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VER THE PAST decade,
there have been signifi-
cant bright spots in our
nation’s efforts to pre-
serve, improve or replace where
necessary the public housing that
serves over one million of our
nation’s low-income families:
* Appropriation of $4 billion in
public housing capital funding
under the 2009 American
Reinvestment and Recovery Act
(ARRA);
* Increase in the amount of
financing for capital improvements
approved by the United States
Department of Housing and Urban
Development (HUD) under the
Capital Fund Financing Program
(CFFP), in which public housing
authorities (PHASs) borrow against
future appropriations of capital
funds, from $600 million to $3.8
billion;
¢ Substantial continued use by
PHAs of Low-Income Housing Tax
Credits (Tax Credits), to supplement
public housing capital appropria-
tions;
¢ Substantial increase in approved
energy performance contracting
(EPC) volume of leveraged invest-
ment to over $800 million, in which
PHAs finance energy conservation
measures based on future savings
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in operating costs;

* Innovative uses of other funding
sources, including Project-Based
Vouchers (PBV), Department of
Energy grants, Federal Home Loan
Bank Affordable Housing Program
grants, state and local sources such
as housing trust funds and tax
increment financing, and historic,
solar and new markets tax credits,
as well as the flexibility provided
by participation in the Moving to
Work demonstration for some
PHAs, to supplement these
TESOUTCES.

¢ FEnactment last year of the
Rental Assistance Demonstration,
the potential of which is discussed
below.

While some of these rescurces
have facilitated the replacement of
public housing or its preservation
under other subsidy programs,
others including the ARRA and
CFFP investments have reduced
the backlog of capital needs in the
remaining public housing stock.
They contributed to the finding in
last year's update, based on HUD-
funded studies by Abt Associates in
1998 and 2010, that per-unit
capital needs of the public housing
stock dropped somewhat (from
$32,850 to $27,550 on average, after
reasonable adjustments to promote
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apples-to-apples comparison) from
1998 to 2010.

Because those numbers are on
a per-unit basis, they ignore the
decrease in public housing units
during that time by roughly 9% or
almost 100,000 units. The lost units
often would have been among the
highest-needs units in 1998 and not
viable, and a significant percentage
of them have been replaced by
newly acquired, built or renovated
units, but the shrinkage nonethe-
less is also an important part of the
overall picture.

The amount of money appropriated
to address the public housing
backlog in the late 1990s and early
2000s was in the $3 billion to

$3.5 billion range, including mod-
ernization and HOPE VI funding,
The comparable figure, for fiscal
year 2012, is approximately $2 bil-
lion. The appropriation for the pub-
lic housing Capital Fund (Capital
Fund), $1.875 billion, is the lowest
annual appropriation since 1989. A
further cut of approximately 8.2%
could result from the implementa-
tion of the Budget Control Act of



2011's “sequestration” provisions, if
Congress does not take action
to avert this mandated action in

January 2013.

The current level of annual
appropriations must be contrasted
with the finding of the 2010 Abt
study that in addition to amounts
needed to address the $26 billion
capital backlog, over $3 billion is
needed annually just to address
new “accrual” needs as current
units age and systems need replac-
ing. This means that without signif-
icant additional revenues to address
capital needs from other sources,
under current appropriations levels
the public housing capital backlog
will grow and public housing condi-
tions will worsen.
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The most significant event during
the past year with respect to public
housing investments was the pas-
sage of the Rental Assistance
Demonstration (RAD) as part of the
HUD appropriations act for 2012.
This new law allows up to 60,000
public housing units to be convert-
ed to long-term Section 8 contracts
subject to annual appropriations,
either to the PBV program under
which PHAs contract with private
owners or themselves in some
cases, or the project-based assis-
tance (PBA) program under which
HUD contracts directly with own-
ers. The Administration advocated
for this legislation as a means of
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placing public housing under stable
long-term contracts so that financ-
ing for renovations could be raised
by borrowing against the properties'
rental income, as is routine for
other rental housing. The RAD
proposal to allow this type of

These numbers are the amounts appropriated for public housing
modemization through the Comprehensive Improvernent Assistunce
Program, the Comprehensive Grant Progrom and the Major
Reconstruction of Obsolefe Projects Program, through fiscol 1999;
ond the Capifal Fund Program therenfter. Depending on the years
in question, these funds olso coutd be used for operating expenses,
monagement improvernents and/or for fiscal years commencing
with fiscal 1996, public housing development. Congress has includ-
ed various setasides in these appropriafions and thus hey do not
fully represent amounts ovailable to PHAs. Nevertheless, they show
the frend in ovailable modernizafion resources. The chart does not
include HOPE Vi/Chaice Neighborhoods funding substantially to
replace obsolete public housing, which has been cut by several hunr
dred million dollars on an anaugl basis.
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financing for the public housing
stock has had a number of
antecedents, including proposals by
the Harvard University Graduate
School of Design'’s 2001 “Public
Housing Operating Cost Study”
(‘Harvard Study”), the Millennial
Commission in 2002, and HUD's
“Public Housing Reinvestment
Initiative” in 2002 and 2003. A
similar proposal was backed by
the “Public Housing Summit,” a
broad-based group of public hous-
ing experts, in 2008.

In 2010, the Administration
proposed a very broad version of
the RAD legislation, which encom-
passed housing assistance programs
other than public housing and
addressed numerous issues in great
detail. The legislation enacted last
year condenses the word count
dramatically, concentrates on
public housing, limits the initiative
to 60,000 units and leaves consider-
able authority to HUD.

In addition, Congress made a
fundamental structural change last
year with respect to funding. The
Administration had proposed $300
million in its 2010 version and $200
million in its 2011 version, to cover
the difference in costs between the
level of public housing operating
and capital subsidies that PHAs
receive and the subsidy levels that
would be needed to fund PBV or
PBA at the difference between mar-
ket rent and Section 8 tenant rent
levels. The enacted
legislation instead limits subsidy
to the levels of public housing oper-
ating and capital subsidies currently
received by the PHAs.

Given the budget deficit contro-
versy and Congressional pyrotech-
nics over the debt limit increase in
2011, RAD only could be enacted
with such a funding limitation. The
Administration decided to support
the legislation with that limitation,
despite the impact that the limita-
tion will have on the usefulness
of RAD for addressing the public

housing capital backlog, so that
implementation could begin and
the backlog could be addressed at
least to some degree.

The impact of this cost limitation
on PHAS' ability to raise capital
funds through RAD will be very
substantial. To simplify enormously,
if PHASs need the current level of
operating funding provided through
tenant rents and operating subsidies
to operate their developments, the
annual operating income potentially
available is the Capital Fund appro-
priation—for 2012, roughly $1,700
per unit. But that much may not be
available if the PHA has been using
Capital Funds to cover shortfalls
resulting from appropriations pro-
rations (this year's 95% pro-ration
left the average unit about $200
short of the formula’s estimated
need) or otherwise or for essential
management improvements, and
cannot count on operational savings
resulting from renovations or other
efficiencies to cover the gap. In
addition, the amount available to
make debt service payments for
capital improvements would be
reduced further to cover annual
capital replacement reserves
(HUD's default number has been
$500 per unit) and underwriting
adjustments such as for projected
vacancy losses that largely would be
funded in the public housing fund-
ing system with respect to vacancies
up to 3% (about $285 if the adjust-
ments equaled 3% of HUD's project-
ed public housing funding-based
RAD rent for the average unit). A
lender’s required debt service cover-
age of at least 1.11, depending on
the lender and loan program, would
reduce the available amount further.

Such deductions are only illustra-
tive, but indicate that the amount
available for debt service on an
average unit very plausibly could
be in the $650 range ($1,700 minus
$200 minus $500 minus $285
equals $715, divided by 1.1 equals
$650). Federal Housing
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Administration (FHA)-insured
loans in particular now offer
extraordinarily low rates and thus
great opportunities. Even with a
favorable assumed 3% rate and 40-
year term, however, $650 in avail-
able debt service would finance
slightly over $15,000—considerable
but well short of the average per-
unit capital backlog. PHAs should
run the numbers for each develop-
ment contemplated for RAD and
results will vary widely, but overall
it is clear that RAD is important but
needs additional leveraging or
funding to reach more of the public
housing capital backlog.

Consistent with that conclusion,
a study prepared for the principal
public housing industry groups by
Recap Real Estate Advisors (Recap
Advisors) found that at fiscal 2010
public housing funding levels,
which were substantially higher
than fiscal 2012 levels, 37% of the
public housing units studied could
finance their entire capital backlog.
By contrast, if Section 8 could be
funded at 100% of fair market
rents, 70% of units could finance
their entire capital backlog.

Congress could strengthen RAD
in the future by providing some
funding to cover the gap between
public housing and typical PBV or
PBA funding amounts. The House
of Representatives Financial
Services Commiittee's Section 8
reform bill, the Affordable Housing
and Self-Sufficiency Act of 2012,
reauthorizes RAD and authorizes
$30 million annually for this pur-
pose. This relatively small amount,
because it is gap funding, would
increase RAD's potential impact
substantially.

RAD Implementation
Issues

A great advantage of moving for-
ward despite RAD’s funding limit,
however, is the ability to work out
the details of a RAD initiative—



including addressing a multitude
of issues involving funding calcula-
tions, rent-setting, financing rules,
HUD processing, treatment of
residents, replacement housing and
other subjects. Thus, HUD pub-
lished a draft implementing notice
for public comment that contained
about 100 pages concerning the
public housing initiative (as opposed
to some other aspects of the legisla-
tion), received extensive comments
and published its final notice
inviting proposals and material
addressing the extensive comments
received in late July of 2012. HUD

Given the budget
deficit controversy
and Congressional

pyrotechnics over the
debt limit increase in
2011, RAD only could
be enacted with such
a funding limitation.

also undertook an impressive tech-
nical assistance effort to assure that
PHASs would know the potential of
RAD, including an Internet tool to
calculate potential borrowing capac-
ity for individual developments and
conferences with HUD staff and
potential lenders and investors.
While many of the public com-
ments addressed the details of fund-
ing and financing, some addressed
Administration’s basic program
element of “Choice-Mobility.”
Choice-Mobility allows residents of
the converted developments after
an initial occupancy period to
receive priority for a tenant-based
voucher from a PHA's previously
existing voucher allocation (the PBV
or PBA contract for the original unit
would remain in place). There is

precedent for this approach in the
PBV program, which requires that
PBV residents receive such a priori-
ty after one year of occupancy.

Nevertheless, the proposal
has been controversial. The
Administration argued that Choice-
Mobility is important for poverty
deconcentration and to allow fami-
lies more flexibility to live near jobs
Or support systems or otherwise
where they choose, and would be a
discipline on project management
by allowing residents to “vote with
their feet” if they are dissatisfied
with the current project. Skeptics
argued that because the proposal
does not create new tenant-based
vouchers, this requirement neces-
sarily would take away a voucher
from a family on the waiting list;
families living in converted devel-
opments already are advantaged
by having a housing subsidy (only
one of four eligible families has
one); the requirement could turn
the developments into partial way-
stations for families who mostly
want tenant-based vouchers; the
additional resident turnover would
increase management expenses
and could undermine development
viability; and on the other hand,
the extent to which management
discipline is fostered is mitigated
by long waiting lists for subsidized
housing and thus the likelihood
that there always be a family who
would like to move in.

Congress largely avoided this
issue by including no statutory lan-
guage and instead indicating in the
Senate Appropriations Committee
Report that Choice-Mobility should
be an element of the demonstra-
tion. HUD’s final implementing
notice keeps the Choice-Mobility
element, but provides some limita-
tions for PBA conversions by post-
poning applicability to two years
after the later of the beginning of
the contract or the family’s move-in
date; allowing PHASs to limit the
number of families who can take
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advantage of the preference to 15%
of a development’s families in any
year; and allowing PHAs to limit
their annual commitment of
turnover vouchers for this purpose
to one third. The notice also pro-
vides in the RAD competition for
up to 10% of units to be exempt
from the Choice-Mobility require-
ment (e.g., for a PHA that only
administers public housing).
Another key aspect of the RAD
legislation is its treatment of the
threat of foreclosure that accompa-
nies any borrowing secured by the
underlying property. Concern that
public housing units might be lost
by foreclosure was a substantial
impediment to the progress of the
Administration’s proposal in 2011.
The RAD statute addresses this
concern by requiring that Section 8
subsidies and property use restric-
tions continue after foreclosure and
that properties generally remain
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under the control of PHAs or other
public entities. HUD's implement-
ing notice does not elaborate much
on these provisions.

While this resolution of the fore-
closure risk issue allowed RAD to
move forward, its impact on the
availability of private lending is
one of RAD outcomes to be tracked
carefully. Recap Advisors as part
of its study conducted a survey of
lenders, with optimistic conclusions
substantially based on lenders’ like-
ly reliance on insurance from the
Federal Housing Administration
(FHA).

The RAD implementing notice
sets up an initial application period
in the fall of 2012. Because of the
subsidy limitation, the demand
for this program is very uncertain.
PHAs that want to take at least
some of their portfolio out of the
heavily regulated public housing
program with poor funding
prospects may apply for RAD with-
out trying to finance much or any
rehabilitation. Other PHAs will be
able to obtain financing to address
relatively low levels of capital
needs, or may be able to combine
other resources to augment what
RAD otherwise could finance.

The Administration hopes that
4% Tax Credits, which unlike 9%
Tax Credits are readily available
in most states, will be a valuable
supplemental funding source for
RAD. For this to occur, PHAs will
have to be able to leverage RAD or
use other funding contributions to
meet the 4% Tax Credit require-

ment that tax-exempt bonds essen-
tially equal to half of the investors'
Tax Credit basis must be issued and
thus repaid; some but not all of the
funds for such repayments might
come from Tax Credit syndication
proceeds. Because the Administra-
tion has structured the process

so that it will make awards after
receiving applications for one
month ending October 24, there
will be a prompt indication of the
nature and extent of the demand
for RAD at current public housing
funding levels.

During the past several years a
number of PHAs, such as the
Boulder (Colo.) Housing Partners,
Housing Authority of the County
of Santa Clara (Calif.) and King
County Housing Authority (Wash.),
have been able to finance improve-
ments to their former public
housing stock by obtaining HUD
approval for public housing disposi-
tion, retaining control of the prop-
erties, project-basing replacement
vouchers that HUD had awarded
them to the sites, and financing
against the rental income streams.
The approach has depended upon
the availability of replacement
vouchers. This innovative approach
has been undertaken both with and
without use of 4% Tax Credits, and
these transactions both could be a
source of “lessons learned” as RAD
moves forward and illustrate the
potential of a more fully-funded
RAD.

HUD, however, issued a notice
in February of 2012, severely limit-
ing PHAs' ability to use this mecha-
nism in the future. HUD's notice
among other things states that
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generally PHAs have “alternative
resources” to address their capital
and operating funding needs. That
premise would not seem to apply
in many instances, including to a
significant number of develop-
ments with capital needs beyond
the reach of 4% Tax Credits cou-
pled with public housing funding,
and no realistic prospect of receiv-
ing CFFP, 9% Tax Credit or Choice
Neighborhoods funds.

Largely because of the spend-out
of $4 billion in ARRA funds, the
substantial cutbacks in Capital
Fund appropriations (from $2.5 bil-
lion in fiscal 2010 to $1.875 billion
in fiscal 2012) will take awhile to be
fully felt. But the impact of the cut-
backs will be severe, if sustained.

The use of CFFP during the past
year again was modest; approxi-
mately $49.6 million, of which
$31.4 million was committed to
transactions completed by the
Charlotte, Lucas County (Ohio),
and Hartford PHAs. Because PHAs
only can leverage their future capi-
tal funding to the level that allows
them to retain 3-1 debt service cov-
erage relative to projected annual
Capital Funds, the demand for
CFFP substantially may have run
its course — even though several
large PHAs never have used this
initiative. In view of the cut in
Capital Fund appropriations, some
PHAs with existing CFFP loans
were trying to find resources to
reduce or eliminate those loans so
that the need to use future Capital

There will be o prompt
indication of the
nature and extent of
demand for RAD at
current public housing
funding levels.



Funds to pay debt service rather
than for renovations could be
reduced. The Denver Housing
Authority used approximately $7
million in operating reserves for
this purpose.

The Administration’s fiscal 2012
proposal to require PHAS to use
operating reserves to offset new
operating subsidy appropriations
spurred PHA interest in using such
reserves to address capital needs,
rather than leaving the reserves
vulnerable to future offsets. The
Administration initially ruled that
the reserves legally could not be
used for capital improvements, but
that they could be used to repay
debt service on “Operating Fund
Financing Program” (OFFP) loans
made to finance such improve-
ments. PHAs then began to develop
proposals for such OFFP loans. The
largest approved OFFP loan was
approximately $8.7 million for the
Houston Housing Authority.

Congress clarified in the 2012
appropriations act that operating
reserves could be used for capital
improvements other than “large
modernization projects” at least
during fiscal 2012, thus curtailing
the need for OFFP loans. In any
event, the remaining level of oper-
ating reserves limits this potential
source of addressing the capital
backlog to not more than several
billion dollars at the most.

The Tax Credit market continued
to recover during 2012 and Tax
Credits again were a viable resource
(after shrinking drastically in 2008
and 2009) to supplement public
housing funding, The HOPE V1
program for replacing severely
distressed public housing at one
time had been a substantial source
of funding to be complemented
with Tax Credit investments. The
Choice Neighborhoods program, the
replacement program for HOPE VI,
only received funding for five
implementation grants awarded in
fiscal year 2011, one of which was
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related to a distressed PBA project
rather than public housing. HUD
also awarded 13 more Choice
Neighborhoods Planning grants,
bringing the total to 30 planning
grants from fiscal 2010 and 2011
appropriations. These awards will
demand PHA creativity to achieve
their promise, because most PHAs
receiving them will not see Choice
Neighborhoods implementation
grants for years, if ever, unless
appropriations are increased dra-
matically.

In the immediate future, we will be
able to determine more about the
potential of RAD and the virtually
certain need to strongly advocate
gap funding to build upon that ini-
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tiative. More generally, PHAs have
been resourceful in finding many
sources to address the capital needs
of the public housing stock. HUD
has promoted these efforts in many
ways and could undertake addition-
al tracking and promotion of the
most promising resources, in addi-
tion to continued advocacy in sup-
port of these resources’ availability
(such as Tax Credits as Congress
considers comprehensive tax
changes). But the biggest determi-
nant of the next decade's success is
likely to be the degree of govern-
mental support for public housing
preservation in a climate of severe
budget retrenchment and how that
translates to funding. The upcom-
ing election will set a tone in that
regard for at least the next several
years. W
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