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The attachments provide background information on the problems of public 
housing and some proposed solutions. Attachments include the following: 

(1) Memo to Director on Public Housing Problems. This memo was prepared at the 
Director's request shortly after HUD's takeover of the Chicago Public Housing 
Authority. It provides: an overview of public housing characteristics and 
structural problems; HUD's efforts to improve public housing; and recent HUD 
actions to take over troubled PHAs or promote court-appointed receiverships. 

(2) Draft GAO Report on Public Housina Transformation. This report describes the 
cost implications of HUD's public housing transformation proposal and raises 
additional questions needed to determine the cost of HUD's proposal. 

(3) HUD i\/lemo on Principles of Public Housina Reinvention. This memo, prepared 
by Mike Stegman (Assistant Secretary for Policy Development and Research), 
provides an analysis of the cost difference between the current public housing 
system and a tenant-based certificates system. It also addresses the concerns 
raised by Rick Gentry (Executive Director, Richmond Housing Authority) 
regarding potential adverse effects of the HUD reinvention proposal on the 
continued viability of the public housing stock. 



MEMORANDUM FOR THE DIRECTOR 

FROM: Robert E. L i t a n 

SUBJECT: Public Housing Problems and Recent HUD Takeover 
Actions 

At Wednesday's senior s t a f f meeting, you requested 
background on the problems of p u b l i c housing. This memo 
h i g h l i g h t s some of the most r e l e v a n t i n f o r m a t i o n . 

The f i r s t attachment provides more d e t a i l s on three 
t o p i c s : (1) the Public Housing program's c h a r a c t e r i s t i c s 
and s t r u c t u r a l problems; (2) HUD's e f f o r t s t o improve 
p u b l i c housing; and (3) two recent HUD actions t o take 
over t r o u b l e d Public Housing A u t h o r i t i e s (PHAs) or 
promote court-appointed r e c e i v e r s h i p s . Attachments B and 
C provide a d d i t i o n a l i n f o r m a t i o n on the Chicago Housing 
A u t h o r i t y takeover and HUD's r a t i n g of t r o u b l e d PHAs. 

As you know, the recent actions i n D.C. and Chicago 
received n a t i o n a l press coverage and h i g h l i g h t e d the 
ongoing problems of managing and improving t r o u b l e d 
p u b l i c housing a u t h o r i t i e s . On May 2, 1995, HUD 
announced a r e c e i v e r s h i p agreement w i t h the D i s t r i c t of 
Columbia t r a n s f e r r i n g c o n t r o l of the Department of Public 
and Assisted Housing (DPAH) t o a court-approved r e c e i v e r . 
On May 31, 1995, Secretary Cisneros announced t h a t HUD 
would l e g a l l y assume r e s p o n s i b i l i t y f o r the Chicago 
Housing A u t h o r i t y (CHA), the Nation's t h i r d l a r g e s t 
housing a u t h o r i t y . 

I n reviewing t h i s issue, my s t a f f has h i g h l i g h t e d 
the f o l l o w i n g p o i n t s : 

• Most p u b l i c housing i s not t r o u b l e d . Although the 
p u b l i c perception seems t o be t h a t a l l p u b l i c 
housing i s t r o u b l e d , the a v a i l a b l e data c o n t r a d i c t 
many common misperceptions about p u b l i c housing. 
Most p u b l i c housing u n i t s are not i n l a r g e , h i g h -
r i s e b u i l d i n g s and are not concentrated i n l a r g e 
developments t h a t overwhelm neighborhoods. Most 
u n i t s compare w e l l t o private-market u n i t s on a 
number of o b j e c t i v e measures of q u a l i t y , although 
they tend t o be located i n poorer q u a l i t y 
neighborhoods than p r i v a t e r e n t a l u n i t s . A new 



survey shows t h a t , although most p u b l i c housing 
tenants describe t h e i r p u b l i c housing u n i t s as 
b e t t e r than t h e i r previous homes, more r e p o r t t h a t 
t h e i r p u b l i c housing neighborhood i s "worse" (38 
percent) than r e p o r t i t i s " b e t t e r " (32 percent) 
than t h e i r previous neighborhood. 

Some l a r g e - c i t v PHAs are deeply t r o u b l e d . A l i m i t e d 
number of PHAs are severely t r o u b l e d . By HUD's own 
index of management performance, these have 
c o n s i s t e n t l y received a f a i l i n g score on a 
multidimensional index of q u a l i t y and management 
performance.^ HUD intervened i n P h i l a d e l p h i a , and 
Kansas C i t y w i t h i n the past few years. Other larg e 
t r o u b l e d a u t h o r i t i e s t h a t have not been taken over 
or placed i n Court r e c e i v e r s h i p include Puerto Rico, 
D e t r o i t , and A t l a n t a . L a r g e - c i t y PHAs t h a t have 
turned around include Boston, Cuyahoga (Cleveland), 
and San Francisco. 

There are s t r u c t u r a l problems w i t h p u b l i c housing. 
The p u b l i c housing system has numerous s t r u c t u r a l 
problems. Public housing t i e s subsidies t o s p e c i f i c 
u n i t s , w i t h l i t t l e i n c e n t i v e f o r PHAs t o compete 
w i t h p r i v a t e u n i t s or t o operate e f f i c i e n t l y . 
L i m i t e d a p p r o p r i a t i o n s f o r c a p i t a l improvements have 
produced a m u l t i - b i l l i o n d o l l a r backlog of c a p i t a l 
needs and r a i s e d maintenance costs. Federal laws 
governing admission and income t a r g e t i n g have 
concentrated the very poor i n p u b l i c housing and 
have penalized p u b l i c housing tenants who work. 
Federal r e g u l a t i o n has s u b s t i t u t e d f o r l o c a l 
i n i t i a t i v e . H i s t o r i c a l l y , l o c a l o f f i c i a l s , w i t h 
Federal acquiescence, c l u s t e r e d p u b l i c housing 
development, o f t e n i n undesirable or i s o l a t e d areas; 
HUD research has shown t h a t such concentrations of 
very poor f a m i l i e s c o n t r i b u t e t o serious problems of 
crime, v i o l e n c e , drug use, poor schools, and high 
operating costs. 

HUD's proposed r e i n v e n t i o n s t r a t e g y would 
fundamentally a l t e r the way p u b l i c housing operates. 
HUD's FY 1996 budget and l e g i s l a t i v e proposal 
addresses the s t r u c t u r a l problems of p u b l i c housing. 

' According t o HUD, of the 3,400 PHAs n a t i o n a l l y t h e r e are 
fewer than 100 PHAs w i t h severe management d e f i c i e n c i e s . As of 
January 1995, HUD considers the f o l l o w i n g e i g h t l a r g e PHAs as 
"severely t r o u b l e d " : D.C, P h i l a d e l p h i a , D e t r o i t , Puerto Rico, 
Chicago, New Orleans, Kansas C i t y , and A t l a n t a . 



The key change i s t o substitute tenant-based 
c e r t i f i c a t e s , provided d i r e c t l y t o public housing 
tenants, f o r the current Federal operating and 
modernization subsidies provided to PHAs for t h e i r 
u n i t s . This change would permit PHAs to operate 
more e f f i c i e n t l y , to charge market rents, and to 
rent t o tenants with or without housing 
c e r t i f i c a t e s . I n addition, PHAs would be permitted 
to demolish public housing units that cannot be made 
competitive with other housing i n the l o c a l r e n t a l 
market. To handle severely troubled PHAs, HUD i s 
seeking new l e g i s l a t i v e authority to establish 
conservatorships, t o abrogate contracts, and to 
supersede l o c a l or State personnel, procurement, and 
other laws. Smaller, well-run PHAs would be 
deregulated, allowing HUD to refocus i t s l i m i t e d 
administrative resources on the harder cases. 

For p e r s i s t e n t l y troubled PHAs. more d i r e c t HUD or 
court action may be required. Secretary Cisneros 
has indicated that the Department should play an 
active r o l e i n taking over severely troubled 
developments or working with local o f f i c i a l s to 
agree on a court-appointed housing receiver. 
However, such action i s s t a f f - i n t e n s i v e and requires 
long-term HUD support and technical assistance. 
Given s t a f f and budget constraints, t h i s option can 
only be applied on a l i m i t e d basis unless and u n t i l 
HUD's l e g i s l a t i v e proposals are adopted. 

Attachments: 

A Additional Background on Public Housing 

B HUD Press Release on Chicago Housing Authority 
Takeover 

C HUD L i s t of Troubled PHAs 



Attachment A 

A d d i t i o n a l Background on Public Housing 

This attachment provides a d d i t i o n a l d e t a i l s on the 
subjects l i s t e d i n the f i r s t paragraph of the memo. 

I . Public Housing Program; Charac t e r i s t i c s and 
Structural Problems 

Major c h a r a c t e r i s t i c s of p u b l i c housing can be 
estimated from the b i e n n i a l HUD/Census Bureau American 
Housing Survey (AHS). The survey also allows comparisons 
between p u b l i c housing and other a s s i s t e d housing as w e l l 
as p r i v a t e r e n t a l housing. The f o l l o w i n g i s based on 
data from the 1991 AHS and HUD sources: 

• Size of p u b l i c housing inventory. Approximately 1.3 
_ _ m i l l i o n households l i v e i n p u b l i c housing ~̂  
'"de^^lopments~operated by some 3,400 PHAs.^ Since 
1937, the Federal Government has invested some $9J)__ 
b i l l i o n i n the p u b l i c housing inventory. I n i t i a l l y 
the Federal Government provided f i n a n c i a l assistance 
f o r the c o n s t r u c t i o n or a c q u i s i t i o n . On an ongoing 
basis, the Federal government pays a l l of the costs 
f o r o peration, maintenance, and u t i l i t i e s except f o r 
t h a t covered by r e n t payments by tenants equal t o 3 0 
percent of income. HUD also pays f o r p e r i o d i c 
c a p i t a l improvements and crime c o n t r o l . The housing 
i s owned by (usual l y ) independent l o c a l agencies. 
Public Housing A u t h o r i t i e s , e s t a b l i s h e d according t o 
State law. 

• Cost t o subsidize. I n 1995, Congress appropriated 
f $3.2 b i l l i o n f o r the operation of p u b l i c housing and 
\ $4.3 b i l l l i o n f o r c a p i t a l improvements, crime 
,/ c o n t r o l , and other support f o r r e s i d e n t s . Based on 

1995 a p p r o p r i a t i o n s , the m o n t h l y ^ u b l i c housing 
subsidy per occupied u n i t s isT$481/'per month. For 
comparison, the monthly cost tcT^erve the same 
f a m i l i e s i n the same l o c a l i t i e s w i t h p o r t a b l e -̂̂  \ 
housing C e r t i f i c a t e s i s estimated by HUD t o bel $440.) 
per month. I n a d d i t i o n , $598 m i l l i o n was ^ — 
appropriated i n 1995 f o r the development of new 
p u b l i c housing u n i t s . 

This only includes p u b l i c housing u n i t s and excludes 
other Federally a s s i s t e d housing (e.g.. Section 8 vouchers) t h a t 
provides low-cost s h e l t e r t o low-income f a m i l i e s . 



• Who l i v e s i n public housing? Forty-three percent of 
the households i n public housing are families with 
children (a s l i g h t majority of these families are 
single-parent households). Fifty-two percent of a l l 
public housing i s occupied by elderly or handicapped 
households, with the balance of public housing 
occupied by nonelderly households without children. 

Public housing tenants are very poor and have been 
becoming poorer r e l a t i v e t o the population as a 
whole and to those receiving other forms of HUD 
assistance. In 1991, t h e i r median household income 
was $7,338 (substantially less than the national 
poverty l e v e l f o r a family of three of $10,799). 
Only 21 percent of public housing households 
reported income from wages and salaries. Forty-
three percent reported receiving Social Security, 
while 44 percent reported receiving public 
a s s i s t ^ c e . 

• Types of public housing structures. Public housing 
generally comes i n three basic structure types: 
high-rise buildings, garden-style apartments, and 
single-family structures. The AHS data indicate 
that 40 percent of occupied public housing units are 
i n buildings of three stories or less and 19 percent 
are i n single-family units (either free standing or 
attached). 

• Quality of public housing u n i t s . Most occupied 
public housing units compare well t o private-market 
r e n t a l units on the q u a l i t y tests used by the AHS. 
Only four percent of occupied public housing units 
have severe physical problems; the same percentage 
of a l l r e n t a l occupied units f a i l e d the t e s t . ' 

Structural Problems of Public Housing. The design of 
Public Housing program contributes t o i t s chronic 
problems. Here are some of the main design issues: 

• Lack of tenant choice where to l i v e . Under the 
present system, public housing t i e s subsides to 
specif i c units and projects. Funding i s provided to 

' The AHS judges a u n i t t o have severe physical problems i f 
any one of the following f i v e conditions exists: lacks complete 
plumbing; heating equipment broke down f o r 24 hours w i t h i n the 
past year; inadequate e l e c t r i c a l w i r i n g ; seriously inadequate 
upkeep of u n i t ; or seriously inadequate upkeep of common 
hallways. 



PHAs based on the gap between tenant rents and 
operating costs. There i s no incentive f o r PHAs to 
compete with private units since tenants cannot take 
t h e i r assistance t o the private market. As a 
r e s u l t , residents — who are i n the best position to 
i d e n t i f y management deficiencies and compel changes 
— are denied the a b i l i t y t o "take t h e i r business 
elsewhere". No matter how poor the physical 
condition of the apartment, no matter how crime-
ridden or economically distressed the neighborhood 
i n which the public housing i s located — subsidies 
are t i e d to units and cannot be transferred. 

• Federal laws concentrate the very poor. The average 
income of families l i v i n g i n public housing i s 
currently around 17 percent of loc a l area median 
income. This i s much lower than average income i n 
the early 1980s (around 33 percent of area median 
income). Congressional decisions during the past 15 
years — p a r t i c u l a r l y Federal laws governing 
admissions and increasing income targeting — 
compelled PHAs to serve those low-income families 
experiencing the greatest distress. 

• Federal laws penalize public housing tenants who 
work. Federal laws discourage unemployed families 
from working and make i t d i f f i c u l t f o r working 
families to stay i n public housing. Public housing 
rents, set at 30 percent of a family's adjusted 
income, take away 30 cents of every additional 
d o l l a r a family earns. I n addition, rents charged 
for families who are already working are often f a r 
higher than that which the u n i t would command i n the 
private market, since rents are based purely on 
income. As a r e s u l t , residents who would provide 
the best ro l e models have an incentive t o leave at 
t h e i r f i r s t opportunity. 

Federal regulation focuses on process rather than 
re s u l t s . The Federal method of overseeing the 
public housing industry aggravates the problem. 
Federal statutes regulate every aspect of public 
housing, including admissions, rents, evictions, 
resident r i g h t s , modernization, development, and 
procurement. These layers of bureaucratic 
complexity place excessive administrative burdens on 
a l l PHAs, p a r t i c u l a r l y those that are small. 

Local o f f i c i a l s have sited public housing i n high 
poverty areas. The poverty and distress of public 
housing residents i s exacerbated by the tendency of 
public housing t o be located i n areas lacking jobs 



and economic opportunities. These neighborhoods 
generally lack basic amenities, transportation, and 
other urban services. 

I I . HUD's Efforts to Improve Public Housing 

Currently, HUD i s proposing changes that would a l t e r 
i n fundamental ways the manner i n which the public 
housing program operates. The following describes the 
broad changes proposed i n the President's Budget and 
ongoing e f f o r t s t o assist troubled PHAs. 

• Reinvention proposal. The key change proposed by \ 
HUD i n the FY 1996 President's Budget i s t o \ 
substitute tenant-based housing assistance 
("Certificates"), provided d i r e c t l y t o public 
housing tenants, f o r the current Federal operating 
and modernization subsidies provided t o PHAs f o r / 
t h e i r u n i t s . This change woulf require PHAs to 
operate i n a more e f f i c i e n t manner, t o charge market 
rents f o r t h e i r u n i t s , and to rent t o tenants with 
or without housing c e r t i f i c a t e s . PHAs would be 
permitted to demolish public housing units that 
cannot be made competitive with other r e n t a l housing 
i n the lo c a l r e n t a l market. 

• E f f o r t s to assist troubled PHAs. I n addition t o 
HUD's public housing reinvention proposal, the 
Department has an ongoing e f f o r t t o assist troubled 
PHAs. HUD measures PHA performance under the Public 
Housing Management Assessment Program (PHMAP) 
system. Those PHAs receiving a score of less than 
60 are designated as "troubled" (see Attachment C). 
The Department has designed a f i v e stage recovery 
process to help PHAs move from "troubled" t o 
"standard" or "high" performer status w i t h i n two 
years. 

I I I . Federal Takeover and Receivership Actions 

HUD's involvement i n the ongoing management of most 
PHAs takes the form of technical assistance, monitoring, 
and payment of annual operating subsidies. However, t h i s 
l e v e l of HUD assistance i s often i n s u f f i c i e n t t o tur n 
around troubled PHAs. The following provides information 
on two recent cases where the Federal Government chose t o 
intervene i n the management of a troubled PHA, and the 



l i m i t a t i o n s of such actions."* 

D i s t r i c t of Columbia Public Housing Receivership. 
Based on HUD's o b j e c t i v e measure of housing 
a u t h o r i t y performance, the Department of Public and 
Assisted Housing (DPAH) i s among the most t r o u b l e d 
PHAs i n the Nation. DPAH tenants and D.C. re s i d e n t s 
f i l e d a class a c t i o n s u i t against DPAH based on the 
chronic problems of DPAH management.^ Secretary 
Cisneros worked w i t h the D i s t r i c t t o negot i a t e a 
Voluntary r e c e i v e r s h i p agreement w i t h the 
p l a i n t i f f s . TKe" receiversSl'p"~allows the r e c e i v e r t o 
take a c t i o n s (e.g., terminate personnel c o n t r a c t s ) 
t o fundamentally change the management and operation 
of DPAH. 

HUD takeover of Chicago Public Housing. On May 31, 
1995, Secretary Cisneros announced t h a t HUD would 
l e g a l l y assume r e s p o n s i b i l i t y f o r the Chicago 
Housing A u t h o r i t y (CHA), the nation's t h i r d l a r g e s t 
housing a u t h o r i t y . Unlike the D.C. a c t i o n , t h i s 
takeover involves direct_JIUD__staff c o n t r o l over the 
operation of CHA r a t h e r than a court-supervised 
r e c e i v e r s h i p . CHA operates 40,000 housing u n i t s i n 
17 major developments w i t h an o f f i c i a l p o p u l a t i o n of 
86,000 tenants. HUD s t a f f have estimated t h a t the 
takeover w i l l l a s t a t l e a s t t j i r e e or fou r years and 
inv o l v e r a d i c a l changes i n CHA^s s t r u c t u r e , 
d e c e n t r a l i z i n g c o n t r o l by s e t t i n g up p u b j j ^ p r i y ^ t e 
p a x t i i e r s j i i p s — a n d - r i e s i d e n ^ ^ a n d ~ h i r i n g 
p i r i A ^ a t ^ r e a i _ e s t ^ ^ . 

L i m i t a t i o n s on takeover and r e c e i v e r s h i p a c t i o n s . A 
major c o n s t r a i n t on the f e a s i b i l i t y of HUD takeover 
of PHAs i s the y^inited_^u^get_a^^ number of 
q u a l j ^ f l e d _ ^ t ^ f ' t h i t T l i ^ ^ t h i s 
purposeT I n ~ a d d i t i o n , l o s a j ^ p o l i j . i c ^ l - C Q r i s t r a i n t s 
t h a t l i m i t the extent t o Which HUD s t a f f can 
implement major changes. F i n a l l y , HUD bears f u l l 
r e s p o n s i b i l i t y and may be blamed i f the takeover 

" The Chicago and D.C. i n t e r v e n t i o n s are only the most 
recent cases of HUD or cour t a c t i o n ; other various a c t i o n s have 
been taken i n several c i t i e s i n c l u d i n g New Orleans, P h i l a d e l p h i a , 
St. Louis, A t l a n t a , S e a t t l e , and Kansas C i t y . 

^ The D.C. Superior c o u r t r u l e d t h a t a r e c e i v e r should 
appointed t o oversee the D i s t r i c t ' s p u b l i c housing. D.C. 
appealed the r u l i n g t o the D.C. Court of Appeals. 

8 



does not lead t o improvement of the PHA w i t h i n a 
reasonable time period. While a court-appointed 
receiver provides greater power to change the 
operation of the PHA, the process of appointing a 
receiver i s often time-consuming. 



CC! 

A. Rhinesmith 
K. Kizer 
J. Firschein 
K. Meredith 

i:\daU\phl 
May 31, 1995 
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June 20, 1995 

The Honorable Rick A. Lazio 
Chairman, Subcommittee on Housing and 

Commumty Opportunity 
Committee on Banking and 

Financial Services 
House of Representatives 

Dear Mr, Chairman: 

On May 1, 1995, the Department of Housing and Urban Development (HUD) 
submitted to the Congress proposed legislation entitled the "American 
Commumty Partnerships Act." If implemented, the act would transform how 
this nation has historically fimded public housing. Federal assistance would no 
longer flow to public housing authorities, but instead would go to households in 
the form of housing certificates. These households would then have the choice 
of using their housing certificates to either stay in public housing or move to 
apartments available in the private rental market. HUD states that this shift in 
policy will result in significant savings and address several fundamental 
problems with the current public housing program, including (1) residents' lack 
of choice in housing, (2) the concentration of very poor people in very poor 
neighborhoods, and (3) a lack of discipline in the management of public hpusing 
vbecause of its insulation fi'om the marketplace. 

In considering HUD's legislative proposal, you asked us to (1) describe the cost 
implications and the issues raised by transitioning fi-om the current public 
housing program to one using housing certificates and (2) identify key factors 
that may affect HUD's plan to provide greater housing choice for the residents 
of'.public housing. 

RESULTS IN BRIEF 

After calculating the average costs of converting to housing certificates versus 
continuing the current public housing program, HUD concluded that the cost of 
using certificates will be less than that of funding public housing; however, 
these averages do not reveal the wide differencesJrrUie^ 
options at individual public housingHevelopments. For some developments, the 
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icurrent average cost to provide housing is less than half that of housing 
certificates. However, for those developments in the worst physical condition, 
/the reverse in true. These wide variations in cost raise a number of important 
issues, including whedier the federal government should jgayforjhe 
rehabilitation of public housing developments when their rental revenues could 
finance it andjwhether housing certificjtes^HouldTe^tgggted^i^ti^yto 
deveiopmentsjvhere they_are_clearly,^st-effectiver~The actual costs of 
converting to housing certificates will depend on how these and other issues are 
resolved. But HUD has not performed the detailed analysis that would provide 
important information for deciding these issues. 

Housing certificates by design are intended to provide public housing residents 
greater opportunity to select where they want to Uve. However,(actuaLchoice~) 
in housing depends on many factors, including the characteristicsj)f the current 
tenan^_and-theirjnc^^ to move, the availability of affordable housing, the 
willingness of privatejandlordstoaccept tenants with housing certificates, and 
the extent to which housing discriminafion~laws~are' followed and enforced. 

BACKGROUND 

Approximately 3,300 public housing authorities own and operate about 13,200 
public housing developments with about 1.4 million units. These housing 
authorities vary in size and condition. Over 2,400 authorities, or over 70 
percent, are small, with fewer than 300 units. On the other hand, there are 
about 210 authorities, or about 7 percent, with more than 1,000 units. These 
large authorities accoimt for about 63 percent of the total number of public 
housing units. By HUD's assessment, most of the public housing authorities are 
reasonably well managed; however, HUD considers 92jiudiorities, or about ^ 
,percentjJoJte_'!tmubled." Thirteen of the troubled authorities are large urban 
housing authorities, managing about 14 percent of the total public housing stock 
and most of the stock that is in the worst physical condition. 

HUD plans to carry out the transformation of public housing in three stages and 
to complete it by 2002. During the first stage, which would begin in(j995) HUD 
would consolidate the amounts provided for the multiple public housing 

[ programs into twoJun^ds-<)netojp^rJor^^ 
of public housing authorities and public housing developments and another to 

^siibsidigeJiiejDEgrations^^ To be eligible 
/ for funding, public housing authorities would be required, during this stage, to 
develop a strategic plan that, among other things, identifies the rehabilitation 
needed for their public housing developments and establishes a timetable for 
completing i t Under HUD's proposal, these improvements would be paid for by 
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the federal govemment firom the capital fund. 

During the second stage, HUD proposes to repJaceJhej:apital_Mid_operat^ 
f^nd[s^stabUshedJn^t^^ project-based assistance, 
which would be tied directly to units.' Project-based^issistance, wfucR would 
be authorized for 1 year, is intended to help public housing authorities gain 
experience in managing and operating their housuig when they are dependent 
on the revenues generated from the properties' rents, rather than from capital 
and operating subsidies provided by the current system and continued during 
stage one. The rents set by public housing authorities for their properties 
during stage two would reflect the properties' market values and any services 
provided by and paid for by the public housing authority, such as child care, so 
long as the rents are not greater than the fair market rent̂  established by HUD 
for the area 

During the third stage, project-based assistance would be replaced by tenant-
based assistance, namely, housing certificates provided directly to the assisted 
households. The public housing residents would then have the choice of either 
staying in their public housing unit or moving to privately owned rental housing 
that meets certain cost and quality standards. HUD's proposal recognizes that 
some public housing developments, even after they are rehabilitated, will still be 
located in modest neighborhoods and, because they were built in an earlier era, 
will still lack certain amenities offered in privately owned rental housing. These 
developments, therefore, will tend to have market values below their area's fair 
maiket rent Consequently, in order to enhance the competitiveness of these 
public housing developments with other rental housing, HUD has proposed 
giving families a "shopping incentive" that would reduce their share of the rent 
by the same percentage that the market rent of the public housing unit is below 
the area's fair market rent 

COST IMPLICATIONS OF REPLACING THE PUBLIC 
HOUSING PROGRAM WTTH HOUSING CERTIFICATES 

TTie Secretary of HUD testified on April 6, 1995, before your Subcommittee that 
it'cost $440 per month on average to house a family with a housing certificate, 
compared to an average of $481 per month in public housing. HUD used these 

'To receive this assistance, a household must live in a designated unit. 

^ e fair market rent for an area is the amount that would be needed to pay the 
gross rent (shelter plus utilities) of privately owned decent, safe, and sanitary 
rental housing of a modest (nonluxury) nature. 
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averages to conclude that significant savings could result from converting the 
public housing program to one using housing certificates. However, these 
averages do not reveal the range of costs across public housing authorities and 
their developments resulting fi-om differences in the age and condition of these 
developments, the efficiency of public housing management, and the housing 
markets in which these developments are located. 

In computing the costs of the current public housing program, HUD used the 
sum of the 1995 appropriations for operating subsidies, funding for the 
modemization of properties, and grants to eliminate drug use to obtain an 
average per unit monthly cost This computation tends to skew the average 
cost of public housing upward because of the high costs associated with the 
relatively small percentage of the public housing stock that is in the worst 
physical condition. This portion of the stock requires a disproportionate share 
of the modernization funding and is likely to have higher than average operating 
costs. On the other hand, because HUD's analysis considered the capital costs 
of public housing as sunk costs, it made no attempt to add an imputed debt 
service chargê  to the cost of public housing. After an adjustment for vacant 
units, the analysis showed an average per unit cost for cm occupied unit of 
public housing to be $481 per month. In the calculation of the average per unit 
cost of housing certificates, the analysis used the fair market rent at the 40th 
percentile,* which resulted in an average per unit cost of $440 per month. 

These averages do not disclose the wide variations in the costs of the programs 
among pubhc housing authorities and their developments. The data used in 
HUD's analysis show that for some public housing authorities, such as the one 
in Buffalo, New York, housing certificates would cost about $500 per unit per 
month. This is about 40 percent less than the current $900 average cost fo 
operate an occupied unit at this housing authority. Conversely, for other 
housing authorities, HUD's analysis shows just the opposite result For 
example, m Los Angeles, California, HUD estimates the per unit cost of the 
certificate program to be about $1,100 per month, compared to $930 for pubhc 
housing. For other housing authorities, the cost variations are even greater. 
For instance, in the case of McDonough, Georgia, housing certificates were 

*rhe federal govemment has already paid for the constmction of public housing. 
Accordirigly, there are no mortgages on pubhc housing developments nor any 
associated debt payments. 

''A fair market rent set at the 40th percentile of an area's rental housing would 
reflect the fact that about 40 percent of the market area's rental housing can be 
obtained at this rent level. 
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estimated by HUD to cost about $700 per unit per month, compared to $240 for 
public housing. 

Just as calculating aggregate averages for the two housing options obscures 
wide variations among public housing authorities, computing an average per 
unit cost across an entire stock of developments within a public housing 
authority does not recognize significant variations in costs among individual 
developments. To identify these variations and the issues they raise, we 
reviewed financial data on operating and rehabiUtation costs for 40 
developments located in nine pubUc housing authorities across the country. 
From these 40, we chose 5 to Ulustrate the range of conditions we found in our 
review.̂  These five examples are discussed in detail in appendix I, along with 
the cost impUcations of using housing certificates and related issues. 

These examples disclose a broad range in the cost of operating pubUc housing 
and providing housing certificates. At one extreme, certain developments 
located in New York City, New York; Los Angeles, California; and Alexandria, 
Virginia, cost about half as much to operate currentiy as pubUc housing as what 
they could be rented for in the private market* Moreover, the operating costs 
for these developments are below the fair market rent in the area If the public 
housing program is converted to use certificates, developments with these 
characteristics raise such questions as (1) whether the federal govemment 
should use the capital fund to pay for any needed modemization (which can run 
into the milUons of doUars per development), as is contemplated in the 
proposed legislation, or whether these costs should be paid for out of revenues 
generated by the developments; (2) what, if any, restrictions should be placed 
on the use of the additional revenues such developments could generate for the 
pubUc housing authorities, particularly as units become vacant and rents may 
no longer be restricted to the fair market rent; and (3) how the federal 
govemment wiU pay for the additional expenses caused by increasing rents 
from a level necessary to cover operating costs to the fair market rent (See 
example 2 in app. L) 

^ e 40 developments were identified by nine urban housing authorities 
nationwide in response to our request that they identify theu: more marketable 
and least marketable developments. We categorized these developments into 
five groups based on common characteristics. From these five groups, we 
chose five developments to present as examples. 

*We defined operating costs to include current operating expenses and 
amortized costs for the rehabUitation of the property and funding of a reserve 
account for nonroutine expenditures. 
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At the other extreme are pubUc housing developments whose operating costs 
after rehabiUtation would be several times higher than the cost of housing 
certificates. These developments generally need extensive renovation, and 
whUe they can be found in housing authorities across the country, they are 
frequentiy associated with the large troubled urban authorities. Also, the 
market values of some of these developments is well below their operating 
costs. A critical question related to these developments is under what 
circumstances, if any, the federal govemment should use the capital fund to 
subsidize their rehabiUtation. Another question is whether to target these 
developments in a conversion to housing certiciates, since these developments 
represent the greatest opportunity for cost savings. (See example 5 in app. I.) 

Between these extremes are developments with various relationships between 
their operating costs, market values, and fair market rents. These developments 
raise other issues. Among the more significant are (1) how the added cost of 
the proposed "shopping incentive" wiU be financed; (2) how the objective of the 
"shopping incentive," which in part is to make pubUc housing developments 
more competitive with private rentsil properties, can be reconcUed with one of 
the overall goals of HUD's proposal-reducuig the concentration of very poor 
people in very poor neighborhoods; (3) whether the federal govemment should 
pay the additional costs of subsidizmg famiUes in pubUc housing developments 
when the market values of these developments exceeds the fair market rents; 
£md, (4) if current pubUc housing residents move to higher-quaUty housing 
through the use of housing certificates, whether the additional costs wiU be paid 
for through increased federal subsidies or wiU be offset by housing fewer 
famiUes. (See examples 1, 3, and 4 in app. I.) 

The issues arising from our review of selected housing developments are largely 
unanswered by HUD's proposal. The answers wiU, of course, determine the 
actual costs of converting from the current public housing program to a 
program that uses certificates. But HUD has not done a detaUed cost analysis, 
for individual housing developments, that takes into account theu: rehabUitation 
needs, operating costs, and market values and therefore would clarify the 
prospective costs for individual developments-critical mformation m deciding 
the issues on which overaU costs depend. 

PROMOTING GREATER CHOICE IN HOUSING 

f 

A key element of HUD's plan is to give the residents of pubUc housing greater 
choice in deciding where they wiU live. Under the plan, pubUc housing residents 
who are not satisfied with theu" housing wiU be able to use their housing 
certificate to rent another pubUc housing unit or a privately owned apartment. 
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To the extent that current residents exercise their choice by moving out of very 
poor neighborhoods, a basic goal of the plan wiU be achieved. However, the 
outcome depends on several issues, mcludmg (1) the extent to which tenants 
desu:e to move, (2) the avaUabiUty of affordable apartments in the 
neighborhoods that tenants choose, (3) the willingness of landlords to accept 
tenants with housing certificates, and (4) the extent to which laws intended to 
prevent discrimination are foUowed and enforced. Since these factors tend to 
be locaUy determined, the degree of choice and the related issue of the extent 
to which very poor people are concentrated in very poor neighborhoods wUl 
probably vary from one housmg authority to another. 

Tenants' Desu-e to Move WiU Vary 

The decision to move is often a very personal one, motivated not only by the 
quaUty of a person's present housing but also by the proximity to work, the 
avaUabiUty of shopping and medical care, the location of fanuly and fiiends, and 
the level of security. Officials of housing authorities we visited in New York, 
New Jersey, Virginia, and California stated that it is unlikely that many elderly 
tenants wiU move, because they are satisfied with their current housmg. In 
addition, we observed a variety of housing developments, serving famiUes with 
chUdren, that were in good condition and in desirable locations, where tenants' 
choice to move would not likely be based on their dissatisfaction with theur 
current housing. 

The elderly population represents a significant percentage of the people m 
pubUc housing. HUD estimates that more than a third of the 1.4 miUion units of 
pubUc housmg are occupied by the elderly. It is generaUy recognized by public 
housing officials nationwide that this housuig tends to be in reasonably good 
condition. Also, whUe pubUc housing developments serving famiUes have 
frequentiy been depicted as distressed, crime-ridden, and poorly located, in fact, 
many provide decent, safe, and sanitary housing. 

AvaUabiUty of Affordable Units Affects Choice 

A'key factor in any plan to bring the forces of the market to bear on pubUc 
housmg is the avaUabUity of altemative housmg that is affordable to pubUc 
housing residents. Recent data show that the national vacancy rate for rental 
apartm^ts has exceeded 7 percent. However, this average figure does not 
reflect significant variations among housmg markets throughout the coimtry. 
GeneraUy, the lower the vacancy rate in an area, the more difficult it wiU be for 
assisted households to find alternative housmg. In the New York City housing 
market, for example, where about 11 percent of the nation's pubUc housmg 
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stock is located, the vacancy rate is less than half the national average, making 
alternative housing more difficult to find. 

Landlords' Acceptance of Housing 
Certificates Impacts Choice 

The abiUty of pubUc housing tenants to exercise choice in theu: housing 
decisions depends not only on the avaUabiUty of affordable housmg but also on 
the willingness of private landlords to accept theu: housing certificates. 
Landlords electing to accept tenants with housing certificates do so voluntarily 
and, in so doing, also agree to the program's requirements. Identifying ways to 
improve landlords' willingness to accept housing certificates was the subject of 
a study commissioned by the National MultifamUy Housmg CouncU.̂  To 
achieve this objective, the study recommended that housing certificates operate 
as much Uke the regular market as possible, though it was recognized that in 
some areas, eliminating aU govemment involvement would be unwise. 

Under the American Community Partnerships Act, HUD has proposed 
provisions that would make housing certificates more consistent with the 
operation of the regular market. These provisions are aimed at attracting 
additional owners of private-market rental housing to rent to famiUes using 
housing certificates, HUD has proposed changmg requirements that have 
discouraged landlords' broader participation in tlie current housing certificate 
and voucher programs. Key provisions that would faciUtate private landlords! 
acceptance of housing certificates include 

- eliminating the "take one, take aU" requirement, and replacmg it with the 
requirement that owners must lease a "reasonable" number of units to 
certificate holders; 

- making it easier for owners to terminate the lease of a certificate holder, in 
accordance with state and local law (e.g., for not paying rent; for repeated, 
serious violations of the lease; for any criminal or dmg-related activities, 

; etc.); and 

Âbt Associates, Inc., Final Report on Recommendations on Wavs to Make the 
Section 8 Program More Acceptable in the Private Rental Market. (Cambridge, 
Mass.: Mar. 1994). 

8 
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- clarifying that owners can screen and select famiUes for admission 
according to the owners' standards (but following the Fair Housing Act's 
requirements). 

Housing Choice Affected by Discrimination 

Discrimination in the rental market is an issue that is difficult to quantify. 
However, to the extent that it exists, whether it be against female heads of 
households, famiUes with chUdren, or members of particular races, it would 
negatively affect residents' choice in housing. Conversely, of course, to the 
extent that housing discrimination laws are foUowed and enforced, residents' 
choice would be encouraged. 

CONCLUSIONS 

HUD's recommendation to transform pubUc housmg to a tenant-based housing 
certificate program is a fundamental shift in federal housing poUcy that has 
sigruficant impUcations for pubUc housing authorities, their residents, and the 
federal govemment. To date, HUD's cost analysis, used in part to support the 
recommendation, has reUed on average costs and does not reveal the wide 
differences in the costs of the two approaches for individual housing 
developments. For some pubUc housing developments, the cost of operating is 
about half of what the govemment would have to pay once it provided tenants 
with housing certificates. For other developments m the worst condition, 
rehabiUtation expenses plus operating costs are several times higher than what 
certificates would cost With such divergent cost impUcations, a transformation 
from the pubUc housmg program to one using housing certificates raises issues 
that are largely unanswered in HUD's proposal. Therefore, the ultimate cost of 
converting to housing certificates is not known. 

HUD has not reqmred that pubUc housmg authorities do a detaUed cost analysis 
of mdividual housmg developments, which would provide critical information in 
deciding these issues, though the Department is planning to require that housing 
authorities coUect some of this information during stage one of the 
transformation. If such an analysis took into account individual developments' 
rehabUitation needs, operating costs, and market values, it would reveal the cost 
impUcations for individual developments and pubUc housing authorities. It 
would also provide the data necessary to assess the other issues raised in this 
report In doing so, it would clarify the choices avaUable to the Congress in 
aUocating housmg funds. 
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AGENCY COMMENTS 

We discussed the contents of this report with HUD's Assistant Secretary for 
PoUcy Development and Research and with other senior Department officials. 
These officials neither agreed nor disagreed with the maimer in which we 
characterized the cost impUcations and other impUcations of converting to 
housmg certificates. However, they acknowledged that converting to housing 
certificates would have different cost impUcations for various housing 
developments. They also stated that HUD's proposal to transform pubUc 
housing was never intended to focus on individual developments or pubUc 
housmg authorities. Rather, HUD's intention was to present a major shift in 
housing poUcy that was revenue neutral and focused on the benefits of 
individual choice. 

SCOPE AND METHODOLOGY 

In addition to discussing with HUD officials the proposal to transform the 
pubUc housing program and reviewing the agency's documents and reports on 
the costs of pubUc housmg and the estimated costs of the housing certificate 
program, we judgmentaUy selected and contacted nine pubUc housing 
authorities throughout the country. We asked that they identify their more 
marketable and least marketable developments. We obtained both general and 
detaUed information about the individual housing developments-for both elderly 

V. people and famiUes-that these authorities manage, theu: actual costs of 
providmg pubUc housmg, and their costs related to the proposed certificate 
program. SpecificaUy, we obtained detaUed data on 40 developments managed 
by the nine authorities in the foUowing locations: Alexandria, Vfrginia; 
Baltimore, Maryland; Chicago, Illinois; Cleveland, Ohio; Jersey City, New Jersey; . 
Los Angeles County, California; City of Los Angeles, California; New York, New 
York; and Seattie, Washington. These data included developments' operating 
incomes and expenses, the costs to rehabiUtate these developments to market 
standards, estimates of rents that could be charged for the rehabiUtated units, 
and other pertinent information. We then categorized developments with 
sitnilar characteristics into five groups, from which we then chose five examples 
to'highUght the kinds of issues HUD's proposal raises. HUD officials agreed 
that our grouping of projects was reasonable for the purpose of iUustrating 
these issues. Our sample size and selection criteria were not intended to aUow 
for proje|Ctions of how many pubUc housing developments faU within each 
group, nor were our five examples intended to be aU-mclusive. These examples 
are presented in appendix I. 

10 
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We also visited four of the housing authorities to discuss the impUcations of the 
data we coUected m greater detaU and to obtain their mput on key factors 
affecting housing choice for the residents of pubUc housing. We also reviewed 
recent reports pertaining to national vacancy rates and factors affectmg the 
mobiUty of assisted renters. 

We conducted our work between March and May 1995 in accordance with 
generally accepted govemment auditmg standards. We did not independently 
verify the financial data on operatmg costs nor the estimates of rehabiUtation 
needs of the pubUc housing developments used as examples m this report. 

We are sending copies of this report to the appropriate congressional 
committees, the Secretary of Housing and Urban Development, and the Director 
of the Office and Management and Budget. Copies are avaUable to others on 
request. If you or your staff have any questions, please caU me on (202) 512-
7631. 

Sincerely yours, 

Judy A. England-Joseph 
Director, Housing and Communify 

Development Issues 

11 
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COST IMPUCATIONS OF TRANSFORMING PUBLIC HOUSING 

The Department of Housing and Urban Development's (HUD) plan to transform 

pubUc housing to a market-driven, certificate-based system wiU present different and 

wide-rangmg cost impUcations for the nation's 3,300 public housmg authorities. For 

some, but currentiy unknown, number of these authorities' 13,200 developments, the cost 

comparisons wiU show the real housing value that pubUc housing units deUver. For other 

developments, the cost comparisons wiU highUght the questionable value-from a cost 

perspective only-of continuing to overpay for pubUc housing when viable, less costiy 

private rental apartments are avaUable. 

The foUowing examples iUustrate the range of cost impUcations that HUD's plan 

could have for housing developments. These examples are for iUustration only and 

should not be used to project overaU costs of the plan. To control for tenants' income 

and for purposes of consistency, each example assumes that assisted households would 

make no contribution toward thefr rent 

Four costs are presented in each example. The first is the property's current per 

unit operating cost These can vary widely depending on such variables as the property's 

location and amenities and the extent to which maintenance and modernization expenses 

have been deferred. Also, according to HUD's Dfrector, Office of Assisted Housing, 

current operating costs are somewhat understated because they do not adequately 

account for the costs of employee benefits, soUd waste disposal, services such as chUd 

care and tenant counseling, and security. The second cost-the revised operating cost-

presented in each example, is the sum of current operating costs; the rehabiUtation and 

modemization expenses necessary to put the unit in a market-ready condition, as 

estimated by the housing authority, and a reserve for future nonroutine expenses. The 

tlurd cost is the market value of the unit. This is the approximate monthly rent that the 

12 
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unit could bring in the private market, according to the opmions of and surveys made by 

housing authority officials and local real estate agents. The fourth cost-the fau: market 

rent-is the maximum monthly rent that HUD would pay for households usmg housmg 

certificates. 

EXAMPLE 1 

As shown in figure Ll , this development has the foUowing monthly per unit costs: 

current operatmg costs of $290, revised operating costs of $425, a market rental value of 

$575, and a fafr market rent of $700. 

In this example, the federal govemment is currentiy subsidizing that portion of the 

pubUc housmg authority's current operating costs ($290) not covered by the tenant's rent 

confribution. If the federal govemment pays for the modemization of this lOO-unit 

property out of grant funds, it wiU cost about $850,000, or about $8,500 per unit 

Conversely, if the federal govemment either msJces a dfrect loan or insures a private loan 

for the modemization costs and requfres a reserve for nonroutine expenses, the revised 

operating costs wiU be about $425 per month. Once this modemization is completed, as 

caUed for under HUD's proposal, the pubUc housmg authority would be able to charge a 

market rent of $575, or $150 more than the revised operatuig costs. Last, if a household 

chose to use its housing certificate to move to private rental housing, it could receive a 

subsidy up to the fafr market rent of $700. This is $125 more than the market rent of the 

pubUc housing unit 

For this example, the federal govemment miiumizes its cost by retaining the 

development as pu*bUc housmg. If the housmg is rehabiUtated and maintained as pubUc 

13 
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housmg, it has a monthly per unit cost of $425. This can be considered a good value for 

the federal govemment, since the unit's market value of $575 exceeds the monthly revised 

operating costs by $150. 

Figure 1.1: Example in Which Unit's Market Value and Fair Market Rent Exceed 

Operating Expenses 

i 

Dollars per Month 

7 0 0 -

5 7 5 -

425-

290-
••\-ti.-.'- • 

$135 

$150 

$275-

$125 

Current 
Operating 

Costs 

Revised 
Operating Costs, 

Including 
RehabiRtation Costs 

and Reserve 

Market 
Value 

'•/.•• •••h}r'''>:i---

-••'•••-r • ; • 
Fair 

Market 
Rent 

HUD's plan raises the foUowing issues concerning the costs of this development 

- Should the federal govemment pay to rehabUitate pubUc housing properties 

when these properties could generate sufficient revenues to pay for these 
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expenses? In this example, under the proposal the federal govemment would 

pay the $850,000 in rehabUitation costs. Alternatively, these costs could be 

financed by a loan that could be paid back through the additional revenues 

generated at the property's market rent If the federal govemment pays for the 

rehabiUtation costs, the pubUc housing authority would stiU have operating 

costs of about $290, plus an amount set aside for reserve, yet be able to rent 

the unit for $575, thus generating about $285 in additional revenues for the 

pubUc housing authority. Conversely, if the federal government requfred that 

the rehabiUtation be finance through a loan, the public housing authority's 

revised operating costs, mcluding funding for a reserve, would be $425. This 

would generate $150 ui additional revenues for the pubUc housing authority. 

- Should the federal government subsidize public housing units at market rents, 

as proposed in stages two and three of HUD's proposal, when these rents 

exceed the pubUc housing authorities' operating expenses? U yes, should any 

^ federal restrictions be placed on pubUc housing authorities' use of the 

additional revenues that would be generated? 

- How, under the proposal, wiU increases in federal subsidies resulting frofti 

converting to housuig certificates be paid for? In this example, these increases 

could result from (1) subsidizing the pubUc housmg authorify at the market 

value of its units, versus its operating costs; (2) providmg pubUc housmg 

residents with a "shopping incentive," since the market value of the unit is less 

than the fafr market rent; and (3) providing tenants with housing certificates 

enabUng them to move to a unit with a monthly rent at or near the $700 fair 

market Vent Possible alternatives for paying for these costs include mcreased 

spending by the federal government or a reduction in the number of famiUes 

assisted. 

15 
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EXAMPLE 2 

Figure 1.2, highUghts the characteristics of our second example. As shown m the 

figure, this development has the foUowmg monthly per unit costs: current operatmg costs 

of $490, revised operatmg costs of $720, a market rental value of $1,450, and a fafr market 

rent of $850. 

Agaui m this example, the federal govemment is currentiy subsidizmg that portion 

of the current operatmg costs ($490) not covered by the tenants' rent contribution. 

Modemization costs for this almost 1,100-unit project are estimated at over $17 miUion, or 

about $15,500 per unit The federal govemment, as m the first example, could either pay 

the $17 mUUon in the form of a grant, or it could make a dfrect loan or msure a private 

loan. If modemization costs are financed through a loan and this cost together with a 

reserve for nonroutuie expenses is added to the current operating costs, the revised 

operating costs are about $720 per month. This is stUl weU below the fafr market rent 

($850), which the housmg authority would be pennitted to charge current residents under 

HUD's proposal Moreover, the revised operatmg expenses are less than half of the unit's 

market value, which the housmg authority conceivably could charge new tenants as units 

become vacant unless the rents are capped to ensure that lower- mcome households 

continue to be served by the property. 

For this example, as was the case in the first example, the federal govemment 

muiimizes its cost by retaining the development as pubUc housing. This unit provides a 

good value for the federal govemment, since the unit's revised operating costs of $720 are 

$130 below the $850 fafr market rent permitted under HUD's proposal. Moreover, the unit 

offers the residents an exceUent value smce the unit's market value of $1,450 is double 

the revised operating costs ($720) and $600 above the fafr market rent 

16 



APPENDK I APPENDK I 

Figure 1.2: Example in Which Unit's Market Value Exceeds Both Operating Costs and Fair 

Market Rent 

Dollars per Month 

1450-
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720-

490-
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1 ;̂ 
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HUD's plan raises the foUowing issues concerning the costs of this development. 

- As with example 1, a question is raised over whether it is pmdent to adopt 

housmg certificates for properties where the federal government is getting 

substantiaUy more housuig value than it is currentiy paying for. 
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- Second, as with example 1, should the federal govemment pay to rehabiUtate 

pubUc housing properties when these properties could generate sufficient 

rental revenues to pay for the rehabiUtation? In this example, these costs are 

estimated at over $17 milUon. 

- Thfrd, and again as with example 1, a question is raised over whether any 

federal restrictions should be placed on the mcreased revenues that the public 

housmg authority could generate when the revised operating costs are below 

both the fafr market rent and the market value of the property. In this 

example, the pubUc housing authority could theoreticaUy receive an additional 

$130 per unit per month ($850 minus $720) for current residents and an 

additional $730 per unit per month ($1,450 minus $720) if vacant units were 

rerented at thefr market value. 

- FinaUy, Uke our first example, this example raises the question of how 

additional federal subsidies would be paid for if the pubUc housmg authority is 

permitted to charge the fafr market rent and tenants would receive that 

amount 

EXAMPLE 3 

As shown in figure L3, this development has the foUowing monthly per unit costs: 

current operating costs of $165, revised operating costs of $595, a market rental value of 

$595, and a fafr market rent of $515. 

In this example, the federal govemment is currentiy subsidizing that portion of the 

current operating costs ($165) not paid by the tenants. If the federal govemment pays for 

the modemization of the 59-unit property out of grant funds, it wiU cost about $2.3 
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milUon, or about $39,000 per unit. Conversely, if the federal govemment either makes a 

dfrect loan or insures a private loan for the modermzation costs and requfres a reserve for 

nonroutine expenses, the revised operating costs wiU be about $595. Once this 

modemization is complete, the property would also have a market value of about $595. 

The fafr market rent for the area in which this property is located is $515 per month, 

which is $80 below the property's projected revised operating costs. However, the 

property houses elderly people, who may have difficulty paying the additional rent and 

who generaUy are less Ukely to be able or willing to use housmg certificates to move to 

altemative housmg. ff the property is rehabiUtated, its market value of $595 would be a 

good value for its residents, since this is $80 more than the fafr market rent The federal 

govemment, on the other hand, is getting a market value equivalent to its housing subsidy 

cost However, again, because this unit's value is above the fair market rent, the federal 

subsidy costs are greater than if the project's residents were provided housing certificates. 
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Figure 1.3: Example in Which Unit's Market Value and Operating Costs Are Equal and 

Both Exceed the Fafr Market Rent 
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HUD's plan raises the foUowing issues concerning the cost unpUcations for this 
development 

- As with the prior two examples, should the federal govemment pay for the 

cost of modemization through a grant when the property could finance the 

rehabUitiition through rental income? 

- As long as the current residents remain in this project, should the federal 
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govemment continue to subsidize thefr rents above that which would be 

aUowed with housing certificates? 

- FinaUy, how wUl the added costs of subsidizing current residents in this 

property be paid for? 

EXAMPLE 4 

Figure L4 Ulusfrates our fourth example. In this example, the development has the 

foUowing monthly per unit costs: current operating costs of $550, revised operating costs 

of $625, a market rental value of $600, and a fafr market rent of $700. 

In this example, the federal govemment is currentiy subsidizmg that portion of the 

pubUc housing authority's current operating costs ($550) not covered by the tenants' rent 

contribution, ff the federal government pays for the modemization of this 150-uiiit 

property out-of grant funds, the cost wiU be about $340,000, or about $2,300 per unit 

Conversely, if the federal government either makes a dfrect loan or msures a private loan 

for the modemization costs and requfres a reserve for nonroutine expenses, the revised 

operating costs wiU be about $625 per month. Once this modernization is completed, the 

property would have a market value of $600 per month, or about $25 less than the cost to 

operate the property. Last, if a household chose to use a housing certificate to move to 

private rental housmg, it could receive a subsidy up to the fafr market rent of $700. 

For this exan^)le, the federal government would have to subsidize the rent on the 

property at a level $25 per unit per month above its market value. However, the revised 

operating costs of.$625 would stUl be $75 per month below the fafr market rent 
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Figure 1.4: Example m Which Unit's Market Value Is Less Than Both Operating Cost.s anH 
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HUD's plan raises the foUowing issues concerning the costs of this development 

- Ffrst, what criteria or parameters should be. used for deciding when to 

rehabUitate a pubUc housing unit when the revised operating costs exceed the 

unit's market value? 

- Second;'how should the rehabiUtation expenses be paid for? For example, 

should the portion of the rehabiUtation costs that cannot be financed through 

rental income be financed by the federal government through a grant? Such an 
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approach might aUow part of the rehabiUtation costs to be financed at the 

property's market rent of $600 and the remamder to be paid for through a 

grant 

- FinaUy, as m the case of our other examples, a question is raised concerning 

how to pay for mcreases in federal subsidies resulting from converting to 

housing certificates. In this example, these fricreases could result from (1) 

subsidizmg the rehabiUtation of the property at least partiy through a grant, 

since the property's revised operating costs are above its market value; (2) 

providing pubUc housing residents with a "shoppmg mcentive," since the 

market value of the unit is less than the fafr market rent; and (3) providing 

tenants with housing certificates enabling them to move to a unit with a 

monthly rent at or near the $700 fafr market rent. 

EXAMPLE 5 

As shown in figure L5, this development has the foUowing monthly per unit costs: 

current operating costs of $340, revised operating costs of $1,600, a market value of $300, 

and a fafr market rent of $880. 

This example typifies properties that have faUen into very serious disrepafr, for 

which the costs of extensive renovation cannot be justified on the basis of the market 

rents that tt̂ e rehabUitated units could generate. In this example, the federal govemment 

is currentiy subsidizmg that portion of the pubUc housmg authorify's current operating 

costs ($340) not covered by the tenants' rent contribution, ff the federal govemment pays 

for the modemization of this property with over 4,000 units out of grant funds, the cost 

could be over $500 milUon, or more than $125,000 per unit Altematively, if this 

rehabiUtation is financed by a dfrect loan and a reserve is estabUshed for nonroutine 
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expenses, the revised operating costs would be about $1,600. Once the rehabUitation is 

completed, the property's market value is about $300 per month. Last, if current 

residents were issued housing certificates and chose to move to private rental housing, 

they could receive a subsidy up to the fafr market rent of $880. 

From a cost perspective, rehabiUtating the property in this example makes no 

economic sense. SpecificaUy, the federal government would mcur an mordinately high 

cost to rehabUitate the unit, after which its market value of $300 per month would be less 

than one-fifth the cost of operating the unit Moreover, if the property is rehabiUtated, 

tenants would be left m a unit whose market value is far less than the value of the 

housmg they could obtain with housmg certificates at the fafr market rent of $880. 

This example highUghts the type of property that, because of its high rehabUitation 

costs, inflates the cost of pubUc housing when compared to the cost of housing 

certificates. Assuming this property is located m an area where there is an adequate 

supply of rental housing to accommodate housmg certificate holders, then the rational 

economic decision would be to provide residents with the certificates. 
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Figure 1.5: Example in Which Operating Costs for Rehabilitated Housing Exceed Both 

Fair Market Rent and Market Value 
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HUD's plan mdicates that upwards of 100,000 units of pubUc housuig would Ukely 

be demoUshed. Properties such as the one Ulustrated by example 5 would be Ukely 

candidates. However, this example stUl raises certam issues, mcluding how rehabiUtation 

should be paid for if the local govemment wants to retain aU or a portion of this housing? 

For example, should the federal govemment be wilUng to subsidize the rehabiUtation only 

up to the property'fe market value and requfre the local govemment to finance the 

remainder of the cost? 
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Mr. Chairman, thank you for inviting ne here thie morning. 
I appreciate the opportunity you and the members of your 
subcommittee have given ne to discuss the proposed "United States 
Housing Act of 1995." 

I think i t i s f i t t i n g that the Subcoaai^tee's f i r s t major 
legislative vehicle focuses on public housing — because the 
transformation of public housing remains our biggest mutual 
challenge and responsibility. At the outset, however, I want to 
note that the views I an expressing today reflect only the views 
of the Department and not necessarily those of the 
Administration. 

Since 1937, the Federal government has invested sane $90 
bil l i o n in the Federal housing inventory. The legacy of that 
investment i s mixed. 

On one hand, public housing provides a stable supply of 
rental housing that i s affordable to families with very low 
incomes. Approximately 1.3 million households live in public 
housing developments operated by some 3400 public housing 
agencies. Approximately 45 percent of these households are 
families with children, 35 percent are elderly, and another lo 
percent are people with disab i l i t i e s . 

For these people, public housing provides a real, tangible 
response to the failure of the private market to provide 
sufficient housing at affordable rents. Nationally, the supply 
of affordable housing units f a l l s well short of the demand — by 
about 4.7 million units. That gap would be far greater without 
public housing or other forms of federal housing assistance. 

But despite serving this c r i t i c a l function, the current 
public housing system i s plagued by a series of deeply-rooted and 
systemic problems. Concrete high rises have become vacant 
shells, scarring the urban landscape. Other projects are beset 
by crime and gang activity. The very names of some places — 
Cabrini Green, Robert Taylor Homes, Desire — haunt the American 
imagination. Other problems exist in the lOO-odd public housing 
agencies that are classified as troubled entities. 

Change i s needed. Far reaching reform i s warranted. 
But long-lasting reform must respond to the f u l l scope of the 
problem. I think i t i s helpful i f i review briefly our 
perception of the problem as well as the key components of our 
reinvention i n i t i a t i v e , before we focus on the committee's 
propoeed solutions. 

Key structural problems a f f l i c t the current public housing 
system. 

Firsts publio bousing concentrates tbo very poor. The 
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average income of families living in public housing i s currently 
around 17 percent of area median income, or $6300. This i s a 
relatively recent phenomenon. In 1980, for example, the average 
income of families living in public housing was about 33 percent 
of area median income. Congressional decisions during the past 
decade and a half — particularly federal laws governing 
admissions and rents — compelled public housing agencies to 
serve those low-income families experiencing the greatest 
distress. 

second, publie housing i s i t s e l f eencentrated in high 
poverty neighborhoods. Due to deliberate local siting decisions, 
public housing tends to be located in areas lacking jobs, 
economic opportunities and basic amenities. This experience 
contrasts sharply with that of section 8 certificates and 
vouchers. A recent General Accounting Office (GAO) study of four 
metropolitan areas indicated that fewer than 10 percent of 
Section 8 recipients live in high poverty neighborhoods (i.e. 
neighborhoods that are more than 30 percent poor). In contrast, 
23 percent of public housing residents live in such high poverty 
neighborhoods. 

Third, federal lavs penalise publie housing tenants who 
work. They discourage employed families from working ... and 
working families from staying. Public housing rents, set at 30 
percent of a family's adjusted income, penalize families who want 
to work — by taking away 30 cents of every additional dollar 
they earn and a higher portion of their after-tax income. In 
addition, rents charged for families who are already working are 
often far higher than that which the unit would command in the 
private market, since rents are based purely on income. As a 
result, residents who would provide the best role models — 
people who work and who could help others find jobs — are often 
the f i r s t to leave. 

Fourth, tbe discipline of the real estate market does not 
apply to publio housing. The current system empowers a distant, 
federal bureaucracy to ensure that public houeing agencies 
perform well in maintaining and administering their housing 
stock. Residents who are in the best position to identify 
management deficiencies and compel changes are denied the 
ultimate tool available to consumers — the ability to take their 
business elsewhere. No matter how poor the physical condition of 
the apartment, no matter how crime-ridden or economically 
depressed the neighborhood in which the housing i s located — 
subsidies are tied to housing units and cannot be transferred. 

Finally, the federal method of overseeing the publie housing 
industry aggravates a l l these problems. Federal statutes and 
rules regulate every aspect of public housing, including 
admissions, rents, evictions, resident rights and relations, 
modernization, development and procurement. The system i s awash 
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in process and paperwork, in adhering to guidelines, and f i l l i n g 
out forms. For the past two and a half years, HUD has attempted 
to end federal mircomanagement by streamlining and simplifying 
the rules governing nearly every aspect of public housing 
management, eliminating dozens of handbooks and guidelines in the 
process. Yet the underlying public housing statute — the 1937 
Housing Act — remains an impediment in many areas. 

These are the root problems that real reform must address. 

Thie March, I submitted the President's Reinvention Plan for 
HUD to Congress. Perhaps the most far-reaching component of 
HUD's Reinvention is a simple, yet profound, plan to transform 
public housing, where the current system gives public housing 
agencies capital and operating subsidies to maintain projects, we 
will give families rental vouchers — that could be used in 
public housing or a private apartment of their own choice. Where 
the current system relies on a complex, complicated array of 
rules and regulations to oversee the performance of agencies, we 
will rely on families to decide whether management has performed 
well. 

The reinvention proposal envisions an orderly and prudent 
transition to prepare agencies and residents for the shift to a 
market environment. We had three stages in our proposal; 

During the f i r s t transition stage, beginning in fiscal 1996, 
HUD would consolidate dozens of disparate public housing programs 
into two accounts, one for capital and management improvements, 
and one for operations. Tho nation's 3,300 well-performing public 
housing agencies will be able to modernize units which are worth 
improving and to tear down units that are not worth saving. Many 
of the basic laws governing public housing — one-for-one 
replacement, federal preference rules, restrictions on the 
modernization program — would be either repealed or dramatically 
altered. 

During this time, HUD would focus its full attention on the 
100 agencies that continue to exhibit severe management 
deficiencies. To this end, we seek new, enhanced powers, and 
intend to intervene aggressively to turn these agencies around. 

In the second transition phase, existing capital and 
operating subsidies would be converted to project-based 
assistance, and agencies would learn to operate under market 
discipline. Rental income — instead of arbitrary capital and 
operating budgets — would drive their property-management 
decisions. 

In the final phase, a l l subsidies would be converted to 
tenant-based assistance. 
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Those are the three stages of our plan to transform public 
housing, and that Reinvention proposal is the prism through which 
I have evaluated the Lazio b i l l . 

I have had some opportunity to read the legislation and 
discuss i t with staff. The Subcommittee appears to have adopted 
the f i r s t stage of our proposal, which is profound in i t s e l f . 

I t adopts program consolidation and merges tenant-based 
vouchers and certificates. 

I t eliminates the one-for-one replacement rule which 
reguires public housing authorities to replace every unit 
they tear down with a new housing unit. 

I t encourages income-mixing. 

I t streamlines the modernization program. 

I t provides the Department enhanced powers when assuming 
control of troubled public housing agencies. 

And i t continues and accelerates the dercgulatory track that 
has been pursued by the Department for the past two and a 
half years. 

But the b i l l stops short of empowering the people who live 
in public housing and eliminating the worst public housing 
projects because i t continues to wed federal funding to buildings 
and bureaucracies, rather than to people. 

Even more problematic, the b i l l gives public housing 
agencies unfettered discretion in the areas of income targeting, 
preference rules and rent restrictions. Local agencies will be 
compelled to exercise this discretion, given the dramatic 
reduction in public housing subsidies, in a way that 
disproportionately harms the poorest households, including the 
elderly. 

In essence, what you have proposed is a federal block grant 
that devolves responsibility to 3,400 public housing agencies 
across America. As with a l l block grants, the key to success i s 
the balance struck between local -flexibility and program 
accountability. 

I think in its current form the legislation swings the 
pendulum way too far — towards unfettered control by local 
bureaucracies and away from prudent national standards and 
appropriate federal oversight. Let me illustrate this point by 
discussing a few points of contention which I hope we can resolve 
together. 
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The f i r s t i s income targeting. 

The issue of income targeting exposes a central tension in 
public housing today: a tension between targeting govenunent 
resources to those who most need help, and the need to mix 
working families with those on welfare. 

We need to reconcile this tension. 

Our policies should promote economic integration. We should 
encourage income-mixing and give dependent families role models: 
families that are living links to the working world. For two and 
a half years, I have crisscrossed America, speaking about the 
pathologies we create when ws concentrate poor people in dense, 
dangerous housing projects, cut off from the economic and social 
mainstream. 

Residents need income-mixing. So do public housing 
authorities. They need working families to help pay higher rents 
to make up for some of the operating subsidies which Congress i s 
cutting. 

Nevertheless, this b i l l tips the balance too far. The b i l l 
would allow a l l public housing units to be f i l l e d by households 
earning up to 80 percent of the area's median income. By 
contrast, 85 percent of current public housing residents have 
incomes below 35 percent of their area median. 

The b i l l would also remove existing statutory provisions 
which require that at least 75 percent of newly admitted 
residents in particular developments have incomee below 50 
percent of area median. 

The b i l l would couple this dramatic relaxation in current 
income targeting rules with a repeal of a l l federal preferences 
for admission. Currently, public housing agencies are required 
to target 50 percent of their vacancies or new admissions to 
people with worst case housing needs. With a return to local 
preferences, PHA's w i l l be free to reach down their waiting l i s t s 
and skip over poorer families to attract higher income people. 

I strongly fear.that the combination of proposed changes in 
federal preference and income targeting rules alone w i l l , 
overtime, alter the fundamental mission of public housing: to 
serve poor and low-income Americans unable to find decenr and 
safe shelter in the private housing market. 

But this b i l l goes even further by ending the current 
practice of linking public houeing operating subsidies to the 
rents actually charged residents. By severing this link, the new 
block grant would actually penalize public housing agencies that 
serve poorer residents — further supporting the li k e l y trend 
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towards serving tenants with relatively high incomes. 

We need to be clear what 80 percent of area median income 
means. 

In St. Louis, 80 percent of area median income for a family 
of four i s $35,700 — 236 percent above the poverty line. 

In Baltimore, 80 percent of area median income i s $39,500 — 
261 percent above the poverty line. 

In Newark and Boston, it's more than $40,000. 

Is this the purpose of public housing? Should we use scarce 
federal dollars to subsidize families making enough money to 
afford an average private rental in their markets? 

We also need to be clearer about what public housing means 
in a lot of American communities. Given recent capital 
expenditures, in eome communities the best, i f not the only, 
affordable, low-income housing i s publie housing. 

If we, in effect, remove income limits, we could quickly 
move out of a public program designed to help lower-income and 
poor people, and be left, five years down the line, with a much 
more severe affordable housing shortage and even more 
homelessness. 

In addition, by giving public housing agencies carte blanche 
to determine when and where to income mix, we oould create 
situations where very low-income families continue to be 
concentrated in distressed developments while higher income 
families are permitted to reside in better located and maintained 
housing. 

Think what these income targets would do in tight housing 
markets where public housing has relatively high market value — 
in places like Cambridge, Massachusetts, or New York City. 

Who would be served and who would be pushed into the 
streets? 

I ask that the Subcommittee- reconsider its income targeting 
provisions and work with the Administration to reach some 
acceptable middle ground. 

I would offer two suggestions. First, the Senate public 
housing reform b i l l requires 40% of a l l public housing units to 
be fi l l e d by households earning less than 30 percent of the 
area's median income. That's a start in the right direction. 
But I would go even further and uee the low income housing tax 
credit targeting of 60% of area median as the upper limitation 
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for the public housing program. That w i l l give public housing 
agencies the a b i l i t y to mix incomes i n affordable housing 
developments without serving families who do not require 
government assistance. 

The second major point of contention i s over the virtual 
termination of any meaningful rent proteotioas i a the publie 
housing program. 

The Subcommittee b i l l essentially repeals the Brooke 
amendment i n public housing, which has capped tenant rent 
contributions since 1969. The b i l l would replace Brooke with (1) 
a minimum rent of $50 a month; and (2) a Federally mandated 
c e i l i n g rent based on market value or operating costs. Public 
housing agencies would be given t o t a l discretion t o set rents 
between these minimum and maximum levels. 

I have grave problems with the Subcommittee's action i n t h i s 
area. The b i l l w i l l lead t o rent increases f o r the most 
vulnerable households with the lowest incomes, p a r t i c u l a r l y those 
l i v i n g i n low-wage and low-benefit states. 

The median income fo r public housing residents i s 
approximately $6,300. A minimum rent of $50 would increase the 
rents paid by approximately 132,000 public households by an 
average of $346 per year. 

But i t i s highly l i k e l y , given the reduction i n operating 
subsidies and the repeal of the Brooke amendment, t h a t public 
housing agencies w i l l raise rents more substantially f o r a larger 
number of households. 

I believe the Subcommittee action i s simply u n f a i r , 
inequitable and unwarranted. 

The Subcommittee's action would compound severe reductions 
i n other Federal programs serving many of the same poor f a m i l i e s . 
The Congressional budget resolution, f o r example, already assumes 
SlOO b i l l i o n i n savings from means-tested entitlement programs, 
including th© Earned Income Tax Credit, AFDC, food stamps, c h i l d 
care and c h i l d n u t r i t i o n programs. The budget resolution assumes 
another $182 b i l l i o n i n savings fron Medicaid. There are many 
families i n public housing who now are barely juggling the costs 
of basic necessities l i k e shelter, food, clothing, transportation 
and c h i l d care. How they w i l l cope given increases i n t h e i r 
rents i s d i f f i c u l t t o contemplate. 

I believe that public housing agencies should be asked f i r s t 
and foremost to take other actions necessary t o compensate f o r 
reductions i n operating subsidies before r a i s i n g tenant rents; 
f o r example, weeding out i n e f f i c i e n c i e s i n t h e i r operations or 
demolishing troubled inventory. I note that the Senate public 
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housing reform b i l l i s more judicious in i t s approach to rent-
setting, retaining the Brooke protections for families below 30% 
of area median and permitting public housing agencies to set 
minimum rents not to exceed $30. 

I think the best approach i s contained in the Senate 
appropriations b i l l : retain Brooke, set a minimum rent of up to 
$25, and permit public housing agencies to set ceiling rents and 
disregard earned income from families who make the transition to 
work. The senate appropriations b i l l correctly focuses on the 
need to mix incomes in public housing and raise revenues without 
unduly harming the most vulnerable families and elderly persons. 
I strongly urge the Subcommittee to consider this approach. 

Ths third major point ef contention i s over tbe extant to 
whieb publie bousing agenoles w i l l oontinue to be accountable to 
residents, taxpayers and the public trust. 

The quid pro quo of giving local entities greater 
f l e x i b i l i t y and latitude in the operation ef federally-funded 
programs must be the insistence on accountability. 

Financial safeguards must be put in place to ensure that 
federal funds serve intended beneficiaries and are not subject to 
fraud, waste and abuee. Performance measures must be developed 
and monitored to ensure that local agencies carry out their 
public trust pursuant to national goals and objectives. 

The Committee b i l l would establish a two-tier system of 
program accountability and federal oversight. On the front-end, 
the b i l l would require public housing agencies to develop 
strategic plans for their operation of public housing in this 
new, deregulated environment. Such plans must be developed in 
consultation with relevant constituencies and can be submitted to 
HUD only after public hearing. The Secretary would be given 
limited review powers. 

On the back end, the b i l l would establish a new 
Accreditation Board composed principally of representatives from 
the public housing and real estate industries. The Board would 
be given the responsibility to establish performance benchmarks 
and perfonn oversight and auditing functions. The Board would 
have jurisdiction over both public housing and "deep subsidy" 
project-based assisted programs and would be funded through fees 
imposed on the public housing agencies. HUD would retain certain 
enforcement powers to remedy management deficiencies in agencies 
that are inferior performers and are deemed troubled or 
dysfunctional by the Board. 

I think there are two areas that deserve close attention and 
scrutiny. F i r s t , a bureaucratic system only goes so far in 
ensuring good, sound, consistent management practices. The core 
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motivation of HUD's reinvention plan was to give residents the 
market power to influence the adequacy of local management. 
HUD's reinvention subjected local agencies to the market test of 
consumer choice, not to the less reliable indicator of 
performance measurement systems. 

I think performance measurement can work i f i t measures the 
right things and i f the federal government i s given appropriate 
and meaningful oversight. I think the notion of an Accreditation 
Board — to i n s t i l l greater professionalism in the public housing 
industry and to perform several oversight functions — i s an 
intriguing one. Such a Board could bring together individuals 
with r e a l - l i f e management s k i l l s and expertise and provide a 
level of practicality that a l l too often was missing from HUD 
guidance and actions in the past. 

Yet an independent Accreditation Board also raises, as you 
w i l l appreciate, many dif f i c u l t questions. Ensuring performance 
accountability among federal grantees clearly involves a spectrum 
of functions and tasks — technical assistance and support, the 
establishment of performance measures, the oversight of 
performance, enforcement where performance i s inferior and so 
forth. What roles are unic[uely the federal government's and what 
functions can be assigned or delegated to an independent entity 
need to be explored with great care. 

There are other questions as well. 

How large w i l l this new entity need to be? Who w i l l staff 
i t ? 

What should the entity's relationship be to KUD? Will HUD 
retain independent audit powers, to protect public housing 
residents and taxpayers when i t sees the need? Will HUD retain 
the ultimate right to approve the performance standards? 

To whom i s the Accreditation Board accountable? How can we 
best assure that the entity i s independent, objective, apolitical 
and w i l l make the tough evaluation decisions needed? 

What should be the entity's scope? Is i t wise to have the 
entity cover a l l the deep subsidy housing programs, as the b i l l 
proposes? 

Clearly, there are many questions which need to be explored 
before we proceed with a change of this nagnitude. I am 
committed to work closely with you and your staff to ensure that 
this idea receives a meaningful, substantive hearing. 

The second area of attention — whatever i s decided on the 
Accreditation Board — must be on the qualities and the talents 
of public housing professionals. I believe that both local 
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agency staff and HUD personnel are not adequately prepared for 
the transition to this new framework — where local agencies are 
expected to be more entrepreneurial, where HUD sta f f are expected 
to be more supportive and less intrusive. I f we are going to 
have responsible devolution, we need to significantly expand the 
quality and quantity of the training that i s available to t h i s 
industry. Existing funding ia not sufficient for the current 
program; i t i s even less so when we contemplate the major changes 
that are about to be made. 

The fourth major point of contention ie over the treatment 
of our most troubled housing stock, eome 100,000 units 
nationwide, vhloh ve oall severely distressed publio housing. 

These are the projects that trap people. They are the most 
dangerous and the most costly. They alsp represent the strongest 
possible case for conversion of project-based subsidies to 
vouchers and certificates, as envisioned by HUD's reinvention 
plan. 

The Subcommittee b i l l acknowledges this by requiring such 
conversion when a building i s distressed or substantially vacant, 
the conversion would be cost-effective and there i s a sufficient 
supply of affordable and available housing. These determinations 
would need to be outlined i n the community improvement plan 
submitted by the public housing agencies. 

I believe the b i l l is far too cautious about dealing with 
t h i s portion of the public housing inventory. Any objective 
observer would conclude that these distressed developments have 
long outlived their usefulness and are now more harmful to 
tenants and neighborhoods than beneficial. 

My fear i s that, in many communities, local p o l i t i c s and 
pressures won't allow public housing agencies to move 
expeditiously to demolish projects that should come down. Right 
now, many public housing agencies are continuing to commit 
substantial federal resources to rehabilitate projects that 
should be demolished. This b i l l w i l l not alter that r e a l i t y ; 
instead, the rehabilitation of badly sited projects w i l l continue 
apace — wasting scarce federal resources and establishing the 
next generation of failed projects. 

Some sites should not be rehabilitated, i f HUD does not 
have the power to say that, we risk allowing public houeing 
agencies to invest new funds i n projects that may, ultimately, 
have to cone down at a future date. I f HUD does not have the 
power to expand the eligible uses of existing funds — from 
modernization to tenant-based assistance — federal funds w i l l 
continue to be invested i n e f f i c i e n t l y . 

The Subcommittee b i l l recognizes elsewhere that HUD needs 
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enhanced powers when i t takes over troubled public housing 
agencies. I would strongly argue that the same logic should 
apply to the distressed inventory. As a former Mayor, I fully 
accept the notion that there are tines when the threat of federal 

" catalyst for "doing the right thing". I 
irone'of°2goL'S2I^ distressed inventory 

treat2SSt%'rieS?J:S V t H t V l a H j S S ^ i ^ S . " " " " 

bi l l ' s public housing t i t l e , there are several 
revismg section 8 which would generally improve 

the administration and effectiveness of this critical proSram! 
The separate voucher and certificate programs would be me?ged 
various rules which have impeded the participation of good 
landlords in the program — onerous notice requirements, the 
"take one, take a l l " provision - would be eliminated. 

nr-o«̂ !;;\̂ !̂ ^ number of reforms to the section a 
program that I think are ill-advised and counterproductive. As 
l i v ^ ^ ^ ^ ^ ^ ^ housing, the b i l l would set the income eUgiJuity 
iuh?}. section a at 80 percent of area median and wLld permit 

i ? i f l ' ' ^ agencies to establish their own preference s^Jten 
for allocating this scarce assistance. The b i l l would also track 
the proposed public housing rent provisions by repealing the 
Brooke amendment and giving public housing agencies total 
?in''f^ setting of rents (except that a minimum rent of 
^ortabiUt^^ mandated) . Finally, the b i l l would prohibit 

rr,nv^J^«^^^ public housing, these changes could result in 
converting a housing program that is carefully targeted on 
?nJr«L''̂ Ĵ v̂ °""̂ "''°"̂ ^ families with worst case housing needs 
into one that serves moderate income families with minimal need 
fSelod''Sv^^^i^''-"'=n "^^"^^ ^̂ '̂̂ "'̂ g =haSges are fueled by a desire for greater economic integration a 
laudatory goal — i t is not clear what is driving applyina these 
changes to the section a program. -PPAying tnese 

r,„Ki section 8 i s radically different than that of 
public housing, in most communities, the Section 8 tenant-based 
program naturally achieves economic Integration SecaSS aUo2s 
poor families to live in mixed-income residences and 
neighborhoods. Thus, recipients of rental aid tend to be more 
n^ST^^ dispersed throughout the rental market than residen?rof 
nubHn With program reforms, greater outreach brthe 
shoiid J S p r o S I . c o u n s e l i n g to recipients, tha? record 

Lifting the income limits and severing any link between 
houeing needs and preferences will not curl Iny serious 
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deficiency in the existing program, i t will, however, mean that 
^ . J S ^ ^ f . ^ f ' ^ ^ ^ i i^esource could be distributed in ways that are 
difficult to defend in times of severe fiscal constraints. We 
t u^^"^ vit*^ existing section 8 program; radical change is simply not called for. 

=o -..̂ Jt̂ ®̂ f""® obviously many issues of lesser importance as well 
S?^*^^^ comments which the Department would like to share 

^i!?., 5?̂  subcommittee. I will transmit a full analysis and 
evaluation of your b i l l as quickly as possible. 

I hope, in the coming weeks, we can do more to bridge some 
of the goals of this legislation to the details within. 

I look forward to working with you towards that end. 

Thank you. i welcome your questions. 
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