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Section 8 Housing Choice Voucher Program:
Funding and Related Issues

Summary

The largest federal program designed to provide affordable housing to low-
income families is the Section 8 Housing Choice VVoucher program, which serves
over 2 million households. Section 8 vouchers are tenant-based subsidies that [ow-
income families use in the private market to lower their rental coststo 30% of their
incomes. The modern program began in the early 1980s and has grown to replace
public housing as the primary tool for subsidizing the housing costs of low-income
families. Itscreation and much of its history are characterized by support from both
ends of the political spectrum — for its use of the private market, on the one hand,
and for its deep subsidies for the poorest families, on the other.

Over the past several years, the program has come under firefor itsrising cost.
From 2001 to 2005, the cost of the program hasincreased by over 34%, although the
number of people served has remained roughly the same. These cost increases can
be attributed to a number of factors, not the least of which is the structure of the
benefit. Thevalue of avoucher iscalculated asroughly the difference between rents
in a community and 30% of participating households incomes. In recent years,
rents have been rising faster than incomes, which, along with federal policy changes
designed to expand household choice and deconcentrate poverty, has driven up the
cost of a voucher and therefore the cost of the program. In FY 2005, the overall
Section 8 program, at more than $20 billion, accounted for over half of the entire
budget of the Department of Housing and Urban Development (HUD). Thevoucher
component alone constituted morethan athird of HUD’ sbudget. Inorder to provide
that funding level while remaining within discretionary budget caps, congressional
appropriators had to enact funding cutsto amost all other HUD housing programs.

In order to address the rising cost of the program, the Bush Administration has
proposed to enact someform of block grant in the Section 8 voucher program in each
of the last two years and has stated that a reform proposal will again be introduced
in the 109" Congress. Both Administration proposals submitted during the 108"
Congress were designed to devolve additional authority to the local level, increase
administrative ease, and cut the cost of the program. While neither initiative saw
congressional action, they did spark major debate about the future of the program.
When considering these reforms, Congress will face difficult trade-offs between the
federal policy goalsof providing safe, decent, and affordable housing to low-income
families and the federal budget realities of decreasing funds available for domestic
socia programs.

This report, which will be updated, provides an introduction to the Section 8
voucher program, its funding, and current issues and proposals.
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Section 8 Housing Choice Voucher
Program: Funding and Related Issues

Most Recent Developments. On February 7, 2005, President Bush
submitted his FY 2006 budget proposal to Congress. It included arequest for $15.9
billion for tenant-based rental assistance (Section 8 vouchers), a$1 billion increase
over FY2005. It would continue and expand the practice of budget-based funding
for PHAs (which is explained in this report), and it indicates that the President will
propose voucher reform legislation in the 109" Congress. For more details on the
President’ sFY 2006 budget, see Devel opmentsinthe 109" Congressat theend of this
report.

Introduction

Thefederal government operates anumber of programs designed to assist |ow-
income familieswith housing costs. The Public Housing program provides publicly
owned and federally subsidized housing to low-income families. The HOME
Investment Partnerships program provides money to statesand local communitiesto
fund the development and rehabilitation of low-cost housing. The Low-Income
Housing Tax Credit program provides tax credits to states, which allocate them to
developers building lower-cost housing targeted at low-income families.

This report focuses on the largest direct housing assistance program targeting
low-income families: the Housing Choice VVoucher (HCV) program, also referred to
as the Section 8 voucher program. Section 8 of the U.S. Housing Act of 1937, as
amended, actually governs two programs, the Section 8 voucher program and the
Section 8 project-based rental assistance program. These two programs were
previously funded under a joint account, called the Housing Certificate Fund;
however, the FY 2005 appropriationslaw split the Housing Certificate Fund into two
accounts. The tenant-based rental assistance account now funds the voucher
program, and the project-based rental assistance account now funds project-based
Section 8 rental assistance.

TheHousing ChoiceV oucher (HCV) program providessubsidiestolow-income
families to help with their housing costs." Through the HCV program, eligible
families can receive subsidies, called vouchers, that they can use to reduce their rent
inhousing unitsowned by private landlords. Thevoucher programisdifferent from
the Public Housing program, which allows eligible families to move into low-rent

! Housing costs that account for no more than 30% of a low-income family’s adjusted
income are considered “affordable” under most HUD assisted housing programs. For
example, most HUD low-income housing programs require participantsto pay 30% of their
adjusted income toward rent.
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housing units owned by public agencies. The Section 8 voucher program is
administered federally, by the Department of Housing and Urban Development
(HUD), but it ismanaged locally, by quasi-governmental public housing authorities
(PHAS).2

The Housing Choice Voucher program is the largest program in the federa
budget that subsidizes the housing costs of low-income households. For FY 2005,
over $20 billion was provided for all of Section 8, almost $15 billion of which was
for the voucher program. Section 8 accountsfor over half of the total HUD budget;
vouchers alone account for more than a third of HUD’s budget. The voucher
program serves over 2 million low-income households.

The government has created housing assistance programs for a number of
reasons. Many studies have shown that alarge percentage of poor people spend more
than half of their income for housing, which can inhibit their ability to meet other
basic needs and/or put them at a greater risk of homelessness. Studies have also
shown that a lack of low-cost housing can serve as a barrier to employment for
families transitioning from welfare to self-sufficiency;® housing instability can
jeopardizeemployment stability. Additionally, housing cost, availability, and quality
all play an important role in the health of a community. Many studies have shown
that unhealthy communities— those plagued by crime, drugs, and concentrations of
very poor people — are dangerous for families, especially children.

There are some indications that these problems may be getting worse for low-
incomerenters. Accordingto Harvard University’ sJoint Center for Housing Studies,
contract rent increases outpaced renter income gainsfor househol ds acrossthe board
in 2003. During the most recent recession, the real median income of rentersfell by
1.8%, while rental costs continued to grow beyond the rate of inflation. Since the
homeownership boom began in 1993, only dlightly more rental units have been
devel oped than have been demolished; although 1.8 million units were constructed
from 1993-2003, they represent anet gain of only 100,000 units. Despitethismodest
increase in units, the pressure on the low-cost rental market has not subsided. The
new apartmentsthat have been built are substantially more expensive on averagethan
the ones being lost. While vacancy rates overall are on the rise, vacancy rates on
units affordabl e to the bottom income quintile are notably lower than vacancy rates
on more expensive units.*

Despite the generally agreed-upon goal of safe, decent, and affordable housing
for al families, debate persists as to the appropriate role of the government in its
provision. Whilethe voucher program hasin the past enjoyed wide popularity asthe
most effective and efficient tool in meeting the nation’ s affordable housing needs,

2 For more about the legal structure of PHAS, see 42 U.S.C. § 1437a(b)(6).

3 For asynthesis of studies on Housing and Welfare, see Barbara Sard and Margy Waller,
Housing Strategiesto Strengthen Welfare Policy and Support Working Families, Center on
Urban and Metropolitan Policy, Brookings Institution, and Center on Budget and Policy
Priorities, Research Brief, Apr. 2002.

* The State of the Nation’s Housing, 2003, from Harvard University’s Joint Center for
Housing Studies, at [http://www.jchs.harvard.edu/publications/markets/son2003. pdf]
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concerns — primarily about its cost but also about how well it works — have been
increasing. Reform proposalswereintroduced in both sessions of the 108" Congress
and, although none were enacted, Congress included changes designed to curb the
cost of the voucher program in the FY 2003, FY 2004, and FY 2005 appropriations
laws. It islikely that Congress will continue to debate reforms to the Section 8
voucher program in the 109" Congress.

This paper focuses specifically on the voucher program’s funding and related
issues, beginning with a brief overview of how the voucher program works. For
background on Section 8 in general, including project-based Section 8, see CRS
Report RL32284, An Overview of the Section 8 Housing Program.

Section 8 Voucher Program Basics

How the Voucher Program Works. Eligible families can receive one of
twotypesof vouchers: tenant-based vouchersand project-based vouchers.® Families
receiving tenant-based vouchers are responsible for finding housing units owned by
landlordsthat accept vouchers. Familiesrecei ving project-based vouchersmoveinto
units that PHAs already have under contract with private landlords. Families
receiving tenant-based vouchers pay between 30% and 40% of their incomes for
housing;® families receiving project-based vouchers pay 30% of their incomes for
housing.

The majority of vouchers are tenant-based. By law, only 20% of a PHA’s
vouchers can be project-based and only 25% of unitsin abuilding can have project-
based vouchersattached to them. These capson project-based vouchersareintended
to prevent PHAs from concentrating very low-income families in one area or
building. The deconcentration of high-poverty areas hasincreasingly becomeagoal
in federal housing programs; even traditional public housing is moving to a mixed-
income model through programs such as HOPE V1.’

In order to be eligible for a voucher, a family must have a very low income.
Very low-income families are defined by HUD as families whose incomes are less
than 50% of thelocal areamedianincome. Areamedianincome (AMI)iscalculated
by HUD for every jurisdiction in the country. Although very low-income families
are eligible for vouchers, extremely low-income families are targeted for vouchers.

®> Note that project-based vouchers are different from project-based Section 8 rental
assistance. Project-based vouchersarean allowable use of vouchers; project-based Section
8 rental assistance is a program of subsidized housing units not included in the voucher
program.

¢ Families must pay 30% of their incomes toward rent, but cannot be required to pay more
than 30%. They can chooseto pay up to 40% in thefirst year of their lease and can choose
to pay more than 40% in subsequent lease renewals.

" The HOPE VI program provides grants to PHAS to revitalize distressed public housing
through demolition and construction of new, mixed-income housing units. For more
information on the HOPE VI program, see CRS Report RL32236, HOPE VI: Background,
Funding, and Issues, by Maggie McCarty.
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Three-quarters of al vouchers must, by law, be given to extremely low-income
families. Extremely low-income families are defined by HUD as families whose
incomes are less than 30% of AMI. To illustrate the regional variation in these
definitions of low-income and their relationship to federal definitions of poverty,
Table 1 compares HUD’s income definitions to the Department of Health and
Human Service' s (HHS) poverty guidelines for several geographic areas. Note that
HHS poverty guidelinesareuniforminall partsof the country (except for Alaskaand
Hawaii, not shown in the table below).

Table 1. Income Thresholds for a Three-Person Family
in Selected Areas in 2005

HUD very low- HUD extremely HHS poverty
income limits low-income limits guidelines
Jefferson County, MS $16,450 $9,850 $16,090
Missoula, MT 24,050 14,450 16,090
New York, NY 28,250 16,950 16,090
San Francisco, CA 50,900 30,550 16,090

Source: Department of Housing and Urban Development 2005 Income Limits and Department of
Health and Human Services 2005 Poverty Guidelines.

Families wishing to receive Section 8 voucher assistance must apply to their
local PHASs for an available voucher. PHAS are quasi-governmental bodies that
manage the HCV program. Their functions include setting local program policies,
including subsidy levels, screening familiesfor eligibility, maintaining waiting lists,
helping families find units, and signing contracts with and making payments to
landlords. PHAs also own and manage Public Housing.

Once an eligible family receives an available voucher, different steps are taken
and different rent cal cul ations are made depending on whether the voucher istenant-
based or project-based. If the family receives a project-based voucher, then the
family signsacontract with HUD and acontract with thelandlord and movesinto the
unit. Onceinthe unit, the family pays 30% of itsincome towards rent and the PHA
pays the landlord the rest. The amount paid by the PHA, caled the Housing
Assistance Payment (HAP), cannot exceed 110% of the fair market rent (FMR).2

If the family receives a tenant-based voucher, then the family must find an
eligible unit. In order to be eligible, a unit must meet minimum housing quality
standards (HQS) and cost less than 40% of the family’ sincome® plus the HAP paid
by the PHA. The HAP paid by the PHA for tenant-based vouchers, like the HAP

8 FMRsaredetermined annually by HUD and are cal cul ated asthe 40™ percentilerental cost
for agiven jurisdiction.

° This 40% cap on atenant’s contribution isin effect only for the first year. After the first
year, if rent increases and the family wishes to continueto live in the unit, then the family
can choose to contribute more than 40% of its income toward rent.
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paid for project-based vouchers, is capped; however, with tenant-based vouchers,
PHAshavetheflexibility to set their caps anywhere between 90% and 110% of FMR
(up to 120% FMR with prior HUD approval). The cap set by the PHA iscalled the
payment standard. Once afamily finds an digible unit, the family signs a contract
with HUD, and both HUD and the family sign contractswith thelandlord. The PHA
will pay the HAP (the payment standard minus 30% of thefamily’ sincome), and the
family will pay the difference between the HAP and the rent (which must total
between 30 and 40% of the family’ sincome).

Once afamily is using a voucher, the family can retain the voucher aslong as
the PHA has adequate funding for it and the family complieswith PHA and program
requirements. If afamily with a tenant-based voucher wants to move, the tenant-
based voucher can move with the family; afamily with a project-based voucher can
convert to a tenant-based voucher after one year and then move, aslong as atenant-
based voucher isavailable. Oncethefamily movesto anew area, thetwo PHASs (the
PHA that originally issued the voucher and the PHA that administersvouchersinthe
new area) negotiate regarding who will continue to administer the voucher.™

Thevoucher program doesnot contain any mandatory timelimits. Familiesexit
the program in one of three ways: their own choice, non-compliance with program
rules (including non-payment of rent), or if they no longer qualify for a subsidy.
Families no longer qualify for a subsidy when their incomes, which must be
recertified annually, have risen to the point that 30% of that incomeisequal to rent.
At that point the HAP payment will be zero and the family will no longer receive any
subsidy.

Voucher Supply and Demand. Eligible families are not guaranteed
vouchers. The Section 8 voucher program is not an entitlement program, and the
number of vouchers administered in the program is determined by how much money
Congressprovidesintheappropriationsprocess. InFY 2005, over 2millionvouchers
were available for families. Table 2 shows the number of vouchers eligible for
funding over the most recent seven years.

10 The feature of avoucher that permits afamily to move from one jurisdiction to another
whileretainingtheir assistanceisreferredtoasportability. Theadministration of portability
has proven to be complicated for PHAS. In some cases, the originating PHA isbilled for the
cost of the family’s voucher by the receiving PHA; in other cases, the receiving PHA
transitions the new family onto one if its vouchers and the original voucher reverts to the
originating PHA. PHA advocacy groups have called for HUD to make regulatory reforms
to ease the administration of portability.
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1999 2000 2001 2002 2003 2004 (est.) 2005 (est.)
Vouchers
eligiblefor
payment 1,681,774 | 1,837,428 | 1,966,171 | 1,997,733 2,095,327 2,136,808 2,142,455

Source: Datafor 1999-2002 are taken from HUD FY 2002 Performance and Accountability Report,
pp. 1-15; data for 2003 and 2004 are taken from HUD FY 2005 Congressional Budget Justification,
p. T-1; datafor 2005 are calculated by CRS based on HUD schedules of voucher expirations.

a. HUD reports the number of vouchers eligible for payment each year. However, all vouchers
eligible for payment may not be used in ayear. Therefore, the vouchers eligible for payment
are not an accurate measure of the number of households served by the programinayear. The
number of households served is some number less than the number of vouchers eligible for
payment.

Therearefar fewer vouchersthan eligiblefamilies. Accordingto HUD analysis
of American Housing Survey data, over 5 million househol dshad worst-casehousing
needsin 2001. HUD definesfamilies as having worst-case housing needsif they are
unassi sted renterswith very low incomes (50% of areamedianincomeor below) and
they pay 50% or more of their incomes toward rent and/or live in severely
substandard housing. Not surprisingly, the poorest families have the greatest needs.
Of those more than 5 million househol ds with worst-case housing needs, 75% had
extremely low incomes (30% of area median income or below).

A family’ sneed for avoucher can be perceivedinone of twoways. thefamily’s
income is too low, or housing prices in a community are too high, for afamily to
avoid paying an excessive percentage of its income toward housing costs. Either
way, therewere only 42 available units for every 100 extremely low-income renters
in the United States with rent that would have required 30% or less of an extremely
low-incomefamily’ sincomein 2001. Thismeans, theoretically, that only about two
out of every five extremely low-income renters in the U.S. could find housing that
was " affordable.” Thisratio had remained steady since the 1999 American Housing
Survey. The odds are better for households as their incomes rise. For families
earning up to 50% of area median income in 2001, there were about 76 units
available and affordable for every 100 families. However, this availability shows a
decline from 1999, when there were 78 affordable and available unitsfor every 100
very low-income families.**

Asaresult of the large number of families who could be eligible for a voucher
relativetothesmall number of vouchersavailable, most PHAsmaintainwaitinglists.
In some jurisdictions, these lists are many years long and in others, the lists are

1 Datacited inthe previoustwo paragraphs aretaken from HUD analysisof 2001 American
Housing Survey data as presented in the report Trends in Worst Case Needs for Housing,
1978-1999: A Report to Congress on Worst Case Housing Needs, plus Update on Wor st
Case Needsin 2001, Office of Policy Development and Research, Department of Housing
and Urban Devel opment, Dec. 2003.



CRS-7

closed. Inthecaseof project-based vouchers, PHAsallow landlordsto keep separate
waiting lists for their buildings, which can also be long.

Table 3 displaysthe characteristics of familieswho used vouchersin 2000 (the
most recent version of thisanalysis available). Asillustrated below, over one-third
of all voucher households were elderly or disabled. Of those who were not elderly
and not disabled, over half wereemployed and about aquarter werereceivingincome
from TANF (or state funded general assistance). The median length of stay in the
voucher programwasjust over threeyearsfor all households, withtheelderly staying
inthe program the longest and familieswith children moving out of the program the
fastest.

Table 3. Characteristics of Voucher Recipients, 2000

Household type Percent of all voucher recipients
Elderly Head of Household (HH) 17%
Disabled HH 22%
All non-elderly, non-disabled HH 61%
Non-elderly, non-disabled HH, with children 53%
Sour ce of income Per cent of non-elderly, non-disabled
voucher recipients
Income from work 57%
No welfare 50%
Plus welfare 6%
Income from welfare but not work 21%
Income from other sources? 22%
Zero income 6%
Household type Aver age earnings
Non-elderly, non-disabled HH $12,074
With no welfare $12,506

With some welfare

$8,580

M edian length of stay in voucher

Household type program (in years)
Elderly HH 5.3
Disabled HH 3.0
Non-elderly, non-disabled HH
(with children) 2.6
Non-elderly, non-disabled HH
(without children) 3.8
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Source: CRSreproduction of datafound in Jeffrey M. Lubell, Mark Shroder, Barry Steffen, “Work
Participation and Length of Stay in HUD-Assisted Housing,” Cityscape, vol. 6, no. 2 (2003); authors
used HUD 2000 data.

a. This category includesincome sources such as child support and/or gifts as well asreports of zero
income.

Note: “HH” stands for “Head of Household.” A family is defined as elderly or disabled based on
whether the head of the householdiselderly or disabled, not on whether any member of the household
iselderly or disabled.

Special-Purpose Vouchers. Thevoucher program also has several special
programs or uses. Theseinclude family unification vouchers and vouchers used for
homeownership. Family unification vouchers are given to families for whom the
lack of adequate housing isaprimary factor in the separation, or threat of imminent
separation, of children from their families or in preventing the reunification of the
children with their families. According to the Child Welfare League of America,
HUD has awarded 33,497 family unification vouchers to PHAs since the inception
of the program.*?

While there are no specifically authorized “homeownership vouchers,” since
2000 certain families have been eligible to use their vouchers to help pay for the
monthly costsassociated with homeownership. Eligiblefamiliesmust work full-time
or be elderly or disabled, befirst-time homebuyers, and agree to compl ete first-time
homebuyer counseling. PHA s can choose whether to run ahomeownership program
and an increasing number of PHASs are choosing to do so. According to HUD’s
FY 2004 Performance and A ccountability Report, atotal of 2,052 homeownerswere
assisted with vouchersin FY 2004.

Two large-scale demongtrations are currently underway in the Section 8 voucher
program. The Moving to Opportunity Fair Housing Demondgtration (MTO) was
authorized in 1992 (P.L. 102-550, P.L. 102-139). MTO combines housing counsdling
and services with tenant-based vouchersto help very low-incomefamilieswith children
moveto areaswith low concentrations of poverty. Theexperimental demonstrationwas
designed to test the premise that changesin an individua’ s neighborhood environment
can change his or her life chances. Since participating families were selected between
1994 and 1998, the full results of the 10-year demonsiration are not yet available.
However, HUD has published severd interim evauations of the short- and mid-term
impacts of MTO. They have found some improvements in housing qudity,
neighborhood conditions, safety and child and adult health for families that moved to
lower-poverty areas. Mixed effectswerefound on youth delinquency and risky behavior.

2HUD awarded 33,497 FUP vouchersfrom 1992 to 2001. Each award included fiveyears
of funding per voucher and the voucher’s use was restricted to FUP-eligible families for
those five years. At the end of those five years, PHAs were eligible to convert those FUP
voucherstoregular vouchers. Whilethefive-year userestrictions have expired for all FUP
vouchers, according to surveys conducted by the Child Welfare L eague of America, thevast
majority of PHAS have continued to use their original FUP vouchers for FUP-eligible
familiesand somehave even chosen to use someregular-purposevouchersfor FUPfamilies.
Asaresult of thesetwo factors, itisunclear how many familiesare receiving FUP vouchers
at thistime.
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Small positiveimpactswerefound on child education, but noimpacts have yet been seen
on employment, earnings, or receipt of public assistance.™®

The Moving to Work Demonstration, authorized in 1996 (P.L. 104-134), was
created to give HUD and PHAs the flexibility to design and test various approaches
for providing and administering housing assistance. The goals were to: reduce
federal costs, providework incentivesto families, and expand housing choice. MTW
allows participating PHAs greater flexibility in determining how to use federal
Section 8 voucher and Public Housing funds. It also permitsthem to seek exemption
from most Public Housing and Housing Choice Voucher program rules. An
evauation for MTW published in January 2004* reported:

Thelocal flexibility and independence permitted under MTW appears to allow
strong, creative [P]JHAs to experiment with innovative solutions to local
challenges, and to be more responsive to local conditions and prioritiesthan is
often possible where federal program requirements limit the opportunity for
variation. But allowing local variation poses risks as well as provides potentia
benefits. Under MTW, some [P]HAS, for instance, made mistakes that reduced
the resources available to address low-income housing needs, and some
implemented changesthat disadvantaged particular groups of needy households
currently served under federal program rules. Moreover, some may object to the
likelihood that allowing significant variation across[P|HAsinevitably resultsin
some loss of consistency across communities.

Funding Structure and Recent Changes
in Appropriations Law

Thefunding structure of the Section 8 voucher program differsfrom many other
direct assistance programs for low-income families in that funds flow from the
federa government (HUD), through local field offices, directly to local PHAS.
Except for when acting asPHASs, statesare not involved in administering the voucher
program and funds do not flow through them to reach the local level.

The voucher program is not an entittement program, and its funding is
determined through the congressional appropriations process.>  However,
historically, Congress has funded the voucher program in a way similar to an
entitlement program — meaning the amount of appropriations was based on an

3 Moving to Opportunity Fair Housing Demonstration Program Interim |mpacts
Evaluation, US Department of Housing and Urban Devel opment, Prepared by Larry Orr,
et al., Abt Associates; and Lisa Sanbonmatsu, et al., National Bureau of Economic
Research, Sept. 2003.

4 Housing Agency Responsesto Federal Deregulation: An Assessment of HUD’ s“ Moving
to Work” Demonstration, U.S. Department of Housing and Urban Devel opment, Prepared
by Martin D. Abravanel, et a., Urban Institute, Jan. 2004.

1> See CRS Report RL 32443, The Department of Housing and Urban Devel opment: FY2005
Budget, by Richard Bourdon, Bruce Foote, Maggie McCarty, and Eugene Boyd, for a
detailed discussion of HUD appropriations.
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estimate of actual anticipated costs. Every year, Congress provided oneyear’ sworth
of funding to cover program costs, based on the anticipated cost of vouchers
multiplied by the number of vouchers that Congress had previously authorized and
that required renewal. Since the size of a voucher is determined on the basis of a
statutory formula(the payment standard (or rent) minusafamily’ scontribution (30%
of income)), the cost of avoucher islargely predetermined by participating families
incomes and rents in acommunity. However, beginning in FY 2003 and continuing
into FY 2004 and FY 2005, Congress has changed the way that it funds the voucher
program, particularly the way it pays for the renewal of existing vouchers. These
changes, which have proved to be controversial, were designed to help curb the cost
of the program by shifting from an actual cost-driven model to a more traditional
discretionary funding model based on afixed dollar amount.

In addition to renewal costs, Congress has also funded new vouchers,
administrative costs, and the costs of other initiatives. These are described in
detail below.

Renewal Costs

In order to continue to be availableto families, vouchers require renewal when
their funding runsout. Recent changes enacted by Congress and implemented by
HUD have raised questions about whether the past practice of funding the voucher
program based on the expiration of existing contracts will be maintained in the
future.

FY2003 Funding Changes. Prior to FY2003, PHAs administering the
voucher program were funded based on their average annual per voucher cost from
the previous year, adjusted by an inflation factor, multiplied by the number of
vouchers that the PHA was authorized to lease.’® In the case that a PHA’s voucher
costs had increased faster than the inflation factor established by HUD, HUD
maintained areserve equal to one month of voucher funding on behalf of each PHA.

However, few PHAswereabletolease 100% of their vouchers, so they typically
had more money in their budgets than they needed and rarely had to dip into their
one-month program reserves, even if their costs went up disproportionately. At the
end of the year, HUD and the PHA would reconcile their budgets, and HUD was
typically able to recapture unused funds from PHAS' budgets.

In FY 2003, Congress changed theway PHAswerefunded in an attempt to limit
recaptures of unspent funds and provide funding levels that better reflected actual
use. Congressdirected HUD to use PHAS average annual per voucher cost fromthe
previous year, increased by the inflation factor, and multiplied by the number of
vouchersthe PHA could reasonably be expected to lease in that year. Specificaly,
the law stated:

1 PHASs“lease” voucherswhen they sign contracts with tenants and landlords under which
they agree to provide payments to landlords on behalf of tenants. Each PHA has a fixed
number of vouchersit isauthorized to “lease.”



CRS-11

The Secretary shall renew expiring section 8 tenant-based annual contributions
contracts for each public housing agency ... based on the total number of unit
months which were under lease as reported on the most recent end-of-year
financial statement submitted by the public housing agency to the Department,
adjusted by such additional information submitted by the public housing agency
to the Secretary which the Secretary determines to be timely and reliable
regarding the total number of unit months under lease at the time of renewal of
the annual contributions contract, and by applying an inflation factor based on
local or regional factors to the actual per unit cost as reported on such
statement.’

HUD implemented this provision so that PHAS budgets were based on their
utilization rates and costs as reported on their end of the year statements, or more
recent data, if available. Guidance released by HUD stated:

Renewal calculations under the [Federal Fiscal Y ear] 2003 Appropriation will
be based on the total number of unit months under lease and actual cost data, as
reported on the PHA’s most recent year-end settlement or as subsequently
submitted to HUD by the PHA. Actual costs will be adjusted by applying the
[Annua Adjustment Factors]. Expiring voucher funding increments will
generally be renewed for terms of three months. The use of the most recent
leasing and cost data and the short renewal termswill enable HUD to calculate
funding more accurately than previous procedures allowed.*®

Congress aso created a Central Reserve fund to be used by the Secretary to
replenish PHA one-month reservesin the event that PHASs had to use their reserves
to cover the costs of increased utilization or increased per voucher costs. The
language of the law stated in regard to the Central Reserve fund:

The Secretary may use amounts made available in such fund, as necessary, for
contract amendments resulting from a significant increase in the per unit cost of
vouchers or an increase in the total number of unit months under lease as
compared to the per unit cost or the total number of unit months provided for by
the annual contributions contract.*

FY2004 Funding Changes. The FY 2004 appropriations law continued in
the direction of the FY 2003 funding bill, directing HUD to fund PHAS based on
actual utilization of vouchersrather than on the total number of vouchersthey were
authorized to lease. Moreover, the conference report that accompanied the FY 2004
appropriations law stated that the conferees were concerned about “spiraling” cost
increases in the voucher program and that they expected the Secretary to control
costs. They stated:

The conferees are aware that the Secretary has the administrative authority to
control the rapidly rising costs of renewing expiring annual contributions

17 p.L. 108-7, Title I, Section (1).
18 HUD Notice PIH 2003-23, Issued Sept. 22, 2003.
¥ pL. 108-7, Title I, Section (2).
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contracts (ACC), including the budget based® practice of renewing expiring
ACCs, and expect the Secretary to utilize these tools.*

The FY 2004 appropriations language was changed from FY 2003 and stated:

The Secretary shall renew expiring section 8 tenant based annual contributions
contracts for each public housing agency ... based on the total number of unit
months which were under lease as reported on the most recent end-of-year
financial statement submitted by the public housing agency to the Department,
or as adjusted by such additional information submitted by the public housing
agency to the Secretary as of August 1, 2003 (subject to verification), and by
applying an inflation factor based on local or regional factors to the actual per
unit cost.”

TheFY 2004 language a so varied from the FY 2003 languageregarding how the
Central Reserve fund could be used. In FY 2003, the Central Reserve fund could be
used to replenish PHA reserves that had been depleted due to either increased
utilization rates or increased costs. In FY 2004, the language only allowed the
Secretary to use Central Reserve funds to replenish reserves depleted because of
increased utilization, not increased costs:

L anguage proposed by the House and Senateis not included to allow the Central
Fund to also be used for increased per unit costs as such costs have been
reflected in the amount provided for renewals.?

HUD issued anoticeon April 22, 2004 (PIH 2004-7) implementing the FY 2004
appropriationslaw. According to the notice, PHAS budgetswould be based ontheir
utilization rates from their end-of-the-year statements, or more recent data if
available, and costs as reported on their end-of-the-year statements as of August 1,
2003, adjusted by the annual adjustment factor, but not adjusted by morerecent data,
even if available. The notice stated that PHAs could appeal to the Secretary if they
could document rental coststhat had risen higher than theinflation factor adopted by
HUD. On August 31, 2004, HUD granted the appeals requests of 380 out of
approximately 400 agencies that applied, but not necessarily to the full level
requested, distributing atotal of an additional $160 million.

FY2005 Funding Changes. Thefinal FY 2005 Consolidated Appropriations
Act moved the program further in the direction of budget-based funding. Under the
law (P.L. 108-447), the Secretary of HUD was directed to fund PHAs based on their
voucher costs and utilization rates as of May-July 2004 plus the HUD published

20 Budget-basing would provide PHA s with abudget based on afixed dollar amount, rather
than a fixed number of vouchers.

2 H.Rept. 108-235, Title 1.
2 PL.108-199, Title 1, Section (1).
% H.Rept. 108-401, Division G, Titlell.

#The$160 million camefromaCentral Reserve Fund created inthe FY 2004 appropriations
law to adjust agency budgetsto reflect changesin the local rental market.
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annual adjustment factor (AAF). If an agency’ s May-July data were not available,
HUD was directed to fund PHASs based on February-April 2004 data, or if that data
were not available, the agency’s most recently submitted year-end financial
statement, as of March 31, 2004. If the amount provided in the law was insufficient
to fund al PHA budgets under this formula, then the Secretary was directed to
prorate agency budgets. According to the conference report (H.Rept. 108-792),
PHAs are expected to manage their voucher programs within their budgets for
FY 2005, regardless of their actual costs. The report also stated that “HUD shall
provide agencieswith flexibility to adjust payment standards and portability policies
as necessary to manage within their 2005 budgets.” Finally, agency reserves were
reduced to the one-week level and no Central Reserve was provided to replenish
depleted reserves.

HUD published guidance implementing these provisions on December 8, 2004
(HUD Notice PIH 2005-1). Agencies received notification of their preliminary
budget levels on December 17, 2004. At that time, PHASs were directed to inform
HUD of any data irregularities within 10 days (although the deadline was later
extended through the end of December). The appealswere limited to data; agencies
were told that they could not appeal the formula used for calculating their budgets.
Thefinal calculations, including afinal proration factor, were published on January
21, 2005. Agencieswere funded generally at 4.03% less than their May-July 2004
actual cost and utilization levels plus the 2005 AAF. This proration factor of just
under 96% was implemented because the amount of funding provided by Congress
for voucher renewals was not sufficient to fund agencies at 100% of the formula
amount.

The full implications of the funding requirements mandated by the FY 2005
funding act are still unclear. Not enough funding was distributed to fund all
authorized vouchers at their most recent costs. According to CRS analysisof HUD
funding data, the median change in PHA renewal budgets from FY 2004 to FY 2005
was an increase of .17%. This number hides a wide variance; the 5" percentile
change was adecrease of 12% and the 95" percentile changewas an increase of 14%.
According to the conference report:

PHAs are expected to manage utility costs, decreased tenant contributions and
protect the most at-risk families within these budgets.

The sum consequence of these funding changes, beginning with those enacted
for FY 2003, has been to convert the program from a unit-based actual cost program
to a unit-based fixed cost program. Since the subsidies provided to families are
statutorily set (as roughly the difference between rent and 30% of income), PHAS
often have only limited control over their costs. In areaswherethey do have control,
such as in setting payment standards, selecting families from the waiting list, and
issuing vouchers, PHAshave made somechanges. Somehavelowered their payment
standardsfrom 110% to 100% or lessof FMR. Since changesin payment standards
only impact future families in the program, some PHAS have reduced rents paid to
landlords, some of whom have accepted the cut, others of whom will not renew
leases with families. PHAs may be selecting higher-income families from the
waiting list (for whom subsidy costs are lower), although they are still constrained
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by the 75% targeting requirement. Many PHAS have intentionally reduced their
utilization rates by not reissuing vouchers when families leave the program.
Agenciesthat haveintentionally lowered their utilization ratesin order to save money
in FY2004 likely encountered problemsin FY 2005 as their budgets were capped at
their costs and utilization rates as of the third quarter of FY2004. So, agencieswith
low utilization rates may not be able to increase them as their budgets were reduced
to reflect that utilization rate and there is no Central Reserve fund in FY 2005. Itis
likely that, at least for some PHAS, these changes will result in fewer households
receiving vouchersin FY 2005 than in previousyears, and, if such changes continue,
possibly into FY 2006.

New Voucher Costs

In past years, HUD has asked Congress to provide funds for new vouchers, in
addition to the costs of renewing existing vouchers. HUD typically requestsfunding
for two kinds of new vouchers. incremental vouchers and tenant protection, or
enhanced, vouchers.

I ncremental voucher sare new vouchersthat are often earmarked for aspecial
population, such as families transitioning from welfare to work or for non-elderly
disabled persons whose current housing has been designated as elderly-only. For
example, 50,000 Welfare-to-Work vouchers were authorized and funded® in 1999.
Specifically, these vouchers are intended for familieswhose housing needsinterfere
with their ability to obtain or retain employment. They were designed to be paired
with services such as job training, child care, and other work supports.

When Congressisdeciding whether to authorize new incremental vouchers, one
consideration is that any new vouchers authorized in that year will come up for
renewal in the next year and each subsequent year — increasing the total cost of
maintaining the program. The cost of new vouchers is typically calculated by
multiplying the number of new vouchersto be authorized by the average annual per
voucher cost. When Congress has provided funding for this purpose in the past, it
has appropriated a specific amount of money to be used for new vouchers. For
example, in FY 2002, Congress provided $143 million for new incremental vouchers
and indicated that the amount would be sufficient to fund 25,900 incremental
vouchers. Congress has not funded any incremental vouchers since FY 2002.

Tenant protection vouchers are aso new vouchers, but they are given to
families that were already receiving assistance through another HUD housing
program, before being displaced (e.g., alandlord is converting a subsidized property
to market-rate or units of public housing are being demolished). Since families
receiving tenant protection vouchers were typically subsidized through another
program (usually proj ect-based Section 8), the creation of tenant protection vouchers

%V ouchersare“authorized” when Congress providesfunding for themin an appropriations
bill. While Congress currently fundsvouchersin one-year increments— whichiswhy new
vouchersare called incremental s— they have always been added to the number of vouchers
that require renewal when calculating the cost of the program for the next year.
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isgenerally not seen asanet increase in the number of people assisted, rather a shift
to vouchers from another form of assistance. Congress has typically funded all
needed tenant protection vouchers.

Administrative Fees

HUD pays fees to PHAs for administering the voucher program. Ongoing
administrative fees are generally calculated based on a percentage of the local fair
market rent (FMR), as determined by HUD. HUD has historically published the
administrative fee amounts for each jurisdiction annually in the Federal Register.
PHAsearn an ongoing feefor each voucher they areleasinginayear. PHAscan also
earn special fees for certain hard-to-house families and for starting a new voucher
program.

Prior to FY 2003, the administrative fee was included as a part of the per
voucher cost, so administrative fee funding was included in renewal funding.
Beginning in FY2003, Congress provided HUD with separate funding for
administrative fees and directed HUD to ensure that administrative fee costs fell
within the amount appropriated. 1f the amount of administrative fees “earned” was
greater than the amount provided in appropriations, the Secretary was directed to
reduce administrativefees, downtotheappropriatedlevel. InFY 2004, just over $1.2
billion was provided for administrative fees, which was not sufficient to fund all
PHAs at the amount they would have received using the figures published in the
Federal Register. Instead, agency administrative feeswere distributed on apro-rata
basis based on their previous year's funding alocation. In FY 2005, Congress
provided roughly the same funding level asin FY 2004 and directed the Secretary
again to distribute the funds on a pro-rata basis.

Other Initiatives

In addition to funding the costs of vouchers and administrative fees, Congress
has aso provided funding for other initiatives designed to support the voucher
program. The Family Self Sufficiency (FSS) program was established by Congress
as a part of the National Affordable Housing Act of 1990 (P.L. 101-625). The
purpose of the program isto promote coordination between the voucher program and
other private and public resources to enable families on public assistance to achieve
economic self-sufficiency. Families who participate in the program sign five-year
contractsin which they agreeto work toward leaving public assistance. Whileinthe
program, families can increase their incomes without increasing the amount they
contribute toward rent. The difference between what the family paid in rent before
joining the program and what they would owe astheir incomeincreasesis deposited
into an escrow account that the family can access upon completion of the contract.
For example:

If afamily with a welfare benefit of $450 per month begins working, earning
$800 per month, the family’ s contribution towards rent increases from $135 per
month to $240 per month. Of that $240 the family is now paying towards rent,
$105 isdeposited into an escrow account. After five years, the family will have
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$6,300 plusinterest in an escrow account to use for whatever purpose the family
seesfit.

Congress's role in the FSS program has been to provide funding for FSS
coordinators, who help families with vouchers connect with services, including job
training, child care, transportation and education. InFY 2005, Congressprovided $46
million for FSS coordinators.

The Cost of the Voucher Program

Arguably the largest Section 8 voucher issue facing Congress today is the cost
of the program. The amount of appropriations necessary to maintain the program at
itscurrent level hasincreased significantly every year for the past severa years. The
table below illustrates the large increases in both appropriations and spending over
the past five years. Note that separate voucher and project-based Section 8 budget
authority in someyears and spendingin all yearsarenot available.® Asisillustrated
in Table 4 below, congressional appropriations have increased over 44% in the past
five years and the cost to the Federa Treasury has increased over 34% in the past
four years.

Table 4. Changes in Section 8 Housing Certificate Fund
Appropriations and Spending, FY2000-FY2005
(in millions of dollars)

Budget
authority Voucher Project-based Outlays
(appropriation) | (appropriation) | (appropriation) (spending)

2001 $13,941 NA NA $16,720

% change 00-01 22.5% NA NA 4.7%
2002 $15,536 NA NA $18,499

% change 01-02 11.4% NA NA 10.6%
2003 $17,116 $12,604 $4,507 $20,950

% change 02-03 10.2% NA NA 13.2%
2004 (est.) $19,257 $14,186 $5,071 $22,356
% change 03-04 12.5% 12.6% 12.5% 6.7%
2005 (est.) $20,064 $14,765 $5,298 NA
% change 04-05 4.2% 4.1% 4.5% NA
% change 00-05 44.6% NA NA 34.1%?

Source: The Office of Management and Budget’ s Public Budget Database and HUD FY 2006 budget
documents.

% HUD did not provide budget authority and outlay figures below the Housing Certificate
Fund level prior to FY2004. However, separate budget authority figureswere provided for
FY 2003 and FY 2004 as a part of the President’s FY 2004 and FY 2005 budget requests to
accompany legidlative reform proposals that proposed to split the accounts.
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a. Since FY 2005 outlay data are not available, the cumulative outlay change shown isfrom FY 2000-
2004.

Note: Outlays are higher than budget authority in each year because spending occurs in out-years
under long-term contracts, for which multiple years of appropriations were provided up-front.

Given current questions about the state of the economy, growing deficits, and
congressional priorities, funds available for domestic social programs have been
limited and will likely continue to be restricted in the immediate future. These
budget pressures have resulted in calls to restrain cost growth in the Section 8
voucher program. However, before debating the merits of reducing the program or
exploring ways to restrain costs, it isimportant to understand why costs have been
rising. Costsinthe voucher program are determined by theindividual value of each
voucher subsidy and by the number of vouchersfunded. Recent increasesin both the
number of vouchers funded and their cost can be attributed to a number of factors.

New Vouchers. Part of theincreasein the cost of Section 8 vouchers can be
attributed to expansions in the program. Over the past severa years, Congress has
provided appropriationsfor an increasing number of vouchers (see Table 5 below).
Congress has created more than 200,000 new incremental vouchers since 1999,
although no new incremental vouchers have been created since 2002.

Table 5. Incremental Vouchers Created and Funded,
FY1999-FY2005

FY1999 | FY2000 | FY2001 | FY2002 | FY2003 | FY2004 | FY 2005

I ncremental
vouchers 50,000 60,000 79,000 26,900 0 0 0

Source: CRS table based on information from HUD budget documents.

Although nearly aquarter of amillion new vouchers have been created over the
past several years, they do not fully explain theincreased cost of the program. Table
6 shows the actual and relative change in the number of subsidies funded in the
combined voucher and project-based programs over the past five years. Ascan be
seen by comparing Table 6 and T able 4, both appropriations (budget authority) and
spending (outlays) have increased much more rapidly than the number of subsidies
eligible for funding. While appropriations have increased over 44% between
FY 2000 and FY 2005 and spending has increased more than 34% between FY 2000
and FY 2004, the number of subsidiesfunded in the Section 8 program hasincreased
only about 2.3%.%

" Part of the increase in increase in vouchers (9% as shown in Table 6) is attributable to
new tenant protection vouchers being added to the voucherseligible for payment. Asnoted
earlier, tenant protection vouchersare used to subsidize familiesthat are currently receiving
assistance under another HUD program but whose assistance will be ending, such aswhen
public housing is demolished or when project-based Section 8 contracts expire and the
owners opt not to renew.
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Table 6. Section 8 Vouchers and Project-based Units Eligible
for Payment, FY2000-FY2005
(in thousands of subsidies)

Proj ect-based
Vouchers Units Total units
2001 1,966 1,343 3,309
% change 2000-2001 7.0% -1.2% 3.5%
2002 1,997 1,328 3,326
% change 2001-2002 1.6% -1.1% 0.5%
2003 2,095 1,276 3,371
% change 2002-2003 4.9% -3.9% 1.4%
2004 2,136 1,247 3,384
% change 2003-2004 2.0% -2.3% 0.4%
2005 2,142 1,244 3,386
% change 2004-2005 0.3% -0.2% 0.1%
% change 2000-2005 9% -7.4% 2.3%

Sour ce: Datafor 1999-2002 are taken from HUD FY 2002 Performance and Accountability Report,
pp. 1-15; data for 2003 and 2004 are taken from HUD FY 2005 Congressional Budget Justification,
p. T-1; data for 2005 are calculated by CRS based on HUD schedules of voucher expirations.
Vouchersin 2005 include Moderate Rehabilitation units and 25,927 project-based contracts that are
anticipated to convert to vouchers.

Utilization Rates. A PHA’s“utilization rate” isthe higher of the percentage
of (1) itsannual budget used in ayear; or (2) its authorized vouchers actually under
lease. Utilization of 100% is unrealistic because it takes time for familieswho have
been given vouchers to find units. Sometimes, in tight housing markets, families
cannot find housing with their vouchers and they haveto give them back to the PHA.
When thishappens, a subsidy and its corresponding funding go unused for anumber
of months. Ultimately, PHAs are expected to have utilization rates of at |east 95%%
— meaning that they areleasing at |east 95% of their units or spending at |east 95%
of their money. However, as shown in Table 7 below, until recent years, national
utilization rates were much lower.

% According to HUD’ sHousing Choice V oucher Guidebook, 95% utilization is considered
standard performance and 98% is considered high performance.
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Table 7. Section 8 Voucher Utilization Rates, FY2000-FY2004

2000 2001 2002 2003 2004

Utilization rates 91.5% 91.6% 94.0% 97.4% 98.5%

Source: Tableprepared by CRSusing datafromthe Department of Housing and Urban Development.
The 2002 and 2003 figurestaken from HUD 2003 Performance and Accountability Report. The 2000
and 2001 figures are taken from the printed version of a hearing before the Subcommittee on VA,
HUD and Independent Agencies, Hearing on the FY 2003 HUD budget, 107" Congress, 2™ Session,
Mar. 19, 2002, document Part 6. The FY 2004 estimateistaken from HUD 2005 Annual Performance
and Accountability Report. Note that the 2004 rate is calculated based on the four quarters July 1,
2003 to June 30, 2004, rather than the fiscal or calendar year. Given the program changes enacted in
2004, it is possible that the calendar year utilization would be lower.

Even with little expansion in the number of vouchers eligible for payment, if
more existing vouchers are used, then the cost of the program, intheform of outlays,
canincrease. Recent and rapidincreasesinvoucher utilization ratesmay explain part
of the recent increase in outlays for the voucher program.

Changesin utilization rates can al soimpact the amount of new budget authority
needed to maintain the program. HUD recaptures any unspent funds from PHA
budgets at the end of every year and makes those funds available to Congress to
rescind in the following year. When Congress rescinds those recaptured funds, they
are able to offset part of the cost of the program. When utilization rates increase,
PHA s spend more money, leaving less money available for recapture. Sinceit takes
one or more years for the recaptured funds to be made available for rescission by
Congress, one would expect to see a lag of one or two years from an increase in
utilization to result in a decrease in the amount of funds available for rescission.
Additionally, sinceHUD estimatesitsbudget morethan ayear in advance, onewould
expect afurther lagin HUD’ s estimate of the amount availablefor rescission. Thus,
itislikely that smaller amounts will be available for rescission over the next severa
years because of the sharp increases in utilization in 2002 and 2003.

Table 8 shows past rescission levels and net budget authority. Note that the
spike in the amount rescinded in FY 2004 was in part the result of over a billion
dollarsin savings from a one-time accounting change in the program. Without that
change, HUD anticipated $1.37 billion would be available for rescission from
unobligated balances in FY2004. It is aso important to note that unobligated
balances available for recapture do not come solely from low utilization rates.
(Another reason that excess balances may accumulate isthat excessfunding of long-
term contracts becomes available when those contracts expire.) Therefore, it is
impossible to estimate how much changes in unobligated balances result from
changes in utilization, although, conceptually, it is known that the two are related.
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Table 8. Budget Authority and Net Budget Authority for the
Section 8 Program, FY2000-FY2004
(in millions of dollars)

FY2000 | FY2001 | FY2002 | FY2003 | FY2004 | FY2005
Budget authority $11,377 13,941 15,536 17,116 19,257 20,064
Rescission -2,341 -1,971 -1,588 -1,600 -2,844 -1,557
Net budget authority 9,036 11,970 13,948 15,516 16,413 18,507

Sour ce: The Office of Management and Budget’s Public Budget Database.

Changes enacted in FY 2003, described earlier in this report, may further
increase the importance of utilization rates in determining the cost of the voucher
program. Prior to FY 2003, Congress funded the program based on the average cost
of avoucher multiplied by the total number of vouchers eligible for payment. Asa
result, the number of vouchers actually used was not a factor in calculating the
budget authority needed for the program. Beginning in FY 2003, Congress began to
fund only the vouchers that could reasonably be expected to be used in agiven year,
based on current utilization rates. This led to a savings in FY2003. However, if
utilization rates remain high or increase further, this funding methodology will
continue to result in aneed for increased budget authority for vouchers.

Expiring Contracts. The expiration of long-term Section 8 contracts has
also contributed to the need for increasing appropriations in the voucher program.
Inthe early yearsof the Section 8 program, contracts were written between HUD and
landlords for many years at atime — up to 20 to 40 years. This practice required
Congress to provide many years of budget authority up front for each subsidy. In
order to reduce up front costs, Congress decided to shorten contract terms. Today,
Congress provides one year of budget authority for each voucher it funds, so
contracts are only written for one year at atime.

Starting in the 1990s, those earlier long-term contracts began to expire, and
Congress began to be faced with the choi ce of whether or not to fund renewals. Thus
far, Congress has chosen to provide funding to renew each contract that has expired.
For vouchers, “renewal” meansthat each long-term voucher contract that expiresis
replaced with another voucher under a one-year contract. For old project-based
Section 8 contracts, renewal can mean a couple of different things. If alandlord
agrees to stay in the program, then his or her contract is renewed and funded under
the current project-based component of Section 8. If thelandlord decidestoleavethe
program and not renew hisor her contract, then each displaced household canreceive
atenant protection voucher. Thisincreasesthe size and funding needsof thevoucher
program, although it does not increase the total number of people served within the
overall Section 8 program.

If Congress continues to provide sufficient funding to renew al expiring
contracts, costs will continue to grow for a number of years. Each year, Congress
will face the decision of whether to provide additional appropriations for Section 8
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— on top of the amount needed to cover increasing housing costs and/or new
vouchers— just to maintain the program at itscurrent level. For example, according
to HUD data, in 2005, 3,059,364 (2,109,724 voucher and 949,640 project-based)
contracts required new funds in order to prevent them from expiring. Those same
contractswill expire again in 2006 without continued congressional funding, aswill
another 28,041 (2,639 voucher and 21,967 proj ect-based) that had been funded under
long-term contracts that are ending. Asaresult, Congress will need to pay for over
28,000 additional contractsin 2006 just to prevent any households from losing their
subsidies.

Figure lillustratesthe number of Section 8 subsidies (vouchers, project-based
units, and tenant protection vouchers for tenants whose landlords opt out of the
program) that will require new funding each year, in addition to those that were
funded in 2005, if Congress chooses to renew them.

Figure 1. Expiring Long-Term Section 8 Project-based
Contracts and Vouchers that Would Require Renewal
over the Next 10 Years
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2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016
m Project Based Contracts (21,967 |17,676 15,246 34,994 |42,332 (34,274 |27,165 |20,256 | 8,746 | 3,507 | 5,288
O Voucher Contracts 2639 | 1692 | 916 622 443 148 245 18 0 0 0

Source: CRS analysis of HUD data provided to the Congressional Budget Office (CBO).

Although the renewal costs of these expiring long-term contracts may be
expensive, non-renewal hasanumber of consequences. Non-renewal could resultin
areduction in the number of households assisted by HUD if there are not enough
appropriated funds to guarantee vouchers. Some tenants who are currently assisted
could face unaffordable rent increases that would force displacement or eviction.
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Furthermore, these assisted units represent a portion of the affordable housing stock
and, in some parts of the country, they may be the main source of low-cost housing.
Thisisparticularly true of larger (three- and four-bedroom) and/or accessible units.
If their contracts are not renewed and the rentsrevert to market rate, there will likely
be a net loss in the amount of housing available for these families at an affordable
cost.

Fair Market Rents. FMRs are calculated as the 40" percentile median rent
in each part of the country and are meant to represent the cost of modest housing. In
some communitieswith high geographic concentrationsof familieslivingin poverty,
HUD setsFMRsat the 50™ percentilerent. FM Rsare presented by bedroom size and
arethe basis upon which PHAs set the value of vouchers. Asthetable below shows,
FMRsfor threerecent yearsrose faster than inflation as defined by the CPI-U, which
isameasure of all other spending on consumer goodsin the economy. Since FMRs
are the basis for setting voucher size, the faster they rise, the more expensive the
voucher program becomes.

Table 9. National Average Population-Weighted Changes in Fair
Market Rents for Two-Bedroom Apartments
from the Previous Year

1999- 2000- 2001- 2002- 2003-
2000 2001 2002 2003 2004
% Change in two-bedroom FMR 2.8 25 51 5.6 2.6
% Changein general inflation
(CPI-V) 35 2.6 15 23 25

Sour ce: Unpublished HUD calculations of population-weighted FMRs provided to CRS and the
Bureau of Labor Statistics Consumer Price Index for all Urban Wage Earners September Unadjusted
12 month averages of each year.

Note: Averagenational changesin FM Rsarewei ghted based on 1990 Censustotal popul ationfigures.

Payment Standards. Increasesinthecost of vouchersare partly attributable
to increases in the maximum subsidy paid by a PHA, called the payment standard.
Prior to the 1999 Quality Housing and Work Opportunity Reconciliation Act
(QHWRA) (P.L. 105-276), which reformed public and assisted housing law, PHAS
were ableto set payment standards between 80-100% of the FMR. (For adiscussion
of payment standards, and their relationship to FMRs, see page 5 of this report.)
QHWRA changed the available range of payment standardsto 90-110% of the FMR.
Many PHASs took advantage of this change and increased their payment standards.
According to HUD, in December 2000, the average payment standard was equal to
95% of the average FM R, but by December 2003, the average payment standard was
equal to 104% of the average FMR.? PHAsS raise their payment standards for a
number of reasons. When rental markets are tight and rents are rising, PHAs may

% The Flexible Voucher Program: Why A New Approach to Housing Subsidy |s Needed —
A White Paper, May 18, 2004, available from the Department of Housing and Urban
Development, at [http://www.hud.gov/offices/pih/programs/hcv/fvp/wponfvp.pdf].
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increase their payment standards in order to make it easier for families to find
housing. Since PHASs can change payment standards faster than FM Rs are updated,
PHAs can increase or decrease payment standardsin reaction to rapid changesin the
rental market. Further, PHAscanincrease payment standardsfor certain populations
who have greater difficulty finding units, such aslarger families or individuals with
physical disabilities, in order to expand the range of housing available to them.
Finally, PHAs can increase payment standards to allow families to move to areas
with lower concentrations of poverty. Some have argued that the rapid increasesin
payment standards adopted by PHAs have unnecessarily increased the cost of the
program and that Section 8 rents now lead the market rather than reflect the cost of
modest housing in the market.

Options for Restraining or Reducing Costs

If the goals of the Section 8 Housing Choice Voucher program are to provide
safe, decent, and affordable housing to low-income families, then the program has
had some success in meeting those goalsfor the over 2 million households currently
being served. Families with vouchers generally pay an “affordable” share of their
incomes towards rent to live in housing that must be certified as at |east standard
quality. However, atension has been growing in recent years between the desire to
meet these program goals — including new and expensive goals such as
deconcentrating poverty and moving familiesinto homeownership — in the face of
large unmet need, while also controlling costs.

While the remainder of this report will focus on cost-saving reform proposals,
since that has been the focus of recent congressional debate, it isimportant to note
that these are not the only possible program changes. Some low-income housing
advocates have argued that, rather than trying to reduce the costs of the program,
Congress should focus on ways to expand the program, which they consider to be
largely successful, to serve more families while fixing any problemsin the current
program, such aswork disincentivesor administrative complexity. Othersarguethat
recent cost increases are largely explainable and reasonabl e given the rental housing
market and recent policy changes, and that cost-saving reforms are not necessary as
costs are unlikely to continue to increase at the same pace. Instead, they argue,
Congress should focus its attention on program improvements, which may in fact
increase costs, but would better meet the needs of low-income families.

If the focus of Congress continues to be the restraint of program costs, several
options exist. One approach is to maintain the current funding structure while
making incremental changes to the program design in order to cut costs and/or
improveeffectivenessand efficiency. Another optionwould beto convert thecurrent
voucher program into a broader-purpose grant program with fixed funding, as
proposed by the Bush Administration, and alow PHAS or states to make more
decisions about program rules and goals.
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Maintain Current Funding Structure

In its current funding structure, the cost of the Section 8 voucher program is
largely determined by rents and wages. 1f Congress wishesto reducethe costs of the
program while maintaining its current program structure, it could enact policiesthat
would influence either therental or labor markets to reduce rents or increase wages.
Optionsinclude subsidizing the construction of lower-cost housing, making changes
to the minimum wage, or undertaking other efforts through taxes or education and
training programs designed to increase families' incomes. All of these options have
anumber of prosand cons beyond their influence on the Section 8 voucher program.
Asnoted earlier, the cost of the current voucher program isdriven by the goals of the
program and the structure of the benefit, which is contingent on rents and incomes.
In order to reduce the costs in the program while largely maintaining its current
structure, the goals of the current program may need to be changed.

Redefining “Safe” and “Decent”. The voucher program requires that
participating units meet federally established Housing Quality Standards (HQS).
Some argue that the standards are too strict and that they disallow more modest, and
therefore more affordable, housing. Some advocate lessening HQS to expand the
pool of available lower-cost housing for voucher-holders, thus reducing subsidy
levels. Others argue that the standards are important to prevent federal dollarsfrom
flowing to slumlords. They credit HQS with helping to increase the generally high
quality of the nation’ s housing stock.

One reason that subsidy levels have increased is that PHAS have been
encouraged to usevouchersto promotethe deconcentration of poverty. Congresshas
intentionally increased the value of a voucher to support this goal. For example,
Congress has allowed HUD to expand the FMR to 50% of median rent in areaswith
high concentrations of poverty. Congress has aso allowed PHAS to increase
payment standards up to 110% of local FM R without prior HUD approval and up to
120% with prior HUD approval, in part to promote the deconcentration of poverty
by expanding housing options for families. Higher-value vouchers give families
more options when choosing where to live, including in “better” neighborhoods.
While studies have found different levels of impact, it isgenerally agreed that areas
with lower poverty and crime are better for families. On the other hand, some argue
that, under the guise of deconcentrating poverty, PHAs have allowed subsidy costs
to soar, and families with vouchers are now living in housing that is higher quality
than was ever intended under the program.

Redefining “Affordable”. Another option for lowering the cost of the
voucher program isto make the subsidies more shallow by requiring familiesto pay
greater shares of their incomestoward rent. It is generally accepted that housing is
affordable for low-income families if it costs no more than 30% of their adjusted
grossincome. Therational e behind the 30% figureisthat low-income families need
thefull remaining 70% to meet their other needs. However, thisfigureis somewhat
arbitrary. For some familieswith little work, transportation, medical, child care, or
other outside costs, 40% or even 50% of income might be the most reasonable
contribution toward housing costs. In fact, the current voucher program allows
familiesto choose to pay up to 40% of their incomes toward housing costsinitialy,
and even greater upon renewal of a lease. For other families, with high work,
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transportation, medical, child care, or other outside costs, some percentagelower than
30% might be the most reasonable contribution. Critics of the current rent
calculation generally argue for one of two changes. increase the amount of income
afamily can pay toward rent or decouple rent from income by adopting flat rents.
Unlessflat rentswere set low, either change would result in shallower subsidiespaid
to families. Shallower subsidies would alow PHASs to either save money or serve
more people with the same amount of money.

Some argue that serving more people by providing shallower subsidies would
be more equitable than the current system under which families in the same
circumstances do not necessarily get the same benefit. The horizontal inequity
results from the fact that there is not enough funding in the program to provide
vouchersto all eligiblefamilies, so somefamiliesreceivelarge subsidieswhile other
families with the same financial situation, receive no subsidy.

Another argument in favor of moving from an income-based rent to aflat rent
concerns administrative ease. The complicated rent calculation, paired with the
difficulty of verifying the incomes of tenants, has led to high levels of error in the
subsidy calculation. According to a HUD 2001 Quality Control study, 60% of all
rent and subsidy cal culations contained some type of error. HUD has estimated an
annual $2 billion in subsidy over- and under-payments in the Section 8 voucher
program. Beginning with the FY 2003 Consolidated AppropriationsAct (P.L. 108-7),
HUD has access to the National Directory of New Hires, a database that may allow
PHASs to better verify income data. This new option may help PHAs increase their
accuracy. However, some argue that the rent calculation itself isflawed. Sincerent
goes up as income goes up, families have a disincentive to increase earnings and/or
an incentive to hide income. Furthermore, PHASs are directed to predict future
income based on past income history when determining the value of avoucher. As
work andincomelevelsare often unstablein thelow-wagejob market, thiscan prove
adifficult task and can often result in miscal culations. Some argue that the only way
to reduce errors to an acceptable level isto adopt flat rents.

Low-income housing advocates are generally opposed to increasing the amount
of rent paid by families because they fear that familieswill not be able to meet their
other basic needs. They are also concerned that if the subsidies are made more
shallow, families will be unable to find housing with them.

Redefining “Low-Income”. Severa optionsfor reducing costsare centered
around the way the program defines eligibility and income. One option for lowering
the cost of the voucher program while maintaining its current structure would beto
subsidize higher-incomefamilies. Eligibility for the program could beincreased, for
example, up to 80% of area median income. Additionally, the current requirement
that 75% of all subsidies be targeted at households at 30% or below area median
income could bereduced or eliminated. Sincesubsidy levelsaretied toincomes, the
higher the family’s income, the lower the subsidy paid by the PHA. Raising
eligibility levels and loosening targeting requirements could result in either cost
savings, or the ability to serve more families with the same amount of money. Low-
income housing advocates support retaining current income eligibility and targeting
requirements. They argue that since the lowest-income househol dsface the heaviest
rent burdens, they are the most needy of assistance and should therefore receiveit.
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Another potential concern is that increasing the income standard increases the
number of households eligible for the program without necessarily increasing the
amount of money available for the program, exacerbating the horizontal inequity
problem.

Another option, outside of targeting higher-income families, is to give
incentives to families to increase their work efforts and therefore their incomes.
Non-elderly, non-disabled families could be encouraged to work through expansions
in the Family Self-Sufficiency program, or by the institution of time limits and/or
work requirements. Low-incomehousing advocatesgenerally support expanding the
FSS program, which encourages work and increases in earnings. However,
expanding FSS would not result in cost savings, since asfamiliesincomesrise, their
rent increases are deposited in an escrow account.

The rent calculation in the Section 8 program has come under criticism for
discouraging work. Asafamily’ sincome risesin the voucher program, the amount
the family pays for rent rises, since a tenant’s contribution is based on income.
Families with Section 8 subsidies face an effective 30% tax on any increase in
earnings. In order to get around this problem in the Public Housing program,
Congress has instituted a mandatory income disregard. No such mandatory
requirements exist in the voucher program. Currently, in the voucher program, if
PHA's choose to disregard increased earnings, they must pay for it out of their own
budgets or face sanctions from HUD for not accurately calculating subsidies.
Adopting mandatory earned incomedisregards could hel p eliminatethedisincentives
to work, but they do not decrease the cost of the subsidy.

Also, under the voucher program, thereis currently no work requirement. The
Public Housing program does have a mandatory eight-hour work or community
service requirement for non-elderly, non-disabled tenants; however, most public
housing residents are exempted and it is unclear how thoroughly the provision has
been implemented.*® Adopting a strict work requirement in the voucher program
may help encourage non-elderly, non-disabled households that are not currently
working to go to work; however, it may not increase their incomes. Even with a
strict work requirement, research based on the 1996 welfare reform changes (P.L.
104-193) indicatesthat, for many poor families, increasesin work do not necessarily
trandate into greater total income and that most households who are not currently
working need a number of work supports (such as child care and transportation
assistance) in order to make them successful in becoming financially self-sufficient.
Such supportive services are not currently part of the voucher program and would
require additional funding.

Create New Program

Inorder to constrain costs, somearguethat the existing voucher program should
be dismantled and replaced with anew, broader-purpose grant program. They argue

% For more information on the community service/work requirement in public housing, see
CRS Report RS21591, Community Service Requirement for Residents of Public Housing,
by Maggie McCarty.
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that the current rules and regul ations are too cumbersometo allow for efficiency, the
current income-based rent calculation is inherently flawed and that the unit-based
funding system has given PHAS no incentive to restrain costs. Additionaly, the
current program is a discretionary program, but its unigue unit-based funding
structure has put Congress in a difficult position when it comes to funding it
“sufficiently,” in that Congress is pressured by advocacy groups to renew each
expiring voucher regardless of its cost so that no families are displaced. By not
funding individual vouchers, but by creating abroader program, this annual funding
dilemma would be eliminated and Congress could fund the program at alevel that
it deems appropriate given other priorities, rather than the amount cal culated based
on the difference between rents and incomes in communities across the country. At
the same time, decoupling funding from individual vouchers may make it easier for
Congress to reduce overall funding for the program, which is a concern raised by
low-income housing advocates. The Bush Administration had made the argument
to convert the program and unsuccessfully proposed two initiatives during the 108"
Congress, which are described below. According to the Administration’s FY 2006
budget documents, a similar reform proposal will be offered in the 109" Congress,
although it is not yet clear what form it will take (see the next section of this report
for information about the Administration’s FY 2006 budget proposals).

Housing Assistance for Needy Families (HANF). The HANF program
(H.R. 1841 and S. 947, 108" Congress) was a Bush Administration initiative during
the first session of the 108" Congress that would have replaced the existing tenant-
based voucher program that is administered by local PHAs with a block grant
provided to states. Rather than receiving funding for afixed number of units, states
would have received a fixed budget, proportional to the amount of funds the state
was receiving under the Housing Choice Voucher program. Under HANF, the
Secretary of HUD would have been able to lower the 75% targeting requirement to
55%, impose minimum rents, increase digibility to 80% of areamedian income and
reduce the frequency of HQS inspections from annually to every three years.

Low-income housing advocates opposed HANF out of concern that it would
lead to an erosion of funding and that it would not serve low-income families
adequately. PHA groupsopposed the proposal to transfer administration to statesand
also voiced concerns about erosion in funding levels. HANF was not acted uponin
the 108" Congress, although multiple hearings were held.

The Flexible Voucher Program. The President’'s Flexible Voucher
Program (FV P), recommended in the second session of the 108" Congress as a part
of the FY 2005 budget request, would have converted the exi sting unit-based voucher
program into a broader-purpose grant program. Under the FVP proposal, PHAs
would have received afixed number of dollarsthat they could have used to serve as
many families as they chose. The proposal would have made other significant
changes to the program, which areillustrated in the table below.
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Table 10. Comparison of FVP Proposal to Existing Program

Housing choice voucher program

FVP

Eligibility

Familiesare generaly eligibleif their
adjusted gross incomes are 50% or
below area median income. 75% of
al vouchers must be targeted to
households with adjusted gross
incomesat 30% or below areamedian
income. Income must be reexamined
annually.

Families would be €ligible if their
gross incomes were 80% or below
areamedianincome. The FVPwould
have no targeting requirements.
Income would be reexamined every
other year and every three years for
elderly or disabled households.

Subsidy level

A voucher is worth roughly the
difference between 90-110% of the
fair market rent minus 30% of a
household’s adjusted gross income.
In FY2004, CBO estimates that the
average voucher is worth $6,483 per
year.

PHAscould providewhatever subsidy
level they chose. If the PHA provided
downpayment assistance, the
maximum grant would be $10,000.

Housing
quality
standards

Units must be inspected prior to a
family’ soccupancy to ensurethat they
meet federal HQS standards, or, if the
PHA chooses, state or loca HQS
standards, if they are stricter. Each
unit under contract must be
reinspected annually.

Units would be required to be
inspected within 60 days of afamily’s
occupancy to ensure that they meet
the local, state or federa HQS
standards, as chosen by the PHA.
One-quarter of al wunits under
contract with the PHA would be
required to be reinspected annually.

Administrative
fees

Administrative fees are paid to PHASs
on a per unit basis calculated roughly
asapercentage of FMR, as published
inthe Federal Register. Recently, the
total amount available for
administrative fees has been capped
by appropriations laws.

Administrative fees would be capped
a 7% of the grant amount.
Performance- and incentive-based
fees would be avalable a the
Secretary’ s discretion.

Sour ce: Congressional Research Service

The conversion of the Section 8 Housing Choice V oucher program to abroader
purpose grant program, such as FVP, would have multiple implications, which are
discussed below.

Flexibility. The current voucher program is governed by hundreds of pages of
regul ationsand guidance that makethe program, some argue, overly prescriptiveand
difficult to administer. Supporters of the FVP proposal, or broader purpose grants
in general, advocate a block grant approach as away to allow PHAS the flexibility
to meet their local needs and priorities. Fewer rules and regulations may make the
voucher program easier to coordinate with other social service programs and PHAS
have long asked for greater administrative flexibility. However, PHA advocacy
groups have not come out in support of recent legidative reform proposals; they
contend that the greatest administrative burdens are found in the regulations
governing the current voucher program and that the Secretary could provide greater
flexibility without this larger legidlative restructuring.
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Criticsof ablock grant approach, and additional administrativeflexibility more
broadly, contend that many of the current rules governing the voucher program are
designed to protect voucher recipients. They worry that the needs of low-income
families could go unmet if current rules (i.e., HQS, portability, income targeting,
income-based rent, etc.) are abandoned.

Promoting Work. The Administration testified before the Senate
Appropriations Committee, VA, HUD, and Independent Agencies Subcommittee,®
that:

The current system fails to support families making the transition from public
assistance to self-reliance and work, and in doing so reduces the number of
familiesthat could be hel ped for agiven amount of money. Under thereform, the
voucher program would be ameansfor familiesto transition to a better life, and
more of them will be helped.

As discussed earlier in this report, time limits and work requirements are not
currently features of the voucher program. The FVP proposal appears to encourage
PHAsto movefamiliesoff of assistance, consistent with the goals of welfarereform.
However, critics of FVP note that amost half of the voucher casel oad is made up of
elderly and disabled families, families who do not use TANF and are not generally
expected to work. Of the non-elderly, non-disabled, about half are already currently
employed. Critics question whether low-income working families and elderly and
disabled families could transition off rental assistancewhenitisdifficult for themto
increase their incomes and housing costs continue to rise. Their argument is
supported by HUD’ s 2004 Annual Performance and Accountability Report (page 2-
65), which reports on a HUD study of all non-elderly, non-disabled familiesin the
voucher program within afive-year period. This study found that the vast majority
of suchfamilies— 75% — werein the program fiveyearsor less, yet generally were
unable to reach “self-sufficiency” (defined as able to afford housing at the local
FMR) within five years. For example, in 2004, only .8% of non-elderly, non-
disabled families in the voucher program could afford housing at their local FMR
level. Thissuggeststhat the majority of familiesin the voucher program are already
leaving the program relatively quickly, but their incomes are not necessarily
increasing, which raises questions asto where these families are going and why they
are leaving the program.

Funding. As noted earlier, historically, Congress had demonstrated a
commitment to renew all vouchers that it has previously funded so that no family
loses its housing assistance. Critics of broader-purpose grant proposals are
concerned that once the program is converted, Congress will no longer exhibit the
samelevel of commitment to meet the program’ sfunding needs, leaving PHAswith
insufficient funding to continue serving the same number and composition of
families. PHA advocacy groups and low-income housing advocates have expressed
concerns that funding cuts could change the character of the current program by
forcing PHAsto choose between serving higher-income families, requiring families
to pay more for their housing, or serving fewer families. Whereas the current

3 Statement made by Assistant Secretary for Public and Indian Housing, Michag! Liu,
Senate VA- HUD Appropriations Subcommittee, FY 2005 Budget Hearing, Apr. 1 2004.
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voucher program insures that the poorest families are prioritized for assistance by
requiring that 75% of all vouchersbetargeted to them, the FVVP proposal would have
eliminated this targeting requirement and allowed PHAS to serve higher-income
families. The Administration argues that eliminating targeting would allow PHASs
to reward families that are working and that current targeting rules punish families
pursuing self-sufficiency. Low-income housing advocates and PHA advocacy
groups contend that the Section 8 program is one of the few remaining resources
targeted at the extremely low-income and that many other programs (the HOME
Investments Partnerships program, the Community Development Block Grants
program, and the Low-Income Housing Tax Credit program) already serveless-poor
households.

Status of the FVP Proposal. Administration officials stated during a
hearing before the House VA, HUD and Independent Agencies Appropriations
Subcommittee on March 3, 2004 that they did not intend to introduce legislation to
enact the FVP proposal; rather, they hoped that the Appropriations Committees
would include the proposal in the FY 2005 appropriations bill. The House Financial
Services Committee, initsViewsand Estimates of the President’ sBudget document,
raised several concerns about the Administration’s proposal. It stated:

The FY 2005 budget request for Section 8is$1.633 billion below the level HUD
projects is needed to renew all Section 8 assistance. This could result in the
elimination of funding for up to 250,000 vouchers.... The block grant feature
would let funding spiral downward in future years. The result is that housing
authoritieswould haveto make either maj or reductionsin the number of families
they assist, or in the subsidy provided to each family — or more likely, a
combination of the two.*

On April 1, 2004, the Senate Appropriations VA, HUD, and Independent
Agencies Subcommittee held a hearing on the Administration’s FY 2005 budget
proposal. In response to the FVP proposal, the Chairman stated:

[There are] two fatal flaws in that proposal, namely, a lack of funding, [and]
elimination of the requirements of Section 8 tenant-based assistance be targeted
to our most needy families.®

He also stated, regarding the FVP and other proposals:
Theseareimportant policy proposalsthat cannot betaken lightly, and should not

be considered in an appropriations bill without comprehensive hearing and
debate. Wehave somesignificant questionsabout all of them, and, unfortunately,

¥ Views and Estimates of the Committee on Financial Services on Mattersto be Set Forth
in the Concurrent Resolution on the Budget for FY 2005, approved by the Committee on
Feb. 25, 2004, Committee Print.

% Federal Documents Clearing House Transcript, Senate A ppropriations Subcommittee on
VA, HUD, and Independent Agencies FY 2005 Appropriations, Apr. 1, 2004.
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it does not ook like we' re going to have the luxury of the time to consider fully
these i ssues.®

Neither the House version, Senate version, nor final version of the FY 2005
HUD funding bill included the FVP proposal, nor any other major reform to the
Section 8 voucher program. (See discussion beginning on page 12 of this report for
details of FY 2005 appropriations for Section 8.)

Developments in the 109" Congress

President’s FY2006 Budget Proposal

On February 7, 2005, President Bush released his FY 2006 budget request. It
included $15.8 hillion for the Section 8 tenant-based voucher program, an increase
of over 7% from the FY 2005 enacted level. Beyond the funding level, the request
has two main features: it would continue and expand the practice of funding PHAS
on abudget-basis (rather than aper-unit basis), and it statesthat the President intends
to introduce a new legislative reform proposal.

Budget-based Funding. Asnoted earlier in thisreport, PHAswere funded
on aunit-basis prior to 2004. Their budgets were determined based on the number
of vouchersthey were allocated to administer at their actual costs. In FY 2003, PHA
budgets were based on the number of vouchers they were reasonably expected to
lease at their actual costs. In FY 2004, the formulawas changed to fund PHA s based
on the number of vouchersthey were expected to lease™ at afixed cost. In FY 2005,
the formula was changed again. It funded PHASs based on the number of vouchers
they were actually using over afixed period of time at afixed cost. In FY 2005, the
appropriation was insufficient to fund all agencies at the level determined by the
formula, so their budgets were reduced across-the-board by 4.1%. The
Administration has stated that the FY 2005 appropriation completed the shift of the
voucher program to budget-based funding. They argue that this shift will help in
“controlling the program’ s upward spiral in costs.”*®

InhisFY 2006 budget request, the President isproposing to fully dissociate PHA
budgets from units and costs. It recommends that each PHA’ s funding be based on
the amount of funds it received in the previous year, prior to the proration, plus
inflation. Specificaly, the budget states:

[HUD will] provide renewal funding for each public housing agency based on
each public housing agency’s 2005 annual budget for renewa funding as

* |bid.
% Although they were permitted to increase their leasing up to their authorized level.
% Budget of the United States Government, FY 2006 — Appendix, p. 528.
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calculated by HUD, prior to prorations, and by applying the 2006 annual
adjustment factor, as established by the Secretary.*’

Legislative Reform. According to the President’s FY 2006 budget request,
the Administration will submit alegislative proposal that will “ provide [PHAS] with
substantial new flexibility to manage the voucher program in a way that controls
costsand increasesbenefitsto the2 million familiescurrently receiving assistance.” *
The budget states that the reforms will improve the delivery of rental and
homeownership subsidies for low-income familiesin afiscally responsible manner,
thereby ensuring the long-term sustainability of the tenant-based voucher program,
and will contain greater PHA discretion in meeting local housing objectives and
provide for steady and predictable funding levels adjusted annually for inflation. It
isnot clear when the Administration will submit thelegislative proposal to Congress
and whether or not it will be modeled after prior proposals such as HANF or FVP
(see previous discussion of HANF and FVP).

Discussion of FY2006 Budget Request. Compared to last year’ s budget
proposal, which included a cut in program funding, this year’s budget proposal for
the voucher program has received a relatively more favorable reaction from low-
income housing advocates. However, they have raised some concern regarding its
adequacy tofund all existing vouchers.* A cursory look at the Congressional Budget
Office’s per-voucher cost estimate for 2006, multiplied by the number of vouchers
that can reasonably be expected to be used, indicates that the funding request isvery
close to the amount needed to fund all vouchers that would likely be in use.® If
CBO'’s estimates of costs or projected vouchers are too low, or if utilization has
increased significantly, thenthe overall funding request may betoo low to sustain the
current services level. However, given current pressures on PHAs to reign in costs
asaresult of the FY 2005 funding restrictions, utilization may be lower than last year
and costs may be lower than the CBO estimate, which isbased on market conditions
and does not reflect recent program changes.

It is important to note that this discussion of “adequacy” is relevant in the
context of the current program where vouchersare defined by thefederal government
asroughly thedifference between rent andincome, targeted at extremely low-income
families, and numerically allocated to PHAs. Under reform proposals that would
enable PHAS to determine their own voucher parameters, national estimates of
funding adequacy may be even more difficult to calculate. Further, the idea of
“adequacy” could be evauated differently. Currently, adequacy is generaly

7 Ipid., p. 527.
® |pid.

% For example, see President’ s Budget Would Restore Some Rental Vouchers Cut in 2005
But Reduce the Program Substantially in Future Years. 370,000 Fewer Families Could
Receive Voucher Assistanceby 2010, Center for Budget and Policy Priorities, Feb. 18, 2005.

“0 CBO, inaninterested partiestable, estimatesthat in 2006, the average annual per voucher
cost will be $6,895. CBO also estimates that the funding for 2.1 million vouchers will
expirein FY2006. At a 97% utilization rate (which has been the peak average annual
utilization rate in recent years), using these figures, just over $14 billion would be required
to fund al vouchersin use. The President’s request includes $14.1 for voucher renewals.
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measured from acurrent services perspective; under anew program, adequacy could
be discussed in the larger context of unmet need in a community.

Another concern that may be raised regarding the FY 2006 budget request
surroundsthe alocation of funding. The President’ s budget proposesto fund PHAS
based on their allocation in FY 2005. The allocation of fundsin FY 2005 was based
on athree-month period in 2004 (May-July), which may have been alow-point for
somePHAS budgets. All PHAsreceived notification of the FY 2004 budget changes
in April 2004, and some had been notified that their budgets would be lower than
they had anticipated. After receiving that notification, many agenciesundertook cost-
cutting measures, which may be reflected in that May-July period. If the FY 2006
funding is based on the FY 2005 allocation, then some agencies may receive an
allocation of funds for two consecutive years that is arbitrarily lower than it might
have otherwise been. This raises questions about whether using FY 2005 as a base
isrational or equitable.

Conclusion

The Section 8 voucher program isthelargest direct housing assistance program
for low-incomefamilies. With aFY 2005 budget of over $14 billion ($20 billion for
all of Section 8), it reflects a major commitment of federal resources. That
commitment hasled to some successes. Over 2 million families currently areableto
obtain safe and decent housing through the program, at a cost to the family that is
considered affordable. However, these successes come at a high cost to the federal
government. Given current budget deficit levels, Congress has begun to evaluate
whether the cost of the Section 8 voucher program can or should be controlled.
Minor revisions or major reforms are options currently facing Congress. As was
noted in the 2004 State of the Nation’s Housing report:*

Even at the peak of the full-employment economy in the late 1990s, housing
problems in the nation failed to improve and some even worsened. Without
fundamental changes, these challengeswill continueto escalate, further dividing
the two-thirds of Americans who are well-housed and the remaining third who
are not — including a substantial minority who must struggle smply to keep a
roof over their heads and meet other basic needs.

“ The Sate of the Nation’s Housing, 2004, from Harvard University’s Joint Center for
Housing Studies, at [http://www.jchs.harvard.edu/publications/markets/son2003. pdf]



