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Background

Public housing is the nation's oldest approach to providing very low income families with decent, affordable housing. First authorized in 1937, public housing has, by legislative accretion, undergone a metamorphosis from a simple rental housing development program into a laboratory for a wide and sometimes contradictory variety of social and philosophical ideas.  Today, many public housing developments, even if not substandard, isolate the nation's poorest and most vulnerable populations, depriving them of any real housing choice in exchange for an affordable rent.

The public housing authorities that administer the maze of rules find it progressively more difficult to meet their basic mandate while complying with the unprecedented burden of federally-required plans, policies, procedures, budgets and reports.  The complexity and cost of these compliance responsibilities frustrate the best public housing agencies and also provide an all too believable excuse for the operational failures of less competent authorities.  Finally, the plight of very small, usually rural, public housing authorities must not be ignored.  They bear a burden identical to that designed for large, complex urban agencies and possess neither the means nor the need to address most of the problems for which the laws were enacted.

The public housing program, as currently constituted, succeeds in serving neither its customers nor its administrators as well as they could and should be served.  Further, the costs of the program continue to grow without solving the problem of the $20 billion in backlog capital needs. 

The requirements hamstringing the public housing program arise chiefly in Federal law (as opposed to over-reaching by HUD) and far exceed the rules under which other owners and managers of HUD-assisted properties serve the same populations.  A second layer of bureaucracy faced by public housing agencies relates to their state enabling legislation and their status as public bodies.  Examples of these obligations include multiple layers of procurement rules, obligation to make much of their decision-making public, and, in some cases, wage rate and Civil Service requirements.

It is the consensus of many in the industry that real public housing reform is unlikely to take place without another layer of unnecessary regulation.  Instead, the Millennial Housing Commission taking into account a variety of ideas, including those from industry professionals and focus groups, suggests that a completely different approach, more closely resembling private real estate market practice, be considered. The following elements should be included:

Move public housing to the project-based Section 8 model:

Rather than proposing some completely new and untried approach that would be likely to take years to design, test and implement, the MHC proposes, over several years, to move public housing’s physical inventory and population to the project-based Section 8 model.  This would entail converting public housing’s operating and capital funding to a long-term Section 8-type contract
 linked to each public housing property, rather than the PHA as an entity. The contract would provide reliable funding levels adequate to cover operating costs, debt service on loans for capital costs, replacement reserves, and debt service insurance.  The level of subsidy for which each property is eligible would be based on its market rent.  To be eligible for such a contract the PHA would pledge to retain the low-income character of the property.

The approach described could either be voluntary or mandatory, or initally voluntary with a deadline of seven to ten years for complete conversion.  If voluntary, HUD will still need to retain some capacity for public housing oversight for PHAs that elect to continue as public housing.  If mandatory, an alternative ownership model will be needed for those PHAs that choose not to make the transition, as well as agencies that lack the capacity to make the change.  It is also possible, depending on how enabling legislation were structured, that some properties could remain as public housing, while others transitioned to the Section 8 mode.

The model presented below is similar to the end result of the “mark to market” process that the project-based Section 8 inventory has gone through in recent years.

Ensure a thoughtful and orderly process of transition   

· To prevent continued concentrations of the neediest families, establish a clear and widely accepted standard for design, amenities and physical condition that will produce properties capable of attracting the full range of eligible families.  Better located properties could expect to draw at least some market rate renters; 
· Assess individually
 the capital and operating needs of each property in the public housing inventory and determine how debt and reserves would best be structured. The first properties proposed for conversion would be those already in the best condition and locations.  For some well managed PHAs the transition to a Section 8 approach could be relatively rapid;
· Each property will have to be set up as an individually owned entity, with its assets separated from the public housing Annual Contributions Contract.   Such an entity could be a subsidiary non-profit corporation controlled by the housing authority, but its assets must be free-standing to facilitate debt financing of capital improvements.

· To achieve economic integration, PHAs can admit a percentage of market-rate tenants
  to properties where income mixing is feasible.   Use of tenant-based subsidies to replace these deep subsidy units will prevent any loss of assistance to extremely low income families
;

· As each public housing property moves into the Project-based assistance model it is removed from the public housing Annual Contributions Contract (ACC), which is replaced by a Housing Assistance Payments Contract. This immediately reduces the regulatory burden on the PHA.  

· Properties that cannot achieve or choose not to seek project-based assistance, move to a Voucher-type Housing Assistance Payments Contract as an alternative to the ACC.  Eventually, HUD's public housing oversight structure is eliminated;

· An alternative Section 8 administrator  will be used to avoid the conflict of interest that would exist if PHAs were both the owner/manager and setting rent levels and performing housing quality inspections.   Such alternative administrators already exist in many jurisdictions and could provide these services under contract.

Move to Debt Financing of Capital Improvements

· Finance capital improvements through private tax exempt loans secured by a mortgage on the property and enhanced by an FHA mortgage insurance program or some other instrument.  For the majority of public housing properties, those whose market rents would fully support the debt service needed to bring the property to acceptable quality standards, no additional guarantees should be needed.  Likely lenders would include FHA multifamily lenders and, in some states, Housing Finance Agencies.  

· Many in the industry believe that the long term costs of this approach will be lower than the current approach to funding capital improvements in public housing.  Further, improvements can be made much more quickly, before properties experience further deterioration.  Finally, the use of debt financing has the additional merit of providing another level of operational oversight from lenders,  thus substituting standard real estate practice for HUD oversight and regulations.

· Properties with the potential for sustainable rents
 but that cannot initially meet quality standards would be given a (short) period of time to rehabilitate or replace substandard units.  During the planning and rehabilitation period rents would be pegged to what the property could command after renovation.  Additional credit enhancements or other HUD guarantees would be needed to make this stock bankable, since, by definition, its current condition requires financing that exceeds its current market value;

· Debt financing without additional funding or credit enhancement will not reach properties whose capital needs would require rents substantially higher than either market-based rents or Section 8 Fair Market Rents.  For such properties that objectively warrant revitalization (as opposed to demolition or voucher conversion), one option is to retain the HOPE VI program, but use it to cover the gap between what can be privately financed and the full cost of revitalization. 

· The proportion of debt financing’s transaction costs to overall debt makes it impractical for capital improvements in small properties.  Several alternatives to debt service financing are feasible, including continuation of the existing capital grant program or front loading of direct grants to make needed capital improvements; 

· If a PHA opts not to replace or rehabilitate a property, rents would be limited those based on its market value, and replacement reserves would continue to accrue.  Some public housing properties are in excellent condition and need little or no current investment.  Others are in such poor condition or are so poorly located that investment is not warranted.  The latter properties would be good candidates for voucher conversion.
Give public housing access to affordable housing development resources:

Both the statutes and program structure have effectively barred many PHAs from participating in the programs designed to create new affordable housing.  Since PHAs are the best (or only) providers of such housing in many communities, this unnecessarily limits development options.

· If PHAs own properties that require higher levels of capital investment than can be sustained by even above-market rent levels, MHC suggests granting those agencies full access to all available housing development vehicles, including debt financing, tax credits and new loan and grant programs.  Consider expanding the tax credit caps as funds needed to support public housing operations and capital needs decrease.

· While such an approach increases the already tight competition for tax credits, a PHA's ability to compete for this funding depends on the credibility of the PHA and its partners as asset and construction managers.  Over time, this helps integrate public housing into the rest of the affordable housing delivery system.  This makes public housing accountable to the same investors that fund the housing credit, for example.    

Move aggressively to install new management at poorly performing PHAs.
A longstanding weakness of the public housing system is its difficulty dealing with “troubled” authorities.   HUD has used various systems over time to identify PHAs that are poor performers.  These systems have too often been focused on process compliance rather than outcomes, and, therefore, have not been seen as credible indicators of PHA competence.   Further, to prevent PHAs from ‘gaming the system’ they have evolved to a pointless level of complexity.

· HUD needs to create a simple new system to rate authorities and identify those with objectively determinable competence or corruption problems.

· Any measurement system must relate to the quality of housing experienced by the residents and must not be so complex that it cannot be used by PHAs or other administrators to see how they are doing.  Much as been learned from the limited successes and failures of the PHMAP and PHAs approaches, and it should now be possible to design an approach that accurately gauges the quality of both housing and its management and includes adequate provisions for resident participation.  Any such system must be designed with significant input from residents and industry professionals;

· Agencies that cannot meet the minimum standards of such a system will not be permitted to migrate to the Section 8 program.  If they own properties that can meet standards for conversion, the properties could be converted only under some form of ownership that provided opportunities for resident participation and did not give control to the PHA.

· Agencies with competency problems would be required to accept alternative management, which is either competitively procured from the public, non-profit or private sectors, or, if no qualified administrators could be contracted, by the States
.

· Agencies with political problems or combined political and competence problems will be required to report to an administrative or judicial receiver, since alternative management will not resolve such issues.

Experiment with new rent-setting mechanisms:

The approach to public housing rents has always been a balancing act between simplicity, accuracy and equity.  At the present time emphasis has shifted too far from simplicity, toward hair-splitting issues of equity with a predictable increase in the degree of difficulty necessary to achieve accuracy.  This is onerous not only for administrators, but also for residents and applicants who are required to report more detailed information more often.

· Congress should consider funding a research demonstration of alternative rent models.  The current system is both unduly complex to administer and provides few alternatives for residents of assisted housing to improve themselves economically.  

Such a demonstration demands real research rigor to ensure that the forty five percent of public housing residents who are elderly or disabled are not forced to pay too high a rent burden in the name of administrative simplicity.  Further we must be certain that any  alternative to the present rent structure is actually an improvement.

· One approach that balances equity and simplification would be to establish an income threshold below which residents are subject to full verification and pay a simplified income-based rent, while families with incomes above the threshold pay a higher fixed rent based on their unit size, subject only to an annual adjustment.  Such an approach creates real economic incentives for families in the upper income tier, while not placing punitive rent burdens on those with the lowest incomes.
Separate treatment for small PHAs:

PHAs with fewer than two hundred and fifty units should have a simplified contract that establishes basic standards for physical conditions and operations with strict limits on paperwork and reporting to HUD.  

· So long as units are structurally sound, functionally adequate and meet minimum standards, rents are affordable, annual audits are clear and resident tenancy and civil rights are protected, small PHAs should be permitted to focus their staff and financial resources on property management.  Much of the current public housing statute is simply irrelevant for these authorities. 

· Even though many of the properties owned by small PHAs qualify for conversion to project-based subsidy, the transaction costs of debt financing are so high that an alternative method will be needed to fund capital costs.  Direct grants are one possibility. Rent levels must still be high enough to cover operating costs and replacement reserves.

Finally, Congress, HUD, public housing professionals and residents must learn to think of assisted housing simply as affordable housing, rather than a place to exercise ideas about community service, pet ownership, and even welfare reform.  Every new responsibility placed on housing administrators, even if funded, takes away time from their legitimate housing duties.  Given the resources available, and the needs of the target population, delivering decent, affordable housing is a praiseworthy and sufficient goal.

� Funded by annual appropriations


� An instrument similar to that used in mark-to-market process could be employed for these assessments, which would also benefit from the significant planning already conducted by many PHAs.


� as units become vacant


� This approach will not work in locations where lack of affordable private rental housing makes vouchers unusable.   It is particularly unlikely to work for small rural PHAs.


� This proposal has been well researched and demonstrated to be feasible by the Harvard University Graduate School of Design in a study conducted for HUD.  


� That is, properties that, once investments are complete, would have market rents capable of  supporting the debt service needed to bring them to adequate condition.


� Many troubled PHAs have been fixed by other PHAs acting as administrators.
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