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Chapter One:
Overview

I INTRODUCTION

This Report presents the working papers which have been prepared by the National
Commission on Severely Distressed Public Housing (NCSDPH) to introduce to
theUnited States Congress its findings and evaluation of severely distressed public
housing. This chapter serves as an introductory chapter to the other chapters which fol-
low.

Congress established the National Commission on Severely Distressed Public Housing
through the 1989 National Affordable Housing Act (Public Law 101-235). The Com-
mission was assigned the following Lasks:

1. To identify those public housing developments in the Nation thal are in a severe siate
of distress;

2. To assess the most promising strategies to improve the conditions of severe distress
that have been implemented by public housing authorities and other government
agencies; and

3. To develop a National Action Plan to eliminate the conditions that contribute to unfit
living conditions in public housing developments determined by the year 2000.

While devising the plan, this bipartisan, diverse group of Commissioners was charged
with identifying the causes of severe distress as well as effective methods of treatment.

The Commission conducted an extensive survey of conditions at severely distressed
developments across the country. Its evaluation of severely distressed public housing
involved several forms of research:

» analysis of physical needs databases;
»  collecting data on the resident population from the U.S. Department of Housing and

Urban Development (HUD);

« examining HUD's treatment of troubled PHAs and developments in need of rehabili-
Lation; '

+  soliciting comments and examples of severely distressed public housing from
industry trade groups;

»  conducting case studies of 14 developments at 12 public housing agencies around the
country which examined conditions at both distressed and revilalized developmenits.

In the course of conducting their research, Commissioners visited 25 cities, held over
20 public hearings, talked to numerous public housing residents and interviewed PHA
staff.

Using this research, a series of working papers on several aspects of managing se-
verely distressed public housing were written. Several consultants participated in this
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effort, so that specialists in public housing design, maintenance and financial manage-
ment all contributed to developing these detailed working papers. To accompany the
frequent references to industry-specific terms, a list of terms commonly used in the
public housing program is provided in Exhibit 1 of this volume.

Congress directed the NCSDPH to develop proposals for undertaking rehabilitation
strategies to address not only the capital improvement needs of severely distressed
public housing developments, but also their management and operations systems. The
NCSDPH believes that its recommended physical rehabilitation and management strat-
egies must be viewed in conjunction with the support services and other needs of the
households that reside in severely distressed public housing, since it is the residents of
these housing developments that public housing was created to serve.

Congress instructed the NCSDPH to assess the most promising strategies which in-
clude:

«  measures to correct management deficiencies;

«  provision of support services to residents, and if necessary, the redesign of buildings
10 accommodate such services;

+  redesign of projects to reduce density and otherwise eliminate harmful design
elements;

»  conversion of projects to mixed income housing developments; and

+ toial or partial demolition or disposition of projects. Evaluation of such strategies
includes efforts 10 provide for replacement of public housing dwelling units that
were demolished, disposed of or otherwise removed from use by low-income
persons.

A successful approach 10 addressing the needs of severely distressed public housing
will consist of many components integrated into a program that encompasses manage-
ment, capital improvements, support services and resident initiatives. The strategy
must involve a wide range of participants including local governments, the private sec-
tor, federal agencies and, of course, public housing residents. These working papers
contain numerous recommendations for addressing conditions in severely distressed
public housing and are the basis for the National Action Plan (NAP) which can be
found in the Final Report of the NCSDPH (August, 1992). The NAP contains the ac-
tual action plan and programs being proposed by the NCSDPH for correcting dis-
tressed conditions. A brief outline of each working paper follows.

Chapter Two, “Defining Severely Distressed Public Housing”, offers the
Commission’s definition of “severely distressed public housing™ and the methodology
used to establish the definition. Categories of distress and a rating system for measur-
ing distress are also discussed in this chapter.

Chapter Three, entitled “Resident Initiatives and Support Services,” provides a discus-
sion of the social and support services available to residents, as well as resident initia-
tives that promote resident invol vement and participation in the process of revitalizing
public housing. Often the human conditions in severely distressed public housing are
ignored in order 1o concentrate on physical needs, causing the people who live in se-
verely distressed public housing to also become distressed. This population has be-

PR PR PR TOR VPR VOO TP TR VU TR ORI W WO TR W W TOR S O



™

Chapter 1« Overview

1-3

come increasingly poorer and has exiensive social service needs. This chapter exam-
ines the need to coordinate both existing services and provide additional services to
residents, as well as resident initiatives that promote self-sufficiency and empower-
ment such as economic development activities, homeownership programs and Resident
Management Corporations.

Chapter Four, “Management and Operation,” discusses the importance of effective
on-site management in running efficient public housing programs. A PHA that is expe-
riencing management difficulties and fails to provide decent, safe and sanitary housing
to its residents often loses conwol of its developments, resulting in severely distressed
public housing. Indicative of such a failure is the inability of PHAs to control access to
the developments, high vacancy rates that result in lower rental income, and high
crime rates. The NCSDPH believes that the management of public housing must not
only include traditional services such as maintenance and lease enforcement, but also
the delivery of social services as a part of the overall full-service housing management
approach. This chapter highlights the need to focus on the management operations of
public housing and the necessity of providing PHAs with the tools to do this,

Chapter Five, “Capital Improvement Programs and Physical Conditions,” focuses on
one particular aspect of severely distressed public housing, the underfunding of mod-
ernization needs. Severely distressed public housing receives a disproportionately low
share of funding appropriations, thus perpetuating and enlarging the circle of distress.
This chapter includes a discussion of capital improvement programs, modernization
funding requirements, design approaches and planning issues that must be addressed in
order to recreate viable public housing communities. The NCSDPH quantifics the por-
tion of the public housing program that is severely distressed and recommends inter-
ventions described in this and other sections of the report.

Chapter Six, entitled “Assessing Housing Viability,” discusses HUDs viability process
which is currently the only method for determining “severe distress™ and the non-vi-
ability or obsolescence of a housing development. In this chapter, criteria for determin-
ing the feasibility of rehabilitating or replacing a severely distressed public housing
development are described in detail.

Chapter Seven, “Regulatory and Statutory Barriers,” was writien because Congress
asked the Commission to review those regulations and statutes that should be modified
in order to improve the operations of public housing for staff and residents. This chap-
ter contains a discussion and analysis of regulations and statutes that may creale barri-
ers to effective public housing operations, including rent regulations, operating sub-
sidy, total development costs, and other HUD regulations that limit PHAs® and RMCs’
ability to manage their housing.

Chapter Eight, “Evaluation and Performance Standards,” discusses the importance of
evaluation and performance standards for determining whether essential operating ser-
vices are being provided. Methods of assessing performance and issues pertaining to
the evaluation of operations of individual housing agencies are discussed in this sec-
tion of the report. The NCSDPH believes that it is important to consider both the meth-
ods and the process for evaluating the performance of those who manage public hous-
ing. It ultimately proposes implementation of a national accreditation system with the
purpose of evaluating PHAs based on their performance rather than on compliance
with HUD regulations. This method of assessing performance would be done by an
objective third party and would provide technical assistance based on weaknesses un-
covered in the performance review.
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Chapter Nine, entitled “Non-traditional Strategies,”argues that, since not all PHAs are
alike in needs, goals and objectives, they should not be governed by a uniform set of
regulations. The Congress indicated that it was interested in strategies pursued by pub-
lic housing agencies. A discussion of how the public housing program can be modified
to allow high-performing PHAs more flexibility, to encourage alternative management
entities and to allow PHAs to participate in other types of housing programs is in-
cluded in this chapter.

Chapter Ten, Conclusion: Summary of National Action Plan,” summarizes the
Commission's main policy recommendations. These were developed based on the re-
search conducted through the case studies and the working papers in this volume.

Appendix A, “Occupancy Issues in Distressed Public Housing,” provides an overview

of the demographic changes in public housing occupancy over the past 20 years. It also
identifies a broad range of design, management and service delivery issues which arise
as PHAs attempt to meet the current and future needs of the public housing population.

Appendix B, * The Modernization Needs of Severely Distressed Public Housing,” ex-
amines the modernization needs of the distressed housing stock and provides an esti-
mate of the number and characteristics of these severely distressed developments. An
estimate of the funding required 1o meet the physical needs of these severely distressed
developments is also discussed.

Each section of the report presents research that has been conducted by the NCSDPH
and offers strategies to resolve problems presented by severely distressed public hous-
ing developments. Of particular interest is the discussion of management standards and
evaluation of the operating performance of housing organizations in which the
NCSDPH recommends a new approach for public housing that can in fact be followed
by all large housing organizations.

A number of new approaches to improve the conditions of severely distressed public
housing recommended by the NCSDPH were enacted into law by Congress. Some of
the recommendations are in legislation entitled “The Revitalization of Severely Dis-
tressed Public Housing”, which is contained in the Housing and Community Develop-
ment Act of 1992 and in the Veterans’ Administration, Department of Housing and
Urban Development and Independent Agencies Appropriations Act for FY 1993, The
Reviulization program provides grants to PHAs to develop and implement revitaliza-
tion programs for their severely distressed public housing developments. Severely dis-
tressed public housing requires major modemization in conjunction with economic de-
velopment and self-sufficiency programs in order to be turned around. Some
developments may need to consider redesign issues as part of their modernization pro-
gram. All of these activities appear to be eligible for funding under this new competi-
tive grant program.

IIl.  PUBLIC HOUSING OPERATIONS AND SEVERELY DISTRESSED PUBLIC
HOUSING

In discussing severely distressed public housing it is important to consider the environ-
ment in which many of the larger PHASs operate. Many severely distressed public
housing developments are located in large urban areas and in blighted neighborhoods.
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PHAG s are, in most cases, providing housing services for households which are not
served to an significant degree by the private sector. These PHASs experience problems
not commonly encountered by other housing providers. While much of the public
housing stock is in good condition, or can be treated through conventional programs
that have been implemented by Congress and HUD, the condition and problems of se-
verely distressed public housing are of concern in the NCSDPH's review,

Severely distressed housing developments can place an enormous strain on the overall
operation of a PHA and can have an adverse impact on a PHAs ability 10 provide ser-
vices 1o its other sites. Unless these conditions are addressed, severely distressed de-
velopments will continue to strain a PHA’s ability to direct modemization funds 10
other sites and impair its management of non-distressed complexes. In fact, the number
of “high modernization needs” housing developments have increased over the past few
years, and this gives every indication that the number of severely distressed public
housing developments may be increasing. Bascd on research conducted by the
NCSDPH an estimated six percent of the public housing program can be considered
severely distressed. This is important, since it means that approximately ninety-four
(94) percent of the public housing program does not appear 10 be severely distressed.
Therefore, some of the programs and approaches for treating severely distressed public
housing should not be confused with or woven inio the programs and approaches for
addressing the needs of the remaining portion of the public housing stock that does not
require such treatment.

During the past two decades, the public housing program has become more complex as
the requirernents for the programs have increased. PHAs span a wide range of organi-
zational types in terms of the programs and types of housing that they manage. There
are more than 3,000 PHAs nation-wide, but fewer than 800 own and operate more
than 250 units of conventional low-rent public housing. Severely distressed public
housing is not found in a majority of PHAS, but tends to be found in PHAs that operate
a larger number of housing units. The conditions found in severely distressed public
housing often appear to be related to conditions found in distressed urban communi-
ties. Problems in urban locations that are found throughout various regions of the
country can be reflected in conditions found in severely distressed public housing. The
NCSDPH has noted that conditions in severely distressed public housing relate not
only to distressed physical conditions at the housing developments, but also to the
households residing in these developments. These conditions of distress are character-
ized by: poverty brought on by high unemployment, unstable family structure, high
incidence of crime, lack of education, and a lack of support services. PHAs find it in-
creasingly difficult 1o address the capital improvement, support services and manage-
ment needs of severely distressed public housing. Therefore, the NCSDPH believes
there is a clear need to develop a separate program to treai severely distressed public
housing.

While most PHAs consider their basic mission to be providers of decent, safe and sani-
tary housing, the complex regulatory and social environment of public housing calls
for PHAS to ensure that essential on-site operating services are provided at the housing
development level in order to meet other regulatory and statutory requirements. Essen-
tial on-site operating services include collecting rents, maintaining housing, lease and
occupancy management, and management of basic services. There is no definition of
appropriate operating services, but PHAs are expected to develop programs and activi-
ties that meet the needs of the housing they operate and the residents they serve. PHAs
are 10 operate in a manner consistent with local needs, but must follow nationally es-
tablished rules based on Congressional iegislation and regulations promulgated by
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HUD. Laws and regulations governing PHA operations have increased substantially
over the past 25 years to include rules ranging from the establishment of rent levels
and selection of households, to the manner in which funds can be obtained to cover
operating and modernization costs. Many of the rules governing PHAs must be applied
universally to all public housing regardless of location or type. The flexibility afforded
PHAs is considered to be quite limited based on the information and testimony given
to the Commission. The environment in which PHASs operate impedes their ability to
address conditions in severely distressed public housing.

Larger urban PHAs are considered to be some of the largest real estate operations in
the areas where they are located. The level and complexity of PHA operations are
quite important to consider when determining the management systems and controls
that are necessary for the effective operation of public housing. The activities of these
organizations must be supported by management information systems, sufficient inter-
nal controls and sound financial management practices. Attention needs to be given to
the organizational health of the agency, to ensure that systems are in place to support
the delivery of essential on-site operating services. PHAs, like any real estate opera-
tion, must balance the organization-wide need to maintain sound management systems
with the need 1o provide services at specific public housing developments. This bal-
ance becomes increasingly difficult when the housing portfolio contains severely dis-
tressed public housing.

There has been significant effort and attention given at the national level to public
housing resident initiative programs. All of these initiatives are designed to empower
public housing residents by incrcasing opportunities, choices, and major participation
in shaping their own destiny, For example, Resident Management Corporations
(RMCs) have been established to affect the operation of public housing developments
by undertaking oversight responsibility for managing public housing units. Further,
resident initiatives embody a “self help process” to assist residents in making the tran-
sition from being recipients of public assistance to becoming actively involved in ad-
dressing the needs of their communities. Pan of the work of the NCSDPH has involved
reviewing successful resident-owned businesses which have been developed o en-
hance employment and entrepreneurial skills of public housing housechold members.
Although some self-help efforts have been exemplary, there remains a need to create
support service delivery systems that are comprehensive, well-coordinated and de-
signed to impact each family member residing in public housing developments, espe-
cially those developments that are considered to be severely distressed.

The operation of severely distressed public housing is affected by many factors that
must be taken into account when determining appropriate treatment for a such a public
housing development, Any program must address the physical conditions of the hous-
ing, resident services, manageability of the housing, and programs to complement im-
provements in a distressed neighborhood where a housing development is located. The
program for treating severely distressed public housing must allow for greater flexibil-
ity in the conventional public housing program. Proposed changes and new approaches
required to treat severely distressed public housing form the basis for the subsequent
chapters in this report.
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. FINANCIAL SUPPORT FOR THE OPERATION AND MODERNIZATION OF
PUBLIC HOUSING

PHA s are required to give preference 1o public housing applicants that have the great-
est need for housing. The significance of this practice is that higher percentages of
residents on public assistance are occupying public housing units across the country,
One issue resulting from the policy of housing large numbers of poverty impacted
households is the reduced amount of rental income PHAS can obtain to cover the cost
of operations. Developments with very low rental income combined with large num-
bers of uninhabitable vacant units increase the percentage of operating subsidy re-
quired to manage public housing. For most PHAs, operating subsidy is provided
through a formula established under the Performance Funding System (PFS).

The PFS was created in response to language in the Housing and Community Develop-
ment Act of 1974 and was based on a study of PHAS in the early 1970s. The formula
was based on the operating services supported by PHAs that were included in the
study. Since the early 1970s there have been many changes to the public housing pro-
gram. The enactment of new laws and the establishment of new regulations have re-
sulied in changes to the public housing program. There have also been significant
changes 10 the level and type of operating services considered appropriate for PHAs to
provide. As indicated earlier in these working papers, no firm definition of operating
services exists for public housing or for derived PFS funding levels,

The operating service needs of severely distressed public housing do not seem 1o be
adequately funded under the current method of setting expense levels for PHAs. Under
PFS, an expense level is established (o support the operations of a PHA’s entire public
housing program. This does not account for the changing needs for operating services
and funding of a particular (severely distressed) public housing development. In fact,
the operating costs of a severely distressed public housing development can drain the
resources of a PHA and result in a lower level of service being provided to other hous-
ing developments. This problem can also result in PHAs limiting the services available
to address conditions in a severely distressed public housing development in order o
address the needs in other public housing developments, Neither situation is desirable
or appropriate for meeting the essential operating service needs of public housing.
Since currently there is no required system for reporting operating costs by public
housing development, it is difficult to determine the extent to which operating costs of
severely distressed public housing developments impact the overall level of funding
provided to other housing developments within a particular PHA.

In 1987 the Congress required that HUD establish a system for enabling PHAs to ap-
peal the Allowable Expense Level (AEL) set under the PFS. HUD has recently issued
regulations providing for PHAs to appeal AELs but there is no evidence that this sys-
tem will enable PHAs to adequately address the funding needs of severely distressed
public housing throughout the country. Many PHAs and housing organizations have
raised concerns over the level of funding provided to support public housing opera-
tions under the PFS. However, the NCSDPH is concerned with the level of funding for
severely distressed public housing and is recommending a process for setting expense
levels separately for these housing developments. This approach is designed to help
assure that the programs and other initiatives proposed to treat severely distressed pub-
lic housing developments can be implemented and sustained.
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While the 1990 National Affordable Housing Act authorized two studies of funding for
public housing to be undenaken, neither of these studies have been completed. Major
public housing organizations have collaborated to undertake their own study of public
housing operating funding provided under the PFS. Preliminary reports from this study
have been reviewed by the NCSDPH.

The other major source of public housing funding is modemization funding. Until re-
cently, all PHAs received modernization funding under the Comprehensive Improve-
ment Assistance Program (CIAP), For PHAs with 500 or more units (250 or more be-
ginning in Fiscal Year 1993) a new program called the Comprehensive Grant Program
(CGP) is being used which provides funding through a new formula. This program is
designed to provide a higher degree of flexibility for PHAs by providing them with
more consistent funding levels from year-to-year to support the modemization needs
of public housing developments, The NCSDPH's review indicates that the funding
amount to be provided 10 PHAs under the CGP formula in a number of cases is sub-
stantially below the amount needed to address the amounts indicated in PHA capital
improvement plans. This is of concern to the NCSDPH since it may result in a lack of
funding for severely distressed public housing developments which usually have high
moderization needs.

In a study conducted by the NCSDPH, units with a relatively low level of rehabilita-
tion needs in 1985 have received a disproportionate share of CIAP funding over the
past five years. For example, units with needs below 20 percent of total development
cost (TDC) received roughly 40 percent of all CIAP allocations. In contrast, units with
needs in excess of 60 percent of TDC accounted for roughly 19 percent of aggregate
needs, yet these same units received only 8 percent of available funding. Available
funding for the modernization program has fallen far short of existing needs. Appar-
ently, the majority of PHAs have concentrated their limited resources on those'seg-
ments of the public housing stock where available funds can make a difference. One of
the apparent outcomes of this targeting was an increase in the number of units whose
modemization needs were relatively high.

Congress has provided funding for a program designed to address the needs of certain
public housing developments with high modernization needs, known as the Major Re-
construction of Obsolete Properties (MROP) Program. For Fiscal Year 1992, $200 mil-
lion was appropriated for this program, however the Administration has proposed that
these funds be rescinded. The MROP program offers a separate source of funds to sup-
port the major rehabilitation of what the NCSDPH would consider severely distressed
public housing with high modemization needs. The NCSDPH has reviewed this pro-
gram and is recommending that it be modified and expanded to support the rehabilita-
tion of severely distressed public housing. One such modification should be the allow-
ing of funds for construction of replacement housing, as an alternative to rehabilitation
of existing units, depending on the comprehensive treatment considered most appropri-
ate for a particular severely distressed development.

The review of existing HUD funding programs for public housing has been conducted
with the objective of determining how these programs address the needs of severely
distressed public housing developments. Special grant programs, such as the Public
Housing Drug Elimination Program (PHDEP), have also been reviewed. In the work-
ing papers the NCSDPH examines ways in which existing funding programs can be
used or adapted 1o meet the needs of severely distressed public housing. In cases where
new or different funding approaches are needed, the NCSDPH recommends new pro-
grams or program changes.
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Each of the following chapters presents Commission research, issues framed by site
visits and public hearings and strategies that can be used to resolve the findings pre-
sented. The issues presented in these chapters match those issues presented in the Na-
tional Commission of Severely Distressed Public Housing's Final Report published by
the Government Printing Office in August of 1992.
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CHAPTER TWO:

A DEFINITION OF SEVERELY DIS-
TRESSED PUBLIC HOUSING

I.  INTRODUCTION

The National Commission on Severely Distressed Public Housing (NCSDPH) has at-
tempted to define severely distressed public housing. The definition that has evolved
includes traditional measures such as modernization and non-traditional measures such
as school drop out rate. This definition takes into account as many aspecis as possible
so PHAs may have latitude in determining which public housing developments are se-
verely distressed. Reviews of housing developments were undertaken by members of
the NCSDPH as were site examinations and case study reviews. Based on these re-
views and studies a definition for severely distressed public housing is being offered. It
was decided by the members of the NCSDPH not to use time and resources to identify
specific severely distressed public housing developments but rather to develop a work-
ing definition and proposals that would direct resources toward the development of a
comprehensive program to treat these severely distressed housing developments.

The NCSDPH developed the definition of severely distressed public housing with the
intention that it be used so that PHAs can apply for severely distressed housing desig-
nation and for these housing developments to then qualify for remedies proposed by
the NCSDPH and enacted by the Congress. The definition is expected to be further
refined based upon the collection of data for the indicators covered in the proposed
point system. It is recognized that there is a significant lack of data on many indicators
that the NCSDPH has included in its definition and point system and recommends that
Congress provide funding to HUD’s Office of Policy Development and Research to
undertake a project to better identify how the data required for the point system can be
collected and maintained.

Il. PROPOSED DEFINITION OF SEVERELY DISTRESSED PUBLIC HOUSING

The NCSDPH believes that severely distressed public housing is characterized by a
combination of several factors or an extreme degree of one condition, The factors cho-
sen to be included in the definition combine physical and social characteristics that
seem 1o best capture the range of conditions observed. A qualitative definition was
considered, but the Commission decided that a point system had the advantage of be-
ing more definitive and practical. Therefore, based on factors identified by the Com-
mission through public hearings, case studies and Commission meetings, the Commis-
sion designed a point system for designating developments as severely distressed. The
Commission believes however, that the definition should be further refined and should
incorporate more qualitative factors.

As a starting point the Commission relied upon four identifying features stated in the
Congressional authorizing language in the 1989 legisiation:

* 500 or more units;
= elevators;
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»  vacancy rates of higher than 15 percent;
* tenants who are predominantly families with children.

The Commission was charged with identifying what other factors, beyond these four,
are most influential in affecting the living conditions at public housing developments.
The factors listed above are, then, only a starting point, and while the Commission did
focus its work on family public housing, it found that none of the other three condi-
tions were definite indicators of severely distressed public housing. Distressed condi-
tions were found in projects with fewer than 500 units, in walk-up and low-rise build-
ings, and in buildings with vacancy rates of less than 15 percent.

The Commission began the process of defining severely distressed public housing with
a long list of factors gleaned from public testimony from residents, PHA staff and di-
rectors, and local government officials. The list cited causes ranging from a lack of
applicant screening, lack of funding 1o implement the one for one unit replacement
rule, age of housing stock, density of units in developments, a lack of security and po-
lice protection, lack of social services for residents, and resident apathy. To focus its
efforts, the Commission ranked and oragnized the factors into the following groups:
conditions at the development itself, conditions in the immediately surrounding neigh-
borhood, and factors relating to the PHA's management capability.

. CONDITIONS AT DISTRESSED DEVELOPMENTS

Severely distressed public housing is most immediately recognizable in physically de-
teriorated buildings. When a building can no longer provide its residents with the
means for self-protection or sanitary living conditions, it has failed in its only purpose.
A building’s inability to serve or function as a residential facility can be caused by de-
ferred maintenance, obsolescence or physical deterioration of major building systems,
flaws in original design, or high physical concentration, or density, of units on the site
making the development difficult to manage.

Conditions of socio-economic distress were also observed and cited frequently as indi-
cators of severe distress at public housing developments during the Commission’s site
tours and case study work. Public housing has typically been considered temporary
housing and “housing of last resort.” In fact, because eligibility regulations require that
applicants have minimal incomes, many public housing developments now physically
support high concentrations of low income families. The resident population at many
family housing developments was found, in a strikingly consistent pattern, to be made
up of large numbers of single parent families who are minorities and whose only form
of income is public assistance. Also common 1o these developments is a high concen-
tration of units on small sites, most often high-rises and low-rises, located in areas re-
moved from the city center or isolated by geographic barriers (¢.g. highways or rail-
road tracks).

Public housing residents have limited access 10 employment opportunities and little
exposure 10 people who might serve as constructive role models of economic success.
There is thus an extreme lack of diversity among public housing residents, both eco-
nomically and racially, so that generations of families grow up thinking of public
housing as permanent. This often occurs in combination with exposure to poor educa-
tional facilities and little access to potential job markets. Residents of developments
visited or studied by the Commission were often found to be discouraged or apathetic
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about conditions of their living environment; ciling such reasons as the of a relation-
ship with the housing authority management, and lack of faith in the ability of the
PHA or any residents’ organization 1o bring about any change.

V. SURROUNDING NEIGHBORHOOD

Although distressed public housing is often blamed for a community’s social prob-
lems, research indicates that public housing developments and their immediate sur-
roundings are closely linked. Economic conditions, crime rates and drug trafficking,
and activities conducted by social agencies and institutions all affect the public hous-
ing development and its surrounding neighborhood. The “surrounding neighborhood”
refers 1o immediately adjacent neighborhoods containing private market housing or
property owned by an entity other than a public housing agency (aithough in some
cases the only surrounding neighborhood may be other public housing developments).

Separating the two communities 10 identify causes and effects is often difficult. The
issue of crime and drugs is an ¢example of how a problem perpetrated by a few (both
public housing residents and residents in surrounding neighborhoods), affects many,
again from public and private housing. In some cases non-public housing individuals
use public housing developments as escape routes because of the large unprotected ar-
cas; in others, it is public housing residents who commit crimes in the surrounding
neighborhood and then disappear into a monolithic public housing development. The
problem of crimes being committed on public housing property, even by those who do
not live there, also contributes 1o public housing’s poor image. Also, it is generally
believed that the population of public housing residents, which is now predominantly
single parent families (i.e. very young single women and their children), is more vul-
nerable than in the past.

Resident safety and securily was the most commonly identified concern across all the
Commission’s field work. A definition of “distressed” public housing thus should dif-
ferentiate between the two neighborhoods and consider crime rates in both communi-
ties, the public housing development and the surrounding neighborhood, so that appro
priate recommendations can be made to correct the situation. If a public housing
development is considered distressed when their residents’ safety is threatened due to
criminal activity spilling over from adjacent communities, the recommended action
would include increased police protection and possibly tenant patrols. If security is
seen to be threatened by the criminal activity of public housing residents, the PHA
would need to implement stricter applicant screening and lease enforcement provi-
sions.

As discussed above, public housing developments are often located in low-income ar-
cas and therefore the surrounding neighborhood is also often lacking in necessary
amenities. These neighborhoods do not offer the types of services needed most by pub-
lic housing residents, such as social service agency offices (for public assistance, food
stamps, public health services, daycare facilities), and recreation facilities for children.
Public transportation facilities rarely serve these areas so that residents have greate dif-
ficulty in travelling to other areas of the city. In addition 10 a lack of public services,
commercial amenities such as grocery stores, banks, and pharmacies are also often
missing from the immediately surrounding neighborhood.
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V. PUBLIC HOUSING MANAGEMENT

A Public Housing Agency’s inability to manage its property is also high on the list of
potential causes of severely distressed public housing, When assessing conditions at a
severely distressed development, however, the Commission recognizes the important
distinction between a development that is distressed because of particular site prob-
lems which make the development difficult to manage and may be beyond the control
of the PHA, and a development that is distressed because the PHA operates with inad-
equate management systems or financial resources.

Therefore, a housing authority could be managerially competent, but appear to have
little control over a particular development because of the conditions of high density,
high crime rates in the surrounding neighborhood or the development, and poor build-
ing design. All of these factors contribute to distress and “unfit living conditions” at an
individual site. This situation would call for such actions as taking back physical con-
trol of a building by controlling the access points, making a conceried effort to main-
tain the common spaces such as hallways and stairwells in a safe and sanitary manner,
and encouraging strict lease enforcement.

However, in a situation where the PHA has lost control of buildings because its basic
management operations do not function, corrective action must be remedial and fo-
cused on the PHA itself. Signals of such failures include an inability tum around va-
cancies, resulting in unauthorized tenants moving in, high vacancy rates (possibly
caused by high rejection rates by perspective tenants), and low rent collection rates.
Conditions at a PHAs’ developments may have deteriorated because the agency does
not have either the systems in place or sufficient staff on-site to monitor conditions at a
development and related factors.

VI LOCAL GOVERNMENT CONDITIONS

Finally, environmental influences outside the PHA certainly have a great influence on
its ability 1o provide housing 10 low income families. A PHA can benefit greatly from
the support of the area’s local government, whether it is functionally an agency of that
local government or an independent local entity. Historically, however, there has been
very little coordination between PHAs and local governments. Municipalities are re-
sponsible for services such as public transportation, police protection, educational fa-
cilities and recreational facilities - all of which benefit public housing residents. City
infrastructure can also greatly affect public housing, especially in its proximity to the
development. However, local govemments do not always take the needs of PHAs and
their residents into account when planning new facilitics or public transportation sys-
tems, or attending 10 street and lighting maintenance and repair. Coordinated housing
policy planning has also been patently absent from city-PHA relations. This fosters
compeltition among local entities such as community development corporations and
PHAs for local (and federal) funds, instead of constructive joint planning. In addition
the provision of state and locally-provided social services is seldom coordinated with
public housing programs, even though public housing residents make up a large per-
centage of the population served.

While a PHA must to be able 1o respond to local conditions, it is often restricted by
regulations imposed by the U.S. Department of Housing and Urban Development
(HUD). HUD rules and policies are imposed across all PHAs, with few exceptions
made for local conditions even though PHAs operaie in a wide variely of environments
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under both local government policies and HUD regulations. HUD's handling of the
“one-for-one™ unit replacement rule is frequently cited as an unduly restrictive regula-
tion, so that even if a community has a badly deteriorated building that is no longer
safe for living, the PHAhelpless to act if it cannot replace all the original units (per-
haps because of a lack of buildable space) rather than redevelop some fraction (say 80
percent) of the units,

VIl. CATEGORIES OF INDICATORS

With the charge of identifying public housing projects that are in “a severe state of dis-
tress”, the Commission felt that the most straightforward manner of categorizing such
developments was to design a rating system based on the factors discussed above. The
Commission thus sorted factors into four categories, which may be applied to public
housing developments using quantifiable measurcs to determine the level of severe
distress. What follows are the categories of factors that contribute most to severely dis-
tressed public housing and a bricf explanation of whyeach category was chosen.

Physical deterioration of buildings. While deteriorating physical conditions can be the
outward manifestation of deeper problems within PHA management, they also repre-
sent unacceptable living conditions resulting from the lack of a coordinated capital im-
provement program. A PHA'’s inability to maintain its buildings in livable condition
can be a result of long-term neglect, poor management sysiems, an inability to respond
1o maintenance needs, or a fundamental lack of control over the actual building be-
cause of insufficient staff presence, maintenance and moderization resources.

Crime in developments and their surrounding neighborhoods. Public housing develop-
ments and their immediate surroundings are closely linked. Economic conditions,
crime rates, drug trafficking, and activities conducted by social service agencies and
institutions are all activities that affect and are influenced by the public housing devel-
opment and its surrounding neighborhood. While the Commission does not lay blame
on any one aspect of public housing, we make this distinction so that appropriate mea-
sures can be taken.

Families living in distress. Families living in public housing often face adverse condi-
tions such as a lack of social services in the immediate area and a lack of employment
opportunities; their physical residential environment is often one of high concentra-
tions of very low income families living on a small site; socio-economic characteristics
include low education levels, low employment rates, and low household incomes.

Severe management deficlencies and manageability problems. Basic management func-
tions of a PHA also serve as indicators of distress at developments and illustrate the
impact that poor management or the lack of operating resources can have on living
conditions at severely distressed developments.

While the above four categories do not capture all aspects of severely distressed public
housing, the Commission believes a rating system based on these categories covers the
range of possible indicators of distressed conditions and can be used as a starting point
10 identify developments requiring attention. The Commission’s intent is not to use the
rating system 1o lay blame or point out poorly managed PHAs, as it clearly recognizes
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that distressed conditions at a particular housing development do not necessarily indi-
cate a troubled PHA. In most cases, severely distressed public housing requires correc-
tive action which must be some combination of site-based improvements and manage-
ment improvements, as its nature is determined by external as well as internal forces to
the PHA,

DEFINITION OF SEVERELY DISTRESSED PUBLIC HOUSING

. PREAMBLE

The National Commission on Severely Distressed Public Housing (NCSDPH) defines
“severely distressed public housing” as exhibiting the presence of one or more of the
following conditions: physical deterioration of buildings, high crime rates in the devel-
opment or the surrounding neighborhood, families living in distress, and severe man-
agement deficiencies or manageability problems.

The NCSDPH considers safety an important indicator of distress because of the funda-
mental threat 1o residents’ personal security. Safety can be affected by design of resi-
dential buildings that do not meet residents’ needs for self-protection, or a breakdown
of social order within the housing development, resulting in criminal activity and
crime rates that are significantly higher in the development than in the surrounding
community.

Neighborhoods surrounding severely distressed public housing developments are often
seen lacking in economic and social viability. The absence of social and support ser-
vices typically affects social and economic viability as does a weak or nonexistant in-
stitutional presence, of schools, churches, and social/youth organizations. These condi-
uons can be affected by the relationship between the local government and the Public
Housing Agency.

The NCSDPH also recognizes that other significant conditions contributing to the cre-
ation of severe distress include a lack of resident control and involvement in a public
housing development. Another condition relates to the inadequacy of the building to
serve as a residential community. Such conditions can result from deferred mainte-
nance, obsolete or physically deteriorated building systems, flawed design, poor sile
conditions, density and other related factors,

The NCSDPH has outlined its methodology for measuring distress and setling thresh-
olds for determining severe distress in the attached description and ratings of deficien-
cies. The process is based on rating a housing development using indicators in each of
the above areas. The NCSDPH proposes that public housing agencies apply the indica-
tors to those public housing developments that they believe may be eligible for desig-
nation as “severely distressed.”

Il. CATEGORIES OF DISTRESS

A public housing development can be considered “severely distressed” when the de-
velopment falls seriously short of being able to provide a safe, secure, and decent resi-
dential environment and a supportive community for its residents.
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Severely distressed public housing developments are typically characterized by serious
deficiencies in the following categories:

+  Families living In soclally distressed conditions. Families living in public housing
often face adverse conditions, such as a lack of social services in the immediate area
and a lack of employment opportunities, so that the resident population suffers from
high rates of unemployment, high drop-out rates from school, and very low levels of
household income;

«  Level of crime In developments and their surrounding nelghborhoods. Public housing
developments and their immediate surroundings are closely linked. Economic
conditions, crime rates and drug trafficking are all activities that affect and are
influenced by the public housing development and its surrounding neighborhood;

«  Barmiers to managing the environment. Basic management functions of a PHA also
serve as indicators of distress at developmenis, which can be caused by poor PHA
management and/or by local political or community conditions that interfere with a
PHA's ability to manage its developments.

«  Physlcal deterioration. While deteriorating physical conditions (including dwelling
units, building envelopes, development sites) are often outward manifestations of

deeper problems with housing management, they also represent unacceptable living
conditions.

RATING SYSTEM FOR SEVERELY DISTRESSED PUBLIC HOUSING

In order to make the Commission’s definition of “severely distressed public housing”
operational, quantifiable measures were identified for each of the categories of dis-
tress.! Points were then assigned to reflect the degree to which a particular aspect of
the development exceeds the local average or the PHA’s own average standard.
Accordingly, public housing developments are designated ‘‘severely distressed” based
on their score under the following four evaluation categories (criteria and points for
each category are specified below):

Families living in distress 60 points

Rates of serious crime 45 points

Severe management deficiencies 45 points

Physical deterioration 80 points

A 101al rating of 80 or more points would qualify a development for designation as “se-

verely distressed.” Also, a rating of the maximum points allowable in any one of the
above categories qualifies a development as severely distressed, even if a total point
score of 80 has not been achieved.

Since this rating system is being established to measure the degree of distressed living
conditions at public housing developments, and not PHAS, it is imporiant to define
what constitutes a development. The Commission has used the same definition as that
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used in the regulations for resident management corporations and a project-based ac-
counting proposal: “(a) one or more contiguous buildings” or “(b) an area of contigu-
ous row houses” (24 CFR 964.7). In other words, a development or project is not lim-
ited strictly to being identified by HUD project identification numbers; a development
can be any either a cluster of contiguous units, or an area defined by the PHA for man-
agement purposes as an organizational unit.
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I.  EVALUATION CATEGORIES
A.  Familles Living In Distress

Levels of distress among resident population as measured by social indicators
(drop- out rate, unemployment rate, and average median income):

Families Living in Distress : maximum category point total of 60 points
- Max. .
Criteria Points Points Based on Score
A. Percent by which development drop-out 15 1.25% 1.5% 2%
rate exceeds city drop-out rate 6 8 15
B. Percent by which development
unemployment rate exceeds city rate (Note:
PHA unemployment rate includes those who 0 0 0
are not full time students and are not working; 15 3;" 5§° 1%’
this will increase the PHA unemployment rate
because the city rate reflects only those who
have sought unemployment benefits)
C. Average median income below percent of 30% 25% 20%
o ) 30
local median income: 12 16 30
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B. Rates of Serious Crime

Because public housing developments are greatly affected by co‘ndit‘ion‘s in the
surrounding neighborhoods, this section incorporates the following indicators to
show how elements of adjacent communities can cause a development to be
severely distressed (raies by which incidents of serious crime exceed the commu-
nity-wide median):

Serious Crime Rate: maximum category point total of 45 points
(measured by percent by which development statistic exceeds that of city-wide average)

e . Max. .
Criteria Points Points Based on Score

A. Development crime rate vs. city crime rate

(Note: If development crime rate exceeds 10 1.5% 2% 2.5%
city-wide average by five percent, development 6 8 10
automatically receives 40 points)

B. Development drug crime rate vs. 20 5% 10% 15%
city drug crime rate 12 16 20
C. Development violent crime rate vs. 10 1.5% 2% 3% +
city violent crime rate 6 8 10
D. Access to buildings controlled by security 5 ygs rgo
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C. Barriers to Managing the Environment

A demonstrated inability of the PHA and/or City to deliver management and other
services required to support the resident population, o control the residential
environment, and o maintain the housing stock. Indicators of management
deficiency may include, but need not be limited to:

Barriers to Managing the Environment: maximum category point total of 45 points

Criteria ;\g la:ts Points Based on Score

A. High vacancy rate (Note: PHA
vacancy rate reflects the number of units o 0 o
not specifically permitted to be vacant 14 1?’ 2:)0/5 215 f
by the PHA's Comprehensive Occupancy
Rate) ‘

: 10% 15% 25%
B. High turnover rate 9 5 5 9
C. Low rent collection (percent of rents 13 85% 80% 75%
collected monthiy) 7 10 13

0, 0, G,

D. Rate of units rejected by applicants 9 3%/" 5%'6 759’%
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D. Physical Deterioration

Physical deterioration and/or obsolescence requiring an extensive cost of
remediation which falls within the range of 62.5 - 100 percent of Total Develop-
ment Costs (TDCs); 105 percent of TDCs shall be the threshold beyond which any
remediation costs shall qualify the development as severely distressed;

Physical Deterioration: maximum category point total of 80 points

Criteria

Max.
Points

Points Based on Score

A. Percentage of reconstruction cost
(Note: If a development's reconstruction
costs exceed 105% of TDCs, it is
automatically designated as severely
distressed)

20

62.5%

80%
12

100%
20

B. High density, units/acre (Note:
Criterion is measured in percentage by
which the individual development
density exceeds that of the PHA average
density)

10

C. High level of deferred maintenance

(1) Work order backlog/ annual avg.

(2) High Housing Quality Standards
failures/units

20

35%

40%
10

20%
10

D: Major system deficiencies

Lead paint peeeling and chipping in
greater than 20% of units

Lack of heat or hot water

Major structural deficiencies
Electrical system under code
Evaluation of site conditions
Leaking roofs

Deteriorated laterals and sewers
High plumbing leaks

30

WWWwWwbHh bhorOn

70%
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DISCUSSION OF QUANTIFIABLE INDICATORS FOR SEVERELY
DISTRESSED PUBLIC HOUSING

In order for the National Commission on Severely Distressed Public Housing to fulfill
its charge 1o define severely distressed developments in practical terms, the Commis-
sion decided 10 establish quantifiable measures of distress. The Commission also felt
that, extreme degrees of any of the individual conditions listed above (i.e. physical de-
lerioration, high crime rates, high percentages of families living in distress or high
rates of management deficiencies), should represent threshold levels at which a devel-
opment automatically qualifies as “severely distressed.” In other words, if a develop-
ment receives the maximum number of points in any one category, it should automati-
cally be designated as “severely distressed.”

“Development” refers to whatever management entity is used by the PHA: al-
though technically on HUD’s records there may be a single designated development, in
physical reality the development may be broken up into two sites several city blocks
apart which are wreated by the PHA as two different sites for the purpose of delivering
maintenance services. The converse may also exist, where the PHA consolidates devel-
opments for the purpose of delivering services but HUD’s records show that there are
actually several developments built under different contracts.

What follows is a brief discussion of how these measures were chosen to represent dis-
tressed living conditions in the four categories of distress in public housing and how
the Commission intended the categories to be interpreted.

I.  FAMILIES LIVING IN DISTRESS

The Commission included these measures because, in addition to physical distress
found in public housing buildings, residents also experience high levels of distress ac-
cording to basic socio-economic indicators such as education level, unemployment
rates and income levels. These measures have been included because they are gener-
ally used as standard figures for comparison, as in the U.S. Census, so that data may be
fairly easy to collect. PHAs can simply use the data from their own HUD Form 50058
and compare this with data for census tracts. Consultants to the Commission conducted
further research on appropriate measures for examining socio-economic conditions,
using federal Department of Labor and Department of Health and Human Services re-
sources. The NCSDPH therefore includes the following measures:

1. School drop out rate: high drop out rates for high-school age children are generally
accepted as an indicator of low education levels and therefore a lesser ability to
become economically self-sufficient; this statistic measures the extent to which the
drop-out rate of public housing resident children exceeds that of children city-wide,

2. Unemployment rate: this indicator will be slightly skewed towards public housing
population because the PHA should include all residents who are not working and are
not full time students.

3. Average median income: this indicator measures the degree to which the average
incomes of public housing residents are lower than the average median incomes City-
wide; it relies upon data from HUD form 50058, Tenant Data Summary.
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Il. CRIME RATE

The Commission felt it important to include some measure of crime rates 10 determine
severely distressed public housing since security was frequently mentioned as a pri-
mary concern by residents. However, the Commission also recognizes the need to dis-
tinguish between crime commitied on PHA property and criminal activity committed
in the immediately surrounding neighborhood. To the extent tha tcrime rates commit-
ted and reported at the public housing development exceedcity-wide crime rates, the
development is considered distressed.

To determine the most appropriate manner for measuing crime rates, consultants to the
Commission conducted research on how crime statististics are reported and catego-
rized (i.e. drug crimes, violent crimes). The types of crimes measured and the rates
used are based on the FBI Standard Crime Report figures.

The difficulty in making this element of the definition operational is finding data re-
ported on the localities to be evaluated. While police departments often report crimes
by ward, the boundaries of public housing developments do not exactly coincide with
the boundaries of city wards or police precincts. Housing authorities will have to re-
search crime rates by referring 10 police reports by address of the developments. For
all three mcasures used in this category, the indicators express the percent by which
the incidence of crime at the public housing development exceeds the incidence of
crime in the city in gencral.

if the crime rate in any onc of the following categories of criminal activity at the de-
velopment is more than double that of the city, the development is automatically con-
sidered to be severely distressed:

1. Development crime rate: measures the extent 1o which the rate of all crimes commit-
ted and reported as occurring at the development exceeds the rate for all crimes
committed in the city;

2. Drug-related crimes: examines the extent 10 which these types of crimes occur at
public housing developments vs. in the city in general; points assigned to this measure
and the percentages used are higher than for the other types of crime measured
because it is generally observed that there is a higher propensity for drug use amongsx
distressed and vulnerable populations;

3. Violent crimes committed: includes assaults, rape, and homicide and is included as a
measure because of the level of concern among residents of public housing.

lil. SEVERE MANAGEMENT DEFICIENCIES

Because the Commission has observed a direct link between severely distressed public
housing and management deficiencies, this category is appropriate for examining the
extent to which conditions at distressed developments signify larger management prob-
lems. Although distressed developments can exist within the portfolio of a competent
PHA, conditions of severe distress indicate that there are problems either with the
PHA'’s control over the site or that a PHA's management operations systems do not
adequately serve the residents and their particular living environment. The indicators
used in this section are commonly used by private property management firms as well
as public housing agencies:

'
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1. High vacancy rate’: large numbers of vacant units almost immediately signal dis-
tressed conditions, unless the units are vacant for a comprehensive modemization
program. Vacancies can be the result of applicants rejecting units due to the question-
able safety of the building or the PHA is insufficiently preparing the units for re-
occupancy {which in turn may be due 10 lack of siaff, limited funding, or simple
neglect.)

2. High turnover rate: instability in the resident population signifies that residents are
not comfortable living in public housing developments. Given the long waiting lists
for family units in most cities, it is unlikely that applicants are leaving because of
other options. More likely, units turn over frequently because residents feel their
safety is threatened either by criminal activities in the buildings or on-site or because
the units are in substandard condition. A contributing factor to these circumstances
could be that the PHA does not have sufficient control over the site and therefore
cannot improve living conditions.

3. Low rent collection rate’. low levels of rent collection may reflect several problems,
either low occupancy levels for the reasons mentioned above or simple non-payment
of rent. In the latier case a PHA should enforce its leases more strictly or evaluate its
rent collection system for efficiency.

4. Unit refection (by applicants) rate: this measure is calculaied on the number of times
a unit is offered to prospective tenants before an applicant actually signs a lease. A
high level of unit rejections signifies a low level of acceptance of the development’s
conditions.

IV. PHYSICAL DETERIORATION

Elements to be evaluated in the calegory of physical deterioration include dwelling
units, building envelopes, and development sites, While deteriorating physical condi-
tions are often outward manifestations of deeper problems with PHA management,
they also represent unacceptable living conditions. The measures used in this category
were chosen because they are statistics commonly used by HUD, as in the Public
Housing Management Assessment Program (PHMAP). They are also used by the pri-
vate sector to evaluate the performance of property management firms, and by a PHA's
own intemal evaluation of conditions at public housing developments:

1. Reconstruction Cost: expressing a development’s estimated reconstruction cost as a
percent of HUD's total development costs will indicate the extent to which the
building and its systems have deteriorated; estimated reconstruction costs which are
105 percent or more in excess of HUD TDC’s reveal that a building and its compo-
nents are no longer functioning at an acceptable level.

2. High density as measured by units per acre: since acceptable density levels may vary
by city (e.g. density levels in New York City may not be considered acceptable in
Washington, D.C.), the measure to be used is the percent by which the development’s
density exceeds the PHA-wide average density level.

3. High level of deferred maintenance: the development will be evaluated for the extent
to which its units have fallen into disrepair and do not meet Housing Quality Stan-
dards; the measures used are the percent that uncompleted work orders represent of
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the PHA’s annual number of work orders and the number of units in the development
which do not meet HQS.

4. Major system deficiencies: this category evaluates the non-functioning elements of the
building’s mechanical and electrical systems, whether due to neglect or the need for
modemization.

The Commission recognizes that one of the difficulties in implementing an operational
definition such as the one proposed above is collecting sufficient data, both at the de-
velopment and at the PHA level. In the future, the definition of “severely distressed
public housing” should be further examined by reviewing the quantifiable measures
included in the preceding definition, as they may be modified or discarded depending
on the availability of data. This effort could be conducted with assistance from HUD's
Office of Policy Development and Research on how to develop data collection meth-
ods for the desired quantifiable measures.

Some of the data is not currently available, but HUD should be direcied to develop a
system 1o collect data and PHAs should begin data collection on those indicators. Also,
under the new Public Housing Management Assessment Program (PHMAP), PHAs are
required to collect some of the data on measures included in the proposed definition of
“severely distressed public housing.” To the extent possible, the following measures
should be incorporated:

Crime rate components
Unil turn-over rate
Work order turn-around
Unit turn-around (vacant unit preparation)
Unit rejection rate by prospective residents (marketability)
Delinguency rate (rent collection rate)
Percent of single heads of households
Percent of residents receiving public assistance and percent employed;
Average number of bedrooms;
. Units per acre (density)
. Average age of household members;
. Percent of median income households; and
. Indicators of physical distress.

....._.......
G o 00NN B

NOTE: for measures 6, 10, and 11 HUD may currently have data.

Until adequate data exist to implement this or an appropriately revised version of the
Commission’s definition, PHAs should be permitted 10 submit narrative justifications
for designating housing developments as severely distressed. These narrative justifica-
tions should be based on qualitative information on the categories of indicators used in
the Commission definition.

This chapter has attempted to examine issues facing the NCSDPH in conducting its
review of severely distressed public housing. A discussion of issues pertaining to the
definition of severely distressed public housing has also been presented including a
definition of severely distressed public housing developments. The following chapters
contain a further review and examination of the research, findings and recommenda-
tions of the NCSDPH. These chapters correspond with the Final Report of the National
Commission on Severely Distressed Public Housing published by the Government
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Printing Office (GPQO) in August of 1992, This working paper report contains more in
depth discussions of the research than does the Final Report.
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ENDNOTES

I Please see the following discussion as to how quantifiable measures were chosen.

2 The Commission has used the same definition of development as that used in the
resident management corporation and project-based accounting regulations, which
say that a development is “(a) one or more contiguous buildings” or *(b) an area
of contiguous row houses” (24 CFR 964.7).

3 Vacancy rate is to be calculated on units that are scheduled to be occupied, and
should not include those units that are permitted 10 remain vacant per HUD ap-
proval of a Comprehensive Occupancy Plan or scheduled modernization work.

4 Rent collection rates are defined here as monthly collection rates, because the
amount of tenant accounts receivable can be distorted over a longer term by a few
tenants with very high arrearages.
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Chapter Three:
Resident Initiatives and Support

Services

I INTRODUCTION

In conducting its research the National Commission on Severely Distressed Public
Housing (NCSDPH) has found that conditions in severely distressed public develop-
ments are not just the result of poor physical conditions in these developments, but that
these housing developments are occupied by a population which is in great need of ser-
vices and attention. In other words, social distress is a very real phenomenon among
the public housing resident population.’ Traditional approaches to the revitalization of
severely distressed public housing have too often disproportionately emphasized pro-
grams to fix the physical conditions of the housing development at the expense of ad-
dressing the human condition of residents. No strategy designed to address conditions
in severely distressed public housing can ignore the support service needs of public
housing residents. The nation must recognize and address the conditions of the house-
holds that reside in severely distressed public housing developments.

Much attention has been given to correcting management and physical conditions but
atiention must also be directed toward rehabilitating housing developments in a man-
ner that promotes family living, provides needed space for services required by public
housing residents and creates an opportunity for developing a comprehensive service
plan that meets resident needs (and which is based on sound assessment of the service
requirements of the households residing in these developments). It is the unequivocal
opinion of this Commission that a true and long lasting fix of what’s broken requires
equal attention to both in sufficient magnitude to make a difference.

This chapter covers the three main areas of concern: (1) resident needs as demon-
strated by their demographic profile; (2) the need for resident participation in planning
for reatment of severely distressed public housing; and (3) the means by which HUD
resident initiatives can be used to address severely distressed public housing environ-
ments. The chapter also gives a background on key programs and strategies and offers
recommendations that have been considered by the NCSDPH. Many of these ideas
have been included in the National Action Plan submitted to the U.S. Congress.

While the Final Report contains summarized chapters, this working paper, like the
other full working papers, provides more thorough discussions of issues and concerns
of the NCSDPH with respect to severely distressed public housing. The Final Report
chapter summaries derive from the research and analysis that has been conducted by
the NCSDPH and drawn up in a series of working papers. Chapter Two of the Final
Report contains a summary of this working paper. The NCSDPH believes that the re-
port must begin at the most logical point: the condition of the people public housing is
intended to serve. Other elements of the revitalization plan may be of equal impor-
tance, but none are more important. The NCSDPH has focused its efforts intensively
upon public housing residents and its recommendations assume thal there will be
maximum and meaningful resident participation at every step of developing programs
to improve conditions in severely distressed public housing.
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Severely distressed public housing affects both residents and the overall communities
in which this public housing is located. Strategies for addressing the needs of severely
distressed public housing must therefore account for the needs of the surrounding
neighborhoods in which the housing is located. A program for treating these develop-
ments cannot occur in a vacuum. Public housing is a community resource. Any revital-
ization program for such housing must reaffirm this fact and include steps not only to
restore severely distressed public housing as a community resource but also to being
perceived as such by the surrounding cornmunity.

In developing its assessment of resident needs and services the NCSDPH conducted
public hearings and case study research which examined resident needs and programs
at selected PHAs and housing developments. The NCSDPH held a two-day resident
roundtable and a teleconference which provided a forum for residents to express their
concems and ideas and to offer comments on early drafls of this report. The NCSDPH
also developed and disseminated a survey form 1o gather information from residents
living in severely distressed public housing developments, This working paper is de-
signed to reflect the concerns of residents and to include specific recommendations (of
which some were made by residents) adopted by the NCSDPH.

A full discussion of the subject of the human condition in America’s inner cities would
require far more time and analysis than the NCSDPH had to accomplish its task. In
conducting its analysis and in preparation for the final report one issue seems Lo have
risen to the top of every list: the absence of economic resources among public housing
residents is a consistent, pervasive, and inexorably destructive contributor to distress.

Accordingly, this paper pays atiention 10 support services, economic development and

a host of other areas that must be addressed in order to meet the needs of the people
who reside in severely distressed public housing.

What follows is a discussion of a number of critical areas that are of concern to the
Commission with respect to the human condition of those residing in severely dis-
tressed public housing. This chapter attempts 10 examine some of the major problems
that exist in severely distressed public housing as well as to discuss various initiatives
and program activities that can be undertaken to improve the lives of the residents of
severely distressed public housing. In some cases the NCSDPH believes that additional
funding and resources are required. In other cases new program approaches as well as
improved coordination of existing resources would greatly improve the support ser-
vices provided to residents. The improved coordination of existing resources and the
redirecting of resources must be given a high priority at all levels of government if
programs to improve severely distressed public housing are to enhance the lives of
residents,

. RESIDENT POPULATION

The NCSDPH has conducted research from several perspectives to determine the char-
acteristics of the households that are residing in severely distressed public housing. As
part of its effort, the NCSDPH studied occupancy in public housing and the modern-
ization needs of public housing using information from the Nationai Study of Modermn-
ization Needs conducted for HUD. These two studies were supplemented by case study
research as well as the surveys, resident roundtables and the teleconference mentioned
above. During much of the time that the research was being conducted the Commis-
sion engaged in site visits to numerous cities throughout the country and held public
hearings. All of these activities have provided a strong understanding of the condition
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of the residents of severely distressed public housing. It is this information that has
been used to analyze conditions and develop approaches to meeting the needs of resi-
dents of severely distressed public housing.

In the NCSDPH studies it has been assumed that the resident characteristics of se-
verely distressed public housing developments do not differ dramatically from overall
national trends, but rather reflect exacerbations of those larger trends.? Prior to
NCSDPH’s research, no recent generalizable surveys had attempted 1o separate out
tenant characteristics in severely distressed public housing developments from those
considered to be more stable.® For purposes of estimating the number of public housing
units that are severely distressed, the NCSDPH has used as a measure the number of
public housing units with high modernization needs. This is a broad measure and does
not necessarily relate to some of the major categories of distress identified by the
NCSDPH as part of its definition of severely distressed public housing. In fact, two
major categories (discussed later in this chapter) do not necessarily relate directly to
high modernization needs (i.e. categories of “families living in distress™ and “rates of
serious crime”) but consist instead of other factors pertaining to the condition of resi-
dents and the quality of the living environment.*

The research, involving data from the Abt Study of Modernization Needs, provides
some insight into the characteristics of certain public housing developments, particu-
larly upon the relationship between certain characteristics of families and the level of
modernization needs.® For example, the national data indicates that the higher the level
of modernization need of a unit, the lower the average income of a household tends 1o
be for family public housing. The NCSDPH has carefully considered how the inclusion
of households with incomes slightly above very low income limits would achieve
greater diversity and perhaps create a more stable environment in severely distressed
public housing. The NCSDPH recommends major policy changes to promote income
mixing in public housing as well as setling maximum rents to increase the number of
working households living in the development.

A key finding of the NCSDPH’s research is that the majority of public housing resi-
dents are poor and getting poorer, whether or not they live in public housing that is
judged to be “severely distressed”. In the vast majority of PHAs, the average house-
hold income of residents has been declining since at least the mid-1980s. Both HUD
and Congress have shown a strong interest in providing public housing to the very
poorest households, which has affected the decline in household income for those re-
siding in public housing. Nationwide, it is estimated that over eighty percent of the
non-¢lderly population now lives below the poverty line. A majority of households liv-
ing in units owned and operated by large PHAs have incomes below twenty percent of
the local median. During the last decade there has been an increase in the number of
households with incomes below ten percent of the local median (from about 2.5 per-
cent in 1981 to almost 20 percent in 1991).¢ The case study research found that a num-
ber of PHAs were realizing less in rental income than had been projected as the for-
mula level under the Performance Funding Sysiem atiributed 10 lower growth in
household income than projected.”

In large PHAs approximately two-thirds of non-elderly families are headed by single
women. As a percentage of only those families with dependent children, the percent-
age of female-headed households is significantly higher. The national average is 85
percent and in some cities is above 95 percent. As of 1991 more than 86 percent of
such female-headed families with children had incomes below the poverty threshold.
About 75 percent of public housing families report receiving no incorae from employ-
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ment and a growing majority of non-elderly households receive welfare.? Information
gleaned from public housing waiting lists and other factors suggest that these trends
will continue.?

Data on resident characteristics included in the national study of modernization needs,
which was assessed further by the NCSDPH, indicate that in a number of instances the
characteristics of households residing in public housing family developments are be-
coming more similar. With regard to the level of modernization needs the information
gathered in the mid 1980s indicates that for housing developments with modernization
needs in the 20 to 30 percent of Total Development Cost (TDC) range the portion on
welfare'® is 47 percent, and for households in housing developments with moderniza-
tion needs of sixty percent or higher of TDC, the portion is 42 percent.” Such informa-
tion in conjunction with site visits, case studies and public testimony has been used by
the NCSDPH to develop strong indicators of the characteristics of severely distressed
public housing. No single factor can generally be used to determine severe distress al-
though it is clear that in a sociological sense, the residents of severely distressed public
housing are themselves severely distressed. Often the residents of these housing devel-
opmenis are isolated from the greater community and are less likely 1o be in a position
to receive needed support services even when such services may be generally available
in a locality. Often the isolation and poverty along with other factors create conditions
of severe distress. Moreover, these circumstances make it more difficult for PHAs to
treat severe distress.

One measure of the stability of the resident population is the length of time residents
have lived in public housing. According to 1991 data provided by HUD, the length of
time residents remain in public housing varies. Nationally, about 25 percent of non-
elderly households have been less than one year in pubc housing, however, about 8
percent have been in public housing more than twenty years.'? A sample of the
NCSDPH's case study research of currently severely distressed public housing devel-
opments indicates a range of between five and 39 percent of households have lived in
the housing developments less than one year and between four and 29 percent have
lived in public housing for more than twenty years. An average of 25 percent of non-
elderly households living in public housing less than one year indicates that nationally
the tummover rate for an aggregate number equal to all units could be four years. In
other words, PHAs must literally repair and make ready for occupancy a number of
public housing units equal to the entire public housing stock every four years in order
to avoid an increase in the national public housing vacancy rate for family develop-
ments. This may further contribute to the increase in very low income non-¢lderly
households since it appears that new residents tend 1o have very low incomes for the
reasons cited earlier.

As indicated above, what often differentiates severely distressed public housing devel-
opments from other public housing developments is the tremendous isolation and lack
of attention that these developments receive in virtually all areas of service delivery.
These public housing communities are often abandoned by the very institutions which
supposedly exist to serve the overwhelming needs of low income families. Research by
the NCSDPH indicates that some institutions believe that the service needs of the resi-
dents are primarily the responsibility of the PHAs or HUD, while others tend not 1o
provide services in the general areas in which the developments are located since the
areas themselves are severely distressed. Institutional abandonment in such services of
police protection, health care, employment and training, education, counseling and
youth programs has been noted in the residents testimony and by the NCSDPH in its
reviews,
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Certain regulations in key programs sometimes discourage very low income house-
holds in public housing from taking steps to increase household income. In another
working paper prepared by the NCSDPH, a study of the effects of the statute and regu-
lations governing the setting of rents for public housing residents using the rent-1o-
income ratio guidelines is cited. This study suggests that in many instances a working
household residing in public housing can eamn substantially above the amount they
would receive under welfare programs (i.e., AFDC) but after the increase in rent (un-
der the federal public housing rent formula tied to income), the loss in benefits and tax
payments (state, social security, federal income, etc.) a family actually has less dispos-
able income. This study reveals that current regulations (including the rent formula)
can create a disincentive for families residing in public housing to pursue employ-
ment.”?

In the 1990 National Affordable Housing Act Congress authorized some relief for
working families living in public housing. The legislation allows for a len percent de-
duction from total income in calculating the rent these households must pay. The de-
duction has not been implemented since its estimated cost is approximately $100 mil-
lion per year to cover the projected loss in rental income, This loss in rental income
may not be as great when other important factors are considered. First, family public
housing units tend to “turm-over” every four years and the houscholds moving in to
replace the departing households appear to be poorer. This circumstance results in a
PHA requiring higher subsidy levels and increases the number and concentration of
very low income families in need of services. The NCSDPH believes this situation re-
quires further study before steps are taken to determine the true costs (if any) of imple-
menting the working household deduction. Further, the NCSDPH believes there are
many benefits in having an income mix in public housing, which would further argue
for the retention of working families.

Another important point here is the noticeable change in the characteristics of working
families noted by the 1990 Census. It has been determined that nearly one in every five
Americans who worked full time did not make enough money at the end of the 1980s
10 keep a family of four out of poverty; this number is up sharply from the 1970s.1
The census figures are the latest evidence of a fundamental shift in the national
economy from one that improves the fortunes of almost all working people to one that
leaves many behind, even when they do work. Therefore, there is a need for the public
housing program to provide units to the working poor since there are so many working
poor households and the number appears 10 be growing (by forly nine percent over the
same level in the 1970s). Again, this change in policy would provide an opportunity
for a greater household and income mix in severely distressed public housing develop-
ments. The change in focus with regard to public housing occupancy could have the
effect of minimizing any costs resulting from the implementation of the working
household rent deduction in the 1990 National Affordable Housing Act. The NCSDPH
believes that the change should first be implemented in severely distressed public
housing.

One of the major public services generally offered all members of a community is edu-
cation. A recent HUD study indicates that public housing residents are not as well edu-
cated as the population as a whole and that they fall behind the median education level
of all renters as well as are two times more likely to drop out of high school and one-
sixth as likely to graduate from college. The study concludes that public housing resi-
dents are more educationally disadvantaged than other HUD assisted residents.” The
NCSDPH is concerned over the lack of services and support offered residents of se-
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verely distressed public housing and believes that the findings such as those cited in
the study may even be more pronounced in severely distressed public housing. For this
reason indicators of family distress are used in the definition of severely distressed
public housing.'® The indicators of family distress used in the definition are school
drop out rate, unemployment rate and average median income. Unfortunately, the data
on these indicators is quite poor; however, research indicates that households residing
in severely distressed public housing are generally more disadvantaged than the house-
holds residing in the overall service areas covered by the PHA. Like other characteris-
tics of distress, these appear to be the result of poor service by education and other
providers. The effect of these inadequate services is of great concern to the NCSDPH
as the lack of services tends to have a profound impact on the quality of life of all resi-
dents and especially children.

Studies have shown that early intervention programs can have a strong positive effect
on the environment and help counteract other negative influences that can have an ad-
verse impact on children. A comprehensive program which includes health care and
teaches social skills and academics to children in their first few years is considered one
of the keys to improving lives for youngsters growing up in poverty, according to a
recent study. Too many youngsters arrive at school ill-prepared 10 learn and soon be-
gin to lag behind their peers. Surveys of kindergarten teachers show that one of the
biggest challenges is trying to meet the needs of youngsters who lack basic skills, such
as the ability to write or to get along with other children.!” Unless the environment is
improved and support services are directed at the needs of the residents of severely
distressed public housing, all residents and especially children will suffer the conse-
quences.

The NCSDPH cannot overemphasize a major problem of severely distressed public
housing is severely distressed people. With appropriate services and support (and the
resources that permit the delivery of services), these individuals can address the condi-
tions of severe distress which impede their ability to improve their community and
their own lives. There are many examples where public housing residents have tackled
significant problems in their communities, but for the program to be successful, the
residents must be given the opportunity to participate in its delivery. This is why the
NCSDPH has directed many of its recommendations toward resident involvement and
resident controlled service programs,

lll. NEED TO PROVIDE SOCIAL AND SUPPORT SERVICES

The NCSDPH recommends that a comprehensive, integrated, holistic human services
delivery system using guidelines developed by residents be implemented to address
conditions in severely distressed public housing. It has been noted that a significant
lack exists of those services needed by residents such as education, day care, health
care, employment services, job counseling, and literacy training. Programs to provide
social and support services to residents must be developed in such a way that residents
can be assured that services being offered meet the needs of the specific severely dis-
tressed public housing community. These programs must also afford residents in the
development an opporiunity to ensure that services are provided in a sound and effec-
tive manner. A recent study of the Family Self Sufficiency Program (FSS) indicates
that the cooperation and commitment of service providers is essential to the success of
support services programs for public housing." Such service programs should not only
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be designed to encourage interaction between the residents and the community at large
but should alse promote a system that facilitates such interaction.

Since the needs of these severely distressed communities are so great, a higher level of
attention is required to ensure that current programs actually reach the residents. Ac-
cordingly, it is imperative that not only the funding and procedural recommendations
for improving social and support services be supported by the Congress but that the
White House takse an active role in meeting the needs of severely distressed public
housing. The President should appoint one or more people to coordinate delivery of
social and support services to severely distressed public housing. Coordination should
be similar to that used by the President’s Domestic Policy Council. The activities of all
federal agencies need to be coordinated with HUD in order to see that programs and
budget allocations within these agencies are set aside specifically for programs to ben-
efit the residents of severely distressed public housing. Participating agencies should
include the Depariments of Labor, Commerce, Health and Human Services, Agricul-
ture, Justice, Education and the Armed Services. All of these agencies have a role to
play and an obligation 10 the very poorest and distressed residents of public housing
communities.

A Memorandum of Understanding (MOU) signed by the Secretaries of HUD and HHS
indicates thal these agencies recognize the importance of coordinating services and
targeting services to them. The notice covering this MOU issued by HUD clearly en-
courages partnerships between agencies and residents. It lists examples of what part-
nerships can do that range from employment programs to the provision of on-site child
care.'” Such efforts are crucial to ensuring that existing scrvices are targeted to meet
the needs of severely distressed public housing residents. Similar action must be un-
dertaken with all of the agencies referenced above and the partnership must include all
levels of government. There must be a service delivery model so that services actually
reach the residents and satisfy their needs.

In any service program, the recipients of the services must have a clear role and be
able to exercise some meaningful measure of control over the programs Lo ensure the
programs are effective in both the short and long term, The NCSDPH has recom-
mended the creation of a Community Planning and Services Council (CPSC) to assist
in coordinating the delivery of services to severely distressed public housing. This ap-
proach is designed to address problems of “institutional abandonment,” lack of coordi-
nation, resident control and delivery of services which meet the actual needs of the se-
verely distressed public housing development. The process covers planning, creation
of an entity to coordinate the services (i.e. a non-profit corporation), underaking a
needs assessment, developing a parinership process among all participants and the cre-
ation of a comprehensive program for the delivery of services and the evaluation of
their effectiveness. A discussion of the CPSC model follows (see Figurel for a CPSC
process flow chart).

The first component of the program is planning which must involve the PHA and the
residents. In another section of this volume (Chapter 5) planning grants are discussed
as a crucial component of a program 1o treat severely distressed public housing. Ap-
proximately two percent of the $7.5 billion recommended for the treatment of severely
distressed public housing ($150 million) is proposed to fund all planning efforts. Plan-
ning should cover the comprehensive treatment of a severely distressed public housing
development; such treatment would include physical rehabilitation, management pro-
grams and suppori services. In too many instances programs have been implemented
without proper pianning. Steps must be taken to address issues pertaining to the orga-
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nizational capacity of the CPSC to undertake a complex set of service program activi-
ties. As indicated in other sections of the report, a program for severely distressed pub-
lic housing cannot be successful if it fails to address the problems pertaining to the ser-
vice needs of residents. For investments in the physical plant and buildings to work,
steps must be taken to improve the management of housing developments and the sup-
port service needs of the residents. Therefore, an investment in a comprehensive plan-
ning program is essential. The PHA and residents must be given the opportunity and
funding to undertake a planning process that will lead to a well developed social and
support services program.

Planning activities will also result in long-term savings. Research indicates that many
social and support services exist in communities where severely distressed public
housing is located, but that, these services are not always availat ‘¢ to residents. The
NCSDPH does not want to duplicate existing services but is interested in ensuring that
these services are actually delivered to those in need. It is clear from the research that
residents of severely distressed public housing require many of the available social and
support services, but do not always receive them. When they do, the services are not
necessarily “tailored” to meelt their needs. The planning process is expected to include
service providers that currently provide or are expected to start providing services to
severely distressed public housing developments. The planning grant should be used to
identify the participants in the services program for the development and to develop a
process or model for the participation of service providers. The service planning and
delivery process needs to allow for resident participation and control over the key ele-
ments of the programs which affect them.

The structure designed as a part of the planning process to promote the participation of
all providers, the PHA and the residents is the basis for creating a non-profit corpora-
tion referred to as the Community Planning and Service Council. The CPSC would be
a local non-profit (commonly referred to as a 501(c)3 corporation, which is the IRS
code reference) designed to serve as the coordinating entity for all programs delivered
to at the public housing development. A strong resident presence is needed on the
CPSC and the planning grant must be used to develop the residents’ capacity to assume
a strong role and leadership position. The majority of voting members of the CPSC
should be residents, so that the issue of who receives the services and the requirements
for the services are clear throughout the existence of the CPSC. Resident involvement
and participation must occur with strong support and participation of the PHA.

As indicated above, the CPSC is designed 1o be a partnership among all involved in
the programs that affect severely distressed public housing. Participants should include
local government representatives, service providers, federal agencies, stale agencies,
and community organizations in the housing redevelopment neighborhood. The part-
nership process must be inclusive and must provide residents and the PHA with active
partners able to successfully develop and implement the service plan at the housing
development,

Since not every program is needed at each housing development (and in some cases
certain programs which are needed by the residents may not exist in a particular local-
ity), it is critical that a full needs assessment be conducted. This needs assessment
must result in a comprehensive examination of the conditions at the development and
the support services requirements of residents. Indicators such as those defined in the
NCSDPH'’s definition (i.e. family distress indicators) should be considered when deter-
mining the necessary services as well as identifying the service provider and the means
of delivering to residents. An assessment of whether existing services must be redi-
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Figure 1: Community Planning and Services Council
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rected to better meet the needs of residents should be a component of any program. It
cannot just be a listing of the conditions of residents, but must go beyond this tradi-
tional method to include how 1o deliver services effectively. An evaluation component
must also be developed to ensure that services are being provided efficiently and effec-
tively.

In cases where critical services do not exist in the community or for certain reasons
cannot be provided at an appropriate level 10 the residents of severely distressed public
housing, funding for these new or additional services will be required. The NCSDPH
has recommended that as a part of the overall management plan for a housing develop-
ment the PHA be provided with the funds required to coordinate and deliver needed
services. These funds are to be made available through the provision of additional op-
erating subsidy by calculating a separate Allowable Expense Level (AEL) under the
Performance Funding System for severely distressed public housing. This revised AEL
is to be determined through the development of a management plan for the housing
development which defines the appropriate operating services and their cost. The
method for setting the AEL using the management plan should be similar to that used
to set the AEL for Resident Management Corporations in a recently published HUD
Guidebook.” In addition to operating subsidy the NCSDPH has recommended an in-
creased funding for management improvements. These funds should also be consid-
ered as a way 1o start new programs or to fill in short term “gaps” in funding for exist-
ing programs. The NCSDPH recognizes that any initiative as important as the services
delivery program under the CPSC model will require some additional support and
funding.

The needs assessment should produce a plan that essentially outlines all of the imple-
mentation steps for programs required by the residents. Any plan must reflect the other
activities and components of the overall revitalization program for the severely dis-
tressed public housing development. These include programs relating to the physical
rehabilitation of the housing development as well as any changes in the management
of the property. For example, the service program should account for the need for so-
cial services and community space as a part of any physical design changes. It should
also consider any management changes required to supplement or support the delivery
of social and support services. The delivery of social and support services must be in-
tegrated with the delivery of other “hard” (i.e. real estate) management services at the
housing development before, during and after the revitalization program has been com-
pleted. By ensuring that the program components are developed in a way that is both
interdependent and compatible, the PHA and residents will increase the likelihood that
the investment made in the revitalization of severely distressed public housing will be
sustainable.

As can be seen from the above, undertaking a planning process which leads to ad-
equately assessing resident needs is too critical to be ignored. Many programs are de-
veloped based on short-term funding and a limited set of year-to-year goals. The CPSC
model addresses these common problems in the area of the delivery program for social
and support services. But a high level of coordination and adequate planning is essen-
tial to the success of this program model. The other component critical to the success
of this model is the agency coordination described above at the federal level. The
CPSC offers a framework for delivering services at the housing development level,
while the proposals at the federal level encourage support for an environment where
funds and services can be prioritized for severely distressed public housing develop-
ments. A common shortcoming is that attempts are made to establish priorities for pro-
grams at the federal level without an effective and workable mechanism to deliver the
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services at the local level. Conversely, attention is sometimes directed towards locally-
based service delivery without there being a specific process for supporting these ef-
forts at the federal level. Moreover, in public housing PHAs and residents are often
called upon to undertake programs and initiatives without a system in place to provide
funds and resources to carry out the initiatives. The above mode! provides a sound
framework for covering all areas needed to create a process that can successfully de-
liver services 1o residents of severely distressed public housing.

Along with the CPSC model there needs to be a change in the direction and focus with
the management of other development level human services programs that are de-
signed to meet the needs of residents of severely distressed public housing. The
NCSDPH believes that where qualified resident organizations or a majority of resi-
dents who are not formally organized desire to participate in either the development or
actual delivery of social and support services, the PHA should facilitate such participa-
tion. Since funds are proposed to support the coordination and provision of social ser-
vices for severely distressed public housing, the PHA should ensure that social and
support services are delivered to severely distressed public housing. The lack of a
CPSC does not mean that social services are not made available to severely distressed
public housing developments. Even when residents do not choose or do not have the

capacity to actually deliver the services, the PHA must take steps to seek and consider
resident input.

Just as it is important to have resident inpu, it is critical that the PHA does not auto-
matically assume that a resident organization necessarily constitutes an organization
qualified for managing a complex service delivery program. “Qualified” means having
the organizational capacity and expertise to manage the delivery of a program. Ulti-
mately, the PHA is responsible for taking steps 10 address the condition of a severely
distressed public housing development and the quality and effectiveness of the services
provided. The residents and the PHA must agree upon standards and qualifications for
effectively managing and delivering services. This process of sctting reasonable stan-
dards and assisting residents in obtaining sufficient organizational capacity to manage
the delivery of social and support services, should be a PHA priority. It should be in-
corporated into any work plan for revitalizing severely distressed public housing. The
process must include a mechanism for involving residents in the monitoring and evalu-
ation of social and support services programs.

There is a need for existing RMCs and RCs with established social services programs
1o receive support and training in managing programs. One recommendation offered
by the NCSDPH suggests that drug forfeiture funds be redirected toward severely dis-
tressed public housing communities. These funds should be used to train residents as
drug counselors and community organizers. Also, steps can be taken to allow residents
to design education programs and other programs such as drug abatement. Redirecting
resources to severely distressed public housing for use by residents in programs that
have a profound and positive impact on the community will assist in improving condi-
tions at the development. PHAs should assist in improving the level of predictability in
funding for social services programs. Resident organizations (i.e. RMCs, RCs}) must be
given the opportunity to request funds for social services programs and have these pro-
grams included in the PHA operating budget requests. Budget line items and programs
for social services should not be modified without direct consultation with residents.
Unexpended funds should remain for future use by the severely distressed public hous-
ing development. Predictability in program support in the area of public housing op-
erations is imporiant for residents as well as for increasing the effectiveness of social
services programs at the local level.
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The NCSDPH has carried out substantial research on conditions in severely distressed
public housing upon which its recommendations are based. Case studies will provide
further information on the social and support services needs of severely distressed pub-
lic housing. One case study of a formerly severely distressed public housing develop-
ment which has been revitalized reveals that strong resident involvement and substan-
tial commitment on the part of social service providers was essential o sustaining the
investment made in that housing development. This housing development (located in
the Northeast) included residents in the planning and development of social services
programs, the future management of the property as well as in the detailed redesign
and physical rehabilitation of the property. Many of the elements described above per-
taining to the CPSC (and related recommendations) were incorporated into the pro-
gram for revitalizing this formerly severely distressed public housing development
NCSDPH plans to issue these case studies as part of a separate volume.

Currently, a major planning effort is underway at a PHA in the Midwest which will
result in the comprehensive revitalization of a large severely distressed public housing
development, This planning process has involved the PHA, residents, community orga-
nizations, a metropolitan wide planning organization, representatives of the local and
state governments, HUD, private foundations and business groups. The planning pro-
gram takse into account bath the issues affecting the housing development and the
overall community in which the housing development is located. In many respects this
revitahzation program follows the “work-out” approach which is discussed in detail in
the chapter on Housing Viability. Residents are organized and participate in every as-
pect of the revitalization planning. A core group of residents is organized into four
program subcommittees on economic development, social services, security, and site

improvements. The process is intended to ensure that the revilalization program fully
accounts for the needs of the community.®

{v. SECURITY AND CRIME PREVENTION

As a part of its research the NCSDPH conducted a survey of residents at certain hous-
ing developments. Through information obtained from the survey as well as through
the case study research and site tours, that an overwhelming concern of residents in
severcly distressed public housing is personal security. The Congress and HUD have
taken steps to increase funding for drug elimination and related security initiatives.
Problems of drug abuse and drug related crime have had a significant impact on the
lives of residents of severely distressed public housing. The Congress has responded
with the creation of the Public Housing Drug Elimination Program (PHDEP) which is
designed to target funds to PHASs for the development and implementation of programs
to combat drug abuse and crime. Many important and effective programs have been
developed with the use of PHDEP funds. Substantial funds have been allocated, have
increasing dramatically from $8.2 million in 1989 to $140.7 million in 1991.

Ehgibie activities under the PHDEP include: employment of security personnel or of
additional security or protective services, physical improvements designed {0 enhance
security (such as lighting, locks, reconfiguration of common areas), the employment of
investigators 10 invesligate drug related crime, aid to tenant patrols and innovative pro-
grams designed to reduce the use of drugs in and around public housing. These pro-
grams must include prevention and intervention strategies. The grant can also be used
to fund RMCs’ and incorporated RCs” efforts to develop prevention and intervention
programs involving the site or residents. Examples are law enforcement activities, drug
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education, drug intervention and referral, counseling and outreach efforts, Grants are
awarded through HUD’s Office of Drug Free Neighborhoods based on the extent of
the drug problem , the quality of the applicant’s plan to address problems, the
applicant’s capability to carry out these plans, and the extent to which government and
local law enforcement and the community offer support for the applicant.® Grants are
made available on a year 1o year basis depending upon the avaiiability of funds from
Congressional appropriations. Even though there has been a significant level of funds

appropriated in recent years, there is no guarantee that funds will be available in future
years,

The NCSDPH includes rates of serious crime in its definition of severely distressed
public housing. Proposed measures include development crime rate, drug-related
crimes committed, violent crimes committed, and access to buildings controlled by
security. Public safety is a major problem in many of the public housing developments
reviewed by the NCSDPH. There is a growing concern of the effects that crime and
drugs arc having on communities; in severely distressed public housing these can be
quite substantial and include drive by shootings, control of buildings and even whole
development sites by gangs and the development of an underground economy around
the drug trade that along with drug abuse can have an extremely destabilizing effect on
a severely distressed public housing community. Three types of crime have a particu-
larly destabilizing effect on residents” safcty and the community stability:

Violent Crimes - such as murder, rape, assault, and robbery, which violate residents’
personal safety; ‘

«  Property Crimes - such as burglary, larceny, and auto thefi, which violate the
integrity of residents’ homes and property;

Drug Crimes - including trafficking, possession, and associated offenses, which
create neighborhood disorder, increase violence, promote delinguency, and have a
variety of other negative effects.

Some types of crime not considered serious by the legal system are very serious to
public housing residents. For example, high arrest rates for drug possession which are
a serious safety problem in a public housing community, are recorded as misdemean-
ors.* The PHDEP and other programs must be used in ways that can address issues

pertaining to the quality of life and safety of residents of severely distressed public
housing.

In Chapter 4, the NCSDPH recommends that besides PHDEP funding and support, ad-
ditional operating funds be committed to support public safety programs in severely
distressed public housing. Overall, the PHDEP does provide a substantial level of
funding for public housing. However, with regard to severely distressed public hous-
ing the funds and resources made available are simply not enough. An additional
amount estimated at $93 million per year, must be allocated to support public safety
programs in severely disiressed public housing. These funds would be available on a
consistent year to year basis 10 support programs that are developed as part of a man-
agement plan for the property (as described above for funding supplemental social and
support services). It is proposed that the PHA, with the residents, develop a public
safety program that relates to the needs of the housing development and addresses

problems of controlling the environment of residents and making the community a
safer place to live,
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The NCSDPH has recommended that Resident Management Corporations be eligible
10 apply for and receive PHDEP funds. Under PHDEP requirements, RMCs are eli-
gible subgrantees to PHAs and others receiving drug elimination grants, but RMCs
cannot apply directly and compete for available funds. Even the HUD Secretary has
cited this issue as an impediment to resident management, and has asked that RMCs be
eligible to apply for and receive PHDEP funds directly from HUD.® The NCSDPH
suggests that operating funds for public safety purposes be made available for use by
an RMC, if the RMC is responsible for managing a severely distressed public housing
development.

Efforts by both PHAs and RMCs (o address living conditions in severely distressed
public housing must continue. Resources required to address the needs of residents of
severely distressed public housing should be made available to L.c organization re-
sponsible for a program or the management of the development regardless of whether
it is the PHA or a RMC. The NCSDPH has observed that site based management
seems 1o be the most effective form of management and service delivery in cases in-
volving severely distressed public housing. Site based management and control can
only occur if the organization managing the property maintains the property (site and
buildings) and creates an environment in which residents can feel safe from crime and
drugs. Therefore, since RMCs operate at the site level, they should have the same re-
sources and supports being requested for PHAs.

V. PROMOTING RESIDENT PARTICIPATION IN THE PHYSICAL
REVITALIZATION OF SEVERELY DISTRESSED PUBLIC HOUSING

A number of steps have been Laken in recent years to promote resident participation in
activities that pertain to housing development-based management and modernization
programs, For example, a major change has been made in the administration of the
new modernization program, the Comprehensive Grant Program (CGP),* and in the
development of a PHA’s Comprehensive Plan (which governs the use of modemiza-
tion funds under the CGP). The CGP HUD Handbook (7485.3) requires that PHAs de-
velop, implement, monitor and amend annually portions of its Comprehensive Plan in
consultation with residents of the developments covered by the Plan. The PHA mus,
in partnership with the residents, develop and implement a process for resident partici-
pation that ensures meaningful resident involvment in all phases of the CGP. Partici-
pants in the overall process consist of the PHA, development residents (i.e. resident
leaders, RMCs, RCs, PHA-Wide Resident Groups), HUD, the community and the local
government.

HUD suggests that the participants in the CGP partnership process develop a MOU
which outlines the activities of each participant in the CGP process. The MOU should
perform important tasks such as those listed below:

A. Spell out the responsibilities of each group of participants;

B. Ensure that all participanis know their respective responsibilities;

C. Assure that PHA understanding and position on the partnership is flexible enough to
implement a viable partnership;
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D. Determine what resources are available 1o meet resident technical assistance and
capacity building needs;

E. Determine the policies and procedures that will be used to resolve disputes between
the PHA and residents;

F. Define clearly those specific tasks that each partner agrees to perform to achieve the
objectives of the CGP.

The MOU is a common type of document for confirming understandings derived from
group participation and is recommended as one vehicle for resident participation (as
cited elsewhere in this report).

The partnership process outlined for thé»_“‘CGP has supposedly been used in the devel-
opment of the Comprehensive Plans for all public housing agencics with more than
500 units, These plans, required by HUD, were to be submitted by July, 1992, 1t ap-
pears that the process in most cases has worked well, although data on the success of
these efforts is still largely unavailable as the plans are currently under HUD review.
Resident participation in modernization and revitalization strategies such as the strong
participation role outlined earlier in this paper for social and support services is needed
if programs that can be supported by residents are 1o be implemented.

With respect to severely distressed public housing the NCSDPH recommends that resi-
dents become involved in the overall planning process involving the physical rehabili-
tation of the units. This involvement includes participating in decisions that determine
housing viability and whether any program for treating severely distressed public
housing should involve the demolition or disposition of units. If demolition or disposi-
tion is proposed, residents should also participate in the planning for the creation of
new units to meet statutory requirements of “one-for-one” replacement. The NCSDPH
recommends that in cases where a RMC exists, the RMC be given preference in con-
sidering a replacement housing plan that has been developed by or under the auspices
of a RMC. The preference relates to the plan that is being proposed and considered,
not necessarily the process or organization to be responsible for the execution of the
plan.

The working papers and research used in preparing Chapter 5 "Capital Improvement
Programs and Physical Conditions” recommends the creation of a separate unit within
HUD to administer programs for severcly distressed public housing. A steering com-
mittee would participate with HUD administering programs for severely distressed
public housing. Along with PHAs, RMCs and even RCs should be given the opportu-
nily to participate on the steering commitiee. Therefore, with regard to the revitaliza-
tion of severely distressed public housing, resident involvement and participation is
expected to be required at all levels,

Another area where resident participation is needed is in the management of severely
distressed public housing. The following section discusses in further detail issues per-
taining to resident management. As indicated in one of the case study site reports refer-
enced above, residents have been involved in decisions about the level and type of
management during a program for revitalizing a severely distressed public housing de-
velopment, Residents must be involved in the management planning that should occur
as a part of the process for addressing current and future management needs of a se-
verely distressed public housing development. In this regard, residents need to be in-
volved in the development of a managemerit plan as well as selection of a management
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entity to operate the housing development (where applicable). Participation in the
monitoring of the management entity’s performance and continued presence at the site
should also be considered. Overall, resident participation in the management and op-
eration must be encouraged and the actual management of severely distressed public
housing by RMCs are options that should be considered as a part of a strategy for im-
proving conditions at these developments.

VI. RESIDENT INVOLVEMENT IN THE MANAGEMENT AND OPERATION
OF SEVERELY DISTRESSED PUBLIC HOUSING

Resident participation in the operation of public housing can take many forms and be
designed to accomplish a number of critical objectives. In addition to participating in
the planning activities described above, residents can become involved directly in the
management of the housing development. There are many types and levels of involve-
ment and which provide sound benefits to the development and community. For ex-
ample, a number of resident groups or committees have become involved in the selec-
tion and screening of applicants for public housing units. In these cases, residents
participate in the review of applications and sometimes even in direct interviews.
They also work with PHA staff in conducting home visits. This type of involvement
can help ensure adequalte screening of households to determine whether they meet the
appropriate criteria for occupancy in the public housing development. Such activities
can foster a sense of community and assist the residents and the PHA in tightening
control over the tenant selection and assignment process while still meeting legal and
regulatory requirements for the screening of eligible households for admission to the
public housing program.

Another way residents can play an active role in the operations of a public housing de-
velopment is by joining with the housing management staff 1o identify critical work
items for management and maintenance as well as assisting in the monitoring and
evaluation of the property maintenance program. Resident participation and involve-
ment in management planning, monitoring and evaluation can be quite important in
cases where a housing development is in a poor state of management or physical dis-
tress. Housing developments considered as severely distressed are often experiencing a
significant number of problems and the involvement of residents can help ensure that
the steps being taken to address problems are understood and agreed to by the resi-
dents. Active participation in the development of a work program can help build com-
munity support among residents of the housing development.

One successful strategy followed in some instances as a part of a program to stabilize
or even to revitalize a severely distressed public housing development is involving
residents in the development of a management plan. In Chapter 4, we propose a man-
agement plan be developed which would consist of a program for operating the devel-
opment before a revitalization program is undertaken, during the revitalization process
and then after completion of the revitalization program. This plan should consist of a
detailed set of policies and procedures for operating the housing development. A plan
such as this must clearly define an appropriate level of operating services for the hous-
ing development and set out a program for providing the services. Management plans
generally address staffing requirements, location of staff, type of maintenance program
1o be undertaken, and social and support services to be offered. These plans must indi-
cate how resources will be obtained and used to provide all of the services outlined by
the PHA and resident participants.
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The management plan must be the basis on which the budget for operating the property
is established. The NCSDPH recommends that the AEL for the housing development
be established using the cost ofservices outlined in the management plan as the
method for determining the total operating expenses and the operating subsidy re-
quired to meet these expenses. A process similar (o that allowed for RMCs under
HUD’s Guidebook is recommended.” The major difference between the current pro-
cess and that proposed by the NCSDPH is that the former operates on a historical basis
while the latter is cost-based. In other words, when calculating a new AEL for a devel-
opment under-going revitalization, the anticipated costs for covering the services in the
management plan will be used, as opposed to the historical costs of operating the hous-
ing development. In fact, HUD has indicated that the amount allocated by a public
housing agency to developments where resident management interest is high has been
typically found 1o be less than what is usually needed for good maintenance.® The
NCSDPH's case study research indicates that many severely distressed housing devel-
opments appear to have been funded at levels that arc below that needed to cover
needed operating services. This is one important reason why steps to increase the
availability of operating subsidy to cover an appropriate (gencrally) higher level of ex-
penses has been recommended in the National Action Plan.

As part of developing a management plan, the participants (primarily the PHA and the
residents) can clearly define the roles and responsibilities of all who are involved in
the delivery of essential on-site operating services. The role of residents, PHA staff,
the local government and service providers can be outlined along with the duties to be
assumed by each participant. In some cases the management plan should include steps
that for increasing the role of residents in the operation of the development, Resources
needed for the operation of the housing development and how the resources are 1o be
allocated among various activities should be described in detail along with the budget
developed for the property.

Some resident groups help develop an operating budget for the public housing devel-
opment and thus have an opportunity to request funding for certain programs or activi-
ties. Since the budget serves as the primary planning document for a housing develop-
ment, it is important that residents have an opportunity 1o review the budget that is
prepared and even participate in the actual preparation of an operating budget. Not all
PHAs have a housing development-bascd budget or accounting system, but this does
not preclude residents from having the opportunity to participate in the development of
a budget request or in making requests for the funding of certain programs or services.

The NCSDPH strongly supports resident involvement in management and budget plan-
ning as a means for increasing the role of residents in helping address the needs of se-
verely distressed public housing. Some of the recommendations that have been offered
by the NCSDPH include a proposal that RCs and RMCs have the opportunity to design
the social service programs for their developments and submit budget requests to their
PHA for inclusion in the PHA operating budget. It is also recommended that residents
participate in the local development and the monitoring, evaluation process and setting
of criteria for current PHA service delivery. Without a management plan and resident
involvement in the budget process for severely distressed public housing it will be dif-
ficult for these recommendations to be implemented effectively without a management
plan and resident involvement in the budget process for severely distressed public
housing developments. The NCSDPH has indicated support for Project-Based Ac-
counting systems which can further assist PHAs and residents in developing housing
development-based budgets and in monitoring expenses.

O
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For any individual or organization to be a meaningful and active participant in a pro-
gram, they require the skills, resources and other supports needed to have the capacity
1o participate. Without adequate capacity the participation of residents is greatly lim-
ited and the benefits that can be obtained by resident participation will be minimized.
Residents and resident organizations need to be provided with training, technical assis-
tance and facilities to ensure that they can operate properly and participate fully in pro-
grams designed to improve severely distressed public housing. In terms of facilities,
the NCSDPH has indicated that planning and design activities must account for the
needs for adequate service and community space. With regard to training and technical
assistance, efforts need to be made to ensure that residents are provided with the sup-
port required to be fully informed and participate in activities that affect the severely
distressed public housing developments in which they reside. Congress has taken some
important steps in providing funds for resident training and assistance in order to build
the capacity of resident organizations.

Technical Assistance Grants are made available to resident organizations (RMCs and
RCs) to assist them in a variety of activities including the formation and development
of resident management entities. Other major uses of these grants include assisting
resident organizations in the development of management capability, identifying social
support needs and securing funding for social support services. The amount of finan-
cial assistance available 1o any single resident organization is $100,000.%

The Technical Assistance Grants can be used for providing financial management
training and technical assistance to resident organizations, training in the provision of
housing management services, assistance in the development of basic administrative
systems, and training for the organization’s Board of Directors. These grants are now
provided directly to the resident organization which must apply for the funds and pro-
vide a work plan that is acceptable to HUD. Technical Assistance Grants are the only
widely available source of funding that can be provided directly to resident organiza-
tions for capacity building activities and training. PHAs (when funds are available) can
use management improvement funds under the CIAP and CGP to support resident
training and technical assistance. In fact, the CGP Handbook issued by HUD indicates
that many resident initiatives activities are eligible uses of CGP funds. PHASs are en-
couraged to use management improvement and planning funds to support resident in-
volvement and resident initiatives activities at severely distressed public housing de-
velopments. In addition, the NCSDPH believes that resident organizations at severely
distressed public housing developments should be eligible to receive Technical Assis-
tance Grants in excess of the current limit of $100,000.

In its report to Congress on barriers to resident management referenced above, HUD
has proposed that the maximum amount allowed for Technical Assistance Grants be
increased to $250,000. Whether or not there should be a maximum for Technical As-
sistance Grants is less of a concern than the existence of a process for taking steps to
ensure that needed training and capacity building efforts which benefit residents of se-
verely distressed public housing. Since the challenges facing all participants involved
in the revitalization of such housing are so great, funds from many sources (i.e. Tech-
nical Assistance Grants, CGP, operating funds, and private source) need to be obtained
to ensure that residents are trained, supported and given the opportunity to participate
meaningfully and actively in decisions which affect their lives. This participation can
include involvement in the operation of the public housing development.

L
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Along with steps to become involved in the development of a management plan, par-
ticipating in budgeting, planning, tenant selection and developing programs for support
services, residents can also take part in the actual delivery of basic operating services
at a public housing development. They can assist in performing maintenance services
as well as in the administration of modernization programs. Resident participation in
providing grounds maintenance, hallway maintenance, maintenance of common areas
and facilities is becoming more common. These activities are ways in which residents
can secure employment al their public housing development and help improve the pub-
lic housing community. Activities such as these can assist the PHA in increasing par-
ticipation in improving the living environment of severely distressed public housing.
Involvement in programs pertaining to maintenance can also give residents an opportu-
nity to expand their role in the daily operations of a development and move 1o a more
full-service approach to resident management.

Whether or not residents are interested in managing the development, they need to be
given the training and support necessary to build their capacity to participate in activi-
ties that affect their housing development. Sieps to increase such capacity are of criti-
cal importance, When conditions of severe distress exist, residents can easily become
apathetic given the sense of overwhelming problems. As noted by the NCSDPH re-
search, poor service delivery, high crime rates, deteriorating physical conditions and
barriers to effective housing management are significant factors in the definition of
severely distressed public housing. Without the participation and involvement of resi-
dents, the success of stabilization and revitalization efforts will be limited. Any pro-
gram must be undertaken in a way that increases resident participation in the operation
of the housing development and improves the capacity of resident organizations so
they can have an active and meaningful role in working in partnership with the PHA,

VIIl. RESIDENT MANAGEMENT AND RESIDENT MANAGEMENT
CORPORATIONS

Actual resident involvement in the management and operations of public housing can
be traced back to activities of residents undertaken twenty-to-twenty-five years ago.”
In 1975 a national demonstration was begun with funding provided through aprivate
foundation and the federal govermment. This experiment tested the potential advan-
tages of transferring the management of developments to low income public housing
residents. Due to the initial success of Resident Management Corporations in St.
Louis, HUD and the Ford Foundation decided to sponsor jointly a demonstration. The
Manpower Demonstration Research Corporation (MDRC) was selected to manage the
project and their duties included designing the project, determining its feasibility, se-
lecting the participating sites, arranging and conducting training and technical assis-
tance, and evaluating the demonstration.”

The demonstration was designed as a partnership between PHAs and the board of di-
rectors of the non-profit RMCs. Residents were responsible for electing a boardwhich
was then trained in organizational skills and in the principles of real estate manage-
ment. Responsibilities of the board of directors included formulating policy, determin-
ing rules and regulations, governing the development and ensuring resident participa-
tion in policy making and in day to day operations. Daily management of the
development was the responsibility of the staff, Training of staff is the last step before
the execution of a contract transferring management control from the PHA 10 an RMC.
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Under the demonstration, the PHA was still responsible for providing overall direction
to the RMC and selting performance criteria. Under this arrangement the PHA retained
ownership of the development and was ultimately responsible to HUD for the condi-
tion and operation of the development. The sites were selected to participate in the
demonstration based on the criteria listed below:

PHA commiiment to resident management;

Organizational and managerial potential;

Existence of a cooperative relationship between the PHA and residents;

Support of the city and state governments and HUD regional and area offices;
Geographic location, physical condition of buildings (Note: the MDRC made an
attempt to include a variety of housing types, locations and populations and physical
conditions in their study).

bW

Seven housing developments in six cities were chosen out of twenty-four applicants.
All the developments were family developments located in urban areas (i.e. no elderly
developments were included in the demonstration). The seven housing developments
consisted of 4,788 units which housed approximately 19,000 residents. Households
were primarily female-headed households on public assistance.

The housing developments reccived approximately $20 million from HUD, $15 mil-
lion of which came from the modernization program for physical improvements and $5
million came from the Target Projects Program (TPP)® to provide training, technical
assistance, resident salaries and social services. Some of the major findings and con-
clusions of this three year demonstration are summarized below:

1. In most of the public housing developments in the demonstration, resident manage-
ment worked just as well as previous management by housing authorities.

2. Resident management provided additional benefits of increased employment of
residents, a sense of personal development among resident participants and greater
overall satisfaction with housing management.

3. Creating successful resident management required varying amounts of time and a
positive, cooperative attitude from the PHA, including a commitment to mobilizing
PHA resources. Success also required adequate time 1o train staff in organizational
and management skills.

4. Technical assistance throughout the planning and implementation stages was essential
to the development of a successful RMC although adequate technical assistance was
difficult to identify. The presence of a non-PHA technical assistance provider was
essential in order (o develop a truly independent entity.”

5. Long-term impacts of RMCs proved difficult for MDRC to evaluate. It was recom-
mended that HUD support resident management in the demonstration developments
for several years and monitor and evaluate their performance. MDRC indicated that
future analysis should focus not only on housing but also on non-housing effects,
social benefits and costs not dealt within the demonstration. ™

6. A number of qualified residents were available to fill board and staff positions in all
but one of the demonstration developments. The initial turnover of top staff was high,
but their performance was judged to be adequate. It was noted that it is hard 10
maintain support from the PHAs that have high turnover among Executive Directors.
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This early demonstration study was an attlempt 1o understand how resident involvement
in the management and operation of public housing could work. 1t is important to note
that the study did not review all of the resident management activities that took place
during the review period (since it only included seven RMCs).

Since 1989 resident management has received an increased atiention from HUDwhich
has created an Office of Resident Initiatives within the Office of Public and Indian
Housing to address many programs relating 10 resident management and other critical
services 1o public housing residents.” HUD defines resident management as one or
more management activities for one or more developments by a resident management
corporation under a management contract with a PHA, HUD also describes the four
phases of resident management.

Phase I: Start-up

Phase I Board Resident Leadership Training

Phase Ill:  Advanced training for resident boards and staff
Phase IV:  Management by RMC

The resident management activities undertaken by HUD’s Office of Resident Initia-
tives are based on legislation contained in the Housing and Community Development
Act of 1987. This legislation has as its purpose (0 encourage increased resident man-
agement of public housing as a means of improving existing living conditions in public
housing. Regulations have been established to implement the provisions of the legisla-
tion under 24 CFR Part 964. These regulations outline the rights and obligations of
PHAs and residents in regard to resident management and participation in the opera-
tions of public housing.

HUD’s policy on resident management can be found in Section 964.12 of the regula-

tions:
It is HUD's policy to encourage resident management. HUD encourages
PHAs, tenants, and resident management organizations to explore the various
functions involved in project management and to identify appropriate oppor-
tunities for contracting with a resident management corporation, Potential
benefits of resident management include improved quality of life and resident
satisfaction, and other social and economic benefits to tenants, the PHA and
HUD.

The policy makes it quite clear that HUD is interested in pursuing situations where
resident management can improve the operations of a public housing development. As
stated earlier, the HUD Secretary has taken an important step by redirecting the focus
of public housing on residents. In addition 1o the creation of HUD's Office of Resident
Initiatives, HUD has also created Resident Initiatives Coordinator (RIC) positions in
the HUD Field Offices to assist residents in the area of resident management and other
important activities.

Resident involvement in the management and operations of severely distressed public
housing can contribute to the overall effort to improve the stability of the public hous-
ing community and to assure that activities which are of priority to residents are in fact
undertaken. In some of NCSDPH's case studies, resident involvement in actual or
planned revitalization program has been reviewed. Some of the revitalization efforts
have included resident involvement in one or more aspects of the management of a
housing development. Resident management clearly is one method for increasing resi-
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dent control and participation in the delivery of essential operating services for public
housing.

It is important to note the case study research indicates most PHAs have or are moving
towards a more site-specific form of management. These PHASs are developing decen-
tralized forms of management where management control of the site and buildings, is
excerised in some cases literally building-by-building. Proponents of decentralized
management claim that this enables the PHA to be more accountable to the residents
since management and maintenance service delivery and the staff are generally located
on site. Resident management is a form of decentralized management where the RMC
is present on-site and residents can have a high degree of accountability from the
RMC, It is expected that the board of directors of the RMC is elecied democratically
and that residents can influence the policies and practices of the RMC.

As indicated above, Congress has mandated the evaluation of resident management in
the 1987 Housing and Community Development Act. The results of the study are not
yet available. This evaluation will likely provide further insights and information on
the benefits of resident management and perhaps reveal how this form of management
can be applied to severely distressed public housing. The MDRC study indicated that a
longer term evaluation needed to be conducted of resident management. Often evalua-
tions occur with too little information or cover oo short of a time period. The
NCSDPH is concerned about this basic problem and has therefore recommended in its
National Action Plan (under the Chapter "Other Strategies™) that an evaluation of alter-
native forms of management be undertaken which covers the benefits of resident man-
agement, private management and non-profit corporations. In the action plan a follow-
up study is suggested afier the first evaluation in order 10 measure the long term effects
of these alternative forms of management.®

HUD’s efforts to provide funding and support for resident management enable the ben-
efits of resident management as a part of a management plan and overall revitalization
strategy to be explored. Such approaches have appeal since a decentralized form of
management appears to be the most appropriate method of addressing the needs of se-
verely distressed public housing. In some research it is indicated that a successful rede-
velopment program must decentralize the implementation of various programs 1o the
neighborhood level where residents, because of their knowledge of the area, can utilize
local, state and federal funds more efficiently. Once the decision on how to utilize gov-
ermment funds has been made, neighborhoods are more more able 1o deliver the needed
social services.” Further, since the NCSDPH has made a number of recommendations
regarding the involvement of residents in the provision of social and support services,
it would seem that a strong resident organization such as an RMC would help facilitate
resident involvement and administration of these needed services.

In an earlier section of this paper, certain recommendations for the involvement of
resident organizations and RMCs in the development of social and support services
and in the administration of these programs are discussed. The creation of non-profit
Community Planning and Service Councils which include residents and represent the
social and support needs of residents is also reviewed. Since RMCs are non-profit cor-
porations, they or their subsidiaries could facilitate the creation of the CPSC and play a
key role as a part of the CPSC. It is clear that the goal and mission of most RMCs is to
identify and obtain needed social support services. Therefore the role of the CPSC
must be coordinated with and complement the activities of an RMC (where an RMC
exists or is being established) in a severely distressed public housing development.

(AR VPR W P IPR WO VSR USR UOUN TURN S UONE TUNN TOR UFR TR VO W W


http:services.37
http:management.36

Chapter 3 - Resident Initiatives and Support Services

3-23

It is important to note that an RMC which is already operating, or is soon to be estab-
lished in a severely distressed public housing development, needs to be viewed or
evaluated in a manner that reflects the level of difficulty in managing the housing de-
velopment. As indicated by the NCSDPH research, severely distressed housing devel-
opments are often much more difficult 1o manage. An RMC, like a PHA, needs to be
evaluated based upon the goals and objectives that it establishes for meeting the oper-
ating needs of the housing development and the services required by residents of the
development. This is especially important when operating a severely distressed public
housing development, since these developments often require a very high level of at-
tention and have far more difficult problems 1o address through routine management
and maintenance. Therefore, for severely distressed public housing, RMCs require a
significant level of support as would any other housing organization operating severely
distressed public housing.

One way of providing management support to RMCs is by clearly defining the ex-
pected roles of the PHA and other involved agencies in the management contract be-
tween the RMC, PHA and in the management plan described earlier in this paper. In
establishing the RMC, it is recommended that not only funding for management train-
ing and organizational capacity building be provided, but that the PHA and RMC first
undertake resident management by initiating dual management. Dual management can
be defined in a contract which indicates that the PHA will work with the RMC during
a transition period to full management and provide training and assistance so that the
RMC can in fact achieve full management of a housing development.® Training and
related activities in a dual management phase should be included in the management
plan, with costs included in the revised AEL for severely distressed public housing.

In the chapter of this report covering management standards and performance evalua-
tion, it is recommended that RMCs and any other housing management organizations
operating 250 units or more be included in the national accreditation system. For the
reasons indicated above, RMCs managing severely distressed public housing need to
establish plans and performance targets. A number of the perceived benefits of resident
management cited by HUD and even mentioned in the MDRC study relate to qualita-
tive factors such as resident satisfaction and sense of personal development among
residents. These qualitative factors are important and can best be measured and evalu-
ated under the proposed system for accreditation.

In many cases conditions of severe distress in certain public housing developments
have resulted in some of the early efforts to try resident management.® With adequate
support and resources directed toward severely distressed public housing, residents
will have a strong interest in participating in the revitalization of their developments.
In some cases, this participation can and should include resident involvement in the
actual managemenl and operations of severely distressed public housing.

VIil. ECONOMIC DEVELOPMENT INITIATIVES

One major component of the resident initiatives programs supported by HUD and Con-
gress is economic development. Programs to promote economic development through
the creation of job and business opportunities are critical to improving the financial
condition and future of households residing in severely distressed public housing. As
noted earlier in this chapier, the absence of economic resources among public housing
residents is a significant contributor of distress. To improve the economic condition of
residents, effective programs need to be developed and implemented which promote
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job opportunities, provide for the creation of new businesses, allow for the expansion
of existing businesses, allow for a healthy living and business environment, and
thereby promote stronger communities within and around public housing. Such pro-
grams must also, support residents in acquiring the necessary skills to take advantage
of job opportunities with the PHA or other employers.

Economic development usually encompasses a combination of public and private ef-
forts to reshape and encourage private investment that will expand local business ac-
tivities and increase employment opportunities. The use of funding for neighborhood
incentives, along with investment in the rehabilitation of the severely distressed public
housing, will provide a strong platform for community wide improvements through
economic development. As indicated above, RMCs can have a strong role in the eco-
nomic development activities and overall revilalization programs being recommended
by the NCSDPH.

The revitalization of severely distressed public housing developments often result in a
large expenditure of funds in severely distressed neighborhoods which have previ-
ously experienced long periods of disinvestment, Major revitalization programs help
creale resident employment through actual placement and training as part of the con-
struction and rehabilitation activities, Furthermore, job opportunities can also be cre-
ated as a pari of the administration and the support services component of the revital-
ization program. Revitalization programs designed to address conditions in severely
distressed public housing should generally include the construction of facilities which
can be used for business activitics and/or support service programs. Funds provided
and programs implemented in severely distressed public housing can, with proper
planning provide an excellent basis for improving the economic condition of residents
in the public housing development as well as the entire neighborhood. To further sup-
port this use of the revitalization program as a platform for other improvements the
NCSDPH has also recommended that funds be provided for neighborhood incentives
to stimulate production of affordable housing and economic development in the imme-
diate *“targeted” neighborhood.

One major initiative authorized under the National Affordable Housing Act of 1990 is
the Family Self Sufficiency Program (FSS).* This program promotes the development
of local strategies to coordinate the use of public housing and public assistance under
the Section 8 certificate and voucher programs with public and private resourceswith
the aim of encouraging eligible families to achieve economic independence and self
sufficiency. Starting in FY 1993, each PHA that receives funds for new public housing
units, or for additional Section 8 certificates or vouchers, must operate a FSS program,
Some of the major provisions of the FSS program are described below.¥

Coordinating Committee: Each PHA is required to establish a program coordi-
nating committee to help secure commitments from public and private re-
source providers to deliver the supportive services that program participants
will need. Each PHA should develop an action plan which describes the needs
of program participants, the program for delivering needed services and which
offers a timetable for implementation.

Services to be Provided: The supportive services to be made available to the
family may include remedial education and education to complete high
school, job training and preparation, child care, transportation (o receive ser-
vices, and training in money management, parenting skills, etc.
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Participation and Selection Process: The participation of families is voluntary.
The Act does not specify how participants are to be selected. HUD’s program
guidelines require PHAS to select participants on an impartial basis from
among current public housing residents, Section § participants, and persons on
the waiting list to receive assistance.

Contract for Participation: The PHA and the participating families enter into a
contract that identifies the resources and supportive services to be made avail-
able 1o the participating families and the families’ responsibilities. The con-
tract can last as long as five years and may be extiended for good cause. The
head of each family is required 1o seek suitable employment during the term
of the contract.

Escrow Account: An escrow savings account is established for each participat-
ing family. The contribution to the escrow account is phased out as the
family’s income reaches 80 percent of the area’s median income. The family
may withdraw the funds in the escrow account only after it no longer receives
any federal, state, or other public assistance.

The General Accounting Office (GAO) found that neither the legislation nor HUD’s
guidelines explicitly define “self sufficiency” or “economic independence” though it
appears that the goal is to have the family end its dependence on public assistance. Im-
provement in the lives of residents of severcly distressed public housing is a primary
goal of the NCSDPH, and the FSS program is an important vehicle for achieving that
goal. However, funds to support the services and related program activities needed to
achieve self sufficiency are obviously critical to the success of the program. The fund-
ing proposed by the NCSDPH and the creation of Community Planning and Service
Councils seem well suited to supporting efforts under the FSS program. The activities
and requirements outlined above can and should be incorporated into the activities to
be undertaken by the CPSCs.

The NCSDPH has recommended that HUD modify its rules and regulations to allow
sole-source contracting with resident businesses. The NCSDPH notes that HUD has
begun taking steps to develop a regulation on sole source contracting with resident-
owned businesses. One of HUD’s goals of this regulation is to promote resident em-
ployment. This regulation has now been issued as a final rule and permits resident-
owned businesses 1o receive up to $500,000 in contract work with a PHA through a
“resident bidding preference” for resident-owned businesses which can provide ser-
vices (including supplies or construction) to a PHA . The NCSDPH believes that this
preference can assist in the formation of businesses that are substantially resident-
owned in severely distressed public housing.

The change in the resident-owned business preference in bidding can also be used to
encourage incubator programs that have been promoted by some PHAs. These incuba-
tor programs generally offer support to residents by creating new small business enter-
prises which serve the public housing community and sometimes even the greater
community. One such program is the Resident Enterprise Assistance Program (REAP)
undertaken by the Tampa Housing Authority. This program offers management and
technical assistance to residents who wish to own or operate their own business. Once
established, these businesses can enter into contracts with the agency and in time can
develop the capacity to seek other contracts outside of the agency. The program is
based on the idea of crealing businesses through an incubator approach, and has
evolved from a program of education and technical assistance to one primarily con-
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cerned with creating contracting opportunities for residents. The new HUD regulations
discussed above should further assist PHAs that pursue business incubator programs.

The NCSDPH has recommended (subject to budget restrictions and/or private
fundraising) that PHAs should implement paid internship programs to train residents to
manage and form businesses, and should furtjher give preference for employment in
public housing. Two recent initiatives may lend additional support for implementing
these recommendations. One initiative relates to an interim rule issued by HUD which
implements provisions enacted as a part of the National Affordable Housing Act of
1990 exempting volunteers from the requirements that workers be paid Davis-Bacon or
HUD determined prevailing wages under certain HUD programs.*® This provision al-
lows that upon a joint request of an RMC and the PHA, a waiver may be granted by
HUD of requirements that volunteers be paid prevailing wages 1 ates and may then
volunteer services for programs benefiting public housing. Another initiative relates to
a notice which provides clearer guidance to PHAs and others in implementing pre-ap-
prentice, apprentice or trainee wage rates that can benefit residents by presenting fewer
to their participation in job training and related programs.* The notice also offers vari-
ous administrative options for employment and training specially tailored to meet the
necds and objectives of RMCs. The interim rule and notice may give further opportu-
nities for job training and resident employment under revitalization programs which
can be used to complement the recommendations that have been offered by the
NCSDPH.

The NCSDPH has recommended that PHASs and residents conduct periodic confer-
ences with HUD, SBA, HHS and union leadership to stress economic opportunities
such as resident employment {or resident apprenticeship programs, job banks, enter-
prise zones, resident self sufficiency programs and day care. These conferences should
be jointly developed and sponsored by residents (including resident organizations) and
PHAs. Given the need to address the economic conditions in severely distressed public
housing, these conferences should be eligible for funding through the planning and sta-
bilization components of the program outlined by the NCSDPH. Also, the use of the
CPSC:s to sponsor such conferences would be appropriate since they would have
strong representation from residents, the PHA and service providers in the greater
community. PHAs and the programs for severely distressed public housing cannot on
their own be expected to address all of the economic problems or the conditions of
poverty affecting public housing residents described earlier in this report. Strong pri-
vate sector participation in the creation of business and job opportunities is necessary.
To accomplish this goal there must be capital investment in these communities by
both private and public institutions.

One step to promote a more positive economic climate for severely distressed public
housing communities is to encourage lending and technical assistance for the creation
of new businesses enterprises for both resident and non-resident owned enterprises. As
indicated earlier, a number of severely distressed public housing developments appear
10 have experienced disinvestment (especially when the surrounding neighborhood is
also distressed). Financial institutions do not appear to be interested in these neighbor-
hoods and there is little capital available to support the creation of new business enter-
prises. Institutions such as Chicago’s South Shore Bank which have taken a position of
assisting distressed neighborhoods and community-based business enterprises, need to
be encouraged. According 10 a recent news article the Bank seems to be willing “to
make loans as much on character as collateral.” It is this type of participation from
private institutions that is needed 10 help support the creation and sustaining of busi-
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ncss enterprises in severely distressed public housing communities. A further discus-
sion of this issue is included as an appendix to this chapter.

The NCSDPH has recommended that severely distressed public housing developments
be linked to an enterprise zone even when the developments are outside of the physical
boundaries of the enterprise zones, Linking these properties to enterprise zonges is an
important way of assuring that other public and private efforts to promote economic
development in poverty-impacted communities do not ignore public housing. Congress
has empowered the Secretary of HUD 10 designate up to one hundred zones as enter-
prise zones based on rank order of distress. The Secretary has been authorized to
waive HUD regulations in these areas in order to expedite all HUD programs within
the zone. The purpose of the enterprise zone is to encourage business to invest in dis-
tressed areas, thereby creating jobs and assisting in economic revitalization.

One major objective of the enterprisc zone program is to stimulate the creation of new
jobs, particularly for disadvantaged workers and long term unemployed individuals.
Other major objectives include the provision of tax incentives at state or local levels,
actions to reduce, remove or simplify government requirements, improvment of local
services and an cffort to increase the economic stake of the enterprise zone residents in
their community through the greater involvement of private and local neighborhood
organizations. The objectives of the enterprise zone program(s) are clearly consistent
with the recommendations of the NCSDPH and could help to meet the needs of resi-
dents of severely distressed public housing,.

Recently, the U.S. House of Representatives passed an urban aide bill (HR 11} that
includes authorization for eight urban enterprise zones in FY 1993 which was summa-
rized in the NAHRO Monitor. Federal funding for a variety of current programs from
six federal departments and agencies is authorized in the zones through “Enterprise
Community Block Grants™. The block grant could be used at the locality's option for
an array of twenty-eight federal programs, but the bill specifies that funds must be al-
located equally among five categories: crime and community policing, job training,
education, health and nutrition, and housing and community development. The federal
programs involved include community policing, Job Corps and Job Training Partner-
ship Act JTPA) training, child care, Head Start, Chapter I summer youth employment,
Vocational and Adult education, Women Infant Care (WIC} feeding program, drug
treatment, CDBG, Public Housing Modernization, Family Investment Centers, Public
Housing Drug Elimination, Section 8 Vouchers, and Section 108 Loan
Guarantees.Under this program the fifteen percent cap on public service spending
would be lifted for enterprise zones, The provisions of this bill seem to make the link-
ing of enterprise zones to severely distressed public housing even more critical so that
these housing developments can benefit more directly from the funding and programs
cited above.

Overall, a strong and well-coordinated set of programs and activities are needed to ad-
dress the problems of poverty and lack of economic opportunity in severely distressed
public housing. The NCSDPH’s rescarch and recommendations attempt 1o provide a
framework for directing programs and activities toward economic development and
including these activities in a revitalization program for severely distressed public
housing.

i
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IX. HOMEOWNERSHIP

The NCSDPH has indicated that homeownership should be considered as part of a
strategy for developing a revitalization program to address conditions in severely dis-
tressed public housing. Recommendations include making "one-for-one" replacement
requirements for units sold under the HOPE (Homeownership and Opportunity for
People Everywhere) consistent with the "one-for-one” replacement requirements for
other reductions in the public housing stock pertaining to demolition and disposition,
If adopted, this recommendation would require that any unit sold under a
homeownership program be replaced in accordance with the requirements of Section
121 of the Housing and Community Development Act of 1987.

HUD has established several programs that promote homeownership and has made
funding available to assist residents in acquiring homes. These programs provide a va-
riety of incentives and assurances to promole homeownership. Financing has been
made in a variety of different ways. Some programs provide financing guarantees to
lenders while others provide grants or even property. Most of the recent emphasis has
been on targeting the low income residents for homeownership programs.

While some public housing residents have sufficient income 1o qualify for
homeownership under previous HUD programs, only a small percentge of public
housing lamilies have become homeowners. An individual’s credit and income histo-
ries arc the major obstacle 1o homeownership. There are some major restrictions Lo
homeownership which include that the dwellings for sale must be suitable housing
stock, the units must be in sound sanitary condition with supportive financing and sus-
tainable operaling income. Given the condition of many severely distressed public
housing units and the incomes of many of the households residing in these units it is
difficult for homeownership programs to be readily undertaken in the developments
covered by the NCSDPH. Recent proposals would offer some increased funding and
support for undertaking homeownership in public housing. 1t is not clear whether

many of the Secretary’s proposals in the area of homeownership will be enacted, and if
enacled, whether they will have a major immediate impact on the ability of residents of

severely distressed public housing 10 become homeowners.

As discussed in the section above on economic development, the ability to address the

economic condition of residents will result in improved choices for residents and better

equip them to become homeowners. Supporters of homeownership believe it can im-
prove the quality of life for residents by bolstering their self esteem and sense of con-
trol over their lives. The NCSDPH is particularly interested in programs that promote
an improved sense of community and increase the economic stake households have in
the neighborhoods which contain severely distressed public housing.

There are several issues and questions to consider when contemplating
homeownership. First, a suitable development must be selected for homeownership.
The units must not fall under any statutory restrictions on conversion and if the prop-
erty is occupied, the rights of residents who are ineligible or do not wish to purchase
homes must be taken into account. Finally, the physical condition and operating costs
of the property must be taken into account as well as the market condition of the sur-
rounding property.

Planning and design questions relating 1o homeownership include who will plan the

changes, what form of homeownership should be used, and who will develop the units.
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Financial issues which must be considered include the capital costs of the property for
the life of the loan, costs of the property in both the transition and regular phases and
income and asset restrictions that may be placed on prospective homebuyers. Con-
struction and rehabilitation issues that must be addressed can relate to who will make
the design decisions, who will manage the construction process and how will vacant
units be marketed. Questions regarding occupancy involve who will provide training
for participants, who will manage the properties, how will reports be developed and
made, and how will sales and vacancies be handled.

For most homeownership programs both the initial and future affordability of units
must be taken into account. Factors affecting initial affordability of the units include
the participants access to credit, and their debt loads. As indicated above, most public
housing residents have poor or no credit history. This affects the types of
homeownership programs that will work as well as what counseling or training will be
needed. The monthly costs of homeownership are important. Most affordable programs
kcep the monthly costs to no more than thirty percent of the buyer’s income. This may
create a need for a subsidy to cover the gap. As indicated above, subsidies for very low
income public housing residents have been made available and are proposed by the
HUD Secretary.

The concentration of very low income residents in homeownership buildings such as
are likely to exist in severely distressed public housing, may lessen the ability to gen-
erate adequate reserves for vacancy and collection losses. Homeownership programs
such as HOPE 1 were created in anticipation that resident management programs, eco-
nomic self sufficiency and other initiatives will improve conditions because of in-
creased income and financial capacity of public housing residents and housing devel-
opment based resident organizations such as RMCs.

In another chapter of this report, the NCSDPH has recommended steps (o promote the
mix of incomes of houscholds residing in severely distressed public housing. Increas-
ing the mix of household incomes by having higher income (but primarily public hous-
ing eligible) households residing in public housing will improve the likelihood that
residents and PHAs can successfully explore homeownership options as a part of a re-
vitalization program. Involvement of residents in the planning process , including the
idea suggested by the NCSDPH that alternative strategies be devised for marketing
newly-developed units, will help ensure that residents are fully involved in decisions
about the feasibility of homeownership.

Appendix B (at the end of this chapter) provides some further background on two
homeownership programs that are targeted to public housing. Other programs can be
applied directly or indirectly to public housing or used as a part of an overall commu-
nity revitalization strategy, the Section S(h) and HOPE 1 programs seem 1o provide the
strongest support for homeownership conversions,

X. SUMMARY

This chapter has covered a number of issues concerning resident initiatives and sup-
port services. The paper begins with a discussion of how research indicales that a ma-
jority of public housing residents in family public housing are poor and getting poorer.
From a study of modernization needs using data provided from HUD’s national mod-
ernization study in the 1980s there appears to be a relationship between household in-
come and the level of physical iinprovemenits needed at a housing development. Resi-
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dents of severely distressed public housing are themselves severely distressed and
there seems to be a very high rate of dependency on public assistance for those resid-
ing in many family public housing units.

One factor which differentiates severely distressed public housing from other types of
public housing developments is the degree to which these housing developments are
isolated from the overall community and services available in the community. The
NCSDPH is concerned over the effects the environment in severely distressed public
housing has on children residing in these developments. Crime and drug-related activi-
ties in particular are major problems in severely distressed public housing, and have a
significant destabilizing effect on residents’ safety. The NCSDPH has proposed that
additional funding be provided 1o assist PHAs and residents in the provision of social
support services and 1o address problems of public safety.

The NCSDPH has included two additional categories of indicators in its definition of
severely distressed public housing, beyond solely management or physical condition
considerations. These categories are families living in distress and rates of serious
crimes in the developments and the surrounding community (or city). It has been ob-
served that in a number of instances severely distressed public housing is located in
severely distressed neighborhoods and that strategics to address conditions in the de-
velopment should be linked to efforts to improve conditions in the overall neighbor-
hood.

The creation of CPSCs to facilitate effective coordination and delivery of services has
been proposed. This paper notes the need 10 coordinate and target programs and fund-
ing at every level (federal, state and local) for severely distressed public housing. The
framework or process for delivering the services is one which insists upon resident
participation, input and a stirong and meaningful role overall in both the assessment of
needs and the determination of the 1ype of services provided. Resident participation in
the operations of the severely distressed public housing development and in the plan-
ning for the revitalization program is encouraged by the NCSDPH.

Resident management is covered in this paper and it is noted that RMCs provide ser-
vices in a manner consistent with an overall decentralized housing management ap-
proach. This decentralized management approach is being pursued by PHAs in a num-
ber of the housing developments visited and reviewed by the NCSDPH. Residents can
have a number of different roles in managing a severely distressed public housing de-
velopment. Their resident involvement in the management and operations can assist in
the overall effort 10 improve the stability of the public housing community, and assure
that activities which are of priority to residents are in fact undertaken. RMCs usually
have as one of their goals the provision of social support services 1o residents. The
NCSDPH research clearly indicates that residents of severely distressed public housing
are in great need of social support services.

Economic development initiatives are important in improving the quality of life of
households residing in severely distressed public housing. The NCSDPH has recom-
mended that support be given to the creation of resident owned businesses, increasing
job opportunities for residents, and the creation of business opportunities in the overall
neighborhood in which a severely distressed public housing development is located.
Enterprise zones should be linked to severely distressed public housing developments,
and neighborhood incentives (including funding) should be provided to promole neigh-
borhood development in conjunction with an overall revitalization program. As a part
of a range of strategies for addressing the needs of severely distressed public housing it
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is recommended that homeownership be considered along with other critical options
for treating the housing development.

This working paper has covered a range of areas pertaining to resident initiatives and
support services. What follows is a list of recommendations adopted by the NCSDPH
under Chapter Two of the Final Report.

Xl. RECOMMENDATIONS

1. Funding for Resident Support Services.

The Commission recommends that resident support service expenses be added to the
Allowable Expense Level (AEL) for PHAS so that operating subsidy eligibility can be
adjusted to support these costs. The method for revising the AEL to cover these costs
is described more fully in a recommendation in the next chapter pertaining to the
change in the establishment of the AEL for severely distressed public housing develop-
ments. To bring about changes in severely distressed public housing developments, the
needs of residents and their efforts to improve their living conditions must be ad-
dressed as primary considerations. The PFS, developed in the early 1970s and has not
been substantially modified since that time, does not provide sufficient funding for
PHAs to offer or coordinate the human services delivery program described in this
chapter.

2. Overall Approach to Human Service Delivery.

A comprehensive, integrated, holistic human services delivery system, using guide-
lines developed by the residents and covered in this chapter, should be developed. The
planning network should involve residents; PHAs; federal, state and local govern-
ments; and the private sector in the delivery of support services. Although these guide-
lines establish the involvement of RMC, RCs and the resident population, this very
important involvement is not intended to replace the need for and responsibility of
PHA  to provide sufficient human and support service delivery systems agency wide.
The goal is to have resident participation at every level.

3. Guidelines for the Establishment and Implementation of Development-level Human Ser-
vices that will meet the Needs of Reslidents of Severely Distressed Public Housing Devel-
opments.

A. It should be mandated that where qualified resident organizations or a majority of
residents who are not formally organized desire to participate in cither the develop-
ment or actual service delivery of social and support services, the PHA must facilitate
such participation. However, it is the responsibility of the PHA to ensure that social
and support services are delivered to severely distressed developments. Even when
residents do not choose or do not have the capacity actually to deliver these services,
the PHA must seek and consider input from residents.

B. Social service councils should be established in every development and should be
subsets of the RMC, RC or designated or organizable entity. Council members would
be elected by residents. If there is an existing resident organization, it should be
responsible for developing the social service council. Development level social
service councils may include outside professionals to serve as advisors but not as
decision makers.

Existing RMCs or RCs with established social service programs should receive direct
training to provide resident assistance and peer counseling training.
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All unexpended PHA funds for resident services and initiatives should revert to devel-
opments to which they were allocated and be controlled either by qualified resident
councils or by the PHA in direct consultation with residents.

RCs and RMCs should design the social service programs for their developments and
submit budget requests to the PHA for inclusion in the PHA operating budget. Budget
line items for these programs should not be modified without resident approval.

Drug forfeiture funds should be redirected to distressed public housing communities.
The priority for the use of funds should be to train residents as drug counselors and
community organizers as well as for other programs such as education and drug abate-
ment.

Qualified or eligible resident organizations should be able to receive direct Public
Housing Drug Elimination Program Grants and Youth Sponts Grants from HUD in ex-
cess of current limitations.

Residents should participate in the local development and the monitoring, evaluation
process and setting of criteria for current PHA service delivery.

4. Devise a System that Requires the PHA to Solicit Resident input Prior to Eliminating
Needs Programs.
This recommendation applies to all programs designed to meet resident needs.

5. PHAs Should Not Only Encourage Interaction Between the Residents and the Commu-
nity At Large but Should Aiso Promote a System That Facilitates Such interaction.

6. Subject to Budget Limitations and/or Private Fund raising, PHAS should Implement Paid
Internship Programs to Train Residents to Manage and Form Businesses.

The programs should include staff as well as high school and college students and

should provide training in property, resident and financial management.

7. PHAs and Residents Should Conduct Periodic Conferences.

These conferences should be with HUD, SBA, HHS and union leadership to stress eco-
nomic opportunities such as employment for residents, apprenticeship programs, job
banks, enterprise zones, resident self- sufficiency programs and day-care.

8. The President Should Appoint One or More Peopie from the White House Staff to Coordi-
nate Social and Support Setvices to be Delivered to Severely Distressed Public Housing.
The Structure for this Coordination Should Be Similar to that Used by the President's
Domestic Policy Council.

The activities of all federal agencies such as the Departments of Labor, Commerce,

Health and Human Services, Agriculture, Justice, Education and the Armed Services

need 1o be coordinated with HUD. Even though no new funds are being requested,

each agency should be required to designate existing funds in their budgets for activi-

ties pertaining to severely distressed public housing.

9. Qualified Residents Should Have Preference for Employment in Public Housing Jobs.
PHAs should be required to conduct outreach efforts to inform residents of and to
identify them for job opportunities.
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10. Start-up and Business Development Funding.

HUD should enter into an interagency agreement with the SBA to provide a Small
Business Development (SBD) grant and/or a revolving SBD loan fund for start-up and
business development funding for resident owned and resident operated businesses.

11. Support for PHA Resident-Owned Businesses.

HUD should amend its rules and regulations, “other program requirements”, under the
subheading “Minority and Women's Business Enterprise Opportunity” to include PHA
resident owned businesses.

12. Sole Source Contracting for Qualified Resident Owned Businesses.

HUD should modify procurement rules and regulations to allow for sole source con-
tracting with gualified resident businesses (24 CFR Part 963). The Commission be-
lieves that efforts to promote economic development are needed to provide
homeownership opportunities for public housing residents.

13. As a Part of the Feasibility Study of the implementation of Homeownership, the Resident
Group and the PHA Should Devise Alternative Strategies for Marketing the Development
of the New Units.

14. All RCs and RMCs Should Have Access to Copies of all HUD Regulations and Codes of
Federal Regulations and be Allocated Office Space so that they will have a Legal Place of
Business and a Mailing Address.

15. PHASs, Along With Reslidents, Should Make Their Case for Community Development
Block Grant Funding During Public Hearings Where Allocations Are Made.

16. Link Severely Distressed Public Housing With Enterprise Zones.

Enterprise zones should be linked with severely distressed public housing develop-
ments so that the developments can benefit from the planned economic development
assistance to the area and can be part of a coordinated planning effort. The severely
distressed public housing should be linked 1o the enterprise zone even in cases where
the development is not within the physical boundaries of the enterprise zone,
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Appendix A:
Access to Capital and Financing to Create Public
Housing Resident-Based Business Ventures

I. INTRODUCTION

This paper discusses how residents can overcome impediments to the creation of resi-
dent-based business enterprises and gain access to financing for such enterprises. Lack
of capital seems to be one of the biggest obstacles 1o those in public housing who are
considering starting up a business venture. Many public housing residents lack the
capital required to create even small service-based businesses and do not have the
same contacts or opportunities to approach lenders or others who provide financing
and technical assistance. This problem, along with the overall lack of skills in the man-
agement and operation of small business enterprises, make it extremely difficult to un-
dertake or sustain a business venture.

The discussion will also cover the three HUD initiatives targeted either directly or in-
directly toward economic empowerment: the resident management Technical Assis-
tance Grants (known as TAG grants), the HOPE I Home-ownership Program, and the
Family Self Sufficiency Program. The purpose of this discussion paper is not to evalu-
ate or report on the content of these programs but to discuss important components of
developing resident based business ventures in public housing. These and other pro-
grams will be mentioned to the extent that they can offer assistance to public housing
residents who choose to create some form of a business,

Starting a business enterprise in a distressed public housing development or outside of
a public housing development in a poverty-impacted community {which is where many
public housing developments are located) can be overwhelming even where there is
significant public and private support. Some studies have shown thal a substantial
number of new small business ventures fail in the first year. This does not provide
much encouragement to those interested in creating such business ventures in a dis-
tressed public housing setting. *

In poverty-impacted communities few lending institutions operate in the area and even
fewer who will consider supporting the start up of a new business enterprise. In fact,
there is generally little institutional presence of any kind which gives lenders and oth-
ers who would assist new business enterprises the confidence to provide support for
undertaking economic development ventures. What is needed is direct intervention on
the part of federal, state and local government to assist in the development of both
non-profit and privately-operated business enterprises in severely distressed public
housing. A swrong and healthy business climate will not only assist in improving the
economic condition of public housing households in a severely distressed public hous-
ing development but will contribute to increasing the level of attention and hopefully
investment in the overall public housing community by both public and private institu-
tions.

Section 122 of the Housing and Community Development Act of 1987 authorizes resi-
dent management of public housing. Resident management has been one of the major
vehicles used by the HUD Secretary to promote increased resident involvement and
resident upward mobility. The provisions of this component of the 1987 Act are the
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basis for the regulations governing resident management covered in 24 CFR Part 964,
There are three basic components to the Secretary’s resident based initiatives; resident
management, and homeownership. In many respects these three initiatives have been
linked in the policies and programs which have been promoted. However, the issues of
resident involvement in the creation of business and related economic development
ventures can and in some respects should be viewed separately. Clearly providing resi-
dents with the skills to undertake housing management and to obtain increased income
through employment 1o support homeownership, can be linked, but the steps required
10 promote business development and economic empowerment certainly have broader
applications.

Any business, whether a non-profit or private sector venture, requires that there be a
market for the goods or services to be provided. Once it has been determined that such
a market exists there are generally three critical components to undertaking the busi-
ness venture: (1) the development of a sound business plan; (2) a delermination of the
skills required to operate the ‘business venture (with a plan for acquiring those skills);
and (3) obtaining the needed capital or financing to start and operate the business.
Many programs give atiention;to the first two items but not to the issue of accessing
capital or financing. This is not 10 say that the assistance provided to individuals or
organizations in preparing a business plan has been adequate or that training programs
directed toward developing skills in the area of financial or operations management
have been effective. In many cases these programs have not been very successful.
Having a sound business plan and being able to demonstrate that the individuals who
can acquire appropriate financial foperational/management capacity are usually prereq-
uisites to obtaining the financing to start the business.

II. BACKGROUND ON THE CREATION OF BUSINESS ENTERPRISES

A business plan is critical to defining what the goods or services will be, what the mar-
ket for the goods or services are, who will provide the goods or services and how the
business venture will be operated. The business plan must be clear as to the needs and
objectives of those participating in the venture. Any investor (whether providing assis-
tance through the public or private sector) muyst be assured that the business is viable.
Issues of viability are not just related 1o the notion that the business can simply sustain
itself but that it will in fact generate a surplus or a profit. There has been a strong ten-
dency 1o direct resident based business ventures toward public or non-profit types of
ventures. This approach tends to limit consideration of possible business ventures that
can generate excess proceeds or profit, While it is important that the issues regarding
the public purpose role of RMCs be considered this should not supersede HUD's role
in promoting non-resident management activities pertaining to the development of
business ventures by residents. The RMC does not have to be involved in all or any
resident-based business ventures and an RMC does not have to be present in order for
resident-based business or other econemic development ventures to operate.

Within HUD, a unit should be established 1o provide direct assistance (either through
existing staff or a pool of technical assistance providers) 10 residents and resident orga-
nizations interested in pursuing resident-based business ventures. It is difficult to
imagine how organizations ¢an access the capital needed without having the capacity
to develop a thorough and complete business plan. In many respects the development
of the business plan is a one-time activity. Once it has been developed it can be main-
tained and revised, but it typically does not have 1o be fully recreated. The Small Busi-
ness Administration (SBA) does provide assistance in the development of business
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plans however, it has been the experience of many that they do not necessarily under-
stand issues regarding public housing and the needs of new start-ups operating in a set-
ting such as severely distressed public housing. This is not 10 say that the SBA cannot
be brought in for assistance or that this agency should not be included in any business
development program but HUD should serve as a bridge between organizations like
SBA and the economic development initiatives for public housing. This approach links
the urban development role with the public housing role of HUD.

As indicated above, many of the grant and technical assistance programs have been
directed toward working with resident organizations which are interested in pursuing
resident management. A skills development training and technical assistance program
(with or without the involvement of SBA), operated separately from resident manage-
ment initiatives, could help better target the assistance to residents needed to create
successful new business enterprises in public housing. Under the TAG program resi-
dent organizations are required to use the funds to obtain certain skills some of which
are clearly transferablc 1o the operation of a business. In many respects, residents are
encouraged to consider their involvement in resident management related activities to
be similar to that of creating a new business venture. This is appropriate since RMCs
arc the agents for a PHA and this is in every respect a business operation. RMCs are
encouraged to operate as 501{c)(3) (IRS designation for non-profit charitable organiza-
tions} non-profit corporations. However, as indicated above, business ventures do not
have to be undertaken only where RMCs are present and business ventures do not have
to occur in the not-for-profit sector. Training for public housing residents in the devel-
opment of business (i.e. financial and operations management) skills can occur without
an interest in pursuing resident management,

The Family Self Sufficiency Program (FSS) is directed toward locally based initiatives
that promote activities to help families achieve self-sufficiency and economic indepen-
dence. Both of these objeclives are important; however, they do not necessarily need to
relate 1o the development of independent business ventures among public housing resi-
dents. The program could be used to direct technical assistance in the area of business
development and changes could be initiated in subsequent funding rounds to direct
HUD funds to the provision of technical assistance for skills development relating to
business ventures as well as the development of the necessary components of the busi-
ness plan.

. METHODS FOR OBTAINING FINANCING TO CREATE AND SUPPORT
PUBLIC HOUSING RESIDENT-INITIATED BUSINESS ENTERPRISES

The major topic of this discussion paper is how resident based businesses can gain ac-
cess to capital or the financing necessary to create a new venture. The issues pertaining
to gaining access to capital must involve a sound business plan and the ability to dem-
onstrate that the participants in the venture have or can acquire the skills to operate the
business. No organization {(public or private) in a position to provide loans, grants or
other resources is required to invest in an organization which does not have a sound
business plan and cannot demonstrate that it is capable of operating the business ven-
ture. Therefore, any program to promote the financing of new business ventures must
assume that assistance is available to provide residents with the ability to develop a
sound business plan and receive raining in financial and operations management.
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The federal government offers few direct grants and related assistance for the develop-
ment of private business ventures, even when these ventures include public housing
residents. Some in public housing have expressed frustration with this situation and
have taken steps to develop programs which will direct assistance toward the creation
of resident based economic development ventures. This is one of the reasons why
many economic development initiatives have related to resident management activities
and the HOPE homeownership initiative (since it has been an acceptable way to offer
public support for business development in public housing). As mentioned above, ef-
forts need to be directed to economic development activities whether or not these ac-
tivities are a part of homeownership or resident management initiatives. Even under
favorable circumstances, establishing a successful business venture can be quite diffi-
cult. Most small businesses obtain the funds needed for start up in one of five ways:

1. Cash already possessed by the owner;

2. Home Equity Loan, available to those who are homeowners and have sufficient equity
in the home;

3. Cash injection from a second party (subordinated), where second party may be a silent
partner; '

4. Angel, or someone who provides funds without requiring equity or participation (can
be a gift);

5. Venture Capital: direct financing provided in exchange for some form of future return
{usually based on an examination of the business plan and an agreement for receiving
proceeds at some point in the future).

Many public housing residents simply do not have the opportunity to obtain the capital
using the methods described above. Banks generally require that the owner(s) of a
small business provide at least 30 percent of the capital needed to support the opera-
tion of the venture. Both the 30 percent contribution and the financing can be major
barriers 10 any form of business venture, especially one being undertaken by low in-
come public housing residents. Public housing regulations regarding RMCs acknowl
edge these constraints by permitting RMCs to use “excess revenues” (o support eco-
nomic development activities of public housing residents. Also, HUD now permits
PHAs and RMCs to continue to receive funding for units used for non-dwelling pur-
poses if the units are used for activities relating to economic development. By them-
sclves, these provisions will not provide sufficient capital to promote the creation of
small business ventures in public housing. What appears to be needed is one or more
forms of direct financial assistance for resident-based (for profit and non-profit) busi-
ness ventures.

IV. OPTIONS FOR PROVIDING FINANCING TO RESIDENT-BASED BUSINESS
VENTURES

One model for resident-based economic development is that of community develop-
ment corporations, commonly known as CDCs. These organizations have primarily
operated in the non-profit sector with various forms of grant and loan assistance.
CDCs generally have some activities which are directly related to neighborhood based
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services and in a number of cases these services relate 1o the provision of low- and-
moderate- income housing. Housing development has been a strong source of income
for some community-based organizations and for at least one RMC, Cochran Gardens
RMC in St. Louis. It is important to note that housing development can be quite risky
and need not be the only way to promote business development in low and moderate
income communities. However, some of the programs developed by and for CDCs
could be adapted for the creation of resident based business enterprises.

Providing direct grants to an organization is one form of assistance which has been
done in the State of New York. Recipients generally are non-profit corporations that
perform a community based service which is considered an eligible acuivity by the
New York State Division of Housing and Community Renewal. Currently, there are
236 organizations which receive grants to support community ac.ivities through state
appropriations. Not all of the activities can be termed business ventures and most are
considered to be social and support services. However, the State of New York does
become directly involved in auditing and monitoring these organizations and encour-
ages grant recipients to use the funds as a means of “leverage” 1o attract other funding
or to create activities which can generate sufficient proceeds to support additional pro-
grams and ventures.

Another source of capital is Community Development Block Grant (CDBG) funding.
Much has been written on the use of CDBG funds to support community based social
service and economic development ventures. Funding has generally been used 1o sup-
port organizations providing social and community services but not to start new busi-
ness ventures. A major impediment 10 the use of funds for such discretionary purposes
is the lack of technical experience on the part of local government agencies in provid-
ing assistance 10 new business ventures and the limit that is placed on the amount of
CDBG funds that can be used for “public service” or non-capital improvement related
expenses. Many communities, having experienced reductions in the amounts of CDBG
funds made available through HUD, have reached the limit on the portion of funds that
they can allocate to new activities which capital improvement related. The use of
CDBG funds to provide loans and even grants to new business start ups would im-
prove the ability of public housing residents to access the financing required to under-
take business ventures. Allowing local governments to exceed the “caps” placed on the
use of CDBG funds for non-capital improvement expenses in cases involving support
for business ventures in public housing is recommended. Further, it is recommended
that local governments be encouraged to hire the support staff required to assist in
these business ventures.

Foundation support for business ventures in public housing has also been limited. Tak-
ing the lead, HUD could provide seed money to attract both private sector and founda-
tion support to establish a loan pool for public housing business ventures. This pool
could be operated at the national and/or regional level. The purpose of the pool would
be 1o provide direct financial assistance to new business ventures. A separate economic
development office within HUD or an expanded office using the economic develop-
ment and supportive services section in the Office of Resident Initiatives should be
considered. This section of the agency could be the vehicle for coordinating technical
assistance 1o resident based business ventures and to coordinate this assistance with the
provision of loans and grants. In many respects HUD could establish a financing com-
ponent similar to finance corporations which have been established in such areas as
Massachusetts which exist to provide capital financing to CDCs. An organization simi-
lar to the Massachusetis Community Development Finance Corporation (CDFC) could
be created to administer or target programs such as those described above.
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Another financing method to explore is convertibie loans and grants, which have been
used in the recent past by both lending institutions and foundations. The financing is
first arranged as a loan based upon the organization’s undertaking certain activities and
meeting certain objectives. Frequently, the loan is granted with the understanding that
certain community programs will be undertaken, or in some cases that components of a
work plan or business plan will be implemented. Successful completion of the tasks
outlined as conditions of the loan financing plan will result in the loan being converted
to a “grant.” Such a program has been quite successful in providing incentives 1o orga-
nizations such as Community Development Corporations in meeting the financing
needs of certain ventures. It is this type of program that could provide strong incen-
tives for supporting public housing resident based business ventures. These capital
grants or loans could also be used to meet the owners cash contribution required 1o ob-
tain conventional bank or SBA backed loan financing.

V. CONCLUSION

In this paper several ideas have been reviewed and discussed relating to policies and
programs to support the creation of resident-based business ventures in severely dis-
ressed public housing developments. Other sections in the main body of the working
paper indicate the need for economic development activities (o be considered along
with a comprehensive strategy for “revitalizing” severely distressed public housing
developments. This component of a redevelopment or revitalization plan can be under-
taken in conjunction with the capital renovation and management improvement com-
ponents of an overall program to treat severely distressed public housing. One section
of the report even covers the linking of severely distressed public housing to enterprise
zones even if the actual boundaries of an enterprise zone do not encompass the loca-
tion of the severely distressed public housing development. The promotion of small
business ventures in public housing communitics is but one strategy for improving the
economic condition of households residing in severely distressed public housing.
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Appendix B:
Summary of Homeownership Programs

Below please find a summary discussion of two programs that are designed for resi-
dents to purchase public housing units for homeownership.

l.  SECTION 5(B) HOMEOWNERSHIP PROGRAM

The Section 5(h) Homeownership Program for Public Housing was authorized under
the Housing and Community Development Act of 1974* by adding sections 5(h) and
6(c)}4(D) to the United States Housing Act of 1937, Under the program, a PHA may
sell part or all of a public housing development to eligible residents for
homeownership purposes. HUD will continue to make debt service contributions for
which the development is obligated under the Annual Contributions Contract (ACC), if
this applies. PHAs are responsible for paying debt service and the cost of rehabilita-
tion.*® When applying for Section § (b} funds, PHAs must submit a homeownership
plan which will serve as the charter for local program activity. In accordance with the
HUD-approved homeownership plan, HUD will execute a release of the title restric-
tions defined by the ACC. In order for a PHA's homeownership plan 1o be approved
by HUD it must be practical and have potential for long-term success. The plan must
abide by all legal requirements and must be clear and complete (24 CFR 906.4).

The form of homeownership to be used under the program is at the discretion of the
PHA. However, when developing a plan, PHAs are required to consult with residents
of the development involved. The PHA has legal authority to make final decisions, but
must consider input from residents and resident organizations. If a RMC or RC desires
to discuss homeownership opportunities, the PHA is required to negotiate with them in
good faith. If the homeownership plan involves the sale of fifty or more dwellings, or
over ten percent of the PHAS total stock, a public hearing must be held prior to the
submission of the plan (24 CFR 906.5).

The Section 5(h) Program allows for the sale of one or more dwellings, located in one
or more public housing developments. The plan allows for both the conversion of ex-
isting rental units to homeownership and the sale of newly developed public housing
units. The dwellings being sold must meet local code and lead-based paint require-
ments, and must be in good physical condition (24 CFR 906.6).

Units sold under 5(h) are subject to the one for one replacement rule. The one for one
replacement rule applies to units transferred under the homeownership plan and sub-
jects them to cenain restrictions. Units can be replaced through the development of
additional units by the PHA, the rehabilitation of vacant public housing units owned
by the PHA, the use of five-year tenant-based certificates or voucher assistance under
Section 8, the acquisition of non-publicly owned housing units which the RMC, resi-
dent council or cooperative association will operate as rental housing or any other
comparable Federal, State or local housing program. Replacement housing may differ
from the dwellings sold under the homeownership plan.
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HUD has given PHAs flexibility in choosing the type of homeownership to be utilized,
although most have been cooperalives. Any method of sale deemed appropriate may be
used. This includes the sale of units directly to residents as well as the sale of units to
an “entity” governed by and composed solely of residents. The methods have ranged
from simple transfers of title to a family unit with income to support it 1o a comprehen-
sive multi-family conversion (24 CFR 906.7). Eligible buyers in rank order of prefer-
ence are: existing residents of the dwellings that are 1o be sold, residents of the build-
ing or development in which units are 1o be sold, residents of the PHA's other housing
developments, residents of other housing who are receiving Section 8 assistance, and
persons who do not fall into the previous categories. A homeownership plan may re-
strict eligibility to one or more of these categories. Preference will be given to resi-
dents who have completed self-sufficiency and job training programs or who meet
standards of self-sufficiency. Eligibility is limited to residents who are capable of han-
dling the financial obligations of homeownership and who have been current in all of
their lease obligations for at least the six months before the sale (24 CFR 906.8). Low
income residents who are not PHA residents may apply for homeownership if they
have completed a period of rental occupancy and meet the test of admission to public
housing.

The Section 5(h) program does not provide any funds beyond those generated from the
sale of the units and other funds called for under the homeownership plan. Counseling,
training and technical assistance must be provided to prospective and actual buyers for
each state of the implementation of the homeownership plan. A maintenance reserve
must also be established for the homeowners to provide funding for maintenance, re-
pair and replacement in order to ensure the long-term success of the plan (24 CFR
906.9-906.11). It is also important that PHAs and resident groups plan for other subsi-
dies such as Section 8 and CDBG funding 1o assist residents in becoming homeowners.
HUD requests that this funding be secured prior to approval.

Existing residents of the dwellings to be sold who choose not to purchase or who are
ineligible to purchase their unit must be given a choice of relocation or of continuing
occupancy at the present dwelling on a rental basis. Residents choosing to relocate
must be offered another decent, safe, sanilary and affordable dwelling of suitable size
which is nondiscriminatory and pleasing to the resident (24 CFR 906.10).

Units may be sold at the appraised value or at market value. If a dwelling is initially
sold for less than the fair market value, the homeownership plan must include mea-
sures 1o prohibit “windfall profit” on its resale. HUD prefers that PHAs establish a dis-
counted purchase price by utilizing either a “silent second mortgage”, a simple fee,
simple sales, shared equity and lease or purchase homeownership sales program. PHAs
can choose to finance their programs through conventional funding, government in-
sured funding or locally subsidized funding by the PHA or CDBG funds. Whatever
program the PHA chooses, the buyers payments for mortgage principal, interest, insur-
ance and real estate taxes cannot exceed thirty percent of the applicants adjusted in-
come, except where justified. Utility, maintenance, and other expenses must be taken
into account in computing the total buyer’s payments.

HUD takes the local economic and site conditions into account when deciding whether
10 approve an application. HUD's review also looks for practical workability, consis-
tency with the law, replacement housing and sufficiency of the homeownership plan.
HUD encourages strong resident involvement and provides for RMCs or resident orga-
nizations to participate. Once the plan is approved by HUD, the PHA is contractually
obligaied to carry it through.
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A feasibility study must accompany the homeownership plan. It is generally expected
that a homeownership feasibility study will answer several important questions:

1. Is there a large enough number of eligible families who can realistically afford
homeownership?

2. Is there a commitment on financing for rehabilitation?

3. Will counseling/training be provided?

4. Does the PHA or sponsor have the capability and rescurces o complete the program?
5. Is there a large enough maintenance reserve?

6. Can the plan be implemented in a timely fashion?

7. Can the plan succeed in the long run?

HUD approves applications on a case by case basis taking into consideration the infor-
mation provided in the feasibility study.

Il. HOPEIHOMEOWNERSHIP PROGRAM

Homeownership Opportunities for People Everywhere (HOPE) is authorized by Title
IV of the National Affordable Housing Act of 1990.% The purpose of HOPE is to cre-
ate homeownership opportunities for low income families and individuals. Designed
under the current HUD administration the program was conceived of as a way of ad-
dressing the tendency of Federal Programs to direct low income families into assisted
rental housing permanently. Under the program, competitive funding is available to
eligible applicants to assist them in planning and implementing homeownership pro-
grams. Title IV established three HOPE programs: HOPE for Public and Indian Hous-
ing Homeownership (HOPE 1), HOPE for homeownership of multi family units
(HOPE 1I) and HOPE for single family homeownership (HOPE III). Title 111 of the
same act created the National Homeownership Trust Demonstration Program in order
to provide assistance payments for first-time homebuyers,

HOPE 1 authorizes HUD to provide planning and implementation grants o assist in the
conversion of public housing into homeownership opportunities for residents of PHAs
and IHAs. Resident involvement is considered crucial to the success of HOPE. The
applicanis are required to propose the establishment of resident organizations after the
effective date of the planning grant.

Eligible applicants for the grants are RMCs or RCs, cooperative associations, public or
private nonprofit organizations, public bodies or PHAs/IHAs. Eligible families are low
income families, families or individuals who reside in public housing or families or
individuals who receive assistance under a housing program administered by HUD,
Eligible properties under the program are public housing developments, other than a
PHA's scattered-site single family properties (up to four units) or single family public
housing properties that are contiguous to other single family public housing properties
{Section 110, 11).

SPRY VI VPR VUL VRN W WA WA VO T VOO RN W W W W



Chapter 3+ Appendix B

343

In order for developments to convert to homeownership, families must acquire
homeownership interests in at least one half of the development’s units at prices that
will not cause unit owners to spend over 30 percent of family income on housing costs.
HUD may reserve Section 8 funds for replacement housing and rental assistance to non
purchasing tenants. Non-purchasing tenants who choose to remain in the building must
be given fair rents as long as operating assistance is provided. Relocation assistance to
families who choose to move must also be provided. Replacement plans must also be
inciuded as part of the homeownership program.

Planning Grants are awarded on a competitive basis to applicants to help in the devel-
opment of homeownership programs. There are two types of planning grants, full
grants and mini grants. Full grants cannot exceed $200,000 per applicant while mini
grants cannot exceed $100,000 per applicant. Grants can go higher if costs are justified
as reasonable. Mini grants must be completed within eighteen months, while full
grants have three years for completion.

Planning grants were established to assist in the development of homeownership pro-
grams. Eligible activities for planning grants include the development of resident
councils and resident management councils, training or technical assistance on the de-
velopment of homeownership, feasibility studies on the homeownership program, pre-
liminary architectural and engineering work, counseling and training, economic devel-
opment activities to promote economic self sufficiency, security plans and the
preparation of applications for implementation grants.

Implementation grants are awarded on a competitive basis in order to carry out the
homeownership conversion. They can be used to acquire property, fund rehabilitation,
for architectural and engineering work, for the implementation of homeowner-ship
programs, for the rehabilitation of eligible properties, for administrative costs, to de-
velop RCs or RMCs and for relocation assistance. At least 25 percent of the imple-
mentation grant must be matched by non-federal funds which can take the form of
cash, property, waiver fees, or in-kind contributions. The local matching is required 1o
ensure that a local commitment exists and that local non-profit agencies will provide
support. Seven percent of this match can be in the form of administrative time, but the
rest must be in the form of cash, waived fees, or taxes, land, buildings or infrastruc-
lure.

Restrictions may be placed on the resale of units by homeowners and RCs and RMCs
have the right to purchase the owners interest. If the home is sold within the first six

years of ownership, HUD must make sure that the owner is not getting an undue profit.

HUD reviews and ranks applications on several criteria. For planning granis points are
assigned based on the applicants capabilities 1o design a successful and affordable
homeownership program, the extent of resident and homebuyer interest and market
ability of the development under the homeownership program for the property. The
suitability of the propenty and local support by both government and private organiza-
tions are both considered. It should be noted that HUD recently awarded over 180
planning grants under the first round of HOPE 1. Implementation grants are based on
the applicants capability to carry out the plan, the extent of resident and homebuyer
interest in and market ability of the development of a homeownership program for the
property. The suitability of the property and local support by both government and pri-
vate organizations are taken into account as well as the plan’s relationship to the Com-
prehensive Housing Affordability Strategy (CHAS) covering the locality where the
proposed homeownership units are located.
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Chapter 4:
Management and Operation of Severely

Distressed Public Housing

I INTRODUCTION

As authorized under the 1937 Housing Act, a public housing agency’s primary func-
tion is to provide a decent, safe and sanitary home for its residents. When a PHA can-
not achieve that goal and loses control of its properties, the result may be severely dis-
tressed public housing. In property management terms, “losing control” can mean not
being able to control who has access to the buildings, sustaining high vacancy rates
and thus losing rental income, or experiencing high levels of crime on a PHA's prop-
erty. The tools of housing management with which PHAs fulfill their mission are the
strength of their functional areas, such as computerized systems, internal checks and
balances, and coordination between the planning and field operations departments.
Even if funding were increased or regulations relaxed to address particularly distressed
developments, a PHA could not implement or effectuate improvements if its own op-
erational house is not in order.

This working paper describes how public housing is managed and the operational as-
pects of maintaining public housing developments, including issues of effective on-site
operating services. Public housing management is a combination of services provided
at the site level, including maintenance (buildings, grounds and units) and assistance to
residents with anything that relates to their living conditions. More and more, the latter
form of assistance includes social services. Housing management also includes central
operations functions which should support on-site services; and central operations ac-
tivities including tenant accounting, financial management, Management Information
Systems (MIS), data collection and reporting, etc. Although severely distressed public
housing is usually caused by one or more factors which are not necessarily related to
PHA actions {or lack of action), sound management practices have been demonstrated
to mitigate, if not control, problems with “hard to manage” distressed developments.
Conversely, poor management operations such as lack of controls over purchasing,
lack of accountability in financial management, and lack of communication between
property management staff and maintenance staff certainly contribute to public hous-
ing developments receiving inadequate attention and thus falling into disrepair.

Traditionally, public housing operating concerns have been around “bricks and mor-
tar” issues. However, with the increase in poverty levels among public housing resi-
dents comes the attendant social services needs. Indeed, the Commission recognizes
that “severely distressed” refers not only to the physical condition of public housing
developments but also to the social environment within which its residents live. This
change in focus from the physical aspects of property management to the social con-
cerns of its residents calls for a change in the definition of public housing manage-
ment. “Public housing management” by definition should be a full service operation,
and should also include the provision of, or arrangement for the provision of, social
services for families living in “severely distressed” conditions.

Therefore the discussion in this chapter will address what elements of severely dis-
tressed public housing make it so difficult to manage and maintain control of, how
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housing management operations are affected by distressed developments, and how the
level of distress can be mitigated or can be controlled by strong management opera-
tions. Finally, recommendations will be made based on case study research as to how
management operations can be improved to address the particular conditions of se-
verely distressed public housing.

Il. MANAGEMENT DIFFICULTIES AT SEVERELY DISTRESSED
DEVELOPMENTS

While the causes of severely distressed public housing may be numerous, the Commis-
sion believes that a PHA should not be penalized for problems that it did not create, or
that are beyond the agency’s control. Thus, the Commission makes a distinction be-
tween a “troubled PHA™” and a “severely distressed development.” Because of several
factors that are beyond the control of PHAS, it is entirely possible that a well-run PHA
may have in its housing portfolio one or more distressed developments. Thus, the
Commission’s work has focused on ways to treat severely distressed conditions at
housing developments, because ofien the problems are site-specific in nature and
should be addressed at the development level. The Commission’s recommendations,
accordingly, focus on making operational, regulatory or statutory changes that will al-
low PHAs more flexibility at the site level. In contrast to this approach, HUD has
implemented the Public Housing Management Assessment Program (PHMAP), which
assesses a point score for a PHA based on a range of management indicators {see
Chapter 8 for a more detailed discussion of the contents of the PHMAP program). A
drawback of PHMAP, however, is that the point score is based on information col-
lected for the entire housing authority and does not distinguish among stable and dis-
tressed developments. A PHA could thus receive a very low score, not because it is a
troubled PHA, but because it faces severe management difficulties at some of its de-
velopments.

The Commission’s definition of severely distressed public housing thus reflects an ori-
entation towards assessing living conditions at a specific development. The
Commission’s definition uses indicators which are meant to measure living conditions
at the development level. These measures cover the categories of families living in dis-
tress, serious rates of crime at a development, barriers to effective PHA management,
and physical deterioration of PHA buildings. The measures are meant to be indicators
of the symptoms of severely distressed public housing, not factors which identify the
cause of the conditions.

Living conditions at severely distressed public housing developments prevent a PHA
from providing its service, i.e. acceptable housing, by rendering its basic administra-
tive systems inoperable. The conditions identified by the Commission and discussed
carlier--deteriorated buildings, high crime rates, high levels of distress among families
and management weaknesses--are clearly not all attnibutable to poor PHA manage-
ment. They can, however, exacerbate management difficulties and strain a PHA’s op-
erating system, so that with its limited resources already streiched, a PHA could lose
control of a development. “Losing control” could mean not being able to keep up with
vacant units needing preparation work, falling behind the maintenance workioad, al-
lowing graffiti to build up, or falling behind in rent collections. All of these trends
could contribute 10 a development’s physical deterioration, which tends 1o become
self-perpetuating and creates a downward spiral pattern.
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While the definition of severely distressed public housing provides an operational
framework in which to identify such troubled developments, the following discussion
explains why these conditions make a PHA's job difficult.

A Deterioration of Bulidings

In several of the developments studied as part of the Case Study series, the develop-
ments were victims of a history of neglect (i.e. through a lack of funding and services),
which has a downward spiral effect as conditions worsen and slip further out of the
PHA'’s control. Neglect of physical conditions on the part of management sends a sig-
nal to residents that abuse and neglect on their part will be tolerated. As living condi-
tions worsen in buildings, many residents decide not to accept such conditions and
move out. High numbers of vacancies have been shown o invite squatters, or unautho-
rized tenants, and drug trafficking in units, which leads to more physical abuse and
vandalism. The National Commission on Severely Distressed Public Housing
(NCSDPH) believes, as do others in the property management industry, that vacant
uniis can result in a housing development being more expensive to maintain than one
that is substantially occupied. Vacancies have to be monitored in order to prevent van-
dalism , in some cases heated to prevent pipes from freezing. Vacancies are also a self-
perpetuating phenomenon, since their presence deters potential residents, which allows
vacancies to accumulate. Furthermore, beyond a certain threshold the mainienance de-
partment simply cannot keep up with the volume of units needing preparation for oc-
cupancy. When the cost of resioring units to livable conditions includes substantial re-
habilitation of a unit, staff time to evict squatters, and hiring a security service to
maintain control over access to the building, it clearly becomes very expensive to take
action on a large scale.

Taking back control of a building can be an expensive venture in terms of maintenance
labor time and supplies. One PHA studied by the NCSDPH implemented a program to
take back control of buildings four years ago in an attempt to stabilize deteriorating
and unsafe conditions in high-rise buildings. This effort targets a distressed building,
most often controlled by gangs, drug dealers, and/or illegal squatters, for a sudden,
unannounced “sweep” by PHA operations staff and security forces. Physical barriers
are quickly erected against unauthorized entry by non-residents. Each unit is visited by
management staff 10 document and prepare photo IDs for authorized leaseholders and
family members listed on the lease. These photo IDs must be presenied to 24-hour se-
curity guards stationed in the entry lobby. Unit conditions are inspected and work or-
ders are prepared for mainienance staff follow-up. Common areas and elevalors are
cleaned and painted to remove years of graffiti and debris. Broken light fixtures, locks,
and windows are replaced. All first floor entries are secured and security screens and
perimeter fencing are installed 1o maximize security. This PHA reports 83 percent oc-
cupancy in “swept” buildings as compared to 76 percent occupancy in “unswept”
buildings.

Although public housing was constructed mostly in the 1930s, '40s, '50s and '60s, a
modemization program was not implemented until 1970. These buildings are now in
their third, fourth, {ifth and sixth decade of use. Few building systems have a useful
life of longer than 20 years, so public housing stock across the country has been dete-
riorating with limited plans for repair or replacement. HUD’s own modernization regu-
lations (Comprehensive Improvement Assistance Program and Comprehensive Grant
Program) require PHAS to plan for and assure their buildings® viability for twenty year
time spans. Thus, many public housing buildings have been kept on-line through three
or more life cycles without appropriate levals of capital improvement funding. As dis-




Chapter 4 - Management and Operation of Severely Distressed Public Housing

cussed in Chapter 4, an updated study of modernization requirements shows that the
backlog of repairs needed to bring the nation’s public housing stock up to moderniza-
tion standards would require funding of approximately $26 billion.

B.  External Factors: Relationship to Local Government and Surrounding Neighborhood

In addition to being limited by a lack of resources with which to run their programs,
PHAs often face considerable local political obstacles. PHAs are responsible for pro-
viding a valuable resource to residents and must serve the public interest by complying
with a myriad of regulations, yet they actually have little local control over major deci-
sions. Depending on a PHA’s organizational structure, it may be under the control of a
mayor’s office or in competition with the city’s housing department. HUD’s own re-
gional and local offices also present frequent impediments to quick and prompt action,
A PHA must go through its local office and sometimes the regional office for approval
on many actions, which often prevents it from responding quickly and efficiently,

Public housing has a history of being treated in isolation from other local govemment
services and planning activities. However, public housing developments are also often
looked on as part of, and responsible for, depressed conditions in the surrounding
neighborhood. Even though public housing is a resource for a city’s low income fami-
lies, public housing agencies are more likely 10 be ignored for planning purposes or for
the coordination of city services.

Although public housing agencies cannot be established without the signing of a Coop-
eration Agreement between a PHA and the local government entity, these Agreements
are often not cooperative in nature to begin with or are not upheld, so that a PHA is
forced to perform some functions on its own that a City could provide, and thus stretch
limited resources even further. Cooperation Agreements are intended to spell out how
a PHA and a local government will act together to provide housing to city residents,
and what services the city will provide to assist the PHA, HUD’s standard form or
“boilerplate” version states that the municipality entering into a Cooperation Agree-
ment with HUD shall “Furnish or cause to be fumished to the Local Authority and the
tenants of such Project public services and facilities of the same character and to the
same extent as are furnished from time to time without cost or charge to other dwell-
ings and inhabitants in the Municipality.™

Such services generally include hooking up the PHA to local utility systems, providing
trash collection service, snow removal, street and lighting maintenance and repair. Co-
operation Agreements are such a point of contention that HUD’s Office of the Inspec-
tor General (OIG) is conducting a series of investigations into the various services that
should typically be provided under these agreements but which PHAs currently are not
receiving. The OIG reports are looking at municipal services such as utilities, trash
removal, snow removal, street cleaning, and law enforcement services. Another issue
which is usually addressed in the scope of a Cooperation Agreement is Payment In
Lieu of Taxes (PILOT), a nominal payment made by PHAs to cities for services pro-
vided. The PILOT payment is “determined by the Cooperation Agreement which is
generally defined as an amount equal to ten percent of rent less utilities.” However,
even with a PILOT payment, PHAs may receive minimal assistance from local govern-
ments.

Law enforcement services are particularly valuable to PHAs, so much so that OIG was
prompted to investigate whether “HUD's evaluation was adequate to ensure that PHA
expenditures for protective and project security were (1) for services above and beyond
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those which were to be provided by the local government, and (2) otherwise necessary,
reasonable, and justified.”® OIG found that only one out of six PHAs visited relied
solely on local police for law enforcement. The report also stated that “None of the
{other] five PHAs were effectively planning for the protection and security of their
projects and residents, requesting needed assistance from local police departments, or
exploring alternative, less costly means for meeting their security and protective ser-
vices needs.”™ While the report also notes that HUD Handbook 7460.4, "Security
Planning for HUD-Assisted Multifamily Housing", emphasizes that "local police have
the primary responsibility for all law enforcement at PHAs,™, it also acknowledges
that some local governments regard PHAs as self-sufficient entities. In fact, case study
PHA- s also reported that often police simply do not patrol the neighborhoods in which
public housing developments are located. However, HUD continues to argue that
PHAs should seek alternative sources of funding only after it has made “aggressive,
but unsuccessful attempts™ 1o obtain more local police services.

With security being the top concern among residents and property managers during the
Commission’s public hearings and case study research, it is clear that local city-wide
law enforcement services often are not enough. Some PHAS are creating community
policing programs that provide a mix of assignments to specific developments, general
patrolling, and security guards.

In addition 10 a lack of basic municipal services, public housing agencies are often
hampered by the location of their developments. Due tolow income housing’s unpopu-
larity, developments are often built in areas that are removed from residential neigh-
borhoods and poorly served by public transportation. Social services are also lacking:
recreational facilities for children, public health offices, educational facilities, and pub-
lic assistance offices are often not localed near to or accessible by public transporta-
tuon.

The combination of poor location and poor surrounding neighborhood compounds the
difficulties of public housing residents and of housing managers. Only the poorest
families move into units in these developments, because they have no choice. The
problems created by a vulnerable resident population and lack of community viability
make a housing manager’s job that much more difficull.

C.  Resident Population

Public housing residents have become an increasingly vulnerable population. At dis-
wressed developments, property managers report such conditions as increasing poverty,
younger families, and unstable households needing a range of social services, all of
which make their jobs considerably more difficult. Typical problems cited by property
managers at distressed developments include lease violations (such as unreported in-
come and unauthorized tenants), frequent rent arrearages, substance abuse problems,
and physical abuse of buildings and units by large families.

U.S. Census and HUD data show that the family public housing population has taken
on different characteristics in the past two decades. The majority of residents are
young, single, female parent households with two or three young children. Average
public housing family income has decreased. In 1991 the average public housing resi-
dent household income was $7,244 (per HUD MTCS data).” These families are also
socially vulnerable. Housing authorities have reported that at some developments gang
members simply move into occupied units, sometimes allowing families to stay, some-
times not.
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Due to a combination of HUD resident income eligibility regulations and economic
trends (falling incomes and higher percentage of residents receiving public assistance),
many public housing developments have become home to very high concentrations of
poverty. Case study research shows that in the developments studied, unemployment
rates were typically 40-10-50 percent. The modernization needs study showed that the
buildingsin the worst condition tended to have much higher unemployment rates (see
Chapter 5).

Resident needs are changing to include greater social services assistance, as more
households consist of young single mothers with few resources. These households are
made up of young women who are living independently for the first time, as they often
move from their mothers’ public housing apartments into another public housing unit
for which they qualify when they have their own children. As a group, public housing
households have lower education levels than other rental households: *According to
the [American Housing Survey] data, the median educational attainment for public
housing residents is 11.4 years, while the median for the total rental population is 12.7
years, a gap of 1.3 years.™ Property managers, who are typically a resident’s most di-
rect link to the housing authority administration, are thus called upon to help residents
identify and secure social services. They must be skilled in personal relations so as (o
be able 10 encourage residents to confront their problems or resolve conflicts (some-
times with other residents). Acting as a case manager is added to their already consid-
erable responsibilitics. Many housing authorities now try to collaborate with social ser-
vices agencies (state and non-profit) to provide services at development sites, or at
least publicize the availability of such services to public housing residents.

D.  Mismatch Between Bullding Design and Resident Needs

The design of many public housing buildings and poor geographic location also lend
themselves to criminal activity. Large, monolithic buildings designed in the 1950s and
'60s offered many access points and large areas of common, indefensible space. These
flaws in building design are taken advantage of by both public housing residents en-
gaged in criminal activities and non-residents looking for hiding places from the police
or inconspicuous areas for conducting drug activity.

These are the development conditions which make public housing difficult 10 manage.
They have a cyclical effect, in that they impede the PHA's operations and hinder it
from making improvements.

. PHA OPERATIONS: HOW THEY CAN BE MADE MORE EFFECTIVE

In order to understand how severely distressed public housing prevents a public hous-
ing agency from fulfilling its mission, it is necessary to discuss the functions that a
PHA must carry out as part of managing property and serving residents, What follows
is a brief description of the basic components of housing management and activities
involved, and a discussion of the limitations imposed on PHAs by severely distressed
public housing, as well as ways that management operations can be strengthened to
address severely distressed public housing.
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In addition to housing related responsibilities, public housing management actually
encompasses all the business operations that would be required to run any business,
such as:

+  compuler systems

« financial management: tenant accounting, purchasing, contract management,
budgeting;

«  personnel management, collective bargaining.

These activities are mostly considered “central operations” functions, however resi-
dents do not interact with the people performing these functions. When there is a leak
in their ceiling or they need pest removal services, residents call their property man-
ager, the person whose office is in the building or on the same site as the building.
“Field operations™ is the actual delivery of services--maintenance, turning units over
and preparing them for re-occupancy, or referrals to social services agencies--on a day-
to-day, person-to-person level.

Severely distressed public housing exists when these systems fail, when field opera-
tions cannot function, vacancies stay vacant, uncollected rent goes ignored, drug deal-
ers are ignored, graffiti is left on walls, and access to buildings is open to all. That is
why the most successful approaches to eliminating severely distressed public
housing are intensive, site-based efforts. This model approach has been observed in
several forms during the case study research.

A Sources of Funding for Public Housing Operating Expenses

Funding for public housing management operations comes from a variety of sources,
most often with strings attached depending on the source. Thus, while the causes of
severely distressed public housing are ofien intertwined, funding to correct the deterio-
rated conditions may be required to be kept separate, i.e. operating subsidy and mod-
ernization cannot be used for the same purpose, by use and by building.

PHAs have little discretion in the use of funds. One of the greatest limitations of PHA
funding is that the Performance Funding System and modemization funding have al-
ways been biased towards providing funding for servicing the buildings. However, as
the resident needs change and as the buildings become obsolete in design, funds are
needed 1o make changes in the way that the public housing program is administered.
HUD limits the amount of funding allowed for management improvements to ten per-
cent of a PHA’s modernization allocation, and typically, operating budgets are insuffi-
cient to cover the costs of operating public housing today. PHAs should be allowed
more flexibility in how they may spend their funds, local needs vary greatly among
building conditions and population needs. While some PHAs may need to concentrate
on rehabilitating their buildings, others may have maintained their buildings over the
years but might like to provide new social services programs for their residents and
need the funding to hire new staff.

The following is a list of the most typical funding sources and a brief explanation of
each:

+  Rents collected. With limited exceptions, all PHA residents pay rent calculated at 30
percent of their annual adjusted household income. Rental income is used to fund a
PHA’s operating expenses. However, with household incomes decreasing, this
revenue source has been steadily shrinking over the years. Up until the 1970s, rental
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income was sufficient 0 cover operating costs for most PHAs, but today almost all
PHAs depend on HUD operating subsidies because their responsibilities and
operating costs have increased, while tenant incomes have not.

»  Operating subsidies: HUD calculates operating subsidies, which supplement rent
collected, to cover total operating costs. The Performance Funding System formula is
based on HUD regulations and is calculated on a per unit basis; the subsidy is
intended to cover costs for salaries and benefits, routine maintenance materials and
supplies, administrative overhead costs, and utilities. See explanation below for more
detail on the Performance Funding System.

»  Other Income: Other operating income from sources such as non-dwelling rental
income (rental of office space), laundry facilities revenues, and investment income
also goes into PHAS’ operating budget, but is typically not a large amount.

»  Capital Grants: Grants are made by HUD through several capital improvement
programs. These funds may be used for modernization only, not for replacement
housing or construction of new units. These programs include: Comprehensive
Improvement Assistance Program (made on a discretionary basis) and Comprehen-
sive Grant Program (distributed by formula to PHAs with 500 or more units) funds
are allocated for modernization. Discretionary funds are also allocated for the Major
Reconstruction of Obsolete Projects. Funds for all of these programs, however, are
allocated based on modernization cost estimates, yet PHAs can only receive funds up
to a certain limit of TDCs for modernization or redevelopment. Rehabilitation or
redevelopment costs for severely distressed housing, however, often far exceed
TDCs because of the extent of the deterioration and the length of time they have
gone without modernization. TDCs are also required to be calculated on a per unit
basis, but the figures increase considerably when site improvements, which have also
been grossly neglected, are factored into the total development cost (See Chapter 5
for more detailed discussion on capital! funding).

»  Community Development Block Grant {(CDBG): CDBG funds are allocated 10 local
governments who may then subgrant COBG monies. Housing authorities may use
the funds for physical improvements or for management improvements, but CDBG
funds must often be used for one-time expenses, not for operating expenses. These
funds are limited, as many local organizations compete with PHAs for them, and the
amounts that local governments can spare are often not sufficient to be used for
major physical rehabilitation.

«  Soclal services program funding: Housing authorities are turning to federal and state
social services agencies for funds for resident programs such as public health care,
education and training, drug treatment and youth sports programs. However, funding
for these activities is solely for the benefit of residents and the NCSDPH believes
should be supported by HUD through operating subsidy, since PHAs are responsible
for severely distressed living conditions which includes resident social services
needs.

» In-kind contributions: Depending on a PHA's relationship with the local government
administration and the terms of their initial Cooperation Agreement, a PHA can also
benefit from a city providing police protection, trash removal, water and sewer
services, street and sidewalk maintenance, and street lighting. PHAs do not always
receive all these services, and often must fund a portion of them from other sources
such as Public Housing Drug Elimination (security) or its operating budget, even
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though a local government may have its own trash collection service and police
force.

B.  Performance Funding System and Operating Costs for Severely Distressed Public
Housing Developments

Most PHAs receive funding to support the operation of public housing developments
through an operating subsidy provided by HUD, which is calculaled by a statistical
formula known as the Performance Funding System (PFS). Few PHAs receive funding
through another method. One PHA reviewed by the NCSDPH receives funding outside
the PFS, the Puerto Rico Public Housing Administration. The Performance Funding
System (PFS) does not set expense levels and determine operating subsidy eligibility
by public housing development, but rather by Public Housing Agency (PHA). Most
PHAS require an operating subsidy in order to cover the costs of operating the public
housing developments they own. Funds to operate a public housing development must
come from an allocation made by a PHA using the operating income derived primarily
from rents and the operating subsidy they receive through HUD.

Under PFS a PHA establishes an Expense Level for both utilities and non-utilities ex-
penses in accordance with the formula regulations. The difference between total “for-
mula” expenses (utilities plus non-utilities expenses) and “formula” operating income
(primarily rent paid by households residing in public housing) is the amount of subsidy
a PHA is eligible to receive. Funding to cover full PHA operating subsidy eligibility
has not always been made available. Many PHAs have argued that the amounts pro-
vided through the Performance Funding System (even at 100 percent of subsidy eligi-
bility) have been inadequate to meet the operating service needs of PHAs. This con-
cern has been raised by virtually all of the PHAs visited as a part of the NCSDPH case
study and site examinations. Many PHAs indicate that the cost of operating their more
severely distressed developments result in less being available to support the opera-
tions of more stable housing developments. This in turn results in an overall adverse
impact on PHA-wide management capacity and the quality of services provided to
public housing residents.

The PFS was established pursuant to language in the Housing and Community Devel-
opment Act of 1974 and was based on a study of PHAs in the early 1970s. The for-
mula was intended to account for the operating costs of high performance housing
agencies of that “era.” Many of the service requirements outlined in the testimony on
severely distressed public housing were not present when the study to support the cre-
ation of the PFS formula was undertaken. Many believe that the formula does not ac-
count for the service requirements of many public housing developments, especially
those which are severely distressed. As a part of the Housing and Community Devel-
opment Act of 1987, Congress authorized HUD to implement an “appeals process” to
be used by PHAs in cases where felt that their Allowable Expense Levels (AELSs)
should be adjusted to account for certain factors affecting operating costs.” This was
considered appropriate since the PFS is a cosi-based formula for public housing agen-
cies,

A review of the appeals process amendments to the PFS regulations issued in early
1992, indicates that PHAs can now appeal the setting of their AEL and, if warranted,
receive an adjustment. It does not appear that the appeals process changes to the regu-
lations will result in significant benefit to larger PHAs with severely distressed public
housing developments. It is with these types of housing developments that the
NCSDPH is most concerned. Funding levels that have been reviewed for the develop-
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ments in the case studies are not adequate for all of the management and social service
needs of the housing developments that are considered necessary by the PHAs, or to
cover the costs of services being proposed by the NCSDPH in this report.

In the 1990 National Affordable Housing Act (NAHA), the Congress authorized two
studies of funding for PHAs. Under Section 524 of the NAHA, HUD has been asked to
assess one or more revised methods of providing sufficient Federal funds to PHAs for
the operation, maintenance, and modernization of public housing, including compari-
son with the Section 8 program. This study will also review an earlier HUD study re-
ferred to as the “blue book”--Alternative Operating Subsidy Systems For The Public
Housing Program. A report is not expected to be available until sometime after the
NCSDPH’s final report has been issued. A second part of the NAHA in Section 525
calls for a study of a prospective, capitated payment system for PHAs which would
incorporate Federal payments for both operating and modernization expenses. This
study is to be included in the study mentioned above being undertaken in connection
with Section 524. A draft report on the Section 525 study has apparently been prepared
but is not being released by HUD. Research designs for these studies have been re-
viewed as a part of the NCSDPH review of public housing operating costs. Significant
concern exists in Congress and elsewhere regarding the level and type of funding be-
ing provided to PHAs for public housing. The NCSDPH shares this concern and is
making specific recommendations for addressing the operating funding requirements
for severely distressed public housing developments in this report.

The issue of sufficient operating funding for public housing has been addressed in part
by HUD for housing units being managed by Resident Management Corporations in
accordance with the 1987 Housing and Community Development (HCD) Act and the
regulations found in 24 CFR Part 964. With regard to RMCs, HUD has taken steps to
implement a process for establishing separate public housing development based AELs
for units managed by RMCs. The process for establishing the separate AEL is con-
tained in HUD’s “Guide to Financial Management for Resident Management Corpora-
tions”. This guidebook allows a RMC and PHA to estimate or in some cases determine
direct and indirect costs of operating a public housing development for purposes, in
order to establish a separate AEL under the PFS that better reflects past costs. This
process has been established since HUD apparently recognizes that using the formula
alone and applying its formula “weights and measures™ to a specific public housing
development may not provide an appropriate level of operating funding for a particular
housing development,

The process described above for setting the AEL for housing developments can be dif-
ficult, since PHAs are not required to maintain Project-Based Accounting (P-BA) Sys-
tems. Under the 1990 NAHA Congress required that all PHAs operating 250 units or
more establish P-BA systems for public housing development cost centers by the end
of 1993. Regulations proposed for implementing this provision of the 1990 NAHA
were not published until April 3, 1992. Therefore the operating costs of many housing
developments, including severely distressed public housing, are not fully known. The
NCSDPH strongly supports the implementation of P-BA systems for severely dis-
tressed public housing developments and recommends first that this provision of the
NAHA be reauthorized and second, that HUD provide direct assistance for the imple-
mentation of this important financial management information system.

The NCSDPH's studies and review of other study data indicates that the costs of oper-
ating severely distressed public housing is significantly above that for other housing
developments. Reported operating costs for severely distressed public housing even
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when they can be obtained, can significantly understate the full costs required to meet
the needs of the households these developments serve. Special programs such as the
Public Housing Drug Elimination Program are more likely to be targeted to develop-
ments which rate high in the areas covered in the NCSDPH's definition of severely
distressed public housing. Other special purpose funding from HUD or other sources
may not be reflected in the operating cost information, since these expenses are not
funded or reported on through the PHA’s operating budget. Moreover, the NCSDPH
believes that there is a high, potential cost of services that are not currently provided in
the areas of increased maintenance, social and support services and public safety and
should be made available. All these factors can serve to understate the appropriate
level of operating and support costs for these types of developments.

1t is also important to point out that data on some costs associated with the operation of
severely distressed public housing may not be easily obtained, even though the ex-
penses may have been incurred. One such example is that centralized and non-project
specific maintenance and administrative staff may not be accounted for at the public
housing development level by a PHA's information or financial management system.
The NCSDPH case studies indicate that in some of the larger severely distressed hous-
ing developments the maintenance staff-to-unit ratios were approximately one staff
member to 30 units well above the HUD suggested ratio of one to 40. The reviewers
not only felt that this level of staffing was appropriate but that the ratio should be
above the HUD-suggested level for family public housing even afier treatment of the
severely distressed public housing development.

Another concern of the NCSDPH is that management improvement costs are not ad-
equately provided for given the current PFS. It is proposed that in addition to manage-
ment improvement costs being permitied as an eligible expense on Comprehensive
Grants and CIAP, such costs be permitted under the MROP program. Further, it is rec-
ommended that there should be a separate set aside of management improvement funds
along with operating subsidies. HUD currently allocates approximately $2.45 billion in
operating subsidies for public housing. An additional amount equal to five percent of
the current subsidy amount would be approximately $130 million and could provide a
valuable resource for further operational and social services improvements to support
public housing and severely distressed public housing developments in particular.

It is proposed that for housing developments designated as severely distressed the PHA
be able to develop a management plan covering all of the operating services consid-
ered essential for addressing conditions at the housing development. This management
plan would first be established for the severely distressed public housing development
before any treatment is undertaken, updated when a revitalization program is first un-
derway and then later when it is completed. The management plan would clearly indi-
cate the services and programs that are needed for the stabilization, revitalization and
then sustainability of the improvements made to the housing development.

A community-wide scope should be adopted for the management plan, so that all com-
munity resources potentially available 1o PHAs and residents can be identified. The
plan would serve to identify a need and then identify a corresponding resource to meet
that need whether the resource is supplied by the PHA or other local agencies, or a
combination of both. Developing a management plan would thus not automatically re-
quire new funding to the extent that local sources can be identified (e.g. police and
some social services).
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This plan would be the basis for establishing a new Allowable Expense Level and
separate operating subsidy eligibility for the severely distressed housing development
in a manner similar to that now being followed for RMCs. The major difference is that
the management plan developed with and approved by HUD would be the basis for the
AEL rather than following data on operating costs from previous years. The implemen-
tation of Project-Based Accounting Systems is important for carrying out this recom-
mendation.

C. Delivery of Housing Management Services

The services described above can be provided to residents and development sites in
several combinations of centralized and decentralized functions. Like any organiza-
tion, public housing agencies deliver services and conduct operations in a variety of
styles. PHA agency structures usually fall into one of two categories, centralized or
decentralized operations. Some PHAs may have management structures which exhibit
characteristics of both centralized and decentralized organizations. Organizational
structure is influenced by an agency’s history, size and type of housing portfolio, and
the relationship to local government.

Under a decentralized organizational structure, a PHA chooses to deploy several staff
units to deliver parallel services at different sites; for example, maintenance crews or
development site management teams. This approach usually works best for PHAs with
several large developments, each of which requires its own site-specific management
structures, or which have scattered sites covering a wide geographic area, or possibly
for an agency that administers a wide variety of programs (i.e., conventional, leased,
family, and special needs housing).

Generally, small PHAs find it more efficient to operate with a centralized organiza-
tional structure consisting of one hierarchical management structure with consolidated
management functions; for example, one department conducting housing management
functions for all programs (elderly and family). Usually the smaller PHAs with units
concentrated in one geographic area operate under centralized operations structures.

Depending on their local situations, PHAs might set up other systems or create some
hybrid of central operations and site-based operations. Maintenance, for example, is
often conducted with a site-based crew of maintenance laborers responsible for general
repairs and grounds up-keep, while specialized trade- or crafis-workers are called to
the site as needed for electrical, plumbing or glazing work. In small agencies with just
a few sites, the centralized approach is easier to control and can be more efficient. This
may still result in one or more full time persons at each site. In mid-sized agencies
with more than 500 units at multiple sites, the best organizational structure depends
more on the abilities of the maintenance supervisor and property manager.

Among all the housing authorities studied, a definite trend toward decentralized prop-
erly management operations was observed. PHAs with large developments found that
their management staff simply could not be effective with few or perhaps no perma-
nent staff assigned 1o a development site. At all the developments reviewed, the dete-
riorated developments had a history of little on-site presence; one PHA formerly oper-
ated some developments of as many as 2,000 to 3,000 units under the responsibility of
a single property manager {(who had assistance from clerical staff). Today, this PHA's
housing operations department is working to achieve much lower staff to unit ratios,
using the following guidelines:
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Assistant Manager 1:420 units
Clerk 1:252 units
Janitors and Maintenance ~ 1:52 units
Maintenance Supervisors 1:10 janitors.

All of the successfully turned-around developments examined in the case studies now
have extensive property management staff as well as resident involvement in the
development’s management.

At some very large housing authorities, developments now have their own manage-
ment teams of housing managers, housing assistants, clerks, and a maintenance crew to
complement the management staff. Several PHAs also employ resident managers who
serve during the off-hours, thus enabling them to monitor and evaluate development
aclivities at all times. In order to maintain control over their properties, a development
must have sufficient staff on site which is aware of day-to-day happenings, including
trends in vacancies or recurring maintenance problems. Staff at this level can then
make the decisions about how to allocate resources, far more effectively than systems
staff working in a central office.

The ultimate application of site-based operations is resident management, under which
a resident-organized corporation contracts with the PHA to manage itsown develop-
ment. Although several resident management corporations (RMCs) have been operat-
ing for years, resident management is another site-specific arrangement that is becom-
ing increasingly popular and seen as one method (or an important tool) for eliminating
severely distressed public housing. Without the involvement of residents, changes in
policies and procedures will mean little. HUD has supported resident management by
providing funds for RMCs to develop through Technical Assistance Grants (TAG
grants), financial management training, and some funding through the HOPE
(Homeownership Opportunities for People Everywhere) program for development and
growth of RMCs.

RMCs can also manage developments by sharing responsibilities with a PHA. For ex-
ample, an RMC might contract with a PHA to conduct only the general maintenance
responsibilities of buildings and grounds. Another example is the arrangement at the
Commonwealth development oft the Boston Housing Authority, which is managed by
a private property management firm under contract with the BHA; Commonwealth
Residents are a third-party signatory to the management contract and thus have signifi-
cant influence over choosing a manager. Residents were also heavily involved in de-
veloping a management plan for the Commonwealth development in conjunction with
the Corcoran Company.

D. Tenant Selection and Occupancy

In addition to having characteristics of physical distress, severely distressed public
housing often has large numbers of poverty-impacted families. Residents of these de-
velopments consume enormous PHA resources in terms of staff time, because of the
extra attention of property management staff for lease enforcement and assistance with
social service needs, and of maintenance staff constantly repairing units due to high
turnover or large families. Careful and thorough screening of tenants at the beginning
of the application process can save PHAs staff time and resources during the occu-
pancy period. Because of strong tenants’ rights advocates, federal and state tenants’
rights laws and pro-tenant court systems, housing agencies that inadvertently admit
households with drug-abusing or -trafficking members, or with poor histories of rent
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payment or housekeeping, find it very difficult to evict these households once they are
admitted.

There are two ways that PHAs can establish tenant selection and occupancy policies
that can promote good tenancies. One way is careful screening of prospective lenants
and tenant selection, which involves reviewing applications for income eligibility, and
checking tenant references, credit histories, and criminal history records. Another way
is enforcing occupancy policies, focussing on such lease issues as unauthorized tenants
{often a problem with adult households members who are not on a lease to avoid hav-
ing to report income), drug activity, conducting annual income recertifications, and
following grievance procedures.

Tenant Selection. Since ienant selection is a labo- intensive procedure and since PHAs
must be sure to be non-discriminatory in their screening process (¢.g. must ask the
same questions or conduct home visits for all applicants), PHAs need to give a high
level of attention to this aspect of property management. Although federal regulations
dictate, to a point, who may be admitted to public housing based on income levels and
priority of need, PHAs can exercise discretion by conducting thorough tenant history
reviews. At many of the housing agencies it was reported through staff interviews that
many households are being admitted into public housing that have poor rent-paying
records poor housekeeping standards, and behave disruptively and even dangerously to
other households.

The low rent public housing program has long been regarded as “*housing of last re-
sort,” with courts being reluctant 1o evict residents--even serious offender households.
PHAs need to have more control over the occupancy function of their operations and
make public housing a “housing of choice.” Conveying a positive image to the public
is important in garnering funding for maintenance and modemization and restoring
public housing to being a desirable place to live.

At a case study site, one PHA noted a particular problem with public housing goals
conflicting with the City’s goals of reducing homelessness among families. This
PHA’s municipal regulations require that priority be given to housing homeless fami-
lies. Property managers from the PHA report that public housing residents who are be-
hind in their rent simply allow themselves to be evicted, move to shelters for a short
time and get back onto the public housing waiting list. This cyclical phenomenon cre-
ates a serious drain on the agency’s resources, as staff time is consumed with process-
ing applications and refurbishing vacant units for occupancy.

At the revitalized developments, PHAs have implemented much stricter policies in or-
der to ensure that tenants will contribute to a responsible and stable resident commu-
nity. Some housing agencies are working with residents to establish resident screening
councils, which review an applicant household’s file after the PHA has initially deter-
mined income eligibility. These councils cannot reject an applicant from public hous-
ing, but they can recommend that an applicant not be admitted to their development.
One PHA, which has implemented a resident screening council at its redeveloped site,
has also begun much more aggressive tenant screening at its other family develop-
ments. A property manager reported that this has resulted in much less “recycling” of
households who are poor tenants. In another housing development which is in the pro-
cess of being turned around as part of a HUD demonsiration Mixed Income in New
Communities program, a private property management firm was hired by the PHA un-
der contract to manage the property. This firm conducts extensive applicant screening
and checks on family records such as birth certificates for all members, criminal his-
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tory records, rent payment history, income verification, and report cards of children
(not for grades but simply for attendance).

Occupancy. PHASs have trouble retaining good tenants who serve as role models for
others. This occurs due to economic disincentives (see Chapter 7 on Regulatory Barri-
ers to Effective Public Housing Management) and/or poor living environments (i.e.
living unit conditions and crime levels in developments). The Commission believes
that, as in private market rental communities, peer pressure for good behavior, when
the majority of households are conscientious tenants, can be quite strong and effective.
Increasingly, working poor families are being forced out of public housing because
they bump up against the income ceilings imposed on PHA residents, Unfortunately,
some of these residents serve as role models for all residents and contribute more in
rental income to PHAs. Further, the current rent to income ratio formula tends to place
a greater burden on the amount of disposable income paid by households with working
members.'® Congress has attempted to help address this problem in the 1990 NAHA
but the relief for these households covered in the statute has not as yet been imple-
mented.

The on-going aspects of occupancy for property managers include annual income re-
certifications, lease enforcement, following grievance proceedings according to federal
and local regulations, and eviction proceedings. However, if PHAs are not assertive in
applying occupancy standards to all resident households, they run the risk of being
viewed as operating a tenant selection and assignment process which is discriminatory.

PHAs need to establish strict occupancy policies at the beginning of a resident’s ten-
ancy in order to be able to take action when residents’ disturb or threaten the develop-
ment community. PHAs should establish House Rules and provide an orientation ses-
sion for new residents so that a PHA's expectations of its tenants are clear and tenants
know that they are expected to contribute to a good, safe, clean environment.

In order to maintain control of their deveiopments, PHAs must be quite strict and con-
sistent about enforcing lease agreements. Common violations include family members
or friends living in a unit who are not listed on the lease (and are often trouble mak-
ers), drug trade or abuse being conducted in units, and false reporting of income. PHAs
must be consistent in enforcing lease agreements because their actions send clear sig-
nals to other tenants. They must not appear 1o be favoring any tenants and must defend
their actions in court eviction cases. Some housing authorities have dedicated members
of their legal staff to working in tandem with the management staff on lease enforce-
ment issues. A PHA studied by the NCSDPH has begun implementing lease rider
agreements between the offender household and the PHA which state that the resident
will abstain from the lease violating behavior or the PHA has the right to move for
eviction.

Income mixing is another way that PHAs can enhance the living environment at public
housing developments. As mentioned earlier, the case studies showed that at severely
distressed developments the rates of households supported by eamned wages is typi-
cally quite low, and therefore, conversely, the percemage of households who report
public assistance as their only source of income is quite high. Research conducted by
the MIT Public Housing Research Group using HUD's Multifamily Tenant Character-
istics System showed that “On average, HUD data for [a sub-sample of 13 large urban
PHAs] show only about 26 percent of non-elderly households report receiving
wages.”"" Public housing rent calculation regulations, although intended to make
housing availabie for those who need it most, hav: created dense concentrations of the
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poorest families in a city. PHAs calculate rent based on a straight percentage of in-
come. Public assistance recipients pay 30 percent of their grant adjusted for an allow-
ance for dependents and other eligible deductions (defined as adjusted gross income),
but other forms of assistance such as food stamps and medical insurance are not
counted as income. Working families however, pay 30 percent of their gross income
adjusted only for an allowance for dependents; federal and state tax liabilities are not
incorporated into the rent calculation. There is no ceiling on rent levels, so that eventu-
ally for working families, in most housing markets, it becomes more economic to
move into the private rental markel. 1t is indeed desirable for people 10 be able to im-
prove their living conditions, but this leaves the poorest of the poor isolated in one
geographic area. Income regulations thus create a community made up solely of very
low income families who have little exposure to the possibilities of employment.

The manner in which rent is calculated also creates a tremendous disincentive for
families on public assistance 0 seck employment. The San Francisco Housing Author-
ity conducted a study using data from its own resident households comparing the dis-
posable income of families receiving public assistance and families earning income.
The SFHA compared an AFDC family of three with two minors with a monthly assis-
tance grant of $663 and a rent of $175/month 1o an employed family with a gross
monthly income of $1,946 per month with a monthly rent of $560.00. This study found
that “Disposable income remaining after rent for the family on AFDC is $488 per
month compared with the $467 per month for the employed family.”*

E. Resident Services

With the changes in the resident population observed over the last two decades, public
housing authorities need to be able 10 change how they manage their buildings and
programs. Substance abuse is an enormous problem in public housing. One PHA, in
discussing its program, operated with for Public Housing Drug Elimination funds, esti-
mated that fully 75 percent of a housing development residents were affected by drugs,
either as drug abusers or family members of drug abusers. Incomes have dropped, drug
trafficking on public housing property has risen dramatically, residents cannot control
who has access to their buildings, and their social service needs are greater than ever.
Severely distressed public housing clearly refers to the distress of residents as well as
of deteriorated buildings.

Property management is no longer strictly about “bricks and mortar” in their allocation
of resources and staff time. PHAs need to include funding and offices for social ser-
vices programs. While PHAs should not be asked to duplicate the services provided by
local agencies such as departments of public health or case management assistance,
they should be encouraged to coordinate with these agencies. As stated in Chapter 5,
public housing developments are more than clusters of units; they are communities of
individuals and families who strive to improve the quality of their lives through ser-
vices and activities which help them more fully participate in their community and be-
come more self-sufficient. Two housing authorities cited in the case studies are devel-
oping comprehensive service models for residents, as they recognize that targeting any
aspect of residents’ needs at the expense of others is insufficient (See Chapter 5 sec-
tion on “Approaches to Addressing Severe Distress, Provide Adequate On-site Facili-
ties for Resident Services and Activities). For example, providing only a substance
abuse treatment program alone is not sufficient; people participating in such a program
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need follow-up medical care, as well as assistance in managing their affairs and pro-
viding for their families while they go through such a program.

At one PHA undertaking the revitalization of a public housing development, residents
have created a non-profit organization, a collaboration of residents, city planners,
housing authority staff and non-profit organizations which is planning a tum-around of
that development. The non-profit is addressing the development’s needs by coordinat-
ing planning for physical improvement needs, resident security , and resident social
services.

As part of residents’ need to improve their living conditions, personal security plays a
big role. For housing to be a desirable place to live, residents must be able to control
who has access to their buildings, their units, and the common space that is supposed
to be available for their social activities and children’s recreation (see Chapter 5§, “Ap-
proaches to Addressing Severe Distress, Encourage the Creation of Defensible, Work-
able Sites).

F.  Maintenance Service Delivery

For maintaining a PHA’s stock of public housing and ensuring the longest possible
lifespan, a thorough and comprehensive maintenance syslem is essential. Good, con-
sistent maintenance can considerably prolong the life of building and mechanical sys-
tems. Taking care of roofs can make them last 15 - 20 years, while neglecting them
and not cleaning gutters can lead to leaks (interior unit water damage) and rotting of
roofs. Thorough mainienance also makes for good appearance and signifies that a PHA
has control of and cares about a building. Vandalism and graffiti are likely to be less
prevalent. Maintenance systems can be a tool for cyclical capital improvement and
should be used to identify modemization or replacement needs. In particular, severely
distressed public housing requires additional maintenance attention if a PHA intends to
regain control and restore its viability.

A maintenance system should be 1ailored to meet the needs of the type of housing
stock managed by a PHA. Staff should be deployed in special teams for vacancies or
for particular developments in response 10 a very high demand for either type of work.
Severely distressed public housing ofien places an extreme physical demand on prop-
erty because of the wear-and-tear incurred by deteriorating building systems and large
numbers of people concentrated on one site. Factors that will affect a PHA's ability to
perform effective maintenance are third party elements such as the degree of unioniza-
tion, deployment of staff resources, and work rules.

Maintenance tasks are generally broken down into the following categories and priori-
tized as follows:

» emergencies (threatening health and safety of residents)

*  vacancies

+ resident calls - (routine)

» routine work: custodial, seasonal, grounds maintenance

» planned and preventive: periodic regular checking on building and mechanical
systems, (e.g. in August checking on heating systems). This maintenance function is
most important for avoiding emergencies.

Setting priorities for maintenance work does not change for severely distressed public
housing, except that in severely distressed developments the maintenance ciew has 1o
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struggle to attend to routine maintenance calls because emergencies and vacancies usu-
ally take substantial amounts of their time. In general at severely distressed develop-
ments, there is a high level of deferred maintenance or backlog of routine work that is
not funded under the new Comprehensive Grant Program. PHAs should be allowed to
make a one-time adjustment for severely distressed developments to their PFS subsidy
to account for the routine maintenance backlog. A case-by-case analysis of actual need
would have 10 be made to establish adjustments in the Allowable Expense Level or
funded through the recommended additional amount for management improvements,
Funding levels also must reflect the demand for more staff time to work on the backlog
of maintenance at severely distressed developments. HUD has set guidelines on the
ratio of the number of units to maintenance staff that range from 40 units to one main-
tenance staff person 1o 60 to one. These staffing ratios may be too high even for well-
run housing agencies with a more stable housing stock. Research during the case study
series showed that, based on observed work loads and using industry standards as
goals, PHAs should establish maintenance staff levels based on an average of one
maintenance person for every 30 - 35 units in order to maintain developments in stable
condition. Maintenance staff levels will also be determined by the amount and types
of work conducted by PHA staff and the amount performed by private contractors. For
severely distressed developments, case study research indicates the ratio (guideline)
should be closer to 1 maintenance staff for every 26 units {unless the PHA makes ex-
tensive use of outside contractors, in which case the 1:30 ratio would be sufficient).

Severely distressed public housing is frequently accompanied by high vacancy rates,
with basic repair costs usually ranging from $2,500 to $20,000 per unit. Units in the
lower cost range could continue to be made available but there is usually a lack of per-
sonnel and material to perform the work due to cost. Vacancies are most often a result
of deteriorated buildings, or sections of a building, having been set aside in anticipa-
tion of comprehensive modernization work, or because the living conditions in the
building are so intolerable that applicants reject the units. However, buildings which
are designated for modernization work often sit vacant for years because of the lack of
funding. This reduces the number of units available for low income families, results in
lost rental income, and is hazardous for residents. Vacant units represent a serious
safety concern for several reasons: children may try to get into them to play, and the
units may have been set aside because of structural unsoundness or because of asbestos
presence; vacant units also invite squatters or drug dealers and the attendant problems
of vandalism,

Maintenance experts visiting the case study housing agencies found that the decentrali-
zation of control coupled with holding site-based maintenance staff accountable works
well, but that on-site staff are not able to keep up with the vacancy rate. In large agen-
cies it is important to keep as much of the decision-making on-site as possible, so as
not 1o lose time going through a layered chain of command. Specialized staff or li-
censed trades persons--in the areas of major electrical, plumbing, or heating systems
work--should be supervised by a central office to give support (0 the on-site staff. This
central support should include a vacancy team for turn-overs. A team approach to va-
cancy work is much more effective than working a stack of individual work orders by
numerous different persons at various times.

Other maintenance problems that consume enormous PHA resources in severely dis-
tressed public housing are obsolete building systems and elevator maintenance. For
example, many developments still operate on underground heating distribution systems
that serve an entire development. When the system breaks down the entire develop-
ment loses heat, or if one building or section of a building has been set aside for com-

(o bui L

i b G b b

b hd



Chapter 4 - Management and Operation of Severely Disiressed Public Housing

prehensive modernization, that section still has to be heated in order to serve the re-
mainder of the development. Elevator repairs are also a frequent high-cost item. Some
high-rises were built with two elevator galleries to serve hundreds of units. Most of the
PHAs visited for the case studies reported that elevators break down constantly be-
cause they are old and are used heavily due to buildings with many family units. How-
ever, elevator replacement is expensive and can usually be funded only out of compre-
hensive modernization funds, which are always in scarce supply. Building design
should be taken into account when planning for redevelopment of severely distressed
developments, so that family housing units are not so reliant on elevators.

Preventive maintenance is an essential element of sustaining developments once they
have been modernized, and of preventing the deterioration of building systems to a se-
verely distressed level, Well-run agencies have instituted a viable preventive mainte-
nance program on their apartments as well as equipment and mechanical sysiems, re-
sulting in a considerable reduction in tenant requested work orders. However, funding
to implement preventive maintenance programs is not available. When sites are mod-
ernized, PHAs should be allowed to fund preventive mainlenance costs by adjusting
their PFS subsidy to include these costs using the process described earlier in this
chapter.

Finally, design staff should consult with maintenance staff when planning to recon-
struct or rehabilitate a development to learn what worked well with the resident popu-
lation and what features of the building sysiems, design, or site layout caused mainte-
nance problems.

Maintenance operations can be used to address severely distressed living conditions
and to sustain improvements made at distressed developments:

» respond to vandalism;

« involve residents in keeping site clean; at one PHA with a revitalized development,
the resident organization of the redeveloped site has organized weckly resident clean
up sessions for which the maintenance staff provides equipment and training;

+  impose resident charges for damages caused by resident negligence or neglect of
responsibilities;

»  deploy extra staff at problem areas.

G. Energy Management

Physically deteriorated public housing buildings also consume more PHA resources
through utility consumption. Because of weak incentives for energy conservation and
HUD’s undercapitalization of PHA buildings, the 1.4 million PHA apartments have
energy consumption almost twice that of privately owned units.” In September, 1991
HUD published a rule which enables PHAs 1o keep 100 percent of energy savings de-
rived from efficiency improvements financed under performance contracts with out-
side vendors.™ This rule, implementing a portion of Section 118 of the Housing and
Community Development Act of 1987, allows PHAs to receive funding for utilities
expenses based on historical average consumption for the three year period just prior
to the installation of efficiency improvements. For severely distressed developments
that have experienced distorted energy consumption due to high vacancy rates and
other factors, it may be necessary 10 establish a hypothetical baseline of consumption
in the prior three year period based on what consumption would be under typical occu-
pancy conditions. Using the actual baseline would most likely result in a distorted con-
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sumption figure because of the poor physical conditions in severely distressed devel-
opments (i.e. these developments are more likely to consume high levels of utilities
because of broken or obsolete heating systems and high vacancy rates).

The new HUD rule' amends three sections of the Department’s Performance Funding
System (PFS) regulations, the mechanism that regulates fuel bill reimbursements as
part of calculating a PHA’s operating subsidy. The changes directly address perfor-
mance contracting opportunities and energy loan repayments. The rule permits PHAs
to undertake loans, performance contracts, or shared savings agreements with private
energy service companies, utilities, or government agencies for periods up to twelve
years. The rule requires that at least 50 percent of savings secured be dedicated to loan
repayment or related costs with the vendor. Up 10 50 percent may be retained by par-
ticipating PHAs for “training of PHA employees, counseling of ienants, PHA man-
agement of the cost reduction program, and any other eligible costs . . .”"® This incen-
live applies to contracts for outside investments which require annual payments based
upon the actual savings stream.

PHASs may have difficulty implementing these regulations in newly redeveloped build-
ings due to the lack of previous consumption information. In order to calculale savings
in energy consumption, a PHA needs to know the previous year's baseline consump-
tion amount; however, in a previously severely distressed building which may have
had a high vacancy rate or an erratic history of energy use, the baseline will be inaccu-
rate. Therefore, to enable PHAS to take advantage of this change in the PFS for all
types of severely distressed public housing developments, PHA s should be allowed to
establish a hypothetical baseline of what consumption would have been if the building
had been occupied and other factors had not contributed 1o a distorted energy con-
sumption level. This change in the regulation is needed to assure that severely dis-
tressed public housing developments can take maximum advantage of performance
contracting incentives and leverage outside private investment in the rehabilitation (of
heating plants and building systems) of the housing developments.

IV. SUMMARY

Strong management operations are crucial to turning around severely distressed public
housing. Systems with accountability, the ability to track vital information, and coordi-
nation between property management/maintenance staff and between field/centralized
offices are essential. It is no coincidence that people refer to severely distressed public
housing as developments where the housing agency has lost control and the residents
have lost hope over their community. These descriptions accurately poinl to a break-
down in PHA management systems. Property management is the link or intersection of
all housing management day to day activities that can go on because they are sup-
ported centrally. But when there is no effective on-site management, or property man-
agers cannot do their job, the system crumbles and properties are neglected.

In addition to regulatory and statutory changes giving PHAs more Jocal flexibility and
autonomy, PHAs need to give more attention (and need to be given the proper tools 1o
do so) to strengthening management operations.

The NCSDPH’s research makes a strong case for decentralizalion of management op-
erations and clearly PHAs need management tools that allow them to focus on indi-
vidual developments with unique conditions or problems. For this reason, the Commis-
sion strongly supports such project-based initiatives as expanding the base of
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aliowable expenses when calculating a PHA’s Allowable Expense Level for severely
distressed developments, extension of the implementation period for HUD's project-
based accounting requirement. More emphasis should also be placed on management
improvements as an essential tool for maintaining developments in good physical con-
dition and meeting resident needs. Public safety expenses and a separately authorized
management improvements program would help meet this objective.

Finally, the Commission wishes to address the phenomenon (also observed in research
conducted by MIT) ofthe declining incomes of public housing houscholds. Because
public housing has over the past decade seen its resident population become poorer,
the Commission believes that, in addition to providing resident services and employ-
ment training as discussed in Chapter 2, PHAs should be encouraged 1o promote in-
come mixing at their developments. Developments with a mix of incomes are believed
to be less difficult to manage and could also provide residents more exposure o €co-
nomic and employment opportunities.

To assist PHASs in strengthening their management capacity and focus on specific strat-
egies 1o address severely distressed public housing, the Commission believes that an
accreditation system should be established for assessing, assisting and advising public
housing agencies. This accreditation system would develop performance standards
based on property management indusiry standards and would provide PHAs with stra-
tegic technical assistance based on achieving certain objectives identified by the PHA.
The proposed accreditation system is discussed in greater detail in Chapter 8.

V. RECOMMENDATIONS

1. Public safety as an eligible expense for public housing operations

An overwhelming number of those providing testimony and who were interviewed as a
part of the case study research emphasized the importance of providing funding and
support for security services. The NCSDPH believes that funding for security expenses
needs to be made available on a regular and consistent basis for severely distressed
public housing.

a. The Commission recommends that security and other related public safety activities
not associated with drug-related crime be funded separately by HUD and that funds be
available for regular program-operating activities much the same as they are available
for maintenance operations.

b. PHAs receiving such funds should be encouraged to subcontract with qualified RMCs
1o administer these funds for security.

Congress and HUD initiated the Public Housing Drug Elimination Program (PHDEP)
to address the problems associated with drug abuse and drug-related crime in public
housing; however, this program is funded year-by-year and is a separate grant for
PHAs.

This change could be accomplished through an increase in operating subsidy eligibility
without necessarily modifying the formula for setting the expense level under the PFS,
by requiring public safety to be an allowable add-on to the AEL formula.
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2. Authorization for a separate program for management improvements.

The Commission identified a strong need to promote improved management of and
support 10 management initiatives in public housing. Under the modemization pro-
gram, the PHAs must often choose between funding management and capital pro-
grams, For severely distressed public housing, a separate appropriation could be made
for management improvements and related system enhancements. This program, or
separate funding authorization, would enable organizations to receive funding support
for needed management changes, including support for development of a resident man-
agement component or programs for the housing property to be redeveloped. This
management improvement program should be fully funded in addition to current pub-
lic housing program funding levels.

3. Allow for a greater mix of incomes In severely distressed public housing developments.
Families that occupy public housing units tend to have very low incomes and be on pub-
lic assistance. It appears that public housing communities are less difficuit to manage and
that il is easier to provide greater benefits 10 all residents if there is a mix of incomes to
include a greater number of households with members who are employed. Over the past
decade, there has been an emphasis on those with very low incomes and greater need of
housing assistance. The reduction in the construction of new public housing also appears
to have resulted ina determination that limited public housing units be available for those
with the greaiest need. Congress in the 1990 National Affordable Housing Act (NAHA)
provided that an additional deduction be allowed for working residents. However, be-
cause of inadequate funding to cover the loss of income that would result, HUD has not
implemented this deduction.

Because higher-income residents would pay higher rents, increasing the income mix
could have a favorable impact on the amount of funding required to cover the PFS Op-
erating Subsidy Eligibility needs of the public housing program. The higher potential
renial income could help offset the cost of the additional deduction for working house-
holds referenced above. This increase should be permitted in cases where there are se-
verely distressed public housing developments and the PHA believes that a greater in-
come mix would contribute to an improvement in the management and livability of a
development.

The Commission is concerned about the lack of flexibility that most PHAs have in se-
lecting households for severely distressed public housing. There is a need to take steps
to promote stable communities in severely distressed public housing and to promote
the idea that this housing is a valuable community resource. The Commission recom-
mends that Title VI of the Civil Rights Act and HUD rules governing federal prefer-
ences be amended to allow greater flexibility in using local preferences in selecting
households for severely distressed public housing as a part of an overall revitalization
strategy.

4.  Maximum rent system for severely distressed public housing developments.

A system exists for permitting maximum rents, but is restricted and can only be in
effect for five years. As a strategy for promoting more diverse and stable public hous-
ing communities, the Commission recommends a more flexible system for setting
maximum rents to promote the retention of working households and others in severely
distressed public housing. Rather than setting maximum rents at a level equal to the
market rate in an overall city or neighborhood, PHAs could be allowed to set rents at
levels calculated to retain working households. In effect, a rent that results in the reten-
tion of residents may be closer to the true market value level for a severely distressed
public housing development.
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When the maximum rent is higher than that for households on public assistance, less
funding might be required to meet future operating subsidy eligibility funding require-
ments. The use of a more flexible or less restricted method for setting maximum rents
could improve a PHA’s ability to manage a development and result in a stronger public
housing community,

5. Reauthorize requirement for implementing project-based accounting.

The 1990 NAHA required that all PHAs with 250 units or more implement a Project-
Based Accounting (PBA) System by 1993, HUD has issued proposed regulations for
implementing the P-BA that will allow many PHAs only approximately one year for
implementation. The Commission recommends that the time allowed for full imple-
mentation be exiended on a case-by-case basis for one additional year 1o allow PHAs
to plan properly and to adjust for the internal changes required in their financial man-
agement systems.

The 1990 NAHA gave the HUD Secretary discretion in allowing reporting by project
number or by cost center, which is the way that most PHAs manage and report their
operations internally. The Commission proposes that in the reauthorization the PHAs
always be permitted 1o use cost centers rather than a project number or other similar
designation as their basis of reporting. Project-based financial information is critical in
evaluating the operating condition of severely distressed public housing developments,
and sufficient time and flexibility are needed for implementation.

6.  Change in the establishment of the AEL for severely distressed public housing develop-
ments,
PHAs should be allowed to identify the services needed by residents in severely dis-
tressed public housing and the funding to cover the costs of providing these services.
Calculation of the AEL for each deveilopment should then be based on the identified
service needs. The current process under the PFS for establishing a PHA’s AEL is not
based on a housing development-based formula but instead an agency-wide formula,
Applying the formula to a specific housing development is inappropriate. Currently,
PHAs often must choose between the needed services to support basic management
operations. Although many PHAs seek alternative funding sources for these services,
such funding is not always reliable. HUD permits RMCs to develop AELs based on
actual costs. HUD should modify this method for use by severely distressed develop-
ments. Moreover, the AEL for a severely distressed development should not be bound
by any upper limit based on per unit costs.

For developments designated as severely distressed, the PHA, in consultation with
residents should develop an AEL that defines and fully accounts for the operating ser-
vice needs of the severely distressed public housing development. To define a
development’s service needs, PHAS or existing RMC's would develop a management
and cost plan as the basis for the new AEL, This process will result in a needs-driven,
cosl-based management plan. Further modifications could be ailowed during a period
of comprehensive modernization. An AEL would be established before, during and
after construction. It is the post-construction AEL that would serve as the permanent
AEL for the formally severely distressed public housing development.

The PFS should also be modified in applicable cases to allow PHAS to use an esti-
mated Utilities Expense Level (UEL), thus permitting PHAs to take advantage of per-
formance contracting provisions in the PFS. With an estimated UEL for buildings that
are, or previously were severely distressed (and are in the process of being rehabili-
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tated), a PHA can estimate energy costs instead of using a UEL distorted by high va-
cancy rates or similar conditions which have a downward affect on energy consump-
tion. PHAS can thus estimate a more realistic baseline for UEL that encourages perfor-
mance contracting. This change would serve to increase the likelihood of attracting
private investment in the rehabilitation of a severely distressed public housing devel-
opment.

7. Minimum rent system.

Minimum rent levels should be set by the PHAs at a level designed not to place an in-
equitable burden on families but instead to ensure that all residents pay rent in some
amount. The Commission believes that it is important 1o have a relationship with a
household that requires some payment in return for management services,

8.  Elderly housing reservations.

Congress should pass legislation that requires HUD to alter its current policy disallow-
ing public housing developments to be reserved for the elderly. The Commission be-
lieves such a change would help promote stable public housing developments which
have been designed for occupancy by elderly households.

9. Increased participation on a policy-making level.

The Commission recommends that no Federal funding for PHAs be provided unless
the PHA has resident representation on the Board of Commissioners. Residents are
encouraged 10 work with legislators and PHAs 1o ensure participation in the selection .
process.
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Chapter 5:
Capital Improvement Programs of
Severely Distressed Public Housing

l. INTRODUCTION

Due to a combination of circumstances, housing authorities today face a tremendous
demand for modernization work on the public housing stock across the country. While
much of the current public housing was constructed in the 1950s, 1960s and 1970s,
piecemeal modernization funding was not available until 1968 and a comprehensive
approach to modernization was not implemented until 1980. As a result, there has been
little systematic maintenance of the housing stock which has been allowed to slowly
deteriorate over the years.

The extent of this deterioration is most graphicaily evident at severely distressed pub-
lic housing developments where passersby can see boarded up windows, rows of re-
petitive buildings, asphalted sites littered with trash and abandoned cars, and
unpopulated open spaces, shunned by fearful residents and neighbors. Within build-
ings, residents must cope with broken toilets, inadequate heating systems, graffiti-
smeared hallways, and vandalized or broken doors and locks. Such substandard condi-
tions fail to meet basic building and sanitary codes and contribute 10 a sense of
systemic failure which is felt by residents and managers alike. And although these de-
velopments represent a small minority of the nation’s public housing stock, their visual
image is so powerful that the public perception of public housing in general is one of a
failed federal program.

The capital improvement needs of these severely distressed developments are substan-
tial and include costs associated with addressing the backlog of modernization work,
redesign treatments 10 remedy initial physical deficiencies, and accruing replacement
needs. To continue to posipone re-investing in this valuable national resource will only
escalate the costs for a later date -— for bricks and mortar as well as for the quality of
residents’ lives,

This chapter reviews the physical condition of the nation’s public housing stock and
looks in detail at that portion of the stock which is severely distressed. HUD programs
that provide funding for capital improvements are reviewed to provide an understand-
ing of program opportunities and constraints that have an impact on the physical con-
dition of public housing. Although much of the distressed conditions that currently ex-
ist at selected PHAs around the country are attributable to the historical under-funding
of capital needs, there are some inherent design features that play a contributing role in
the demise of family housing developments and these are outlined in Section IV, In the
final sections of this chapter, the impediments (o solving these physical deficiencies
are explored and promising strategies for revitalizing severely distressed public hous-
ing for long term viability are offered.
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Il. THE PHYSICAL CONDITION OF PUBLIC HOUSING

More than one-third of the existing 1.4 million units of public housing stock is over 25
years old and major building systems are failing or have failed. These capital nceds
have been under-funded over time, resulting in a substantial backlog of modemization
needs which must compete for limited modernization resources with on-going accrual
needs.' The impact of this level of disinvestment in public housing is most noticeable
at severely distressed public housing sites where the physical environment no longer
provides decent, safe and sanitary housing.

This section reviews the carrent condition of the nation’s public housing stock and
projects ongoing capital needs for the next five and ten years. Within this larger con-
text, the relatively small subset of severely distressed public housing developments is
studied in an attempt to define the characteristics of this deteriorated housing, the mag-
nitude of the problem, and the level of funding required to eliminate severely dis-
tressed public housing within the next decade.

A Condition of Nation's Public Housing Stock

There are two major studies that examine the physical condition of the nation’s public
housing stock: the Abt study? in 1988 of modemization needs and the 1989 ICF study?
projecting the future capital needs of public housing, which is based on Abt’s earlier
data.

The 1985 Abt Modemization Needs Study collecied detailed information on the physi-
cal characteristics and modernization needs of a representative sample of 1,000 public
housing developments. The study developed cost estimates for the total amount re-
quired to: (1) fix existing architectural, mechanical and electirical systems; (2) add or
upgrade building systems or features to meet specific standards or to ensure long-term
viability; and (3) redesign projects in order to make them viable in the long term. The
study also estimated the cost of other types of improvement s: reducing energy con-
sumption; retro-fitting dwelling units to make them accessible to people with physical
disabilities; modernizing the Indian housing stock; and implementing HUD lead-based
paint abatement regulations. As part of this study, the PHAs provided information on
each development’s resident population and an assessment of the nature and severity
of occupancy and security problems.

The 1989 ICF study utilized the Abt dala and life-cycle modeling techniques to fore-
cast the future capiial needs of public housing and to describe the implications of dif-
ferent funding levels on projected needs. The accrual needs were based on the physical
characteristics of the stock and the age, current condition, and expected useful life of
each building system. The NCSDPH has contracted with ICF, Inc. to update the mod-
ernization backlog and accrual needs of the entire public housing stock to 1992 dollars
and to estimate future needs for severely distressed housing developments. The follow-
ing discussion is a summary of the more detailed ICF report.*

Table 1 presents the estimated backlog of modernization needs for the public housing
stock in 1992 dollars. These figures, with one exception for lead-based paint, are based
on the original Abt survey, updated to reflect the impact of recent modemnization ex-
penditures, increases in the size of the public housing stock, and the on-going depre-
ciation of existing building systems. The lead-paint abatement estimates are based on
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the recent Westat study of the incidence of lead-based paint within the stock as a
whole and on the marginal cost of lead-based paint abatement.

Table 1
The Size and Com position of the Unfunded Backlog (in millions): 1992
Backlog Category Unfunded Backlog Needs
Mandatory Backlog Need

FIX §14,538

Lead-Based Paint 901

Handicapped Accessibility 193

Mandatory ADDs 731

Subtotal, Mandatory Needs 16,363
Project-Specific ADDs 7,239
Residual ADDs 3,081
REDESIGN —2.106
Energy Conservation 417
TOTAL, All Needs $29,206

Note: The figures include an 11 percent allowance for PHA administrative costs.

Estimated modernization needs range from a low of $14.5 billion (or $11,000 per unit)
to a high of $29.2 billion (or $22,500 per unit). The low figure represents the cost of
bringing all existing building systems back into working order, the equivalent of FIX
activities in the original Abt study. The high figure reflects costs of addressing addi-
tional building needs for the following:

»  lead-based paint abatement, defined as the removal of chewable or defective lead-
based paint as required under current federal regulations;

» handicapped accessibility, defined as the modifications required to meet PHA-
identified needs for additional accessible units for the mobility and sensory impaired
(the figure predates the recent Section 504 implementing regulations and thus may
under-estimate modernization cosis associated with meeting the current statutory
guidelines for accessibility);

»  mandatory additions (ADDs) 1o the building, site, or unit that are required (o meet
HUD modemization standards or local code;

»  project-specific ADDs, defined as other additions or modifications viewed as clearly
or possibly appropriate by the PHA and the Abt inspection team;

«  residual ADDS, defined as other additions identified by the PHA but considered
inappropriate by the Abt inspectors (costs for these modernization actions are not
included in any future projections as they do not meet HUD approval);

»  project REDESIGN, defined as unit, building, and/or site reconfiguration necessary
to ensure on-going project viability; and
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+  energy conservation improvements, defined as potential energy conservation actions
with a pay-back period of 15 years or less.

The “gap” between these current capital needs and historical funding levels is aston-
ishingly wide; in 1992, cost estimates to address “mandatory” HUD modernization re-
quirements — which are considered minimums — exceeded appropriation levels by
seven-fold.

Table 2 estimates the size of the future backlog in five and ten years assuming that the
real (i.e., inflation adjusted) value of CIAP allocations remains unchanged ($2.04 bil-
lion a year in 1992 dollars). These figures exclude Residual ADDs, estimated at $3.1
million in 1992, since such actions would presumably not be allowed under CIAP. Un-
der these assumptions, the overall backlog will remain relatively stable over time. In
effect, the funding that will be available for modemization will be completely offset by
new needs that arisc from the on-going aging of the stock.

Table 2
Projected Increases in the Modernization Backlog at Existing Appropriation
Levels (millions)

1992 1897 2002

MANDATORY BACKLOG
FIX 14,538 16,904 19,035
Lead-Based Paint 901 738 620
Handicapped Accessibility 193 0 0
Mandatory ADDs* 731 77 0
TOTAL MANDATORY BACKLOG 16,363 17,719 19,655
PROJECT-SPECIFIC ADDs 7,239 5,988 5,086
REDESIGN 2,106 1,856 1,675
ENERGY CONSERVATION 417 36 0
TOTAL BACKLOG 26,125 25,599 26,416

*Excluding Residual ADDs

Eliminating the mandatory backlog would require appropriations of $5.2 billion per
year over a five year period or $3.7 billion over a ten year time frame. Addressing
mandatory needs plus costs for project-specific ADDs, REDESIGN, and Energy Con-
servation would require annual appropriations of $4.8 billion for the next ten years,

B. Condition of Severely Distressed Public Housing

Only a small proportion of the 1.4 million units of public housing stock is in severely
distressed developments. Qualitative information has been collected on severely dis-
tressed developments through a series of case studies at selected sites around the coun-
try. To understand the characteristics of severely distressed public housing develop-
menits relative 1o the national stock and to estimate the national costs associated with
remediation of these troubled sites, further analysis of the developments requiring the
largest amount of capital improvements in the National Modernization Needs Survey
has been undertaken. The following discussion looks first at the factors that contrib-
uted to the physical deterioration of the case study sites and then identifies the nature
of the problem of distress at the national level,
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There is remarkable similarity in the physical condition of distressed public housing
developments and in the historical development of these conditions. They include the
following, in the general pattern of occurrence: historical under-funding of modern-
ization needs, uninhabitable physical conditions, rapidly increasing vacancy levels,
and shifts in occupancy characteristics.

Under-funding of Modernization Needs. Although many of the case study developments
were originally constructed more than 30 years ago, the level of capital investment for
repairs and replacement of systems at the end of their useful life has been minimal.
Although historical data regarding development-specific modernization histories are
scarce, patterns of disinvestment and neglect are evident at many developments.

*  Atthe Desire Development, Housing Authority of New Orleans, a total of $12.8
million has been spent modernizing 1,840 units; most of these funds were expended
in the mid-70’s for bathroom, kitchen, electrical, and heating renovations. This
represents less than $7,000 per unit over a period of 40 years.

»  Atthe Commonwealth Development, Boston Housing Authority, less than $3,000
per unit was spent on modernization efforts prior to redevelopment; the bulk of this
moncy was spent on boiler and roof repairs 10 keep buildings habitable.

»  The Salishan Development, Tacoma Housing Authority, has received only $75,000
in direct CIAP funding between 1986 and 1990, despite the fact that it is the oldest
housing development in the PHAs inventory. This development is not distressed,
but could deteriorate if its physical plant’s aging condition is not addressed.

In recent years, many PHAs have applied for comprehensive modernization funding to
address severely distressed conditions. However, HUD has rejected most of the devel-
opment-specific requests, citing lack of funds available at the level requested and ques-
tioning the long-term viability of many of these developments. PHAs are looking to
the new Comprehensive Grant Program, which gives them greater control over the ex-
penditure of modernization funds, as the source of funding for these long-neglected
developments, although they are wary that developments requiring high levels of capi-
tal improvements will siphon funds away from other developments,

Uninhabitable Conditions. As a result of the consistent underfunding and the age of
these developments, major systems that have not received any major repairs or re-
placements are failing, including heating systems, roofs, building risers, and electrical
systems. In high-rise buildings, elevators are frequently out of order, requiring resi-
dents to walk up and down numerous flights of stairs which are typically unlit, littered,
and dangerous. Many residents are living in unsafe and unsanitary conditions, subject-
ing the PHA 10 numerous and expensive liability suits. In addition, it becomes difficult
for PHAs 1o win cause evictions for problem tenants because the housing does not
meet minimum standards for habilability. At Desire Development, portions of the
wood frame structures have deteriorated to the point where residents have fallen
through rotied floors. Due to serious physical deficiencies that threaten the safety and
health of residents, the PHA is plagued with extensive and costly legal suits. When
major building systems fail, PHAs often vacate and board up the impacted building(s),
lacking adequate funds to undertake repairs or replacement.

Escalating Vacancy Rates. Most developments in the case studies have had high va-
cancy rates. The 1da B. Wells redevelopment of the Chicago Housing Authority has a
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current vacancy rate of 20 percent; New Orleans’ Desire Development is 50 percent
vacant. Prior to redevelopment, vacancies were as high as 52 percent at Bostons' Com-
monwealth Development and 70 percent at Steamboat Square, Albany Housing Au-
thority. A large number of vacancies is highly destabilizing; once vacancy rates reach
a certain critical mass (somewhere over 20 percent), the rates rapidly escalate, as illus-
trated by the data in Table 3.

Table 3
Escalating Vacancy Rates at Two Severely Distressed Developments
Desire Development, Commonwealth Development,
Housing Authority of New Orleans Boston Housing Authority
Vacancy Rate Vacancy Rate
1979 1% . 1975 2%
1987 6% 1978 23%
1989 30% 1979  40%
1990 44% 1980 52%
1951 50%

When vacancy rates hit such high levels, maintenance staff cannot keep up with the
number of units that need to be prepared for occupancy; management staff are over-
whelmed with the tenant screening and rent-up volume; and vacant units, particularly
if not secured immedialcly, become havens for illegal drug activities and squatters.
Once vacancies cross this threshold, it is very difficult — and more costly — for a
PHA 10 stabilize a distressed development,

Vacancy rates should be monitored as indicators of potential distressed conditions. For
example, the Tacoma Housing Authority's Salishan Development is not distressed and
is fully occupied. However, if remedial action is not taken soon, it is likely that this
development will begin the cycle of escalating vacancy rates; it currently has the
THA’s highest turnover rate, indicating that the system is already under stress.

Shift in Occupancy Characteristics. The deterioration of buildings is a very visible pro-
cess — 1o residents as well as 1o applicants seeking public housing and others living
nearby. Some existing residents move out because they refuse to accept their current
living condition in public housing as the last resort; they seek improved conditions
elsewhere. Even in tight housing markets, the move-out rate at distressed develop-
ments is high and waiting list applicants refuse to lake an available unit, even when
that refusal means returning to the end of a long waiting list for other public housing.
The residents that do take the available units in severely distressed developments are
typically desperate for housing, ofien in need of supportive services, or seeking an en-
vironment with limited control, often for the purposes of illegal drug activities.

The combination of these above conditions — lack of funding, uninhabitable condi-
tions, high vacancy rates, and troubled populations — leéads to a level of physical dete-
rioration that requires substantial capital expenditures to remedy. Table 4 presents
PHAs estimates {or actual expenditures at developments that have been wurned around)
for physical improvements.
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Table 4
Cost of Physical Improvements at Case Study Developments:
Construction Costs Only

Deveiopment Estimates/ Date of 1991/1882 1991/18892
Expenditures ESYExp Value Per Unlt Cost

Distressed Developments
Desire Development $117,117,545 1992 $117,117,545  $63,650

Ida B. Wells $126,000,000 1992 3126000000  $45.455
Liberty Square $33,808,736 1991 $33,808,736  $48,786
Tum-around Developments

Commonwealth $26,369,400 1983 $§32,961,750  $84,086
Robert Pitts Plaza $19,255,097 1991 $19,255,097  $94,853
Steamboal Square 516,125,600 1982-91 820,187,900  8§52,165

Note: These figures include hard construction costs only; demolition and soft costs
typically add 20-25 percent 1o the 101al redevelopment cost. The figures for the dis-
tressed sites represent estimates only while the figures for the turn-around develop-
menis reflect actual costs incurred.

To understand the implications of these case studies within the larger national context,
the ICF study for NCSDPH focused on the characteristics of those public housing de-
velopments that have the highest capital needs and estimated the amount of funding
required for the physical revitalization of these projects. While these developments
may not perfectly match NCSDPH’s definition of “severely distressed” (high renova-
tion costs, high incidence of serious crime, and an inability to effectively manage the
development), the ICF analysis offers a preliminary understanding of the nature and
magnitude of the problems.

Only a small percentage of the total public housing stock has high modernization
needs. But this relatively small percentage of developments accounts for a dispropor-
tionately large share of the nation’s overall funding needs. Low needs developments
averaging less than $10,000 per unit for modernization costs account for 39 percent of
the developments, 34 percent of the units, and 11 percent of the stock’s total modern-
ization needs. High needs developments averaging more than $50,000 per unit repre-
sent less than three percent of the developments and projects but account for more than
11 percent of the total modernization needs.’

To account for regional differences in construction costs, the per unit modernization
costs were translated into a ratio of modernization costs to HUD total development
cost {TDC) limits. As a basic financial feasibility test, 62.5 percent of TDC is used as a
standard that roughly corresponds to the units’ replacement costs, or to the cost of new
construction (excluding land acquisition). Under CIAP guidelines, development-spe-
cific modernization costs which exceed 62.5 percent of the area’s TDC trigger a Vi-
ability Review (see Chapter 6 for a more detailed discussion of this process as it af-
fects severely distressed public housing). To approximate this definition, 60 percent of
TDC is used as the threshold for high need developments. The relationship between
modernization needs and the applicable TDC, as presented in Table 5, shows a similar
pattern of high needs concentrated in a relatively small number of developments. In
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1985, approximately 82,000 units were classified as high need. While representing
only seven percent of the public housing stock, they accounted for about 19 percent of
the program’s total modernization needs.

Table 5
Distribution of Projects and Units in 1985 by the Ratio of
Modernization Costs to the Applicable TDC

Costto TDC PROJECTS Percent UNITS Percent
Ratio Number Number
<0.10 2,737 19.6 191,982 15.3
0.11-0.20 3437 24.6 361,659 28,7
0.21-0.30 3,436 24.5 258,402 20.5
0.31-0.40 2,243 16.0 175,768 14.0
0.41-0.50 793 5.7 122,769 98
0.51-0.60 622 44 65,641 5.2
0.61-0.70 301 22 29,386 2.3
0.71 - 0.80 216 1.5 30,998 2.5
0.81-0.90 23 0.2 7,339 0.6
091-1.00 82 0.6 4,288 0.3
1.00+ 106 0.8 10,126 0.8
Total 13,997 100% 1,258,356 100%

Note: Cost data in 1his exhibit do not inciude an 11 percent allowance for PHA admin-
istrative costs, Also excluded are “allowable” cosis for REDESIGN, energy conserva-
tion, and handicapped access, which would on average add about $3,000 per unit (or
about 19 percent) 1o the cost of ihe typical unii. Developments are defined by their
ACC. Since some developments may have more than one ACC, the number of develop-
menis may be overstated.

The relationship between the physical needs of a development and other factors that
might contribute to distressed housing conditions, including characteristics of project
residents, reporied occupancy and security problems, and neighborhood conditions,
were explored by ICF. The data used in this analysis were obtained from interviews
with PHA officials at the time of the Abt study and reflect the PHA’s perceived, rather
than documented, assessment of problems.

Basic information regarding project characteristics is presented in Table 6. While there
is no simple relationship between the characteristics of the development and its level
of rehabilitation needs, there are some interesting patierns. The overwhelming majority
of high needs units are in family developments which tend to be relatively large. Most
are located in very large PHAs, with about 44 percent in troubled authorities. Contrary
to public perceptions, the incidence of elevator buildings is not unusually high among
high needs developments, even when family developments are considered separately
and even excluding the New York City Housing Authority's developments.
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Table 6
Project and PHA Characteristics by Level of Need: All Units

Costs to Famlly Average Project  Elevator Very Large Troubled
TDCRatic  Developmant (%) Size (units)  Buildings (%) PHA(%) PHA (%)
<0.1 52 343 45 22 13
0.1-02 70 408 48 36 1
02-03 78 405 34 39 19
03-04 90 413 17 35 28
04-06 86 359 26 38 30
06+ 94 537 12 57 44

Note: Cost data in this exhibit do not include an 11 percent allowance for PHA admin-
istrative costs. Also excluded are “allowable” costs which would on average add
about $3,000 per unit.

Table 7 presents information on the characteristics of project residents, including their
age, their average income, and their reliance on public assistance (i.e. AFDC, SSI or
General Assistance).

Table 7
Resident Characteristics by Level of Need: Family Developments

Age of Residents
Costs to Average Walfare (%) Children Teens (%) Non-elderly Eiderly (%)
TDCRatio  Income (AFDC,S81,GA)  Under 5(%) Adults (%)
< 0.1 $7.831 27 31 19 40 12
0.1-02 $8,161 38 30 18 40 13
02-03 87,376 47 33 19 39 10
0.3-04 $5452 36 33 19 33 13
04-06 355980 47 33 20 37 10
0.6 + $4,587 42 30 20 41 9

Note: Cost data in this exhibit do not include an 11 percent allowance for PHA admin-
istrative costs. Also excluded are “allowable™ costs for REDESIGN, energy conserva-
tion, and handicapped access, which would on average add about $3,000 per unit (or
about 19 percent} to the cost of the typical unit.

In general, the ages of project residents do not appear to vary with the development’s
rehabilitation needs. However, there is a strong relationship between rehabilitation
needs and resident incomes. For example, residents of high necds projects had an aver-
age income of only about $4,600, compared to about $8,000 for residents of units with
the lowest renovation needs (i.e. less then ten percent of TDCs).

The proportion of households on welfare is also relatively low (27 percent) in low
need units. However, there appears to be no relationship between physical needs and
reliance on public assistance in the remainder of the stock.
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Table 8 presents information on the PHA’s assessment of security problems within the
development. The data suggest that high needs projects have security problems that are
considerably higher than developments with the lowest category of needs, but about
the same or only marginally above the problems reported in other developments. In-
deed, regardless of the measures examined, it is low needs developments (i.e., those
with costs below ten percent of TDC) that appear to be unique.

Table 8
Reported Security Problems by Level of Needs: Family Developments
Costs to Major Crimes

Overall Minor Crimes  Against  Against
TDC Ratio  Security Break-Ins Drug Traffic  Persons  Persons

(%) (units) (%) (%) (%)

<01 19 9 37 17 11
0.1-0.2 48 41 65 54 £) |
0.2-03 57 40 : 50 45 18
03-04 57 46 53 4] 26
0.4-0.6 72 &4 67 50 29
0.6 + 68 52 68 37 22

Note: Cost data in this exhibit do not include an 11 percent allowance for PHA admin-
istrative costs, Also excluded are “allowable” costs for REDESIGN, energy conserva-
tion, and handicapped access, which would on average add about 33,000 per unit (or
about 19 percent) 1o the cost of the typical unit. All observations weighted by number
of dwelling units.

Much of the same pattern is apparent in Table 9, which presents information on re-
ported occupancy problems.

Table 9
Reported Occupancy Problems by Level of Needs: Family Developments

Major or Moderate Problem with Respect to:

Costto  Percent Tenant Rent inability Minor Major Percent
TDC Vacant Abuse Delinquencies to Evict  Tenant Tenant  With Major
Ratio of Crimes Crimes  Occupancy
Property Caused by Caused by Problems
Tenants  Tenants
<0.1 4% 32% 36% 12% 18% 3% 1%
0.1-0.2 6% 55% 54% 57% 47% 30% 17%
0.2-0.3 6% 44% 50% 50% 46% 18% 16%
03-04 11% 57% 42% 30% 26% 1% 10%

04-05 4% 62% 57% 43% 47% 25% 24%
0.6+ 10% 54% 61% 48% 36% 18% 9%

Note: All observations weighted by number of dwelling units. Also Cost to TDC ratio
excludes REDESIGN, Energy Conservation, Handicapped Access and Residual ADDs,
Also Percent with Major Occupancy Problems includes developments with five or
more “major” or “moderate” occupancy problems, where vacancy rates above 15
percent were considered to be a problem.
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While high needs developments exhibit many of the characteristics that are synony-
mous with distress-—such as high vacancy rates and a high proportion of reported oc-
cupancy problems— they exhibit the highest incidence of a given problem only with
respect to rent delinquencies, In contrast, low need developments have the lowest inci-
dence of reporied occupancy problems regardless of the measure employed.

With respect to reported neighborhood problems, as presented in Table 10, only the
incidence of drug problems stands out as being higher (by receiving a more negalive
rating) for developments with needs in excess of 60 percent of TDC. For the remaining
neighborhood indicator, there is little relationship between the overall quality of the
neighborhood and the level of modemization need. However, once again, low need
developments appear to be the exception (o the norm, and are located in significantly
better neighborhoods than the rest of the housing stock.

While the higher incidence of reported drug problems in high need developments is
consistent with the case study findings, the PHAs reported these negative ratings in
1985. As a result they do not reflect the rising incidence and severity of drug problems
and related crimes that have plagued public housing in recent years. In the case studies
of severely distressed developments, the problems associated with drug usage and traf-
ficking were highlighted repeatedly as the number one problem for PHAs. Distressed
developments with many vacant units appear to attract illegal drug activities. In one
case study site of subslantially large scale, drug dealers rather than the PHA controlled
some of the buildings. In these instances, regaining control of the development and
securing it for the use of residents only must be the first step towards recovery.

Table 10 ’
Reported Neighborhood Problems by Level of Need: Family Developments

Negative Rating with Respect to:

Costs to Overali Quality  Neighborhood Loitering Drug Street Vacant
TDC Ratio  of Neighborhood Crime Problems  Problems  Vandalism  Litter Lots

< 0.1 11% 25% 31% 32% 22% 33% 26%
0.1-0.2 42% 62% 62% 63% 59% 68% 53%
0.2-0.3 26% 50% 49% 52% 51% 46% 32%
03-04 25% 40% 48% 51% 42% 47% 42%
04-06 39% 49% 43% 56% 56% 43% 46%
0.6+ 28% 52% 61% 3% 47% 50% 33%

Note: Cost data in this exhibit does not include an 11 percent allowance for PHA ad-
ministrative costs. Also excluded are “allowable” costs for REDESIGN, energy con-
servation, and handicapped access, which would on average add about $3,000 per unit
(or about 19 percent) to the cost of the typical unit. All observations weighted by num-
ber of dwelling units.

Table 11 illustrates the ways in which the 1985 modernization estimates have shifted
over time based on subsequent appropriations and depreciation patterns. Units with
relatively low rehabilitation needs in 1985 appear (o have received a disproportionate
share of CIAP funding over the past five years. For example, units with needs below
20 percent of the applicable TDC account for about 20 percent of all funding needs in
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1985, but received roughly 40 percent of all C1AP allocations. In contrast, units with
needs in excess of 60 percent of TDC accounted for roughly 19 percent of aggregate
needs, yet these same units received only eight percent of available funding.

One of the apparent outcomes of this targeting strategy has been to increase the num-
ber of units whose needs were relatively high. Over the five year period, the proportion
of units with estimated rehabilitation costs between 50 and 60 percent of TDCs rose
from 15 10 17 percent, while the proportion of units with costs exceeding the 60 per-
cent threshold rose from 6.5 1o 6.9 percent. While the latter increase is admittedly
small, the data suggest that as many as 4,000 additional units may have become “se-
verely distressed” within the last five years, and that another 26,000 units may have
entered the next highest category of needs.

Table 11
Estimated Changes in the Distribution of Units
by Modernization Needs: 1985-1991

Costs to Total  Distribution of 1985 Share of Share of 1885-91  Distribution of 1991

TDC Ratio Units Total Funding Clap Units Share of
Neods Aliocations Funding Neaeds
< 0.1 15.3 34 6.0 12.3 1.3
0.1-02 28.7 16.3 327 26.1 16.6
02-03 20.5 19.8 21.1 26.8 23.3
0.3-04 14.0 16.6 11.7 11.9 14.1
04-06 15.0 25.1 20.9 16.2 26.0
06+ 6.5 18.8 7.6 6.7 18.8

Note: For comparison purposes, 1985 needs are stated in 1992 dollars. Cost data in
this exhibit do not include an 11 percent aliowance for PHA administrative costs. Also
excluded are “allowable” costs for REDESIGN, energy conservation, and handi-
capped access, which would on average add about $3.000 per unit (or about 19 per-
cent) to the cost of the typical unit.

Preliminary analysis of high needs developments with modernization costs in excess of
60 percent of TDC, which in this analysis is used as a proxy for severely distressed
public housing, estimates there are approximately 86,000 units that fall into this cat-
egory at the national level. In 1992 dollars, approximately $5.6 billion is needed to
fund total modernization needs for these high needs developments. To eliminate this
backlog by the year 2002 will require annual funding of $730 million (see Table 16 for
more detailed analysis of funding requirements).

lil. FUNDING AVAILABLE FOR MODERNIZATION WORK

The level of funding required to eliminate the backlog of all modernization needs, and
most specifically, the needs of severely distressed public housing, is substantial. This
critical need today is partially a product of years of insufficient funding and inadequate
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modernization programs. This section reviews the history of modernization programs,
discusses the programs in operation today, and current funding levels.

A, Previous Modernization Programs

Modernization Program. Although the Public Housing Program was enacted in 1937, it
was not until 1968 — 30 years later — that the Modemization Program was estab-
lished to fund the capital replacement needs of public housing. The Modernization
Program allowed PHAs to compete annually for capital funding to supplement operat-
ing subsidies. In the initial years of the program, PHAs applied for HUD funding for
specific work items, such as 1o repair or replace roofs one year, and to renovate kitch-
ens at the same project the next. There was no provision for doing all the work that
was needed at a project at one time, using a long-term capital planning strategy.

Comprehensive Improvement Assistance Program (CIAP). In 1980, Congress passed leg-
islation establishing the Comprehensive Improvement Assistance Program (CIAP) for
public housing. The purpose of this legisiation was to end the piecemeal approach (o
modernizing public housing projects. For the first time, PHAs were required 1o iden-
tify needs at each public housing development by preparing a Comprehensive Plan for
Modernization (CPM). The CPM must incorporate a viability review of each develop-
ment and outline actions to be taken in the case of non-viable developments.

Under CIAP, a housing authority applies for annual funding on a competitive basis and
must conduct modernization work according to its five-year Comprehensive Plan for
Modernization. HUD decides which developments are 10 be funded by setting priori-
ties, establishing a ranking system, and reviewing and approving individual applica-
tions. Development-specific funding for modemization and capital improvements is
awarded to PHAs in the following categories:

Comprehensive modernization: funding to address all needs at a development,
both physical and management improvement needs, including cost-effective
energy conservation measures and lead-based paint testing and abatement.
HUD cost limits for rehabilitating a development are 62.5 percent of total de-
velopment costs {TDCs) for non-high-rise buildings and 69 percent of TDCs
for high-rise buildings;

Emergency modernization: funding for work that is needed at a development
10 address conditions that immediately threaten the life, health, and safety of
residents, or is related to fire safely; and

Special purpose modernization: initially limited to funding for cost-effective
energy conservation work, this program was expanded in FY 1989 (o include
replacing or repairing major equipment systems or structural elements, up-
grading security, increasing accessibility for the elderly and families with
handicapped members, reducing the number of vacant, substandard units, and
increasing energy efficiency in units.

Under the CIAP program, HUD was also authorized for the first time to fund manage-
ment improvements, such as installing improved accounting systems Or improving se-
curity at the development to be modemized. The CIAP legislation also made provision
for funding a replacement reserve for projects which were funded for comprehensive
modernization under the program. However, this replacement reserve provision was
never implemented.
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By the time HUD began funding comprehensive modernization almost half of the units
were more than 15 years old, and one-third of the units were more than 20 years old.
Thus, the modernization program began with a large existing backlog need. By the mid
1980s, this backlog had contributed to a large number of vacant and uninhabitable
buildings across the nation. Special set-asides were established targeted to comprehen-
sive modernization of vacant buildings that could pass the Project Viability Review.
For example, of the estimated $847 million in loan authority in FY 1985, Congress di-
rected that $37 million should be used to rehabilitate vacant and uninhabitable units in
vacant buildings. While this approach brought substandard units back on line for occu-
pancy, it did little 10 address inherent design and social problems plaguing many of the
older family housing developments. Further restrictions were proposed in 1988 which
limited the use of special purpose modernization funds for vacancy reduction 1o “one
time only.” Subsequent funding of additional physical improvements was contingent
on the development of a comprehensive modernization approach that addressed all the
physical and management improvement needs of the development.

Although the CIAP program is currently in effect for small housing authorities, larger
authorities that manage the vast majority of severely distressed public housing devel-
opments now are funded for modernization work through the new Comprehensive
Grant Program.

B.  Current Funding Programs

Comprehensive Grant Program for Modernization. The Comprehensive Grant Program
(CGP) represents a significant revision 1o the public housing modernization program.
Enacied as part of the Housing and Community Development Act of 1987, CGP allo-
cates modernization funds on the basis of a formula and is designed to provide larger
housing authorities with greater discretion in the planning and implementation of mod-
ernization activities. The program is in effect for FFY 1992 for PHAs that own or op-
erate 500 or more public housing units; in FFY 1993 the threshold of participation is
lowered to PHAs with 250 or more public housing units.

The primary objectives of this new Comprehensive Grant Program are: (1) to provide
greater local control in deciding how best to modernize the PHA's inventory; (2) to
establish reliable funding for capital improvements through the use of formula funding
for the annual accrual of capital improvement needs and for current needs; and (3) to
make the PHA accountable to the residents and the community for the modernization
work that is undertaken. The PHA is required to prepare a PHA-wide Comprehensive
Plan, in consultation with residents and other interested parties, which includes a
Physical Needs Assessment, a Management Needs Assessment, a Five-year Action
Plan that identifies all work 10 be performed with funding available from the CGP for-
mula allocation, and an Annual Statement that details the work to be performed in the
current year, Once the Comprehensive Plan and/or Annual Statement is approved, all
planned work can be carried out without prior HUD approval.

There are numerous benefits to the CGP approach over the CIAP approach. In addition
to providing PHAs with more discretion over their modernization program, and reduc-
ing the degree of oversight by HUD, the following changes have been made:

+ areduction in submission and reporting requirements by permiiting broad categories
of work 10 be listed rather than requiring detailed and itemized listings of work;
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+ the ability to fund a replacement reserve which can be used to fund needs that may
exceed the annual allocation (all interest from this reserve account accrues directly
the PHA and can be used for modemization work);

»  raising the threshold of the viability analysis from 62.5 percent to 90 percent of
TDC;

»  greater flexibility in the amount of CGP funds that may be used for planning, as
HUD anticipates the need for extensive planning in the early years of the CGP (there
is no limitation on costs for outside A/E or consuliant fees);

+  requirement for a “partnership process” to assure resident involvement in the
planning, development, implementation, and monitoring of the CGP;

+  PHA ability to spend grant funds at various developments and for various purposes,
if consistent with the Comprchensive Plan, with no reference to specific moderniza-
tion types, i.e., comprehensive modernization, special purpose, emergency, lead-
based paint or homeownership modernization;

+ clarification of eligible expenses to include economic development activities,
including job training and resident employment for activities related to improve-
ments;

= mandatory involvement of local government officials in the development of the Plan,
which must be consistent with the locality’s Comprehensive Housing Affordability
Strategy (CHAS); and

« removal of the one-time limitation on special purpose modernization for vacant or
non-homebuyer-occupied Turnkey 11l d