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EXECUTIVE SUMMARY

Section 525 of the 1990 National Affordable Housing Act calls for a study of prospective,
capitated payment systems for Public Housing Agencies (PHAS), which would incorporate federal
payments for both operating and modernization expenses. In the health care field, prospective
and capitated systems are used to pay hospitals and health mamtenance orgamzations for
providing services to eligible patients.

The purpose of this report is to examine the applicability of such funding schemes to
public housing, and to assess the likely implications of funding public housing agencies on a
prospective, capitated basis. This study 1s not intended to devise the actual parameters of a
capitated funding formula nor does it provide a final formula for allocating funding to mdividual
PHAs on a capitated basis. Instead, this report provides an expleratory assessment of 1) whether
the capitated funding concept can be transferred from health care to public housing; 2) how
different types of PHAs might be affected by such a system; and 3) the feasibility and impacts
of a capitated funding system for PHA management, and public housing conditions.

The analysis reported here consists of two major components. The first component uses
exwisting HUD data on PHA characteristics and funding levels to simulate the financial impacts
of several alternative capitated funding systems on the allocation of federal subsidies among
PHAs. The second, qualitative component of this study diaws upon the infoimed opinions of
knowledgeable public housing officials and observers to explore the broader implications of a

prospective, capitated payment system for PHA management, performance, and housing quality.

CAPITATED FUNDING IN THE PUBLIC HOUSING CONTEXT

In the health care field, capitated payment systems and prospective payment Systems
represent two distinct concepts. Capitated systems are used to establish payments,' to health
maintenance organizations (HMOs). Specifically, an HMO receives pre-payment to provide all
the health care services which an individual patient may need over the course of a year.

Prospective payment systems are used by many insurers (both public and private) to set prices




in advance for hospital and nursing home services, not necessatily for a comprehenstve bundie
of services.

Transferring the concepts of capitated and prospective payment systems fiom health caie
to the public housing context would shift the basis of payment from units operated to households
seived, and would set payment levels 1n advance on the basis of the expected costs of delivering
services. PHAs would receive funding at a predetermined rate for every household served, with
different rates for households with different chatacteristics. The most immediate impact of such
a change would be to penalize PHAs with high vacancy iates, and presumably to encourage

PHAs to take steps to ieduce their vacancy iates in oider to obtawn higher payment levels.

FINANCIAL SIMULATIONS

Three basic capitated payment formulas are analyzed in this report. The first formula
apphes the capitated funding concept in 1ts puiest sense, allocating an equal subsidy payment to
each household living 1n public housing The second formula adjusts the per-household payment
level for local cost conditions, so that the subsidy foir households living in high-cost areas is
greater than the subsidy for households living i low-cost areas. The third formula adjusts the
per-household payment level for both local cost conditions and household size. Note that 1t
might also make sense to adjust capitated payment levels for other factors that nfluence the cost
of delivering housing services to an ind1v1dl.1a1 household, including characteristics of the
household as well as chaiacteristics of the housing umit and stiucture  Unfortunately, data
necessary to make these adjustments were not avatlablie,

For each of the three capitated payment formulas analyzed here, three vatiants weie
mmplemented. The first vanant of each formula would effectively replace both the Performance
Funding System (PFS) and the Comprehensive Grant Program (CGP) with a capitated allocation
of funding. Under the second variant, the backlog portion of modernization funding is retained
in conjunction with a capitated payment for operating and accrual modernization funds And
unde: the third variant, only operating subsidies are included 1n the capitated payment, with all
modernization funds allocated under the CGP formula system.

One way of thinking about the alternative payrent formulas explored m this report 1s that

they start with a "pure” per-household payment system, and that successive modifications make

1



this system more similar to the existing PFS Specifically, the PFS differs from a pure capitated
system in several key iespects: 1) it pays for vacant nmts (within lnits); 2) 1t treats
modernization separately from operating costs; 3) 1t adjusts payment levels for local cost factors,
4) 1t adjusts payment levels for household characteristics that affect costs; and 5) 1t adjusts
payment levels for structural factors that affect costs Foimulas analyzed in this report explore
adjustments 2, 3, and 4 to pure, per household payment levels Data weie not available fiom
HUD to adjust for structural factors None of the formula variants exploied heie make payments
of operating subsidies for vacant units. !

None of the alternative formulas analyzed here 1s mtended to 1epresent the definitive or
final specification for a capitated allocation system. Due to data limitations, none of the formulas
approaches the complexity and spectficity of capitated funding mechanisms 1 the health care
field, which mcorporate diagnostic variables, patient attributes, hospital characteristics, and
market factors. Moreover, 1t 18 1mportant to note that the sumulations presented 1n this report
focus exclusively on the costs to PHAs of delivering housing services; the costs of providing
accompanying social services, which public housing residents may need, are not covered by
HUD’s existing formula system and have not been incorporated into this analysis.

The first set of simulations assume no change n the aggregate level of funding for PHA
operating and modermzation costs These formulas simply show how the existing pool of
resoutces would be reallocated 1f every PHA’s funding level wete determined on the basis of the
number of households it serves rather than on the number and characteristics of units 1n its
mventory. An equal payment is made by the fedeiral government for every household served,
with no adjustments for vaiiations among PHAs in the costs of downg business. The primaty
mmpact of this approach would be a dramatic shift of 1esources away from extra large PHAs to
medium and small PHAs. PHAs with high vacancy rates would lose funding, while those with
low vacancy rates would gamn  But at every vacancy rate range, extia large and large PHAs
would be more adversely affected than medium and small agencies.

The second set of simulations is sumilar to the fitst set in that no change 1n the aggregate
level of federal funding is assumed, but there are adjustments for vanations n local cost
conditions. As a result of these adjustments, this approaéh yields more moderate changes in the

distribution of federal funding among PHAs i different size categories. Nevertheless, extra large

1il
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and large PHAs ate still more likely to lose funding than medmm and small agencies, even after
controlling for vacancy rates a

The third set of simulations estimate how fotal funding levels might be affected by a
caprtated system m which per household payments were based on mdependent estumates of the
costs of delivering housing services. Capitated payment leveis are based on local Fair Market
Rent (FMR) levels, adjusted for tenant rent contributions and for the mmputed value of debt
service payments made by the federal government.

Although there may be significant cost diffeiences between public housing and the private
rental stock, FMRs provide a plausible benchmark for a capitated funding system for public
housing. FMRs represent the per household revenues upon which private landlords rely to
operate and m.aintam decent,-standard quality rental housing. They vary with the size of the unit
(and hence with the size of the household), as well as with local cost conditions. FMRs are used
to determine federal subsidy payments for HUD-assisted households Living in private reatal
housing, and it seems reasonable that the federal_ government should pay essentially the same
amount to subsidize an eligibie household’s rent, regardless of whether that household lives in
an apartment owned by a private landlord or by the local PHA.

Impacts on total funding levels of the FMR-based formulas depend opon whether or not
modermzation funding is imncluded 1n the capitated payment:

n if the FMR-based payment replaced all federal operating and modermization fundmg, total
federal contributions to PHAs would decline by almost a third,

= an FMR-based payment for operamg'subs1d1es and accrual modernization, supplemented
by CGP fundmng for backlog modernization needs, would yield approximately the same
aggregate level of funding as the current system;

u an FMR-based payment system for operating subsidies, supplemented by the current CGP
formula allocation of modernization funding, would yield more than a 25 percent increase
in total federal payments.

Unlike the other capitated funding alternatives simulated here, an FMR-based payment system

would not result i the reallocation of funding from extra laige and large PHAs to medium and

small PHAs. Instead, vacancy rates would play the primary role m determinmg which PHAs gain

funding and which PHAs lose. However, PHAs in the West experience substantial mcreases m
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funding for every size category, suggesting that FMRs 1n the West are unusually high relative
to public housing costs.

Impacts of the three basic capitated formulas differ actoss regions and across PHA size
categories. There is no direct correlation between region and PHA size that fully explains
regional gains and losses under these scenarios. In general, PHAs 1n the Central region would
consistently recerve less funding under a capitated system, while agencies in the West would gain
substantially. Funding for PHAs in the Northeast would decline or remain constant, while
funding for agencies in the South would 1ncrease or iemain constant. Comparing outcomes by
PHA size indicates that medium and small agencies would benefit from a capitated payment
system, while extra-laige and large agencies would lose funding A relatively large shaie of
public housing units in the Northeast are 1n extia-large or laige agencies. This may help explain
why Northeastern agencies are adversely affected under all three capitated scenarios. However,
diffeiences in funding outcomes for the South, Central and West regions are not explained by
PHA size distributions. Thus, there are differences between regions 1n public housing
expenditures and funding levels that remamn unexplained by diffeiences 1n PHA size distribution.!

Impacts of capitated formulas on fundmg levels were also compared for PHAs m
metropolitan and non-metiopolitan areas, after controlling for PHA s1ze In general, PHAs 1n
metropolitan areas fared better under the capitated system (relative to current funding levels),
than non-metropolitan agencies. The only exception was for large PHAs (agencies with 1,250
to 6,500 units each), where those 1 non-metropolitan locations consistently fared better under
capitated payment formulas than those 1n metropolitan areas.

A final set of simulations estimates the impacts of the FMR appioach after one year of
operation and after five yeais of opeiation. These sumulations assume that the FMR-based
capitated system-supplemented by modermization funding would encourage (and enable) PHAs
to reduce their vacancy rates. Under this approach, approximately 20,900 additional households
would be served by PHAs after one year. To the extent that PHAs were able to serve more

households, thewr funding levels would increase. Based on these assumptions, after five years' of

' It was beyond the scope of this study to analyze or explan regronal dufferences i current funding patterns wnder the PES and CGP
formulas




vacancy reductions, the overall level of federal funding for public housing would exceed base
case estimates by more than 10 percent, due to increases in the number of households served.
An estimated additional 51,400 households would live in public housing after 5 years Slightly
over half of all PHAs would be recerving more funding after five years of capitated payments

than after five years under the current system.

FEASIBILITY AND IMPACTS OF A CAPITATED PAYMENT SYSTEM

The second component of this report builds upon the results of the financial simulations
to assess some of the implementation 1ssues posed by a prospective, capitated system for funding
public housing. This assessment draws upon the opimions of knowledgeable individuals in the
field of public housing. Thirteen experts on PHA management and funding -- including PHA
directors, HUD officials, public housing advocates, and PHA management consultants -- wele
interviewed about the applicability and possible mmpacts of a prospective, capitated funding
system.

Many respondents’ primary concern about the current funding system is that the operating
environment for PHAs has changed radically since baseline costs were computed by the PES 1
the mid-1970s. From this perspective, adjusting subsidy levels to fully reflect actual costs 1s the
highest priority for reform. Respondents also expressed concerns about mcentives for efficiency
under the PES, but only one of the iespondents saw the prospective, capttated payment concept
as a solution. Most respondents did not think that many PHAs would be able to plan and
prionttize effectively if they were given discretion to allocate funds between operating and
modermzation needs.

The public housing experts offer several strong arguments that if a capitated payment
system were implemented, HUD should retain a separate funding allocation for at least the
backlog portion of modernization need. In other words, PHAs should receive funding based on
needs to cover thewr backlog of modernization costs, even if all other federal funding were
allocated on a caprtated basis. In addition, careful discussion and data gathering would be
required to determine whether social services and building security services for public housing
residents should be included in a formula system or funded separately on the basis of

demonstrated need
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Regardless of what costs are included in a capitated payment scheme, some characteristics
of the public housing inventory and of the households PHAs serve may make public housing
more costly to operate than private market rental housing, in which case FMRs might be too low.

. To determine capitated payment levels, it would be essential to fully analyze public housing cost
factors to ensure that sufficient resources were being made available. Mameover, respondents
suggested that 1t may be necessary to treat utility costs separately unde: a capitated payment
system; because 1 some PHAs, utilities 1epresent a very large cost item, over which management
has little control.

Fially, a capitated system of subsidy payments cannot guatantee that the quality of
housing services delivered to public housing residents will be adequate. One way to heighten
quality control in ‘public housing 1s to give the iecipients of services (the public housing
residents) more control over the disposition of funding, possibly by allowing them to withhold
the capitated payments HUD makes on their behalf if the quality of theiwr housing 1s madequate.
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1. BACKGROUND AND INTRODUCTION

Public and Indian Housing Agencies (PHAs and THAs) own and operate about 1.4 million
units of rental housing for occupancy by low- and moderate-mcome households When the Low
Rent Public Housing Progiam was established 1in 1937, the federal government’s role was himated
to paying off the capital costs of housing constiuction, through Annual Contributions Contracts
(ACCs) Local housmg agencies were then expected to mamntain and operate the projects
independently, collecting sufficient rent 1evenues to cover thewr ongoing costs.

Simnce the 1960s, the federal role in the Public Housmng Program has expanded
diamatically. Today public housing tent charges are set at 30 percent of household incomes, and
PHAs are required to give priority to households on thew waiting hists with the most urgent
housing needs. To make up the difference between what public housing residents can afford to
pay 1n rent and the allowable costs of delivering housing seivices, the federal government
provides operating subsidies, which are allocated on a formula basis  In addition, the fedesal
government piovides giants to PHAs to modernize run-down o1 obsolete projects and perform
ongoiwng capital improvements that extend projects’ useful life. In 1987-1988, the Department
of Housing and Urban Development (HUD) began a process of public housing loan forgiveness,
effectively paying off the existing ACCs. Thus, there aie now two major steams of funding
flowmng from the federal government to Pubbic and Indian Housmg Agencies 1) the Performance
Funding System (PES), which provides annual operating subsidies to make up the difference
between tenant tent contributions and the cost of operating public housing, and 2) the
Comprehensive Grant and Compiehensive Impiovement Assistance Programs (CGP and CIAP),
which provide grants for public housing modernization. These stieams are supplemented by
funding made available for speciahized programs and activities proposed by PHAs, such as drug
elimination mtiatives.

Both operating subsidies and modernization grants are currently allocated on a formula
basis to most PHAs, m an effort to objectively match federal resources with needs The
Performance Funding System (PFS) is the basis for deteimumng the level of operating subsidies
to PHAs that are not able to cover all their operating costs from rents paid by tenants Operating

subsidies under PES are calculated as the difference between allowable operating costs and
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estimated income (from tenant rents and other sources). Non-utility operating cost estumates ate
based on an Allowable Expense Level (AEL) for each PHA 1nitiaily estabhished on the basis of
observed costs for a sample of well-performing PHAs, which has been adjusted annually for
inflation and for changes in PHA characteristics. Utility expenses aie estimated separately under
rules that set consumption at the average of the prior three-year period.> The Comprehensive
Grant Program (CGP), which 158 newly established as of 1992, also allocates federal funding on
a formula basis. A PHA’s share of total modernization resources 18 based on the estimated dollar
value of 1ts backlog and accrual modernization needs, given the age and condition of its
inventory.® Prior to the implementation of the new CGP formula approach, PHAs applied to
HUD for funding for specific modernization plans, and resources were allocated competitively
under the Comprehensive Improvements Assistance Program (CIAP). Small PHAs will continue
to receive modernization funding unde:r CIAP, 1athei than conveiting to the CGP formula
approach.* ’

Section 525 of the National Affordable Housing Act, passed i 1990, calls for a study of
prospective, capitated payment systems for Public Housing Agencies (PHASs), which would
incorporate Federal payments for both operating and modernization expenses. Specifically, the
legislation requires HUD to:

"examine methods of prospective payment, mcluding the conversion of PHA operating

assistance, modernization, and other Federal housing assistance to a schedule of steady

and predictable capitated Federal payments to PHAs on behalf of low income public
housing tenants."
In the health care field, both piospective and capitated systems are used to pay hospitals and

health maintenance organizations for providing services to eligible patients Presumably, the

2 Subsequently, HUD reimburses PHAs for any mcreases m utility costs associated with changes wn utility rates, and shares with PHAs
any cost mcreases or savings associated with changes mn utility consumption

3 Backlog modermizanion needs mclude the costs of work required to meet HUD Modermzation Standards, plus capital improvements
and/or redesign necessary for long-term project viabiity Accrual needs melude the costs of new modermzation needs that constantly
acerue as projects age See U § Department of Housing and Urban Development, Report fo Congress, on Alter native Methods for Fundmng
Public Housing Modermzation, Washungton, D C, 1990

* Currently, only PHAs with more than 500 umts under management participate i1n CGP PHAs with 250 to 500 will be added to
the program, while PHAs with fewer than 250 will continue to operate under the CIAP system
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intent of Section 525 of the National Affordable Housing Act 1s that HUD explore the pros and
cons of developing a similar system for funding both the operating and modernizations needs of
Public Housing Agencies.

Theiefore, the purpose of this report 1s to examine the applicability of such funding
schemes to public housing, and to assess the likely implications of funding public housing
agencies on a prospective, capitated basis. It 15 important to understand that this study 1s not
mntended to devise the actual parameters of a capitated funding formula nor does 1t provide a final
foimula for allocating funding to individual PHAs on a capitated basis  Instead, this report
provides an exploratory assessment of: 1) whethet the capitated funding concept can be
transferred from health caie to public housing; 2) how different types of PHAS might be affected
if such a system were developed; and 3) the longet term consequences of a capitated funding
system for PHA management and public housing conditions ,

The analysis reported here consists of two major components, one quantitative and the
other qualitative The fust component uses existing HUD data on PHA characteristics and
funding levels to simulate the financial impacts of several alternative capitated funding systems
on the allocation of federal subsidies among Public Housing Agencies. This component examines
how fedeial operating and modernization funds might be reallocated if a PHA’s funding depended
upon the number and types of households 1t served 1ather than on the number and charactenistics
of units 1n 1ts mventory. Seveial alternative veisions of a capitated funding system ate analyzed
However, all of these simulations aie exploratory, they aie not mtended to represent fully
specified formulas that determine precise funding levels for mdividual PHAs Instead, thewr
function 1s to ilustrate the range of outcomes likely to occwt if a capitated funding system weie.
developed and implemented for the Low Rent Public Housing Progiam.

One way of thunking about the alternative payment formulas exploied in this report 1s that
they start with a "puie” per-household payment system, and that successive modifications make
this system more similar to the existing PES  Specifically, the PES differs fiom a pure capitated
system 1n several key respectss 1) 1t pays for vacant umits (within limits); 2) 1t ueats
modernization sepaiately from opetating costs; 3) 1t adjusts payment levels for local cost factors;
4) 1t adjusts payment levels for household characteristics that affect costs; and 5) 1t adjusts

payment levels for structural factors that affect costs. Formulas analyzed m this report exploie
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adjustments 2, 3, and 4 to pure, per household payment levels. Data were not available from
HUD to adjust for structural factors. None of the formula variants explored here make payments
of operating subsidies for vacant unats.

' The quélitatlve component of this study draws upon the results of the various financral
simulations outlined above to explore the broader mmplications of a prospective, capitated

payment system for PHA maﬁagemcnt, costs, and housing quality. Among the 1ssues considered

are:

u mncentives and/or disincentives created by a capitated payment system;

u alternative sources for estimating the real cost per household of serving public housing
residents;

= whether all PHAs should be eligible to participate in a capitated system or whether
special treatment should be provided to those in financial distress;

] ‘quality control and monitormg 1ssues raised by a capitated payment system, and

. the role public housing residents should play in the release of capitated payments to

PHAs.

In-depth 1nterview[s have been conducted with mdividuals knowledgeable about public housing
funding and operations to provide a range of mformed opinion on these issues.

The remainder of this report consists of three chapters. Chapter 2 outltnes major concerns
about the existing public housing funding system which a capitated system mught be expected
to address, and explores the transferability of capitated funding concepts from the health care
field to public housing. Chapter 3 presents findings from the first major component of the
overall analysis, 1epoiting the results of financial simulations for PHAs of different types and
sizes. Finally, Chapter 4 describes the conclusions drawn from expert interviews about the likely
mmplications and 1mplementation issues of a capitated payment system for public housing
operations and modernizaton Appendix A describes the HUD data used to develop financial
simulations of the mmpacts of capitated payment systems, and Appendix B specifies the

procedures used to simulate each of the alternative formulas.



2. CAPITATED PAYMENT SYSTEMS AND THEIR
APPLICABILITY TO PUBLIC HOUSING

Over the two decades that the PFS has been used to allocate operating subsidies to PHAs
and IHAs, 1t has been the subject of numerous cntimsms. Concerns about the PES fall mto two
basic categores: 1) adequacy of payment levels; and 2) incentives for efficient provision of
housing services. Although 1t is not the purpose of this ieport to exhaustively review all
criticisms of existing public housing funding systems, major concerns about the PES aie briefly
summarized below.” In addition, this chapter describes capitated funding systems developed n
the context of public payments for health cate services, and explotes the applicability of this type

of funding system to public housing operating and modernization subsidzes.

Public Housing Funding Issues

The first set of criticisms 1egarding the PFS involve the adequacy of payment levels.
Allowable Expense Levels (AELs) under the Performance Funding System were ot1ginally based
upon expenditure patterns of PHAS that were judged to be well-performing. A multivanate
equation was estimated to predict reasonable expenditure levels as a function of project and
maiket conditions, and this equation 15 adjusted annually for inflation and for changes 1n a PHA’s
charactenistics The resulting AELs are intended to represent what 1t should cost a PHA to
operate 1ts inventory 1f it is efficient and well managed. ‘

‘ However, critics argu'e that the formulas originally used to calculate AELs did not fully
reflect all of the contributors to operating costs, and that as a result some PHAs have nevet
tecerved sufficient funding to cover‘ their actual and legitimate costs. Specifically, when the PES
was 1nitially 1m;;Iementcd, some PHAs appeared to have excessively high expenditure levels, and

were forced by the PES to cut back, even though their expendituies may have been legitimate.

5 Many of the concerns about the exssting funding system that are summanzed here were articulated by the public housing experts
who were intervicwed about the feambility and mmpacts of a capitated funding alternative  See Chapter 3 for a descoption of these
mnierviews




Other PHAs may have recerved excessively high AELs when the PES went into effect, and have
been able to operate without effective cost constraints over the intervening years °

In addition to the concern about baseline AELs, some critics of the PFS argue that
mflation adjustments may not always have been Isufﬁment to keep up with actual increases 1n the
costs of deltvering housing services Moreovcr,.some PHAs have had to assume 1esponsibility
for performmng new functions, such as providing security services, wm order to respond to
changing neighborhood conditions, and AELs have not always been adequately adjusted to reflect
these increased cost requirements’ Fmally, there have been two years 1 which operating
subsidies were not funded at the full level calculated by the PFS. In FY 1988, the PFS was
funded at 99.34 percent of eligibility, and 1 FY 1990 it was funded at 95 percent. In these
years, PHAs had to make do with operating subsidies that fell short of the levels that the PES
esttmated were necessary for efficient project management and maintenance.

Thus, even 1n cases where baseline AELs were adequate, real funding levels (relative to
PHA costs) may have declined over the years. Some analysts attribute deferred maintenance,
deteriorating physical conditions, and an accumulating backlog of modernization needs to
inadequate operating funding levels over the last two to three decades® It is very difficult to
assess the extent to which PHAs receive adequate 1evenues to cover reasonable and appropriate
costs of delivering housing services, since there 1s no mdependent source of data on public
housing operating costs. In addition, private housing pioviders may not serve as a fair basis of
comparison because they differ significantly from PHAS in the types of residents they serve and
the quality of housing stock they own, and (for unsubsidized providers) in the types of residents

they serve. '

tus Department of Housing and Urban Development, Alternative Operating Subsidy Systems for the Publi Housing Program.
Washington, DC U S Department of Housmg and Urban Development 1982, and A W Kuhn, "PHA Management Are the Critics
Right," Journal of Housmg March/Apnl 1988 67-74

7 Raymond J Struyk, "Reforming Public Housing The Admumstration®s Farr Market Rent Proposal," Washington, D C The Urban
Institute, 1983 US Department of Housing and Urban Development, Alternative Operating Subsidy Systems for the Public Housng
Program Washington, DC US Department of Housing and Urban Development 1982.

SAw Kuhn, "PHA Management Are the Crtics Rught," Journal of Housing March/April 1988 67-74, and Rachel ¢ Brast, "Publc

Housing The Controversy and Contribution,” 1n Bratt, Hartman, and Meyerson, eds, Critu al Perspectves on Housing Temple Unversity
Press 1986



The second broad category of criticism regarding the PES 1s that 1t fails to cieate
meentives for efficient delivery of housing services. The current system imposes no maiket-
based cost constraints, with the result that some public housing residents live in poor quality units
1 bad neighborhoods at a larger cost to the federal government than the Section 8 Existing
Housing Assistance Program. Moreover, PHAS receive operating subsidies for all the units 1n
their inventory, even 1if they are vacant for all or part of a year. PHAs with vacancy rates gieater
than 3 percent forego a portion of their operating subsidies, because mcome from tenant rents
1s estumated on the assumption that 97 percent of a PHA’s umits are occupied.” Thus, HUD
provides subsidies for vacant units, but for vacancies beyond 3 percent, the subsidy does not
compensate for the tenant rent that would have been collected had the uvnits been occupied. This
system creates 1ather weak mcentives for PHAs to prepare units promptly for turnover once they
have been vacated, aggressively market units for which there may not be an immediate demand,
or bring deficient units up to par so that they can be occupied. It has been suggested that some
PHAs may actually be able to improve their financial situation by sealing off an entire bulding,

thereby minimizing the costs of opetrating it while still collecting partial operating substdies.™

Capitated and Prospective Payment Systems for Funding Health Care

In the health care field, capitated payment systems and prospective payment systems
tepresent two distinct concepts. A capitated system is used to establish payments to health
maintenance orgamzations (HMOs). Specifically, an HMO recerves pie-payment to provide all
the health cate services which an individual patient may need ov;:r the comse of a year. HMO

payment levels m Medicare, for example, are based on actuaral estimates of the likely cost of

° PHAs calculate an estimated ncome figure, which will he deducted from thewr AEL (plus utthity allowance) to determine subsidy
levels This mcome estimate must be based on an assumption that only 3 percent of avaidable units are vacant Units scheduled for
modernization and some other categories of umts (which are not,"in effect, available for occupancy) are excluded from this calculation
If more than 3 percent of avadable units are actually vacant, the PHA will recerve subsidy for the excess vacancies, but the subsidy
payment is effectively reduced by the tenant contnbutions that would have been received had these units been occupied Note that some
larger PHAs have been granted waiver relief from thss regulation, and are using their actual occupancy percentages

1 qun requres that any PHA with vacancy rates above 3 percent of available umits prepare Comprehensive Occupancy Plans, which
outlines the agency’s strategy for reducing vacancies over a five year penod
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serving the patient, given age, sex, disability status, and other characteristics ¥ Dependmg upon
actual events, the HMO may or may not have to deliver as many services as originally
anticipated. Thus, there 1s no mcentive for the provider to deliver more services than a patient
actually needs, but there may be some incentive to reduce services as a patient’s needs approach
(or exceed) the limits of the agreement.

Prospective payment systems are used by many wnsurers (both public and private) to set
prices 1n advance for hospital and nursing home services, not necessarily for a comprehensive
bundle of services. Under a prospective system, the amount a provider will receive per

admisston or per hospital day, for example, 15 set 1n advance To illustrate, the Medicare

program pays hospitals for inpatient services through the’ Prospective Payment System (PPS). -

Under this system, each hospital receives a fixed, predetermined 'amount for each patient 1t treats
with a particular diagnosis. Patients in a diagnostic group expected to require greater
consumption of hospital resources are assigned higher payment amounts, but the prospective
payment covers all services a given patient receves ‘once he or she has been admitted.”

Two concerns appeat to motivate capitated and prospective payment systems for health
caie. First, the delivery of potentially unneeded health care se1vices 15 a significant 1ssue for both
private and public insurers  Specifically, under traditional fee-for-seivice systems, providers are
thought to prescribe tests and procedures that may not really be necessary because the costs ate
largely borne by an insurer. Capatated and prospecttve payment systems are designed in large
part to counteract this tendency; with payment levels set in advance based on expected service
needs. A provider who over-prescribes tests and procedures will realize less profit under such
a system than a provider who hmits tests and procedures to the mintmum 1equued. -

+ The second concern motivating these systems 1s cost containment Under earlier fee-for-

service and cost-based remmbursement systems, health care providers and hospitals had little

" Gerard F Anderson ot al "Setting Payment Rates for Capitated Systems A Companson of Vanous Alternatives," Inguiry Pall
1990 27 225.233

2 Itas mportant o note that Medicare’s Prospective Payment §ystem incorporates 2 large number of factors that reflect the operating

cost environment, as well as factors reflecting patient charactenstics and the costs of meeting their diagnostsc needs  Specific factors
include a local wage index, a measure of the mix of patients and conditions treated by a hospital, a measure of the share of patients treated

who are 1n poverty, and a hosptal-specific measure of costs per case 1n the base year See Prospecuve Payment Assessment Commussion,

Report and Recaminendations to the Secretary, US Depariment of Health and Human Services, Washington, DC U S Ciovernment
Prinung Office 1983



meentive to deliver services efficiently. Instead, they simply passed all of their costs through to

private nsurers and public sector payers. Thus, a key principle for both capitated and

prospective payment schemes in the health care field 1s that payment levels are set in advance -

on the -basis of reasonable expectations about the actual cost of dehivering services, and that

providers are then left to deliver the needed services within this budget constraint.

Apphcability of a Capitated System for Public Housing

Public Housing Agencies (PHAS) recerve federal funding to deliver housing seivices to
low-income households. As discussed earlier, the level of operating funding for a PHA 1s
determined by the Performance Funding. System (PES), which was ouiginally designed to reflect
the costs of operating public housing for a well-performing PHA and which has been adjusted
annually by an inflation factor. In effect, the PES 15 a prospective system, similar to the PPS
used by Medicare to pay for inpatient hospital services Key differences include retrospective
adjustments under PFS to cover unanticipated changes in utilities and some other cost items, and
partial payment for vacant units 1n a PHA’s housing inventory. Starting 1n Fiscal Year 1992,
funding for the modermzation of public housing projects will also be allocated on a prospective
formula basis for most PHAs, using factors that reflect a PHA’s backlog of modernization needs
as well as modernization needs that accrue annuvally Both the PES and the CGP formula for
allocation of modermization funding are driven by the size, composition, and condition of a
PHA’s housing stock. The number, chaiacteristics, and housing needs of residents have no
impact on funding levels

Over-provision of services does not immedrately come to mind as a problem in public
housing Unlike doctors and hospitals, PHASs have never operated under a fee-for-service system;
they do not automatically obtain rexmbursement for every seivice they deliver. As a result, PHAs
are not subject to 1ncentives to deliver costly, unessential services to theu residents. However,
under the existing funding system, 1t 15 possible for PHAs to provide moie housing than 18
necessary, and, in fact, there may be an incentive to do so. For example, a single individual
Living 1n a two- or three-bedroom apartment is receiving more housing than necessary The
tenant’s contributton for rent 1s the same (30 percent of income), regardless of the size of the

unit AELs, however, are higher for larger umts, partly because families are more costly to serve
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than single individuals. Thus, a PHA with small households Ilﬁing i laige umts may be
minimizing its operating costs and maximizing its revenues. Moreover, since the PES essentially
covers the difference between rental income and allowable operating costs, a PHA has little
incentive to be suie that all peisons iivmg 1 a unit are on the lease, and confributing 30 percent
of their income to rent. Som‘e large units }nay have only one resident on the lease, despite the
fact that other individuals, not on the lease, are permanent residents. A capitated system which
sets subsidy levels on the basis of household characteristics might provide an incentive for PHAs
to match units more closely to household needs, and to get all eligible household members on
the lease so that the PHA could get full subsidy for serving large households

Effictency of Service Delivery. Health care’s second concern is also ielevant to public
housing. Specifically, 1n both systems, public payers are trying to control costs by maxmmizing
provider efficiency -- the g(;al 1s to create incentives for needed services to be deliveted at the
lowest possible cost. By setting hospital reimbursement levels in advance, based on histotic data
about the cost of serving different diagnostic groups, Medicare’s Prospective Payment System
controls costs and creates incentives for hospitals to deliver services more efficiently.

Public housing’s PES 15, in effect, a prospective payment system and 18 compaiable 1n
many 1éspects to the Medicare system. Payment Jevels were set on the basis of historical cost
levels experienced by PHAs that were considered well-performing. Adjhstlnents weie made tox
reflect characteristics of the public housing operating environment that influence costs, such as
structure type, structure age, and unit mix. Subsequently, payment levels have been adjusted
annually to compensate for inflation. At the start of each year,"HUD provides PHAs with
estimates of thewr Allowable Expense Levels‘(AELs), based on the PFS. PHAs are expected to
operate their projects within the limits of these AELs, although there are some adjustments made
retrospectively for unanticipated costs.

'The primary difference between Medicare’s Piospective Payment System and HUD’s
Performance Funding System 1s that Medicare makes 1ts payments per hospital admission, while
HUD’s payments are not directly contingent upon occupancy of public housmg units by eligible
residents. Thus, PHAs recetve operating subsidies even when unuts aie vacant; hospitals recetve
no Medicate payments for empty beds Thus, tansferring Medicare’s prospective payment

approach to the public housing context would shift the basis of payment from units operated to
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households served. More specifically, PHAs would be compensated at a predeteimned rate for
every household served.

The most immediate impact of such a change would 'be to penalize PHAs with high
vacancy rates, and presumably to encourage PHAs to take steps to reduce their vacancy rates in
order to obtain higher payment levels. It 1s interesting to note that some hospitals have high
vacancy rates. Under Medicare’s Prospective Payment System, no allowance 1s made for vacant
beds, and hospitals with high vacancy rates experience below-average profit levels as a result.
If vacancy rates are high primarily because a PHA 1s slow 1n turming units over, a per household
payment system might increase efficiency n this aspect of PHA operations, thereby increasing
the total number of households served by the existing public housing stock. However, 1if most
vacant public housing units are uninhabitable (in need of modernization), and 1f modernization
funds as well as operating funds were allocated on a per household basis, such a system might
make it wopossible for a PHA to fund the modermzation necessary to ieduce vacancies
Therefore, an alternative approach would be to fund only operating costs (or operating costs and
the accrual portion of modernization costs) on a capitated basis, while fonding modernization
costs separately.

_Adequacy of Payment Levels Another concept that can be transferied from Medicaie’s
Prospective Payment System to the public housing context 1s to vary payment levels with
households’ needs. The PFES assumes that operating costs are sensifive to variations m the
operating environment (such as bmilding type and local wage rates) Medicare’s Prospective
Payment System also includes factors of this type, which reflect a hospital’s operating
envionment, but i addition PPS allows payments to vary with a patient’s seivice needs
Spectfically, a patient 1n a diagnostic gioup expected to 1equite greater consumption of hospital
resources 1s assigned a higher payment amount.

In the health care context 1t 1s very clear that measurable client characteristics (particularly
a client’s diagnosis) ate key determmants of the cost of providing services. Do the costs of
delivering housing setvices also vary with 1esident chatacteristics? At the most basic level,
operating and maintenance costs are presumed to be higher for families with children than for
elderly individuals. If so, PHAs serving large numbets of famulies could potentially receive

higher funding levels under a capitated system than PHAs serving comparable numbers of elderly
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residents. Other resident characteristics that mght affect the costs of delivering housing services
include physical disabilities, single paient status, age and c:ipa:bﬂmes of the household head, age
of children, extent to which children are unsupervised, and drug or alcohol addiction among
family members However, not all of these client chatacteristics ate measurable at the tume a
PHA admits a household, and the cost impact ‘of vairous household -attributes relative to
characteristics of the buildmg and unit have not been systematically documented. Thezefore, both
the conceptual and empirical basis for varying public payments with client characteristics are less
compelling 1n the public housing context than in health care.” ' .

- The health care experience provides only limited hélp fo public housing with respect to
methods for setting and adjusting payment rates Medicare sets 4ts ‘capitated payﬁlent rates to
HMOs at 95 percent of the amount they' would have expected'to ‘pay had a beneﬁcmiy been
treated by fee-for-service providers located in the same geographic area. Actuarial methods are
used to predict an average per capita cost which 1s then adjusted for differences n fee-for-service
costs related to age, sex, disability status, Medicaid status, and nstitutional status, A different
set of rates 1s coraputed for each county in the U.S. e

Prospective payment schedules for mpatient hospital care under Medicare are ‘based on
histotical data regarding costs of tieating patients in vartous diagnostic groups, and are adjusted
for inflation, local area wage levels, and several other factors 1elated to an individual hospital’s
characteristics. In other words, both capitated and prospectrve: payment foimuias m health caie
are as complex (and as potentially confroversial) as the Performance Funduig System. To date,
the adequacy of payment levels under the established Health caie payment schedules has’
appatently not been an issue, and there has been no perceivéd need to restart the system fiom
scratch, based upon independent data about the 1eal costs of service provision. -

- Qualuy of Services. There are three fundamental differences between hospitals that serve
Medicare recipients and PHAs that serve low income households, which lumit the transferabhity

of health care concepts to the public housing context. First, hospitals that serve Medicare

13Potf:ntmlly, the prospective, capitated approach could be expanded to encompass a broader range of social services needed by public
housing residents, such as child care, health care, counseling, job traimng, and the hke If this broader mix of services were incorporated
nto a funding formula, delivery casts would clearly be influenced by resident charactenstics  However, such an expansion in the scope
of services would represent a substantial expansion of the functions PHAs are eapected to perform and the funding responsibilines of HUD
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recipients (and recerve payment under the Prospective Payment System) also serve privately
insured patients. Moreover, non-Medicare patients can be billed at different rates than Medicare
patients, so hospital opérating budgets are not fully constrained by Medicare’s estimates of the
costs of serving various diagnostic groups. All tenants hiving 1n public housing are, by defumtion,
subsidized; they would not be hiving 1 public housing if they weie not ehigible for assistance.
Consequently, PHAs lack any independent (market-based) stream of ieimbuisement for the
services they deliver.  Second, Medicare iecipients can choose virtually any hospital; their
subsidy accompanies them to whatever facility they select. Public housing residents, on the other
hand, lose their subsidy benefits 1f they move away. Finally, hospitals ate subject to malpiactice
litigation and to censwme by medical ieview boards, requiring them to maintain acceptable
standards of care regardless of Medicare’s cost mitations. No comparable penalties are imposed
on PHAs that fail to deliver decent quality housing services.

These ditferences between hosprtals and PHAs suggest that quality control 1ssues may not
be comparable. Moreover, the health care experience suggests that a capitated payment system,
i itself, cannot solve quality control problems In fact, one of the major conceins about
capitated and prospective payment systems in the health care context 1s the potential that the
guality of care may be compromised In a capitated system, providers may be motivated to lumat
access for some patients i order to avold costs in excess of pie-payment levels Similarly,
hospitals receiving prospective payments may provide lower quality services 1if their costs exceed
the prospective payment level for most diagnostic groups. Medicare established Piofessional
Review Organizations to monitor behavior that might lower quality or nappropriately enhance
revenues  Although no evidence has been found of a major deterioration 1n guality, patients are
being discharged “quicker and sicker” than they were when hospitals weie reimbursed on the
basis of actual costs incuned. In other words, if a capitated payment system were developed for

pubhic housing, the need for effective quality control mechamsms would remain.
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3. FINANCIAL SIMULATIONS

This chapter piesents an exploratory analysis of the financial impacts of a capitated
funding system for public housing. The purpose of these sumulations 18 to estimate the range of
possible outcomes that might result from such a system  Specifically, how would federal funding
for public housing be reallocated among PHAs of different types and in differing circumstances
if a capitated formula system were adopted? What types of PHAs would Lccelve- more funding
than they do now, and what types would ieceive less?

As discussed eatlier, the alternative formulas analyzed hete are not intended to represent
complete or final specifications for a capitated allocation system, but rather to provide an mitial
exploratory assessment of the implications of such a system. All of the alternatives aie compared
to the current distnbution of operating and modernization subsidies, as reported by the
Department of Housing and Urban Development (HUD). This 1eport does not analyze or
evaluate the current distribution of funding.

Due to data limitations, none of our formulas approaches the complexity and specificity
of capitated funding mechanisms in the health care field, which incoiporate diagnostic variables,
patient attributes, hospital characteristics, and market factors. In fact, household size 1s the only
client chatactenistic incorporated 1n these exploiatory simulations. Clearly, more exhaustive
analysts of the mimpact of household characteristics on public housing costs 15 needed if the
capitated funding concept receives serious consideration for mmplementation Fmally, 1t 18
important to note that the simulations presented in this repott focus exclusively on the costs to
PHAs of delivering housing services, the costs of pioviding accompanying social setvices which
many public housing residents need ate not covered by HUD’s exusting formula system and have

not been mcoipoated into this analysis

Foimula Definitions

Figure 3.1 provides an overview of the alternative formulas tested in this analysis. Three
basic formulas are analyzed, with three variants implemented for each formula, yielding a total
of nine financial stmulations. The allocation of federal funding among PHAs under each formula

1s compared to a base case allocation which consists of actual operating subsidies provided under
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Figure 3.1
Capitated Funding Formula Alternatives
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FY 1992 PES plus modernization funding provided under the FY 1992 CGP and CIAP formula
system.” Appendix A 1dentifies the data sources and variables used for these simulations, and
Appendix B details the methodology used to construct each formula. As indicated earhier, none
of these scenarios is mtended to specify the actual funding levels PHAs would recerve under a
capitated funding system, but rather to provide an nitial basis for assessing how the distribution
of resources might be changed 1f PHA funding were provided primarily on a per household basis.

Formula A: Fixed Payments Per Households. The first set of stmulations (Al, A2, and
A3) assume no change in the aggregate level of federal funding for PHA c:ﬁeraUng and
modernization costs. This set of formulas makes no attempt to estimate an appropriate per
household funding level, or to acknowledge diffeiences among PHAs in the cost of doing
_ business Instead, they sumply show how the existing pool of resources would be 1eallocated if
every PHA’s funding level were determined on the basis of the number of households 1t serves
rather than on the number and charalcteﬂstics of units 1n 1ts mventory, with an equal federal
payment for every household seived.

Formulu B. Local Cost Adjustments. The second set of simulations (formulas Bl, B2,
and B3) 1s similar to the fust set in that no change 1n the aggregate level of federal funding 1s
assumed. Agan, these formulas show how the existing pool of resouices would be reallocated
under a capitated system. The second set of simulations differ from the first in that they adjust
for local cost conditions. Specifically, these formulas recognize that allocating the same level
of funding for every household hiving m public housing may be unreasonable, since some PHAs
are located in high cost areas while others face much lower costs for labor, supplies, materals,
and serv1c‘cs. Therefore, the per household subsidy payment (calculated under formula A) 1s
adjusted by the R.S. Means Index for each PHA, which measures place-to-place variations in

building materials and supphes

14 Bor PHAs with under 500 umts, CGP formula shares are used to estimate base case modermization funding, even for those PHAs
stll participating m CIAP

5 Constderatron was given to an alternative adjustment factor, reflecting vanations 1n local government wage rates  This factor may
be a better indicator of vamations in operating costs, while the R S Means Index may be more applicable to modermzation costs  However,
sumulation results were not sensitive to the choice of adjustment factors, so only results using the R $ Means Index are reported here
It 15 1mportant to note that although the RS Means index adjusts for vanations among PHAs 1n the costs of bullding matenals and
supphies, 1t does not reflect the full range of vanations i local operating conditions that may affect the costs of delsvering honsing services
The exssting PES 1ncorporates a more extensive set of local cost indicators, as does Medicare’s PPS, which determines the amounts that
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Formula C: Fair Market Rents. The third set of formulas (C1, C2, and C3) simulate how

fotal funding levels might be affected by a capitated system 1n whach the per household payments
aie based on independent estimates of the costs of delivering housing services. Unlike formulas
A and B, these formulas are not constrained by the existing level of national funding for public
housing, but rather provide a rough estimate of the financial implications of a funding system that
remmbursed a PHA at market rates for delivering housing services to each resident household.
A critical mput to these simulations 18, of course, the estunated cost per household of delivering
housing services to low-mncome residents There are three basic strategies for ariving at per
household cost estimates: 1) rely on the recent cost experience of PHAS; 2) analyze cost patterns
in private housing developments that serve a comparable chient group; or 3) apply private market
rent levels. Each of these strategies has significant pitfalls, both 1n conceptual and 1n practical
terms, as discussed further 1n the next chapter of this report.’

The existing Performance Funding System (PES) relies on the cost history of PHAs for
esttmating what individual agencies should be ieimbursed for operating costs. However, a
primary problem with usmg the PES to determmne the appropnate funding level for public
housing 1s that by now 1t may have become a self-fulfilling prophecy Specifically, because
PHASs have had to operate within the budget constiaints imposed by the PES for over a decade
and a half, their actual cost experience now conforms to PES predictions, regardless of whethet
these predictions actually yield the "correct” level of resources. And because there are virtually
no PHAs operating outside the PES environment, and since no PHA residents pay "market” ients,
there 15 no independent check on the actual level of operating expendituies PHAs need to make
to opeiate effectively

Therefore, 1t makes sense to look beyond the public housing inventory to determine how
much it costs to deliver housing services to public housing’s clientele. Private market rent levels
provide one possible benchmark for public housing operating costs. Private landlords receive no

income for vacant units, and must cover both routme operating costs and capital improvements

hospitals and nursing homes receive per adnussion or per hospital day
1 The challenge of establishing appropnate cost levels for publc housing 15 not unuque to capitated funding formulas  Any formula

system designed to compensate PHAS for reasonable expenses that they cannot recover from rent revenues requires estumates of what 1t
actually costs to provide decent, safe, and samtary housing to low-1ncome households
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(or replacement reserves) from rent revenues. Thus, private market rents correspond quite closely
t0 the concept underlying the capitated payment approach. In many markets, however, there may
be significant differences between public housing and the private rental stock. For example,
public housing projects may be older and larger than conventional apartment buildings; they may
be located 1n poorer or more dangerous neighborhoods; and they typically serve a poorer segment
of the renter population

Despite these differences, there are strong arguments for considering the Fair Maiket
Rents (FMRs) used by the federal government to deteimine subsidy levels for households hiving
in private housing. Under the Section 8 Certificate and Voucher Programs, subsidized households
live in existing, privately owned rental units  As for public housing residents, the federal
government makes up the difference between 30 percent of the Section 8 household’s income and
the umt tent, paying up to a locally determined Fair Market Rent '’ FMRs are based on rent
levels for decent quality housing units at the forty-fifth percentile of the rent distribution fo
recent movers. In other wouds, in a given housing market, 45 percent of standard quality rental
units that recently became available for occupancy have rents below the FMR. Thus, the FMRs
represent the per household revenues upon which piivate landlords rely to operate and mainfain
decent, standard quality rental housing. In addition, they vary with the size of the unit (and
hence with the size of the household), as well as with local cost conditions. Finally, 1t seems
reasonable that the federal government should pay essentially the same amount to subsidize an
ehgible household’s rent, regardless of whether that household hives in an apartment owned by
a private landlord or by the local PHA

Therefore, for purposes of this analysis, capitated payment levels are based on local Fair
Market Rent (FMR) levels, adjusted for tenant ient contributions and for the debt service
payments made by the fedeial government Moie specifically, the total market rent revenue to

which a PHA 1s entitled 1s calculated by multiplymg occupied units, according to size category,

7 The subsidy computation differs somewhat between the Certificate and Voucher Programs  Under the Certaficate Progeam,
households are constrained to find unts that rent for no more than the FMR  They then pay 3¢ percent of their income toward rent and
HUD makes up the difference  Under the Voucher Program, households can choose units at any rent level, but HUDs subsidy 15 set at
the difference between the applicable FMR and 30 percent of the household’s mcome

19




by the applicable FMRs."® Then, tenant contributions and the estumated value of the fedeial
government’s contribution for debt service are subtracted from this sum to yield the capitated
subsidy payment. Tenant rents are deducted from the FMR total because PHAs should receive
a total per household payment of the FMR, part of which is paid by-the tenant with the remamder
paid by the federal government. Imputed debt service 1s deducted because the federal
government has assumed responsibilaty for all the capital costs of public housing. Thus, unlike
private landlords, PHAS do not have to make debt service payments, because -- i effect -- the
federal government 1s already making them. Finally, a seven percent admunistrative fee 1s added
to the FMR-based formula payment, to compensate PHAs for -the admmustrative burden of
1ncome certifications and subsidy calculations -- costs that private landlords generally.do not have
to absorb.” Like the other capitated formulas analyzed m this report, three versions of the
FMR-based formula are implemented. | , . o,

Formula Variants. In mandating a study of capitated payment systems, Section 525 of
the National Affordable Housing Act specified that both opeiating and modernization funding
should be included in such a system. Therefore, for every capitated formula analyzed here, we
have implemented one variant that encompasses all operating, and modernization funds. Variant
#1 of each formula would effectively, teplace both the Performance Funding System (PES) and -
the Compiehensive Grant Program (CGP) wrth a caprtated allocation of funding.

However, as discussed eatlier, there are arguments against allocating modernization
funding on a capitated basis. Unlike operating subsidies, which aie provided to cover the costs
mcuried in delivermg housing services to low-income households, modernization funding'is
directed to the structures themselves. Since modernization funds are provided to repawr and
rehabilitate the physical assets of PHAs, 1t might be more appropriate to allocate them on the

basis of those physical assets. Moreover, high vacancy rates at some PHAs are due, at least m

18 Note that m actuality, the FMR could be determmed on the basis of household stze rather thap unit size  In the Certificate and
Voucher Programs, households are subsidized up to the FMR level for the mummm size tnit that meets their need  If thas approach were
applied mn the public housing conteat, PHAs would have a strong mcentrve to match households to the size unit most appropizate for them
However, for the exploratory simulations reported here, data on the distnbution of households by size 1n each PHA were not avaidable

% Under the Sectron 8 Certrficate and Voucher Programs, PHAs receive an average fee of 7 percent to compensate them for the costs
they meur i admumstenng the program  Admimstrative costs would probably be somewhat Iower for an FMR-based payment system for

public housing, since certamn admumstrattve costs would not be incurred  However, since we have no bass for determining the appropriate
rate, the current 7 percent was adopted as a starting point for analysis  *
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part, to'large modermzation backlogs. Withholding all funding for units that are vacant

essentially denies PHAs the modernization funds they need to bring units back into active use.

One approach would be to allocate backlog moderntzation funding on the basis of need
(as defined by the current-CGP formula system), while allocating operating subsidies and the
accrual portion of modernization funding on a capitated basis. Under this approach, once a PHA
elimmated 1ts existing backlog of modernization needs, all of its federal funding would be
determined on the basis of the numbe1 and characteristics of households served. But as long as
a PHA stdl had a significant backlog of physically deficient or obsolete umits, 1ts capitated
subsidy payments would be supplemented by backlog medeinizatton funding allocated on the
basis of need. Therefore, for each capitated funding formula simulated heie, we have
implemented a variant that holds backlog modermization funding constant while allocating
operating subsidies and accrual modernization funding on a capitated basis. Specifically, undei
variant #2 of each formula, the backlog portion of the Comprehensive Giant Program (CGP) 1s
ietamned 1 conjunction with a capitated system for the allocation of operating and acciual
modermzation funds. ‘ _

Another approach would be to hold all modernization funding out of a capitated payment
system PHAs would receive operating subsidies on the basis of the number (and characteristics)
of households actually served, but modernization funding would be allocated on the basis of the
charactenstics and condition of the PHA’s inventory of housing units. Thus, fo1 each of the three
capitated funding formulas simulated here, we have implemented a third vanant that holds all
modernization funding constant while allocating opetating subsidies on a capitated basis. Undet
variant #3 of each formula, the Comprehensive Grant Program (CGP) 1s retamned n conjunction

with a capitated system for the allocation of operating funds.

Formula A: Fixed Federal Payments per Resident Household

The first set of simulations (Al, A2, and A3) assume no change 1n the aggregate level
of funding for PHA operating and moderﬂizahon costs. These formulas make no attempt to
estimate an appropriate per household funding level, but suply show how the existing pool of
resources would be reallocated 1f every PHA’s funding level were determmed on the baasm of the

number of households it serves rather than on the number and characteristics of umts in 1fs
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mventory. An equal payment 1s made by the federal government for every household served,
with no adjustments for variations among PHAS 1n the costs of doing business. Under formula
Al, the total current pool of operating and modeinization funds 1s reallocated, with a constant
share provided for each household served. Under formula A2, the backlog portion of
modernization funding remains unchanged from the current CGP allocation, while the total pool
of operating subsidies plus the accrual portion of modernization funding 1s reallocated, with a
constant share provided for each household served. And under formula A3, all modernization
funding remains unchanged from the CGP allocation, while operating subsidies aie reallocated,
with a constant share provided for each household served.

Formula Al. Full Caprtation A capitated system that sumply divided federal funding
evenly among public housing residents, with the same level of funding provided for every
household, would dramatically shift resources away from extia large PHAs to medium and small
PHAs.”® Table 3.1 compares the distribuiz.lon of federal funds under capitated formula Al to the
current distribution of funding by PHA size and region. Extra large PHASs lose a total of $657
million, or 31 percent of their current federal funding In contrast, medium sized PHAs gain a
total of $190 million (34 percent), and small PHAs gam a total of $428 million (50 petcent). As
a group, large PHAs ae relatively unaffected, gamning a total of $40 million (4 peicent).

Within each size category, PHAs mn the four geographic regions (Northeast, South,
Central, and West)® win and lose at different 1ates under capitated formula Al. Among extia
large PHAsS, those 1n the Central region would experience the biggest drop mn fedeial subsidies -
- 51 percent of their current funding. Extra large PHAs m the West, on the other hand, would
- lose only 9 percent of current funding, while extia large agencies i the Northeast and South
would experience reductions of 26 and 23 peicent, 1espectively. Among large PHAS, the overall
change n funding levels would be negligible, but large PHAs in the Northeast would lose 7
percent of their cunient funding, while large PHAs 1n the South would experience a 12 percent

funding increase. Large PHAs 1 the West and Central Regions would gain by 4 and 2 percent,

2 Eytra large PHAs have over 6,500 umts, large PHAs have between 1,250 and 6,500, meduim sized PHAs have between 500 and
1,249, small PHAs have under 500 units

1 Northeast region mcludes  HUD admimstrative regrons One and Two, South region includes  HUD regrons Three, Four, and S1x,
Central region wncludes  HUD regions Five and Seven, West region meludes  HUD regions Eight, Nine, and Ten
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Table 3.1
TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES -
BY PHA SIZE AND REGION
Formula A1:

Constant Payments per Household for
All Operating and Modernization Fundmg

CAPITATED CURRENT
FORMULA FUNDING PMFFERENCE PERCENT

(millions) {miilions) (millions) DIFFERENCE

Extra-Large PHAs $1472 $2,130 {5657) (30.9%)
Northeast ‘ ol 1,588 {2873 (26 4%)
South 3335 454 {100 230%)
Central 254 316 {7633 50.8%)
West 86 94 4 $B3%)
Large PHAs $1.162 $1,1%2 ' 440 16%
Northeast 285 3G {286 {7.4%)
South 5 450 53 1L7%
Central 218 213 5 24%
West G 140 B ‘ 4.2%
Medium PHAs 751 $562 $196 3BR%
Northeast I68 125 43 24.4%
South 286 w2 % $34%
Central ¥H 137 3 24.5%
West 23 g 25 238%
Small PHAs $L278 830 S48 504%
Northeast 213 137 . % 55.3%
South fi4d 421 222 52 8%
Central 215 183 124 63.5%
West 105 9% B 8%
Total PHAs 34,563 54,563 56 0,0%
Northeast s 1A 1666 {192} {13.5%3
South 1,77} 1,508 - 263 17 5%
Centrat 958 1659 {102) £4.0%)
West 460 436 3h T.6%
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respectively Medium sized PHAS in the Noitheast and South would see thewr federal funding
allocations mncrease by 34 to 43 percent, with medium s1ized PHAs 1n the West and Central states
gaming by a smaller maigin -- about 26 and 25 peicent of current funding, respectively. Small
Northeastern, Southern, and Central PHAs would gain federal fundingjby 53 to 63 percent, while
small Western PHAs would gain 8 percent from current funding resources. Overall, PHAs i the
Cential and Northeast regions would lose from 10 to 12 peicent of thewr funding under formula
Al, while Southern agencies would gamn I8 percent and the Weét 7 percent

Table 3.2 iepotts the number of PHAs 1n each size category that would experience erther
gains or losses of various magnitudes under capitated formula Al. Altogether, 269 PHAs lose
5 percent or mote of then federal resouices under this formula, and 2,845 gain by mote than 5
percent. Although some PHAs in every size category would stand to lose under this very simple
capitated scheme, extra Jarge PHAS fare the v\'rorst. Over half of the extra large PHAs (13 of 23)
would lose more than 25 percent of thet federal funding, compared to only 8 ;;elcent of the large
PHAs, 2 percent of the medium s1zed PHAS, and 4 peicent of the small PHAs.” Of the remaining
extra laige PHAs, 4 lose by between 11 and 25 peicent, 3 experience virtually no change, 1 gains
by 6 to 10 percent, ! gams by 11 to 25 percent, and none gam by more th("an 25 percent In
contrast, 80 percent of the small PHAs gain by more than 25 percent under formula Al.

What does this reallocation of federal funding mean 1n terms of annual Subsidies per umit?
Table 3 3 piesents average annual per unit subsidy levels under capitated formula Al compared
to current per unit funding levels by PHA size and region. Per umt subsidy levels drop by
$1,583 among extra large PHAS, and mcrease among large, medmum and small PHAs by $126,
$940 and $1,247, respectively. The net result 1s that the average per unit funding levels converge
to roughly $3,650 per unit for all four size categories under capitated formula Al, compared to
the current system, in which per unit funding levels are more than twice as high for extra large
PHAs than for small PHAs. The per unit subsidies vary shightly from $3,647 because vacancy
rates vary among regions and PHA size categories. Northeast and Central regions lose $485 and
$369 per unit while the South and West gain $540 and $247 per unit

Table 3 4 presents average per unit subsidy levels by PHA size and metro status Theie
appears to be little independent relationship between metropolitan status and foimula outcomes.

Although most extra large PHAs aie located m metropolitan areas, those in non-metro areas
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Table 3.2
DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS
BY PHA SIZE
Yormula A1:

Constant Payments per Household for
All Operating and Modernization Funding

LOSS OF LOSS LLOSS GAIN/ GAIN GAIN

GAIN OF
MORE OF OF LOSS OF OF MORE
PHA SIZE THAN 25% 25 -11% 10 - 6% +- 5% 6-10% 11 - 25% THAN 25% TOTAL
Extra-Large PHAs 13 4 3 3 .1 i ¢ 23
™)
Large PHAs " i1 15 ¥ ) i8 14 28 38 3!
N .
Medmm PHAs 3 i7 4 17 - 2 40 70 265
™)
Small PHAs ~ 11 49 24 101 36 235 2,26 2834
(N)
All PHAs 14% 85 36 135 83 254 268 3253
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Table 3.3

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND REGION

Formula Al:

Constant Payments per Household for
All Operating and Modermzation Funding

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFTERENCE
Extra-Large PHAs 33,544 $5,127 {$1.58%) 30.9%)
Northeast 3,759 110 (1,350 {26.4%)
South 3461 4415 {1814 (230%)
Central 3582 5,269 {5387) (59.8%
West 3,836 4,228 {393} {9.39%)
Large PHAs 23,850 53,523 §is 5%
Northeast 3420 3910 {2080 {T A%y
South 2473 3,288 385 I3
Central 3,538 3456 72 4%
West 3,815 3,651 154 42%
Medium PHAs 33,723 $2,754 944 B8%
Northeast 371 2761 L4 344
South 3,718 2,592 1,126 434%
Central 3,702 2972 724 3%
West 3784 3007 Vil 25 8%
Small PHAs $3.722 $2.475 $1.247 504%
Northeast 3,828 2465 1,363 55.3%
South 3,695 2418 1,276 32.8%
Central 3496 2,265 1431 63.2%
West 1762 3497 273 75%
Total PHAs 33,647 83,647 %0 1%
Northeast 3,734 4,220 (483} UL5%)
South 34633 3,083 544 - Y9 5%
Central 347 3847 {369} Q5%
West 3,798 3,551 247 T.5%
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Table 3.4
AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND METRO STATUS
Formula Al:

Constant Payments per Household for
All Operating and Modernization Funding

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs $3.544 $8.127 51383 %)
Metro 3,759 5,145 {1,336 (269%)
Non-Metro 3.40% 4830 (1429 (28.6%)
Large PHAs 33050 $3,525 2126 38%
Meiro 3,620 3,694 {14y QA%
Non-Metro 3573 3,213 A6£ H3%
Medium PHAs $3.723 £2.784 %040 33 R%
Metro 3‘:?1 3 gsﬁ% Lﬂﬁ? 39»8%
Non-Metro 3,718 2883 834 2RG%
Small PHAs $3,722 BI475 $1.247 S04%
Metro 3,828 2876 1352 S45%
Non-Metro 3695 2475 1219 49 3%
Total PHAs £3.647 $3,547 0 0H%
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would experience slightly higher losses 1n per umt subsidies than those in metro areas under
formula Al. Most medm and small PHAs are located 1n non-metropolitan communities, but
those located m metropolitan areas would experience 1oughly the same per umit wncrease 1n
fedeial subsidies as those 1 non-metropolitan locations. Again peir unit subsidies vary shightly
fiom $3,647 because of differences in vacancy rates among the categories of PHAs.

As Table 3.3 and 3.4 illustrate, under the pure capitated funding system represented by
formula Al, PHA vacancy rates are the only factor that generate differences 1 per unit funding
levels among PHAs. Table 3.5 shows directly how vacancy rates affect funding levels, and how
funding would change from curient levels. For example, among extra large PHAS, the 1eduction
m petr unit funding ranges from an aveiage of $574 among PHAs with vacancy iates under 5
percent to $3,453 among PHAs with vacancy rates over 30 petcent Cotrespondingly, among
small PHAs, the change i pei unit funding ranges from an average gain of $1,427 among PHAs
with vacancy rates under 5 percent to a loss of $479 per unit among PHAS with vacancy iates
over 30 peicent. Nevertheless, regardless of vacancy iate, extra laige and large PHAs are mote
likely to lose funding under capitated formula Al than medium and small PHAs To illustrate,
extra large PHAs with vacancy 1ates between 11 and 15 percent lose an aveilage of $953 per umt
under this tormula, while small PHAs with the same vacancy rates gain $946 per unit on average.

Formula A2+ Capitation Excludes Funding for Backlog Modernizatton Even 1f backlog
modernization funds were held out of the capitated formula and allocated on the basis of
estimated backlog needs, federal resources would be substantially redistnibuted from extia large
PHAs to medmum and small PHAs. Table 3.6 compares the allocation of federal funding under
capitated formula A2 to the current allocation of funding by PHA size and region. Changes m
the distribution of federal resources among PHAs are less extreme under formula A2 than under
formula Al, because backlog modernization funds are allocated under the current CGP formula.
Nevertheless, extra large PHAS lose a total of $507 mullion, or 24 percent of their current fedezal
funding. In contrast, medium sized PHAs gain a total of $141 milhon (25 percent), and small
PHAs gam a total of $371 mullron (44 percent) As a group, large PHAs ate agamn relatively
unaffected, losing a total of only $6 million (0.5 percent).

After accounting for differences in size, outcomes for PHAs n different geographic

regions continve to vary substantially under capitated formula A2. Among extra lazige PHAs,
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Table 3.5
AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND VACANCY RATE
Formula Al:

Constant Payments per Household for |
All Operating and Modermization Funding

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs $3.543 ST {51,583) £30.99%)
Vacancies
0-5% 3853 £,526 574} {12. 7%}
6%-10% 167 2295 {5571 (F3 2%y
11%-15% 3484 %5437 ) {953} {21.5%)
16%-20% 3.28% 8694 13,405y 30, 9%%
21%-30% 2597 5838 {2842 H N
3%+ 2458 5870 {3,453} (S8R5
Large PHAs £3.4850 83535 126 3 5%
Vacancies
0-5% 2389 3353 316 13 4%
6%-10% 3,686 3,644 34 48%
11%-15% 3458 3418 @8 29%
16%-20% 3,290 3584 {2943 {8.2%) -
21%-30% 3450 4206 {1,176} - (X7.8%)
31%+ 23K A7146 .538 (R R%)
Medium PHAs 237925 227984 $940 33.8%
Vacancies iy
0-5% ) 3879 2715 1,163 A2 8%
6%-10% 3694 2HR7 104 325%
11%-15% SHARY 276% 134 26.3%
16%-20% 3.28% 2,05 tS60 20.6%
21%-30% 307 353 {463} {13.1%)
31%+ 2483 3464 ) {28 3%)
Small PHAs H-::- A i/ X BIATE 31,247 S64%
Vacancies .
0-5% 3819 2452 A ¥ v 583 %
6%-10% 3,72 2AR6 1216 48.5%:
11%-15% 3317 23H Dék 36.5%
16%-20% gank 2379 . 912 ’ 38.3%
21%-30% 023 2395 a5 26.3%:
31%+ R36T 2346 479 15839}
Total PHAs S3H47 $3.647 o] 20%
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TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

Table 3.6

BY PHA SIZE AND REGION

Formula A2:

Constant Payments per Household for
Operating and Accrual Modernization Fundmg

CAPITATED CURRENT
FORMULA FUNDING DIFFERENCE PERCENT
{(millions)} {millions) (millions) DIFFERENCE
Extra-Large PHAs $1.6723 $2,130 {4307 23 8%}
Northeast 256 1.085 {228 £21.3%3
South 338 434 &7 {22.3%%
Central 335 * 516 (158 {34 8%
West 94 94 &8 (.94}
Large PHAs 31,137 $1.222 [5:4)] o {0,595}
Northeast 297 3% 21 (6. 7%
South 45% 430 8 18%
Central 2%1 Ay ¥3 0.8%3
West 156 46} 5 &6%
Medium PHAs 5753 $a62 5141 253%
Northeast 15% 23 34 geXt;
South 2l 202 59 286
Central 142 137 23 18.1
West 122 9% 24 218
Small PHAs $E2268 3850 %371 A3.6%
Northeast 20 37 58 6%
South 5h7 421 176 43 7%
Central 302 193 LY S64%
West 115 58 ¥7 IEi%
Total PHAs 84663 54,6063 kit 0.0%
Northeast 1518 1,665 {148) 8 9%}
Sonth ERNT 1,308 145 Q7%
Central 1051 1859 {48} 455y
West 480 430 44 135%
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those 1n the Central 1egion would expetience the greatest decline m federal funding -- 35 percent
of theu cuuient funding Extia laige PHAs in the West, on the other hand, would lose only 1
percent of current funding, while extia large agencies in the Northeast and South would
expentence reductions of 21 and 22 peicent, respectively Among laige PHAs, agencies m the
Noztheast are the only significant losets, with a loss of $21 miilion. Among medium and small
PHAs, those located 1n the West would experience smaller gamns than those 1n other regions.
This pattern 13 particularly dramatic among small PHAs, with gains of 42 percent, 51 percent,
and 56 percent respectively for agencies in the South, Northeast, and Cential regions, compated
to only 17 percent for agencies in the West.

Regional distribution of federal payments vnder capitated foimula A2 would result
Northeastern PHAs losing $148 milion (9 peicent) and Central PHAs losing $48 million (5
percent) Both Southern and Westein PHAs would realize gains in funding under this payment
formula. Southein agencies would receive $146 million (10 percent) additional funding while
the West would gain by $49 million (12 percent). It appeats that the West 18 more affected than
other regions by the addition of backlog modernization funding, because its backlog need 1s
1elatively hugh, according to HUD estimates  Possible explanations for high backlog need 1n the
West are: (1) hstorically, western PHAs have recerved less modeimzation funding than other
parts of the country, (2) the R.S. Means index of construction costs 13 [0-15% higher m the West
than othet paits of the country; and, (3) although the West 1egion has somewhat newer public
housing in general; it 138 now reaching the point of needing substantial modernization, wheieas
other regions have alieady experienced several modermization phases

Table 3.7 provides a distribution of PHAs by the s1ze and duection of change in federal
funding that they would experience under capitated formula A2. The patterns aie guite similar
to those obtained under formula Al (Table 3 2), although the differences among PHAs are less
extieme. In all, 282 PHAs would lose by mote than 5 peicentage points, while 2,817 would gain
by moie than 5 peicent. As under formula Al, extia large PHAs aie the most likely to lose
funding, with § of the 23 extia Jarge PHAs losing by more than 25 percent, 9 losing between 11
and 25 percent, and 3 losing between 6 and 10 peicent In contrast, the majority of small PHAs

(76 percent) gan by more than 25 percent
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Table 3.7

DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS

BY PHA SIZE
Formula A2:

Constant Payments per Household {om
Operating and Accrual Modernization Fundmg

LOSS OF LOSS LOSS GAIN/ GAIN GAIN GAIN OrI°
MORE OF OF LOSS or OF MORE

PHA SIZE THAN 25% 25.11% 10 - 6% +- 5% 6-10% 11 - 25% THAN 25% TOTAL

Exatra-Large PHAs ] 9 3 i i : 0] 23
)

Large PHAs 8 22 13 31 10 22 25 131
(N)

Medwum PHAs 4 ib 5 20 15 56 141 a3
(N)

Small PHAs T3 78 382 g2 68 38 2. 146 2,534
(N)

All PHASs 93 {28 51 154 94 411 2,312 3,233
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Changes 1n federal payments per unit are considerably more modeiate under formula A2
than under formula Al, because funding for backlog modetnization 1s allocated on the basis of
estimated modernization need, rather than on a constant, per household basis Table 3 8 presents
average annuval per unit subsidies fo1 pubhc housing operations and modernization under capitated
formula A2, and compaies them to curient per unit subsidy payments Per unit subsidies to extra
large PHAs would decline by an aveiage of $1,220 under capitated foimula A2, and large PHAs
would lose an average of $17 per umit Medwm sized and small PHAs would experience
increases m per umt subsidy payments of $701 and $1,080, respectively. Under formula A2,
extra large PHAS recerve higher per unst subsidy payments than under formula Al, because theu
backlog modetnization costs tend to be substantially above the average for PHAS in other size
categories. As a result, the total per unit subsidy for extra large PHAS under formula A2 would
be larger than under formula Al, though still substantially below the aveiage under cuirent
funding. Northeastern and Central PHAs, would 1eceive 9 and 5 peicent less funding under
formula A2 while Southern and Western agencies would gain 10 and 12 percent.

Tables 3.9 and 3.10 report average per unit subsidy levels by metio status and vacancy
rate for PHAs 1n different size categories. In geneial, metropolitan status appeats to have no
consistent impact on formula outcomes, among extra large PHAs, those 1n non-metro areas lose
more than those in metro areas, and the reverse is tiue among large PHAs. Vacancy 1ates, on
the other hand, continue to play a cutical role in determining funding outcomes. Because
formula A2 holds backlog modernization funding constant, PHAs with the smallest vacancy 1ates
do not necessarily recetve the highest per unit funding levels. Howevei, low-vacancy agencies
are generally the gamers under formula A2, while high-vacancy agencies aie genetally losels.
Among extra large PHAs, the reduction 1n per unit funding ranges from $520 per unit among
PHAs with vacancy rates 6 - 10 percent to $2,378 among PHAs with vacancy 1ates over 30
percent Cornespondingly, among small PHAs, the change 1n per unit funding ranges fiom a gain
of $1,242 among PHAs with vacancy rates under 5 peicent to a loss of $312 per unit among
PHAs with vacancy rates over 30 percent Still, 1egardless of vacancy rate, exira large and large
PHAs are moze likely to lose funding under capitated formula A2 than medium and small PHAs.
To dlustrate, mn the 11 to 15 peicent vacancy range, extra laige PHAs would lose an aveiage of

$898 per untt 1n federal funding, while small PHAs would gain an average of $846.

33




Table 3.3
AVERA(“‘E PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSIN(: A(‘EN(,{ES
BY PHA SIZE AND REGION
Formula A2:

Constant Payments per Houschold for
Operatimg and Accrual Modernization Fundmg

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs 3,907 85,127 vl G389
*  Northeast 4,006 AEID (108D {2320)
South 3432 #4158 983} (2239
Central 4,084 6,269 {218 (34.8%)
West 4,188 4,228 4601 D.9%
Large PHAs $3,507 £3,525 i ($373 1 59%)
Northeast ’ 3,647 3510 ’ 282y £8.7%3
South 3,345 3288 80 1.8%
Central 3428 3,456 (38} (11.89%)
' West l 3,504 3,661 « 243 . 66%
Medium PHAs $3,484 52,784 70 2%
Noriheast 3.5G7 Z.7a1 P44 27
. South 2. 343 2,592 751 2.0%
Central , T 3510 2972 T 538 18.1%
West 3,7 3067 Ta7 24 R%:
Small PHas $3:55 S 51,080 43.6%
Noﬂh east 3}7 13’ 2,4(3‘5 1:(-243 Si}ré‘%
South 3,407 2418 1,000 £1.7%
Central 3,541 2065 LR S64%:
West 4,085 3497 398 17.1%
Toial PHAs £3.647 33,647 %0 G68%
Northeast 3,846 4290 374 (R0%)
South 3,3% 34198 208 &3
Central : 3,673 ) 847 (173} 43%)
West 2,95 3,551 408 1L5%
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Table 3.9
AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA S1IZE AND METRO STATUS
Formula A2:

Constant Payments per Household for
Operating and Accrual Modernization Funchng

CAPITATED CURRENT PERCENT

FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs 397 3,127 ($1,220y B £{23.8%%
Metro 3936 5,148 {1,208} {23.5%}
Non-Metro 3421 4,830 {1.40% (26 756
Large PHAs $3,507 $3,525 8173 {0.5%)
Metro 3,468 3,634 {5 4.5%}
Non-Metro 3617 3,213 Abt 126%
Medium PHAs 33484 $2,784 yitil 25.2%
Metro 3,367 2,654 713 BH%
Non-Metro 3575 2883 693 L%
Small PHAs 33956 $2475 $1.880 435%
Metro 3,569 24T 5093 44.3%
Non-Meiro 3,555 2475 1079 436%
Total PHAs 3047 33,647 NS Q0%
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Table 3.10

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND VACANCY RATE
Formula A2:

Constant Payments per Household for
Operating and Accrual Modermzation Fundmg

CAPITATED CURRENT

PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Exira-Large PHAs $3.501 ' $;aer 51,2205 (23.8%)
Vacanctes .
0-5% 4004 4,526 {525 {169
6%-10% 3,754 4,233 ' 5207 {1259
11%-15% 3,539 4437 {3983 120,29
16%-20% 4,267 6,504 (3427 1363%)
21%-30% 3691 YB35 21475 £36.5%
31%+ 3482 587 2.3} {(A8.5%3
Large PHAs 3,507 $3.525 (3171 (359
Vacancies
0-5% 3,67% 3,353 348 A%
6%-10% 3553 35646 (933 6%
11%-15% 3,385 3449 353 0%
16%-20% 3,147 3,584 £4363 {1225
21%-30% 3112 4,226 (LI {26 493
31%+ 2641 3,740 HEHM {28,690
Medum PHAs S3ds4 $284 3k 252%
Vacancies
0-5% 322 2,715 iy 334%
6%-10% 3446 | 2787 659 F35%
11%-15% 3254 2755 459 16.6%
16%-20% 3408 2,722 337 13 1%
21%-30% 3643 3,539 {4963 {14.0%)
31%+ 2 3464 158y $23.9%
Small PHAs 83,958 S24478 51080 48 6%
Vacancies ’
0-5% 3,554 2452 1,242 5&.’_{%
6%-10% 2,528 2486 1543 41.5%
11%-15% 3487 251 236 329%
16%-20% 5007 2,379 praesd 3046%
219%-30% 2,89 2,395 o745 198%
31%+ 2834 2,846 315 {1L0%)
Total PHAs 83647 53647 36 B0%
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Formula A3: Capitation Excludes All Modermization Funding. If only operating subsidies
were allocated on a capitated basis, with modernization fundig allocated on the basis of
estimated modernization needs, the redistribution of federal resources would be more moderate
than under the previous two formulas, although funding would still shift away from extra large
and large PHAs to medium and small PHAs. Table 3.11 compares the allocation of federal
funding under capitated formula A3 to the curtent allocation of funding by PHA size and region.
Even though the allocation of all modernization funding 1s unaffected by this formula, extra large
PHAs would lose a total of $428 million, or 20 peicent of then cuirent federal funding Large
PHAs would lose $15 million, 1 percent of thewr curient funding. In contrast, medum sized
PHAS gam by $129 million (23 peicent), and small PHAs would gamn $314 million (37 percent).

As 1n previous simulations, outcomes differ by geographic region within size categories,
with Westetn PHAs faring better than theu counteiparts in the extia large and large size
categories, while faring woise than their counterpaits i the small category. Among extra large
PHAs, those 1n the Central region would continue to experience the gieatest decline 1 federal
funding -- 31 percent of thewr corrent funding. Among large PHAS, agencies 1n the Northeast
continue to account for the bulk of the funding loss, but large PHAS in the South neither gamed
nor lost under this formula, while they were gainers under formulas Al and A2

Overall, Northeastern and Central PHAs would continue to have thew funding 1educed
while Western and Southern agencies would gan  PHAs 1 the West, overall, would fare better
under formula A3 (I3 peicent gain) than under formulas Al (7 percent) or A2 (12 peicent)
While the Noitheast loses under all thiee formulas, formula A3 spaies this funding, compaied
with a loss of only 7 percent from current funding, compared with a loss of 12 percent under
formula Al and 9 percent un'der A2 Under this formula Central PHAs lose 5 percent funding
compaied with 5 percent under formula A2, and 10 peicent under formula Al. The South, like
the West, gans under all thiee veisions of capitated formula A but, gains the least under formula
A3 (7 percent) compared with formula A2 (10 percent) and formula Al (18 percent).

Table 3.12 reports the distribution of PHAs by the size and dwrection of change 1n federal
funding simulated for capitated formula A3. Altogether, 267 PHAs would lose by more than 5
percentage points, while 2,767 would gain by more than 5 percent, | In general, a laiger share of

PHAs 1 every size category would be unaffected by this capitated formula than by the two
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Table 3.11

Formula A3:

TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND REGION

Constant Payments per Houvsehold for

Operating Fundmng

CAPITATED CURRENT
FORMULA FUNDING DIFFERENCE PERCENT

{mnillons) (millions) {millions) DIFFERENCE

Extra-Large PHAs 51,702 32,130 $478) {20, 1%}
Northeast 210 1,685 {37 (15.2%)
South 344 434 £903 (208%y
Central 354 316 (162} £31.4%)
West 93 94 ] G4%
Large PHAs $1,307 $1.122 {815} {14%
Northeast 295 319 23 (7.3%)
South 450 450 3] 0%
Central 211 21% & £1.0%;
West 150 140 fR4s F2%
Medium PHAs 3691 S562 3120 2%
Northeast 153 125 28 223%
South 254 202 b 25.6%
Central 180 137 5 16.7%
West 124 98 27 3%
Small PHAs $1.583 5850 $314 38.9%
Northeast 14 137 57 41 6%
South 368 £21 146 34 7%
Central 285 193 92 41.8%
West 15 4] 18 183%
Total PHAs 34663 54,653 %0 GH%
Northeast 1,552 1665 {114y B55%)
South 1616 1,508 108 7.1%
Central ERAELE 1,959 {455 H.6%)
West 486 430 6 12.9%
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Table 3.12
DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS
BY PHA SIZE
Formula A3:

Constant Payments per Household for
Operating Funding

LOSS OF LOSS LOSS GAIN/ GAIN GAIN GAIN OF
MORE Or OF LOSS OF Or MORE )

PHA SIZE THAN 25% 25-11% 10 - 6% +/- 5% 6-10% 11 -25% THAN 25% TOTAL

Extra-Large PHAs 7 16 3 i i- i 0 23
™)

Large PHAs & 23 21 29 ? b7 21 121
N

Medium PHAS 4 14 10 X7 14 £ 27 55
™

Small PHAs 3 76 a3 162 03 413 1,987 2834
(N)

All PHAs 47 123 b7 paty 125 507 2435 3,258

™)




pievious versions, and for those that are affected, the change 1n funding would be less extreme
Stll, extra large PHASs are most likely to lose funding, with 7 of the l23 extra large PHAs losing
by more than 25 percent, 10 losing between 11 and 25 percent, and 3 losing between 6 and 10
percent. And while there are losers among the small PHAs, a substantial majority (70 percent)
gain by moie than 25 percent

As one would expect given the tesults thus far, changes in per unit funding levels under
formula A3 follow essentially the same pattern as under Al and A2, but are more moderate.
Because only operating subsidies are reallocated on a capitated basis under this formula variant,
PHAS 1etain all of thew current modernization funding. As illustrated by Table 3.13, annual per
unit subsidies to extra large PHAs would decline by an average of $1,030 under capitated
formula A3, while large PHAs would lose an aveiage of $48 per unit. Medium sized and small
PHAs would experience increases in per unit subsidy payments of $640 and $914, respectively
It 1s interesting to note that large PHAs lose more under formula A3 than under erther Al or A2,
while extra large PHAS lose less  This result probably stems from the fact that under current
allocatron formulas, modermization funding accounts for a larger share of total funding for extra
large PHAs than for PHAs 1 any othe: category. Reduced funding for extra large and large
Northeastern and Central PHAs seemingly accounts for the overall loss for these regions.

Tables 3.14 and 3.15 report average per unit subsidy levels by metro status and vacancy
rate for PHAs m diffetent size categores.  Again, with the exception of large PHAs,
metropolitan status appears to have little significant impact on formula outcomes, but vac:iﬁcy
rates continue to play a (':entral role 1n determiming funding outcomes. Because all modernization
funding 18 held constant under formula A3, there 1s considerable variation in funding levels by
vacancy rate range. Nevertheless, PHAs with the highest vacancy rates consistently lose fonding
under this system, while PHAs with low vacancy rates either gain funding or lose less ﬁindmg
than other PHAs of their size  Among extra large PHAS, the reduction in annual per unit funding
ranges from $304 per unit among PHAs with vacancy rates under 5 percent to $1,995 among
PHAs with vacancy rates over 30 percent. Correspondingly, among smail PHAs, the change in
per unit funding ranges from a gain of $l,921 among PHAs with vacancy rates under 5 percent
to a loss of $78 per unut among PHASs with vacancy rates over 30 percent Nevertheless, at every

vacancy rate 1ange, extra large and large PHAs continue to be more likely to lose funding under
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Table 3,13

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND REGION
Formula A3:

Constant Payments per Household for
Operating Funding

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs 34,097 85,127 31,030 (20.1%)
Northeast 4,782 5,510 83% [16.2%)
South 3495 #4415 7 (819} (20.8%)
Central 4,297 6,269 (1,972 (31.4%)
West 4,246 £228 18 4%
Large PHAs L$3,4?7 §3.525 3453 {1A%)
Northeast 3626 3,914 2843 L73%)
South TO3.288 32838 3 0.0%
Central 3421 3,456 {365 {1.0%)
West 31,526 3,661 263 F2%
Medmm PHAs $3.424 42,784 3640 Z35%
Northeast 3,378 2761 617 25%
South 2256 2,592 664 25.6%
Central 3468 AT 456 16.7%
West 3,824 3867 822 27 3%
Small PHAs $3.350 $2475% 3914 36.9%:
Northeast R A8 2465 14025 ) 41.5%
South 3237 2418 230 34,72%
Central 3,347 27555 1582 47 8%
West 4,144 349 633 8%
Total PHAs 3,647 83,647 36 0 0%
Northeast 3,531 4220 (258} 8%
South 334 3403 221 T 1%
Central 3,658 3,547 {7 {4.5%}
West 2647 3,551 g5 2.75%
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Table 3.14

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND METRO STATUS
Formula A3:

Constant Payments per Household for
Operating Fundmg

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs 24007 $5.127 51,630y (20.1%)
Metro 4,130 5,145 {1,815 £19.7%)
Non-Metro 33550 4,850 (L2’ (26.5%}
Large PHAs ; $3471 3,525 1348) {14%)
Meiro 3438 3634 £206) (5.7%)
Non-Metro 3518 3213 #4658 126%
Medium PHAs $3424 $2,784 56463 2346%
Metro 3262 ‘ 2,654 &3 229%
Non-Metro 3,548 2583 H65 23.3%
Small PHAs $3300 82475 RAVE ] 359%
Metro 3351 2410 875 35 4%
Non-Metro 3393 2495 18 373
Total PHAs £3,647 53,647 %0 4%
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Table 3.15
AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND VACANCY RATE
Formula A3: '

Constant Payments per Household for
Operating Funding

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Eatra-Large PHAs 34007 $5127 {$1.030) (20 1%
Vacancies ’
0-5% 3332 4,328 {304} {6575
6%-10% N 4] 4235 £56FFy 207
11%-15% 3587 4457 8Dy (I9.2%}
16%-20% 4469 5,604 (2524 £3% 29
21%-30% 3,928 3,834 {59108 327795y
31%+ EReR 3370 {1,995} (ALY
Large PHAs 53477 #3,525 {348} {1493
Vacancies
0-5% 3583 3,353 230 8%
6%-10% 3,513 3,646 {¥33} {375
119%-15% 348F 3419 iz 0.3}
16%-20% 3187 1584 £397) {11.1%}
219%-30% 3234 47224 992} 123 55%)
31%+ prheatst 3,740 530y {22.2%:)
Medium PHAs $s 424 52784 540 230%
Vacancies
0-5% 3597 2,715 824 3%
6%-10% 3,373 278 386 21 L%
11%-15% ~4,193% L85 428 15.5%
16%-20% 3105 Ay 382 140%
21%-30% 3,173 3539 {3663 $1G3%>
31%+ 2.98Y 2464 4TH (15.5%)
Small PHAs $3.390 22,475 584 369%
Vacancies
0-5% 347% 2452 1,821 31.6%
6%-10% 3,435 2438 Y A5 4%
11%-15% 3874 2,58 B 312
16%-20% R Feik 2378 31 28.5%
219%-30% 2854 2.36% 459 %1%
31%+ 2,767 2,846 25353 {2.8%
Total PHAs 33,847 $3.647 NEE D&%
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capitated formula A2 than mediom and small PHAs In the 11 to 15 peicent vacancy range, for

example, extra large PHAs would lose an average of $850 pe:r unmit m federal funding, while

small PHAs would gain an average of $803.

Formula B: Per Household Payments Adjusted for Local Cost Levels

The second set of stmulations (formulas BI, B2, and B3) 1s similar to the first set m that
no change n the aggiegate level of federal funding 1s assumed. Agamn, these formulas show how
the existing pool of resources would be 1eallocated under a capitated system. The second set of
simulations differ from the first 1n that they adjust for local cost conditions Specifically, these
formulas recognize that allocating the same level of funding for every household living i public
housing may be unreasonable, since some PHAs are located in high cost areas whule otheis face
much lower costs for labor, supplies, materials, and services. Therefore, per household subsidy
payments are adjusted by the R.S. Means Index, which measures place-to-place variations
building materials and supplies. Under formula B, the total pool of operating and modernmization
funds 1s 1eallocated, with the dollar amount provided per household adjusted by the R.S. Means
Index. Under formula B2, the backlog pottion of modernization funding 1emans unchanged from
the current CGP allocation, while the total pool of operating subsidies plus the accrual posrtlon
of modernization funding 1s realiocated, with the dollar amount provided per household adjusted
by the R.S. Means Index. And under foimula B3, all modernization funding remains unchanged
from the curtent CGP allocation, with only operating subsidies reallocated.

Formula BI. Full Capitation with Local Cost Adjustments. Table 3.16 summanizes the
distribution of federal funding for public housing operations and modermization under capitated
formula Bl. Because per household payment levels are adjusted to reflect local cost factors, this
formula does not redistribute federal resources as drastically as formula Al (which allocated an
equal subsidy amount to every resident household in public housing). Nevertheless, extra large
PHAs would experience funding redunctions of $452 million (21 percent) under formula Bl.
Laige PHAs would lose by a much smaller margm -- $11 million or | peicent. As in earlier
simulations, medium sized and small PHAs would 1eceive increased federal payments, with
medium sized PHAs gaiming by $152 million (27 percent), and small PHAs gaining by $311

million (37 percent).
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TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

Table 3.16

BY PHA SIZE AND REGION

Formula B1:

' Indexed Payments per Household for
All Operating and Modermzation Funding

CAPITATED CURRENT
FORMULA FUNDING DIFFERENCE PERCENT

(millions) {millions) (millions) DIFFERENCE

Extra-Large PHAs $1.577 32,136 {5452y {21.2%)
Northeast 1003 1,083 % {75%)
South 309 #34 423 {28.9%})
Central 267 55 249 48.3%)
West 04 94 5 +.59%
Large PHAs $1111 $1,122 &L (L0%)>
Northeast 38 319 63 (2,5%3
South 433 456 (% A.0%)
Central 214 2%3 3 1.5%
West 152 140 iz 56%
Medium PHAs 3714 $56% 152 27.3%
Northeast 173 125 48 38.5%
South x5z 22 48 24.49%
Central 163 137 25 B30
West 125 % 78 20,1%
Small PHAs %1161 S $33l 366%
Northeast 14 {37 79 ¥14%
South 546 421 125 AW AR
Central 293 193 166 51.8%
West 3 o 8- 7%
Total PHASs $4,663 1083 56 80
Northeast LHR 1,566 37 23
South 1,539 1.508 31 20
Central 30 1,309 12 {113
West 483 436G 33 122
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Within each size category, PHAs mn different geographic iegions are affected differently

by capitated formula BI. Comparing formula Bl to formula Al, the cost adjustments appear to
wotk to the advantage of PHAs in the Northeast and to the disadvantage of those in the Central
and South. Among extra large PHAS, those in the Central region would face the biggest loss in
federal funding - 48 percent of their current funding. Extia laige PHAs mn the South would
experience funding declines of 29 percent. Extra laige PHAs m the Noitheast would lose 8
percent of their current funding. Extra large PHAs in the West, however, would experience a
small increase of 5 percent. Among large PHAS, the oveiall change 1n funding levels would be
small (1%), with no mote than a 4% decline 1n any of the 4 regions. Medium sized PHAS 1n all
four regions would recerve increased federal funding levels, with the greatest gams 1n the West
(29 percent) and Northeast (39 percent) regions, and smaller gains 1n the South (24 percent) and
Central (19 percent). Small PHAs n the Northeast, South, and Cential regions would gam 1n
federal funding allocations by 30 to 57 petcent, while small sized PHAS 1n the West would gain
only 8 percent above thewr current federal funding resources. PHA size would assert some
influence on net funding gains and losses throughout the regions. Funding losses by extia laige
Centtal PHAs ($249 mailion) contributed to the net regional decline of $120 million. Minimal
regional gains 1 the Noitheast (2 percent), South (2 percent) and West (12 percent) under
formula Bl appear due to funding losses for extia large and laige PHAs

Table 3.17 reports the number of PHAs that would lose or gain in fedesal funding unde:
capitated formula B, with resuits that are quite sumilar to those obtamed under Formula Al
(constant per household payment to all PHAs). More than half of extra large PHAs (13 of 23)
would lose more than 25 percent of current funding, and four would lose between 11 and 25
percent The majority of small PHAs (67 percent), on the other hand, would gamn by more than
25 peicent. Altogether, 410 PHAs would expenience reductions of funding of at least 6 percent
under this capitated formula, while 2,626 PHAs would experience funding increases of at least
6 percent.

Changes 1n annual federal payments per unit are considerably more moderate under
formula BI than under formula Al (see Table 3.18). This suggests that vartations m local cost
levels account for a substantial share of the vanation 1n average subsidy levels between PHAs

in different size categories. Nevertheless, formula B1 would reduce pei unit subsidy payments
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Table 3.17
DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS
BY PHA SIZE
Formula B1:

Constant Payments per Household for
All Operatmng and Modernization Fundmg

LOSS OF 1.0SS LOSS GAIN/ GAIN GAIN GAIN OF
MORE or OF LOSS OF OF MORE

PHA SIZE THAN 25% 25-11% 10 - 6% +- 5% 6 -10% 11 - 25% THAN 25% TOTAL

Extra-Large PHAs i3 4 ¥ 3 0 i i 23
N

Large PHAs i4 17 12 28 £ 22 31 131
™)

Medm PHAs 4 1% 5 23 iz 5 47 265
)

Small PHAs 145 2 Go 163 a8 249 1,808 2,834
N}

All PHAs 183 142 #7 217 ) 7 42 2087 3,253

™)




Table 3.18 .

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND REGION
Formula Bl;

Indexed Payments per Housechold for
All Operatmg and Modermization Funding

CAPITATED CURRENT PERCENT

FORMULA FUNDING DIFFERENCE DIFFERENCE

Extra-Large PHAs $4.0%% $4,127 £$18% £21 2%}
Northeast 4728 518 €394 {7.6%>
South 4,148 4415 {1.2%% {28,963
Central 3243 5,269 {3.00265) - {4839
West aas 4208 277 49%
Large PHAs $3.491 $3.525 £$34y {1.0%)
Northeast 3,314 3,916 26 £2,5%}
South 3,156 3288 : {133} . o 6%3
Central 3,507 3454 56 13%
West 3976 3,651 315 5.6%
Medium PHAs $3,537 $2,784 $753 AR1%
Northeast 3833 6% 1072 3R8%
Sonth 3,224 2,552 §33 24 4%
Central 3,531 2972 559 1B 8%
West 3,884 3507 Ly 20.0%
Small PHAs $3,382 2475 5967 36.6%
Northeast " ossm 3465 ‘ 1475 7 4%
South 3,135 2418 7317 . 20 &%
Central 3.4%7 2,205 1172 51,.8%
West 3,760 3,492 268 T1.3%
Total PHAs $3.647 5,647 s 00%
Northeast 4,313 4978 93 2.2%
South 3,154 3003 83 25%
Central 3448 3,847 438) - £11.3%)
West 3,08 3,551 435 12 4%
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to extra large and large PHASs, while increasing per unit payments to medium and small agencies,
Specifically, per unit Subsidies: to extra large PHAs would decline by an average of $1,089 under
capitated formula B, while laige PHAs would lose an average of $34 per unit., Medium sized
and small PHAs would experience mcreases i per umt subsuly payments of $753 and $907,
respectively Central PHAs would lose $436 per unit due 1n laige part to 1educed funding for
extra large agencies (reduced $3,026 per unut, or 48 percent).

Table 3.19 presents average annual per unit subsidy levels by PHA si1ze and metro status.
As m the earlier simulations, there appears to be little independent relationship between
metropolitan status and formula outcomes except in the case of laige PHAs. Although mostextia
laige PHAs are located in metropolitan aieas, those in non-metro areas would experience a
somewhat greater loss in per unit subsidies under capitated formula B1 than those in met10 areas.
Most medium and small PHAs are located 1in non-metropolitan communtties, but those located
1n metropolitan areas would experience equivalent mcreases 1n fedeial subsidies as those 1 non-
metropolitan locations. The only exception to this pattern 18 among large PHAS, where those in
metro areas would lose funding under formula B1, while those i non-metro locations would gain
funding

A PHA’s vacancy rate again plays a major role i determining how funding levels would
be affected under formula Bi, although PHA size still appears to matter at every vacancy iate
range. Because formula B1 adjusts capitated payments to reflect local cost conditions, a PHA’s
vacancy rate 18 not a perfect predictor of its per unit funding level (as 1t was under formula Al)
Still, there 1s a stiong relationship between vacancy rates and the change in per umt funding that
PHAs would experience under this formula. Table 3.20 shows that extra large PHAs with
vacancy rates under 5 inerccnt“gam $466 m per vnit funding,” while among those with higher
vacancy tates the reduction in per unit funding ranges from $516 per unit (vacancy rates between
6 and 10 percent) to $3,365 per unit (vacancy rates over 30 percent). The pattern 18 compﬁrable
among small PHAs, where the change in per unit funding ranges from a gain of $1,131 among
PHAs with vacancy rates under 5 percent to a loss of $720 per unit among PHAs with vacancy
rates over 30 percent However, regardless of vacancy rate, extra large and large PHAs still fare
less well under capitated formula Bl than medium and small PHA:q. For example, among PHAs

with vacancy rates between 11 and 15 perceflt, extra large agencies would experience a loss of-
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Table 3.19
AVERAGE PER UNIT EEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND METRO STATUS
Formula B1:

Indexed Payments per Household for
All Operating and Modernization Funding

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs 54.038 $5,127 {81,089 21.2%)
Metro 4,097 5145 (1,853 {Z0.5%)
Non-Metro 3,144 4339 1683 (34093
Large PHAs $3491 $3,925 (30 0%
Metro 3425 3,634 . {200) (57%)
Non-Metro 3,578 3213 465 5%
Medium PHAs 3,537 2,784 753 ZrL1%
Metro 3,505 ZH54 ®51 32. 1%
Non-Metro 3,561 2883 G78 23,5%
Small PHASs $3382 S2AT5 3607 36.5%
Metro 3,504 2A78 1034 41 6%
Non-Metro 330 2,475 ®o5 35 1%
Total PHAs 3,647 3,547 86 3.0%
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Table 3.20

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND VACANCY RATE
Formula B1:

Indexed Payments per Household for
All Operating and Modermzation Funding

CAPITATED CURRENT PERCENT
FORMULA EUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs 3408 5427 ($1.089) QL)
Vacancies
0-5% 4555 4326 A6 13%
6%-10% e 4235 {5163 {12.2%)
11%-15% AR #4437 {9573 {21.3%)
16%-20% 3432 5604 £3,281) 48,79
2] %-30% 3,111 5238 {2,757y {46.795)
31%+ 3,505 3470 (3365 £57.39%)
Large PHAs %349 33,528 1554} (L4395
Vacancies
0-5% 3678 3353 333 9%
6%-10% 3558 3,645 931 {359}
11%-15% 3203 3419 i216) 6 3%)
16%-20% 3287 . 3,554 {2963 $.3%)
21%-30% 2974 4‘@2& 41,2543 £29.7%]
31%+ 2,984 3440 {1,355 130, 1%}
Medium PHAs $3.537 $2.7%4 $753 21.1%
Vacancies
0-5% T2 A ] 986 36°%%
6%-10% 3.306 2387 7iR 25.8%
11%-15% 324l 2765 478 Y2.2%
16%-20% 3006 3392 , o4 104%
21%-30% 2058 3339 (3233 {16.2961
31 %+ %A%4 . 3464 0,037 {29.9%)
Small PHAs 8,382 23475 Fa 36.58%
Vacancies
0-5% 35%3 2452 1,13t 46.1%
6%-10% 3545 2 486G B3lF 3345
11%-15% 3,083 2371 32 19.9%
16%-20% 2902 2579 523 2308
21%-30% 2,640 3305 45 Q2%
31%+ 2525 - R4k (7363 £23.5%)
Total PHAs $3.647 B3.847 87 (8%
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$967 per unit, while small agencies would experience a gain of $512.

Formula B2: Capitation Excludes Funding for Backlog Modernization. Even 1if backlog
modernization funds weie held out of a cost ildjustefi capitated formula and allocated on the basis
of estimated backlog needs, federal resources would still shift from extia large PHAs to medium
and small PHAs (see Table 3.21). This shift would be considerably more moderate than under
formulas that include backlog modermzation funding m the capitated payment or that ignoie
variations in local cost levels Nevertheless, extra large PHAs would lose a total of $354 mallion,
or 17 percent of thewr current federal funding. Large PHAs would retain nealy all of their
current funding, experiencing an estimated decrease of less than 4 percent. In contrast, medium
sized PHAs would gain a total of $113 malhion (20 percent) under formula B2, and small PHAs
would gamn $284 mllion (34 percent).

After accounting for differences m size, significant differences in outcomes by geographic
region remain  In general, the cost adjustments have similar effects as under formula BI,
working to the advantage of PHAs 1 the Northeast and West and to the disadvantage of those
1n the Central and South Among extra large PHAS, those in the Central region would face the
biggest loss -- 33 percent of their cuntent federal funding, and extia large PHASs in the South
would experience declines of 27 percent Northeastern extra large PHAs would lose only 7
percent of cunent funding, Extia large PHAs m the West, however, would experience a small
mcrease of 10 peicent. Among large PHAs, the overall change in funding levels would remain
relatively small, with losses of 10 percent or less for alf but the West region, where PHAs would
experience a 10 percent funding mcrease. Medium sized PHAs 1n all four tegrons would receive
increased federal funding levels, with the greatest gains in the Northeast (30 percent) and West
(27 percent) Iegionfs, and smaller gains 1n the South (15 percent) and Central region (14 percent).
Like medium sized PHAs, small PHAs 1n all four regions would gain federal funding, from 17
percent {West) to 52 percent (Northeast).

Overall, Western PHAs would fare well under formula B2 compared with the other
regions. While the West would gain $66 million (over 15 percent), the Northeast accrues $22
million (I percent), the South loses $27 milhion (2 percent) and Central region is reduced by $61
militon (6 percent). These gams and losses seem to be a function of funding reductions under

this formula for extra large and large PHAs. In addition, 1t appears that the West 1s moie
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Table 3.21
TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND REGION
Formula B2:

Indexed Payments per Household for
Operaung and Accrual Modernization Funding

1

CAPITATED CURRENT
FORMULA FUNDING DIFFERENCE PERCENT

{millions) {millions) (mmlhions) DIFFERENCE

Extra-Large PHAs $3,775 T O£2.130 15354 {16.6%)
* Northeast 10607 1085 {78 {139
South . 3318 A% {1163 26.79%)
Central s 516 £V 329%)
West 164 94 G T.6%
Large PHAs 31079 NI W £543) 3.9%)
Northeast 349 319 {1y {3.0%)
South 406 456 {445 9.89%)
Central £t . 233 03] {1.5%)
West 154 146 23 G
Medmm PHAs 2475 3562 £113 20 2%
Northeast ‘ 163 125 38 30.3%
South 2537 2452 38 11.9%
Central 156 137 1Y 138%
West 174 98 i Z13%
Small PHAs 1,134 3250 $284 33,5%
Northeast 268 137 72 52 2%
South 524 421 183 2455
Central 285 b3 92 #1,99%
West {13 oK ¥7 17 1%
Total PHAs 34,663 663 30 0.0%
Northeast 1,68% 1.566 22 1.3%
South 1,481 1,508 2% {1.8%)
Central 4583 1,059 513 {5.8%)
West 497 430 BG ¥ 4%
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affected, because its cuirent backlog modernization funding (based on HUD estunates of need)
1s relatively high. Potential causes of this circumstance weie discussed on page 31

Table 3 22 presents the distribution of PHAs by the s1ze and duection of change in fedetal
funding that they would experience under capitated formula B2. The 1esults are similai to those
obtained vnder previous formulas, although the differences among categories of PHAs ate
buffered by the fact that backlog modemization funds are allocated on the basis of need and that
capitated payments are adjusted for local cost variation A total of 11 of the 23 extra laige PHAs
would lose by more than 25 percent, while -- at the oppostte extreme -- more than half of the
small PHAs (63 percent) gain by more than 25 percent Altogether, 412 PHAs would experience
teductions of funding of moie than 6 percent under this capitated formula, while 2,600 PHAs
.would experience funding increases greatet than 6 percent

Changes 1n federal payments per unit aie smaller under formula B2 than under pievious
formulas. Table 3 23 presents average annual per umt subsidies for public housing operations
and modernization under capitated formula B2, and compares them to cuitent per unit subsidy
payments. Per unit subsidies to extia large PHAs would decline by an aveiage of $853 under
capitated formula B2, and laige PHAs would Iose an average of $136 per unit. Medum sized
and small PHAs would experience increases i per umit subsidy payments of $562 and $828,
respectively. Under formula B2, extra large PHASs teceive substantially higher per unit subsidy
payments than under othe:r foimulas, because their backlog modernization costs tend to be
substantially above the average for PHAs mn other size categories, and because many aie located
in high cost areas Central PHAS lose the largest share of their funding ($223 per vnit} under
this formula while the South loses $553, the Northeast gains $55 and the West gains $547.

Tables 3.24 and 3.25 present average per unit subsidy levels by metro status and vacancy
1ate for PHASs 1n diffetent stze categories. Among small and medium PHAs, metropolitan status
again appeats to have no independent impact on formula outcomes Among extra larger PHAS,
however, the few located in non-metro jurisdictions lose about twice as much funding per unit
as those in metro areas. In contrast, large PHAS 1 non-metio areas gain funding, while their
metro counterparts lose under this formula

Vacancy rates, on the other hand, continue to act as primary determmants of federal

funding allocations. For all size categories, PHAs with vacancy rates of 5 percent or below
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Table 3.22
DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS
BY PHA SIZE
Formula B2:

Constant Payments per Household for
Operating and Accrual Modernization Funding

9

LOSS OF LOSS LOSS GAIN/ GAIN GAIN GAIN OF
MORE or or LOSS or OF MORE
PHA SIZE THAN 25% 25-11% 10-6% +- 5% 6-10% 11-25% THAN 25% TOTAL
Extra-Large PHAs it 7 0 2 i 3 {4 23
™)
Large PHAs 13 ki 11 20 8 18 26 131
™) ’
Medum PHAs 9 gex ] 32 14 {6 f13 253
™)
Small PHAs 94 126 71 187 112 450 1,788 2,834
M)
All PHAs 127 1’9 b6 241 135 536 1529 5,253
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Table 3.23

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND REGION
Formula B2:

Indexed Payments per Household for
Operating and Accrual Modernization Fundmg

CAPITATED CURRENT PERCENT

FORMULA FUNDING DIFFERENCE DIFFERENCE

Extra-Large PHAs $4,274 $5,427 BE5D {16.69%)
Northeast 4,742 5118 358} {7.2%)
South 3.23% 4,418 {1,17hH (26.7%)
Central 4208 6,264 2,063 A2.9%)
West 4534 ‘ 4225 405 94%
Large PHAs $5,3%9 3,515 41363 {3.5%:}
Northeast 3,741 3,916 ' £119) GH%)
South 2,965 3.28% 323 {4.8%)
Central 3,405 3456 52 {5,5%3
West 4023 3,661 352 959%
Medium PHAs $3.346 $2,784 3582 20.2%
Northeast 3,598 2176% 835 30,3%
South 2977 2,392 3%3 14.9%
Central 2384 Z572 412 128%:
West 3,828 3.007 by itd 213%
Smail PHAs $3,304 §1.475 $52% 33.5%
Northeast 3,752 2465 1288 542%
South 3HZE 2418 593 285%
Central 3,345 3265 1084 47 5%
West 4,088 3492 595 17,19
Total PHAs 336047 $3547 36 0,0%
Northeast 4,275 4,226 55 13%
South 3,059 3,093 35) (1.39%)
Central 3,623 3,847 {2233 (5.8%)
West 44558 3,551 7 154%
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Table 3.24

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND METRO STATUS

Formula B2:
Indexed Payments per Household for
= Operating and Accrual Modernrzation Funding
CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIEFERENCE
Extra-Large PHAs 24,274 5,127 {3538 (16.5%)
Metro 4,326 5,145 319 (15.9%)
Non-Metro 3410 4,836 {1420 (20,455
Large PHAs $3.389 $3,5285 £$136; {35%)
Metro 3,313 3534 3213 (5.89)
Non-Metro 3507 3213 394 12.3%
Medium PHAs ¥3,34¢ 82784 3562 2%
Metro 3214 2554 s66 21.14%
Non-Metro Aa47 2383 A4 B.6%
Small PHAs $3304 24T 3{828 33,5%
Metro 3,361 2478 885 35 8%
Non-Metro 3298 2ATS 823 33.2%
Total PHAs £3.647 $3.6547 St Q%
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Table 3.25

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND VACANCY RATE
Formula B2+

Indexed Payments per Household for
Operating and Accrual Modermization Funding

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs $4.274 $5327 ($85%) 116.6%%
Vacancies
0-5% 4778 4526 248 3.5%
6%-10% S 3,285 (4503 (11.6%)
11%-15% 33528 4,437 909} 12059
16%-20% 4374 4504 {232 34740
21%-30% 3,778 5838 {2,663 {33.3%)
31%+ 3557 3876 2315 (39.4%)
Large PHAs 43,389 83,525 {5136) B.9%)
Vacancies
0-5% 3320 2353 7% 32%
6%-10% 3459 3,646 {187 {3.1%}
11%-15% 152 3419 £2653 {7.8%)
16%-20% 145 3,583 1458 TEL. 25
21%-30% 3854 42245 RN 5] {27 7%}
31%+ 258 3,744 {£.161) 33 0%
Medium PHAs 33,546 53484 $562 202%
Vacancies
0-5% %491 2,715 T 2B.5%
6%-10% 33058 2787 53 8%
11%-15% 3,032 2365 27 FFG
16%-20% Z874 2332 152 58
219%-30% AL 3598 BHn {16 393
31%+ 2,663 3464 i {501y {23.1%)
Small PHAs $3,304 52473 328 33.5%%
Vacancies :
0-5% 2474 A5 kfires . 7%
6%-10% g,241 3486 756 04
11%-15% EXEL 2571 be 03 28.4%
16%-20% ZR18 239 438 %A%
21%-30% 2,548 2,395 iRG TS
31%+ 2356 2846 (S8 FET %Y
Total PHAs 33647 : 34647 A0 V0%
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would receve mncreased federal funding, ranging from $176 per unit for large PHAs to $1,022
per unit for small PHAs. Extra large and large PHAs with higher vacancy rates (over 5 percent)
would experience declines i per umit funding levels, with the largest declines experienced by
PHAs with the hughest vacancy rates. Medium sized and small PHAs would also expeiience
declnes 1n per unit funding if then vacancy rates were high (above 20 percent for medium sized
PHAs o1 above 30 petcent for small PHAs). It 1s umportant to note, that regardless of vacancy
rate, extia large and large PHAS still fare less well under capitated formula B2 than medium and
small PHAs. ‘

Formula B3: Capitation Excludes All Modermization Funding. If only operating subsidies
were allocated on a capitated basis, with adjustments for local cost levels, and with modemization
funding allocated on the basis of estimated needs, the redistribution of federal 1esources would
be mote modeiate than unde:r any of the previous formulas, although funding would still shaft
away from extra laige and large PHAs to medium and small PHAs. Table 3.26 compates the
allocation of fedeial funding under capitated formula B3 to the current allocation of funding by
PHA si1ze and region  Even though the allocation of all modernization funding 1s unaffected by
this formula and the capitated payments for operating subsidies are mdexed, extra large PHAs
would lose a total of $328 mallion, o1 15 percent of theu curtent federal funding. Large PHAs
would lose $40 muillion, 4 petcent of thewr curnient funding. In contrast, medium sized PHAs
would gain by $111 miullion (20 peicent), and small PHAs would gamn $257 million (30 peicent).

As m pievious sunulations, outcomes differ by geographic 1egion within size categones,
with PHASs 1n the West faring better than thewr counterparts in the extra large, laige, and medum
categories, while faring woise than their countetparts in the small categoty. Among extra lage
PHAs, those 1n the Central 1egion would continue to expenence the gieatest decline in fedeial
funding -- 30 percent of thewr cutzent funding Among large PHAs, agencies in the Northeast and
South both lose about 5 and 8 percent of their current funding, respectively, under fotrmula B3
PHAs in the Nottheast, South and Central iegions lose from less than 1 peicent to 6 percent
funding under formula B2, while PHAs mn the West 1ealize a moderate gamn (16 percent).
Funding reductions for the Northeast, South and Central regions may be explained by losses for
extra large (7 to 30 percent) and large PHAs (2 to 8 percent)., Gains, however, for Western

PHAs seem due to greater funding for medium (29 percent) and small agencies (19 petcent)
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Table 3.26
TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND REGION
Formula B3:

Indexed Paymenis per Household for
Operatmg Funding

CAPITATED CURRENT
FORMULA FUNDING DIFFERENCE PERCENT
{millions) (millions) {(millions) DIFFERENCE
Extra-Large PHAs $1,804 $§2.130 $32% {E5.4%)
Northeast LOGR 1.685 {77 {7.1%)
South 331 434 (103 {23.19%)
Central 340 515 {1563 £H1L2%)
West HA ) 7 F.3%
Large PHAs 31082 81,122 (544} £3.5%)
Northeast B 319 (15} {4 900
South 4155 430 (34> {7.6%)
Central 21 213 3 {159y
West 153 146 13 9 4%
Medium PHAs 3673 352 $iH 193%
Northeast 135 1258 31 24.5%
South 233 202 33 16.4%
Central 156 137 19 135%
West 124 a8 28 28,9%
Small PHAs $LIOY $850 3257 0.3%
Northeast 186 137 58 42.0%
Sonth FH 421 g 23 5%
Central 215 183 82 #4234
West 115 a% 18 18.7%
Total PHAs $4,66% 4,563 36 80%
Northeast 1,683 - 1,656 {3} $2%)
South 1,568 1508 (&3 {637
Central 1A 1859 {58} {5.5%)
West 457 430 @7 1I855%

60



Table 3.27 reports the distribution of PHAs By the size and duection of change 1n federal
funding simulated for capitated formula B3. Agamn, the pattern of losers and gamers 1s familiar.
Altogether, 356 PHAs would lose by more than 5 petcentage points, while 2,605 would gain by
more than 5 percent As before, extra large PHASs are the most Iikely to lose funding, with 9 of
the 23 extia large PHAS losing by moie than 25 percent, 9 losing between 11 and 25 percent,
and 1 losing between 6 and 10 percent. And while there are losers among the small PHAS, over
half (61 percent) gamn by more than 25 percent.

Changes 1n per unit funding levels under formula B3 follow essentially the same pattern
as under Bl and B2, but are more moderate. Because only operating subsidies are reallocated
on a capitated basis under thus formula variant, PHAs retam all of theu current modetmzation
funding. As shown in Table 3.28, annual per unit subsidies to extra large PHAs would decline
by an average of $791 under capitated formula B3, while large PHASs would lose an average of
$125 per umt. Medium sized and small PHAs would expetience incieases in per unit subsidy
payments of $550 and $750, 1espectively Overall, Northeast, South and Central regions lose
from $8 to $212 per unit The West iegions gams $549 per unit

Tables 3.29 and 3.30 ieport average per umit subsidy levels by metio status and vacancy
rate for PHAs n different size categories. As for other formulas, metropolitan status appears
to have relatively little impact on formula outcomes for medium and small PHAS  Among extia-
latge PHAS, however, non-met1o agencies lose about twice as much in per umt funding as met1o
agencies The pattern among large PHAs 15 1eveised, with non-metro agencies gainung while
those m metro areas lose funding.

Vacancy iates play a key role m determining funding outcomes. Even though all
modernization funding 1s held constant under foimula B3, PHAs with the highest vacancy rates
consistently lose funding under this system, while PHAs with low vacancy rates erther gan
funding o1 lose less funding than other PHAs of their size  Among extra large PHAs, the change
i annual per umt funding ranges from an average gamn of $199 per umt among those with
vacancy 1ates of 5 percent or less to a loss of $2,155 among those with vacancy rates from 16
to 20 percent C()nespondlngly, among small PHAs, the change in per uvnit funding ranges fiom

a gam of $877 among agencies with vacancy rates of 5 percent and below to a loss of $195 per
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Table 3.27

DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS

BY PHA SIZE
Formula B3:

Constant Payments per Household for

Operatung Funding
LOSS OF L.OSS LOSS GAIN/ GAIN : ‘GAIN GAIN OF
MORE OoF OF LOSS OF OF MORE

PHA SIZE THAN 25% 25-11% 10 - 6% +. 56 6 -10% 11 - 25% THAN 25% TOTAL

Extra-Large PHAS B 9 1 2 0 2 6 23
)

Large PHAs 0 32 18 20 9 17 24 %11
@)

Medmom PHAs 4 2% b 53 19 58 112 255
™

Small PHAs 38 122 34 237 146 482 1731 2834
N

All PHAs &l 184 111 292 169 569 1,847 3,253

(N)




Table 328

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND REGION

Formula B3;
Indexed Payments per Household for
Operating Fundmg
CAPITATED CURRENT PERCENT

FORMULA FUNDING DIFFERENCE DIFFERENCE

Extra-Large PHAs 4,336 £35,127 BT {1344%)
Northeast 4748 5110 62} AR
South 3369 4415 {1,646) (A37%)
Central 4376 6,269 (1,593 36:2%)
West 4,537 4,278 309 735
Large PHASs 3405 43,525 15125) 3.5%)
Northeast 3,720 3,510 £100y {4.9%}
South 3038 3,288 (25%) {16%)
Central 3405 3456 (513 G.5%3
West 3963 2601 343 G4%
Medium PHAs $3,334 $2.784 155G 14.8%
Northeast 3437 - 2764 &6 24.5%
South 3817 2392 475 154%
Central 3,386 2572 413 13.9%
West 1877 3407 870 I8 0%
Smali PHAs 83,225 $ZATS £730 W0 3%
Northeast 3513 2455 1LA50 42.65%
South 2986 2418 558 23,5%
Central I 2,265 N 537 £1.3%
West 4,543 3491 552 18 7%
Total PHAs 53,547  sap7 50 0%
Northeast 4212 4220 8 {B2%)
South 3083 3,002 {10y 03%)
Central 3,835 3,847 21D 15.3%)
West 4,30 3.55% 549 1I5.5%
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Table 3.29

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND METRO STATUS
Formula B3:

Indexed Payments per Household for
Operatng Fundmg

- CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE

Extra-Large PHAs ¥4,336 $5,127 3795 {15.4%)
Metro 4,384 5,145 (761} (14.8%)
Non-Metro 3,542 4,830 {1,288} 26 796}
Earge PHAs 33400 $352% (8125 (3.5%)
Melro T 332 3,634 (36%) {8.5%)
Non-Metro 36811 3,213 398 12.4%
Medium PHAs " $3334 0,754 %350 WA
Metro 3,163 2,634 509 19.2%
Non-Metro 3455 2,883 582 2%
Small PHAs $3.225 R2ATS $750 3B.3%
Metro 3,215 2A% G 9%
Non-Metro 3,076 2478 751 35.4%
00%

Total PHAs 53847 $3,647 30
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Table 3.30

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND VACANCY RATE

Formula B3:

Indexed Payments per Household for

Operating Funding

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFEFERENCE
Extra-Large PHAs 34,356 $5,4027 ($7H) {15.4%)
Vacancies
0-5% 4,728 4,338 199 © A.A4%
§%-10% 3748 4,735 14873 {13.5%)
11%-15% 3540 A337 {387} {19.3%3
16%-20% 4539 5,694 12,155 {32.2%
21%-30% 2584 5838 (1855 {31.3%:
31%+ 3818 5B (1,852} £58.5%3
Large PHAs S3400 3535 (5125 {35%)
Vacancies
0-5% 3480 3,353 37 4.}%
6%-10% 3451 2,646 {195 {5.3%)
11%-15% 3,27 3418 {140 {4.1%)
16%-20% 3183 3584 {398} {1E.1%]
21%-30% 3,187 - 4228 {£42%) {24485
31%-+ 2850 30 (8903 {355
Medium PHAs $3,%534 S84 S50 19.8%
Vacancies
0-5% 3,451 2713 Fib T1I%
6%-10% 3281 2987 494 13.9%
11%-15% 3,068 2,765 303 1140%
16%-20% O iz 24% Q1%
21%-30% 3128 3539 {458y {1E.8%)
31%+ 2,959 34p4 {565 {14 6%
Small PHAs $3.225 32475 $T56 31:3%
Vacancies
0-5% 3,33 2452 877 353%
6%-10% 3388 L3486 HZ 23.2%
11%-15% 3,164 2,571 354 230%
16%-20% 2822 ¥ 443 1865
21%-30% 7,668 2,385 273 11 4%
31%+ 2651 28446 {1935} (A%
7
Total PHAs 33,647 $3647 %0 0.0%
14
Ei




unit among those with vacancy rates over 30 percent. Never’theless, at every vacancy rate range,
extra large and large PHAs continue to be more likely to lose funding under capitated formula
B3 than medmm and small PHAs. In the 11 to 15 percent vacancy range, for example, extra
large PHAs would lose an average of $857 per unit 1n federal funding, while small PHAs would

gain an average of $593.

Formula C: Fair Market Rent Payments for Public Housing Residents

The third set of formulas (Cl, C2, and C3) considered heie simulate how fotal funding
levels might be affected by a capitated system in which the per household payments are based
on independent estimates of the costs of delivering housing services. Unlike formulas A and B,
these formulas are not constramned by the existing level of national funding for public housing,
but rather provide a rough estimate of the financial mmplications of a funding system that
termbursed a PHA at market 1ates for delivering housing services to each resident household.
Again, three vanants of the basic formula are considered, one n which the capitated payment
replaces all operating and modernization costs, a second in which backlog modernization funding
continues to be provided on the existing, CGP formula basis, and a thud in which all
modermization funding 1s allocated by the CGP formula.

Formula CI1- Fully Capitated FMR-Based Payments. A capitated system that replaced
all current PHA operating and modernization subsidies with 1ievenues pegged to local Fawr Market
Rents would substantially reduce total federal contributions to the public housing program. As
Hlustrated by Table 3.31, total federal spending would decline by 31 percent (about $ 1.4 billion),
with PHAs in every size category diamatically affected Extra large PHAs would lose a total of
$777 million, or 37 percent of their current federal funding. Large PHAs would lose a total of
$328 mullion (29 peicent), and small PHAs would lose a total of $301 million (35 percent) A:q
a group, medum sized PHAs would face a somewhat less precipitous decline, losing a total of
$25 mulhon (4 percent). Regardless of size, PHAs would be worse off under this formula than
under any of the other capitated formula alternatives considered earlier.

Within each size category, PHAs i different geographic regions would face somewhat
dafferent ouvtcomes under capitated formula Cl1. In all but the small size category, PHAS 1 the
West would gain funding under an FMR-based capitated system In contrast, Central PHASs
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Table 3.31
TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND REGION
Formula Ci:

FMR-Based Payments for All
Operating and Modermzation Funding

CAPITATED CURRENT
FORMULA FUNDING DIFFERENCE PERCENT
(millions) {millions) (mullions) DIFFERENCE
Extra-Large PHAs $1.353 £2.136 BT 38.55%)
Northeast, i 1083 4163 t38.3%)
South 38 434 {120 (27.7%}
Central 243 . 316 Q275 (3LE%)
West 126 94 3 33,3%
Large PHAs $794 35,122 3328) 28.3%)
Northeast 165 318 {154) A3.3%)
South 34% 450 {165 (3229
Central 115 213 £983 {46.0%)
West 146 146 25 18.7%
Medium PHas $337 8562 L$2%) (4.4%)
Northeast G 125 £27} (215%)
South 188 262 {14y {6.9%)
Central 14 137 £33 {24.2%y
West 147 93 &G 6%
Small PHAs $549 3850 (3361 35 4%}
Northeast b 137 LX) {31.7%)
South 284 421 3D £32.3%)
Central 10% 193 ©) (AT A%)
West 9 % 25 (29.25%)
Total PHAs 3,232 . $he6y7 ($1430) (30.7%)
Northeast 10058 1,566 1640 (38 49y
South 1,134 £568% {374 2A.8%)
Central 54 1,059 {495y (45 5%
West 509 430 78 18.2%
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would experience the greatest losses (47 percent overall), ranging from 24 percent to 53 percent
of theu cuirent funding levels These 1esults suggest that FMRSs 1elative to public housing ients
are geneially hugher in the West than in other regions, particulatly the Cential 1egion

The overall drop in federal funding that would occur under formula CI 1s teflected fuither
1n Table 3.32, which reports the number of PHAs in each size category that would experience
either gamns or losses of various magnitudes. Altogether, 2,449 PHAs would face losses gieater
than § percent under this formula, while only 623 would experience funding gains. For the first
time, the majonty of small PHAs would lose funding at a substantial rate  In fact, in every size
category, the majority of PHAs would stand to lIose under this capitated scheme.

What would the FMR-based formula yield 1n terms of annual subsidies per unit? Table
3 33 presents average per unt subsidy levels under capitated formula CI compared to current per
unit funding levels by PHA size and region. The overall average subsidy per unit drops by
$1,120 -- from a current level of $3,647 to an FMR-based level of $2,527. Average payment
levels drop by $1,871 among extra large PHAs, $1,032 among large PHAs, $123 among medium
sized PHAS, and $876 among small PHAs. Nevertheless, under the FMR-based formula, extra
large PHAs would 1eceive substantially higher per unit subsidy levels than PHAs in other size
categories, and small PHAs would receive the lowest per umut subsidies. Also, PHAs i the West
enjoy a moderate gain under this formula. The Northeast, South, and Central regions would lose
from $767 to $1,799 (or 25 to 47 percent per unit), while the West would gain $647 (18 percent).

Table 3.34 presents average per unit subsidy levels by PHA size and metro status. Among
extra large and small PHAs, those 1n non-metro aieas expeiience greater funding losses than
those 1n metro areas. For example, extra large PHAS 1n metropolitan areas experience an average
declne in federal funding of $1,825 per unit, while those m non-metropolitan communities lose
$2,628 per umit. Simtlarly, small PHAs 1n metro areas lose an average of $451 per unit,
compared to $917 for small, non-metropolitan PHAs. The reverse 1s true among large PHAs,
where agencies in metro areas lose an average of $1,289 per unit compared to $299 for large
non-metropolitan agencies. Among medwm sized PHAs, however, metropolitan status appears
to make little difference.

Under the FMR-based capitated funding scheme represented by formula Cl, a PHA’s

vacancy rate continues to play a major role in determining funding levels. The relationship
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Table 3.32
DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS
BY PHA SIZE
Formula C1;

Constant Payments per Household for
All Operating and Modernuzation Fundmg

69

LOSS OF LOSS LOSS GAIN/ GAIN GAIN GAIN OF
MORE or OF LOSS or OF MORE

PHA SIZE THAN 25% 25-11% 10 - 6% +/- 5% 6-10% 11 - 25% THAN 25% TOTAL

Extra-Large PHAs i 5 i 1 i i 1 23
™)

Large PHAs 43 2 3 i2 3 14 12 131
™

Medium PHAS 183 32 7 18 9 if 4 263
(N}

Small PHAs 1877 245 68 130 59 144 301 2,834
™)

All PHAs 2064 3HM £1 181 7 166 391 3,233

™)




Table 3.33

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND REGION
Formula C1:

FMR-Based Payments for All
Operatng and Modernmzation Fundmg

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs $3,256 35,427 1871 {36.5%)
Northeast 3,350 53110 {1.959) £38.3%)

South 3,392 2415 (1.22%) Q7% .
Central 2859 5,208 {331 (FL8%)
West 5437 4103 1408 333%
Large PHAs $7.403 ¥3,525 L R3%
Northeast 2,071 DI {3,885} @R.3%)
South 2 535 3,288 (7495 (22.8%)
Centrl 1,865 . 3.456 {3,551 (46.0%

West £345 3 6 685 £87%
Medium PHAs 82,061 $2.784 (3123 {A4%}
Northeast 2,164 2,761 (598} (21.6%)
South 7413 2,592 79 {6.9%)
Central 2,252 2872 | 72D (4.2%)
West 4508 3307 L3521 SG6%
Small PHAs §1,500 0 475 4876} (35.4%)
Northeast 1684 2463 78Dy (31 T
South 1632 2418 CI8G) 32.5%3
Central L0 7265 (07D (47.4%)
West 2471 - 3492 {10213 (29.29%)
Total PHAs $2527 33,647 (54,170 (30,796
Northeast 2,507 L7220 (1622 (38 A%
South 2,377 hoo (76T (94 8%
Central 2048 3,847 £1,799) (46.8%)
West £19% 3,351 647 18.2%
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Table 3.34
AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND METRO STATUS
Formula C1:

FMR-Based Payments for All
Operatng and Modernization Fundmg

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs %3256 55,327 £31,871) (36.5%)
Metro 3319 5,145 . (1,825 B55%) .
Non-Metro 2,200 4,830 2,628) (54.4%)
Large PHAs 52493 $3,525 31132 (29 3%
Metro 2.34% 3,634 {1,289) {35.5%)
Non-Metro 2514 3213 {254 039
Medmm PHAs $2.661 378 (5123} 4%y
Metro 2474 2,634 {1803 (6.5%)
Non-Metro 2,804 2,883 (79 (2.8%)
Small PHAs $1,548 478 (3876} {35.4%)
Metro 2,025 2476 451 (18.2%)
Non-Metro 1388 2475 1233} (37.1%)
Total PHAs w327 $3.647 (81,120 (GOT%
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between vacancy rates and fundng levels is somewhat less direct than under earlier formulas,

because FMR-based payments vary with local FMRs and with a PHA’s unit mix, as well as with
1ts vacancy 1ate. Moteover, unlike formulas simulated earliet, except for medium PHAs, formula
C1 does not increase per unit subsidy levels, even for PHAs with the lowest vacancy 1ates (see
Table 3.35). Among extia large PHAs, the reduction 1 per unit funding ranges fiom $394 per
unit among PHAs with vacancy rates 6 - 10 percent to $4,606 among PHAs with vacancy rates
over 30 percent. Correspondingly, among small PHAs, the decline in per umt funding 1anges
from $642 among PHAs with vacancy rates under 6 percent to $2,877 among PHAs with vacancy
1ates over 30 percent. As in previous simulations, extra large PHAs appear to lose the most
under a capitated system, regardless of vacancy rate.

Formula C2: FMR-Bused Payments Plus Funding for Backlog Modermization. 1If an
FMR-based formula system were supplemented by backlog modernization funding that was
allocated on the basis of estimated backlog needs, federal payments to PHAs would declme by
less than 5 percent relative to current funding ($229 mallion). Table 3.36 compares the allocation
of federal funding under capitated formula C2 to the current allocation of funding by PHA size
and region. Medum sized PHAS as a group would 1ecerve increased funding, while PHAs mn
the other three size categories would lose between 3 percent and 12 percent of thew federal
funding. Extia large PHAs would lose a total of $247 mullion, or 12 peicent of their, current
federal funding. Laige PHAs would lose $74 mallion (7 percent), and smali PHAS woulq lose
$28 mulhon (3 percent).

After accounting for differences in size, outcomes for PHAs i different geographic
regions vary substantially under capitated formula C2, with PHAs 1n the West faring best and
PHAs in the Central region faring worst. Among extra large PHAs, those 1n the Central region
would experience a 24 percent decline in federal funding, while extra large PHAs 1n the West
wounld actually gain by 65 percent. Similarly, large and medium sized PHAs 1n the West would
expenience funding increases of roughly 48 and 82 percent, respectively while small PHAs in the
West would gain by about 8 percent. In contrast, for PHAs in the Central region, losses 1n
federal funding levels range fiom 12 peicent among small sized PHAS to 24 peicent among extra
large PHAs. Overall, the Northeast, South and Central regions lose from $34 to $216 million
(2 to 18 percent) m funding.- PHASs 1n the West, however, gain $217 mullion (50 peicent) under
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Table 3 35"

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND VACANCY RATE
Formula C1:

EMR-Based Payments for All
Operating and Modernization Fundmng

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs $3/256 8,137 StEm {36.5%)
Vacancies
0-3% B23% 4.4 11,00 $28.5%
6%-10% 384 4338 €394 {0R%3
11%-15% 3233 8437 (LESD) (20,59}
16%-20% 4090 6.694 (2604} 38993
21%-30% 2358 838 {3,238 IS6.2%3
31%+ 1,264 581G (,608) {78,580}
Large PHAs %2,499 $3,525 GL32) (30.5%%
Vacancies
0-5% A28 3353 {343 £y
6%-10% 2,391 B 546 {3,255 {345%}
11%-15% 2263 3419 Yy (16.3%)
16%-20% 1,133 3,554 {2430 €57 8%}
21%-30% 134 4206 3178y £75 2553
31%+ T34 334 £3.4006) {8019}
Medium PHAs B2 66T 82584 $125) {449
Vacancies
0-5% 3,190 2,715 475 17.5%
6%-10% 233 2787 {4533 £18 2%}
11%-15% 2033 265 {732} (26.5%)
16%-20% 1,554 2,732 {E168) Z ks
21%-30% 1694 3,938 (2,443 (59 5%
3%+ 8D 2364 {3.540% (He 25%)
Small PHAs 51599 BIATS ($8763 U35.4%)
Vacancies _ !
0-5% L5190 2452 &4n £36,3%%
6%-10% 1,595 2,486 B £35.8%)
119%-15% 1243 2578 (3,329 £51 7%
16%-20% 994 231 ' R 59.2%)
21%-30% 798 2,895 {1 667) AR50}
31%+ 31} 3846 (2311 {501 1%)
Total PHAs $3.507 B3.841 {51,119 (30750
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Table 3.36
TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND REGION
Formula C2:

FMR-Based Payments for
Operatmg and Accrnal Modermzation Funding

CAPITATED CURRENT
FORMULA FUNDING DIFFERENCE PERCENT
(millions) {millions) (millions) DIFFERENCE
Extra-Large PHAs 81,883 32,130 &4 {11.6%)
Northeast 432 1,685 {133} (14195
South 303 434 31 1%
Cenfral 361 316 (£2:4) A%
West 156 od 41 ELO%
Large PHAs R164% $1,122 FD BBy
Northeast 243 319 (78} (23.8%)
South 433 450 {7 £3.8%)
Centeal 165 213 149} (22.8%)
West 208 M0 B7 4804
Medium: PHAs 3652 $563 $12% 21 5%
Northeast 132 125 7 5.6%
South 284 22 21 W%
Central 130 137 2 14%
West 178 9 &) R20%
Small PHAs $821 3850 {528) (334:)
Northeast 14z 137 ¥ 3%
South 404 429 {38 429
Central 110 193 (34 (12.29%)
West 15 9% 3 F.9%
Total PHAs $4.434 . BE53 $225 £4.99%)
Northeast 1440 1,665 2I5) {13.0%)
South 1474 1,508 {34} (23%)
Central Be4 1.05% {053 {IRA%)
West Bi? 430 217 303%
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formula C2.

Table 3.37 reports the distribution of PHASs by the size and durection of change in fedeial
funding that they would experience under capitated formula C2. Interestingly, the results are
different from those obtaned under other formulas considered thus far, A total of 1,820 PHAs
would lose by more than 5 percent under formula C2, while 1,206 would gain by more than 5
percent. For the first time, extra large PHAs do not appear to suffer disptoportionately. Only
7 of the 22 extra large PHAs would lose by moie than 25 percent, while 3 would lose by
between 11 and 25 percent, 3 would gain by between 11 and 25 percent, and 3 would gain by
mote than 25 percent. The distribution of small PHAS 1s essentially the same, with 42 percent
losing by more than 25 percent and only 26 percent gaming by more than 25 percent

Not surprisingly, changes i fedeial payments peir unit are considerably moie moderate
under formula C2 than under formula Cl, becawse funding for backlog modermization
supplements the FMR-based payment and 1s allocated on the basis of estumated modeinization
need, 1ather than on a capitated basis, Table 3 38 presents average annual per unit subsidies for
public housing operations and modernization under capitated formula C2, and compares them to
current per unit subsidy payments. On average, per unit subsidies would decline by only $179,
from an average of $3,647 to $3,468. Pe: unit subsidies to extra large PHAs would decline by
an average of $594, large PHAs would lose an average of $234 per unit, and small PHAs would
lose $83 per umit. Medium sized PHAs would experience a moderate inciease in per unut subsidy
payments -- $598 on aveiage. Under formula C2, the average per umt funding levels would
range from a high of around $7,000 per umt for extra large PHAs 1n the West to a low of about
$2,000 for small PHASs 1n the Central region. Due to the effect of this formula primarily among
extra large and large PHAs, the Northeast, South and Central would lose from $71 (2 peicent)
to $707 (18 percent) per unit, while Western PHAs gamn $1,787 on 50 percent funding per unit

Tables 3.39 and 3 40 1eport average per unit subsidy levels by meto status and vacancy
1ate for PHAs 1n different size categoiies As under formula Cl, extra large and small PHAS n
non-metropolitan areas experience greater funding losses than thei‘r counterparts in metropolitan
areas. However, the reverse 1s true for large and medium sized PHAs, where those 1n non-

metropolitan communities appear to faie better than those located in metro areas.

75




oL

Table 3.37
DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS
BY PHA SIZE

Formula C2:

Constant Payments per Household for
Operating and Accroal Modernization Funding

LOSS OF LOSS LOSS GAIN/ GAIN GAIN GAIN OF
MORE OF oF LOSS OF OF MORE

PHA SIZE THAN 25% 25-11% 10 - 6% - 5% 6-10% 11 - 25% THAN 25% TOTAL

Extra-Large PHAs l 7 3 2 3 1 3 3 23
M)

Large PHAS 38 14 9 10 b4 15 35 131
™)

Medium PHAs 55 "33 i 23 5 36 160 255
™)

Small PHAs 1204 344 96 189 &0 215 796 2834
N)

All PHASs 1304 223 118 227 93 279 834 5,25%

)




Table 3.38

AVERAGE PER UNIT FEDERAI. PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND REGION
Formuia C2:

FMR-Based Payments for
Operating and Accrual Modernizatton Funding

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs $4.53% $5,127 45543 {15.0%)
Northeast 4,389 5,140 (723 (14195
South 4005 4,435 1316 (1.1%)
Central .75 6,269 (512 24.1%)
West 8,978 4274 2,758 63 8%
Large PHAs $3.201 %3525 : £52343 {8.6%)
Northeast PALZE: 3916 529y (93.8%)
South %162 : 3288 (127} {3.8%)
Central 2,567 2456 (789} {22.8%)
West . 5418 2641 ) 1,757 48.0%:
Medium PHAs $3.381 32784 598 21.5%:
Northeast 7 2918 281 155 5.65%
South 2947 2,597 485 15.6%
Central 1,015 2972 3 1 4%
West 5474 3007 2467 21%
Small PHAs $2393 4TS (583 @3%)
Northeast 2,536 2468 B] * 3.7
South 2317 2418 (10%) 2%y
Central 1,98% 2,263 {276 (12.2%)
West 3,768 3492 26 1.9% )
Total PHAs $3,463 $3647 £5179) A.0%)
Northeast T 367 4,276 {548y {(13.0%)
South 3,025 34093 {71} {239%)
Central 3140 3847 (H7y {IRA%)
West ) 5,338 3,351 1,787 30.3%
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Table 3.39
AVERAGE PER UNIT FEDERAIL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND METRO STATUS
Formula C2:

FMR-Based Payments for

Operating and Accrual Modernization Funding

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFEFERENCE DIFFERENCE
Extra-Large PHAs $4,533% 5,327 £$554) (11.5%)
Mefro 4,608 5,145 £539) A%
Non-Metro R.278 4,830 {1,552 (32.1%3
Large PHAs $2,291 $3.525 ﬁﬁé“}, 0.6%3
Metro 3,116 34634 {518) {14.3%)
Non-Metro 37H 3213 TR 18.6%
Medium PHAs %3351 32,784 L30R Z1.3%
Metro 3487 . AG54 433 5 3%
Non-Metro 3,508 2,883 725 25,1%
Smail PHAs £2,393 $2475 383) (3.3%)
Metro 21838 " 3G 308 124%
Non-Metro 2,335 2475 320 4.9%)
Total PHAs $3468 ¥3.647 ($179) 4.9%)
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Table 3.40
AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND VACANCY RATE
Formula C2:

FMR-Based Payments for
Operating and Accrual Modermization Funding

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs $4.533 $5,10% o 558 {35.6%)
Vacaneies
0-5% 4305 4,526 222y (4.9%3
6%-10% 4,824 4,258 541 13.9%
11%-15% 3§, 207 . &A37 {229} 5329
16%-20% 2916 64594 CHI8Y {1L5%)
219%-30% 4025 T 583k {181%) 51193
31%+ 2,562 . 58 {2,908} 48 3%
Large PHAs $3,281 $3,525 &334} E6%)
Vacancies :
0-5% 3,828 3353 4%3 14 2%
6%-10% 3313 3646 {453y {11.9%3
11%-15% 3,647 3419 217 H.4%
16%-20% 1,859 3.384 TL725} 48, 1%)
21%-30% 1897 4,236 {2339 {55,191
31%+ 1544 5140 {2200 {5585}
Medium PHAs %3381 $2.7184 $308 2L3%
Vacancies
0-5% 3934 2,715 1218 £4.9%
6%-10% 3088 TART 250 Q0%
11%-15% 26818 2763 {HY {3.8%)
16%-20% ALY 2722 1325} {18.3%
219%-30% 1,858 3539 {881} (47 5%
31%+ 77 3464 (25643} £77 6963
Smali PHAs 32393 $2,475 543 {3.3%3
Vacancies
0-5% 2,625 2458 173 L1%
6%-10% 2,876 2,435 (1 (459
11%-15% 2044 3571 . 22y £20.9%)
16%-20% 1,634 237 {46y {31.3%)
21%-30% 1,354 2,598 {1041} {43.3%)
31%+ 46 2845 {2,094 {B3%y
Total PHAs 53468 83547 ) 18179 {4.9%)
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Vacancy tates continue t0 play a major iole m determining funding outcomes, even
though formula C2 provides backlog modernization funding on the basis of physical needs per
unit rather than on the basis of h‘;)useﬁg)lds served. In fact, under this version of an FMR-based
formula, several categories of PHAS w1tl} low vacancy 1ates would experience increases in per
unit funding levels, while reductlons in per unit payments would be Imited to PHAs with
moderate to hugh vacancy rates. Among extra large PHAS, agencies with vacancy rates between
6 and 10 percent would receive a 14 percent inciease in per unit fundm;; while those with higher
vacancy rates would lose from 5 to 50 percent of curtent funding. A similar pattern applies
among PHASs 1n other size categories. Moreover, this is the first formula in which smaller PHAs
do not fate better than large and extraTlarge PHAs, even after controtling fot vacancy rates. In
fact, among PHAs with vacancies between 11 and 15 peicent, extra large agencies would lose
an average of $229 ﬁer unit in federal fundmg, while small agencies would lose $522 on average.

Formula C3: FMR-Based Payments Plus Funding for Al Modernization If an FMR-
" based federal payment were supplemented by full payment of modernization funding allocated
on the basis of estimated needs, total federal payments to PHAs would increase by about 21
— percent ($973 million). PHAs m every stze category would gain, but gains would be greater for
medum s1zed and small PHAs than for extra large and large agencies. Table 3.41 compares the
allocation of federal funding under capitated formula C3 to the current allocation of funding by
PHA size and tegion. Extra large PHAs would gam a total of $212 million, or 10 percent of
thewr current federal funding. Among extra large PHAs, those in the Central region would
experience an § percent decrease in federal funding, while PHAs in the West would receive a 90
percent increase in federal funding. Large PHAs would gain $216 mallion, [9 percent of their
current funding. Mediwm sized PHAs gamn by $302 million (54 peicent), and small PHAs would
gain $244 malhon (29 percent).

As 1n previous simulations, outcomes differ by geographic region as well as by PHA size
category, with PHAS 1n the West faring dramatically better than theiwr counterparts ($341 million
ot 79 percent), and PHAs 1n the Central iegion generally experiencing the smallest gains ($51
million or 5 percent). Overall, the Northeast gained $197 muhon (12 percent) while the South
'gained $384 million, or 25 percent.
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TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND REGION
Formula C3:

Table 3.41

FMR-Based Payment for Operatmg Fundmng

CAPITATED CURRENT
FORMULA FUNDING DIFFERENCE PERCENT
(millions) (millions) (millions) DIFFERENCE
Extra-Large PHAs 32,341 22,130 $212 G 0%
Northeast 1,192 1,085 197 4.8%
South 496 434 - &k 142.2%
Central 474 314 [¥:94] BI%)
West 79 9t 85 R2.8%
Large PHAs $1,338 $1,122 $216 £,2%
Northeast 317 39 {1 0.4%)
South 354 450 4 25 1%
Central 279 . 213 7 3.3%
West 246 146 1906 73.3%
'Medium PHAs $264 $564 £307 53.8%
Northeast 155 125 44 33.6%
South A AR L3I 45,25
Central 18§ 137 44 2.1%
West 212 s 114 116.9%
Small PHAs 51,094 K850 $244 2R
Northeast 185 137 48 34.7%
South 546 421 135 782%
Central 284 03 4% 213%
West 134 o8 36 3 5%
Total PHAs £5.636 4,653 $9F3 205%
Northeast 1863 1566 197 119%
South 1,892 1,508 84 25.4%
Central LD 1,055 31 3 8%
West T2 430 341 72,%%
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Table 3.42 reports the distribution of PHAs by the size and direction of change in federal
funding simulated for capitated formula C3. Altogether, only 1,018 PHAs would lose by moie
than 5 percentage points under this formula, while 2,028 would gain by more than 5 percent.
And, as for formula C2, extra large PHAs are no. mote likely to be losers under this funding
system than are small PHAs. Specifically, only 5 (22 percent) of the 23 extra large PHAs lose
more than 25 percent of funding, while 7 gain (30 percent) by more than 25 percent Among
small PHAs, the distribution is comparable, with 22 percent losing and 46 peicent gaimning by
more than 25 percent

Not surprisingly, pet unit funding levels under formula C3 mciease for PHAs n every
size category and region. As ilustrated by Table 3.43, the overall average annual payment per
unit mereases by $761, from $3,647 to $4,408 Extra large PHAs would gamn by an average of
$509 per unit under capitated formula C3, while large PHAs would gan an average of $677 per
unit, medium sized PHAs would gain by $1,497 on average, and small PHAs would gain by
$711

Tables 3.44 and 3 45 report average annual per unit subsidy levels by metro status and
vacancy rate for PHASs mn different size categories  Extra large and small PHAs in metropolitan
areas faie better than theu non-metropolitan counterparts, while the reverse is true among
medium and large PHAs. Even though all modeinization funding 1s held constant under formula
(3, vacancy rates continue to play an important role. In fact, PHAs with high vacancy rates lose
funding under this formula, despite the substantial overall increase i average funding levels
Among extra large PHAs, for example, the change 1n per unit funding ranges from a gamn of
$1,552 per unit among PHASs with vacancy rates 6 - 10 percent to a loss of $1,902 among PHASs
with vacancy rates over 30 percent. Correspondingly, among small PHAs, the change 1 per unit
funding ranges from a gain of $952 among PHAs with vacancy 1ates under 6 percent to a loss
of $1,256 per unit among PHAs with vacancy rates over 30 percent. Among smail PHAs only
those with relatively low vacancy rates (under 11 percent) receive a substantial increase 1n per

unit funding.

82



£8

Table 3.42

DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS

BY PHA SYZE
Formula C3:

Constant Payments per Household for
All Operatng and Modernization Funding

LOSS OF L.OSS LOSS GAIN/ GAIN GAIN GAIN OF
MORE ' OFr OF LOSS OF or MORE

PHA SIZE THAN 25% 25 -11% 10 - 6% +/- 5% 6-10% i1-25% THAN 25% TOTAL

Extra-Large PHAs 5 i 1 ¢ i G 7 24
N)

Large PHAs 21 14 7 6 3 19 63 131
)

Medium PHAS 13 i7 7 13 10 Gt 11 2683
N}

Small PHAs 527 237 760 34 128 293 12038 2,834
)

All PHAs 408 265 43 267 142 348 1,538 3253

)




Table 3.43

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND REGION

Formula C3:

FMR-Based Payment for Operauné Fundmng

CAPITATED CURRENT o PERCENT

FORMULA FUNDING DIFFERENCE DIFFERENCE

Extra-Large PHAs $5,636 $3.427 3509 | $.9%
Northeast 551% 5110 502 2.8%
South 3440 4415 625 ¥2%
Central 553 G268 {306 {&1%)
West #6024 4,228 BT 89.5%
Large PHAs $4,202 83,525 $677 B.2%
Northeast 3,893 3,910 an 04%)
South 4008 3288 60 23.8%
Central 3572 3435 tia 3.3%
West 6423 3861 2762 75.5%
Medium PHAs $4.28% 52,7184 $1.897 53.8%
Northeast 37144 2761 983 356%
South %68 2592 L276 49 2%
Central 3,027 2972 955 12.1%
West 6,325 3007 353 1169%
Smail PHAs $3,186 $2473 S711 28.7%
Northeast 3319 ZA465% 854 34.7%
South 3,150 2418 G81 28.2%
Central AT747 pss) 483 21.3%
West 4,792 3492 1,33 37 3%
Total PHAs $4,408 $3447 $761 20.9%
Northeast 4,726 4220 M 119%
South 3,850 34693 787 254%
Central 4434 3847 184 4.8%
West 5,368 3,551 2817 3%
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Table 3.44

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND METRO STATUS

Formula C3:

FMR-Based Payment for Operating Fundmg

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs $5.636 35,127 $569 S9%
Metro 5721 5,145 576 {4.2%
Non-Metro 4221 4,836 iB0% {12 5%
Large PHAs $4,202 83,525 5677 192%
Metro 4312 3634 378 4%
Non-Metro 4744 3,213 1,531 47.6%
Medium PHAs $4,28% $2,7184 SI497 ﬁ&&?"&
Metro 3,939 2,658 1,285 A8.4%
Non-Metro 4544 23883 1,561 515%
Small PHAs 53,156 %2473 $71 287%
Metro 3542 2476 1,056 431%
Non-Metro 3,152 2475 676 213%
Total PHAs 34,408 230647 $Hal 20.5%

85




Table 3.45

AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND VACANCY RATE

Formula C3:

FMR-Based Payment for Operating Funding

CAPITATED CURRENT PERCENT
FORMULA FUNDING DIFFERENCE DIFFERENCE
Extra-Large PHAs : $H46% $5,12% 3508 9R%
Vacancies
0-5% 3542 4,536 1Bi6 22 4%
6%-10% 5387 4.23% 1352 363%
11%-15% 5154 4.4%7 Ti¥ 162%
16%-20% 5,966 6894 273 £.1%
21%-30% 5055 3888 {8053 {13 8%)
31%+ 3968 3.7 £1.263 E3ZA%)
Large PHAs 34,%2* N 3525 S5 102%
Vacancies
0-5% 4,758 335 1345 41.3%
6%-10% 412 3,646 475 13.0¢%
11%-15% 4,388 3418 137t 13.2%
16%-20% pedec:f ol 3,584 (B3N {23495
21%-30% %806 3726 £1.4213 {33.6%)
31%+ 2427 3740 (1313 {35 19
Medium PHAs F4281 327784 S1487 BA8%
Vacancies
0-5% 4845 2315 R Y 78 5%
6%-10% 3988 2,787 K AL 6%
11%-15% 358% 2705 68 Tl
16%-20% 3068 243 346 12.7%
21%-30% 2,788 3,539 (7397 (21.4%}
31%+ 1.65% 3454 {1,766 £51 0%
Small PHAs $3,386 $2.475 NEER 28108
Vacancies
0-5% BA04 2458 932 1B 8%
6%-10% 3177 2484 894 8%
11%-15% 2913 257 341 13.3%
16%-20% 2386 el b 3%
21%-30% AR 2.3¢% &2rh £11.6%)
31%+ 1,580 2848 £1,256% 4,196}
Total PHAs $t408 $3,847 $7a1 g
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Summary of Capitated Formula Results

Figure 3 2 provides an overview of the impacts of all nine capitated funding alternatives
analyzed here. Specifically, the graph displays levels of funding by PHA size category under the
current formula system and under each alternative formula By definition, all three vaizants of
formula A as well as the thiee variants of formula B yield the same aggregate funding level as
the base case. Only formula C, the FMR-based approach, allows overall funding levels to
change.

Formula A, which simply divides federal funding evenly among public housing residents,
with the same level of funding pirovided for every household, would dramatically shift resouices
away from extra large PHAs to medm and small PHAs The redistribution of resources 1s most
extieme unde: the formula vaizant that mcludes all operating and modernization funds in the
capifated formula (Al), and less extreme under the vartant that holds modermzation funding
constant (A3). Although some PHAS 1n every size category would stand to lose unde: this very
simple capitated scheme, extra large PHAs fare the worst. In fact, the majority of extra large
PHAs would experience funding losses of at least 5 percent Vacancy rates play a major role in
determining how PHAS are affected by thus form of caprtated payments, but regardless of vacancy
rates, extra large and large PHASs ate more likely to lose funding than medium or small agencies.

Under Formula B, per household payment levels are adjusted to 1eflect local cost factors
As a result, this formula does not redistribute federal 1esources as drastically as formula A, which
allocated an equal subsidy amount to every 1esident household in public housing Nevertheless,
extra large PHAs as a group would experience a substantial reduction 1n funding levels, while
small agencies would gamn  And although vacancy :ates aie agamn primary determinants of
outcomes under these stmulations, at every vacancy 1ate range extra laige PHAs are more likely
to lose funding while small PHAs aie moie likely to gain. As under Formula A, the
redistribution of federal subsidies 13 most extreme when both operating and modernization
funding are included 1n the capitated payment, and least extreme when modernization fundmg
15 held out of the capitated system. Overall, the cost adjustments mcorporated into Formula B
appear to work to the advantage of PHAs in the Northeast, and to the disadvantage of those in
the South
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Figure 3.2

Summary of Funding Allocations
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The thud set of formulas simulate how fofal fundmg levels might be affected by a
capitated system 1n which the per household payments are based on local Fair Market Rents
(FMRs). If an FMR-based payment were implemented to replace all federal operating and
modernization funding (C1), total federal contributions to PHAs would decline by almost a thud.
At the opposite extieme, an FMR-based payment system for operating subsidies, supplemented
by the current CGP formula allocation of modernization fundmg (C3) would yield more than a
21 percent increase n total fedeial payments The intermediate foimula (C2), which provides
an FMR-based payment for operating subsidies and accrual modernization, supplemented by CGP
funding for backlog modermzation needs would yield approximately the same aggregate level of
funding as the current system

The FMR-based payment system would not result in the reallocation of funding from
extra large and large PHAs to medium and small PHAs. Instead, vacancy rates play the pnmary
role in determining which PHAs gain funding and which PHAS lose. At a given vacancy range,
PHA size does not appear to be a factor. Regional vanations are pronounced under the FMR-
based formulas, however. In particular, PHAs m the West experience substantial increases 1n
funding for every size category. These results suggest that FMRs 1n the West are unusually hagh
relative to public housing costs. This discrepancy warrants further investigation to determine
whether the FMRs are abnormally hugh, or whethe: public housing costs ate particulaily low.

Under all thiee sets of capitated payment formulas, outcomes vary by geographic region.
Some of this variation appears to stem fiom PHA size differences Specifically, over half of all
Northeastern vnits are 1n extra large PHAs This helps explain why the Northeast consistently
loses funding under the capitated scenatios Howevel, the distribution of umts by PHA size does ™
. not explain why the West consistently benefits under capitated funding formulas, while the
Central region consistently loses and the South sometimes wins and sometines loses.

In orde: to identify PHA characteristics that seem to play the greatest role 1n determining
the impacts of capitated payments on PHA funding levels, we estimated multivariate reéessmn
equations in which change in per unit funding levels under alteinative formulas wese expressed
as a function of PHA characteristics. The ordinary least squares (OLS) methodology was
employed for these estimates, with PHA location and size included as dummy explanatory

variables. Because public housing resident characteristics (average household size and income,
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and percent single mother households) are only available for PHAs with more than 500 units,
small PHAs have been excluded from this multivariate analysis.

Table 3.46 summarizes the results of the multivariate regression analysis for three
capitated formulas -- formula A2, formula B2, and formula C2. All thiee of these formulas hold
the backlog portion of CGP modeimzation funding at current levels, and provide capitated
payments to replace PES operating subsidies and the accrual portion of modernization funding
Not surpsisingly, these results suggest that vacancy rates play a major role 1in determining the
impacts of all thiee formula alternatives, with higher vacancy rates resulting mn substantially
lower payment levels. After controlling for vacancy 1ates and other factors, PHA size 6nIy plays
a significant independent role under formulas Ai and B2 However, since small PHAs aie
excluded from the multivanate .analy.‘us, we cannot be confident that differences between er‘{:u‘a
large and small agencies are'not significant in the other two equations as well Regional
differences appear to be significant for each formuila, with PHAs in the South and West
consstently receiving higher funding levels than those in the Northeast, other things being equal.

Characteristics of public housing residents also appear to play a role in shaping the
impacts of capitated payment alternatives. Under formulas A2 and B2, PHAs with larger average
household si1zes lose more funding than those serving smaller households, ‘This effect is' not
significant under formula C2, since the FMR-based formula provides larger payments for larger
units, and hence for larger households Under all formulas resident mcomes ‘are positively
correlated to capitated funding levels, with PHAS that serve higher income households 1eceiving
higher funding levels An alternative set of 1egressions using percent of households on welfare

as the mdicator of income levels showed no significant effect.

Longer Term Implications of a Capitated Funding System

This component of the analysis exploles longer-term funding smplications of a capitated
system based on FMRs, given assumptions regarding the extent to which the number of
households served by PHAs would increase and vacancy rates would be reduced under a
capitated funding system. Formula C2 has been selected as a basis for these simulations, because
it seems to come closest to the principles of a capitated payment system, while still recognizing

that some PHAs have serious backlogs of modernization needs. Formula C2 reflects an
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Table 3.46
Variation in the Impacts of Capitated Payments quer
Capitated Formulas A2, B2, C2

PHA Characteristics Formula A2
Extra Large Size 5-1,270.6
Large Size -3972
South Region 8265
Central Region 471.2
West Region 5054
Vacancy Rate -4,713 0
Average Hb Size -613 3
Average Hhb Income 4
Percent Single Mother Hhs -536 5
Intercept 1,073 8
Adpusted R-squared 39 9%

3

=

Formula B2

$-1,0303
-3562
4649
3518
576.8
-4,494 §
-7399

.18

2369 1
1,047.0

41.9%

“* Indicates statistical significance at a 99 percent confidence level
~ Indicates stanstcal significance at a 95 percent confidence level
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Formula C2

$ 1033
3241
Lo717
628.8
1,629.0
-8,224 7
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33
-3231
-2,2967

35.6%
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assumption that PHAs should be on essentially the same footing as private landioids who seive
a HUD chentele, that they should not recewve full funding for vacant units, but that many wll
iequire additional assistance fiom the federal government to eliminate theu backlog of

modeinization needs.

The "futuie” simulations presented here estimate the impacts of formula C2 after one year
of operation and after five years of operation, comparing the overall level and distribution of
federal funding to the status quo. These simulations assume that the modified capitated system
embodied mn formula C2 would encourage (and enable) PHAS to reduce their vacancy rates, To
the extent that PHAs were able to serve more households, their funding levels would 1ncrease,
as would the total fedeial contribution to the public housing program. Figure 3.3 provides an
overview of assumptions regarding changes in vacancy rates after one year and after five years.
PHAs with modest rates of vacancy (6 to 10 percent) are immediately expected to make
management mmprovements to bring vacancy rates down below 5 percent. PHAs with high rates
of vacancy (I! to 30 percent) are expected to make gradual progress through management
improvements and modernization, and to reduce vacancy rates by 2 percentage points annually.
PHAs with extremely high iates of vacancy (over 30 percent) aie expected to modernize 5
percent of their vacant units annuvally, and to achieve 95 percent occupancy of the modernized
units.

Based on these assumptions, changes 1n the overall level of federal funding under a
capitated payment formula as well as changes 1n the allocation of funding among PHAs of
diffetent types and characteristics are estimated Each PHA’s funding under an FMR-based
system 1s calculated after one year and after five years by applying local FMRs (adjusted for
inflation) to the estimated number of occupied units (adjusted to reflect declining vacancy rates),
subttacting rent revenues (adjusted for both inflation and the estimated increase 1n occupied units)
and mmputed debt service payments, and applying the seven percent administrative fee. Backlog
modernization funding 1s assumed to be sustamed at current levels, adjusted for inflation.” The

comparison base case repiesents a continuation of cutrent funding levels under PES and CGP,

2 According to HULYs analysis of the accumulated backlog of modermization needs, funding at this level would eliminate backlogs
after a mumnm of ten and a maximum of twenty years See US Department of Housing and Urban Development, Report to Congress
on Alternatve Methods for Funding Public. Housing Modernization, Washington, D C, 1990
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Figure 3.3

Assumptions for l-year and 5-year

Capitated Payment Scenarios Under Formula C2
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adjusted for inflation. Details of these calculations are provided i Appendix B.

Caputated Funding After One Year. Given the assumptions outlined above regarding the
rate at which vacancies could be reduced, an FMR-based formula system supplemented by
backlog modernization funding would yield a small increase mn funding levels relative to the
baseline after one year of operation. As shown by Table 3 47, total federal funding for PHA
. operations and modernization would still be almost 1 peicent lower after one year of operation
than under the current PES and CGP formula system. More specifically, at the outset the
- capitated system yields lower federal payments than the cuitrent PFS and CGP formulas (sce
"baseline difference" column in Table 3.47), but expected reductions 1n vacancy rates (Increases
1n the number of households served) under the capitated system would raise federal spending
after one year from $4.4 billion to $4.8 bilhon, In fact, the total number of households hiving
in public housmg would increase by about 20,900 in the fust year, given our assumptions about
reductions in vacancy rates by PHAs.

Medium sized PHAs would continue to experience the biggest funding gains, with
capitated funding levels about 27 percent higher than under the current system. Extra large PHAs
would fall short of estimated funding under the current system by about $195 million, or 9
percent of their projected funding under the current system. Large PHAs would lose $19 milion
(2 percent), and small PHAs would gain $19 million (2 percent).

Regional differences follow the same pattern as observed in the baseline year simulations
for capitated formula C2. PHAs in the West would continue to experience the greatest incieases
in funding under the capitated payment“system, with funding gains of 70 percent for extra large
agencies, 52 percent for large agencies, 87 percent for medium sized agencies, and 13 pcrcent'
for small agencies. In contrast, PHAs 1 the Central region generally receive less funding even
after one year under the capitated system than they would under the existing PES and CGP
system. Northeastern PHAS in the extra large and large size categories would also fall short after
a year of capitated funding. Overall, PHAs 1n the West would see gains of 55 percent while
those of the South would realize only a 3 perccnt‘increase, and Northeastern and Central PHAs
would experience funding losses of 10 and 14-percent, respectively

Table 3 48 indicates how many PHAs would recetve funding below current formula levels

after one year under a capitated system, and how many would exceed current formula levels.
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Table 3.47

TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND REGION

EMR-Based Payment Formula After One Year

PERCENT DIFFERENCE

PROJECTED PROJECTED
CAPITATED PES + CGP .
(mullions) (mllions) (mllions)

Extra-Large PHAs $2513 F24208 {31953 1RR%) {11.6%3
Northeast 985 1,123 £137) (12 2%} (34,193
South 437 450 a3 £2.995 7%}
Central 423 333 (iR {125 24.1%)
West tho 88 &8 &9.7% £5.6%

Large PHAs Shidd N 51,164 _{&1?} L%y (5693
Northeast iy 430 {68y | (18.5%) {25.8%%
South #TE 467 bz Q7% I3.8%)
Central 134 .41 | Gh {8 £22.8%)
West 2% 143 74 S52.3% A8.0%

Medium PHAs §138 $382 $157 263% 1.3%
Northeast 143 129 i6 12.1% 5 8%
South 54 218 34 20.9% E56%
Central 52 k42 1% - 6.8% 14%
West j3iiig 6l &8 6407 B2 6%

Small PHAs sonr $881 »19 22% £3.39%)
Northeast ERE 142 12 8.3% 3 7%
South 443 437 & F A% 4.2%;
Central 3.0 260 13 {5.8%) {12.2%)
West )33 162 i3 12.6% T 5%

Total PHAs #4797 4838 {539 (0.89%; (4.5%)
Northeast 1356 1HEF {171} 9.9 {13.0%}
South $/404 Rzl 4G 28% 2 3%)
Central 946 1,098 £1523 {13.9%) 1R.4%)
West 601 446 | 245 54 9% 56 3%

* Capitated payments replace operatng and accrual modermzation fundng, backlog modermzation funding allocated by CGP

4% Firom Table 3 38
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LOSS OF LOS

Table 3.48
DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS
BY PHA SIZE

FMR-Based Payment Formula After One Year*

S LOSS GAIN/ GAIN GAIN GAIN OF
MORE OF OF LOSS OF OF MORE

PHA SIZE THAN 25% 25 - 11% 10 - 6% - 5% 6 - 10% 11 - 25% THAN 25% TOTAL

Extra-Large PHAs G 3 1 4 3 3 3 23
)]

Laige PHAs 33 13 1 15 § 19 47 131
N

& Medwm PHAs 45 3% 13 19 0 36 115 965
Ny

Small PHAs L0R7 33 113 195 88 223 95 2,834
™

All PHAs 1,153 398 138 253 108 275 Q506 3,353
™)

¥ Capstated payments replace operatmg and accrual modermization fundmg; backlog modernization funding allocated by CGP,



Although most PHAs would receive increased funding as a result of vacancy reductions expected
during the first year of a caprtated system, more than half would still fall at least 5 percent below
their curtent funding levels. Specifically, after a year under a capitated system, 1,689 PHAs
would fall more than 5 peicent below estimated funding levels for the cuirent system, while
1,331 would end up more than 5 percent above cuirent formula levels.

After one year undeir a capitated funding system, annual per umit fedeial funding for
public housing would average approximately $3,751 -- $31 less than predicted under the current
formula system.”” As shown 1n Table 3 49, the only significant losets would be extia luge and
large PHAs 1n the Nottheast and Central regions. PHAs m these categories would recerve
approximately 12 to 21 percent less per unit after a year under a capitated system than under the
current formula system. The effect of PHA size on winnets and losers continues to strongly
influence the regional funding distribution  The West largely benefits with a minimal ncrease
for the South and a dechne for both the Northeast and Cential 1egions.

Capitated Funding After Five Years The sumulations of capitated funding outcomes after
five years are based upon fairly optimistic assumptions regarding the rate at which PHAs will
be able to bring vacant housing umts back mto full occupancy, mcieasing the number of
households served, and correspondingly, incieasing fedeial funding levels. Given these
assumptions (which mciease the number of households living in public housing by about 51,400),
the sumulations suggest that afte: five years, an FMR-based formula system supplemented by
backlog modermization funding would yield total funding levels 10 percent above estimated levels
for the current PES and CGP system. As illustrated in Table 3 50, total fedeial funding for PHA
operations and modernmzation would reach $6.1 bilion under the capitated system, compated to
estimated funding levels of $5.6 billion under the curient PFS and CGP system. PHAs 1n almost
every size category and geographic region would receive more funding after five years of
capitated payments than under the existing system. The only exceptions are laige and extra large
PHAs m the Northeast and Central 1egions, which would still fall short of projected funding

under the current system by 4 to 11 percent Regional funding patterns follow these findings as

B it1s important to note that these results are reported on a per unst basiz  Since the capitated system 15 expected to reduce vacancies

(thereby mncreasing the number of households served), and sinee 1t provides funding on a per household basis, the funding avalable for
a fixed number of umts ncreases
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Table 3.49
AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND REGION

FMR-Based Payment Formula After One Year

PROJECTED PROJECTED PERCENT DIFFERENCE
CAPITATED PES + CGP
FORMULA* FUNDING DIFFERENCE CURRENT BASELINE=*
Extra-Large PHAs 34,847 .51 B4 B3 {11.6%3
Northeast 4 555 5£9§ {6454 (12 2% LI
South 4443 £5%% {135} Q04X {71%}
Central 51258 6501 {1,378) 128 2% (24.1%)
West 7441 #,385 3,054 65T 68 0%
Large PHAs $3.504 $3555 $hd) {1.7%) (6.655)
Northeast 3300 2,054 (758} {I8.5%) 125 8%
South 3435 &M 23 D% £5 8%}
Central 2080 3,584 {604} (6.8%) (22 8%
West 5,783 3,796 1087 52.5% AR %
Medium PHAs $3.663 $2.887 $777 289%: 21.5%
Northeast 3210 2863 347 21% S.6%
South 3,250 2688 A2 2009 BA%
Central 3292 3082 2% 6 8% 1.4%
West 5818 3,119 2699 Bhp% B20%:
Small PHAs $2.623 $2.567F 354 2.2% (33%)
Northeast 2,769 2556 213 4.3% 3%
South 2544 2308 16 14% L4.5%5
Central 2213 2348 {13&) {5.8%) {12.2%)
West 4478 3424 57 12 6% 7 9%
Total PHAs 83,751, $3,782 Gan {080 H.9%)
Northeast 3943 4376 {#33) 92%) {13.0%
South 328G 3208 w2 5% {23%)
Central 3438 3,982 53 (13.9%} {18.4%)
West A3 2683 208 54.9% S03%

* Capitated payments replace operatmg and acerual modernzation fundmg, backlog modermzation fundmng allocated by CGP

*% From Table 3 38
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Table 3.50
TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES
BY PHA SIZE AND REGION

FMR-Based Payment Formula After Five Years

PROJECTED PROJECTED PERCENT DIFFERENCE

CAPITATED PES + CGP

FORMULA* FUNDING DIFFERENCE CURRENT BASELINE=
(millions) (mullions) (milbions)

Extra-Large PHAs $2.361 $2554 $7 £1.3% {31,653
Northeast 1.23% 13601 65 5% 114,303
South 573 323 35 16.5%: 1%
Central 351 g E£223] LEO099%) 24 1%
West = TRE 113 & TR HI5%:

Large PHAs $147 $1,346 iz g4 {569%5)
Northeast 3456 382 26% 6.9%) 123 8%
South L Ed 346 0 1.2% [3.8%}
Central 244 255 A (3.6%3 (2T 8%)
West 57 1468 9 55.0% ARE%

Medinm PHAs Fon $o78 258 38.0% 1.5%
Northeast 187 130 37 24.7% S
Seuth 32 243 H 323% Pa%
Central 193 164 25 YLA% 1A%
West 239 3% 112 OLT% 3241%:

Small PHAs $1,178 $L,0¥9 3157 15.4% (1.3%)
Northeast n3 163 38 23 2% 3. 7%
South 573 S5 s H2% 4. 2%
Central 231 323 4 BA% {229}
West 148 j ¥ 2 24 0% 5%

Total PHAs $6,138 $3,592 $544 47% 4.9%)
Northeast 1382 1,998 {15y 10.8%) (12.0%)
South 24873 1808 265 14.6% £2.356%
Central 1.24% 1,276 i) (2,395 (IRA%Y
West B4 L914) 324 82.8% F0.3%

* Caputated payments replace operating and accrual modermzation funding, backlog modernization funding allocated by CGP
*¥ From Table 3 38
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the Northeast and Central regions lose mimimal funding while the South’and West show moderate
and substantial gains, respectively.

Table 3.51 presents the number of PHAs that would receive funding below current levels
after five years under a capitated system, and the nomber that would exéeed current funding
levels. Most PHAs would continue to receive mcieased funding as a result of vacancy reductions
assumed to be achieved over five years of a capitated system, and as a result, slightly more than
half (52 percent) would receive at least 5 percent more funding fiom the federal government than
under the current formula system. In fact, over half of PHAs 1 every size category would
benefit under this system, assuming that they were able to achteve steady vacancy reductions.

After five years of a capitated funding system, average annual federal funding pef— unit
of public housu-xg would be approximately $4,798 -- $425 above the average estimated under the
current formula system As shown in Table 3.52, every category of PHAS would experience
higher per unit funding levels, except extra large and large agencies 1n the Noxtheast'and Central
regions. PHA size no longer appears to be a significant determinant of relative outcomes,
although PHAs 1n the West continue to fare better relative to the status quo than PHAs‘ilq any
other region. Funding per unit for Northeastern and Central PHAs would &echne by 1 and'~'2
percent, respectively. Southern and Western PHAs would show a 15 and 63 percent incréase,

respectively. Again, these regional findings generally reflect the effect of PHA size.
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Table 3.51
DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS
BY PHA SIZE

FMR-Based Payment Formula After Five Years*

LOSS OF LOSS LOSS GAIN/ GAIN GAIN GAIN OF

MORE or OF LOSS OF OF MORE

PHA SIZE THAN 25% 25-11% 10 - 6% +- 5% 6-10% " 11-25% THAN 25% TOTAL

Extra-Large PHAs 3 E: 2 3 P 5 3 23
N

Large PHAs 24 17 5 14 . 7 20 48 131
™)

Medum PHAS 2 22 3 19 10 34 4 265
)

Small PHAs 778 299 3t 235 i % LO10 2,834
™)

All PHAs 230 339 130 27 130 350 LA 3,253
™)

* Capitated payments replace operating and accrual modernization funding, backlog moderization fundmg allocated by CGP,
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AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AUTHORITIES

Table 352

BY PHA SIZE AND REGION

' FMR-Based Payment Formula After Five Years

PROJECTED PROJECTED PERCENT DIFFERENCE
CAPITATED PES + CGP
+ FORMULA* FUNDING DIFFERENCE CURRENT BASELINE~*
Extra-Large PHAs $6,165 $5.14% 1344 8.3% {11.6%}
Northeast 5.80% 5.A2¢ {305} {5 5% 114151
South 350 5,294 535 10.5% Ey AL}
Central 6.695 7,518 (323) CIE9) {24.19%)
West 3857 5071 3786 TATR 65.0%:
Large PHAs $HBI6 $4.227 $38% 43% £5.6%)
Northeast 4,865 4588 323y 16.5%) 123 895
South 4384 5543 £4] fi2% £3.8%)
Central 5594 4,Hs (154 (3.6%} (23.8%)
West 6,930 4,380 2,500 0% RO
Medium PHAs $4,606 53,398 51.26% 38D% 25.5%
Northeast 4,129 3,311 387 4T SE%
South 4408 3,108 1000 32:2% B 8%
Ceniral 4394 3564 510 I7.68% 4%
West THFT ZA07 3456 95.7% L2.0%
Small PHAs $3.426 52068 $458 154% (339
Northeast Jed2 2.0%6 HR6G 2324 3 7%
South 3,311 2500 45 1429 £4.7%%
Central 2540 2718 735 8.3% {2 3%}
West 5,182 43187 1.00% 40% T &%
Total PHAs $4,788 £4,57% 105 4755 4.9%)
Northeast 5420 3,060 {0y E0L8%4 (HHS
South 4252 L 343 6% 12,393
Central 4508 5613 {E0S) Q3% (ERA%}
West 5,933 e 26HM B23% 3%

* Caprfated payments replace operating and accrual modermzation fundmg, backlog modermzation funding allocated by CGP

** Brom Table 3 38
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4. FEASIBILITY AND IMPACTS OF A CAPITATED PAYMENT SYSTEM

The financial simulations reported 1n Chapter 3 provide estumates of the impacts of
alternative capitated payment schemes on the distribution of federal funding among PHAs. This
chapter builds upon these results to explore some of the implementation issues posed by a
prospective, capitated system for funding public housmg. To do so, we have drawn upon the
opinions of knowledgeable individuals in the field of public housing about the apphcabulity and
possible mmpacts of a prospective, capitated funding system. Thirteen experts on PHA
management and funding -- including thiee PHA duectors, four HUD officials, three public
housing advocates, and thiee PHA management consultants -- were mterviewed about the pros
and cons of a system that funded PHAs in advance for anticipated operating and modernization
costs, and that based payment levels on the number and chatacteristics of households served
rather than on the number and characteristics of housing umits 1n a PHA’s inventory These
interviews explored the capacity of PHAS to reduce vacancy rates and to balance operating and
modernization needs, the mcentives HUD mught provide to promote better quality public housing
services, and the applhcability of various operating cost standards to the public housing

envionment.?

Overall Impacts

Congress’ mandate that HUD conduct an analysis of prospective, capitated funding
alternatives 1eflects concerns that the PES may not be working effectively Issues of funding
adequacy and PHA efficiency were reviewed 1n Chapter 2 of this report, but, in addition, our
selective sample of PHA experts were asked to identify problems with the PFS that should be
addressed by alternative funding systems

The primary problem cited by most of the tespondents ts that the baseline PES estimates
of the cost of operating a well managed PHA are out of date, and that the PFS has not evolved

to account for major changes in the public housing tenant population and in the operating

% Responses to the expert interviews are synthesized here, to provide an overview of the range of assessments and opinions that were
eapressed, specific responses are not attrbuted to particular individuals
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environment. For example, respondents cited problems of crime, drugs, and security that have
substantially increased costs for PHAs but that have not been balanced by wncreased funding
because these factors are not well 1epresented in the PES  One respondent characterized this
problem as being "locked in time." In addition, several respondents indicated that the baseline
data for PFS were fauity for some PHAS, so that funding levels were never adequate, even before
conditions began changing

For respondents whose primary concern is that the operating environment for PHAs has
changed radically since baseline costs were computed, adjusting subsidy levels to reflect actual
costs 18 the highest priority for reforms to the existing funding system. Regardless of whether
payments are made on the basis of households served or housing units under management, new
baseline data are needed to reflect the costs of public housing operations. In addition, these
respondents recommended that HUD should be mowe receptive to claims by PHAs that some
costs they neur are beyond thewr control, and less reluctant to adjust payment levels when there
is compelling 1eason to do so. It was suggested that a systematic review mechanism or formal
appeals process would be appropriate to help resolve cases 1n which PHAs believe that a foimula
provides madequate resources. +

Other respondents expressed concerns about incentives for efficiency under the PFS. One
indicated that under the existing formula system, PHAs have no incentive to save money, collect
rents, or aggressively market thewr units. Another suggested that there was’a definite need to
curtail payment of subsidies for vacant units, 1n order to encourage PHAs to achieve higher
occupancy rates 1n their inventorzes. However, only one of the respondents saw the prospective,
capitated payment concept as a solution to the problems of the current system This individual
argued that under a capitated systém PHAs would start to operate like traditional private sector
management, delivering housing services more efficiently. Other respondents, however,
expiessed a preference for incremental improvements to the PFS rather than replacing it with an’
entirely new funding system. One of the prunary reasons given for retainng the existing system
was that a capitated approach would not work unless very good management was 1n place, and
that many PHAs would not be able to handle the flexibihty such a system offered because

capitated funding would not change attitudes enough to produce strategic planning.
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Although the PES is in many respects a prospective payment system, 1t does allow some
after-the-fact rexmbuisement for actual costs. A capitated payment system might be implemented
in essentially the same way as the PFS; with federal payment levels estimated at the beginning
of the year, and with himited opportunities for adjustments at year end  Alternatively, under an
FMR-based system like those analyzed imn Chapter 3, a PHA mught be allocated the modernization
component of its federal subsidy at the start of the year, while the capitated portion of the.
payment was provided monthly on the basis of households 1n occupancy. In othei words, FMR-
based payments for public housing would be moie comparable to subsidy payments to private
landlords-under, the Section.8 Certificate and Voucher programs. Do

Respondents were asked to identify the advantages and disadvantages of a fully
prospective funding system, in which no after-the-fact adjustments for actual operating costs were
provided by HUD. In general, respondents were highly skeptical of such a system, prunarily
because of utuity costs. Utility costs, which represent a very large cost 1tem 1n some PHAS, are
difficult to predict and aie not easily controlled by management Buildings that are centrally
metered provide hittle opportunity for conservation measures, and utility costs sometimes rise
precipitously and without warning  As a result, several respondents felt that a purely prospective
payment system would have a devastating effect-for some PHAs.

Several respondents pomnted out that PHAsS aie completely dependent on the fedeial
government for the funds needed to operate and maimntam public housing; they have no other
major resources to make up the difference 1if HUD funding falls short of actual expenditures.
One respondent made this point by indicating that 1f PHAs could not obtain reimbursement for
actual costs incurred, they-would have to reduce or postpone services to make up the difference.
And another respondent argued that private landlords have equity investors with outside resources
to draw upon if they face-short-term cash flow problems, but that PHAs do not have anyone but

the federal government to perform this function.

Capital Improvements

If all federal funding for public housing operations and modernization were combined 1nto
a single, undifferentiated federal payment, PHAs would have to make their own allocation

decisions about appropnate levels of spending for opeiations, 1outine maintenance, ongoing
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capital improvements, and modernmization of dilapidated or obsolete properties. Respondents wete
asked whether this would result 1n better public housing quality, and whether they thought PHAs
had the capacity to make strategic trade-offs between short-term and long-term spending options.

Most respondents argued that HUD should retain a separate funding allocation for
modernization, or at least for the backlog portion of modernization. They felt that, at the nattonal
level, folding modernization and operating funds together would ultimately resunlt i a reduction
of overall funding levels Similarly, several respondents said that at the mndividual PHA level,
funds for modernization should be kept separate so that they are not "eaten up" by mevitable
mncreases 1n operating costs. Some respondents felt that, although backlog modernization funding

should definitely be kept separate, once a PHA had all its umts up to standard condition, it

' should be required to establish a replacement resefve and fund this reserve out of its iegular

subsidy payment.

Most respondents indicated that if PHAs were given more latitude about resource
allocations, they would spend more on annual wmt mspections and follow-up, deferred
mamtenance, and vacancy prepaiation, and would probably spend less for major capital
mprovements Some windicated that they would perform more preventive maintenance to reduce
costs in the long run, but others expressed concern that short-term operating problems that are
underfunded (such as secunity and drug elimination) would "suck money out of modernization
iesources.”

Almost all the respondents expressed doubts about the capacity of PHAs to plan and
prioritize effectively. One iespondent argued that planning for routine maintenance versus caprtal
improvements requures a long-term perspective that Executive Durectors and Boards typically do
not have; another respondent claimed that the natural tendency of PHAS 18 not to plan, even if
forced to; and a third characterized most PHAs as being poor managers, stating that people
running PHASs are not sufficiently qualified to make good decisions about short-term versus long-
term spending trade-offs.

As discussed earlier m this report, a capitated funding system for public housing could
continue to make payments for backlog modernization needs (or for all modernszation needs) on
the basis of the physical attributes of a PHA’s mventory, while subsidies for operating costs

would be provided on a capitated basis. Respondents expressed great uncertamty about how
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major capital improvements would be financed by PHASs if they received all funding in a single
stteam of monthly payments from HUD rather than separate allocations for operating expenses
and moderization costs. For PHAs with significant backlogs of modermization needs, this could
be a major problem, since large amounts of funding are required to undertake comprehensive
work. If the backlog modernization needs were funded separately, however, the problem of

financing capital inprovements would be moie manageable.

Occupancy Incentives

The concept of a capitated funding system ieflects the notion that it 15 metficient to
provide PHAs with operating subsidies for umits that aie not occupied. Such a system would
create strong mcentives to increase the number of units that were occupied, but for these
mcentives to be effective, the payment system also has to provide the financial resources to
achieve increased occupancy. In general, respondents felt that a system which created financial
penalties for vacant units would cause housing agencies to place a higher priority on vacancy
management and turnover to stabilize thewr mcome stream However, not all PHAs would be
successful in reducing vacancy rates, particularly if therr vacancies were the iesult of market
conditions rather than management practices.

Most respondents agreed that a funding system that made no payment whatsoever for
vacant units would make it unpossible to modernize public housing, and that the result would
be a serious decline in public housing conditions Without modernization funds, vacant units
would remain vacant, with no way to restore them to reasonable condition. Respondents argned
strongly that it takes money to reduce vacancies, and that PHAs should get this money unless 1t
15 clear that vacant units should be removed from use A system that continued to provide
funding for backlog modernization on the basis of per unit needs, 1n conjunction with capitated
payments for operating costs and accrual modermzation needs, could provide both the mcentives
and the resources to mcrease occupancy. In fact, as illustrated by the "future simulations”
presented in Chapter 3, PHAs that increased the number of occupied umits gradually would
experience mncreases in funding levels under suc}} a system, because of the increased number of

households served
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Not ali vacancies are the result of modernization needs. Some are sunply vacant because
the PHA 1s slow in preparing them fo1 new occupants and mn renting them. Others are vacant
because there 1s no longer sufficient demand‘for them.”® Examples of this problem include
public housing eldetly units, particularly in communities where a large volume of Section 202
housing for the elderly was developed after the public housmng was built. Several respondents
indicated that PHAs should not be penalized for market problems of this type, unless there was
a mechamsm for retinng units that were no longer in demand However, 1t seems wasteful to
continue subsidizing units that are not 1n demand; a capitated payment system would encourage
PHAs to market vacant units more aggressively, convert them so that they match the
characteristics of households in need of affordable housing, or develop a plan for 1etiring them
from use. ‘ ¢

Most respondents also argued that even when a unit 18 temporarily vacant, there are costs
assoclated with 1t, and that PHAs should receive some funding for mamtamning and opeiating
vacancies, even 1if at a ieduced level. Adjustments to the capitated funding concept could be
responsive to this concern, including partial subsidy payments for vacant umts, full payments for

a limited number of vacancies, or full payments for a limited duration.

Variattons 1n Public Housing Costs - ’

As discussed i Chapter 3, any formula system for estunating appropriate payment levels
to PHAs must rely on benchmarks of reasonable costs to deliver decent quaiity housing to public
housing residents. Using historical data from PHAs themselves 1s problematic because PHA
expenditures have been governed for so long by the PES, that historical data s more likely to
reflect how much funding has been available rather than how much 1s actually needed for
efficient management. We asked respondents for thetr assessments of two alternative sources of
data that might seive as benchmarks for PHA operating costs -- operating costs i privately
owned multifamaly projects, and the Fair Market Rents (FMRs) paid to pitvate landlords who rent

existing units to HUD subsidized households.

25 For data on the reasons for vacancies m public housing, see US General Accounting Office, Public Housmg Vacancies and the
Related Impact of HUD’s Proposal to Reduce Operating Subsidies Washington, DC US General Accounting Office 1985

108



Several respondents felt that no direct comparisons with operating costs for private
multifamily projects would be appropriate. They argued that very few costs are similar for PHAs
and private property owners, describing these two types of housing as "entirely different worlds."
Other respondents, however, expressed the opposite view, suggesting that private sector operating
costs would reflect local costs well, and would be better than the current system.

The prospect of using EMRs as a benchmark for public housing costs also elicited mixed
reactions. Several iespondents had the same reaction to FEMRs that they did to private
multifamily operating costs -- namely that there are too many differences between public housing
and the private rental market. Some responder;ts thought that, at least in principle, FMRs would
be workable once public housing umts were modermzed; but that FMRs would not be adequate
(or fawr) for PHAs with significant backlog modermzation needs. In addition, there was some
concern that FMRs are not always set to reflect actual market conditions properly, and that FMRs
might not adequately cover utility costs during periods when they ate mcieasing rapidly

Because of the widely expressed view that neither private multifamily operating costs nor
FMRs fully ieflect the costs confronting PHAs, we asked respondents to be specific about the
project characteristics, resident attributes, and other factors that make it S0 difficult and costly
to operate public housing. On this question, there was quite widespread consensus. Not all
1espondents named the same factors, but there weie no contradictory views expressed Public
housing project characteristics that increase operating costs include older buildings that have not
been modermzed, projects iequuring energy tmprovements, including buildings without mdividual
metering for utilities; family high rise buildings -- particularly those with elevators, and those
with very high population densities; three-story walkups with unsecured hallways; and other
buildings with serious design flaws. .

Respondents also expressed widespread agreement about resident characteristics that raise
the cost of operating public housing. In particular, housing delivery costs are thought to be
higher for large families with many childien, especially if the children are teenagers, or if the
families are headed by young single mothers; for overcrowded households; for families with
social problems, such as substance abuse; and for disabled or handicapped individuals, including

the very frail elderly.
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In addition, respondents cited a number of environmental conditions that raise the costs
of delivering public housing, and that are very difficult -- 1f not impossible -- for a PHA to
control. These conditions mnclude crime and vandalism in pubhic housing, or in the immediate
victmity; drug use and sales m and around a public housing project; madequate seivice provision
by local government; and social service needs of public housmmg residents, which -- according to
one respondent -- public housing agencies must addiess "by default."  Respondents also
indicated that HUD’s admunistrative 1equirements, and changing demands on public housing to
perform new functions (such as lead based paint abatement) make public housing management
moie costly than the private sector. On the opp(;site side, howevel, two respondents criticized
PHAs for having excessively large management staffs, for paying hagh salaries, and for providing
excessive employee benefits, all of which inflate the cost of public housing unnecessarily.

A capitated payment system supplemented by funding for backlog modernization needs
(or for total modernization needs ) would address some, but not all of these concerns. Under
such a system, PHAs would continue to, receive modermization funding to 1eparr and renovate
older buildings that are in poor condition, or that require replacement of major systems, as well
as buildings with Ser1ous design flaws. Moreover, under the FMR-based approach analyzed m
this report, PHAs would recerve more operating funding for larger families than for small
families or for individuals. However, an FMR-based funding system would not reflect higher
costs that might be associated with particular building types (such as elevator buildings or three-
story walkups), it would not provide additional resources for the types of residents that have high
service needs (troubled families, frail elderly, and disabled), and it would not provide resources
for security costs. Some of these concerns could be addressed by a more fully specified capitated
payment system, if ieliable data were available to estumate the cremental costs of serving
different types of households or if HUD’s subsidies for the provision of housing services were,
explicitly supplemented by funding for social services and project security -

Currently, some PHAs are experiencing significant financial and management ptoblems,
and are m a financially distressed or troubled conditton. It may not be appropnate to,
automatically include these PHAs in a capitated payment system, without explicitly addiessing
their immedate financial problems. , If a capitated payment formula were under serious

consideration for implementation, 1ts imphcations for financially disttessed PHAs should be
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carefully evaluated. It 1s possible that these PHAs might fare better under a new formula,
particularly if they expenence costs that are not well represented m the PFS formula but that are
included 1n a capitated formula. On the other hand, 1t 1s also possible that PHAs that are
severely distiessed need short-term financial and technical assistance to tesolve then accumulated
problems before they can be expected to operate successfully under any nationwide formula

system

Monitoring and Ouality Control

A capitated payment system has the potential to create stiong incentives for PHAs to
mcrease the number of thewr umits that are occupied, and reduce the duiation of vacancies. In
principle, this would enable the public housing program to serve more households within the
constraints of 1ts existing inventory of units. However, a capitated system of subsidy payments
cannot guarantee that the quality of housing services delivered to public housing residents will
be adequate. Monitoring and quality control would remain just as signiftcant an issue under a
capitated payment System as under the cutient system.

Quality control 1s also an 1ssue where prospective and capitated payment systems have
been implemented in health care. An important difference between hospitals that ieceive
Medicare payments and PHAs that 1ecerve HUD subsidies 18 that Medicare patients can chose
any hospital, while public housing 1esidents lose then subsidy if they decide to move away This
suggests that one way to heighten quality control in public housing 15 to give the recipients of
services (the public housing residents) more control over the disposition of funding. Under a
capitated payment formula, there is a wide range of ways i which such a concept could be
mmplemented. The most modest approach would require that public housing residents be
represented on decision-making bodies that determine how funding would be allocated between
operating and modeimzation piiorities, and how modeimization funds would be utdized.

Most of the public housing expeits we interviewed argued for a limited resident role of
this kind. For example, several suggested that residents should be represented on decision
making boards or consulted by decision makers, but that residents should not have veto power
over spending and investment decisions Others suggested that 'they should be kept informed,

but that tenant mvolvement in decision-makmg might encourage shoit term temedies rather than
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strategic long term planning. One respondent suggested that residents would have to be educated
to participate effectively in the decision-making process.

A more radical approach would grant public housing residents the authority to withhold
the capitated payments HUD makes on their behalf if the quality of thewr housing was inadcqﬁatc.
Like private sector tenants who call a rent strike, public housing iesidents could have their
capitated payments held in escrow until they were satisfied with housing conditions Such a
scheme would wreak havoc with PHA planning for modernization 1f all funding were included
in the capitated payments, but 1f at least backlog modermzation funding were provided separately,
tenant control over the release of capitated payments for operating costs could create extremely

strong incentives for PHAs to make housing quality as well vacancy reduction a top priority.
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APPENDIX A: DATA SOURCES

+ All the data on PHA characteristics and funding levels used 1n this analysis were provided
by HUD from their automated information systems Figure A.1 provides an overview of the
various data sets used to construct a composite data base for analysis. HUD’s Fiscal Data Survey
(FDS) provided the master hist of Public and Indian Housing Agencies to be included in the
analysis. In addition, the FDS provided what HUD staff consider to be the most reliable measure
of each PHA’s s1ze, expiessed in terms of the number of units of tow rent public housing 1n their
wmventory. The FDS.covers 3,253 PHAs and IHAs that own low rent public housing units.
According to HUD staff, the only jurisdictions excluded from the FDS are Alaska, Guam, Puerto
Rico, and the Virgin Islands, These Agencies are typically excluded from standardized analysis
of PHA finances, either because they are outliers or because they operate under different subsidy
rules (or both).

The results of financial simulations provided in Chapter 3 are stratified to ieflect
variations i outcomes for different groups of PHAs. All results have been stratified by PHA
size. Specifically, PHAs and THAs have been classified into four gioups, using the standard size
categories routinely reported by HUD. Table A.l reports the number and percent of PHAS in
each size categoty The vast majority of PHAs -- 2,834 or 87 1 peicent are small -- with fewer
than 500 umts each. Only 23 (less than 1 percent) ate extra large, with inventories greater than
6,500 In between these two extiemes are 131 large PHAS, with between 1,250 and 6,500 unats
each, and 265 medium sized PHASs, with between 500 and 1,249 umts each.

In addition to the four size categonies, PHAs have been stratified by region, and metro
or non/metro location. These variables provide an indication of the geographic distribution of
PHAs, and the type of community in which they are located. Table A.2 presents the distribution
of PHAs 1n the fowm size categories across these descriptive vartables. PHAs from all size
categories are distributed essentially the same way across geographic iegions, with almost half
of all PHAs located 1n the South, 1oughly one quaiter located in the Central region, about 15
percent located 1n the North, and only about 10 percent located m the West Not surprisingly,
the distribution by metropolitan status varies gieatly by PHA size  Almost all of the extia large
PHAs (21 out of 23, or 91 peicent) aie located 1n metiopolitan areas, while the vast majoiity of
small PHAs (96 percent) ate located mn non-mefropolitan areas. Large and medium sized PHAs
fall between these two extremes, with 70 percent of large PHAs and 58 peicent of medium sized
PHAs located in metropolitan aieas.

Operating Subsidres. Data on operating subsidies paid under the PES were provided by
HUD i a file called SUBSIDY.DAT, extracted from the ROBOTS data base. Actual PES
payments for Fiscal Year 1989 provide the most current and complete measures of operating
subsidies to individual PHAs. These payments mcorporate after-year-end adjustments, and
include utilities as well as non-utthty operating costs  All but ten of the 3,253 PHAs and [HAs
n our universe appear in the SUBSIDY .DAT file, with non-zero values for PES payments. For
the ten mussing cases, operating subsidy values of zerc have been assigned. Table A.3 1epoits
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FIGURE A |
PHA PROSPECTIVE PAYMENT SYSTEM DATABASE STRUCTURE

Master PHA Source List File
Source Fiscal Data Survey
N = 3,253

Operating Subsidies
Source  Subsidy Dat !
N =3.248

Modernization Funding

Source Comp Grant. Dat :
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Table A.1

Public Housing Agencies by Size

Number of PHAs Percent*
Extra Large (over 6,500 units) 23 0.7%
Large (1,250 - 6,500 units) 131 4.0
Medium (500 - 1,249 units) 265 81
Small (under 500 units) 2,834 87.1
Total 3,253 100.0

*Percentages do not total 100% due to rounding
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Extra [arge

REGION
Northeast 5 (21.7%)
Cential 6 (26.1%)
South 9 (39.1%)
West 3 (13.0%)

TOTAL PHAs 23

METRO STATUS
Metro 21
Non-Metro 2

TOTAL PHAs 23

(91.3%)
(8.7%)

Table A2

40
23
55
13

131

92
39

131

Large

" (30.5%)

(17.6%)
(42.0%)
(9 9%)

(70.2%)
(29.8%)
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Dastribution of PHAs by
Region and Metro Status

Medium

60
61
102
42

265

155
110

265

(22.6%)
(23.0%)
(38 5%)
(15.9%)

(58.5%)
(41.5%)

Smali

310
864
1,399
261

2,834

123
2,711

2,834

(10.9%)
(30 5%)
(49.4%)

(9.2%)

(4 3%)
(95.7%)



Table A3

Final FY 1992 PFS Operating Subsidies
by -PHA Type and Region

PFS OPERATING

PHA TYPE FUNDS (millions)
Extra Large $1.141
Nottheast 562
South ~ 252
Central 285
West 4]
Large $578
Northeast 166
South 244
Central 108
West 61
Medum $235
Northeast 53
South 89
Cential 60
West 33
Small $305
Northeast 46
South 166
Central 60
West 33
Total PHAs $2.259
Northeast 828
South 750
Central 513
West 167

Note Subtotals do not add up to totals due to rounding
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the total level of operating subsidies provided to the PHAs included 1n the analysis, scaled up
to FY 1992 terms, as well as the distribution of fundmmg by PHA size.

Modernization Funding Values for the levels of modermization funding allocated to
PHAs and IHAs under the new Compiehensive Grants Progiam (CGP) were derived from data
i a file called COMPGRNT.DAT, extracted from HUD’s Comprehensive Grant Formula data
base These data reflect the final share amounts of backlog modernization funding and accrual
funding estimated as of July 1992 for every PHA using HUD’s modernization needs formula.
A total of 67 agencies that appeared wn the FDS file weie mussing from this file. These agencies
were assigned a value of zero for modernization funding.

Currently, only PHAs and IHAs with more than 500 units 1n their inventory are eligible
to participate in the formula-based CGP, PHAs with 250 to 500 units aie scheduied to be
mcorporated wnto the system, but smaller PHAs will continue to apply for funding under the
terms of the CIAP progiam. Neveitheless, HUD’s CGP foimula ptovides estimates of
modernization needs for every PHA and IHA, regardless of size, and will be used to determine
the total level of modernization funding allocated to small PHAs Therefore, we have used the
CGP shates to estimate backlog and accrual funding levels for the universe of PHAs as a basis
for comparing the effects of capitated funding alteinatives

Under CGP, a PHA’s modernization funding 1s determined by applyimng 1ts formula share
estimates for backlog and accrual modemization to the total national pool of modermization funds.
Each participating PHA’s share of available funds 1s determined by the needs-based formula. In
Fiscal Year 1992, $2.6 bidlion was made available for public housmg modernization to be
allocated among CGP and CIAP agencies. After adjusting for funds allocated to Alaska and the
tetritories, the total FY 1992 funding for PHAs in our analysis was $2.4 bidlion. As mdicated
cailier, we have used the CGP foimula shares to estimate public housing funding for all PHAs,
regardless of size.

PHAs participating i CGP receive a single annual grant, which may be applied to erther
backiog or accrual modernization needs as needed However, modeimzation formula shares are
constructed on the basis of a predictive analysis that considers these two souices of
modernization needs separately and, according to statute, half of the total funding for public
housing modermization is intended to address backlog needs, while half is intended to address
accrual needs. Therefore, we have constructed estimates of each PHA’s accrual modernization
funding allocation and backlog modermization funding allocation, as well as its total
modernization funding allocation under the CGP formula. An individual PHA’s accrual funding
allocation was calculated by applyming its accrual formula share value to half of the total funding
avairlable for public housing modermization at the national level. Cormrespondingly, a PHA’s
backlog funding allocation was calculated by applying its backlog formula shaze value to half of
the total funding available for public housing modernization at the national level. Table A.4
repouts the total level of modemnization funding provided to the PHAs included in the analysis
in FY 1992, as well as the distribution of funding by PHA size. As noted earlier, not every PHA
1s represented among the 3,253 mcluded in our analysis. Therefore, the sum of modernization
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Table A4

Final FY 1992 PHA Modermzation Funds
by PHA Type and Region

MODERNIZATION
PHA TYPE FUNDS (millions)
Extra Large $989
Nostheast 523
South 182
Cential 231
West 53
Laige $544
Northeast 153
South 207
Central 105
West 80
Medium $327
Northeast 71
South 114
Central 77
West 65
Small $545
Northeast 91
South 256
Central 133
West 65
Total PHAS $2,404
Noitheast . 838
South 758
Central 546
West 263

Note Subtotals do not add up to totals due to rounding
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funding across analysis PHAs falls short of the total funding available, and the overall allocation
between backlog and accrual modernization diverges slightly from a fifty-fifty split. Specifically,
the PHAs in our analysis sample account for a_total of $2.4 bilion i modernization --
approximately $1.2 ballion attributable to accrual néeds and $! 2 billion to backlog needs.

Vacancies. A key factor for szmulating the impacts of capitated funding alternatives 1s
clearly the number (or share) of units that are vacant at any PHA or [HA, Ideally, one would
base a capitated funding system on a PHA’s total occupied unit months, not on a simple
occupancy rate calculated at a single point in time. To illustrate, a unit occupied for 11 months
out of a year should receive 11/12 of the funding provided to a unit that 1s occupied for a full
year. Unfortunately, reliable data on occupled unit months were not avardable for the universe
of PHAs and IHAs. Therefore, the analysis 1s limited to more basic estimates of PHA-wide
vacancy rates.

Data on vacancies were provided by HUD 1n 3 file called VACANCY.DAT, which was
extracted fiom the FORMS data base. This file specifically reports the total number of vacant
units recorded between 1989 and the summer of 199]. Unuts that were vacant at the time of the
count were included regardless of the reason for vacancy; so, for example, vnits 1 a bulding
about to undergo substantial modermization would be mcluded m the vacancy count. Vacancy
rates are calculated as the iatio of vacant units to total units, and the number of households
served by a PHA 1s calculated as the total number of umts minus the number of vacant umts.
We 1dentified 145 agencies that were included 1n the FDS file but missing from the VACANCY
file. For these agencies, a vacancy rate was umputed by assigning the aveilage vacancy rate for
agencies 1n the same size category and region.

Table A.5 reports the distributron of PHAs by vacancy rate and PHA size category. Extra
large PHAs are the most likely to experience high vacancy rates, while most smalli PHAs have
substantially lower vacancy rates Specifically, only 4 of the 23 extra large PHAs (17 percent)
have vacancy rates under 6 percent; almost half have vacancy rates above 15 percent, and 4 (17
percent) are more than 30 percent vacant. In contrast, 43 peicent of small PHAs have vacancy
1ates under 6 percent, and only 11 peicent have moie than 15 percent of thewr units vacant
Among large and medium sized PHAs, about half have vacancy rates under 6 percent, and 9 to
16 percent have more than 15 percent of their units vacant.

Note that we have not made a distinction between short-term versus long-teim vacancies,
between wmdividual units vacant in buldings that are otherwise occupied versus boarded up
buildings, or between habitable vacancies versus vacancies that are awaiting modernization All
of these distinctrons are of course impoitant to the actual outcome of a capitated funding system,
but complete data on the characteristics and 1easons for vacancies are not available. Therefore,
vacancy rates used tn this report represent the share of all units in a PHA’s mventory that were
vacant for any reason.

Local Cost Adjustments. Differences in local cost levels for individual PHAS aze reflected
by the R S. Means Index, which measuies temporal and cross-sectional variations in construction
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costs. This mdex is used by HUD 1n computing modernization funding needs under the CGP
formula  An alternative cost adjustment variable was also considered for this analysis.
Specifically, HUD uses the local government wage index produced by the Bureau of Labor
Statistics to adjust operating subsidy estimates under the PFS.

Farr Market Rents. Local Fair Market Rent (FMR) values for various sized units wete
Iinked to PHA 1dentifiers by Abt Associates Specifically, for each PHA, the Abt file provided
1990 values of FMRs for efficiency units, one-bedroom units, two-bedroom units, three-bedroom
units, and four or more bedroom units.

Tenant Rent Contributions. Data on rents charged to public housing residents were
provided by HUD 1n a file called RENT.DAT, extracted from the SORES data base. These data
reflect actval rent charges for Fiscal Year 1989, and provide the best available measure of
potential PHA revenue from tenant rent contributions. Unfortunately, 356 of the 3,253 agencies
that appear in the FDS file are missing from the RENT file It was not considered plausible to
assign all of these cases a tenant rent value of zero, nor was it acceptable to drop 356 cases from
the financial analysis. Therefore, tenant rent charges were imputed for cases 1 which these data
were mussing.  Specifically, agencies with missing tenant rent payments were assigned the
average per umt rent value for agencies in the same size category and region.

Debt Service. Data on the imputed value annual payments for the retirement of public
housing debt were provided by HUD 1n a file called PHDEBT.DAT, which was prepared for a
HUD analysis of public housing rent levels Although HUD no longer makes payments under
the Annual Contributions Contracts (ACCs), these imputed debt service values 1eflect HUD’s best
estimates of what the federal government would be paying on debt service on all debt mcurred
through 1988. The true 1mputed cost to the federal government of public housing debt service
18 actually somewhat higher than these estimates, due to capital costs incurred since [988.

Unit Size Dustribution Data on the distribution of public housing units by unit size
(number of bedrooms), wete provided by HUD 1n a file called PFS.DAT, which was extracted
from the Comprehensive Grant Formula data base. For each PHA, these data report the percent
of umts that have more than three bedrooms and the percent of units that have more than two
bedrooms. Using these variables, we calculated the number of uvnits with three or more
bedrooms, the number of two bedroom units, and the number of efficiency and one-bedroom
units.

Resident Characteristics i Public Housing Agencies. For a subset of PHAs, data on
iesident chaiacteristics were extracted from HUD’s Multifamily Tenant Characteristics System
(MTCS). This data base provides information at the individual household and project level, and
iesident attributes were aggregated to the PHA level by HUD staff Specifically, estimates of
average household size, average household income, share of households headed by a single
mother, and share of households on welfare were provided for all PHAs with greater than 500
umts. Small PHAs are not mncluded 1n the MTCS data base.
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APPENDIX B: COMPUTATION OF PAYMENTS
UNDER ALTERNATIVE FORMULAS

Base Case Funding Levels

{. Fo1 each PHA, apply the ratio of the FY 1992 Performance Funding System (PFS) total over
the FY 1989 total, to each agencies’ formula payment in FY 1989

2. For each PHA, apply the Compiehensive Grant Program (CGP) formula shares to the total
FY 1992 pool of CGP funding to determine the PHA’s allocation for backlog and acciual
modernization needs.
a. Total 1992 funding for public housing modetnization under CGP and CIAP 15 $2.6
bulion, $2 4 of which was allocated to agencies mm our analysis,

b. According to statute, half of the total modermzation funding 1s for accrual needs
and half is for backlog needs

C. A PHA’s accrual modetmization funding 15 computed as accrual share times half
of total modernization funding available

d. A PHA’s backlog modernization funding is computed as backlog share times half
of total modernization funding avadable.

e. A PHA’s total modermization funding 18 computed as'backlog funding plus accrual
funding

3. For each PHA, add 1992 operating funding plus total 1992 modemnaﬂon funding to ainve
at base case funding level

4. For each PHA d1v1dc by the total number of units to yield current average per unit funding

levels,

Formula Al. Total Curient Pool of Operating and Mod Funds Allocated Equally Across
Occupred Unats

[. Sum across all PHASs to arrive at a total 1992 pool of operating and modeinization funds

2. Sum across all PHAS to arrive at the aégrcgéte number of households served (occupied units).

3 Divide the total 1992 pool of operating and moderntzation funding by the aggregate number
of households served to yield a constant payment level per household.
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4. For each PHA, multiply the per household payment level times the number of households
served (occupied units) to yield the formula Al payment
5. For each PHA, divide the formula Al payment by the total number of units (occupied or
vacant) to yield average per unit funding under the formula. .

Fo;mula A2- Corrent Pool of Operating Funds plus Accrual Portion of Mod Funding Aljocated
Equally Across Occupied Units; Backlog Portion of Mod Funding Allocated by CGP Formula

1 Sum across all PHAS to arrive at a total 1992 pool of operating funds plus the accruval portion
of modernization funds

2. Drvide the total 1992 pool of operating and accrual modernization funding by the aggregate
number of households served (from Formula Al), to yield a constant payment level per
household.

3. For each PHA, multiply the per household payment level times the number of households
served (occupied units), to yield the capitated portion of the formula A2 payment.

4. For each PHA, add the backlog portion of curtent modernization fundmg (calculated under
the CGP formula) to the capitated payment to yield the total formula A2 payment.

5 For each PHA, divide the formula A2 payment by the total number of anits (occupied or
vacant) to yield average per unit funding under the formula

Formula A3: Current Pool of Operating Funds Alloczited Equally Across Occupied Units;
Modernization Funding Allocated by CGP Formula :

[. Sum across all PHAs to arrive at a total 1992 pool of operating funds.

2. Drvide the total 1992 pool of operating funding by the aggregate number of households served
(fiom Formula Al), to yield a constant payment level per household. ‘

3 For each PHA, multiply the per household payment level times the number of households
served (occupied units), to yield the capitated portion of the formula A3 payment.

4  For each PHA, add modernization funding (calculated under the CGP formula) to the
capitated payment to yield the total formula A3.payment.

5 For each PHA, divide the formula A3 ;;ay}nent by the total number of units (occupied or
vacant) to yield average per unit funding under the formula.
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Formula B1: Total Current Pool of Operating and Mod Funds Allocated Among Occupied Units,
with Payment Adjusted by Local R.S. Means Index

. Normalize the values of the R.S. Means Index so that the average across PHAs (weighted by
number of occupied umits) 1s 1.0.

A Calculate the average of R.S. Means Index values across PHAs, where each
' PHA’s Index is weighted by the number of occupied units. -

b. For each PHA, divide the raw Index value by the weighted average value to yield
a normalized ndex value.

2. For each PHA, multiply the capitated payment calculated undel Formula Al by the
normalized 1index value to yield the Formula Bl payment,

3 For each PHA, divide the Formula Bl payment by the total number of vnits (occupied or
vacant) to yield average per umt funding under the formula.

t

Formula B2: Current Pool of Operating Funds plus Accrual Portion of Mod Funding Allocated
Among Occupled Units, with Payment Adjusted by Local R.S Means Index, Backlog Portion of
Mod Fundimmg Allocated by CGP Formula

I. For each PHA, multiply the capitated payment calculated 'under Formula A2 by the
normalized R.S. Means Index value to yield the capitated pottion of the Formula B2 payment

2. For each PHA, add the backlog portlon of current modernization funding (calculated unde1
the CGP formula) to the capitated paymeit to yield the total formula B2-payment.

3. For each PHA, divide the Formula B2 payment by the total number of units (occupied or

vacant) to yield average per umt funding under the formula

Formula B3: Curnient Pool of Operafing Funds Allocated Among Qcecupied Units, with Pymént
Adpusted by Local R S Means Index, Modernization Funding Allocated by CGP Formula

1. For each PHA, multiply the capitated payment calculated under Formula A3 by the
normalized R.S Means Index value to yield the capitated portion of the Formula B3 payment

2. For each PHA, add current modeinuzation' funding (calculated under the CGP foimula) to the
capitated payment to yreld the total formula B3 payment.

3. For each PHA, divide the Formula B3 payment by the total number of units (occupied or
vacant) to yield average per unit fundmg unde: the formula.
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Formula Cl: FMR-based Payment Replaces all Curient Operating and Modemization Funds

[. For each PHA, inflate 1990 FMR values to y1eld 1992 values, using an average annual
inflation rate of 3.7 percent.

2. For each PHA, inflate 1989 values of tenant fent payments to yield 1992 values, using an
average annual inflation rate of 3.7 percent.

3. Foreach PHA, calculate total FMR-based rent revenue by multiplymg the number of occupied
units in each unit size category times the applicable FMR.

a. Estimate the number of occupied units in each size category by multiplying the
total number of units greater than three bedroom, two bedroom, and efficiency/one
bedroom times the share of all units that are occupied.

r

b. Muluply the number of occupied units in each s1ze category by the FMR for that
size category.

C. Sum across size categories to yield total FMR-based 1ent tevenue for the PHA.

4 For each PHA, calculate the federal FMR-based payment by subtiacting 1992 tenant 1ent
contributions and 1mputed debt seivice.

b

5. For each PHA, add 7 percent to the total est1mated FMR-based revenue to reflect
adminstrative fees.

6 For each PHA, this FMR-based payment represents the total Formula C1 payment.
7. For each PHA, divide the Formula Cl payment by the total number of units (occupied or

vacant) to yield average per vnit funding under the formula.

Foimula C2: FMR—based Payment Replaces Current Operating Funding plus Accrual Portion of
Mod Funding; Backlog Portion of Mod Funding Aliocated by CGP Formula

I.' For each PHA, add the backlog portion of cufrent modernization funding (calculated under
the CGP formula) to the FMR-based payment calculated under Formula C1 to yield the total
Formula C2 payment

2. For each PHA, divide the Formula C2 payment by the total number of units (occupied or
vacant) to yield average per unit funding under the formula
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Formula C3. FMR-based Payment Replaces Current Operating Funding; Modernization Funding

Allocated by CGP Formula

1. For each PHA, add curient modernization funding (calculated under the CGP formula) to the
FMR-based payment calculated under Formula C1 to yield the total Formula C3 payment.

2. For each PHA, divide the Formula C3 payment by the total number of units (occupled or
vacant) to yield average per unit funding under the formula.

Simulating Future Payment Levels: Base Case

1. For each PHA, fede1al payments for both operating and modernization costs are assuimed to
increase due to inflation at an annual rate of 3.7 percent.

a For the l-yea scenatio, increase federal payments to each PHA by a factor of
1.037.

b. For the 5-yeal scenario, inciease federal payments to each PHA by a factor of
1.037°.

Simulating Future Payment Levels: Capitated Payments

(Note: Formula C2 1s the basis for simulatng the future effects of a capitated payment system
This 15 the formula m which an FMR-based payment replaces current operating funding plus the
accrual portion of modermization funding, while the backlog portion of modernization funding
15 allocated by CGP formula).

1. For each PHA, inflate 1992 values of backlog modernization funds, using an avetage annual
wnflation rate of 3 7 peicent

a For the 1-year scenano, inctease backlog moderization fundmg by a factor of
1037 .

b. For the 5-year scenano, increase backlog modernization funding by a factor of
1.037%.

2. Por each PHA, inflate 1992 FMR values, using an average annual inflation rate of 3 7 percent

a. For the 1-year scenario, mciease FMRs by a factor of 1.037.

b. For the S-year scenario, mciease FMRs by a factor of 1.037°
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3. For each PHA, calculate an average (per household) tenant rent payment and 1nﬂate using
an average annual inflation rate of 3.7 percent. .1 - . ‘ .

a Average tenant rent payment s calculated as total tenant ient divided by total
occupied units. e
't
b. For the l-year scenario, mcrease:average tenant payment by a factor of 1.037.

c For the 5-year scenario, increase ‘average tenant payment by a factor of 1.037°,

4. Foi each PHA, construct estimated number of occupled units after one year under a capitated
System. . ’ - ‘ !

a. . For PHAs with vacancy rates under 6 ‘percent, number of 0ccup1ed units 18
unchanged. : . : .
b, For PHAs with vacancy rates between 6 and 10 percent, vacancy rate 1s reduced

by 5 percentage points, to yield the predicted number of occupied units.
c. For PHAs with vacancy rates between 11 and 30 percent, vacancy rate is reduced
by 2 percentage pomts,.to yield the predicted number of occupied units. -
d. For PHAs with vacancy 1ates over 30 percent, vacancy rate 18 multiplied by a
factor of 0.9525 to yield the predicted number of occupied unuts.
5. For each PHA, construct cstlmated number of occupied units after five years under a capitated
system.

a. For PHAs with vacancy rates undeir 6 percent, number. of occupted wonits is

unchanged.
b For PHAs with vacancy rates between 6 and 0 peicent, vacancy iate 1s ieduced

by 5 percentage pomts, to yield the predicted number of occupied unats.

C. For PHAs with vacancy rates between 11 and 30 percent, vacancy rate 1s reduced
by 10 percentage pomnts, to yield the predicted number of occupied units.

d For PHAs with vacancy rates over 30 percent, vacancy rate 1s multiplied by a
factor of 0.2375 to yield the predicted number of occupied unats.
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6. For each PHA, calculate total FMR-based rent revenue after one year and after five years by
multiplying the predicted number of occupied units (after one year and five years) times the share
of units in each size category times the applicable FMRs (inflated to one year and five yeats).

a Estimate the number of occupied units 1 each size category by multiplying the
share of units gieater than three bedroom, two bedroom, and efficiency/one

bedroom tumes the estimated number of occupied units after one year.

b Multiply the number of occupied units in each size category by the FMR for that
size categoly

C. Sum across size categories to yield total FMR-based ient revenue for the PHA.
7. For each PHA, calculate tenant rent payments after one year and after five years by
multiplying the average per household rent payment (inflated to one year and five years) by the

estimated number of occupied units (after one year and after five years).

8. Fo_r each PHA, calculate the federal FMR-based payment by subtiacting 1992 tenant rent
contributions and unputed debt service.

9. For each PHA, add 7 percent to the total estumated FMR-based revenue to reflect
administrative fees.

10 For each PHA, add the backlog portion of current modermzation funding (calculated under
the CGP formula) to the FMR-based payment to yield the total federal payment after one year
and after five years.

[1. For each PHA, divide the one year and five year payments by the total number of units
{occupied or vacant) to yield average per unit funding.
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