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The HUD Homeless Assistance Grants:
Distribution of Funds

Summary

The U.S. Department of Housing and Urban Development (HUD) distributes
four homel ess assistance grants, each of which provides fundsto local communities
so that they can finance a range of housing and supportive services options for the
homeless. These four grants — the Emergency Shelter Grants (ESG) program, the
Supportive Housing Program (SHP), the Shelter Plus Care (S+C) program, and the
Section 8 Moderate Rehabilitation for Single Room Occupancy Dwellings (SRO)
program — are authorized in the McKinney-Vento Homeless Assistance Act (P.L.
100-77, as amended). Congress appropriates one lump sum for all four grants, and
HUD then determines how the funds are allocated among the four programs.

HUD distributes the four homeless assistance grants annually to eligible
applicants, which include states, metropolitan areas, counties, nonprofit
organizations, and public housing authorities. Fundsfor the ESG program are used
primarily for the short-term needs of the homel ess, such as emergency shelter, while
the SHP, S+C, and SRO programs address longer-term transitional and permanent
housing needs. HUD uses one method to distribute funds for the ESG program and
another method to distribute funds for the SHP, S+C, and SRO programs.

The ESG program distributes funds to states, counties, and metropolitan areas
using the Community Development Block Grant (CDBG) program formula. States
and communities receive the same proportion of ESG funds that they received in
CDBG funds the previous fiscal year. However, if a community is projected to
receive less than .05% of the total amount of ESG funds, its share goes to the state.
After they receive funds, states and communities then distribute them to homeless
service providers, including nonprofit organizations and local government entities.

The SHP, S+C, and SRO grants are distributed through a competitive process
called the Continuum of Care (CoC) application system (these three grants are
sometimes referred to as the “competitive grants’). Through the CoC process,
representativesfromlocal community organizationswork collaboratively to develop
a plan for addressing homelessness in their area. They then determine which
homel ess services providersin the community should receive funding from the three
competitive grantsand submit aunified applicationtoHUD. HUD then usesamulti-
step processto determine which homel ess servicesproviders should receivefunding.
This involves both a formula aspect, through which HUD determines community
need using the CDBG formula, and a competitive aspect, through which HUD
assigns points for various elements included in the CoC application. Proposed
projects that receive a certain threshold number of points are funded.

Recently, both Congressand the Administration have discussed policy changes
that could affect how the homeless assistance grants are distributed. These include
abill in the 110" Congress (H.R. 840) that would consolidate the three competitive
homeless assistance grants and refine the CoC application system, and HUD-
proposed changes to the CDBG formula.
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The HUD Homeless Assistance Grants:
Distribution of Funds

Introduction

Homelessnessin Americahasawaysexisted, but it did not cometo thepublic’'s
attention asanational issueuntil the 1970sand 1980s, when the characteristicsof the
homel ess popul ation and their living arrangements began to change. Throughout the
early and middle part of the 20th century, homel essnesswastypified by “ skid rows”

— areas with hotels and single-room occupancy dwellings where transient single
men lived.! Skid rowswereusually removed from themore popul ated areas of cities,
and it was uncommon for individuals to actually live on the streets.? Beginningin
the 1970s, however, the homel ess popul ation began to grow and becomemorevisible
to the general public. According to studies from the time, the homeless were no
longer almost exclusively single men, but included women with children; their
median age was younger; they were more racialy diverse (in previous decades the
observed homeless population was largely white); they were less likely to be
employed (and therefore had lower incomes); they were mentaly ill in higher
proportions than previously; and individual s who were abusing or had abused drugs
began to become more prevaent in the population.®

A number of reasons have been offered for the growth in the number of the
homeless and their increasing visibility. Many cities demolished skid rowsto make
way for urban development, leaving some residents without affordable housing
options.* Other possible factors contributing to homel essnessinclude the decreased
availability of affordable housing generally, the reduced need for seasonal unskilled
labor, the reduced likelihood that relatives will accommodate homeless family
members, the decreased value of public benefits, and changed admissions standards
at mental hospitals.”> Theincreased visibility of the homelesswas due, in part, to the
decriminalization of actions such as public drunkenness, loitering, and vagrancy.®

! Peter H. Rossi, Down and Out in America: The Origins of Homelessness (Chicago: The
University of Chicago Press, 1989), pp. 20-21, 27-28.

2 |bid., p. 34.
% Ibid., pp. 39-44.
“Ibid., p. 33,

® lbid., pp. 181-194, 41. See, also, Martha Burt, Over the Edge: The Growth of
Homelessness in the 1980s (New Y ork: Russell Sage Foundation, 1992), pp. 31-126.

® Down and Out in America, p. 34; Over the Edge, p. 123.
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In the 1980s, Congress first responded to the growing prevalence of the
homeless with several separate grant programs designed to address the food and
shelter needs of the homeless.” Then, in 1987, Congress enacted the Stewart B.
McKinney Homeless Assistance Act (McKinney Act), which created a number of
new programsto comprehensively addressthe needsof thehomeless, including food,
shelter, hedlth care, and education (P.L. 100-77). The act was later renamed the
McKinney-Vento Homeless Assistance Act (P.L. 106-400).2 Among the programs
authorized in the McKinney Act were four grants to provide housing and related
assistance to the homeless: the Emergency Shelter Grants (ESG) program, the
Supportive Housing Demonstration program, the Supplemental Assistance for
Facilities to Assist the Homeless (SAFAH) program, and the Section 8 Moderate
Rehabilitation Assistance for Single Room Occupancy Dwellings (SRO) program.
These four programs, administered by the U.S. Department of Housing and Urban
Development (HUD), were created to provide temporary and permanent housing to
the homel ess, along with supportive services. Over the years, Congress has changed
the makeup of the homel ess assistance grants, but there are still four programs, three
of which were part of the original McKinney Act. The four existing grants are the
ESG program, the Supportive Housing Program (SHP), the Shelter Plus Care (S+C)
program, and the SRO program. Thisreport describeshow HUD distributesthe four
homel ess assistance grants.

The Role of Congress
and HUD in the Funding Process

Since creating thefour homel essassistance grantsin 1987, Congress hasplayed
adecreasing rolein how funds are allocated among them. Initially, from FY 1987 to
FY 1994, Congress appropriated funds separately for each of the four programs.
However, beginning in FY1995 and continuing to the present, Congress has
appropriated onelump sumfor all four programs, and HUD hasthen determined how
those funds are distributed among the ESG, SHP, S+C, and SRO programs. (For a
distribution of the grants from FY 1987 through FY 2006, see Table 1.)°

After Congress makes its annual appropriation for the homeless assistance
grants(thisamount wasapproximately $1.44 billionin FY 2007 — P.L. 110-5), HUD

" These programs included the Emergency Food and Shelter Program (P.L. 98-8), the
Emergency Shelter Grants Program (P.L. 99-591), and the Transitional Housing
Demonstration Program (P.L. 99-591). All threewereincorporatedintothe McKinney Act.
(The Transitional Housing Demonstration Program was renamed the Supportive Housing
Demonstration Program.)

8 For information about other programs for the homeless created by the McKinney Act, see
CRSReport RL30442, Homelessness. Targeted Federal Programsand Recent Legidlation,
coordinated by Libby Perl.

° In addition to funds for the four grant programs, the congressional appropriation has also
at times contained fundsfor itemsliketraining and technical assistance, datacollection, and
the Interagency Council on Homelessness. These amounts make up a small percentage of
the total appropriation.
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first allocates a portion of the total appropriation to the ESG program. Thisamount
isgenerally between 13% and 15% of thetotal appropriation. HUD basesthisrange
of funding on the proportion of funds Congress devoted to the programinitsFY 1994
appropriation. After HUD has set aside the ESG fundsfrom the appropriation, it sets
aside funds to renew S+C permanent housing contracts in a separate account.” In
every HUD appropriationsact since FY 2001, Congresshasrequired HUD to provide
funds to renew existing S+C contracts on an annua basis, as long as HUD
determines that the S+C projects are needed and meet program requirements. The
amount remaining after the ESG fundsand S+C renewal funds are deducted fromthe
total appropriation is then available for the SHP and SRO programs, and for new
S+C projects. These remaining funds are not specifically dedicated to any of the
three programs.

After determining which funds are available for the ESG program, S+C
renewals, and the SHP, S+C, and SRO programs, HUD uses two methods to
distribute the fundsto grantees— onefor the ESG program and another for the three
remaining programs. HUD awards the funds allocated to the ESG program through
a formula allocation, and the SHP, S+C, and SRO program funds through a
competitive application system. For thisreason, the SHP, S+C, and SRO programs
are sometimes called the competitive homel ess assistance grants.

10 See HUD Homeless Assistance Appropriations and Allocations, available on the HUD
website [ http://www.hud.gov/offices/cpd/homel ess/budget/index.cfm#approps) .
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Table 1. Funding for Homeless Assistance Grants,

FY1987-FY2006
(% in thousands)

Fiscal Emergency SingleRoom  Shelter Plus  Supportive Total fundsfor

year Shelter Occupancy Caré? Housing HUD homeless
Grants (SRO) (S+C) Program® programs
(ESG) (SHP) (see note)

1987 $60,000 $35,000 — $59,000 $195,000°
1988 8,000 — — 65,000 72,000
1989 46,500 45,000 — 80,000 171,500
1990 73,164 73,185 — 126,825 284,004
1991 73,164 104,999 — 149,988 339,414°
1992 73,164 105,000 110,533 150,000 449,960
1993 49,496 105,000 266,550 150,443 571,489
1994 113,840 150,000 123,747 334,000° 822,747"
1995 155,218 136,000 164,000 630,000 1,120,000
1996 113,841 48,000 89,000 606,000 823,000
1997 113,727 24,000 61,000 663,000 823,000
1998 164,993 10,000 117,000 596,000 823,000
1999 150,000 17,000 151,000 556,000 975,000
2000 150,000 20,000 95,000 784,000 1,020,000
2001 149,670 14,000 174,000 760,000 1,122,525
2002 150,000 10,400 178,700 788,200 1,122,525
2003 149,025 11,200 237,000 865,400 1,217,037
2004 159,056 12,900 322,800 906,900 1,259,525
2005 158,720 14,000 304,400 860,900 1,229,214
2006 158,400 988 322,900 881,800 1,326,600

Sour ces: HUD Congressional Budget JustificationsFY 1988-FY 2007 (all grantsthrough FY 1994 and
competitive grants from FY 2002 to FY 2005), HUD Community Planning and Development grantee
list FY1993-FY2006 (ESG from FY 1993 through FY2006), HUD's Office of Specia Needs
(competitive grants for FY 1987 and from FY 1995 through FY 2001), and CRS analysis of HUD's
award announcement for FY 2006 competitive grants, available at [http://www.hud.gov/offices/
cpd/homel ess/budget/2006/index.cfm].

Note: Until FY 1995, Congress separately appropriated fundsfor each of the four homel essassistance
grants. Since then, however, Congress has appropriated one amount for all four grantsand HUD has
divided the funds. Therefore, amounts through FY 1994 represent appropriations, and those from
FY 1995 forward represent funds distributed to grantees. The amounts for each of the four separate
grant programs may add up to more or less than the amount in the column “ Total for HUD Homeless
Programs’ in agiven fiscal year dueto the use of carryover funds. And in some years, the sum of the
four separate grants may add up to less than the total due to allocations to other funds like technical
stance, data collection, or the Interagency Council on the Homeless.

a. The S+C program was authorized in 1990 by P.L. 101-645 and first received funding in FY 1992.

b. From FY 1987 to FY 1993, SHP was a demonstration program. In FY 1987 it was called the
Transitional Housing Demonstration Program (P.L. 99-591). SHP asit currently exists was
authorized in P.L. 102-550.

c¢. Thetota includes$15 millionfor the Supplemental Assistancefor Facilitiesto Assist theHomeless
(SAFAH) program. In1992, P.L. 102-550incorporated elementsof SAFAH and the Supportive
Housing Demonstration Program into the new Supportive Housing Program.

d. Thetotal includes $10,830,000 for the SAFAH program.

e. Thetotal includes $11,263,000 for the SAFAH program.

f. Thetotal includes $11,263,000 for the SAFAH program.

g. InP.L. 103-124, Congress provided that of the amount appropriated for SHP, an amount not to
exceed $50 million could be used for the Safe Havens Demonstration I nitiative and $20 million
for the Rural Housing Demonstration Program.

h. Thetotal includes $100 million for the Innovative Homeless I nitiatives Demonstration Program.

i. Thetota includes $25 million for the Innovative Homeless I nitiatives Demonstration Program.
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The Emergency Shelter Grants Program

The ESG program, the oldest of the four existing homeless assistance grants,
was established one year prior to enactment of the McKinney Act as part of the
Continuing Appropriations Act for FY 1987 (P.L. 99-591).** The funds distributed
through the ESG program provide for the emergency shelter and service needsof the
homeless. The program uses the Community Development Block Grant (CDBG)
program dua formula to distribute funds to both local communities (called
“entitlement areas” and defined asmetropolitan citiesand urban counties'?) and states
(called “non-entitlement areas”) for distribution in communities that do not receive
fundsdirectly. The CDBG program formulais meant to distribute funds based on a
community’ s need for development; the ESG program has used the CDBG formula
to target funds for homel ess assistance since its inception.

After the CDBG formula determines the amount of ESG funds each state and
community receives, they, inturn, allocate thefundstolocal government entitiesand
nonprofit organizations that provide services for the homeless. These recipient
organizations may use funds for four main purposes. the renovation, major
rehabilitation or conversion of buildings into emergency shelters; services such as
employment counseling, health care, and education; homeless prevention activities
such as assistance with rent or utility payments; and operational and administrative
expenses.® States and communities must ensure that not more than 30% of thetotal
ESG fundsthey receiveisused for services, not more than 30% isused for homeless
prevention activities, not morethan 10% isused for staff costs, and not morethan 5%
is used for administrative costs.**

Distribution of ESG Funds

Asacondition for receiving ESG funds, states and communities must present
HUD with a consolidated plan explaining how they will address community
development needs within their jurisdictions. The consolidated plan is required in
order for communitiesto participateinfour different HUD grant programs, including
ESG.™ The plan is a community’s description of how it hopes to integrate decent
housing, community, and economic needs of low- and moderate-income residents

1 The ESG program wasiinitially part of H.R. 5313, which was incorporated into H.Rept.
99-1005, the Conference Report to accompany H.J.Res. 738, which became P.L. 99-591.

12 See 42 U.S.C. 11373(a), which refers to the statute governing the Community
Development Block Grant at 42 U.S.C. §85302(a)(4)-(6). A metropolitan city isthe central
city within ametropolitan statistical area, or acity of 50,000 or more within ametropolitan
statistical area, and an urban county is a county within a metropolitan area that has a
population of 200,000 or more, or 100,000 or more if the county contains no incorporated
areas.

1342 U.S.C. §11374(a).
14 | bid.

> The other programs are the Community Development Block Grant program, the HOME
program, and the Housing Opportunities for Persons with AIDS (HOPWA) program.
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over a three- to five-year time span.’®* Consolidated plans are intended to be
collaborative efforts of local government officials, representatives of for-profit and
non-profit organizations, and community members. HUD may disapprove a
community’s consolidated plan with respect to one or more programs, although
communities have 45 daysto change their plansto satisfy HUD’ srequirements.’ If
HUD disapproves the ESG portion of the plan, the applicant community will not
receive ESG funds.

If HUD approvesacommunity’ sconsolidated plan, the community will receive
ESG funds based on its share of CDBG funds from the previous fiscal year.
However, the community must have received at least 0.05% of the tota CDBG
allocation to the states in order to qualify to receive ESG funds.® In cases where a
community would receive less than .05% of the total ESG allocation, its share of
funds goes to the state to be used in areas that do not receive their own ESG funds.*
For example, if acommunity received 0.08% of the total CDBG allocation to the
states in FY 2000, it would receive that same percentage of ESG funds in FY 2001.
In FY 2006, 364 states, cities, counties, and territories received ESG funds.” For an
overview of how funds are distributed, see Figure 1.

After therecipient states and entitlement communitiesreceivetheir ESG funds,
they distribute them to local government entities or nonprofit organizations that
provideservicestothehomeless. Theserecipient organizationshavebeen previously
determined by the state or local government through an application processin which
organizations submit proposals — HUD is not involved in this process. Each
recipient organization must match the federa ESG funds dollar for dollar.? The
match may be met through the value of donated buildings, the lease value of
buildings, salary paid to staff, and volunteer time counted at $5 an hour.?

1624 C.F.R. 891.1(a).
1724 C.F.R. §91.500.
842 U.S.C. 8811373.
942 U.S.C. §11373(b).

2 HUD Office of Community Development, available at [http://www.hud.gov/offices/
cpd/about/budget/budget06/].

2142 U.S.C. §11375(a).
22 | hid.
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The Three Competitive Homeless
Assistance Grants and the Continuum of Care

The bulk of the funding for the homeless assistance grants is awarded to the
three competitive grant programs. the SHP, S+C, and SRO programs. In FY 2006
(the most recent year in which the grants were distributed), more than 88% of the
total amount of funds distributed to the four grant programs went to the competitive
grants. The composition of the competitive grants has remained relatively stable
since the passage of the McKinney Act in 1987. The three existing programs have
together comprised thecompetitivegrantssince FY 1992. Both the SHP and the SRO
program were part of the original McKinney Act in 1987, and the S+C program was
added in 1990 (P.L. 101-645). Congress later made two other programs, the Safe
Havens for Homeless Individuals Demonstration Program (P.L. 102-550) and the
Rural Homeless Housing Assistance Program (P.L. 102-55), part of the McKinney
Act, and gave HUD authority to allocate funds to them from the SHP appropriation.
However, HUD never alocated funds.

An Overview of the Three Competitive Grants

The three competitive homeless assistance grants each perform somewhat
different functions, but all three have a unified focusin that they concentrate on the
longer-term needs of the homelessrather than their emergency requirements. These
longer-term needs include transitional housing (up to 24 months), permanent
housing, and supportive services. The supportive services are designed to help
homelessindividual swith avariety of issuesthat might prevent them frombeing able
to find and maintain permanent housing (for example, employment counseling,
health care, and child care). Differences among the programs occur in the eligible
uses of funds, the way in which housing to the homeless is provided, match
requirements by grant recipients, and the eligible populations served. (For a
breakdown of some of these distinctions, see Table 2.)

The Supportive Housing Program. The SHP provides funds for
transitional housing for homeless individuals and families for up to 24 months,
permanent housing for disabled homelessindividuals, and supportive services.” In
FY 2006, just over 73% of total HUD competitive grant funds went to recipients as
SHP grants.* Eligible applicants for SHP grants include states, local government
entities, public housing authorities (PHAS), private nonprofit organizations, and
community mental health centers.?® Grant recipients can provide housing together
with services, or can choose to provide services only (without a housing program
component). Specifically, fundsmay be used to acquire and/or rehabilitate buildings
that will be used either to provide supportive housing or buildings that will be used

2 At least 10% of total SHP funds must be used for supportive services, at least 25% must
be used for projects that serve families with children, and at least 25% must be used for
projects that serve homel ess persons with disabilities. 42 U.S.C. §11389(b).

2 HUD FY 2007 Congressional Budget Justifications, p. D-2, availableat [http://www.hud.
gov/offices/cfo/reports/2007/cjs/part2/cpd/hagrants.pdf].

%42 U.S.C. §11382(1).
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to provide supportive services only. Funds may also be used to construct buildings
that will be used for supportive housing (but not supportive services only).?

In addition to financing physical structures, grantees may use funds to provide
serviceslikecase management, health care, child care, housing assi stance, nutritional
counseling, and employment assistance. Grant recipientsmay providethese services
themselves, or through contractswith outside providers. Inaddition, grant recipients
may use funds to pay for up to 75% of their annual operating expenses and to help
implement a Homel ess Management Information System (HM1S)? to keep track of
the homeless individual s served within their community.

Recipients of SHP grants are required to meet match requirements. All of the
matching funds must be provided by cash sources,?® but thelevel of non-federal funds
required varies with the type of activity undertaken. Funds that are to be used for
acquisition, rehabilitation, or new construction must be matched with an equal
amount of the grant recipient’sown funds.® Those SHP grantees that receive funds
for supportive services must provide at least a 20% match with funds from other
sources, while grantees that receive funds for operating expenses must provide at
least a 25% match of these funds on their own.*

The Shelter Plus Care Program. The S+C program provides permanent
supportive housing through rent subsidiesfor disabled homelessindividualsand their
families. In FY 2006, approximately 27% of total competitive grant funds went to
S+C grantees.®* The S+C rent subsidiesmay betenant-based vouchers, project-based
rental assistance, or sponsor-based rental assistance.* Eligible applicants for the
S+C grants are states, local government entities, and PHAS.* The S+C program
requires grant recipients to match the amount of grant funds they receive for rental
assistance with an equal amount of funds that they will use to provide supportive
services® The services under S+C are similar to those provided in the SHP, and
include activities like physical and mental health care, substance abuse counseling,

%42 U.S.C. 811383.

2 HMIS is a data collection, organization, and storage initiative to track and count the
homeless. For more information see CRS Report RS22328, The Homel ess Management
Information System, by Libby Perl.

2 24 C.F.R. §583.145.
2 42 U.S.C. §11386(¢).

% Department of Housing and Urban Development, “Notice of Funding Availability,
Continuum of CareHomelessAssistance,” Federal Register, vol. 71, no. 45, March 8, 2006,
p. 12059 [hereinafter FY 2006 NOFA].

¥ HUD FY 2007 Congressional Budget Justifications, p. D-2.

%242 U.S.C. §11404-11406b. In sponsor-based housing, recipient states, |ocal governments,
or PHAscontract with private nonprofit organi zations or community mental health agencies
to operate the housing. 24 C.F.R. 8582.100(c).

%42 U.S.C. 811403g(2).
%42 U.S.C. § 11403b(a).
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child care services, case management, and educational and job training.* Grant
recipients can fulfill the match requirement with cash, the value of alease, salary
expenses for employees, or the time of volunteers.

The Single Room Occupancy Program. The SRO program provides
permanent housing to homelessindividualsin efficiency unitssimilar to dormitories,
with single bedrooms, community bathrooms, and kitchen facilities. In FY 2006,
.082% of total competitive funds awarded went to SROs. The SRO program does
not require homel ess residents to be disabled and does not fund supportive services.
Eligible applicants for SRO grants are PHAs and private nonprofit organizations.®
SRO unitsarefunded as part of HUD’ s Section 8 Moderate Rehabilitation program,
which reguires grant recipients to spend at least $3,000 per unit to rehabilitate
property to be used for SRO housing in order to bring the property into compliance
with HUD’s housing quality standards.®” Grant recipients are reimbursed for the
costs of rehabilitating SRO units through Section 8 rental assistance payments that
they recelve over aten-year contract period. The costsof rehabilitation areamortized
and added to abase rental amount. The maximum amount that a building owner can
spend per unit and still be reimbursed is $20,500 as of FY 2006 (this amount is
updated annually).® After theten-year rental contracts expire, they are not renewed
through the homeless assistance grant competition, but through a separate HUD
account on an annual basis.*

Resident Contributions To Housing Costs

In the SHP, S+C, and SRO programs, residents are asked to pay a portion of their
income toward rent, if they are able. In all three programs, rent may not exceed
the greater of 30% of adjusted income, 10% of gross income, or if a family
receives welfare benefits, the portion of the benefit des gnated for housi ng Costs.

% 24 C.F.R. §582.5.
% 42 U.S.C. §11401()).
¥ 24 C.F.R. §882.802.

¥ HUD publishesthe maximum amount of expendituresannually, taking account of changes
in construction costs. See FY 2006 NOFA, p. 12061.

¥ FY 2006 NOFA, p. 12062.
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Table 2. Characteristics of the SHP, S+C, and SRO Programs

of Competitive Funds

Program Supportive Housing Program Shelter Plus Care Sorggheplzr(])(?ym
Characteristics (SHP) (S+C) (SRO)
Eligible Uses of Transitional Housing Permanent Housing Permanent
Funds Permanent Housing Housing
Supportive Services
Operating Expenses
Eligible Applicants States States PHAS
Local Government Entities Local Government Entities Private
PHAs PHASs Nonprofits
- Private Nonprofits
- Community Mental Health
Centers
Eligible Populations - Familiesand Individuas - Disabled individuals and - Individuals
(Transitional Housing and their families
services only)
- Disabled Individuals
Match Requirements - Doallar for Dollar (Acquisition, - Equal amount of fundsfor - No match
Rehabilitation, or Construction) services requirement
- 20% (Services)
- 25% (Operating Expenses)
F Y2006 Percentage 73.14% 26.78% 0.082%

Source: The McKinney-Vento Homeless Assistance Act, Title IV, SubtitlesC, E, and F, 42 U.S.C.
§811381-11389, 11401, and 11403-11407b. CRS analysis of HUD FY 2006 competitive grant

announcement, available at [http://www.hud.gov/offices/cpd/homel ess/budget/2006/index.cfm] .

Distribution of the Competitive Grants

The three competitive grants are distributed to eligible applicant organizations
through a complex, multi-step process that involves both formula and competitive
elements. HUD first uses the CDBG formula to determine the need levels of local
communities (generaly, a combination of cities and counties); the need level is
effectively the maximum amount of funding that a given community can receive.
HUD then determines through a competition whether applicant organizations that
provide services to the homeless qualify for funds. In the early years that the
homel ess assistance grants existed, individual homeless services providers applied
to HUD directly for funds. However, since FY 1996 HUD hasrequired applicantsto
participatein acollaborative community processcaled the Continuum of Care (CoC)
application systemif they want to receive SHP, S+C, or SROfunds. For anoverview
of how funds are distributed, see Figure 1, at the end of this section.
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The Continuum of Care. HUD developed the CoC as both a way for
communities to plan services that will address the needs of the homeless, and the
method through which service providers apply for HUD funds.®® Under the CoC
strategy, local communities establish CoC coordinating boards made up of
representatives from local government agencies and service providers who meet to
establishlocal prioritiesand strategiesto addresshomel essnessin their communities.
The CoC planthat results from this processis meant to contain elementsthat address
the continuum of needs of the homeless. prevention of homelessness, emergency
shelter, transitional housing, permanent housing, and supportive services provided
at all stages of housing.** The CoC system was created in 1993 as the Innovative
HomelessInitiatives Demonstration Program, agrant program that provided funding
to communities so that they could become more cohesiveintheir approach to serving
the homeless.*? Since then, nearly every community in the country has become part
of aCoC, with approximately 474 CoCs in existence as of 2005, including thosein
the Territories.®®

Since the FY 1996 grant application process for the competitive homeless
assistance grants, the CoC system has also been the vehicle through which local
service providers apply for HUD competitive grants.** The process of applying for
the competitive homel ess assistance grants begins at the local level when individual
applicant organi zations apply to their CoC advisory boardsto beincludedinaunified
CoC application to HUD for funding. Continuums have flexibility in how they set
uptheir application processes, called the review and ranking” process, and may have
written guidelines available for applicants. HUD requires that the process be fair,
and CoCs must explain in their grant applications to HUD the methods they use to
ensure fairness, together with alist of any complaints they received from applicant
organizations.® Applicant organizations may also address fairness and other
concerns directly to HUD.

“0 The devel opment of the Continuum of Care system is described in Priority: Home! The
Federal Plan to Break the Cycle of Homelessness, The U.S. Department of Housing and
Urban Development, 1994, pp. 73-75.

“I Barnard-ColumbiaCenter for Urban Policy, The Continuumof Care: A Report ontheNew
Federal Policy to Address Homelessness, U.S. Department of Housing and Urban
Development, December 1996, p. 9.

“2 See U.S. Department of Housing and Urban Development, “Funding Availability for
Fiscal Y ear 1994 for Innovative Project Funding Under the Innovative Homel ess Initiatives
Demonstration Program,” Federal Register vol. 58, no. 243, December 21, 1993, pp. 67616-
67618.

“ “HUD-Defined CoC Names and Numbers Listed by State,” Revised March 10, 2006,
available at [http://mwww.hud.gov/library/bookshel f 12/supernof a/nof ad6/cocnames. pdf].

“ U.S. Department of Housing and Urban Development, “ Continuum of Care Homeless
Assistance; Funding Availability,” Federal Register vol. 61, no. 52, March 15, 1996, pp.
10865-10877.

4 Exhibit | of Continuum of Care application, available at [http://www.hudclips.org/
sub_nonhud/html/pdfforms/40090-1.doc].
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Each CoC selects the homeless assistance projects that it thinks should be
funded and prioritizesthemin alist that isincluded in an overall CoC application to
HUD. The CoC application packet accompanying the list has multiple parts. It
includes an overall CoC application with information about the CoC structure and
assessment of community needs, and individual applications for each listed project
that the CoC recommends for funding. Continuums send the entire application
packet to HUD, which in turn determines the projects that will be funded, and how
much funding each will receive. Notethat HUD determinesfunding at theindividual
project level, not the CoC level, although HUD considersfactorsinvolving the CoC
in making its decisions.

HUD Determination of CoC Pro Rata Need. Beforethe CoC applications
even arrive at HUD, the agency goes through a process where it calculates each
community’s“pro rataneed.” Pro rataneed is meant to represent the dollar amount
that each community (cities and counties) needs in order to address homel essness.
HUD determines a pro rataneed amount for each community and then adds together
the individual need amounts of the communities within a CoC to arrive at a pro rata
need amount for the entire Continuum. This CoC pro rataneed amount isessentially
the maximum amount of HUD homel ess assistance grant funds (not including S+C
renewals) for which a CoC can qualify. HUD calculates pro rata need through a
three-step process.

Step One. Inthefirst step, HUD calculates preliminary pro rataneed. HUD
takes the proportion of funds each community is entitled to under the ESG program
(which usesthe CDBG formula), and multipliesthis proportion by the total amount
of competitive funds available to grantees (after subtracting the amount needed for
S+C renewals) to arrive at a dollar amount of preliminary pro rata need. For
example, if acity is eligible for 0.08% of total ESG funds, and $1.1 hillion is
available for the competitive homeless assistance grants in a given year, the dollar
amount of preliminary pro rata need assigned to that community is $960,000. The
preliminary pro rataneed amount for each city and county within aCoC isthen added
together to arrive at atotal preliminary pro rata need amount for the CoC.

Step Two. Inthe second step, HUD appliesahold harmlesslevel of need in
cases wherethetotal cost of aCoC’ sone-year renewal of SHP contracts exceedsthe
preliminary pro rata need amount. In these cases, an amount equal to the difference
betweeninitia pro rataneed and the cost of SHP renewalsisadded to initial prorata
need to bring the CoC up to ahold harmlesslevel (effectively thismeansthat the cost
of SHP one-year renewalsisthe hold harmlesslevel). For example, a Continuum’s
total cost of renewing SHP contractsis $4 million, but the preliminary pro rata need
is only calculated to be $2.3 million. The difference between these two amounts
($1.7 million) is added to preliminary pro rata need ($2.3 million) to arrive at the
hold harmless need level of $4 million.
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Step Three. Inthethird step, aContinuum may qualify for additional pro rata
need funds through HUD’ s Samaritan Housing Initiative, an incentive to encourage
the creation of permanent supportive housing for chronically homelessindividual s.*®
If, in its grant application, a CoC ranks as its number one priority project a new
(versus renewal) project that will provide permanent housing for the chronically
homeless, it may receive additional pro rata need dollars up to a maximum of 15%
of its preliminary pro rataneed. For example, if a Continuum has a preliminary pro
rata need of $2 million with ahold-harmlesslevel that bringsits need level up to $3
million, it may receive a Samaritan Housing bonus of $300,000 (15% of $2 million)
added to its pro rata need of $3 million, for a final pro rata need amount of $3.3
million.

Threshold Review. When CoC applicationsarrive at HUD, the agency first
goes through a threshold review of the individual project applications within each
CoC application. Inthisprocess, HUD looks at various eligibility factorsto ensure
that every participant in the proposed projects (from applicant organizationsto clients
who will be served) are éligiblefor the homel ess assistance grantsfor which they are
applying. The following list isillustrative of the factors that HUD considers, and
does not include every element that HUD reviews.*’

e HUD confirms that applicants are €ligible by law to operate the
program for which they are seeking funds. For example, only PHAs
and private nonprofit organizations may operate an SRO project.

e Individual applicants must show an ability to provide matching
fundsfor their projects.

e The applications must demonstrate that the proposed projects are
eligible for funding, for example that the population to be served is
eligible for assistance, that the projects will be accessible to the
disabled, that they are cost effective, and that the applicant
organizations are participating (or will participate) in any local
Homeless Management Information System.

e HUD assessesthe potential quality of proposed projectsby ensuring
that the type of housing and itslocation fit the needs of participants,
and that participants will be assisted with avariety of services.

e In order to receive funding, projects must comply with civil rights
and fair housing requirements, employ, to the extent feasible, low-
and very low-income persons, meet environmental requirements, and
request funding in accordance with each grant’s guidelines.

“6 A chronically homel ess person is defined as an individual with adisabling condition who
has been continuously homeless for one year, or has had four episodes of homelessnessin
the last three years. See Department of Housing and Urban Development, “ Consolidated
Plan Revision and Updates,” Federal Register vol. 71, no. 27, February 9, 2006, p. 6961.
This definition will be published in 24 C.F.R. 8§91.5.

" For all of the eligibility factors, see FY 2006 NOFA, pp. 12058-12062.
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Points for Continuum of Care Factors and Need. In the fina step,
HUD reviews each individual project application and assigns points to each project
that the Continuums have recommended for funding. Points are assigned in two
categories. need, as determined through the pro rata need process, and Continuum
of Carefactors. The applicants may receive up to 40 points for need and up to 60
pointsfor CoC factors, for atotal score of 100 points. The point total isused to rank
each project to determine which will be funded. Projects that score above a certain
point threshold will receivefull funding; thisthreshold number of pointsvariesfrom
year-to-year. Generally 80-85 pointsarerequired for aproject toreceivefull funding.

SHP projects that CoCs propose for renewal, but do not receive sufficient pointsto
berenewed, may still receivefunding through contract extensions. These extensions
may be made for up to one year.®

Points for Need. HUD assigns need pointsto each individual project listed
within a CoC application based on how highly the project is ranked in the
application, but limited by the CoC’'s pro rata need. Projects will receive the
maximum need score of 40 points if they are ranked highly enough within a CoC
application. HUD goesthrough a CoC'’ s priority list, adding together the requested
funding for each project in the order they are ranked. Aslong as the addition of a
project’ srequested funding amount does not bring the total amount of funds needed
for the CoC above itstotal pro rataneed, that project will receive 40 points. Those
projects that bring the total amount of funds needed for the CoC above its pro rata
need will receive 10 or 5 points.

For example, assume a CoC has proposed in its application to HUD that 10
projects receive funding, and HUD has assigned that CoC $3.3 million in pro rata
need. HUD will proceed through the list of ten projects and assign 40 need points
to each project in the list, as long as the amount of additional funding required for
each project does not bring the total dollars needed for the CoC above the $3.3
million cap. If the Continuum requeststhefollowing dollar amountsfor projectsone
through seven onitslist — $1.3 million, $300,000, $500,000, $800,000, $200,000,
$100,000, and $100,000 (for a total of $3.3 million) — then each of the seven
projectswill receive 40 pointsfor need because the addition of the dollars needed for
each project does not bring the total amount of funding required above $3.3 million.
However, projects eight through 10 will not receive 40 need points because the
addition of their needed funds exceedsthe pro rataneed threshold. Instead, they will
receive either 10 or five points. Those projects that bring the total funding needed
for the CoC to an amount between the pro rata need dollar amount ($3.3 millionin
this example) and twice the pro rataneed ($6.6 million) receive 10 points, and those
that bring the total funding needed to an amount above twice the pro rata need
receive five need points.

Points for Continuum of Care Factors. HUD also assigns each project
points for Continuum of Care factors; the maximum number of points a project can
scoreis60. CoC pointsare based on the Continuum’ s application, not theindividual
project applications. Because of this, each project within a CoC application will

“8 See HUD Questionsand Answersfor FY 2006 NOFA, p. 19, available at [ http://www.hud.
gov/library/bookshelf12/supernofa/nofal6/cocga.doc] .
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receive the same score on CoC factors. Asaresult, unless need points differ among
projectsin aCoC’ s application, each project in aCoC will receive the same number
of points.

The CoC factors that HUD scores may vary from year to year. In the most
recent Notice of Funding Availability for FY 2006, there were five categories in
which projects were scored.*

e Organizationa Structure: HUD awards points for the existence of
an inclusive community process to develop a CoC strategy, and a
fair and impartial project review and selection process. A total of 8
points may be awarded in this category.

e CoCHousingand ServiceNeeds: Continuumsreceive pointsfor the
existence of astrategy to address all aspects of homelessnessand all
populations in need of services. The category aso includes points
for a CoC’'s implementation of an HMIS to track and provide an
unduplicated count of the homeless. A total of 12 points may be
awarded in this category.

e CoC Strategic Planning: HUD awards points in this category to
Continuums with 10-year plans to end chronic homelessness, and
those with discharge policies for persons leaving institutional care
(for example, correctional facilities, hospitals, or foster care). The
category a so considers whether CoCs propose projectsthat address
unmet needsin thecommunity, are ableto estimate the cost to renew
SHP and S+C projectsfor five years, and are able to leverage funds
from other sources. A tota of 10 points may be awarded in this
category.

e CoC Performance: The factors considered in this category include
steps that CoCs have taken to meet their goals, whether CoCs have
increased the number of permanent housing bedsfor the chronically
homeless, whether there has been a decrease in chronic
homelessness, the success that homeless individuals have in
remaining in permanent housing, the success of homeless
individuals in gaining employment and access to available
government programs and funds, the record of CoC projects in
hiring low- and very low-income employees, and the existence of a
local plan to remove regulatory barriers to affordable housing. A
total of 18 points may be awarded in this category.

e EmphasisonHousingActivities. Withinthiscategory, HUD awards
pointsto Continuums based on the percentage of fundsto be used to
provide housing (versus services). A total of 12 points may be
awarded in this category.

9 FY 2006 NOFA pp. 12064-12065.
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Allocation of the Grants. Despite the fact that Continuums of Care serve
asintermediariesbetween HUD andindividual homelessservice providersduringthe
application process, funds go directly to service providers, not to the CoC. Projects
receive funding for between one and ten years depending on the type of project and
whether it isanew contract or arenewal. New SHP projects are funded for two or
three years, while renewals are funded for oneto three years.® Initial S+C contracts
run for five years, renewals are made for one year at atime, and SRO projects are
funded for ten years (renewals take place outside the homeless assistance grant
application process).> Grant recipients enter into agrant agreement with HUD, and,
if thegrant involvesconstruction, work must begin within 18 monthsof HUD’ sgrant
award letter and be completed within 36 months.> Activitiesthat are not contingent
on construction must begin within 12 months of receipt of the grant award letter.

% HUD FY2006 Application, Exhibit 2, p. 2, available at [http://www.hudclips.org/
sub_nonhud/html/pdfforms/40090-2.doc].

*! |bid.
°2 FY 2006 NOFA, p. 12062.
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Figure 1. Distribution of the HUD Homeless Assistance Grants
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Emerging Issues

Funding for the four homel ess assi stance grantswas | ast authorized in FY 1994
(P.L.102-550). Sincethen no significant |egislative changes have been madeto any
of the programs. In the ensuing years, however, there have been policy discussions
in both Congress and the Administration about changing policies that would affect
how the grants are distributed. These include consolidating the three competitive
homel ess assi stance grants, changing the way that renewal s of the competitive SHP
and S+C contracts are treated, and making changes to the factors in the CDBG
formula

Consolidation of the Competitive
Homeless Assistance Grants

In every year since FY 2003, the President’ s budget has proposed to consolidate
the three competitive homeless assistance grants (SHP, S+C, and SRO).
Consolidation would eliminate the distinctions among the three grant programs,
distribute the funds as one grant, and allow communities greater flexibility in
determining funding priorities. One bill that has been introduced in the 110"
Congress— H.R. 840 — also proposes to consolidate the three programs. Theidea
of consolidation is not new. As early as the 104" Congress, legislation was
introduced to consolidate all of the homeless assistance grants in Title IV of
McKinney-Vento.>® Over the years, HUD has also supported consolidation through
proposed legislation.>

The proposal to consolidate the competitive grants in H.R. 840 would also
codify the Continuum of Careapplication system with somechangesfromthe current
system. These changeswould streamline the grant application process so that HUD
could distribute funds more quickly. Under the proposal in H.R. 840, HUD would
review only the applications from Collaborative Applicants — local boards that
would determine funding priorities and jointly submit a single application to HUD
on behalf of all local applicant organizations. Currently, although CoCs submit one
application, HUD must still review the individual applications from organizations
seeking funding. This change would mean the difference between HUD reviewing
hundreds rather than thousands of applications. However, the bill provides an
exception that would allow individual organizations to apply directly to HUD in
cases where HUD determines that the organi zations attempted to participate in the
CoC process and were “not permitted to participate in areasonable manner.” After
reviewing the applications, HUD would then award funds directly to Collaborative
Applicants to be distributed to individual organizations.

% See H.R. 30, 104" Congress, the Housing and Community Development Act of 1995.

> U.S. General Accounting Office. Consolidating HUD’ s McKinney Programs: Satement
of Stanley J. Czerwinski, Associate Director, Housing and Community Devel opment | ssues,
Resour ces, Community, and Economic Devel opment Division. GAO/T-RCED-00-187. May
23, 2000, p. 9; available at [http://www.gao.gov/archive/2000/rc00187t.pdf].
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Other changesin H.R. 840 include making homel essness prevention an eligible
activity for recipients of competitive grants, and creating asingle match requirement
of 25%, simplifyingthecurrent differing requirementsfor each of thethree programs.
Thebill would also add to the definition of homelessindividual two categories. The
first would be those persons who are sharing housing because they have lost their
own housing or for other economic hardship. The second would be individualswho
have been released from prison on probation or parole. H.R. 840 would authorizethe
Homeless Assistance Grants at $2.5 billion for FY 2008.

Renewals of the Competitive Homeless Assistance Grants

In recent years Congress has shown some concern about the cost of renewing
existing permanent supportive housing contractsthrough the S+C and SHP programs,
while also funding new permanent housing units.® Currently alarge percentage of
competitive homel essassistancegrant fundsare used to renew existing SHPand S+C
contracts. For example, in FY 2006 over 91% of competitive grant funds were used
to renew existing contracts. (For the percentage alocation of the FY2006
competitive grants see Figure 2.) Since FY 2001, Congress has set aside funds for
S+C renewalsin order to protect the existing permanent housing contracts, but SHP
renewals are not similarly protected. They are simply part of the competition for all
remaining funds.

Congress has aso shown concern over sufficient funds for both new and
renewal projects due to the need for additional housing facilities to meet the needs
of the chronically homeless.® The chronically homeless are defined as disabled
individual swho have been homel ess continuously for ayear or more, or have had at
least four episodes of homelessness in three years.> In 2002, President Bush
established aninitiativeto end chronic homel essnesswithinten years, and asaresult,
many states and communities are making efforts to provide housing for chronically
homelessindividuals. It isestimated that 150,000 to 200,000 new housing unitsare
needed in this effort.

HUD has changed the way it calculates pro rata need in order to help CoCsto
freeup fundsfor new permanent housing projects. Withthe FY 2005 competition for
available funds, HUD enabled CoCsto eliminate funding for existing SHP projects
from their priority lists while still qualifying for the hold harmless level of pro rata
need fundsthat would have been required to renew those SHP projects. Thisenables

% In order to better anticipate the need for renewal funds, beginning in FY 2002, Congress
asked HUD to estimate five-year projections for renewing SHP and S+C contracts.
Conference Report to accompany H.R. 2620, Department of Veterans' Affairs, Housing and
Urban Development, and | ndependent Agencies Appropriation Act, 107" Cong., 1% sess.,
November 6, 2001, H.Rept. 107-272. HUD has provided these estimates in its FY 2003,
FY 2006, and FY 2007 Congressional Budget Justifications.

% See, for example, Senate Committee on Banking, Housing and Urban Affairs,
Subcommittee on Housing and Urban Devel opment, HUD' s Fiscal Year 2003 Budget and
Legislative Proposals, 107" Cong., 2™ sess., February 13, 2002, S. Hrg. 107-839, pp. 14-16,
available at [http://banking.senate.gov/_files/107839.pdf].

*" Federal Register vol. 71, p. 6961.
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the funds that otherwise would have been directed toward renewals to be used to
create new permanent housing projects.® Whilethisallows CoCsto defund projects
that they do not think should receive grants, it does not address what CoCs can do
about renewing projectsthey think areworth funding while al so funding projectsthat
would create new housing.

Figure 2. FY2006 Percentage Allocation of Competitive Grants
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22.9%

Renewal SHP
68.4%

Source: CRSanalysis of HUD FY 2006 competitive grant announcement, available at [ http://mww.
hud.gov/offices/cpd/homel ess/budget/2006/index.cfm] .

Emphasis on Housing

The Continuum of Care system was designed to give communities freedom to
determine the needs of their homelessindividuals and to support programsthat meet
those needs. However, both HUD and the Administration, through its initiative to
end chronic homelessness, have come to favor, to some degree, the use of HUD
funds for the provision of housing, and specifically housing for the chronically
homeless.*® InFY 2005, 55% of competitivegrant fundswent to housing projectsand
40% went to fund services.® Of the funds dedicated to housing activities, 30%

%8 U.S. Department of Housing and Urban Development, “Notice of Funding Availability,
Continuum of Care Homeless Assistance,” Federal Register, vol. 70, no. 53, March 21,
2005, pp. 14283-14284.

9 A chronically homeless person is defined as an individual with adisabling condition who
has been continuously homeless for one year, or has had four episodes of homelessnessin
the last three years.

€ Statement of Mark Johnston, Deputy Assistant Secretary for Special Needs, HUD Office
of Community Planning and Development, FY 2006 Continuum of Care NOFA Webcast,
March 28, 2006, available at [http://www.hud.gov/offices/cpd/homel ess/index.cfm].
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funded projectsfor the chronically homeless.®* Accordingto HUD, the emphasison
housing activitiesis due to the fact that it is the only agency that provides funds for
housing, while other agencies provide funds for supportive services.®

The CoC application processawardsadditional CoC pointsto project applicants
in Continuumsthat emphasize housing needs over supportive services. The number
of points in the “emphasis on housing” category has increased over the years.
Beginning with the FY 2002 competition, applicants could qualify for up to five
points in this “emphasis on housing” category, in FY 2003 and FY 2004, they could
qualify for up to 10 points, and in the last two competitions (for FY 2005 and
FY 2006), applicants could qualify for up to 12 pointsin this category. Applicants
receive more points the higher the percentage of fundstheir CoC proposesto devote
to housing activities. In FY 2005, the 12 pointsawarded for an “emphasison housing
activities’ in many cases made the difference between projectsthat reached the point
threshold to receive funding, and those that did not.®

The President’ sinitiative to end chronic homel essness has brought focus upon
the need for housing due, in part, to research showing that providing permanent
supportive housing for the severely mentally ill who are chronically homelessisless
expensive than allowing them to remain on the street.** HUD has incorporated the
needs of the chronically homeless in the Continuum of Care application system for
the competitive homel ess assistance grants. HUD awards CoC points to applicants
if their CoCshave devel oped 10-year plansto end chronic homelessness.* CoCscan
also receive additional fundsif they proposein their application to fund a permanent
supportive housing project for the chronically homeless.

The Role of the Community
Development Block Grant Formula

Recently, both HUD and Congress have considered the possibility of changing
factorsinthe CDBG formula. The CDBG formula has determined how ESG funds
are distributed since the inception of the program in 1986, and has been used in the
distribution of the competitive grants since at least FY1995. Over the years, the
effectiveness of using the CDBG formula to target funds to the homeless has been
guestioned. Two General Accounting Office (now Government Accountability
Office) reports from the late 1980s noted that the CDBG formula might not be the

® |bid.
% |bid.
® |bid.

% See Dennis P. Culhane, Stephen Metraux, and Trevor Hadley, “ Public Service Reductions
Associated with Placement of Homel ess Personswith SevereMental |lInessesin Supportive
Housing,” Housing Policy Debate, vol. 13, no. 1 (2002), p. 107, available at [http://www.
fanniemaefoundation.org/programs/hpd/pdf/hpd_1301 culhane.pdf].

% FY 2006 NOFA, p. 12064.
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best way to target funds to areas that most need homeless assistance funds.®®
Congress, too, has questioned the relationship between the formula and
homelessness. In FY 2001, the Senate Appropriations Committee noted that “the
CDBG formulahas no real nexus to homeless needs,” and urged HUD to hasten its
devel opment of amethod for counting the homeless.®” HUD responded with areport
that proposed alternative methods for determining community need for homeless
assistance.®® Nonetheless, HUD continues to use the CDBG formula, and changes
to it would result in a different funding distribution for homeless assistance funds.

The Current CDBG Formula. The CDBG program was enacted to target
funds to communities that are in need of community development. It awards funds
to metropolitan cities and urban counties (70% of funds) and to the states for usein
areas that do not receive funds directly (30% of funds).*® The CDBG formula uses
acombination of fivefactorsto award fundsto recipient communities. (The CDBG
formula uses four separate methods to award funds; this paper does not discuss the
details of these methods.) Thefive factors are population, the number of personsin
poverty, housing overcrowding (homesin which thereis morethan 1.01 persons per
room), the age of housing (the number of housing structures built prior to 1940), and
the extent of growth lag in a given community (the lack of population growth in a
community compared to the growth rateit would have had if it had grown at therate
of other communities).” The factors are measured as ratios between the recipient
community and all grant recipients. The CDBG formulawas last changed in 1977
(P.L. 95-128).

Proposed Changes to the CDBG Formula. In2005, HUD issued areport
that both analyzed the effectiveness of the CDBG formulain targeting communities
that are in need of development and proposed alternative factors for the formula.”™
TheHUD report reviewed several shortcomingsof theformula. Amongitscriticisms
was that the use of the population variable means that some fast-growing
communities with low development needs may still receive increasing CDBG

% U.S. General Accounting Office, Homelessness: |mplementation of Food and Shelter
Programs Under the McKinney Act. GAO/RCED-88-63. December 1987, p. 33, available
at [http://archive.gao.gov/d29t5/134578.pdf], and Homelessness: HUD’s and FEMA’'s
Progressin Implementing the McKinney Act. GAO/RCED-89-50. May 1989, pp. 46-48,
available at [http://archive.gao.gov/d25t7/138597.pdf].

67 S,Rept. 106-410. The statement was made regarding the competitive homel ess assistance
grants.

% U.S. Department of Housing and Urban Development. Office of Community Planning
and Development. Report to Congress: Measuring “ Need” for HUD’ s McKinney-Vento
Homel ess Competitive Grants, 2001.

%42 U.S.C. §85306(a) - (d).
42 U.S.C. 8 5306.

" Todd Richardson, CDBG Formula Targeting to Community Development Need, U.S.
Department of Housing and Urban Development, February 2005, available at
[http://www.huduser.org/Publications/pdf/CDBGA ssess.pdf].



CRS-23

grants.” Another criticism wasthat the poverty variable may provide college towns
with a disproportionate share of funds by counting college students as living in
poverty.” A third potential problem with the formulathe report noted was that the
age of housing and growth lag factors do not necessarily reflect communities’ needs
for development. In some communities, housing built prior to 1940 has been
rehabilitated and gentrified, while in others it has been torn down or subject to
neglect.” Asaresult, some communities with refurbished pre-1940s housing may
qualify for more CDBG funds than deteriorating communities that have demolished
their older housing.

Shortly after the release of HUD’ s report, Congress held a series of hearings
about the CDBG program and di scussed theformula, among other issues.” A House
of Representatives report issued in January 2006 made a number of
recommendations, including that there be periodic review of the CDBG formula, and
that HUD and GAO together should discuss methods for determining need and
aternative formulacriteria.” In May 2006, HUD released proposed | egislation that
would changefactorsin the CDBG formulaand theway funds are distributed.” The
proposed legislation would add three new factors: the number of female-headed
households, the number of housing units over fifty years old and occupied by
householdsin poverty, and per capitaincome. It would also exclude college students
from the number of householdsliving in poverty, and the popul ation and growth lag
factors would no longer be used. Congress did not consider legislation in the 109"
Congress that would have made these changes to the formula, and as of the date of
this report, no legislation has been introduced in the 110" Congress.
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72 |pid., p. 46.
7 |pid., p. 47.
7 |bid., pp. 48-50.

> House Committee on Government Reform, Subcommittee on Federalism and the Census,
A Top to Bottom Review of the Three-Decades-Old Community Development Block Grant
Program: |sthe CDBG Program Sill Targeting the Needsof Our Communities, 109" Cong.,
1% sess.,, March 1, April 26, and May 24, 2005 (Washington: GPO, 2005).

6 House Committee on Government Reform, Subcommittee on Federalism and the Census,
Bringing Communities Into the 21% Century: A Report on Improving the Community
Development Block Grant Program, 109" Cong., 2™ sess., H.Rept. 109-365 (Washington:
GPO, 2006) p. 66.

""The proposed |egisl ation, The Community Development Block Grant Reform Act of 2006,
isavailable at HUD’ s website [http://www.hud.gov/content/rel eases/pr06-056act. pdf].
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