Discussion of the Affects of the HUD 40% Rule on Housing Authority Operations.

Introduction

The purpose of this discussion paper is to publish the results of an informal survey of seven Arizona housing authorities who cooperated in providing data to determine the affect, if any, of the “HUD 40%” rule on housing authority operations.  The rule is found in 982.508.

The design of the data collection form targeted a number of operational issues.  These were as follows:

· What was the affect of the 40-percent rule on agency productivity?

· What percent of applicants dropped out of the program as a result of the 40-percent rule?  

· Did the 40-percent rule affect the total failure rate?

· Did the 40-percent rule require the PHA to increase the payment standard?

· What is the budget impact of the 40-percent rule?

· How has the 40-percent rule influenced de-concentration?

It is important to note that this discussion paper is not the result of a scientific study.  It represents the feedback from seven housing authorities who, because data are not collected on the impact of the 40-percent rule, were required to use their best judgment to determine responses to the data collection questionnaire.  

The PHAs participating and the number of Section 8 units were:


Maricopa County
1483

Pinal County

  567


HACY


1122

Williams

    37


Scottsdale

  573

Phoenix

4480


Chandler

  431

PHA overall Productivity and the 40-Percent Rule

The PHAs responding had Section 8 Program size ranging from 37 in Williams to 4,480 in the City of Phoenix.  The average was 1,241.

Because this discussion paper targeted productivity issues, we queried the number of employees involved in enrollment and the average number of vouchers issued each month.  With the exception of Williams, who has a small program and only one person involved with enrollment, all the other PHAs had 2 or 3 staff involved in enrollment.  Thus, Scottsdale, with 573 units, had three staff and Maricopa County with 1483 units also had three staff.  The data form did not query productivity limits, but with Maricopa County issuing 77 vouchers per month and the others issuing between 10 and 20 per month, it appears clear that PHAs are not facing any structural productivity limits in the area of enrollment.  

The results show it takes an average of 3.5 person-hours per month to issue one Voucher.  All PHAs reported between 2.5 and 4 hours with the exception of Pinal County who took 6 hours.  However, Pinal County had a low failure rate, 10 percent, implying the agency spends more time explaining the program requirements to each family.  This indicator shows, as a result, that it is impossible to characterize any of the productivity results reported by the PHAs.  

Based on average monthly enrollment rates, PHAs reported a range of .5 hours per day to 5 hours per day per staff person to issue the average reported number of Vouchers per month.  Because there are 7 hours available per day, this implies that staff assigned to enrollment are doing more work than that required solely for issuing Vouchers.  

While the data did not provide any insight into specific productivity issues, it can be clearly assumed that the 40-percent rule is not creating any serious productivity problems.  

Failure Rates and the 40-Percent Rule

The data collection protocol attempted to test the affect of the 40-percent rule on failure rates as well as attempt to determine the extent of the success of a family whose income and rent calculations triggered the rule.  

Failure rates ranges from 70 percent in Chandler to 1 percent in Williams.  A failure rate between 10 percent and 30 percent was more characteristic.  Below are the actual failure rates with the percent of contracts disapproved due to the 40-percent rule:


Agency



Failure Rate

40-Percent Failure

Maricopa County



30%


0%

Pinal County




10%


1%

HACY





23%


2%

Williams




   1%


0%

Scottsdale




10%


10%

Phoenix




No Report

5%

Chandler




70%


60%

It appears that the 40-percent failure rate is a specific characteristic of each housing authority’s jurisdiction.  As we know, the maximum initial rent burden for the family not to exceed 40 percent applies when a family chooses a unit with a gross rent that is greater than the payment standard.  The gross rent is the rent to the owner plus the utility allowance for the unit.  Thus, the total family contribution (TFC) can exceed the total tenant payment (TTP) when the gross rent exceeds the payment standard, however the additional amount paid by the family (TFC) cannot exceed 40 percent of the family’s adjusted monthly income.  

Two variables come into play that affect this rule.  First, is the relative spread between the payment standard and the gross rent.  The second is the level of the family’s TTP.  Where the local market is experiencing larger spreads or differences between the payment standard and the gross rent, it requires higher TTP levels to provide a sufficient amount of rent between the 30 and 40-percent to bridge the gap.  

One way to help mitigate against 40-percent failures is to raise the payment standard.  HACY was the only agency who had relatively effective payment standards at 100 percent, but were experiencing escalating failures due to the 40-percent rule.  This occurred because the gross rents charged were only slightly higher than the payment standards, but many families were very-low income and failed the 40-percent rule when attempting to approve the HAP.  Increasing the payment standard from 100 percent to 110 percent reduced the 40-percent failure rate from around 10 percent to 2 percent.  Maricopa County, on the other hand, is operating at 100 percent payment standard and experiencing no 40-percent failures.

Chandler shows another extreme.  In Chandler, most of the market is high-rent with only a small portion of low-rent units in the downtown area.  As a result, the failure rate is 70 percent and the 40-percent failure rate is 60 percent.  This means that out of 100 families, only 30 families are able to find a unit and of those 30 families, 18 families fail because of the 40-percent rule.  Only 12 families out of 100 find a unit and pass the 40-percent rule.  Chandler recently raised the 2-bedroom payment standards from $635 to $751, which should help the situation quite a bit.  

The HUD requirement to house 75 percent very low income also contributes to the problem.  This automatically limits the number of families who have higher TTP’s and either increases the 40-percent failure rate or forces very low income families into low-rent housing depending on the market conditions.  More on this in the next section.

Overcoming a high 40-percent failure rate results in higher subsidy payments by HUD.  At HACY, for example, the 2-bedroom rents were raised $58 to compensate for the high failure rate.  This cost the federal government an additional $696,000 per year.  The increase in Chandler to 110 percent cost an additional $336,180 per year.  

Some respondents also suggested that because the 40-percent rule only applies at the initial lease-up, some applicants are gaming the system by overstating income and coming back for adjustment after the first few months.

It appears from the data, that most housing authorities can expect a 5 to 10 percent loss of Voucher conversions to HAP contracts as a result of the 40-percent rule.  Where agencies have sufficient affordable housing, the rate is low or non-existent; where there is little affordable housing, the rate is high.  HUD should understand that there is a direct relationship between the rent spreads in affordable housing and Section 8 and the ability to provide sufficient subsidized housing for very-low income families.   

Workload and the 40-Percent Rule

The data questionnaire attempted to determine the additional work required by staff as a result of the 40-percent rule.  The specific questions asked: (1) the total person-hours required to explain the 40-percent rule; (2) the total person-hours lost due to administering the 40-percent rule; and (3) the total Vouchers and HAP lost due to the rule.  The latter impacted efficiency because new replacement Vouchers had to be issued.

The data showed that it took 2.18 person-hours per month to explain the 40-percent rule to applicants.  The average person-hours lost due to administration of the rule was 3.71 hours per month.  Both of these figures are insignificant.

Reporting PHAs stated that on average approximately 7.5 Vouchers were not issued and 3.5 HAP contracts not signed due to the 40-percent rule.  This was out of an average of 394 Vouchers issue in one year.  This represents about 3 percent of issued Vouchers.  It is therefore safe to assume that the 40-percent rule reduces productivity by around 3 percent.  In other words, if the 40-percent rule was not in existence, PHAs would be able to contract 3 percent more HAPs with the same level of resources.  

The data show that the additional workload required to explain and manage the 40-percent rule is insignificant.  Responses, nonetheless, indicated that the rule was complicated and very difficult to explain and was creating confusion with the clients of Section 8.  The affect on the client was not measured, but should be considered in future research.  The three percent loss of HAPs due to the 40-percent rule is not significant enough to warrant shifting resources to reduce these outcomes.  

The 40-percent rule and Deconcentration

Three of seven respondents indicated that the 40-percent rule was creating more concentration of very-low income families in areas of high-concentration of poverty.  These were: HACY, Phoenix, and Chandler.  

The responses indicated that answering the question of the affect of the 40-percent rule on deconcentration was not strictly a “yes” or “no” answer.  For example, Maricopa County’s market is characterized by dispersed availability of lower-rent units.  Thus, the 40-percent rule had no affect on deconcentration.  Other PHAs, such as Scottsdale, addressed the concentration issue by intensively outreaching new landlords in areas that were not concentrated.  The results mitigated the concentrating affect of the 40-percent rule by opening up other units in other areas.  

HACY’s situation is much different.  The large majority of Section 8 units are dispersed among units in deconcentrated areas of the community.  Very-low income families who are most affected by the 40-percent rule find these areas inaccessible because of the gross rent structure and are only successful in finding units in areas of concentrated poverty.  HACY had to raise payment standards to mitigate the problem.  Chandler’s market also creates a similar problem.  Most of the lower rent units are concentrated in the core area of the city.  Chandler indicates that as little as 5 to 10 dollars disqualifies a family from finding a unit outside the concentrated area.  

The data lead to the conclusion that in areas where the market conditions show marked areas of concentration of lower-rent units, the 40-percent rule works against an agency trying to decrease concentration.  Put another way, in some markets where HUD is encouraging deconcentration, the 40-percent rule may actually prevent a housing authority from complying with the mandate.  

Affect on the Client

The data did not measure client impact.  It is obvious, nonetheless, from reviewing the responses that the Section 8 client is impacted by the 40-percent rule.  

The first area is understanding the rule itself.  The program processes themselves are difficult enough for the client to grasp.  Explaining the 40-percent rule is very difficult for clients to understand.  At best, PHAs must calculate the 40-percent rule for each client and represent the results as a limit on rents for the families.  

In some jurisdictions, the client has learned to “game” the 40-percent rule.  In Chandler, for example, it was reported that some clients obtain employment until the HAP contract is executed.  

Whether jurisdictions have dispersion of low-rent units or not, very low-income clients are forced to choose low-rent units to benefit from the Section 8 program.  Let’s look at an example.  Ms. Carolyn H. and her husband are elderly and need a 1-bedroom unit.  The payment standard for a 1-bedroom in Yuma is $482.  Carolyn and her husband are on SSI and as a result their 40% calculation limits the contract rent to $435.  In Yuma, desirable units typically cluster around the payment standard.  Units that Mrs. H. is eligible for cluster around the bottom end of the market.  To make things worse, Carolyn and her husband, like many elderly, have a dog and want a single family home.  She cannot rent a single-family home.  She must choose a low-rent apartment unit in a less desirable section of Yuma.  

The 40-percent rule appears to discriminately steer very-low income clients to low-rent units thereby restricting housing choice for a specific income class of applicants.

Conclusion

The 40-percent rule is not affecting productivity.  This is true for two reasons.  First, it appears that the staff deployment for the enrollment functions are sufficient enough that PHAs are not experiencing resource limits in issuing Vouchers.  Second, the 40-percent rule is only creating a small number of additional person-hours to explain and administer the rule.

Failure rates resulting from the 40-percent rule are directly dependent on market conditions and the spread between the payment standard and affordable housing.  To minimize the failure rate, PHAs must raise payment standards resulting in additional federal funding for the Section 8 program.  

In jurisdictions where lower-rent units are concentrated, the 40-percent rule along with the 75-percent very-low income requirement is aggravating the trend toward further concentration of lower-income families.  
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