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Hello, and welcome to Quarters Rents Training, designed specifically for managers and supervisors that have housing at their installation.  My name is Doug Pokorney.  I am the Department of the Interior’s National Business Center’s Quarters Program Manager.  We’ve put together this training to offer some insight on how rents are established and how they are to be implemented in your agency, and to address some of the common questions you may receive from your tenants, housing officers, or other people involved with your housing. 
First, I would like to address some common misconceptions that exist in the field today.  We hear a number of these misconceptions through our interactions with your housing officers, through our help desk, or our training classes.  So I think it’s important to address these before we delve in to how rents are established.

First, you may think that rents can be altered – or not applied at all – to give employees a break.  This is false.  Rents are established in accordance with federal laws and regulations, and not collecting rent or not applying rent would be considered a pay subsidy, which is forbidden by law.
You may think that rents are based upon the cost to the government to supply housing, or an employee’s pay.  This would be false.  Rents are based solely on the private rental market.  Government costs or employee pay is not a consideration.

You may think that rents are unfair or too high because the housing you have is isolated, unique, or in bad condition, or old, or doesn’t have good water, or lacks police protection or privacy… whatever the case.  That would be false as well.  Rents are adjusted for many variables, such as type, size, condition, age, isolation, or general lack of amenities.  
You may think that employee shouldn’t have to pay for everything being provided to them at the housing unit, like electricity, or water and sewer, or trash pickup.  But that would be false as well.  Tenants are to be charged for everything.  Not charging them for something, again, would fall into the category of a pay subsidy, which is forbidden by law.
You may also think, as a manager, that certain types of tenants don’t have to pay rent, such as volunteers, students, contractors, VIPs, etc.  Well, there is no free rent.  Rent should be collected for every night that your housing unit is occupied.  You may have special types of tenants that are not your typical employees where rent can be deducted from their payroll.  But that does not mean rent should not be collected.  For example, we know volunteers do not pay rent out of their own pocket.  They are provided housing for free for the service they are providing.  But internally, within your own agency, the benefitting program should be paying the rent for that housing unit when volunteers occupy it.  Money should be transferred from their program funds to the housing maintenance fund.  There are other tools for collecting rents as well for these non-typical types of tenants:  MOUs, contracts, withholding the lodging portion of travel per diem if a tenant is on travel, interagency agreements, etc.  There’s really no limitation on the vehicle used to gather rent.  The bottom line to remember is that you should be charging rent.
You may think that rents never change – or should never change.  And that’s false as well.  Federal regulation requires rents to be updated every year for inflation (which is done through a Consumer Price Index) and at least every five years with a new market assessment.
You may think there should be a limit on how much rents can increase, but there is not.  There is nothing within the federal regulations that limits how much rents can increase, just as there is no limit in the private rental market on how much rent can increase.

You may think that rents can be used as a tool to recruit employees or encourage occupancy, but again, this is false and strictly forbidden by the existing federal regulations and laws.  

I know there are other misconceptions out there, but I hope that providing a few examples helps clear the air and gets us started on the same foot.

Now let’s talk about how rents are established; let’s talk about the rules behind these rents – the laws and regulations.  The law that Congress passed, 5 U.S.C. 5911, only has a short paragraph that deals with quarters.  And in that paragraph it outlines the authority for government agencies to provide quarters to their employees under certain circumstances.  That any housing provided to the employee should be charged rent, based upon the “reasonable value” to the employee, and that any rent that you collect as an agency should be deposited into a special fund and used only for the operation and maintenance of the housing unit.  This last bullet only applies in the law to the Department of Interior, U.S. Forest Service, and Indian Health Service, but most agencies do follow this practice.
Since the law does not really delve too much into how the rents are to be established, that’s where the regulation comes into play.  The Office of Management and Budget (OMB) drafted Circular A-45 to set forth the policies and administrative guidance in establishing rental rates according to the law 5 U.S.C. 5911.  This Circular applies to all civilian housing within the United States, Washington D.C., and all of our territories, including Guam, American Samoa, Puerto Rico, and the Virgin Islands.  A-45 would like government agencies to rely on the private rental market as much as possible.  OMB realizes that being the housing business is a losing money proposition.  It’s expensive to build housing; it’s expensive to maintain housing; and rents usually do not cover the full cost.  So, as much as possible, they would like agencies to rely on the private market.
OMB also defines “reasonable value” to us.  It says “reasonable value for rent should be set at levels equal to those for comparable housing in the same area,” or “what an employee would pay for comparable housing in the open market.”  So, if we picked up your housing units and moved them to the nearest town, what would they rent for today?  That’s the starting point in establishing rental rates for your units.  

So how is “reasonable value” determined?  It’s determined through an impartial study of the private rental market.  It must be studied at least every five years.  And there’s two methods for studying the private rental market:  individual appraisals or the regional survey.  OMB prefers that regional surveys be utilized because individual appraisals are very costly and administratively burdensome.  DOI Quarters Program uses the regional surveys.  
Here’s a map of our Quarters Regional Surveys.  There are fifteen total surveys – there are three that are not shown – Hawaii, Guam and American Samoa, but they are regions as well.  It’s important to note that these regional boundaries I’m sure are different than your agency regional boundaries.  Please note where your housing is physically located.  That’s the region in which your rental rates will be established.  Some regions include states that are divided.  These are represented by the red lines on the map.  I would encourage you, if you are close to one of these boundaries, to visit our web site (I’ll give you the reference here shortly,) and download the regional survey report, where we have detailed maps outlining these boundaries.  These boundaries generally follow major landmarks, such as interstates or county lines.  
This is our survey schedule.  If you recall, OMB A-45 says the study of the private rental market must be done at least every five years.  We are on a four-year cycle.  So here’s our schedule for all 15 regions.  And this schedule will repeat itself beginning in 2015, where you’ll see Arizona/ Nevada, Oregon/Washington, North Central and Northeast.  The last column shows the effective date of when these new surveys will go into effect.  It’s important for you, as a manager or supervisor, to pay attention to when your region is going to be implementing a new survey and what the effective date of that new survey is.  This is when you can see some rather large increases to your rents, and your tenants may have lots of questions about these large increases.

We are currently on a four-year cycle because the National Housing Council (which I’ll discuss here in just a minute) voted some years ago to move to this schedule, more frequently than A-45 requires.  They found that waiting five years in between surveys generated really large increases to the rents, and thus burdened the tenants tremendously.  To lessen the impact to the tenants, they decided to go to a more frequent survey schedule.  Cost prohibits us from surveying every region every single year.  Four years seems to be a happy medium between costs and minimizing the impact to the tenants.
When we conduct a survey, we go to many towns within that region and collect data from the private rental market.  How do we know which towns to go to?  OMB defines that for us with the definition of “nearest established community.”  It is the community closest to the government unit, with a population of 1,500 (or 5,000 in Alaska) as of the 2010 Census.  It must also have a doctor and a dentist available, on a non-emergency basis, to the general public.  So part-time doctors, or transient-type doctors that only have office hours a couple of days during the week, do qualify.  It must also have a private rental market available to the general public.  Many towns on Indian Reservations must be excluded because their rental market is not open to the public.  It’s also important to know that these nearest established communities, as far as the private rental market, do not have to have vacancies, just rental units that can be collected as data.  So vacancies are not a determination of which nearest established community to use.  Also know that the nearest established community being used to set rents for your housing units may not be the same town which your tenants are going to for basic services, such as getting gas for their car, groceries, or where their kids may be attending school.
When the data is collected, we start checking it for outliers.  And then we conduct a statistical regression on the market data.  The statistical regression produces new rent formulas.  We then test the new rent formulas against the market data to make sure that it is meeting the “reasonable value” test outlined in A-45.  Once we meet that test, we then publish the results in a Survey Report, program the new formulas into QMIS, which is the Quarters Management Information System software, and distribute it to housing officers in your agency.  They’re the ones that are installing this software and calculating the rents for your housing units.
Here’s the basic construct of the rental formula.  We first start by calculating the “Monthly Base Rental Rate.”  This will take into account the physical attributes of your housing unit.  What type of house is it?  It is a house; is it an apartment?  Is it a mobile home?  How big is it?  How many bedrooms?  How many bathrooms?  Does it have a garage?  Does it have air conditioning?  Those types of physical attributes calculate the “Monthly Base Rental Rate. “ The “Monthly Base Rental Rate” will not change for four years, because it is based on the results of the survey.  So every four years, your “Monthly Base Rental Rate” will be completely different.  Once we know the “Monthly Base Rental Rate,” we adjust it with a CPI.  The CPI adjustment will change every year, as outlined in A-45.  Once we know those two numbers, we can calculate the “CPI-Adjusted Monthly Base Rental Rate.”  Once we know that number, we then deduct for Administrative Adjustments that are authorized in A-45; things like isolation, lack of privacy, lack of police protection, those types of things.  We add in for utilities such as trash pickup, electricity, water and sewer, anything else the government might be providing, such as lawn care, a dishwasher, maid service, what have you.  Put all those numbers together and we get the “Net Rent,” which is deducted from the employee’s pay or collected through different means.
A-45 says that new rents will go into effect the first full pay period in March.  Here are some upcoming effective dates for your housing units.  Just know that agencies should be providing their tenants 30 days’ notice prior to the effective date.  So that means your rents should be calculated and presented to the tenants sometime in early February of each year.

Here is a graphical representation of what we’re trying to achieve with a survey.  Now this chart only shows four towns.  And in each town the rent market is completely different from every other town.  And that’s the thing about rents – it is localized and unique to each town.  Now when we do a survey, we are surveying upwards of 30 towns, so this chart would have 30 or 35 lines on it.  But for simplification, we’re making a chart here showing only 4 towns.  So you can see that the rental markets in each of these towns is doing something different – not related to each other.  So we are gathering data from each of these towns, evaluating each variable of the data, and trying to come up with a survey “base line.”  If you look at the third survey dot out, under 2011, let’s take a look at that.  You should know that once we have this “base line,” we will then adjust, either upward or downward, to reflect the true market rent of that town.  So if you look at that third dot, in 2011, you can see that compared to Redtown, the red line, our survey rents are above that line.  We would then have to reduce our survey rent to reflect the true Redtown market rents.  We call this a “negative community adjustment.”  It brings our rents in line with the true market rent.  Greenville would also receive a “negative community adjustment.”  Lines above our survey line are more expensive communities to live in.  If we were to apply the true market rates for these areas, we would have to apply a “positive community adjustment.”  But in our program, “positive community adjustments” are not applied.  Rents are “capped” at the survey line.  Therefore, in this chart, Blueburg and Orange Grove would not receive any community adjustment – the community adjustment would be zero (0.)  
If we were to relate this to real towns in America, the Orange Grove line might represent a community like San Francisco, New York City, or Jackson, Wyoming.  
The other thing that’s important to realize, as the result of a survey, is that you can see some rather large increases or decreases in the rent.  That’s because our rents are only surveyed once every four years and adjusted with a national CPI in between surveys.  So you can see here, in this chart, we start with a survey in 2003 and align the rents with the private rental market.  For the next three years we are applying a CPI adjustment, but what is really happening, according to the blue line, is that private rental market (that NEC) is far outpacing our CPI adjustments.  In the fourth year, when we do a new survey and bring the rents back in line with the private rental market, you can see a rather large increase to the rent.  This is when your tenants will be most upset, obviously.  This is when they will be questioning “How can my rent go up this much?” – “Why did it go up this much?”  And this is the reason why.  It’s important for you to understand this, so that when they start asking those questions, you can be able to answer them.
You can see, continuing on, 2007 to 2011, we again start with three more years of CPI.  The private rental market continues to go up, but then crashes pretty hard.  In the fourth year, 2011, when we come and do a survey, we have the opposite effect.  We’re bringing the rents back in line with the private rental market, but in this case, they’ve dropped so much that it results in a reduction in the government rents.  Obviously, we don’t know what’s going to happen past 2011, but this chart shows a projection to give you the idea of the cyclical effect of these surveys and where rents are in relation to the private rental market.
So who determines all these rent calculations and rent formulas?  The Department of Interior has a centralized Quarters Program, but you, as the agency, also has a big role.  The Department of Interior developed the Quarters Program in the early 80s, namely to be in compliance with A-45, but also to provide some consistency and uniformity in rental rates across their bureaus.  Prior to the Quarters Program, each bureau within the Department of Interior established their rates through individual appraisals.  Because many of our housing is co-located with other bureaus, there were many inconsistencies with these appraisals, and thus, many tenant complaints.  So DOI decided to start this Quarters Program in hopes to resolve some of these tenant issues and provide some uniformity in rental rates.  It was a success and it did resolve those problems.  Soon thereafter, DOI began to offer this service to other agencies outside of Department of Interior to take advantage of economies of scale and reduce the costs for all.
The Quarters Program has two sides – the Operations Office (which is my office) and the Policy Office.  The Operations Office provides the rental formulas that comply with A-45.  We’re the ones that are conducting the surveys, calculating the annual CPI adjustments, plugging that all into the QMIS software, distributing that software out to your users, providing the Help Desk support for your users, conducting training, and defending rental rates if there are issues that tenants discover.

Here is my contact information, as well as my counterpart, Laura Walters.  She’s the Quarters Program Specialist.  You can contact either one of us if you have questions about rental rates, how they’re established, or implemented.

The Policy Office maintains the housing policy within the Department of Interior; they make decisions on housing policy issues within the Department of Interior.  They’re the central point of contact with OMB for all agencies, so sometimes we would consult with OMB for clarification on A-45 or ask OMB for special exemptions to A-45.  Those types of requests would filter through the Policy Office.  They’re a clearing house for any rental appeals within DOI that filter up through the Office of Hearings and Appeals.  They’re the chairperson of the National Housing Council, and the owner of the QMIS system.  Currently that position is occupied by Michael Wright.
You, as agencies, are the ones that own this housing, and we wouldn’t be in business without you.  So here is a list of the current customers of the DOI Quarters Program and the housing that they own.  Presumably, if you’re listening to this training, you are a member of one of these agencies.  So you have big role in implementing rents as well.  You should be appointing a national housing officer responsible for the housing program; developing your own policy and procedures in addition to A-45 that deal with housing management issues, such as maybe a pet policy or smoking policy.  You should really be addressing the rental appeal process within your agency.  DOI already has a specific rental appeal process outlined in a Departmental Handbook (DM 400 Chapter 3.)  Your agency is also responsible for supervising and monitoring that A-45 is being met, that you’re keeping good records, that rents are being implemented, and that any Administrative Adjustments that are being applied are being justified, and that you’re ensuring that any conflicts of interest are being avoided, such as managers or supervisors asking housing managers to artificially lower rents, or having housing officers that are calculating rents also occupying housing, which is illegal.

Your national housing officer is also part of the National Housing Council.  The National Housing Council meets a couple of times a year to discuss issues in housing, rents, and other common problems they may be experiencing.  They also talk about program changes or proposed changes to regulation.  Oftentimes, issues may extend beyond your agency and affect other agencies.  Because housing is so close in proximity to other agencies, there may be issues in one agency in the way they are calculating a rent that causes issues in another agency.  Those types of issues are brought to the Council, discussed, evaluated, and decided upon, and then implemented in all agencies.  So, no matter if you’re part of the National Park Service, Bureau of Indian Affairs, Bureau of Prisons, Fish & Wildlife, you can be assured that by participating in the DOI Quarters Program, your rents are being established in the same way as every other agency.  This is a list of the current National Housing Council members and your national housing officers.  I’ll give you just a minute to identify your particular officer and their phone number.
These slides will be available for download from our website, in the same place as where you started this WebEx training, so you can download those slides and print them out for future reference.

So you may be wondering what you can do as a manager or supervisor when it comes to rents and your tenants.  First of all, please support your housing officer.  They are in a tough spot, implementing rents according to A-45 and using the QMIS software, which is already set up for them with the rental formula and the CPI adjustments.  But they also want to keep their tenants happy, so sometimes they are caught in the middle and they are in a tough spot.  So please support their efforts in implementing the rents.  Don’t ask them to change the rents artificially and violate A-45.  They can’t!  And by asking them to do so, puts them in a very precarious position.  You can ensure that the inventory is correct; don’t assume that it is correct.  Many of the housing officers have not been to our training; and also realize that housing officer duties experience high turnover.  And your housing officer may be new and inherited the QMIS data from some previous user.  They probably presume that the previous user had the correct data and have not reviewed it, but I would not assume that the data is correct.  Incorrect data will produce incorrect rents.  So please verify the inventory data at least annually.  You should familiarize yourself with A-45 and your agency’s policies.  Especially familiarized yourself with the appeal procedures within your agency.   Also pay attention to and familiarize yourself with our survey schedule – know when your housing units are going to implement a new survey and the effective date of that new survey.  You could also help educate your tenants.  Many tenants take the job thinking that their rents will never change.  Set the expectation that their rent will change every year.  Especially set the expectation that a new survey will be implemented every four years and their rents could be changed dramatically.  
Prepare for rent changes.  When we do a survey, we know the results almost immediately.  We send reports to your national housing officer on the results of every survey.  They have all of the survey results no later than the month of October, which is well in advance of the March implementation time.  So please contact your national housing officer, who can provide you with this report, that shows at the housing unit level how the rent is going to be affected.  Knowing this information, you can then conduct tenant meetings, especially if you are going to experience some rather large increases in the rent.  Prepare your tenants – the more notice they have, the easier the transition.  You should also review the appeal process with your tenants.  Many times appeals are denied simply because tenants got bad information up front and did not follow the proper procedures.  Last, but not least, take advantage of housing expertise that exists.  Ask questions of your housing officer; ask questions of your national housing officer.  Request the information on the survey results.  Call my office if you have questions; myself or Laura would be glad to answer any questions you have.  And take advantage of our website; we have other documents available for downloading, such as a Tenant Brochure, which is a small “frequently asked questions”-type document that you can download and print and give to your tenants.  We also have a tenant flyer that explains a little bit more about our surveys that you can download and provide to your tenants.  We also provide all of our Regional Survey Reports, Inventory Instructions, training schedule, a whole host of other resources.
So that concludes the training.  I hope this has been educational, useful and informative, and I thank you for your time.
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