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(ABSTRACT)

Congress continues to prefer nonprofit organizations over government and for-
profit investors for participation in federally assisted multifamily housing programs
because nonprofit organizations are believed to be more efficient in delivering services
than government and more altruistic than for-profit investors. However, empirical
information to support these beliefs is limited.

The purpose of this study was twofold: a) to determine if property management
practices of federally assisted, nonprofit-owned multifamily housing properties are
different from those of comparable government- and for-profit-owned properties with
regard to administration practices, financial management practices, maintenance
procedures, and services provided to residents and b) to determine how much variance
in these management practices is explained by type of owner, owner’s goals for property,
property manager’s qualifications, and neighborhood environment. Independent t-tests
and a multiple regression analysis, respectively, were used.

The population consisted of public housing and Section 8 nonprofit- and for-profit-



owned, project-based properties in Virginia (197 properties total). Results were based
on 96 property managers’ responses to an 81-item mailed questionnaire, which included
open- and close-ended responses.

Management practices at the nonprofit-owned properties generally were not
significantly different (at .10 alpha level) from those at either the government- or for-
profit-owned properties. Nonetheless, some patterns were apparent. These included the
nonprofit-owned properties having lower vacancy and unit turnover rates, quicker
turnaround times for routine maintenance, and more initiatives to empower residents than
the for-profit-owned properties. Also, management at the nonprofit-owned properties
tended to conduct their maintenance more frequently and quickly than management at the
government-owned properties.

Approximately 42 % of the variability in the management practices of the sample
was explained by type of owner, owner’s goals for property, property manager’s
qualifications, and neighborhood environment. @ Moreover, the nonprofit-owned
properties, on average, scored higher than the government- and for-profit-owned
properties with regard to their overall property management practices. While these
findings appear to support Congress’ preference of nonprofit organizations over
government and for-profit investors for participation in federally assisted multifamily
housing programs, concern exists about the financial solvency of the nonprofit-owned

properties, particularly since one-third of these properties failed to meet budget goals.
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CHAPTER 1

INTRODUCTION

Under the Housing Act of 1949, the United States Congress established a goal of
a .decent home and suitable living environment for every American family, and in 1990,
under the Cranston-Gonzalez National Affordable Housing Act, Congress reaffirmed that
goal. Today, Congress is still working toward that same goal and subsidizes low-income
multifamily rental housing units for this purpose.

A challenge for Congress, however, is determining how to implement these
subsidies. Should government or the private sector produce, own, and manage these
rental housing units? Moreover, which method(s) ensures the 1949 goal?

Overview

The federal government often assumes the role of producing (or assisting with the
production of) goods or services underproduced or not produced at all by the private
market system. For example, the conventional, for-profit rental housing sector typically
does not produce or manage any housing units specifically targeted for low-income
households (unless there are incentives) because by doing so the for-profit sector fails to
meet its goal of maximizing returns on investments. Therefore, the federal government
intervenes in the free enterprise and competitive market system and either directly makes
low-income housing available or indirectly makes low-income housing available by

establishing incentives that encourage the private sector’s participation (McConnell, 1981).



A much debated subject, however, is the level of involvement, if any, the federal
government should have in making low-income rental housing available. Conservatives,
who generally espouse a laissez-faire approach, assert the level of involvement by
government should be minimal. Conservatives neither want to infringe upon the private
sector’s enterprise nor do they want the federal government to have permanent ownership
of low rent housing. Hence, conservatives contend government should merely encourage
the private sector to engage in those activities which are not being met and not assume
the role of producing and managing low-income housing. Liberals, on the other hand,
disagree, arguing the only way to ensure low-income rental housing does not become a
mechanism where profits are allowed to be made at the expense of residents--via the
quality of housing provided to residents--is for the federal government to produce, own,
and manage such housing (Hays, 1995; Mitchell, 1985b).

These opposing views are observed within the operation of the rental housing
market. Data from rental housing market activity supports neither the conservatives’
view of minimal involvement nor the liberals’ view of complete involvement. Instead,
there appears to be a loose compromise--the federal government makes affordable
housing available to some (not all) and accomplishes this through both direct and indirect
approaches. For instance, in 1989, only 31% of the households eligible to participate
in a federally assisted multifamily housing program were housed in such units. The
remaining 69% did not receive any federal assistance and obtained housing in the

conventional private sector market because there was only a limited amount of federally



assisted multifamily housing available; Congressional appropriations were insufficient to
subsidize any additional low-income rental units (Bogdon, Silver, & Turner, 1993).
Moreover, in recent years, there has been a reduction in the proportion of low-income
rental units owned by government--public housing units (U.S. Department of Commerce
& U.S. Department of Housing and Urban Development [HUD], 1991, 1993).

Although conservatives maintain their position of minimal governmental
involvement, the liberals’ concern with regard to housing providers maximizing their
returns should not be dismissed because such motivations can conflict with the provision
of "quality" housing as was observed with the private sector’s tenement housing
(Mitchell, 1985b). Jacob Riis (1957) described these nineteenth century managers as
landlords filled with "human greed" (p. 205). The landlords charged excessive rents yet
made housing of poor quality available. The units had limited space, inadequate
ventilation and lighting, improper sanitation, and shoddy construction (Friedman, 1985;
Mitchell, 1985a).

An alternative policy currently being explored is for the federal government to
solicit the nonprofit sector for participation in federally assisted multifamily housing
programs. Here, the primary goal of a nonprofit organization is the same as that
associated with government (i.e., the provision of unmet housing needs) yet different
from that associated with for-profit investors. A nonprofit organization’s primary goal
is to provide a service to its clients, whereas a for-profit investor’s primary goal is to

maximize returns (Anthony & Young, 1990; Block, 1990).



Both nonprofit organizations and for-profit investors are eligible to participate in
the United States’ federally assisted multifamily housing programs as they now are
structured, and the majority of these participants are for-profit investors. However,
based on recent legislation, beginning in 1989, Congress is giving preference to nonprofit
organizations for participation in these programs.

Congress has enacted three pieces of legislation to explicitly encourage the
nonprofit sector’s participation in federally assisted multifamily housing programs. First,
the Financial Institutions Reform, Recovery, and Enforcement Act of 1989 allows
nonprofit organizations a first right to purchase multifamily housing properties from the
Resolution Trust Corporation (RTC), an entity created to dispose of those assets acquired
by the federal government as the result of insolvent thrifts. (The RTC no longer exists,
but its responsibilities and functions have been transferred to the Federal Deposit
Insurance Corporation.) Second, the Low-Income Housing Preservation and Resident
Homeownership Act of 1990 grants nonprofit organizations a first right to purchase
multifamily housing properties from owners in federally insured interest rate programs,
when these owners give notice to either prepay their mortgages or sell their properties.
Third, the National Affordable Housing Act of 1990 mandates communities participating
in the "HOME" program (a program designed to increase homeownership and affordable
housing opportunities for low-income households in the United States) set aside a
minimum of 15% of the funds allocated under the program for community development

organizations, which are defined in the legislation as nonprofit organizations.



Prompted by these pieces of legislation, the nonprofit sector’s participation in
federally assisted multifamily housing programs is growing. A logical result of this
growth is concern about this sector’s ability to efficiently manage federally assisted
multifamily housing properties (Koebel, in press).

Interest in the nonprofit sector’s ability to manage federally assisted multifamily
housing properties stems from two points. First, property management practices directly
affect the quality of housing made available to residents of multifamily housing
(Community Development Research Center [CDRC], 1992). Second, financial
supporters of programs, such as Congress, are often interested in the extent to which the
programs they finance are successfully implemented and the degree to which their desired
outcomes are realized (Rossi & Freeman, 1985).

Justification of Study

Although nonprofit organizations have participated in federally assisted
multifamily housing programs for well over 30 years, studies by Bratt, Keyes, Schwartz,
and Vidal (1994) and Isler, Sadacca, and Drury (1974) are the only two pieces of
research addressing property management practices of multifamily rental housing
properties owned by nonprofit organizations. Thus, the amount of empirical information
available on the subject is limited.

Nonetheless, there are a few criticisms commonly associated with property
management practices of nonprofit-owned multifamily rental housing properties, most of

which are based on the sector’s participation in the Section 221(d)(3) program, a federal



mortgage insurance program designed to finance either rental or cooperative multifamily
housing for moderate-income households. The predominant criticisms are inefficient
business practice and inexperienced managers (Bratt, 1989).

Inefficient business practice is associated with the property management of
nonprofit-owned multifamily rental housing properties for two reasons. First, many
nonprofit owners were found to be financially unstable when participating in the Section
221(d)(3) program. Second, several nonprofit Section 221(d)(3) participants were more
concerned with their residents’ welfare than with operating like a business (Bratt, 1989).

Unstable financial situations were common among the nonprofit Section 221(d)(3)
participants, particularly since participants did not have to have either preexisting equity
or assets to be in the program. The federal government’s rationale for not having these
two requirements was its emphasis on allowing all those who were interested in making
low-income housing available, even those without any financial backing, eligible to
participate. As a result, many of the nonprofit properties were foreclosed because there
were no financial reserves to protect the properties when financial hardships came about
and mortgages could not be paid. In general, the nonprofit-owned properties did not
have any contributions for reserves built into their rent structure under HUD’s guidelines,
making it virtually impossible for the nonprofit participants to build operating reserves
(Bratt, 1989).

These lenient reserve policies, therefore, contributed to the nonprofit participants’

financial instability. HUD, the contract manager for most of the Section 221(d)(3)



projects, had established minimal reserve requirements. On all projects, only a two
percent contingency was required during construction with no requirement for operating
reserves, unless a property appeared to be in serious trouble (Bratt, 1989).

Nonprofit Section 221(d)(3) participants were also, as previously stated, more
concerned with the welfare of their residents than with operating like a business. To
some extent this overwhelming concern for residents is the primary attraction of having
nonprofit providers for low-income housing, at least in terms of placing profits above
quality. Nonetheless, nonprofit providers must implement sound business practices to
maintain the financial viability and quality of their properties (Koebel, in press).
However, this was not the case for nonprofit participants in the Section 221 (d)(3)
program. These participants typically were less aggressive with their rent collection and
evictions and placed less emphasis on maintenance than their for-profit counterparts
(Bratt, 1989).

Inexperience is another criticism often associated with property management
practices of nonprofit-owned multifamily rental housing properties. The property
managers of nonprofit-owned Section 221(d)(3) properties did not have the same or
equivalent training and education as the property managers of for-profit-owned Section
221(d)(3) properties. The property managers of the nonprofit-owned properties often
reflected the values of the nonprofit participants. The nonprofit participants were
primarily well intentioned church, civic, and union groups with minimal experience in

owning and managing a multifamily housing property. Similarly, the property managers



of the nonprofit-owned properties were primarily well intentioned individuals, who had
minimal training or education in property management (Bratt, 1989).

Despite these criticisms, Congress still gives preference to nonprofit organizations
rather than to for-profit investors for participation in federally assisted multifamily
housing programs. Reasons for the preference seemingly include (but are not limited to)
the following. Nonprofit ownership usually safeguards families from possibly being
displaced from their homes, which can occur when participants are no longer obligated
to make their units available to low-income households. In general, after meeting
original contractual terms, nonprofit organizations, unlike many of their for-profit
counterparts, continue to purposefully serve the low-income population. Nonprofit
organizations also gained favor with their leadership in responding to homelessness.
Moreover, it was for-profit investors who sacrificed housing quality when they built
housing for participants in the Section 235 program (a low- and moderate-income
homeownership program) and when they participated in the Section 236 program (a low-
income rental housing program).

Under the Section 235 program, many for-profit investors engaged in scandalous
activities. These investors would purchase run-down and abandoned properties at rock-
bottom prices; make cosmetic repairs; and sell the houses to aspiring low-income families
with very little knowledge about the responsibilities of homeownership, making huge
profits. These investors took the money and ran, leaving residents with housing

appearing from the facade to be in good condition but in reality in substandard condition



(Hays, 1995).

This scam not only affected the prospective homeowners but also affected the
federal government. The federal government envisioned a program where decent and
affordable housing would be made available to low-income households but in reality
received a program falling far short from what was envisioned. And, similar
shortcomings were experienced with the Section 236 program (Hays, 1995).

In addition to Congress’ past experience with for-profit investors in both the
Section 235 and Section 236 programs, there is a theoretical argument--contract failure
theory--for why nonprofit organizations are preferred over for-profit investors. Under
contract failure theory, goods and services are preferred to be purchased from nonprofit
organizations rather than from for-profit investors in circumstances where the purchasers
of goods and services are different from the consumers. For example, contract failure
occurs when an individual obtains nursing home care for another adult. In this instance,
the person purchasing the service (i.e., nursing home care) is different from the person
receiving the service (i.e., an elderly adult). Since the purchaser can not make any direct
assessment regarding the quality of service made available, the purchaser prefers to
obtain that service from a nonprofit organization rather than from a for-profit investor
because of the belief that nonprofit organizations are more concerned about the welfare
of their clients when compared to for-profit investors. Additionally, nonprofit
organizations are believed to be more trustworthy than their profit-motivated counterparts

(Hansmann, 1980; Salamon, 1992).



For similar reasons, contract failure theory provides an argument for why
Congress prefers nonprofit organizations to for-profit investors for participation in
federally assisted multifamily housing programs. Here, Congress is not the consumer.
Congress is merely the purchaser and, therefore, is limited in its ways of assessing the
quality of housing made available (assessments only can be made via inspections). The
only individuals who can make the direct assessment are the consumers; the consumers
are the low-income households residing in the federally assisted units. Thus, based on
contract failure theory, Congress prefers nonprofit organizations rather than for-profit
investors for participation in federally assisted multifamily housing programs because of
the belief nonprofit organizations are more trustworthy than their for-profit counterparts.

Nonprofit ownership, however, does not necessitate nonprofit management.
There are three ways a nonprofit organization can manage a property. First, a nonprofit
organization can manage the property itself. Second. a nonprofit organization can have
a subsidiary entity manage the property, which could be either a nonprofit or a for-profit
organization. Third, a nonprofit organization can contract with a third-party management
firm, and again that firm could be either a nonprofit or a for-profit organization.

In fact, based on a recent study examining the trends of 15 nonprofit housing
developers (Hebert, Heintz, Baron, Kay, & Wallace, 1993), less than half of those
observed in the study managed the completed properties themselves. The majority
contracted with a third-party property management firm. Moreover, that firm, more

often than not, was a for-profit entity.
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The Problem

Over the years, Congress has enacted legislation to encourage the nonprofit
sector’s participation in federally assisted multifamily housing programs. The impetus
for these laws seemingly is based on two beliefs.

First, when compared to the federal government, the nonprofit sector is believed
to be able to make housing of better quality available to residents of multifamily housing
because nonprofit organizations are thought to be more efficient in their delivery of
services (Meehan, 1985). For instance, nonprofit organizations typically do not have to
contend with the same level of local and state bureaucracy as do public housing
authorities (PHAs)--the entities owning and managing public housing.

Second, when compared to for-profit investors, the nonprofit sector is believed
to be more inclined to make housing of better quality available to residents of multifamily
housing because nonprofit organizations are thought to be more altruistic (Bratt, 1992).
For example, nonprofit organizations are not known to forgo the provisions of quality
housing in order to realize monetary gains.

The problem, however, is there is no empirical evidence to support these two
points. Furthermore, criticisms associated with the nonprofit sector, such as inefficient
business practices and inexperienced managers, seem to oppose Congress’ reasons for
favoring nonprofit organizations over government and for-profit investors, which

respectively are being able to provide more efficient delivery of services and having more

altruistic goals.
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Purpose of Study
This study has two purposes. The first is to determine if property management
practices of federally assisted, nonprofit-owned multifamily housing properties are
different from those of comparable government- and for-profit-owned properties. The
~second is to determine how much of the variance in property management practices of
federally assisted multifamily housing properties is explained by type of owner, owner’s
goals for the property, property manager’s qualifications, and neighborhood environment.
Conceptualizing the Problem

Three entities are eligible to participate in the federal government’s multifamily
housing programs: a) government, b) for-profit investors, and c) nonprofit organizations.
Across these entities, property management practices are believed to differ. Similarly,
since property management practices directly affect the quality of housing made available
to residents of multifamily housing, differences in quality of housing provided also are
assumed to exist, depending on the type of entity owning the units (i.e., government, a
for-profit investor(s), or a nonprofit organization). Moreover, these differences in
property management practices and quality of housing provided are believed to be

affected by the property manager’s qualifications and neighborhood environment.
To better understand these relationships, in this section, residential property
management is defined, and applicable theories are presented. In addition, a conceptual

model for residential property management is provided, which also serves as the model

for this study.
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What Is Residential Property Management?

Management is the process of working with and through people in order to
achieve an organization’s goal(s) (Kreitner, 1986). The management process includes
the functions of planning, controlling, guiding, directing, and coordinating the activities
of others in order to accomplish desired goals. Residential property management is the
application of these functions by an individual (i.e., a manager) in a residential setting,
most commonly a multifamily rental housing community--an apartment community
(Johnson, 1989). Residential property managers ensure a successful and rewarding
business by using skills and creative ability to direct and control the physical and
financial operations of the property (Kelley, 1990).

Property managers are responsible for accomplishing the goals of the owners
consistent with the owners’ priorities. To accomplish these goals, property managers
must possess some basic skills, including accounting skills for rent collection and basic
management and communication skills. In addition, a technical understanding of building
equipment is required. To facilitate the overall process of managing the housing
community, property managers establish policies and procedures congruent with the
owners’ goals (Johnson, 1989).

Based on findings from previous studies, property management practices also are
affected by neighborhood conditions (CDRC, 1992; HUD, 1979; Urban Institute, 1974)
and property managers’ qualifications (General Accounting Office [GAO], 1988, 1989).

Examples include existent levels of crime, abandonment, and poverty with regard to

13



neighborhood conditions and practical experience and educational background with regard
to property managers’ qualifications.

Applicable Theories for Residential Property Management

Three theories help explain the relationships existing between a) owner and
property manager, b) property manager and quality of housing made available to
residents of multifamily housing, ¢) property management practices and neighborhood
environment, and d) property management practices and property manager’s
qualifications. These theories are agency theory, goal-setting theory, and social learning
theory. Agency theory explains the relationship existing between the owner of the
property and the owner of the property management firm. Goal-setting theory explains
the relationship existing between the property manager and the quality of housing made
available to residents. Social learning theory explains the relationships existing between
both the property management practices and the neighborhood environment and the
property management practices and the property manager’s qualifications. The three,
together, provide a framework for conceptualizing the research problem.

Agency theory. One of the most basic financial concepts is the goal of the firm

is to maximize the shareholder’s wealth. Agency theory explains the relationship existing
between shareholder and manager (Brigham & Gapenski, 1993).

Agency relationships arise whenever one or more individuals, called principals,
hire one or more other individuals, called agents, to perform some service and then

delegate the decision-making authority to the agents. Within the financial management
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context, the two most important agency relationships are those between a) stockholder
(i.e., owner) and manager and those between b) debtholder and stockholder (Brigham &
Gapenski, 1993).

In residential property management, the agency relationship is between the owner
of the property and the manager. Agency relationships exist only if the managing entity
is different from the owner(s). Agency relationships are defined in management
agreement contracts, written contracts between owners of properties and management
firms.

Goal-setting theory. As conveyed in numerous property management texts, the

role of a property manager is to carry out the goal(s) of the owner (e.g., making a profit
or making decent and affordable housing available to low-income households). More
explicitly, each task the property manager accomplishes should be directly linked to the
goal(s) of the owner (Johnson, 1989; Kelley, 1990; King, Langendoen, & Hummel,
1984; Walters, 1979). Hence, goal-setting theory, proposed by Locke (1968),
communicates this very idea of pre-established goals affecting the task.

The theory was originally proposed as a motivational theory, but its applications
go beyond this scope to explain how a task is accomplished. Goal-setting theory is
grounded in two axioms. First, goals clearly established and written result in a higher
level of performance than no goals or very general ones. Second, the level of
performance is directly linked to the goal itself. Therefore, the by-product of property

management (i.e., the quality of housing made available to residents) is the result of how
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the goals are carried out.

Social learning theory. Based on social learning theory, Rotter (1966) theorized
there is a causal relationship between internal/external controls and behavior (outcomes).
Internal controls are characterized by attitudes, beliefs, and knowledge of the individuals.
External controls are characterized by things beyond the control of the individual (e.g.,
some other force, fate, chance, or luck). Thus, a property manager’s qualifications
(internal controls) and neighborhood environment (external controls) presumably affect
property management practices (behavior).

A Conceptual Mode] for Residential Property Management

Incorporating agency, goal-setting, and social learning theories, a conceptual
model for residential property management was developed for this study (see Figure 1).
Starting at the far left, there is an owner of property. The owner determines the goal(s)
for the property and prioritizes them accordingly. After determining the goals for the
property, the owner formally communicates them to the property manager. Property
managers attempt to accomplish the owner’s goals through their responsibilities--their
property management practices. In general, these responsibilities normally include the
basic administration of employees, property files, and property records; managing the
finances (including debt payment); maintenance of the physical assets; marketing the
property; and providing special services to residents (Kelley, 1990; King, Langendoen,
& Hummel, 1984; Lapides, 1992; Walters, 1979). The above responsibilities are

assumed to a) be of equal relative importance to each other, b) be directly affected by
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