 1 (formerly Orosz Gy. 32) 15
Gy®rily Istvan 3 (formerly Orosz Gy. 34) 20
Gyérfly Istvan 5 (formerly Orosz Gy. 36) 20

Gyoérily Istvan 7 (formerly Orosz Gy. 38) 15
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2. Analysis of a survey of the inhabitants of the Pilot Project units. It is
important to know what the tenants think about the change of
management and the conditions of their housing. How do their perceptions
influence the judgment of the overall efficacy of the pilot project, if at all?

3. Results of an interview with Lajos Csala, President of Tiszaber, in which his
perspective on the outcome of the Pilot Project is obtained.

4, The opinions of the Asset Management staff and an analysis of their
peiiormance.

The answer to the questions raised appears to be a qualified "yes." Each of the objectives
was reached, to varying degrees. The competitive bidding process achieved its desired
result in that alternate management was introduced in Szolnok. Tiszaber, the new
management company, seems to be doing a reasonably good job. And the City has
learned something from this process, namely that property management alternatives do
exist in Szolnok. In addition, the capacity to monitor the quality of property management
—an entrely new function for municipal staff-is now in place. These results are
elaborated in the body of this report.
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FINANCIAL ANALYSIS
Methodology

Data on operating and repair expenses was made available by IKV for each staircase of
the 158 pilot project units for the period January 1 through June 30, 1992. The data
was obtained from two sources: IKV operating expense statements and LAJ print-outs.?
Data was also made available by Tiszaber for all building expenses for the pilot project
units for the period April 1, 1993 through September 30, 1993.

The d«ta from IKV's statements from 1992 was reorganized to fit into the categories used
in Tiszaber's monthly operating statements. The expenses incurred in the two periods
are compared, and the variance (percentage increase or decrease) is determined. The
comparative information was compiled for each staircase in separate spreadsheets, which
are included in this document (see Annex A). An example comparing expenses for the
two periods is shown in Table 1.

Although the expense information for the two years comes from different time periods
(January through June in 1992 and April through September in 1993), many of the
expenses, particularly routine operating expenses, are fixed. Therefore, for the most part,
fluctuations would not be due to seasonal variations.

Utility costs obviously fluctuate depending upon the time of year and prevailing weather
conditions. However, the utility costs included in the statements are for common area
electricity, common area heating and water/sewer expenses. Common area electricity
does not fluctuate dramatically, although it is generally higher in the winter since the
common area lights must be left on for longer periods of time. Heating costs for the
common areas are minimal. Water/sewer charges are offset by monthly reimbursements
from the tenants. (This is why in some cases, the expense line item shows a credit when
the monthly reimbursements exceed actual expenses, or when delinquencies from one
period are paid up during a subsequent period.} Therefore, utility expenses do not
substantially change routine monthly expenses, except in cases in which there have been
rate increases.*

¥ LAJ expenses refer to repair items. The term LAJ originates from a fund which was specifically
earmarked and provided by the City for repairs and renovation. This fund was no longer in existence
in 1992, but the repair items were sull referred to by IKV as LAJ expenses at the time the statements
were printed.

' To illustrate, water charges have Increased substantially since October, 1993. Although this
occurred after the end of the reporting period of the Tiszaber financial statements included In this
report, this Is an example of how dramatic increases in utilities have been, and how multiple increases
have been effected during a short period of ime. Prior to October, 1993, the price of one cubic meter
of water was 64.40 HUF. In October, 1993, the price was Increased 23.7 percent to 79.66 HUF. It was
expected that as of the beginning of 1994, water rates would increase a further 25.5 percent to 100
HUF per cubic meter.
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TABLE 1:
Comparative Expenses
Orosz Gy. ut. 9
1992 1993
(IKV) (Tiszaber)

ADMINISTRATIVE EXPENSES
Bank Charges 0 2,540.00
Travelling Expenses 2,665.63 1,359.40
Training of Lift Operators 1,050.00 0
Legal Fees 0 0
Other Administrative Expenses 55,089.08 2,034.00
Bad Debts 0 0

TOTAL ADMINISTRATIVE EXPENSES  58,804.71 5,933.40
UTILITIES
Water and Sewer 15,580.20 (37.821.00)
Electricity 76.526.00 53,925.00
Common Area Heating 21.940.00 28,700.00

TOTAL UTILITIES 114,046.20 44,804.00
PERSONNEL
Superintendent’s Salary 32,414.83 53,757.00
Superintendent’s Fringe Benefits 14,262.53 38,946.00
Contract Workers' Wages . 0 0
Contract Workers' Fringe Benefits 0 0
Meal Vouchers 0 2,500.00

TOTAL PERSONNEL 46,677.36 95,203.00
OPERATING EXPENSES
Garbage Removal 8,187.02 20,021.00
Container Sanitation 750.00 0
Garbage Chute Sanitation 2,072.00 0
Pest Control 294.00 0
General Materials 5,5695.00 2,382.50
Electrical Materials 0 1,966.00
Cleaning Materials 5,285.55 3.554.50
Clothing for Workers 707.14 5,000.00
Water & Central Heating Inspection Fee 0 37.500.00

TOTAL OPERATING EXPENSES 22,890.71 70.414.00
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TABLE 1: Comparative Expenses (continued)

EQUIPMENT MAINTENANCE
EXPENSES
Fire Extinguisher Maintenance 134.27 2,250.00
EMI-Lift Supervision 12,250.00 1,900.00
Lift Maintenance 1,800.00 27.150.00
Lift Repair Materials 0 7.894.00
Maintenance of District Heating Center 40,176.00 50,220.00
Maintenance of Interior Water & Heating Pipes 4,371.25 35,196.00
Ventilation Maintenance 3.615.00 4,125.00
Maintenance of Electrical Systems 0 0
Cable Service 0 0
Other Operating Expense 9,710.48 2,580.00
TOTAL EQUIPMENT MAINT. EXPENSES 72,057.00 161,236.00
TOTAL ROUTINE EXPENSES 314,475.90 377.590.40
OTHER EXPENSES
Insurance 14,898.81 16,240.00
Management Fee 0 36.432.00
Scheduled Obligations of Owner 0 0
TOTAL OTHER EXPENSES 14,898.81 52,672.00
MAINTENANCE AND REPAIRS
Panel Insulation 0 0
Maintenance of Staircases 0 0
Changing of Viny! Flooring in Staircases 0 0
Electrical Repairs - Common Areas 0 3,750.00
Locksmith's Repairs 0 10,050.00
Water and Sewer System Repairs 0 6,000.00
Lift Repairs 0 40,504.00
Installation of Automatic Light Switches 0 9.102.00
Roof Repairs 0 0
Non-Scheduled Repairs 0 0
Miscellaneous (non-itemized) Repairs 170,229.00 0
TOTAL MAINTENANCE & REPAIRS 170,229.00 69,406.00
GRAND TOTAL EXPENDITURES 499,603.70 499,668.40
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Financial Statements

As mentioned above, there were two sources for the financial information from IKV for
the pilot project units for the period January through June, 1992. The routine expense
and LAJ data had to be combined and reclassified, so that the line-items would be
directly comparable to Tiszaber data (for instance, management company overhead had
to be separated from expenses directly related to the operation of the buildings). In some
cases, it is impossible to determine the meaning and derivation of certain line items. In
addition, it is difficult to determine whether or not any other expense data exists for these
units for this period, although IKV representatives assured the USAID consultants that
this was not the case.

Furthermore, there exists wide variation among certain line-items between the four
staircases, Gyorffy Istvan u. 1, 3, 5, and 7, for which IKV was unable to provide any
explanation. This casts doubt on the accuracy of the data. Operating expenses for
Gyorffy Istvan u. 1 and 7 appeared to be unrealistically low during this period.

Finally, the expense statements do not include income data for the buildings. Given the
low rent levels in 1992 and the increasing expenses, one can assume that each building
had a net loss during the reporting period. However, one does not know how much of a
loss was generated on a per building basis, nor how much subsidy was granted on the
part of the municipality to offset these losses.

Conversely, the statements provided by Tiszaber were much clearer.® The statements
are actually patterned after income and expense statements used in the west, with a
section which compares actual expenses to those budgeted, both on a month-to-date and
year-to-date basis. There is a line-item on the statement which shows how much subsidy
the building received from the owner during the given period (as well as the amount of
housing allowances received).

These financial statements are well-organized and comprehensible; it is apparent what
kind of expenses are included in each line-item. There seems to be basic consistency in
expenses from one staircase to another. In cases in which there are large variances, such
as in the same line-item for the two fifteen-unit staircases, Tiszaber is ready to provide
an explanation. No one at IKV ws, able to provide this information, as the information
was not readily available in the statements and back-up documentation was either
inaccessible or nonexistent.

®  The Management Criteria included with the instruction to bidders in the competition to manage
the Pilot Project units required that the financial statements generated by the contractor be presented
in a particular format. This requirement is now true for Szollak as well.
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Findings

As one might have expected, given the rate of inflation in Hungary, which was 25 percent
from April, 1992 to July, 1993, overall operating costs have increased in the pilot project
units from one reporting period to the next. However, this is not unilaterally the case.
Table 2 shows that the change in average per unit expenses varies considerably.

TABLE 2:
Average Per Unit Increase/(Decrease) in Expenses
between Periods
(in HUF)
%
Jan-June Apr-Sep Increase/
1992 1993 (Decrease)

Water/Sewer 680.1 (362.1) (153.2)
Electricity 1,384.4 871.5 (37.0)
Common Heating Areas 465.6 607.3 30.4
Garbage 193.0 471.4 144.2
Superintendent Salaries 665.1 1,103.8 66.0
Administrative 1,383.6 952.3 (32.1)

(admin.as a 9% of total

expenses less maint.) 19.5% 9.4% (51.8)
Routine Operations 1,963.1 6,140.6 2]12.8
Other 352.0 368.8 4.8

TOTAL
(excluding extraordinary
maintenance and repairs) 7,086.9 10,153.6 43.3

Costs of water/sewer appear to have decreased from one period to the other in all of the
staircases except Gyorfly Istvan u. 1.8 This is not actually the case, but appears so
because water charges paid for by the tenants offset the water charges paid on behalf of
the buildings to the water company. The net decrease, then, may be due to increased
collection efforts on the part of Tiszaber.

Electricity costs actually decreased in all staircases but one, Gyorffy Istvan u. 7, between
the two reporting periods (see Table 3). This is odd, given the fact that electricity rates
have increased slightly (due to the addition of a Value Added Tax’) between reporting
periods. Common area electricity covers lighting of the hallways and stairwells, and in
the staircases in which there are elevators, the electricity for running the elevators.
Electricity consumption should be similar for staircases of like size and configuration, in

8  Please see water and sewer figures in financial statements, Annex A.

" The Value Added Tax was first introduced for utilities at a rate of 6 percent in January of 1993 and
raised to 10 percent effective September, 1993,
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buildings of similar construction. ‘This is not the case as reported in the statements of
IKV for the period January through June, 1992. This may have been due to inaccuracies
in recording expenses, malfunctions of the electrical systems in one or more of the
staircases, or overcharges by the utility company. IKV personnel were unable to explain
the reasons for the discrepancies.® The decrease in expenses between 1992 and 1993
may be related to the installation of automatic light timer switches in Gyérffy Istvan u.
1,3, 5and 7.

TABLE 3:
COMPARATIVE ELECTRICITY COSTS
(in HUF)
%
Jan-June Apr-Sep Increase/
1992 1993 (Decrease)
Orosz Gy. 9 75,256 53,925 (28.3)
Orosz Gy. 11 86,198 53,554 (37.9)
Gyorfly Istvan 1 18,927 -0- ?
Gyorfly Istvan 3 21916 17,392 (20.6)
Gyorfly Istvan 5 12,844 8.817 (31.4)
Gyorfly Istvan 7 3,600 4,005 11.3

Common area heating costs show an increase of between 29.2 percent and 34.5 percent
per staircase between the two reporting periods, which is somewhat high, rate increases
plus the increase in Value Added Tax come to a total increase of only 22 percent between
the two periods (see Table 4). The large increase may partially be due to a change in the
way in which heating costs were allocated among the staircases in housing stock.
Garbage Removal expenses increased by between 132.1 percent and 150.7 percent per
staircase, because the garbage removal company was transformed from a communal
company to a shareholding company, and prices for services have skyrocketed (see Table
5). Superintendent salaries increased by between 48.5 percent and 83.4percent, or an
average of 67.8 percent (see Table 6). Management company salaries for maintenance
and operations staff were traditionally low, and large salary increases have been put into
effect for individuals in these occupations in Hungary due to the rapid increase in the
cost of living.

®  For further discussion of this topic, please see "Operating Cost Study: An analysis of the costs
associated with the management of municipally owned rental housing in Szolnok."” Toni S. Baar,The
Urban Institute, December 1992.
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TABLE 4:

COMPARATIVE COMMON AREA HEATING COSTS

Orosz Gy. 9
Orosz Gy. 11
Gyorfly Istvan 1
Gyorfly Istvan 3
Gyorfly Istvan 5
Gyorfly Istvan 7

Orosz Gy. 9
Orosz Gy. 11
Gyorfly Istvan 1
Gyorfly Istvan 3
Gyorfly Istvan 5
Gyorfly Istvan 7

Orosz Gy. 9
Orosz Gy. 11
Gydrfly Istvan 1
Gyorfly Istvan 3
Gyorfly Istvan 5
Gyorfly Istvan 7

(in HUF)

Jan-June
1992

21,940
21,941
6,361
8,477
8,477
6,372

TABLE 5:

{in HUF)

Jan-June
1992

8,187.02
8,187.02
3,293.63
3.764.14
3,764.14
3,293.63

TABLE 6:

{(in HUF)

Jan-June
1992

32,414.8
33.135.2
9,756.7
11,292.2
10,270.2
8,215.2

Apr-Sep
1993

28,700
28,519
8,555
10,951
10,951
8,271

COMPARATIVE GARBAGE REMOVAL COSTS

Apr-Sep
1993

20,021
19,748
8,190
9,438
9,435
7.645

COMPARATIVE SUPERINTENDENT SALARIES

Apr-Sep
logs

53,757
53,757
14,488
19,032
18,305
15,067

%
Increase/

30.8
30.0
34.5
29.2
29.2
1 29.8

%
Increase/

{Decrease)

144.5
141.2
148.7
150.7
150.7
132.1

%
Increase/

(Decrease)

65.8
62.2
48.5
68.5
78.2
83.4
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One of the most interesting variances which occurred between the two reporting periods
was in administrative expenses. For the purposes of this analysis, administrative
expenses include the following: bank charges, travelling expenses, training of lift
operators, legal fees, other administrative expenses®, and management fee (see Table 7).
One early observation about management of Szolnok’s municipal housing stock by IKV
was that the amount of operating expenses incurred in connection with management
overhead seemed to be an inordinately high percentage of total expenditures. Tiszaber's
administrative and management fee expenses combined are not only lower in total forint
amount, but the percentage of administrative/ management fee expenses to total
expenditures is much lower than that of IKV during the period January through June,
1992 (see Table 8).

TABLE 7:
COMPARATIVE ADMINISTRATIVE/MGMT. FEE EXPENSES
(in HUF)
%
Jan-June Apr-Sep Increase/
1992 1993 (Decrease)
Orosz Gy. 9 58,804.7 42,365.4 (28)
Orosz Gy. 11 59,760.8 41,214.4 (31)
Gyorfly Istvan 1 24,683.8 14,665.5 (40.6)
Gyorfly Istvan 3 28,581.3 20,140.0 (29.5)
Gyorfly Istvan 5 25,986.0 18,078.0 (30.4)
Gyorfly Istvan 7 20,786.9 14,005.5 (32.6)
TABLE 8:

COMPARISON OF ADMINISTRATIVE TO TOTAL EXPENSES
LESS EXTRAORDINARY MAINTENANCE & REPAIRS (PERCENT)

%

Jan-June Apr-Sep Increase/

1992 1993 Decrease;
Orosz Gy. 9 17.8 10.8 (39.3)
Ornsz Gy. 11 16.9 9.9 (41.4)
Gyorfly Istvan 1 22.1 7.6 (65.6)
Gy6rfly Istvan 3 24.0 13.6 (43.3)
Gyorfly Istvan 5 20.2 11.1 (45.3)
Gyorfly Istvan 7 26.7 8.8 (67.0)

°  These include all administrative overhead charged back by IKV as reflected in the January through
June, 1992 flnancial statements. The components of this category are discussed in "Operating Cost
Study” (see Mote 3).
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Routine operating expenses (services and equipment maintenance) increased between
periods by between 144.0 percent and 287.8 percent (see Table 9).!° The percentage
increase was much higher in the four smaller staircases (Gyorffy Istvan 1, 3, 5 and 7)
than it was in the other two staircases. The average percentage increase in routine
operating expenses in the other two staircases was 169.6 percent, which is certainly high.
There have been increases in the cost of many services. The District Heating plant was
previously under the management of IKV. It is now a private limited company (kft.)."!
The large increase in expenses in Gyérffy Istvan 1, 3, 5and 7 may be due to the fact that
expenses are being allocated differently than was done in the previous period by IKV,!2
but also because it is often more expensive on a per unit basis to operate a small building
than it is to operate a large one. Also, one notes that in the 1992 reporting period,
expenses in these buildings appeared to be disproportionately low. It is interesting to
note that the increases in routine operating expenses for the small staircases were
consistent.

TABLE 9:
COMPARATIVE ROUTINE OPERATING EXPENSES
(in HUF)
%
Jan-June Apr-Sep Increase/
1992 1993 {Decrease)
Orosz Gy. 9 86,760.7 211,629.0 144.0
Orosz Gy. 11 69,475.1 205,117.0 195.2
Gyorfly Istvan 1 27,064.8 91,273.0 237.2
Gyorfly Istvan 3 26,299.3 95,222.5 262.1
Gyorfly Istvan 5 27,400.4 97,248.5 254.9
Gyorfly Istvan 7 22,863.3 88,659.5 287.8

' Routine operating expenses Includes services such as pest control, heating and ventilation
maintenance, and elevator maintenance.

'' It should be determined whether the same fees are charged by the District Heating kft. for heating
energy costs and the inspection and maintenance costs of district heating equipment within the
buildings in units managed by Szollak and units managed by private companies.

2 IKV was fairly inconsistent in the way it allocated expenses among buildings. The way this was
usually done for the four staircases in this example was to divide the lump sum expense figure by four,
rather than to allocate the expense proportionately (based on the actual number of units in the
staircase). However, In some cases, expenses were allocated the same for buildings of widely varying
sizes, L.e, in some instances a lump sum expense was divided by the number of buildings in the
portfolio. Therefore, for example, ventilation maintenance expenses were the same in 15 unit and 44
unit buildings.
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A calculation was made of the variance between periods of all expenses excluding
repairs.'® The percentage increase between the two reporting periods ranges from 28.3
percent to 120.9 percent (see Table 10). As is the case with routine operating expenses,
however, the percentage increase was much higher in Gyérffy Istvan 1 and 7 than it was
in the other four staircases. The average percentage increase in all expenses excluding
repairs in the other four staircases was 34.1 percent, which seems reasonable given
inflation and rate increases in all services provided.'* Again, the large increases in
Gyorffy Istvan 1 and 7 are likely to be due to a change in the allocation of expenses
among the staircases in the building.

TABLE 10:
COMPARATIVE TOTAL EXPENSES (EXCLUDING REPAIRS)
(in HUF)
%
Jan-June Apr-Sep Increase/
1992 1993 {Decrease)
Orosz Gy. 9 329,374.7 430,262.4 30.6
Orosz Gy. 11 353,374.7 453,262.4 28.3
Gyorfly Istvan 1 111,742.6 205,697.5 84.1
Gyorfly Istvan 3 118,983.4 165,154.5 38.8
Gyorfly Istvan 5 128,529.1 178,206.8 38.7
Gyorfty Istvan 7 77.718.7 171,690.3 120.9

For the pilot project units, the average total cost to operate one unit during 1993 was
HUF 1,871 per month. Excluding costs for extraordinary maintenance/repairs and
improvements, the total per unit cost was HUF 1,692 per month. If one anticipates a rate
of inflation of 22 percent for 1994, one can anticipate that the average costs of managing
a one pilot project unit to be HUF 2,077 in 1994, or HUF 1,878 excluding extraordinary
maintenance/repairs and improvements. It must be noted, however, that this amount

¥ These are excluded because the amount of funds spent on major repairs fluctuated so wildly in

1992, depending upon what emergency situations arose. It is fairly obvious that funds were only spent
on repairs for emergencies, and these repairs were not previously budgeted by IKV.

' Expenses included are as follows: garbage removal, pest control, inspection and maintenance of
the District Heating Center, maintenance of water and ventilation systems.
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represents costs at which a minimal level of service is provided, which is all that the
current rent levels presently support.'s

There are six observations and conclusions which can be made from the comparison of
expenditures between January through June, 1992 and April through September, 1993,
These are as follows:

1. Due to financial constraints (low rents, delinquencies in rent
payments and other charges, limited subsidies) the nature of
services provided probably could not have increased substantially
when Tiszaber assumed management of the pilot project units.
Increases in costs were primarily due to increases in services
provided by independent companies, such as garbage removal, and
charges to maintain the district heating plant.

2, Administrative expenses incurred by Tiszaber were substantially
lower than those incurred by IKV, which allowed a greater
percentage of building revenue to be applied to operations and
maintenance. While the cost of operating the units may have
increased in line with inflation and increased deterioration of the
housing stock, the overhead costs associated with the management
of the units have decreased.

3. For various reasons, net water and electricity costs were lower
during the 1993 reporting period than they were in the 1992
reporting period. As mentioned previously, the decrease in net water
expenditures may be due to more vigorous collection efforts on the
part of Tiszaber. The decrease in electricity charges may be due, in
part, to Tiszaber's installation of light timer switches in the hallways
of Gyérffy Istvan u. 1, 3, 5, and 7. However, it may be that IKV
reported electricity charges incorrectly (for instance, Orosz Gy. 9and
11 already had light timer switches in the hallways, yet electricity
costs in these staircases were substantially lower in the 1993
reporting period than they were in the 1992 reporting; period), or did
not make sufficient efforts to conserve energy.

' In the "Operating Cost Study,” written In late 1992, it was estimated that the average cost to
manage one municipally-owned rental unit during 1993 would be HUF 2,200 to 2,300. This estimate
included projections for vacancy losses, Reserve for Replacement impounds, bad debt write-offs, and
amounts payable to the housing allowance fund, which amounted to approximately HUF 676 per
month. The housing allowance Impound is not a real number., although the funds are provided by the
municipality as a subsidy to buildings, which technically comes from the rent revenue. Because the
impound is implicit, then. for purposes of this analysis, it is still considered a valid butlding
expenditure. Therefore, the actual estimate Is reduced to 1,968.6 which is 5.2 percent higher than the
average cost to manage the pilot project units. This is not surprising, as the pilot project units are in
*tter condition than some parts of housing stock In Szolnok.
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4.

The characteristics of the financial reports of both companies
demonstrates how much information can be obtained from clearly
presented accurate data. The financial information provided by
Tiszaber, and which was supposed to have been provided by Szollak
as of October, 1993, could be of value to the municipality in terms
of determining actual operating costs for the municipally owned
housing stock if this information were used and analyzed properly
(which it is not at this time, although the Asset Management staff
should know how use this information in a relevant way by now).
For example, as the analysis in this section demonstrates, the
average total cost to operate and manage a unit during the six
months in 1993 is far more reliable than the equivalent number for
1992.

Service-related expenses appeared to increase in line with inflation,
except in the cases of Gyérffy Istvan 1 and 7, which experienced
extraordinary increases in these categories. This may be due to a
change in allocation procedures. Also, as mentioned previously,
expenses for these staircases in the 1992 reporting period appeared
to be unrealistically low.

It cost the city of Szolnok approximately what was anticipated to
operate and manage the pilot project units during 1993. At this
point, however, no financial information is available to determine
what it cost to operate and manage the remainder of the municipally
owned units.
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SURVEY ANALYSIS

Methodology

In the summer of 1992, the municipality, through the Housing Department, hired two
individuals, Michel Charkawi and Agota Szilagyl, to work with the USAID team in
gathering information regarding the units in the pilot project. A survey form was
prepared and Mr. Charkawi and Ms. Szilagyi attempted to go to each of the 114 units'®
and speak directly with the inhabitants.

The survey queried the tenant about the number of rooms in the units, the condition of
the unit, and the level of maintenance and rehabilitation of the unit. One of the most
important questions asked of the tenants was how they rated the level of maintenance
services provided by IKV. Many of those questioned said that they had never seen
evidence that IKV did anything inside the building, and the majority said that the level
of service provided was unsatisfactory.

By November, 1993, Tiszaber had been managing the pilot project units for eight months.
At that point, the USAID team decided to survey the inhabitants of the pllot project units
once again, in order to aid in the evaluation of the overall asset and property
management program in Szolnok. The survey was prepared by USAID consultants in
November, and was conducted by an independent contractor, Miklos Kalman (alist of the
survey questions and the detailed responses are included in Annex B). Interviewers
attempted to gather responses from all 158 households in the pilot project. Responses
were obtained from 116 households, although many households did not answer all
questions. There were seven vacancies.

The questions in the survey are phrased so that comparisons can be made of IKV and
Tiszaber's performance. This is done by asking households to respond to questions for
the period prior to April 1, 1993 and for the subsequent period. Questions are commonly
phrased as follows:

How would you rate the cleanliness of the building ...
before April 1, 1993?
after April 1, 19937

April 1, 1993 is the date which the Tiszaber contract commenced. The results obtained
from the survey would have been clearer if identical surveys had been undertaken in two
periods, such as October, 1992 and October, 1993. The questions in this survey were
not identical to those asked in the July, 1992 survey. In addition, some of the questions
in this survey rely on the respondents’ memories which are subject to discrepancy.

'*  Originally, 114 units were selected for the pilot program: this number was later augmented to 158
units when an additional staircase was added for practical reasons.
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Findings

It is clear that the physical appearance of the pilot project units has not changed
appreciably since Tiszaber assumed management in April, 1993. This is not surprising
due to financial constraints. It is also clear from the responses to the survey, that while
the tenants were not satisfled with the level of services provided by IKV, they are not
particularly satisfled with that which is provided by Tiszaber either. In addition, the
respondents do not appear to have an understanding of the financial constraints
surrounding the management and maintenance of their units. What is not entirely clear
from the survey, however, is how the respondents rate Tiszaber's performance in
comparison with IKV's. It is understandable that the tenants’ perception of Tiszaber's
performance might differ from that of the municipal Housing Department and the USAID
consultants, since tenants base their conclusions primarily on appearance and personal
satisfaction with individual units, while the two latter consider items such as financial
performance, report submission, contract compliance, and responsiveness to the Asset
Managers.

Due to the rent increase which was implemented by the municipality in May, 1993, as
well as substantial increases in utility costs, renters’ average monthly housing expenses
(before housing allowances) among the pilot project units are now approximately 8,000
HUF per month (rent and utilities). This amount is two to three times higher than it was
two years ago. Despite the fact that rents are still not high enough to cover operating
expenses, it is understandable that tenants would wonder why they do not perceive
concomitant increases in the level of housing services provided to them. Of the survey
respondents, only 16 households are receiving housing allowances.

Unfortunately, in many cases, the number of responses to quesiions relating to
management was fairly low (less than half of the total number of respondents). For
instance, only 51 households provided responses when asked if they had ever met
someone from the management company at a meeting. Only 19 respondents said that
they had met someone from the management company after April, 1993 (when Tiszaber
assumed management). However, at the beginning of the contract period, a meeting was
conducted by the municipal Housing Department to introduce Tiszaber representatives
to the tenants. At least 70 tenants were present at the meeting.This example illustrates
that people often have very short or selective memories, and may or may not remember
accurately certain events which took place at a given time. This must be taken into
account when the results of the survey are analyzed. The number of respondents who
said that they had met representatives from the management company under other
circumstances (in connection with maintenance, for example) in the six months since
April 1993, is roughly equal to the number who had met representatives from IKV during
the previous two to three years. This suggests that tenants may have more contact with
Tiszaber representatives than they did with IKV representatives, but the findings are
inconclusive.

Only 39 respondents stated that they reported complaints to management for one to two
years prior to April, 1993 (to IKV), and 32 since April, 1993 (to Tiszaber). When asked
to rate the companies’ responsiveness, however, the mean result for the period prior to
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April, 1993 was 1.67, while the mean result for the period after April, 1993 was 2.47 (1
is the lowest score; 5 is the highest). Twenty-one respondents said that they made
complaints to management during both periods. The mean rating for company
responsiveness prior to April, 1993 was 1.86; subsequently, the mean was 2.52. These
results indicate that the respondents believe, on the whole, that Tiszaber is more
responsive than was IKV.

Survey results indicate that overall, there has been no appreciable change in the
cleanliness of the common areas. Specifically, slightly more tenants rated performance
after April than before, and their ratings were slightly less favorable.!” In response to
survey item 17, suggestions for improvements, it was mentioned that building cleanliness
has not improved due to increased vandalism and traffic by "tramps".

Almost 40 per cent of respondents indicated that they had witnessed
maintenance/repairs in their buildings since April, 1993. In the five years prior to April,
1993, 61.2 per cent of responses witnessed maintenance and repairs in their buildings.
In both periods, the most common type of work witnessed was lift repairs. The statistics
show that in the nine months since Tiszaber's contract commenced, more than half of the
respondents who had witnessed repairs during the previous five years saw work being
performed in their buildings. The unequal length of the two periods, however, makes
results somewhat inconclusive in this section.

Respondents were asked to rate the condition of various building systems (common
areas, security, lift, roof, windows, concrete panel insulation and building facade) in
autumn 1992 and autumn 1993. The mean rating for each item is very similar for both
periods; there appear to have been no substantial differences. Again, this perception may
have been due to a lapse of memory on the part of the respondents, or there actually may
have been no appreciable changes. There has been little funding available in the budgets
which went into effect as of April 1, 1993 to address these items, although some
repairs/improvements were accomplished (such as roof repairs, plumbing repairs, and
installation of light timer switches in Gyérffy Istvan u. 1, 3, 5, and 7).

With regard to the level of maintenance, very few households responded to the question
about whether they have noticed an improvement in the level of maintenance being
provided since April, 1993 or whether the level has deteriorated. Twenty-four households
indicated changes in the level of maintenance. Ofthese, only 8 households indicated that
improvements were noticeable in the level of maintenance, and 13 in the level of
operating services provided. Sixteen households indicated that they perceived a decrease
in the level of maintenance services, and 11 indicated a decrease in the level of operating
services provided. When asked in what ways services have either improved or
deteriorated, the responses were similar for each end of the spectrum (for example, areas
of improvement: "lift maintenance has improved"; areas of deterioration: "the lift has

"7 For the period prior to April, 1993, 73 respondents (70.8%) rated cleanliness of the common areas
satisfactory or better. For the perlod after April, 993, 76 respondents (68.4%) rated cleanliness of the
commeon areas satisfactory or better.
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been frequently out of operation”). There were too few responses to these questions to
be conclusive.

Most of the suggestions that respondents had for improving management had to do with
improving building security, preventing vandalism, and getting rid of "undesirable
elements.” Some of the suggestions were particularly insightful. One respondent
suggested that a "Reserve for Replacement" account be established by setting aside 100
to 200 HUF per month for repairs (if the respondent meant 100 to 200 HUF per unit per
month, he or she is on the right track). Furthermore, two of the respondents indicated
that the tenants should be more involved in making decisions about building-related
problems.

Only 2.6 per cent of respondents indicated that they had seen the budget for the building
in which they reside. At the same time, 53.4 per cent indicated an interest in seeing the
budget.

More than half the respondents indicated that they would be interested in attending
periodic meetings with the property manager. Mr. Lajos Csala, however, said that
Tiszaber organizes tenant forums on a quarterly basis. Attendance is very poor, although
~ tenants are given adequate written notice.

From the results of the survey as indicated above, the following conclusions can be
drawn: :

1. Overall, the respondents feel that management has become
somewhat more responsive to the tenants since April, 1993, when
Tiszaber's contract commenced.

2. The general conditions of the buildings have not changed
appreciably. However, this would not have been a reasonable
expectation, given the short period of time since Tiszaber obtained
the management contract, the amount of deferred maintenance
needs, the inadequate rent levels, and the continued financial
constraints of the municipality.

3. Tenants are generally apathetic about the common areas of the
building. This has been stated by the personnel in the municipal
Housing Department, the staff of IKV, and the staff of Tiszaber. It
is also indicated by the lack of response to the survey questions
related to management. Also, it is arguable that some of the
responses are colored by memory lapses on the part of the tenant,
so while an event may have occurred or a particular situation may
have a risen, the tenant may not have any memory of these things.
And finally, the very fact that a survey was undertaken should notify
tenants that the city is interested in their comments, which should
be good news to those respondents who indicated an interest in
being more involved in management.
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4.

The results of the survey are not conclusive with regard to
performance of the management agents, either before April, 1993 or
afterwards. However, the results are useful in other ways. They give
a sense of how much the residents know about what it takes to
manage a building. They indicate what are perceived to be the
greatest problems in the building, both maintenance and otherwise.,
In addition, some interesting suggestions for improving building
maintenance are offered.
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PERCEPTIONS OF THE PILOT PROJECT:
MR. LAJOS CSALA, TISZABER

A meeting was held with Mr. Csala, the president of Tiszaber, in order to determine his
perceptions of how well the Pilot Project has worked since the contract period commenced
on April 1, 1993. A transcript of the questions asked and answers obtained at the
meeting is included in the Annex Section of this document (see Annex C).

Mr. Csala provides an important perspective on the Pilot Project in his role as the new
management contractor. Up to this point, only the perspective of the municipal Housing
Department has been shared with members of the USAID team. Mr. Csala offers
interesting insights on the municipality’s role in the process.

In interpreting the results of the interview, it appears that in Tiszaber’s perspective, the
Pilot Project has been a good experiment, in which both Tiszaber and the municipal
Housing Office have learned valuable lessons. This was apparent when Mr. Csala said
that Tiszaber would like to continue managing the pilot pro‘ect units, and that if there
were a chance for the company to manage additional municipally owned units, Tiszaber
would certainly submit a bid. He also said that the Housing Office’s report submission
criteria are reasonable, and that after clarification by the City on the transfer of rents,
housing allowances and operating subsidies, Tiszaber is able to generate reports in
accordance with scheduled deadlines. ‘

Managing the pilot project units was not profitable for Tiszaber, because the number of
units, 158, was very small. Due to set-up costs (the new computer systems to meet the

financial reporting criteria), the overhead associated in the management of these units

was very high. If additional municipally-owned units were managed by Tiszaber, certain

economies of scale could be achieved. Then the venture would become profitable. Also,

the management fee paid on a per unit basis to Tiszaber is lower than that paid to

Szollak Kft. (the former IKV). Tiszaber receives HUF 350 per unit per month, and Szollak

receives HUF 400 per unit per month. There should at least be a parity here, especially

since it costs more per unit to manage a small number of units than it does to manage
a large number of units.

Mr. Csala had some criticisms of the way in which the Pilot Project is being administered.
For example, he shares the USAID team'’s perspective that the process the municipality
has implemented for the transfer of funds between the City and the management
companies is cumbersome. The management companies collect rent, transfer the funds
to the City, and then the City transfers the monthly budget allocation back to the
respective management companies. The system is further complicated because a similar
transfer process takes place in connection with housing allowances. Mr. Csala suggested
that the management companies merely transfer the net difference to the City.
Conversely, if the amount of rent collected is less than the amount of the monthly budget
allocation, the City should transfer the difference to the management companies.
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Another criticism related to program administration is that the Asset Management staff
members have no independence nor authority. In other words, they are not allowed to
make any independent decisions with respect to the management of the Pilot Project
units, and must confer with department superiors. Thus, it can take weeks for Tiszaber
to obtain an answer to the simplest of questions, as by law the City has thirty days in
which to respond to most issues in writing. If the Asset Managers had more authority,
delays in resolving problems would be minimized.

Mr. Csala had other criticisms of a financial nature. Since the commencement of
Tiszaber's management contract, there have been six to eight residential vacancies, and
several vacant commercial spaces among the Pilot Project units. Mr. Csala has offered
to find tenants for the commercial spaces but the City appears to be in no hurry to rent
these spaces. Nor have they apparently made any steps to have tenants from the long
waiting list move into the vacant apartments. This is shameful, not only because of the
resulting loss of rent revenue, but because there is such a severe housing shortage in
Szolnok. If the units are not to be rented to permanent rent-paying tenants, they should
at least be used as emergency shelter.

In addition, the building budgets suffer from the high rate of vandalism. Repairs
frequently have to be done over and over again, such as replacement of broken glass and
repairs to the lifts. The cost of these repeated repairs effectively decreases the amount
of funds available for more substantial repairs and improvements, particularly those
which would be important to the tenants. -

According to Mr. Csala, the City is not sufficiently active or supportive in finding
solutions these problems. It is evident from his comments that while management of
municipally owned rental units is basically an attractive venture for a private company,
the City needs to be more active in facilitating the management process and solving
various problems.
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THE ASSET MANAGEMENT STAFF;
THEIR PERCEPTIONS OF THE PILOT PROJECT
AND AN ANALYSIS OF THEIR PERFORMANCE

Status of the Asset Management Function within the Housing Office

On November 2, 1993, the USAID team was updated on what the Asset Management staff
has been involved in during the previous few months.

Szollak was supposed to have submitted a lengthy report which was to have included
building-based budgets, financial statements, and a physical status report for their
inventory to the Office of Housing by October 25, 1993. The only component of this that
the municipality has received is the physical status report, because according to the
director of Szollak the company was having problems with its software. The Asset
Management staff had not sent correspondence to Szollak in which this information was
requested. The staff did say by November 4, 1993, they would know when to expect
them. It is important that the staff try to be forceful with Szollak. Szollak staff must
become aware that the Housing Office will react when they are non-responsive.

Since the new rent norms went into effect in Szolnok on September 1, 1993, the Asset
Managers have been assisting the Housing Allowance staff in reviewing applications. As
of November 2, 1993, 689 households were receiving allowances. Another 20 to 30
households will be eligible to receive allowances shortly. The Asset Managers have been
very involved in the housing allowance process, as they are responsible for informing
Szollak and Tiszaber about which tenants are receiving allowances, and how much the
tenant portion of the rent should be, among other tasks. Apparently, this function is not
as automatic as was originally hoped, but perhaps the situation will resolve itself within
the next few months.

In addition, the Asset Managers have been tracking the fluctuation of the four funds:
Housing Allowance, management fee, operations, and maintenance/renovation. They
have spent little time reviewing financial reports, and no time performing any other Asset
Management tasks, such as performing physical needs analyses, or inspecting properties,
for example.

Although a lot of their time was spent dealing with the Housing Allowance program, the
Asset Managers were confident that this would not be the case much longer. They had
to review previously rejected Housing Allowance applications because of the August
decree which changed utility normatives, a task which will not be repeated. Also, the
housing allowance software has had to undergo various modifications, which slowed
down the processing of applications. They spend a lot of time reconciling fund transfers
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(actual vs. reported).'® The circumstances which caused this problem have been
resolved, so the Asset Managers should not have to spend additional time doing this.
They do. however, spend 90 per cent of their time on Housing Allowance and Asset
Management tasks. They said that they will be happier to be able to spend more time
performing report analysis. They like their jobs much better than they did one year ago.

The Pilot Project - The Housing Office's Assessment

With regard to Tiszaber's performance, the Asset Managers said that the company
submits its reports on time, but the reports have become less accurate. Apparently,
Tiszaber reports collections which are higher than the amounts that are actually
transferred to the municipality. However, this situation will be rectified shortly. It
occurred because funds in transit from Tiszaber's bank account to the City's were not
recorded as being received by the City, but Tiszaber recorded them as having been
transferred. Bank transfers between different branches take several days in the best
instance. The Municipality authorized Tiszaber to change the fund transfer date to a
time of the month when most of the collections for the month have been received.

Apparently, however, the Asset Managers have no other problems with Tiszaber's
performance. Tiszaber is quite responsive. There were some roof leaks at some of the
pilot project buildings, and Tiszaber engaged a contractor very quickly and the repairs
were made. I[n addition, in Gyorffy Istvan 1, 3, 5, and 7, Tiszaber had light timer
switches installed in the hallways. This cost only 32,000 HUF, and should reduce the
cost of common area electricity in these buildings. The company has not been able to do
any painting. It needs to pay for some additional roof repairs. These will cost
approximately 600,000 HUF, and if the cost is higher the building's annual budget
allocation for maintenance/renovation will be depleted.

The Asset Managers have received no negative reports from tenants on Tiszaber's
performance. They have received no positive comments, either, but neither have these
been solicited. The Asset Managers are satisfied with Tiszaber's performance.

With regard to the Pilot Project as a whole, there seems to be some difference of
perception on the part of individual members of the Housing Office. The Asset Managers
think that the competitive bidding aspect of the program was successful. They also enjoy
their new responsibilities, particularly the analytical component of their job. In private
discussions, they have stated that the overall level of property management services being
provided to the municipally owned housing stock has improved, particularly in the units
managed by Tiszaber.

It is less easy to pinpoint the reactions of the Asset Managers’ superiors within the
Housing Office. Clearly the introduction of the Asset Management function has upset the

'8 The Asset Managers have to determine why the bank often states that the city recefved less than
what Tiszaber instructed its bank to transfer. This discrepancy is due to the length of time it takes to
transfer funds, as described in the next paragraph.
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status quo, and it is not hard to imagine that such changes may not be viewed as entirely
positive. The head of the Housing Office appears to think that the competitive bidding
aspect of the program was a success, and says that if the municipality maintains a
sizeable portion of the housing stock after privatization occurs, then additional contracts
should be offered for tender. However, it is important that the Asset Managers assume
some of the regulatory duties which are traditionally the responsibility of Asset
Management staff, and that they be given the authority to make decisions.

Appraisal of the Asset Managers' Performance

The City is beginning to understand that it must take an active role in determining how
the municipally owned housing stock is managed. This is reflected in the fact that a
viable Asset Management capability has been established within Szolnok's Office of
Housing. The Asset Management staff was directly involved in the development of criteria
by which contractors are to manage the housing stock, a viable management contract
document, financial statement formats, and the competitive bidding process. They have
been attempting to review Tiszaber's performance on an ongoing basis.

There are some areas in which the Asset Management function in Szolnok needs to be
strengthened. The Szolnok Office of Housing must ensure that tenants are given a more
active role in the process. Tenant participation-in the decision making process will
increase the probability of improvement of housing management services and will assure
tenant awareness of positive changes. .

The Asset Managers must take a more proactive role and direct more activities, rather
than continuing to merely react to events. For instance, rather than using the model
Management Contract which they helped develop for use between property managers and
the City, the Asset Managers allowed Szollak to submit its own contract. In addition, the
Housing Office needs to be more strict in forcing Szollak to adhere to the Management
Criteria and Financial Reporting Requirements.

In order for the Pilot Project to be completely successful, more commitment needs to be
exhibited on the part of the Housing Office. Asset Management is a continuous and
evolving process. As in any program, there must be adequate follow-through and follow-
up so that systems which are developed continue to work properly. The Asset Managers
and Housing Office need to put more effort into regulatory tasks so that improvement of
housing management of the municipally owned rental units becomes and continues to
be a reality.
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A SUMMARY OF PROJECT RESULTS

The ultimate goal of the Szolnok Asset and Property Management Pilot Project was to
improve the level of management of the municipally owned housing stock. The
establishment of an Asset Management functton within the Housing Office was intended
to help fulfill this goal by establishing a stricter relationship between housing managers
and the City, introducing a regulatory function, and increasing the department's overall
awareness of how rental housing should be managed and maintained. The competitive
bidding process was designed partially as a tool to teach the Asset Managers how to do
their jobs, as well as to determine if the introduction of competition between service
providers would improve the overall level of housing management in Szolnok.

In various areas, the project has achieved its goal. It has been demonstrated that
although much of the municipally-owned housing stock is in bad condition, operating
costs can be carefully planned and monitored. Furthermore, the analysis of
administrative/ management fee expenditures shows that substantial savings can and
have been made in the cost to manage the stock (in terms of administrative overhead
costs). Prior to 1993, administrative overhead costs were an inordinately high percentage
of the total cost of managing, operating and maintaining the buildings. Total costs to
operate the stock are in line with what was anticipated when the bid packages were
prepared. Also, it has been proven that if the City demands accurate, informative
financial reports, the City will get accurate, informative reports. The importance of this
cannot be stressed enough. In 1992, when the "Operating Cost Study" was being
prepared, it was very difficult to obtain information about income revenues received,
routine operating costs, a breakdown of maintenance and repair costs, and the derivation
of separate expense line-items. In some cases, it was impossible to obtain this
information. Now, at least for the Pilot Project units, it is possible to obtain income and
expense information to a high degree of specificity. It is also possible to determine the
average total cost to manage, operate and maintain a municipally-owned rental unit. The
municipal government is now in a better position to make informed decisions regarding
the management of the pilot project units. This can be true in the case of the other 4,500
residential rental units owned by the municipality as well, if the Office of Housing exerts
its authority in an appropriate fashion. Better information on the physical and financial
status of the buildings leads to better housing management.

The survey of tenants in the Pilot Project units provides valuable information on the
housing stock, demographics, and how the tenants perceive management. It is clear that
during the past year, while the physical state of the units have not changed appreciably,
Tiszaber is more responsive to the tenants than was IKV. If the Asset Managers exert as
much regulatory control over Szollak as they do over Tiszaber, perhaps management of
all of the stock will become more responsive. It appears that a new standard of housing
management performance is emerging.

Those involved in the competitive bidding process, both the Office of Housing and
Tiszaber, feel that the process was helpful: alternative housing management was
introduced in the municipally-owned rental sector, new procedures for the management
of the stock were created, and the City assumed a new role with respect to housing
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management. This situation can bring about improvements in the level of management
service provided, as long as the City has adequate commitment to the program. The City
now has the tools to do the job. It remains to be seen how these tools will be used.

In light of these findings, the Consultants have the following recommendations for the
Housing Office in the City of Szolnok:

1)

2)

3)

4)

5)

6)

7)

This report should be shared with each property management
company employed by the municipality so that they are aware of
their role and effectiveness from both the municipality’s and the
tenants’ perspectives.

The Housing Office should assert its authority in order to get Szollak
to comply with the terms of its contract.

The authority and responsibility of the Asset Management staff
needs to be clarified and the process for solving property
management problems needs to be simplified.

The procedure for the transfer of funds between the Property
Management Company and the municipality needs to be simplified
in order to decrease the number of errors in reporting income and to
improve cash flow. :

The Asset Managers need to analyze data from the financial
statements and provide information on the income and expenses
associated with operating the municipally owned housing stock to
the appropriate City officials on a regular basis. The City should be
using this information to make decisions about the disposition of the
stock.

The terms of the contract to manage the Pilot Project units
(specifically, the period of time covered by the contract) should be
clarified so that Tiszaber can plan accordingly.

Tiszaber's inventory should be expanded so that the company does
not have to continue managing the Pilot Project units at a loss.



Annex A

A Comparison of Expense Statements
January through June 1992 (managed by IKV)
compared to

April through September 1993 (managed by Tiszaber)
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ADMINISTRATIVE EXPENSES
Bank Charges 0 0 2540 051 0 0.00 2588 0.48 0 0.00 959 0.46
Travelling Expenses 2665.6) 053 1359.4 0.27 272487 058 1359.4 025 1125.49 0.97 463.5 022
Traiaing of Lift Operatars 1050 0.21 [] 0.00 0 0.00 0 0.00 [] 0.00 0 0.00
Legal Fees [} 0.80 0 0.00 0 0.00 [] 0.00 ] 0.00 [ ] 0
Other Administrative Expenses 55009.08 1.03 2034 0.41 57035.96 12.09 1627 0.30 23558.3 20.38 N 027
Bad Debts [} 0.00 0 0.00 0 0.00 0 0.00 0 0.00 0 0.00
TOTAL ADMINISTRATIVE EXPENSES 5880471 1.77 5933.4 1.19 10.09 | 59760.83 12.66 5574.4 1.03 9.33 24681.79 21.32 19935 0.95 8.08
UTILITIES
Waler and Sewer 15580.2 i -37811 -1.57 452123.¢ 9.58 -5469 -1.01 10399.68 8.98 46138 22.10
Electricity 76526 15.32 53928 10.79 86198 18.27 53554 9.94 18927.42 16.35 [] 0.00
Common Ares Heatiag 21940 439 28700 5.74 21941 465 28519 5.29 6361 5.49 8555 410
TOTAL UTILITIES 1140462 22.83 44384 397 3929 | 153362.6 32.50 76604 1422 49.95 35688.1 30.82 54691 26.19 153.25
PERSONNEL
Superintendent’s Salary 32414.83 649 53787 10.76 3313517 7.02 53757 9.98 9756.7 843 14488 6.94
Superiatendent’s Fringe Benefits 14262.53 285 38946 7.79 14579.47 3.09 38776 720 429295 an 15612 7.43
Contract Workers' Wages 0.00 0 .00 [ ] 0.00 0 0.60 672 0.58 0 0.00
Contract Workers® Fringe Bemefits 0.00 0 0.00 0 0.00 0 0.00 0 0.00 ] 0.00
Meal Vouchers 0.00 2500 0.50 [} 0.00 2500 0.46 0 0.00 1250 0.60
TOTAL PERSONNEL 4677136 9.34 95203 19.05 203.96 | 4771464 10.11 95033 17.63 199.17 14721.65 1271 31380 15.01 21295
OPERATING EXPENSES
Garbage Removal 8187.02 1.64 20021 401 8187.02 1.73 19748 .66 3293.63 234 8190 a9
Caontalmer Sanitation 756 0.15 0 0.00 [ ] 0.00 0 0.60 - 750 0.65 0 0.00
Garbage Chute Saaltation 2072 0.41 0 0.00 2073 0.44 0 0.00 0 0.00 0 0.00
Pest Comtrol 294 0.06 0 0.00 298 0.06 0 0.00 302 026 0 0.00
General Materials 5598 1.12 23828 .48 557 L17 23828 0.44 600 0.52 119125 0.57
Electrical Materials [ 0.00 1956 0.39 0 0.00 [ ] 0.00 0 0.00 0 0.00
Cleaning Materinls 5285.5% 1.06 35545 071 5403 114 35545 0.66 2231.67 1.93 177728 085
Clething for Workers 707.14 0.14 5800 1.00 ] 0.00 5000 093 0 0.00 2500 120
Water & Ceatral Heating Inspection Fee 0 0.00 37500 7.50 | 7080.4 1.50 37500 6.96 0 0.00 37500 17.96
TOTAL OPERATING EXPENSES 2289%0.71 458 70414 1409 307.61 | 28545.42 6.05 68188 12.65 238.86 7177.3 620 51158.5 24.50 278
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Maintenance of Interior Water &
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Vantilation Maintenance %15 0.72 4128 083 1485 031 4127 0.77 %15 312 5322 2.85
Maintenance of Electrical Systems ] 0.00 26317 527 0 0.00 26318 438 0 0.00 10916 523
Cabie Service [ ] 0.00 3604 0.72 0 .00 5268 0.98 0 0.00 -187 -0.38
Other Operating Expenses 9710.48 1.94 2580 0.52 0 0.00 440 0.08 6056.53 523 6297.5 3.02
TOTAL EQUIPMENT MAINTENANCE 72057 [ LR ¥ 161236 3227 223.76 | 49116.65 10.41 156410 29.02 318.45 23181.17 20.02 483045 23.13 208.38
TOTAL ROUTINE EXPENSES 314475.98 62.95| 3775%0.4 75.57 12007 | 338500.1 N.73| 018064 7456 118.70 105452.01 91.07| 1874995 89.80 177.81
OTHER EXPENSES
Insnrance 14898.81 298 16240 3258 15229.91 323 16246 3.0t 6290.63 543 5526 2.65
Management Fee 0 0.00 36432 129 0 0.00 35640 6.61 0 0.0 12672 6.07
Scheduled Obligations of Owaer 0 0.00 0 0.00 0 090 0 0.00 o 0.00 0 0.00
TOTAL OTHER EXPENSES 14398.81 298 52672 10.54 35353 | 1522991 323 51880 9.63 340.65 6290.63 5.43 18198 8.72 28929
MAINTENANCE AND REPAIRS
Panel Insuistion [ ] 0.80 0 0.00 0 0.00 0 0.00 0 0.00 0 0.00
Mainienance of Staircases [] [ X ] 0 0.60 [ 0.00 0 0.00 0 0.00 0 0.00
Changiag of Viayl Plooriag in Stalrcases ° 0.00 0 0.00 0 .0 0 0.00 ] 0.00 0 0.00
Electrical Repairs - Common Aress [ ] 0.80 375¢ 0.7 0 0.00 0 0.00 (] 0.00 [ 0.00
Lecksmith’s Repairs 0 0.00 10050 2.01 0 0.00 10050 1.86¢ 0 0.00 0 0.00 |
Watar and Sewer System Repairs 0 0.00 6000 1.20 [ (X ] 25550 474 [] 0.00 0 0.00
Lift Repairs 0 0.00 40504 811 0 0.00 40505 752 [] 0.00 0 0.00
Installation of Autamatic Light Switches [] 0.80 9102 1.82 [] 0.00 s1e2 1.69 3104 1.49
Roaf Repairs [] 0.00 [} 8.00 0 0.00 0 0.00 0 0.00 0 0.00
Nea-Scheduled Repairs [] 0.00 0 6.00 0 0.00 [ ] 0.00 0 0.00 o 0.00
Miscellaneous (non-itemized) repairs 170229 34.07 o 0.00 118149 25.04 [} 0.00 W46 3.49 0 0.00
TOTAL MAINTENANCE AND REPAIRS 170229 34.07 69406 13.89 40.77 118149 25.04 85207 15.81 .12 #4 3.4 3104 1.49 76.72
GRAND TOTAL EXPENDITURES 499603.79 100.00 | 499668.4| 100.00 100.01 | 471879.0| 100.00 | $38893.4| 100.00 11420 115783.64 100.00 | MI_.S 100.00 180.33
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ANNEX B

RESULTS OF SURVEY OF PILOT PROJECT UNITS
December, 1993

In cases where the number of respondents was unusually low, the number is represented
in parentheses after the result shown.

1.

What is the size of the tenant’s household?

- Least number of household members 1 person
- Greatest number of household members 9 persons
- Average number of household members 3.16 persons

How many rooms are in the tenant's flat (kitchen included)?

- Least number of rooms in flats 1.5 rooms
- Greatest number of rooms in flats 3.5 rooms
- Average number of occupants per room 1.57 persons

What is the gross monthly rent of the tenant's unit?

- Lowest rent amount 1,204 HUF
- Highest rent amount 7,950 HUF
- Average rent amount 2,050 HUF

What does the tenant pay for utilitles per month?

- Electricity, lowest amount paid 48 HUF
- " ", highest amount paid 1,800 HUF
- Gas, lowest amount paid 104 HUF (66)
- Gas, highest amount paid 450 HUF (66)
- Heating, lowest amount paid 1,351 HUF
- Heating, highest amount paid 7,000 HUF
- Water and sewer, lowest amount paid 83 HUF
- Water and sewer, highest amount paid 3.911 HUF
- Lowest amount of total utilities paid 2,534 HUF (61)
- Highest amount of total utilities paid 9,333 HUF (61)
- Average amount of total utilities paid 5,865 HUF (61)
Housing Allowances
- percentage of those surveyed which are

receiving housing allowances 13.8%
- Number of households surveyed which

are recetving housing allowances 16
- Lowest amount of allowance received 84 HUF
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- Highest amount of allowance received 3.661 HUF
- Of the total number of households
surveyed receiving allowances, what
number (and percent)
are single person households 2 (12.5%)
are two person households 5 (31.3%)
are three person households 4 (25.0%)
are four person households 3 (18.7%)
are five person households 1 (6.3%)
are six or more person households 1 (6.3%)
6. Length of Tenancy Among those Surveyed
- Shortest length of tenancy 0  (recent move-in)
- Longest length of tenancy 16 years
- Average length of tenancy 8 years
7. Tenants’ Dealings with the Management Agent
- Number and percentage of those respondents
who have met someone from the
management company (during the past
two to three years) 51 households 44.0%
before April, 1993 11 households 21.6%
after April, 1993 14 households 27.5%
in both periods 26 households 51.0%
- Number and percentage of those respondents
who have met someone from the
management company at a meeting
(during the past two to three years)
before April, 1993 10 households 8.6%
after April, 1993 19 households 16.4%
during both periods 7 households 6.0%

Number and percentage of respondents who

have met someone from the management
company due to rent payment matters

Number and percentage of respondents
who have met someone from the
management company in connection
with maintenance-related matters

(who have reported complaints - during
the past two to three years)
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before April, 1993 25 households
after April, 1993 17 households
during both periods 13 households

Number and percentage of respondents
who have met someone from the
management company for other
reasons (during the past two to

three years)
before April, 1993 13 households
after April, 1993 14 households

Number and percentage of respondents
who have not met someone from the
management company for other
reasons (during the past two

or three years)

before April, 1993 79 households
after April, 1993 76 households
8. Reporting of complaints

Number and percentage of respondents
who have reported complaints to

the management company (during the
past two to three years)

before April, 1993 39 households
after April, 1993 32 households
during both periods 21 households

percentage of those who have
reported complaints who rate

the company'’s responsiveness

as each of the following: excellent,
good, satisfactory, below satisfactory,

an poor
(before April, 1993) (39)

poor (1) 24 households
below satisfactory (2) 6 households

21.6%
14.7%
11.2%

11.2%
12.2%

68.1%
65.5%

33.6%
27.6%
18.1%

61.6%
15.4%

e
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satisfactory (3) 7 households 17.9%
good (4) 2 households 5.1%
excellent (5) 0 households
mean = 1.67
(after April, 1993) (32)
poor (1) 12 households 37.5%
below satisfactory (2) 4 households 12.5%
satisfactory (3) 7 households 21.9%
good (4) 7 households 21.9%
excellent (5) 2 households 6.3%
mean = 2.47
(before April, 1993, for those
who reported complaints during
both periods) (21)
poor (1) 12 households 57.1%
below satisfactory (2) 2 households 9.5%
satisfactory (3) 5 households 23.6%
good (4) 2 households 2.0%
excellent (5) 0 households
mean = 1.86
(after April, 1993, for those
who reported complaints during
both periods)
poor (1) 8 households 38.1%
below satisfactory (2) 3 households 14.3%
satisfactory (3) 3 households 14.3%
good (4) 5 households 23.8%
excellent (5) 2 households 9.5%
mean = 2.52
9. The biggest problems related to management of the building

The ten most common responses and the number and percentage of
households who made this response are listed.

(before April, 1993)

1. Insects, rodents 70 60.0%
2. Security system 43 37.1%
3. Light in walkways and hallways 34 29.3%
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4. Heat 30 25.9%
5. Lift 26 22.4%
6. Cleanliness 24 20.7%
7. Leaks into flat/water damage 22 19.0%
8. Hot water 16 13.8%
9. Routine repair of common areas 15 12.9%
10. Other 13 11.2%
(after April, 1993)
1. Insects, rodents 58 50.0%
2. Security system 45 38.8%
3. Light in walkways and hallways 35 30.2%
4. Heat 27 23.3%
5. Lift 26 22.4%
6. Cleanliness 24 20.7%
7. Leaks into flat/water damage 21 18.1%
8. Hot water 17 14.6%
9. Routine repair of common areas 14 12.1%
10. Other 20 17.2%

10. Renovation

percentage of respondents who have had any renovation done in their flats
during the past 5 years

75 households 64.7%

percentage of respondents who have had any renovation in their flats in the
past 10 years

82 households 70.7%

percentage of respondents who have had any renovation in their flats in the
past 15 years

82 households 70.7%

percentage of respondents who have had any renovation in their flats in the
past 20 years

82 households 70.7%

The most common types of renovation and the number and percentage of
respondents who have had this type of renovation are listed below

1. painting and/or wall-papering 75 64.6%
2, new bathroom fittings 28 24.1%

)
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3. new floor covering 20 17.2%
4, new kitchen units 17 14.7%
5. water meter installation 13 11.2%
6. other types of renovation 22 19.0%

11.

12.

Average number of years ago in which renovation was done = 3

Lowest amount spent for renovation 2,000 HUF
Highest amount spent for renovation 118,000 HUF
Average amount spent for renovation 23,100 HUF

Building cleanliness

- Number and percentage of respondents who think that the buildings
are maintained in the following condition: poor, below satisfactory,
satisfactory, good, excellent

(in autumn, 1992)

poor (1) 9 8.7%
below satisfactory (2) 21 20.4%
satisfactory (3) 27 26.2%
goad (4) 40 38.8%
excellent (5) 6 5.8%
(in autumn, 1993)

poor (1) 12 10.8%
below satisfactory (2) 23 20.7%
satisfactory (3) 28 25.2%
good (4) 42 37.8%
excellent (5) 6 5.4%
mean = 3.06

number of respondents; 111
Building maintenance

Number and percentage of respondents who have witnessed
maintenance/repairs being done in the building since April, 1993

44 households 37.9%

Number and percentage of respondents who have witnessed
maintenance/repairs being done in the building during the five years prior
to April, 1993

71 households 61.2%
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Number and percentage of respondents who have witnessed
maintenance/repairs being done in the building during both periods

35 households 30.2%

Number and percentage of respondents who have witnessed
maintenance/repairs being done in the building longer than five years ago

0 households

Number and percentage of respondents who have never witnessed
maintenance/repairs being done in the building

36 households 31.0%

Below are listed the most common types of repairs witnessed, and the
number and percentage of those respondents who witnessed them

Number of respondents: 116
(during the five years prior to April, 1993)

1. painting of common areas

of building 17 14.6%
2. repairs/replacement of the

lift 39 33.6%
3. repairs/replacement of the

roof 8 6.8%
4. repairs to the plumbing

system 7 6.0%
5. lighting repairs/improvements 1 0.9%
6. repairs to the building

entry system 24 20.7%
7. other types of repairs 2 1.7%

(after April, 1993)

1. painting of common areas

of building 1 0.9%
2. repairs/replacement of the lift 27 23.3%
3. repairs/replacement of the roof 13 11.2%
4. repairs to the plumbing system 8 6.9%
5. lighting repairs/improvements 4 3.4%
6. repairs to the building

entry system 3 2.6%
7. other types of repairs 5 4.3%
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13. Specific building maintenance questions

Below are listed various building components, as well as the number and
percentage of respondents which rated the areas as one of the following:
excellent (5), good (4), satisfactory (3), below satisfactory (2), and poor (1)

Common areas (stairways, hallways, building entrance, basement,

equipment rooms)

(in autumn, 1992) (Number of respondents = 92)

poor
below satisfactory
satisfactory

good

excellent

mean = 2.10

32

29

23
6
2

(in autumn, 1993) (Number of respondents = 103)

poor
below satisfactory
satisfactory

good

excellent

mean = 2.10

39
30
20
13
1

Security (doors, windows, locks, building entry system)

(in autumn, 1992) (Number of respondents = 106)

poor
below satisfactory
satisfactory

good

excellent

mean = 1.43

I

(in autumn, 1993) (number of respondents = 108)

poor
below satisfactory
satisfactory

good

78
20
4
5

34.8%

31.5%

25.0%
6.5%
2.2%

37.9%
29.1%
19.4%
12.6%
1.0%

68.9%
23.6%
3.8%
2.8%
1.0%

72.2%
18.5%
3.7%

4.6%

LJ(’O
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excellent 1 1.0%
mean = 1.44
Lift

(in autumn, 1992) (Number of respondents = 61)

poor 12 19.7%
below satisfactory 12 19.7%
satisfactory 15 24.6%
good 16 26.2%
excellent 5 9.8%
mean = 2.87

(in autumn, 1993) (Number of respondents = 68)

poor 16 23.5%
below satisfactory 16 23.5%
satisfactory 15 22.1%
good 16 23.5%
excellent 5 7.4%
mean = 2.68

Roof

(in autumn, 1992) (Number of respondents = 57)

poor 18 31.6%
below satisfactory 7 12.3%
satisfactory 10 17.5%
good 12 21.1%
excellent 10 17.5%

mean = 2.81

(in autumn, 1993) (Number of respondents = 63)

poor 25 39.7%
below satisfactory 5 7.9%
satisfactory 10 15.9%
good 13 20.6%
excellent 10 15.9%
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Windows

(in autumn, 1992) (Number of respondents = 99)

poor
below satisfactory
satisfactory

good

excellent

43

24
18
9
5

(in autumn, 1993) (Number of respondents = 102)

poor
below satisfactory
satisfactory

good

excellent

Insulation of concrete panels

45

27
18
7
5

(in autumn, 1992) (Number of respondents = 88)

poor
below satisfactory
satisfactory

good

excellent

mean = 2.05

42
23
6
11
6

(in autumn, 1993) (Number of respondents = 91)

poor
below satisfactory
satisfactory

good

excellent

mean = 2.07

Bullding exterior

44

21
9
10
7

(in autumn, 1992) (Number of respondents = 77)

poor
below satisfactory
satisfactory

20
17
17

43.4%

24.2%
18.2%
9.1%
5.1%

44.1%

26.5%
17.6%
6.9%

4.9%

47.7%
26.1%
6.8%
12.5%

6.8%

48.4%

23.1%
9.9%

11.0%
7.7%

26.0%
22.1%
22.1%
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good 18 23.4%
excellent 5 6.5%
mean = 2.62

14,

(in autumn, 1993) (Number of respondents = 81)

poor 24 29.6%
below satisfactory 14 17.3%
satisfactory 19 23.5%
good 16 19.8%
excellent 8 9.9%
mean = 2.63

Level of Maintenance

percentage of respondents who have noticed a change in the level of
maintenance being provided during the past year (from April, 1993. . .
number of respondents: 114)

the level of maintenance 24 21.0%
the level of operations 24 21.0%

percentage of respondents who have noticed a change in the level of
services provided

the level of maintenance 8 7.0%
the level of operations 13 11.4%

percentage of respondents who have noticed a decrease in the level of
services provided

the level of maintenance 16 14.0%
the level of operations 11 9.6%

Below are listed, for both maintenance and operations, the five most
common responses and the number and percentage of those respondents
who gave these responses with regard to the ways in which maintenance
services have improved and they ways in which they have deteriorated

Maintenance (number of respondents = 17):
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deteriorated

1.

Since the new company took
over, the bulbs have been
missing, the lift has been
frequently out of operation,
and they do nothing

They are not flexible

enough

The office work is slow

and inefficlent

improved

1.

3.

The lift maintenance has
improved and they have
repaired the building
entrance door

They arrived promptly to
the spot and did the

repair after having received
the complaint

They replace bulbs frequently

other responses

1.

Operations (Number of respondents: 14)

When filing a complaint,
only a recorder takes the

message, and the respondent
only knows the - =nt collector

personally
A lot depends on people,
many tenants are harmful to

the property

deteriorated

1.

The cleaning is negligent,
a lot of dirt remains
Everything is worse

The improvement is not
significant

The office work is slow
and inefficlent

35.3%
5.9%

5.9%

17.6%

11.7%
5.9%

5.9%

11.7%

14.3%
14.3%

7.1%

7.1%

A
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15.

improved

1. Things have improved, the
new company does cleaning

2. The new company pays more
attention to the buildings

other responses

1. The caretaker does the
cleaning, but the situa-
tion is worse due to
tramps

2. We do not know the
conditions of the
Tiszaber contract

Suggestions for Improvement

28.6%

7.1%

7.1%

14.3%

The six most common suggestions for improvement in building services and
the number and percentage of respondents who gave these suggestions are

listed below
(Number of respondents = 52)

1. They should do whitewashing,
repair everything, and
start immediately

2. There is a lot of vandalism,
the perpetrators should
be punished because
repairs are made in vain,
after two days the damage
is repeated

3. They should install
safety devices, a gate
telephone, and close (lock?)
the gate

4, This survey should be
conducted quarterly, and
repairs should be done as
necessary out of the
increased rents

16

30.8%

17.3%

15.4%

5.7%
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5.

The flats will be sold
in due time; one takes
better care of one's

own property

Other responses (there
were 12 other suggestions,
as follows)

a. They should employ

unemployed people and pay their

their salaries from the rent
b. A fund should be
created by depositing

HUF 100 - 200 per month
to be used for repairs

¢. A watchman should
stand at the gate, his
salary should not exceed
the cost the repairs that

he might prevent

d. Tramps and gypsies
should be forbidden to
enter, the "Romanian"
conditions should be stopped
e. One of the managers
should move to the tenth
floor of the building

f. Itis only the local
government which can

help to improve things

g. The gate telephone,

the insulation, the lift,

and entry door lock are

not working

h. The problems should

be discussed with the
tenants, and the entire
building should be renovated
i. The building needs

a good cleaning and the
rats need to be exterminated
J. Itis not proper to

collect rent for these flats

in such a deteriorated state,

they should manage the building

with entrepreneurs

18

5.7%

25.1%

\\"
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16.

17.

k. The entrance gate is

repaired out of our own

money for the sake of safety;

the local government should

contribute to this 1
l. The maintenance funds

should be proportionally

distributed among the

buildings 1

Building Budget

Number and percentage of respondents which have seen the budget for
their building

3 households 2.6%

Number and percentage of respondents which would be interested in seeing
the budget for their building

62 households 53.4%
Meeting with the Management Company

Number and percentage of households which would be interested in
attending periodic meetings with the property manager

65 households 56.0%
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ANNEX C

MEETING WITH MR. LAJOS CSALA
OF TISZABER

Szolnok, December 2, 1993

A meeting was held with Mr. Csala in order to determine his perceptions of how well the
pilot project has worked since the contract period commenced on April 1, 1993. A list
of questions was prepared in advance of the meeting. The following is a transcript of the
meeting with both the questions and answers.

1. Do you want to continue to manage the pilot project units?

Mr. Csala said that he fully intends to continue to manage the pilot project units, but is
currently confused with regard to how long the contract to manage them will remain in
effect. He thinks that the project is going to be assessed in some fashion and would like
to know the terms and conditions of this assessment. He has heard rumors that the
contract may be terminated. The City doesn't yet know how many units it will keep once
privatization is reintroduced, and this is very disturbing for him.

He continued that 158 is a small number of units, and managing these units creates a
loss rather than a profit. He stressed this at the time of the original tender. If he does
retain the management contract, he hopes that the number of units will be increased
from 158 to approximately 500.

Mr. Csala said that he has held a number of tenant forums, but that the turnout never
exceeds 30 - 35 tenants. He said that the results of Tiszaber’s management tenure would
have been more spectacular, but no renovation has been done yet because the funds
allocated for repairs and renovation by the Municipality are so low that little can be done.

Some things have been accomplished by Tiszaber, however. Tiszaber has installed
automatic light timers in the common hallways at Gyorffy Istvan 1, 3, 5, and 7. Mr.
Csala has been informed by the Asset Managers that he can use part of the buildings’
operating cash flow to paint the hallways, but this cannot be done at the moment
because the temperature is too low.

2, Does he want to manage more of the municipally owned stock?

The answer was an emphatic "yes."
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3. Has managing the pilot project units been a profitable venture for you?

Mr. Csala said that Tiszaber had experienced a loss in managing the pilot project units,
particularly because it had to expend funds in the development of the software to
produce the financial statements, etc. Tiszaber receives a management fee in the amount
of HUF 350 per unit per month. Since the commencement of the contract in April, 1993,
the forint has been devalued several times, and administrative costs for all items from
telephone service to stationery have increased. In order to break even in managing such
a small number of rental units, Tiszaber would have to charge a management fee of HUF
525 per unit per month.

4, What do you think about the new financial reporting system which was
instituted with the pilot project?

Mr. Csala did not answer this question directly. He appeared to think that the question
referred to what he thought of the system of transferring funds back and forth between
the management companies and the municipality. With regard to this, he said that the
system has been changing continually—that the municipality has different demands now
than it did in March, 1993, when Tiszaber's contract was negotiated.

He sald that the system was cumbersome; the municipality transfers funds to Tiszaber
and the company has to transfer them right back. Tiszaber transfers the collected rent
to the municipality, and the municipality turns around and transfers the monthly budget
allocation fcr the pilot preject units back to the company. Mr. Csala said that it would
make more sense for Tiszaber to merely transfer the difference between the collected rent
and the monthly budget allocation.

In addition, Tiszaber has only recently received clear instructions with regard to handling
tenants in arrears. Collections in the pilot project units are currently at 83 percent.
The municipality recently instructed Tiszaber to initiate legal proceedings against
delinquent tenants.

As an aside, Mr. Csala stated that in the pilot project units, there are currently six to
eight vacant units which have been vacant since the management contract commenced
last April. The municipality apparently has made no attempts to rent them out or do
anything with them. Obviously, Tiszaber derives less rental income from the pilot project
units because of the vacancy situation.

Among the pilot project units, there are also vacant commercial spaces. Mr. Csala offered
to hold a bidding for possible commercial tenants for these units, but he has not received
permission to do so from the City. The municipality has allocated only one space since
April, and this space was given to a national £ypsy organization. The organization does
not pay its rent, and the municipality puts no pressure on them to pay. Mr. Csala feels
that Tiszaber could have achieved greater results in managing the pilot project units if
the vacancy problems had been dealt with.

J
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The original question about his perceptions of the new financial reporting system was
restated. Mr. Csala answered that it is natural that Tiszaber must generate the sort of
financial reports now required by the municipality. Originally, the management criteria
stated that Tiszaber had to submit quarterly reports to the municipality, but this is not
the practice currently. Instead, Tiszaber representatives meet with the Housing
Department on a quarterly basis to go over various issues with regard to the pilot project
units. The report deadlines were changed from the end of the current month to the tenth
of the following month, and Mr. Csala says that it is not problematic to produce the
statements on time.

Mr. Csala said that there is a recurrent problem with the amount of collected rents which
are transferred to the municipality. The bulk of the rent is collected by Tiszaber during
the last week of the month (unemployment benefits are received around the 17th day of
the month, pensions on the 20th, and most salaries at the end of the month).

Most of the rent is paid in cash (only 36 tenants pay it by bank transfer). The cash, once
it is collected, shows in the buildings books as income. However, a transfer which is
initiated in one month may not be effected until the following month. Both the
municipality and Tiszaber have OTP accounts, but they use different branches and thus
transfers are not instantaneous. If Tiszaber initiates a transfer, its account is debited
immediately, but the municipality’s account is not credited immediately. This causes a
discrepancy in the amount of collections reported and that which actually gets
transferred.

Tiszaber has begun to solve this problem through negotiations with the municipality,
which is trying to be flexible in its transfer requirements. For instance, when the
Housing Allowance program was first initiated, at first Tiszaber had to transfer the tax
on Housing Allowances received to the taxing authority. Now, the Municipality has
assumed this responsibility. Mr. Csala says that generally speaking, however, the City
is very bureaucratic and it takes a long time to get anything resolved. For instance, any
time that one department has to make a request of another department, the request has
to be made in writing, and this is an impediment to solving problems quickly.

5. What has his experience been working with the Municipal Housing
Department?

Mr. Csala says that it is pleasant to work with the Asset Managers, but that they have
no independence nor authority. They can listen to Mr. Csala's concerns, but must
discuss problems with their superiors before any decision can be made. Because of this,
it can take weeks or even months to solve a problem. He also feels that not every request
that he makes to the Housing Department should necessarily be made in writing, as the
Department demands.

Some of the problem resolution procedures are very cumbersome. For example, tenant
M owes HUF 40,000 in delinquent rent payments. The M family applied to pay off the
arrears in installments. Mr. Csala wrote to the Housing Department to ask if the
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arrangement would be acceptable. The Housing Department will respond to his request
in writing within thirty days. This is too long of a time period to wait to deal with
problems which require immediate action,

6. What were the biggest problems in connection with managing the pilot
project units?

Mr. Csala said that it has been difficult for the tenants to accept the transition of
management from IKV to Tiszaber. The tenants are S0 accustomed to dealing with IKV,
that it is hard for them to remember to contact Tiszaber for building-related issues. In
addition, now Szollak Kft. collects hot water and district heating charges, although
Tiszaber collects rent, lift charges, normal water supply charges, and odd
reimbursements. Tiszaber was collecting cable T.V. charges as well, but are no longer
doing so. This creates confusion on the part of the tenants.

With commercial units, Tiszaber collects all charges, even electricity if there is not a
separate meter in the unit. However, only rent revenue is transferred to the municipality.

As charges increase, tenant demands increase as well. Initially, the tenants wanted to
be notified at what time someone would be coming to collect the rent, It was believed
that they might not wish to be at home at this time! Now, the rent is collected at random
times, and collections have thus improved.

There is a problem with vandalism at the buildings, Particularly with broken glass and
with destruction of the lifts. The vandalism apparently is perpetrated by teenage tenants
and those who are unemployed. In addition, there are several tenants who cannot
tolerate one another and who continually report on one 4nother. This is a problem which

There are no other major problems. Tiszaber has reliable service contracts in place, and
technicians are on duty both during the day and at night.

Originally, the tenants were accustomed to going to IKV for everything, but now they call
the building superintendent. The superintendent reports all problems directly to the
technician on duty. This is better than having the tenants contact the technicians
directly.

7. What are the biggest expenses associated with the management of the pilot
project units?

The charge for water was increased by approximately 23.7 percent, and this increased
expenses considerably,
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8. What other prices for services and/or utilities have increased substantially
since last April?

Mr. Csala answered that electricity charges increased, and will increase againinJanuary.
Another water charge increase is planned as well. Szolnok is apparently one of the cities
in Hungarian with the highest water charges, despite the proximity of the Tisza. Water
charges were HUF 64.40 per cubic meter. The charge was increased by 23.7 percent in
October, and should reach HUF 100 per cubic meter in January. Apparently, the large
rate increases are to cover the water company’s overhead, which is very large (the water
company is a shareholding company. Mr. Csala thinks that it should have been divided
up among the municipalities).

There is a similar problem with district heating. A branch of the former IKV controls and
operates district heating in Szolnok. The organization has enormous overhead, with a
staff of 170 people who are mostly secretaries and other administrative personnel. Mr.
Csala said that it would have made sense to bid out the contract for the provision of
district heating services, to see what company could have provided the service at the
lowest price. Prices are set by a body of representatives which were recommended by
companies which were started by the representatives themselves!

Waste collection, which used to be a communal service, is now also owned by a
shareholding company.

9. What changes would you make in the management process?

Mr. Csala answered that it would be a great help to the process if the Asset Managers
had more authority, as this would help minimize bureaucratic delays. In addition, as
mentioned previously, the fund transfer process should be simplified.

Another suggestion that Mr. Csala had was that he be entrusted with annual allocation
of renovation funds so that he does not have to apply separately for releases of funds for
each item. He thinks that tenant satisfaction would be increased if the process for
receiving these funds were less time-consuming.

10. If there were another bid competition for contracts to manage additional
municipally owned units, would Tiszaber submit a bid?

Mr. Csala said he would probably have Tiszaber apply, but it would depend upon how
realistic a management fee could be charged. The fee currently received by Tiszaber is
too low. Even Szollak receives HUF 400 per unit per month. Szollak, however, has a
much bigger inventory, which allows them certain economies of scale.

&V
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11. Do you have any dealings with Szollak KR.? If so. in what capacity?

Mr. Csala said that some representatives of Szollak came to look at the computer system
Tiszaber uses to generate financial reports. Tiszaber's programmer is adapting the
software for Szollak. Tizsaber sold the rights to use this software to Szollak. The
programmer is dividing up Szollak’s stock into smaller segments. Mr. Csala said he was
pleased to be approached by Szollak.

Tiszaber has some dealings with tenants on whom Szollak initiated legal proceedings for
rent arrears.

Generally, there is smooth cooperation between the two companies, and no hostilities.
The intermediate level administrative staff of Szollak has been very helpful to Tiszaber.
Mr. David knew the situation of the housing stock very well; he was a good professional
with high standards. Mr. Csala said that it will be difficult to replace Mr. David with
someone as capable. He knows the staff who serve directly below Mr. David, but not very
well. He suggested that a competition be held for the post of director of Szollak. The
municipality should know about how Szollak is run and decide who could best run the
company, and not make its hiring decision based on politics.

One of Csala’s final comments was that the City is supposed to depreciate its assets for
insurance purposes, but has no idea how to do this for the housing stock. Csala was
asked to make these calculations, but he felt that this should be the responsibility of the
Asset Management staff.
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