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Attention: Ms. Devine

The accompanying report contains the results of our operations
review of the South Bend Housing Allowance Office (HAO). This
report represents the completion of Task II of our contract, H-2510,
with the Department of Housing and Urban Development.

The on-site review of the South Bend HAO began August 23,
1976 and was completed October 1, 1976. The initial draft report
of the operations review was submitted to HUD on November 5,
1976. In response to the draft report Rand Corp. and the HAO
staff prepared comments on our findings and recommendations
which are contained in Appendix 3 to this report.

Some of the recommendations contained in this report are in
the process of being implemented and others are under active
consideration by Rand and the HAO staffs. Examples of already or
soon to be implemented recommendations are:

° Increase in the number of daily scheduled interviews
per Client Service Specialist;

3 Reduction in the scope and effort expended on the
Cost Center Report;

L Revision of the management reporting system;
@ Review of client payment reconciliation procedures;
® Realignment of quality control reporting efforts from

the Client Services to the Certification Section; and
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® Reemphasis of demand stimulus objective by HAO
management.

N

This report is to be followed by a report on Task III of our
contract. The purpose of Task III is to assess the implications
of HAO cost_data for analyzing the administrative costs of other
on-going housing programs.

-

If you have any questions, please contact Mr. Jeffry Baldwin
or Mr. Thomas Gallagher, at (202) 452-1200.

Very truly yours,

Lrinxﬂuu-gzoss ;t C}"
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I. MANAGEMENT SUMMARY

This report contains the findings and recommendations resulting
from our operations review of the South Bend Housing Allowance
Office (HAO). This report will be followed by another report which
assesses the implications of HAO cost data for analyzing other
housing program administrative costs.

The HAO is the administrative agent for the allowance payment
program which is part of the Supply Experiment. The Supply Experi-
ment is part of a larger HUD Experimental Housing Allowance Program
(EHAP) whose purpose is to determine the general impact and fea-
sibility of supplying housing allowance payments directly to house-
holds. The Supply Experiment is primarily concerned with the impact
of the program on the suppliers of housing units.

The Supply Experiment is being conducted in South Bend, Indiana,
and Green Bay, Wisconsin. In addition to an HAO, each site has a
Rand Site Office for monitoring all local program activities and
a survey group which conducts periodic surveys of housing supply
market reactions to the program.

The South Bend HAO has been open since December, 1974. At the
end of September, 1976 the HAO had a staff of approximately 80
people and a recipient level of 3,541 households.

Summary of Findings and Recommendations

The Housing Allowance Program is by definition experimental.
Consequently the HAO is a new organization charged with administer-
ing a new concept in housing assistance. The HAO has certain
research oriented responsibilities and constraints which are beyond
the basic responsibilities of administering an allowance payment
system. In order to discharge these responsibilities the HAO
assembled a staff which has demonstrated an essential concern for
accomplishing their research responsibilities while meeting the
needs of the eligible population in their area. While the body
of this report focuses on opportunities to improve the performance
of the HAO it is not intended to detract from what the organiza-
tion has accomplished.

e Clarifying the Mission and Priorities of the HAO

It appears that management's attention has been somewhat
diverted from the primary responsibility of the HAO

which is to generate recipients. Original program docu-
mentation stresses the importance of a rapid and sizeable
market stimulus to be created by large numbers of
allowance payment recipients. We have focused on this
HAO responsibility for two reasons. First, there are
indications that the current recipient level is consid-
erably below the potential recipient level in South Bend.
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Second, the HAO has had a large backlog of unprocessed
applicants for over six months. While there are several
reasons for the relatively low recipient levels and high
backlog, we believe an important contributing cause is
that the HAO management has become increasingly concerned
with other responsibilities. These other responsibilities
include addressing questions of general program feasibil-
ity, such as the appeal of the housing allowance concept
to recipients and administrative effectiveness of an
allowance program.

We recommend that HUD, Rand and the HAO management review
the responsibilities of the HAO with the intention of
identifying all responsibilities and establishing a
priority order for their accomplishment. While we do
not question the appropriateness of these additional
questions, we are concerned that pursuing them at this
time may compromise the original mission of the HAO.

Improving the Performance of Client Services Functions

We found that while there was a sizeable backlog of
unprocessed applicants in the Client Services Section
there were few if any backlogs in the other line sec-
tions of Certification and Housing Evaluation. To
counter this apparent imbalance in workload among the
sections we recommend an increase in the analytical and
coordination capability at the Division level. This
could be accomplished by the transfer of a Specialist

II from one of the sections to serve as an assistant

to the Division Chief. In addition, we recommend the
temporary reallocation of Specialist I's among the various
sections in order to adjust to changing workload require-
ments. To facilitate the reassignment of personnel to
meet future backlog problems, we also recommend more
extensive cross-training for Certification and Client
Services staff.

Because approximately 43 percent of the applicants have
historically failed to appear for their enrollment
interview, Specialist I productivity is reduced. To
increase enrollment productivity we recommend more
interview periods per day, some overscheduling of appli-
cants, and added flexibility for using additional inter-
viewers during peak periods.

We also believe that a more extensive prescreening pro-
gram should be undertaken at least on a trial basis.
Counting those interviewees which failed to complete

the interview process, 25-30% of all applicants inter-
viewed are found to be ineligible. A systematic pre-
screening effort might reduce the interview and forms
processing requirements associated with these ineligibles.
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There is also an opportunity for the use of productivity
standards by management to evaluate section output within
the Client Services Division. Using productivity standards,
management could monitor variances in productivity noting
where adjustments are required or at what level the sec-
tion can operate most efficiently.

To support the use of production standards we are
recommending a system of daily and weekly reports which
would provide management with necessary productivity
data. These reports would hopefully replace some of the
reports currently used by the HAO. Illustrative examples
of report formats are included in this report.

Present quality control reporting for client services
activities was found not to be completely responsive to
management's needs. We recommend that quality control
for the Client Services Section be focused on the cer-
tification process where a 100 percent review of enroll-
ment and recertification forms takes place. To this
end, we have developed a suggested format for the manual
collection of data on entitlement errors.

Finally, our review of the advantages and disadvantages
of client provided documentation as opposed to the use
of release forms resulted in a recommendation to stress
client provided documentation. This recommendation was
based on our judgment that the extensive verification
of client income and assets with third parties may
increase overall case processing times.

® Improving the HAO Planning and Budgeting Function

The HAO budget process would benefit from improvements
in the use of the line staff productivity model and
increased attention to managerial and support staff
costs.

The HAO staffing and productivity model is, we believe,
an appropriate method to determine line personnel needs.
There are, however, certain limitations with the present
productivity factors used in calculating staff require-
ments. Specifically, the factors used do not reflect
how efficiently an activity can be performed but only
how it has been performed over an extended period of
time. In the case of sections without backlogs, the
productivity factors are probably not reflective of
section processing capabilities. To improve the use-
fulness of the productivity factors, they should be
calculated on a periodic basis, bi-weekly or monthly, so
that variations and trends may be used in developing
more appropriate productivity factors.



TOUCHE ROSS & CO.

This should be done in conjunction with other recom-
mendations for developing backlogs in Certification

and Housing Evaluation and the use of productivity stan-
dards in monitoring section outputs. The development of
standards by periodic review of productivity variances
contributes to more efficient standards. These standards
can then become inputs to the productivity factors used
in the budget analysis.

While we concur in the use of the productivity model for
determining the number of line positions, we also observed
that the model only accounts for approximately 40 percent
of the HAO staff. The remaining 60 percent include
managerial and support staff. This cost category does

not receive the attention it should in the budget pro-
cess. We recommend that functions and time requirements
be identified for all these positions and that this
analysis be included in the annual budget submission,
particularly with respect to managerial positions.

o Cost Effectiveness of Automating the Accounting System

Automating the accounting system does not appear to be
cost-effective at the present time. The primary jus-
tification for automating the accounting system is to
generate the cost center report which is now prepared
manually. However, the cost center report is of limited
value to the HAO. We recommend a reduction in scope

of the cost center report rather than automating the
accounting system at this time.

® Reconciliation of Allowance Payment Disbursements

Current procedures for reconciling the allowance pay-
ments disbursements do not provide sufficient control
over changes to entitlements of recipients. Procedures
noted in various manuals, reports and the Handbook do
not appear to be in effect. We recommend that actual
reconciliation procedures be reviewed for control
effectiveness and that a single procedure be developed
which specifies duties and provides for comparison of
computer reported changes with source documents, on

at least a sample basis.

® Impact of the HAO Computer Systems on HAO Operations

The HAO computer systems are intended to serve the
research requirements of the Supply Experiment. In
terms of its limitations for routine operations, the
system has large and complex files, requires a large
number of input documents and provides a variety of
lists and reports that are not currently used by the
HAO. 1In view of the relatively short duration of the
experimental period, we do not recommend any fundamental
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systems modifications. However, after the experimental
phase is completed, we recommend that the current sys-
tem be replaced with one which is more economical to
operate and more responsive to operating requirements.

® Separating Research and Routine Administrative Costs
Within the HAO

Part of our cost analysis included the identification of
research costs. Our estimate of research costs is based
on the time accounting data for clearly identifiable
research activities and the computer charges for pro-
cessing the Housing Evaluation Form (HEF). The results
of this analysis show that identifiable research costs
were 11 percent of total direct costs during the period

April 1 to July 31, 1976.

We do not believe that the "identifiable research costs"
fully account for the impact of research responsibilities
on total HAO costs. Three of the reasons for this con-
clusion are: 1) The HAO was created to serve a research
purpose; consequently, research is an inseparable part
of many HAO activities. 2) There are no guidelines for
how an on-going program would be structured. Without
these guidelines the limits of on-going program activi-
ties cannot be specified. 3) Similarly, the limits of
the HAO's research objectives are not clearly defined.
As previously noted, the objectives of the HAO appear to
have been broadened to cover questions of the adminis-
trative feasibility of the Housing Allowance Program.
Because these broadened objectives have not been clearly
stated it is difficult to establish the boundary between
research and on-going program activities.

To improve the HAO's ability to separate research and
routine operating costs we recommend the centralization
of control of research activities within the HAO and
the concentration of research activities, to the extent
possible, in identified staff positions separate from
the line sections. This will permit better budgeting
control over research activities and greater focus by
line staff on day-to-day production operations.
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ITI. 'THE EVALUATION PROCESS

This section of the report contains a description of the
project objectives and of the approach we used in meeting those
objectives.

Objectives of the Project

As stated in Department of Housing and Urban Development
Contract H-2510, the objectives of this project are as follows:

e to assess the efficiency of the Housing Allowance
Office and determine where cost-savings could be
achieved without serious detriment to program
effectiveness;

® to determine which administrative costs and procedures
are research related;

@ to assess the implications of HAO costs and procedures
for an on-going housing program; and

® to make recommendations on how HAO costs could be
reduced or how greater efficiency could be achieved,
particularly with respect to those administrative
areas which have implications for an on-going program.

To facilitate the accomplishment of these objectives, we
separated the HAO evaluation review from the on-going program
analysis. The HAO review is concerned primarily with the short-
run objectives of cost-effectiveness and recommendations for
greater efficiency. The on-going program analysis looks at the
implications of the HAO review findings for the analysis of other
on-going housing programs, such as Section 8. In view of this
project methodology we developed the following tasks:

® Task I - Develop a detailed and comprehensive
evaluation design;

® Task IT - Conduct an operations review of the South
Bend Housing Allowance Office;
[ Task III - Assess the implications of HAO review

findings for other housing programs;

® Task IV

Prepare final reports.

The product of Task I was a Review Guide which served as a
work program for Task II. The Review Guide contained evaluation

"criteria and work tasks for the HAO as a whole and for the

individual organizational units.
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Our approach to the Task II operations review was to perform
a general review of all HAO activities in order to identify those
areas which warranted in-depth analysis. The purpose of this
report is to present the findings and recommendations covering the
areas which were identified. This report is intended to serve as
a basis for discussion and as a guide for implementation of the
action steps required to realize the benefits identified in our

review.

The activities undertaken to prepare this report included
the following:

Interviews with all members of the HAO Director's
staff, division chiefs, section supervisors, and
other selected HAO personnel;

Review and analysis of client processing procedures and
administrative support procedures;

Review of HAO handbooks, manuals and other documents
relating to HAO procedures and policies;

Observation of client interviews for both initial
enrollment and annual recertification;

Interviews with members of the Rand site office and
the Rand FPOG (Field and Program Operations Group) staff
in Washington;

Observation of a housing evaluation and a housing
information session;

Review and analysis of the HAO budget process and
financial reports to include the Income and Expense
Analysis Report and Cost Center Report;

Review and analysis of time accounting data from
computer reports as well as individual time reports;

Review and analysis of HAO activity data from the
President's Program Reports, various Management Infor-
mation Reports, Daily Management Reports, quality
control reports, section logbooks, individual staff
logs, etc.;

Review of Rand and HUD reports on the Housing Allowance
Program and the Supply Experiment;

Visits to the Green Bay HAO to review procedures,
collect data, and interview the management staff.

In order to keep the HAO staff aware of our progress and to
elicit their response to our findings we conducted periodic
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status meetings. At two of these meetings, on September 24 and
October 21, 1976, we provided HAO and Rand personnel with written
as well as oral presentations of our preliminary findings and
recommendations. The purpose of these meetings was to provide

HAO and Rand personnel with the opportunity to review and comment
on our results.
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III. DESCRIPTION OF THE EXPERIMENTAL
HOUSING ALLOWANCE PROGRAM AND THE SUPPLY EXPERIMENT

Experimental Housing Allowance Program (EHAP)

EHAP was established by the U.S. Department of Housing and

Urban Development pursuant to Sections 501 and 504 of the 1970
Housing Act.

Unique aspects of the housing allowance concept are the
direct cash payments to household heads and selection of housing

units by the recipients subject to unit conformance to pre-
established standards.

The experimental nature of the program was focused on

certain broad questions concerning the allowance concept. These
questions were:

@ Who participates in housing allowance programs?

@ How do participating households use their allowance
payments?

<] Does the quality of housing improve for participating
households?

® Does a housing allowance program cause participants
to move in order to occupy an acceptable unit?

@ Are there significant market responses to a housing
allowance program?

@ What alternatives exist for administering the
program?

® What are the likely costs of a nationwide housing

allowance program?

To answer these questions, a research design was developed
which consisted of three separate experimental programs -- the
Demand Experiment, the Administrative Agency Experiment and the
Supply Experiment.

® The Demand Experiment

This experiment examines how households use housing
allowances. The experiment is testing the effects of
17 different forms of housing allowances on housing

choice in two housing markets. Some of the important
research areas are:

- participation rates of eligible households;
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- changes in housing expenditures by participants;
- changes in housing quality;

- changes in mobility and location patterns; and
= participant satisfaction with housing obtained.

The Administrative Agency Experiment

This experiment is intended to provide information on
different administrative methods for conducting a
housing allowance program. Different agency opera-
tions are analyzed and compared to assess alternative
approaches to the administrative functions involved in
operating a program.

The Supply Experiment

This experiment analyzes the reponse of housing markets
to the demand created by a full-scale housing allowance
program. Programs have been established in Brown
County, Wisconsin (Green Bay), and St. Joseph's County,
Indiana (South Bend). The Supply Experiment provides
open enrollment to the entire eligible population,
including both renters and homeowners. As discussed

in more detail below, the design of this experiment

has placed particular emphasis upon measuring changes
in price and quality of housing and housing-related
services brought about by the program.

The Supply Experiment -- Design and Implementation

The Supply Experiment was charged with providing answers to
four general questions about the effects of a national housing
allowance program on the housing market:

Supply responsiveness: How will suppliers of housing
services react to increased demand?

Behavior of market intermediaries: How will mortgage
lenders, insurance companies, and real estate brokers
respond to the program?

Residential mobility and neighborhood change: To
meet minimum housing standards will households move or
upgrade their original dwelling units?

Effects on non-participants: Will households not

receiving housing allowance payments be affected by
increases in the price of housing?
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The Supply Experiment may be dated from October, 1971, when
HUD invited Rand to prepare a design study to complement work done
by the Urban Institute on what later became the Demand Experiment.
In April, 1972, HUD contracted with Rand for Phase I (the planning
phase) of the Supply Experiment. The following eighteen months
were spent principally on site selection, elaborating the research
design, and planning the experimental housing allowance program.

To achieve the mission of the Supply Experiment, Rand
established at each site the following three groups:

@ Housing Allowance Office (HAO) - a private, nonprofit
organization which administers the housing allowance
program in the experimental area.

® Survey Group - an independent contractor which
conducts periodic surveys to determine the reaction of
households, suppliers and intermediaries to allowance
payments.

® Rand Site Office - Rand personnel who monitor the HAO
operations, the survey contractor, and community
reactions to the allowance program.

Housing Allowance Office - Mission and Responsibilities

The mission of the HAO is to administer the allowance
program for the Supply Experiment. In defining the responsibli-
ties placed on the HAO in support of that mission, we have relied
primarily on the General Design Report, May, 1973,1/ and subse-
gquent updates, and on the HAO Handbook.

The Supply Experiment is directed towards measuring the
impact of the allowance program on the housing supply market.
Consequently, the responsibility of the HAO in administering the
allowance program is primarily to generate sufficient recipients
whose additional housing expenditures will impact the market.
According to the General Design Report, "...Our primary considera-
tion in phasing enrollment and disbursement has been the effects
we wish to produce in the housing market."2/

Other HAO responsibilities are contained in Chapter 2 of
the HAO Handbook. The Handbook lists these responsibilities as
functions which are divided into two categories -- client-related
and finance and administration functions. According to the Handbook
the client-related functions are established to implement directly
the effective delivery of allowance payments and other services to

1/ Lowry, Ira S. (Ed.), "The Housing Assistance Supply Experiment:
General Design Report," First Draft, May 1973.

2/ General DeSign Report: Update of Section III, April 1975, p-.30.
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eligible households in conformance with program standards. Finance
and administration functions are performed to ensure that the
allowance program is effectively administered and that fiscal
integrity is maintained.

Housing Allowance Office - Chronology

Phase II of the Supply Experiment (the operating phase)
started March 5, 1973, when Rand opened its site office in Green
Bay. Although test enrollments were conducted as early as March,
1974, the Green Bay HAO did not invite applications from the
general public until June 19, 1974. By October, 1974, the South
Bend HAO had been organized, and the first household was
enrolled in December, 1974. Applications were invited from the
general public beginning April, 1975.

Housing Allowance Office - Organization

Initially, the organizational structures of the Green Bay
and South Bend HAOs were identical. Staff reductions and func-
tional realignments have since modified the Green Bay organiza-
tion. Exhibits 1 and 2 show the current organization structures
of both HAOs. Procedural differences between the two offices
noted during our review are listed in Appendix 1 to this report.
At the South Bend HAO the Client Services Division performs the
direct functions of enrollment, certification and housing evalua-
tion. Direct support for client services is also provided by
Information Services for computer processing and Financial Manage-
ment for recipient check processing.

The Finance and Administration Division is primarily
responsible for general financial and accounting services, per-
sonnel service, office management, and computer services. The
Director's staff includes the Public Information Office which is
responsible for attracting applicants via various media forms.

A more detailed listing of functions by section is contained in
Exhibit 3.
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Exhibit 3

LIST OF FUNCTIONS BY SECTION

Director and Director's Staff

- General administration and management

- Public relations

- Data collection and analysis
- Quality control and management reporting

Public Information Office

- Public Information

- OQutreach

Finance and Administration Division

- Administrative support
- Financial control

Personnel Section

- Recruitment
- Training
- Employee records

Financial Management Section

- Budget preparation

- Maintenance of accounts and
financial records

- Financial reporting

Administrative Services

- Purchasing and stores
- Facilities management
- Printing

Information Services

- Computer services support
- Client records

Client Services Division

- Enrollment processing

- Recertification

- Providing program guid-
ance to clients and
applicants

- Other direct client contact

Housing and Equal Opportunity
Information Section

- Housing information sessions
- Equal opportunity support
services

- Preliminary Application processing

Client Services Section

- Enrollment interviews
- Annual recertification inter-
views

Certification Section

- Certification of enroll-
ment and recertification
forms

- Verification of selected
forms

- Payments processing

Housing Evaluation Section

- Housing evaluations
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IV. CREATING THE DEMAND STIMULUS

Primary Responsibility of the HAO

As noted in the previous section, the primary responsibility
of the HAO is to deliver the demand stimulus to the local housing
market. This responsibility is discharged by enrolling appli-
cants and processing them through to recipient status. The
speed with which this demand is to be created is of major impor-
tance to the objectives of the Supply Experiment. As stated in
an update to the General Design Report, "By rapid enrollment, we

- can provide the market with clear signals of the change in housing

demand attributable to the experimental allowance program, thus
prompting, we expect, faster reactions from housing suppliers
with respect to both price changes and output changes."l/
Additional reasons for encouraging rapid enrollment were provided
in the General Design Report and included the following:

@ The experiment is of limited duration and its extension
would be expensive;

@ Experimental findings will be less pertinent to policy-
making the longer they are delayed; and

& The need for "clear signals" provided by rapid enroll-
ment would help counter the skepticism faced by an
experimental program.2/

Factors Influencing the Delivery of the Demand Stimulus

We have focused on the demand stimulus responsibility of the
HAO for two reasons. First, there are indications that the
current recipient level is considerably below the estimate of
eligible households in South Bend. Second, the South Bend HAO has
a large backlog of preliminary applicants waiting for enrollment
processing.

The estimates of eligible households in South Bend and Green
Bay are reflected in the following table:

1/ Lowry, Ira S. "The Experimental Housing Allowance Program: An
~ Update of Section III of the General Design Report", Rand
Corporation, WN-9070-HUD, April, 1975, p. 31.

2/ Ibid. pp. 30-31.
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Recipient
Level as
Revised Estimates of

of Eligible September

Households 1/ 1976

Green Bay 8,600 3,033

South Bend 17,500 3,541

The original General Design Report projected full scale
recipient load within one year of open enrollment. Later revi-
sions changed this projection to two years. Green Bay passed the
two year point in June of 1976. The South Bend HAO will complete
its second year of open enrollment by March 1977. Its 1976 net
recipient growth has averaged only 160 recipients per month which
indicates that full enrollment will not be reached within two years.

Although the number of new applications appears to be
slackening in Green Bay, South Bend has had a large backlog of
applicants since March, 1976 (See Exhibit 4). This backlog has
approached 900 applicants which is equivalent to a five or six
week delay in enrollment processing. The effects of this con-
tinuing backlog in South Bend include the following:

® Potential recipients are denied benefits they might
otherwise be receiving if the backlog did not exist.
Assuming an average of one month's delay in determina-
tion of eligibility because of the backlog, the average
monthly loss in payment benefits would be approximately
$11,000.2/

e The loss of the above funds in recipient payments means
that the demand stimulus is reduced by the same amount
for each month the backlog continues.

® The large and continuing backlog may be discouraging
some potential recipients from applying.

] The slow conversion of applicants into recipients has
resulted in increased outreach costs per new recipient.
During the period of applica