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The District of Columbia's Department of Housing and
Community Development (DHCD) is responsible for frowiding
decent, safe, and sanitary housing to low-income District
families who cannot afford such housing. As of June 30, 1976,
approximately 11,300 families lived in DHCDP-frovided hoasing,
over 10,900 of whomr were in DHCD-owned projects. The public
housing proyr a is financed mostly with rental income and
Federal fonds. DHCD is also responsiktle for rlanning and
adainistering the urbar renewal program of the District.
FPindings/Conclusions: DHCD rents space to tenants ander both the
public housing and urban renewal programs. During the 6-month
period ended June 1976, DHCD Charged about 60% of its public
housing tenants improper rents, losing abouvt $902,000 in
revenues. The losses occurred because the District used a 1971
rent schedule tc set rents, used an ou.dated definiticn of
tenart income for setting rents, delayed prccessing rent changes
an average of 6 months, and was ineffective in verifying tenant
income. Rent policies and procedures for urban renewal
Properties were not always appropriate and were uot uniforaly
and effectively iaplemented. Tenants were treated inequitably
and revenues were lost, although documentation was not
sufficient to estimate the amcunt of revenue lost. Inadequate
utility payment policies and procedures alsc resulted in
inequitable treatment of tenants. Recommendations: The Mayor
should direct DHCD to: improve policies, procedures, and
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practices for setting rents and utility allcwances of public
housing and urban renewai tenants; regularly mcnitor the
rent-setting and utility allowance process; and improve
documentation -f rept actioas, particuiarly under the urban
reneval program, to insure control over the rent-setting
process. He should alsc implement specific recommendations Eor
public housing, urban renewal, and utilities. (RRS)
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BY THE COMPTROLLER GENERAL

Report To The Congress

OF THE UNITED STATES

District Of Columbia’s Rent Establishment
Policies And Procedures
Need Improvement

The rent establiskment and adjustment
systein for public housing and urban
renewal tenants needs to be improved.
Weaknesses in the system have resuited in
lost revenues and improper rental charges.

The District should improve the rent-setting
systern in ocder to increase rental revenues,
reduce Federai subsidies, and provide equit-
able treatment t> tenants.

GGD-78-50
MAY 17,1978




COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20348

B-118638

To the President of the Senate and the
Speaker of the House of Representatives
and the Mayor and Council of the
District of Columbia

This report describes problems in the District of Colum-
bia's rent-setting system for public housing and urban renewal
Properties and suggests ways to improve the systenm.

In the course of our ongoing efforts to assist the Dis-
trict in improving its revenue posture, we noted that the Dis-
trict was losing substantial rental revenues and the Federal
Government was paying increased operating subsidies. Tenants
werée not being charged proper rents and some were treated in-
equitably.

Wwe made our review pursuant to section 736(a) of the
District of Columbia Self-Government and Governmental Reor-
ganization Act (Public Law 93-198, 87 Stat. 774), approved
December 24, 1973, and are submitting the report in accordance
with section 736(b) (1) of the act.

Section 736(b)(3) of the act requires the Mayor, within
90 days after receiving our audit report, Lo state in writing
to the District Council what has been done to comply with ocur
recommendations and send a cory of the statement to the Con-
gress,

We are sendirg copies of this report to the Director,
Office of Management and Budget, and the Secretary, Depart-

ment of Housing and Urban Development.
L4 l

Co ptr&f?e General
of the United States



COMPTROLLZR GENERAL'S REPORT DISTRICT OF COLUMBIA'S

TO THE CONGRESS AND TO THE RENT ESTABL1SHMENT

MAYOR AND COUNCIL OF THE POLICIES AND PROCFEDURES

DISTRICT OF COLUMBIA NEED IMPROVEMENT
DIGEST

The District of Columbia's Department of Hous-
ing and Community Development rents public hous-
ing to low-income families and rents space in
acquired urban renewal properties until redevel-
opment or rehabilitation begins. As of June
1976, approximately 12,300 households and busi-
nesses were renting from the Department and
annual rental revenues were about $10.4 million.

These revenues and about $44.1 million in Fed~-
eral subsidies covered most of “he $56.8 mil-
lion cost to operate the programs. The remain-
ing funds were from sources such as the sale

of urban renewal lands and income from invest-
ments.

Better management and administration should in-
crease r>venues and reduce Federal subsidies.
GAO es.imates that rents lost from January
through June 1976 totaled about $902,000 for
public housing activities, (See apr. I.)

It was not possible to estimate the rental loss
for urban renewal activities because of poor
records. However, these losses could be sub-
stantial. The District estimated that it was
losing about $800,000 annually from parking

lot rente in urban renewal areas.

PUBLIC HOUSING

About 60 percent of the public housing tenants
were charged Impiroper rents during the period
covered by GAO s review. The resulting esti-
mated $5v2,000 loss in rents occurred because
the District:

-~Used a 1971 rent schedule io set rents,
(See p. 5.)

--Used an outdated definition of what consti-
tuted tenant income for setting rents.
Se . 6.
(See p ) GGD-78-50

Isar Sheet. Upon removal, the report i
cover date should be noted hcreo:\'.”



--Delayed processing rent changes an average
of about 6 months. (See p. 7.)

--Was ineffective in verifying tenant income-—-
a vital factor in setting rents. (See p. 10.)

URBAN RENEWAL

The District's rent policies and procedures
for urban renewal properties were not always
appropriate and uniformly and effectively
implemented. Because of this tenants were
treated inequitably and revenues were lost.
Documentation was not sufficient to estimate
the amount c¢f revenues lost, but it could be
substantial. The problems occurred because
the District:

—-Established rents for some tenants which
were below rates permitted by legislation.
(See p. 14.)

--Did not examine rents periodically to de-
termine whether they were still appropriate.
For parking lots alone, the District esti-
mated that it was losing about $80C,000 an-
nually because rents we:r  too low. (See
p. 20.)

--Did not have adeguate procedures for setting
and adjusting rents of temporary tenants.
(See p. 23.)

In addition, the District

--used outdated appraisal data in establishing
rents (see p. 18),

--did not have an effective system to make sure
that rents did not exceed 25 percent of tenant
gross income (see p. 19), and

--did not usually document reasons for rent ad-
justments (see p. 22).

UTILITIES

Inadequate utility payment policies and proce-
duren resulted in inequitable treatment of
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tenants and unnecessary costs to the District.
The Dpistrict:

--Used a 1972 schedule of utility allowences.
GAQ tested utility charges and allowances
for 1 month and found that for 2,585 public
housing tenants who paid their own utilities,
the allowances were $12,640 too low. (See
p. 25.}

—~Paid electricity and gas bills for about 150
tenants who should have paid their own bills
and improperly paid electricity charges for
18 tenaiats who received utility allowances.
(See p. 27.)

=-Did not have a system tc charge public housing
tenants living in master-metered units for ex-
cess utility consumption. (See p. 30.)

~-Inappropriately based utility allowances for
urban renewal tenants on rents charged rather
than estimated utility consumption. {See
P. 31.)

RECOMMENDATIONS

GAO recommends that the Mayor direct the De-
partment of Housing and Community Development
to

--improve pPolicies, procedures, and practices
for setting rents for public housing ang
urban renewal tenants;

==regularly monitor the rent-setting process;
and

--improve documentation of rent actions.
Specific recommendations dealing with public
housing and urban renewal rents and with
utility allowances are made on pages 35 to 37.

AGENCY COMMENTS

The District said that the Department of Hous-
ing and Community Development had taken or
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planned action on each of the areas discussed
in the report in accordance with GAO's recom-
mendations. Properly implemented, the ac-
tions, taken and proposed, will go a long way
in correcting the problems GAO found. (See
pp. 37 and 40.) However, GAO believes that
other actions are also required and the re-~
port contains appropriate recommendations to
the Mayor.

iv
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CHAPTER 1

INTRODUCTIOHN

The Department of Housing and Community Development
(DECD) was established by the District c¢f Columbia Reorgan-
ization Plan No. 3 of 1975. DHCD's functions include iden-
tifying housing and community development needs, formulating
and recommending policies, and implementing activities to
meet these needs.

DHCD was formed by merging several independent offices
and agencies. These included tiae National Capital Housing
Authority, the Redevelopment Land Agency, the Office of
Housing and Community Development, the Model Cities Commis-
sion, and the Housing, Zoning, and Building Bureau of the De-
partment of Economic Development. DHCD's programs are car-
ried ovt through five operating organizations and two staff
office with approximately 1,50C employees.

Two major DHCD activities are the public housing and
urban renewal programs. These activities were formerly the
responsibility of the National Capital Housing Authority and
the Redevelopment Land Agency, respectively. Through these
programs, DHCD provides housing or commeccial space to ap-
proximately 12,300 households and businesses. The cost to
operate these programs during fiscal year 1976 was about

56.8 million, which was primarily paid with about $44.1 mil-
lion in Federal subsidies and ahout $10.4 million in rental
income. The remaining funds were from various sources such
as the sale of urban renewal lands and income frcwn invest-
ments.

PUBLIC HOUSING

DHCD is responsible for providing decent, safe, and
sanitary housing to low-income District families who cannot
otherwise afford such housing. Approximately 11,300 families
lived in DHCD-provided housing as of June 30, 197f; over
10.900 were in DHCD-owned projects, and the remainder in
units leased by DHCD from private owners.

The public housing program is financed mostly with
rental income and Federazl funds; some miscellaneous income
is received from investments. The fiscal year 1976 cost
to operate the program was about $30 million. Tenant rents
totaied about $7.9 million, and Federal subsidies totaled
about $22 million.



Under the United States Housing Act of 1937 (42 U.S.C.

1401), as amended, DHCD receives Federal assistance from

the Departnent of Housing and Urban Davelopment (HUD) to
administer the low-income public housing progrem. This as-
sistance consists of lcans for developing new housirg proj-
ects and annual contributions from HUD. The latter are for
(1) paying the principal and interest (debt service) on
bonds and rotes sold to obtain project development funds and
(2) paying operating subsidies.

In the past several years the public housing program's
operating expenses have exceeded rental income. To offset
these deficits, HUD has contributed operating subsidies to
DHCD. Annual contributions received by DHCD under the pub-
lic housing program have been increasing. For the 5-year
period ended in fiscal year 1976, the contributions were
as foullows:

Annual Contributions Receivea
Fiscal Years 1972 Through 1976

1972 1973 1974 1975 1976

Debt service $ 7,697,490 S 7,714,583 §$ 8,689,522 §$ 8,702,034 $ 8,431,132
Operating

subsidies 5,531,747 9,734,887 8,046,063 11,234,883 11,378,060
Legsed hous-

ing (note a) 390,073 533,339 491,736 762,746 637,482
7arget project

program

(note b) - - - 302,913 1,615,387

Total $13,619,310 $17,982,809 $17,227,321 $21,002,576 $22,062,061

a/Funds for leasing private housing units which are sublet to low-income famil-
ies.

b/Special funds for cor:~cting maintenance deficiencies on DHCD-owned housing.

During the 5-year pe:iod, operating subsidies more than
doubled from $5.5 million tvo $11.4 million.

URBAN RENEWAL

DHCD is responsible fo: planning and administering the
rebuilding and rehabilitation cf slums and blighted areas.
This is accomplished by acquiring property for redevelopment
and managing it until vacated; relocating occupants, utili-
ties, and rights-of-way; building streets and parks; and



selling sites for redevelopment or rehabilication, in ac-
cordance with approved urban renewal plans.

Urban renewal is financed primarily by rental income,
land sales, and HUD grants. Some miscellaneous income is
received from investments. HUD issues general rent-setting
and adjusting quideiines, and DHCD is responsible for de-
tailed guidelines and procedures for setting and adjusting
rents. The cost to operate the urban renewal program dur-
ing fiscal year 1976 was about $26.8 million. Rents totaled
about $2.5 million, and HUD grants totaled about $22 mil-
lion.

Many cf DHCD's properties are occupied when acquired.
DHCD also permits tenants to temporarily move into acquired
properties that are vacant. Tenants are charged rent to
help defray operating costs. In June 1976, DHCD was renting
Space to about 1,020 families and commercial establishments
in seven urban renewal areas.



CHAPTER 2

CHANGES IN POLICIES AND PROCEDURES NEEDED

TO ASSURE PROPER RENTAL CHARGES

DHCD rents space to tenants under both the public hous-~
ing and urban renewal programs. DHCD charged 60 percent of
its public housing tenants improper rents and lost about
$902,000 during the 6-month period ended June 1976. It also
charged improper rents and lost rental) revenues under the
urban renewal program, but we could not determine the number
of households and businesses involved nor estimate the rev-
enues lost because of poor recordkeeping.

PUBLIC HOUSING

DHCD provides dwellings to families who cannot afford
the fair market rent for standard private housing. Existing
Federal statutes provide that rents be no more than 25 per-
cent of annual income as defined by the Secretary of HUD.
HUD defines annual income as the total family income less (1)
$300 for each allowable dependent, (2) $300 for a secondary
wage earner who is the spouse of the head of the household,
(3) 5 percent of the total fami': income (10 percent in the
case of elderly families) and (4) extraordinary medical and
other expenses. Total family income excludes nonrecurring
income and the income of full-time students and dependents
under 18 years of age and pavments received for maintenance
of foster children.

DHCD establishes maximum rents (rent schedules by unit
size) and, as appropriate, adjusts them based on the tenant's
income to insure that rents do not exceed the 25-percent
statutory limit. The fair market rents established for pri-
vate housing are used as the base. For example, if a four-
bedroom unit rents for $300 per month, DHCD reduces this
amount by 20 percent to $240, which becomes the fixed rent
that can be charged as a maximum for that unit. However,
if 25 percent of the tenant's income produces a lesser
amount, that amount is charged. DHCD is required to exam-
ine tenant income periodically and make appropriate rent
adjustments.

DHCD could assure public housing tenants more equitable
rent treatment, optimize rental reve.'ues, and reduce its de-
pendence on Federal operating subsidies. DHCD should

- -update its rent schedule to reflect current fair
market rentals;



T—comply with the definition of income contained in
the Housing Act of 1974 and in HuD requlations; arng

~~Correct weaknesses in the process for adjusting
tenant rents, Particularly by eliminating delays in

DHCD charged tenants over $4 million in rents during
January through June 1976, An additional estimated $902,000
should have been charged during this 6-month period. This

*

estimate is based On a random sample of 220 DHCD households

1976. (see app. I for estimate details and a description

Update rent schedule to
reflect fair rarket rents

The city's public housing rent schedule has not been
revised since 1971, even though fair market rental value
increased about 45 percent by 1975, 1p July 1975, HUD pub-
lished fair market rents for the Washington, D.C., metro-
politan area. The following table compares the city's
1971 rent schedule with rents at 80 percent of HUD's 19875
fair market rents.

80 percent of HUD's 1975
fair market rents

Number for Washington, D.C.
of City's 1971 With Without
bedrooms rent. sxhedule elevators elevators
0 $ 86 $132 $126
1 104 158 144
2 116 184 168
3 124 215 192
4 140 237 216
S 156 260 240
6 172 282 264

If the rent schedule had been revised, 15 percent of the
sample tenants (32) could have been charged higher rents with-
out exceeding the 25-percent limit and DHCD could have reai-
ized $339,000 jin additional revenues, According to DHCD in-
formation, 982 of the 8,920 tenants reexamined during fiscal
year 1975 were Paying less than 25 percent of their adjusted
income for rent.



DHCD officials had no explanation for the delay in
submitting an updated rent schedule to HUD. In June 1976,
DHCD begen updating the rent schedule, and on November 10,
1976, submitted it to HUD for approval, which was ygranted in
February 1977. The resulting rent increases became effec-
tive on December 1, 1977.

Revise definition of tenant
income to comply with HUD regulations

The Housing and Community Development Act of 1974
(Public Law 93-383) amended the Housing Act of 1937. HUD
regulations implementing the Housing Act of 1974 required
redefirition of tenznt income for rent-setting purposes.
However, DHCD delayed about 8 months in complying. As a
result, it lost an estimated $17,900 in rental revenues
during the period covered by our sample--January through
June 1976. Lost rental revenues will continue until DHCD
applies the new definition.

Beginning in December 1969, a series of amendments to
the Housinj Act of 1937 were enacted. The Brooke amendments,
as they are commonly called (83 Stat. 379, 389; 84 Sta:. 17/0,
1778; and 85 Stat. 775, 776), defined net income and provided
that tenants in low-income public housing should not pay more
than 25 percent of this income for rent. In August 1974, the
Housing Act of 1974 was enacted to consolidate, simplify, and
improve laws relatinc to housing and housing assistance. The
act revised the definition of income.

The 1974 act established minimum rents for public hous-
ing. It required every tenant to pay at least 5 percent of
total family income for rent. It further required that pub-
lic housing agencies use the revised definition for the first
regular reexamination that occurred at least 6 months after
the effective date of the regulations. Tenants who moved
in after the effective date were to be charged rents com-
puted using the revised rules.

The HUD regulations became effective on September 26,
1975. On October 22, 1975, HUD directed public housing
agencies to 'mplement the new rules immediately. DHCD's
first scheduled reexamination 6 months after the effective
date was April 1, 1976. DHCD established a task force in
March 1976 to determine the steps necessarv +~ implement the
regulations. In June 1976 DHCD submitted co HUD a timetable
for revising the definition of income. Tlis was nearly 9
months after publication in the Federal Pegister and 8 months
after specific directions from HUD. A DHCD official belieaved
that this was not an excessive delay, but could not explain
why it took so long. On November 10, 1976, DHCD submitted



to HUD its proposed revision of the income definition. HUOD
approved the proposal in February 1977, but the rents were
not increased by DHCD until December 1977.

improve rent adjustment system

DHCD has not promptly processed rent adjustments, has
failed to charge tenants increased retroactive rents when
they delayed submitting rental adjustment information, and
has lacked a procedure to properly verify tenant income in-
formation. This resulted in estimated lost revenues of
$545,000 for the period January through June 1976.

The Housing Act of 1974 requires that regular rent re-
examinations be made at least every 2 years, or more often
at HUD's discretion. HUD requires DHCD to reexamine rents
at least biennially for elderly tenants and annually for
most others.

For reqular reexamination p: .poses, DHCD divided its
housing projects into four groups, each with about the
same number Of tenants. Each group has a rent review date
of the first of January, April, Juiy, or October. Tenants
in projects for the eléerly have rent review dates every
2 years. Tenants are requested to report income and family
data 2-~1/2 months before the scheduled rent review date and
are giva:n about 2 weeks to submit the required data. DHCD
analyzes the data and makes appropriate adjustments to the
rental rate. 1In addition to reporting at scheduled inter-
vals, tenants are required to report income and farily status
changes whenever they occur. Through a process ca.iled in-
terim examination, DHCD makes interim rental adjustments
both downward--as HUD requires--and upward as well,

Process rental fee increases promptly

We estimate that DHCD lost $245,000 in rental income
during the period January through June 1976 because of ex-
cessive delays in processing both regular and interim rent
adjustments after tenants submitted income and family data.
The majority of this loss, $228,000 (93 percent), was due to
delays in processing regular reexaminations.

Our analysis of the 220 sample cases showed that reu-
ular reexaminations were processed an average of about
6 months late. 1In 92 (42 percent) of the sample cases we
could not determine the full delay because the reexamination
had not been completed as of June 30, 1976; these cases were



delayed from 3 to 52 months, with most delayed betweer 3 and
12 months. The following table shows the processing delays
for the sample tenants:

Processing Delays

Number of

Months delayed sampled tenants
Reex~m not required 27
0 23
1-3 56
4-6 17
7-9 29
10-12 41
13-15 17
16-18 9
19 and over 1
Total 220

em——

Sixty-one of the tenants sampled also submitted interim
change reports durini the 6 months we reviewed. The time to
process these reports ranged from less than 1 month to 15,
and averaged about 4 months after tenants filed reports.

DHCD reports show that processing delays have been in-
creasing. DHCD officials said they were aware of the rent
examination backlong and attributed the increasing delays to
an inadeguate number cf examination technicians. DHCD esti-
mates the annual workload to be 12,000 regular reexaminations.
Six employjees perform these duties.

The rent adjustment system has resulted in an uneven
workload distribution. Because of the quarterly schedule for
reviewing rents and the reguirement for 30 days' notice to
increase rents, DHCD must process the rent review information
for one-fourth of its 12,000 tenants in only 1 month, or ren-
tal revenues could be lost. 3lso, annual social security in-
creases ran create an instant backlog of nearly 2,000 interim
examinavions from tenants receiving social security payments.

If tenants' reporting dates were snread more evenly
throughout the year, the workload wculd be more even, and
rent changas could be processed in a timeliy manner. Also,
DHCD could elim‘nate a substantial portion of its interim
examination workload by making the periodic rent review dates
for elderly ‘“enants coincide with annual social security in-
creases.



ments including steps that would eliminate the reexamina-
tion backleg and change the reporting dates for elderly
tenants.

Charge tenants for rent lost because of delays
in submitting rental adjustment information

DHCD lost an estimated $50,000 from January through
June 1976 because it failed to charge tenants retroactive
rents for submitting income and family data late. Twenty
Oof the 220 tenants in our sample submitted data late, and

for rent charges accrued due to delays they cause. Tenants
are not liable for DHCD processing delays or administrative
errors.

Regular reexaminations

Late submission by tenants of regular reexamination
information caused about $7,700 of the total projected rev-
enue losses. Of the 220 tenants sampled, 171 (78 percent)
submitted the reqular reexamination information on time.
The remaining 49 tenants submitted information from 1 to
20 months late; 30 Submitted the information over 4 months
late. DHCD should have retroactively charged 4 of the 49
tenants. Retroactive charges were not required for the re-
maining tenants becauce the reported information did not
result in a rent change.

Interim examinations

Tenants also submitted interim change reports late,
Delays averaged 4 months. Although 69 of the 220 sample
tenants submitted late interim change reports, only 19 were
charged retroactive rents. Sixteen others should have been
charged. DHCD's failure to do so resulted in a loss of about
$42,000 for the 6-month period. A DHCD official said that
the tenants were not charged Primarily because of the re-
examination backlog.

In 82 of the 220 sampled cases, annual rent review data
showed chat tenants' income changed but had not bern reported
at the time the change took place. Also, the effective date
of the change was not reported. DHCD's practice is to ob-
tain the effective date of the change from the tenant; if the
tenant cannot supply the effective date, no back rent is
charged. Because extreme effort would have been required to
determine the financial losses for such cases, they are not
included in our projections.



DHCD's housing managers were accepting tenants' regular
reexamination reports without promptly checking if there was
a previously unreported change and determining its effective
date. In many cases, several months elapsed, due to DHCD
processing delays, before the change was discovered. By then
tenants, when contacted, were unable to recall the date of
the change. According to a DHCD official, in some cases a
cenant may be able to respond but does not because an answer
will result in a retroactive charge. 1In cases in which a
tenant does not provide the date of an income change, it
seems that DHCD could contact emplovers directly.

The latest required ragular reexamination data had not
been filed by 27 of the 220 sample tenants as of June 30,
1976. Assuming they had income increases similar to those
who did report, DHCD is losing rental income above the esti-
mated losses discussed in this section. While it was not
possible for us to identify why the tenants did not report,
discussions with DHCD officials lead us to believe the fol-
lowing contributed to this condition:

--Tenants whose income rises recognize that their rents
would increase and retroactive rent charges might
be made.

—-Tenants are not notified of their failure to report
reqular reexamination informaticn.

--Tenants are not penalized for late reporting other
than being charged rent which should have accrued in
any event.

DHCD officials agree that tenants frequently fail to
report interim increase and regular reexamination data. of-
ficials responsible for rent collection stated retroactive
charges create serious collection problems. A DHCD official
also said that DHCD is considering eliminating interim exam-
inations that increase rents in order to place nore effort
on the regular reexaminations. While eliminating interim
examinations that increase rent may not be practical, DHCD
could eliminate the requirement for reporting the type of
change which normally results in no rent increases.

Improve verification
of tenant income

If DHCD had crcsschecked tenants' reports with informa-
tion at the District's Department of Human Resources (DHR),
about $250,000 of the estimated losses during the first
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6 months of 1976 could have been avoided. DHCD needs to
determine, to the extent possible, tenants' full income from
available sources to make a fair and proper rent determina-
tion.

The Housing Act of 1974 requires public housing agencies
to review the incomes of families living in low-income hous-
ing projects. HUD and DHCD requlations require adequate
verification of tenants' income reports. Neither HUD nor
DHCD has defined adequate verification.

DHCD's policy requires reported income to be verified
before tenants are approved for public housing. Tenants
must submit documentation such as checks for each source
of income. At regular reexaminations, tenants are required
to report their earnings if employed and have their employer
complete an earnings statement to be returned by the tenant
to DECD. Information on income from public benefits (e.g.,
social security, unemplcoyment compensation) must be no’arized.
For interim examinations, a signed statement by the tenant is
considered sufficient to report an increase in income; how-
ever, a decrease must be formally documented (i.e., payroll
slip or the like).

For each of the 220 sample tenants, we checkad welfare
records as of June 1976 to determine if they were receiving
a welfare dgrant, and if so, the amount. For the 101 tenants
(46 percent) in our sample receiving such grants, we found
discrepancies in income reported by 31. Examples of discre-
pancies included the failure to report to DHCD periodic wel-
fare increases of several hundreds of dollars and failure
to report up to three entire welfare grants totaling over
$300. We calculated that DHCD should have charged additional
rentals of $250,000 for the 6-month period.

We also noted other discrepancies in information re-
ported to DHR and DHCD. For example, several tenants re-
ported income to DHCD, but DHR h&d no record of these earn-
ings.

DHCD does not regularly or systemetically contact tenants'
employers to verify employment information. Contacting a
specified number of employers during each reexamination would
provide a meaningful independent verification of tenants' re-
ported income.

To determine the accuracy of tenant-submitted income re-

ports, we contacted employers of 39 tenants in our sample who
reported earned income. The remaining sampled tenant files
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showed no employment information or insufficient information
to contact the employers (e.g., address and phone number miss-~
ing or incorrect, employer's name not included). We compared
the amount provided by the employer with the latest income
report made to DHCD. Employers of two tenants would not
divulge income information and two other tenants no longer
worked for the employers identified in DHCD's files.

Of the 35 employers respording, 21 (60 percent) ver .-
fied as correct the tenant income report made to DHCD. The
remaining 14 employers (40 percent) repcrted differences which
reflected income changes since the date of the tenants' re-
port. The differences included income amounts lower and
higher than those ‘.>wn by DHCD. The following table shows

the range of discr ~2icies for the tenants.
Annual Number of tenants
discrepancies Lower Higher
Sl - $300 1 4
301 - 600 0 5
601 - 900 0 1
901 - 2,300 2 0
Undeterminable
(note a) 0 1

a/The tenant's income had changed, but the employe¢r would
not provide the amount of the change.

A DHCD official agreed that DHR's more current and com-
plete income data on some DHCD tenants would be useful in
verifying income and helpful in disclosing unreported sources
of income.

URBAN RENEWAL

DHCD does not have adequate procedures for establishing
and maintaining proper rents for urban renewal properties
and has not adequately documented rent-related actions. Also,
DHCD has not effectively monitored the rent practices and
procedures employed. Because of these weaknesses

--rents were lower than allowed by existing law,

--rents were inconsistently established,

--out-of-date information was used in establishing rents,

--untimely consideration was given to tenants' income
when establis!*ing rents,
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--rents were not Periodically reviewed for appropriate-
nessg,

--rent adjustments were not adequately documented, and

--rents for temporary tenants were not established con-
sistently and were not adequately documented.

As a result, DHCD lost rental revenue, result ag in in-
creased Federal subsidies. Also, some tenants were paying
more than they should have, and others were paying lass., The
District estimated that it was losing about $800,000 annually
from parking lots in urban renewal areas because rents hag
not been Periodically reviewed for appropriateness.

We could not determine the dollur effect of the defi-
ciencies in the urban renewal program because of inadequate
records. However, based on data developed from our sample,
indications are that rent losses could be substantial. For
examrle, we point out on page 15 that about $4,400 was lost
(for 12 tenants) because rents were set too low for periods
of from 5 to 54 months. on p3ge 17 we point out that (for
27 tenants) there is a potent.al loss of about $200,000 in
rertal revenue.

How ~ents are
established and adjusted

Federal regulations implementing the Uniform Relocation
Assistance and Real Property Acquisition Policies Act of 197¢
(42 U.S.C. 4601 et Seq.) provide that the rent charged a
short-term Occupant shall not exceed the lesser of the
property's fair rental value or 25 percent of the tenant's
income. DHCD's policy, however, was to allow the inde-
pendent appraiser's fair rental value for each residen-

one-third.

_ Prior to acquiring a commercial or residential property,
DHCD contracts with independent appraisers to estimate the
property's value. The appraisal is to include the estimated
fair rental value of the property. 1In addition, if the
property was pPreviously rented, the appraisers are to provide
data on prior rentals. The rent recommended by the indepengd-
ent appraisers is referred to as fair rent.

DHCD, on the basis of judgment, determines ceiling
rents for residential units. To do this, DHCD usually ar-
bitrarily reduces either the fair rent recommended by the ap-
praiser or the prior rent paid by the tenant by up to one-
third (sometimes more). This amount may be further adjusted
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to insure that the rent to be charged tenants will not exceed
25 percent of their income or impose financial hardship be-
cause of such circumstances as unusual medical expenses. For
commercial property, DHCD's regulations require that the fair
rent recommended by the appraiser be charged. However, in
practice, rent charged for commercial property is nften re-
duced when in DHCD's judgment a financial hardship would be
involved.

We analyzed the rent-setting and adjustment process for
130 of DHCD's 1,020 tenants as of June 1976. We randomly
selected 50 of the 663 residential, 50 of the 238 commercial,
and 30 of the 119 temporary tenants (those allowed to move
into properties after acquisition). We also analyzed how
rents were determined for an additional 68 tenants residing
in properties acquired between June 1975 and June 1976 (after
procedures were revised in June 1975) to identify whether
improvements had been made in the rent establishment process.

Establish rents at levels
allowed by existing law

DHCD did not realize optimum revenues because residen-
+:al rents were established lower than permitted by existing
legislation. Our analysis of the sempled residential tenants'
rents showed that the DHCD-established monthly rents for 12
tenants averaged $31 less than the fair rents recommended by
DHCD's independent appraisers. Because of inadequate docu-
mentation, we were unable to determine differences for the
remaining 38 tenants.

By establishing a rent lower than the maximum allowed,
DHCD limits potential rental income because some tenants
may be financially capable of paying an amount which more
closely approximates the independent appraiser's fair rent
without violating the 25-percent limitation. For example,
monthly rents charged 10 of the 12 tenants were $211 less
than maximum rents allowed by legislation. The rents charged
for the remaining 2 tenants totaled $17 more than the maxi-
mum rents allowable. The following table shows the disparity
among maximum rents, DHCD~-established rents, and rents ac-
tually charged.
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Allowable

rent Monthly
permitted DHCD-~ rent Rent revenue
by law establisied Rent revenue lost since
Tenant (note a) rent charged lost lease began
A $135 $ 85 $ 85 $ 50 $ 800
B 110 85 85 25 1,025
C 80 65 65 i5 585
D 70 75 66 4 47
E 60 45 45 15 615
F 86 85 85 1 54
G 124 77 77 47 235
H 49 50 44 5 25
I 90 70 49 41 1,517
J 68 45 60 8 200
K 73 80 80 (7) (280)
L _50 _60 _60 (10) (390)
Total $995 $822 $801 $194 $4,433

a/The lesser of DHCD~appraised fai: rent or 25 percent of
gross monthly income.

DHCD officials gave three reasons for the policy of
reducing residential tenant tents by up to one-third of the
fair rent: fixed and operating expenses approximate two-~
thirds of property income; a profit should not be made; and
the tenant should be provided an incentive to remain in
the property until it is needed by DHCD. DHCD officials
were unable to provide documentation to support these rea-
sons,

A HUD official said that if DHCD could not clearly
justify the one-third policy, HUD should have been consulted.

Officials at DHCD and HUD weére unsure as to whether HUD was
consulted.

praisers. However, the rent charged should be limited to
the lesser of

~-the fair rent as set forth by independent appraisers
or

—=25 percent of the tenant's gross monthly income.
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Following this policy would give DHCD additional rental
revenues. Rents would be reduced below those recommended by
independent appraisers only for those tenants who could rot
afford to pay the fair rent. A March 1977 memo from the DHCD
official responsible for establishing rents stated that all
rents for all uses should be established at market race (fair
rental) and that all rents can be adjusted later to prevent
hardship and assure all tenants of fair and equitable treat-
ment. The DHCD official responsible for charging rents ad-
vised us that the policy will be changed to conform to this
memo.

Apply rent establishment
policy consistently

The lack of adequate procedures, including menitoring
provisions, on how the policy should be interpreted and im-—
plemented does not assure that the contemplated revised
policy for establishing rents will be consistently and cor-
rectly applied and that DHCD rent revenues will not continue
to be lost and tenants will not be charged rents that are
either too low or too high.

DHCD's policies governing the setting of residential
and commercial rents have not been consistently followed.
Agency records did not document the rent-setting process,
and the agency did not have procedures to describe how DHCD's
policies were to be implemented. According to one DHCD of-
ficial there were no detailed procedures on how the files
should be documented, and little documentation was maintained
in support of how rents were established. Therefore, it was
necessary for us to determine, with the aid of DHCD officials
and the limited information in DHCD files, what appeared to
be the method used to estublish r. +s.

Maximum rents for 64 of the 100 sampled residential
and commercial tenants were established by DHCD using as a
basis tne tenant's prior reported monthly rent rather than
the fair rent. Only 18 of the rents were determined by using
the independent appraiser's recommended fair rent. We could
not determine how rents were established for the remaining
18 cases.

It appeared that residential rents were reduced by less
than one-third of the prior reported rent or fair rent in 11
cases, more than one-third in 13 cases, and exactly one-third
in 4 cases. We could not determine the extent of reductions
made in the remaining 22 cases.
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For the commercial tenants sampled, it appeared that 31
rents were established below the prior _-eported rent or fair
rent and 6 established at the Prior reported rent or fair
rent. We could not determine the extent of reductions made
in the remaining 13 cases. The following table shows ex-
amples of DHCD rent reductions.

Basis for DHCD-

DHCD- established rent
Residential established Fair Prior Percent
tenants rent rent rent reduction
A $100 $135 N/A 25.9
B 85 140 N/A 39,3
C 90 N/A $150 40.0
D 60 N/A 72 16.7
éommercial
tenants
E 160 300 N/A 46,7
F 185 250 N/A 26.0
G 250 N/A 250 0.0
H 69 N/A 100 40.0

Note: N/A--not available.

To illustrate the extent of potential revenue losses
when rents for commercial tenants were established below the
fair rent, we compared 30 cases from our sample that had
both fai: rents recommended by independent appraisers and
DHCD-escablished rents. Documentation :.2eded to make similar
comparisons for the remaining 20 tenants was not available.
The fair rent and DHCD-established rent were the same in
three cases. However, in the remaining 27 cases, total
monthly DHCD rents were established about $5,400 below the
fair rents. By assuming no changes in Property values from
the lease dates for these 27 tenants to June 390, 1976, the
rents established by DHCD totaled about $200,000 less than
fair reuts. These leases were established during the years
1970 through 197s5.

A new rent procedure issued by DHCD on June 17, 1975,
provided that an "inspection and possession" report, list-
ing tenant names and the DHCD-established rent for the prop-
erty, be prepared on each newly acquired property. The pro-
cedure did not show how policies were to be implemented or
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To determine whether DHCD had applied its rent establish-
ment policies with better consistency since the June 1975 pro-
cedure was issued, we evaluated the rents established for 68
t~nants in properties acquired between June 17, 1975, and
June 24, 1976. DHCD-established rents were usually shown on
the reports. However, the justification for these rents was
not documented. The DHCD officials stated and we found that
the statement, "DHCD established rent - $50," was typical of
the only documentation to support DHCD established rents.

We selected five of the inspection and possession re-
ports and asked the DHCD official who established the rents
to explain how each was determined. The official, after
searching through agency files, could not ascertain how the
rents we e established but offered the following exrlanations.

--Rents for two properties were based on reductions
from the fair rent.

--Rents for two properties were based on reductions
from the prior rent paid by the tenant.

--The basis for the remaining rent was unknown.

After reviewing these five cases, the DHCD official agreed
that the justification for DHCD rents should be better doc-
umented. He stated that not much time was directed to
setting rents on urban renewal property because of other
higher priority work.

Use current appraisal data
in establishing rents

DHCD often established rents for agency-owned property
using outdated appraisal data. Delays between preparing
property appraisals and establishing rents could have caused
DHCD to set improper ients for properties whose market values
had changed.

HUD guidelines require DHCD to establish a fair rent for
each property acquired. DHCD contracts with independent ap-
praisers to provide property appraisals of fair market value
that include fair rent and prior rental information.

The rents for 74 of the residential and commercial cases
sampled were established using appraisal data which was more
than 6 months o0ld. The market value of some of the proper-
ties changed during this time, and some rents are not appro-
priate. The following table shows the age of appraisals used
in the rent establishment process.
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Age of appraisal Number of cases

in months Residential Commercial Total
Under 3 1 9 10
3 to 6 6 1 7
6 to 9 10 4 14
9 to 12 11 5 16
Over 12 19 25 44
Not determinable _3 _6 9
Total 50 50 100

DHCD had to update the appraisals for 53 of the 100
cases sampled. This was hecessary to determine compensation
for properties acquired by a "declaration of taking" (con-
demnation proceedings). The appraisals have an "as of" date
that corresponds to the date of taking (DHCD's acquisition
date). DHCD officials told us that the appraisals were
generally received after the DHCD-established rent was set.

DHCD did not use fair rent information from undated
appraisals. Our review of the 53 updated appraisals showed
that in some cases the fair rent data was different and an
adjustment either up or down to DHCD's ceiling rent was
justified. By comparing the DHCD-established rent with fair
rent "as of" the date of taking, DHCD could establish a
proper maximum rent.

Coordinate income and rental data

DHCD lacked an effective system to assure compliance
with its policy that residential rents were not to exceed
25 percent of the tenant's gross monthly income. When the
DHCD-established rent was set, consideration was not given
to the tenant's income or ability to pay. Therefore, DHCD
had to adjust tenant rents at a later date if the 25-percent
limitations were exceeced.

Two separate DHCD offices must coordinate income and
rental data to implement this policy. We reviewed their
available income information for the 50 residential tenants
sampled to ascertain whether rental payments exceeded 25
percent of gross monthly incomes. Wwe found income data for
only 28 of the 50 sampled tenants. Documentation in the
files for the remaining 22 tenants was not adequate for
making income determinations. Even in the 28 cases, however,
DHCD had not made caliculations to determirfe whether the rent
being charged exceeded 25 percent of the tenant's gross
monthly income. Based on the income information on these
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tenants, we identified six who were being charged rents in
excess of the 25-percent limitations.

Rent
being 25 percent Rental
Tenant charged of income overpayment
A $54 $43 $11
B 45 42 3
C 44 ‘ 37 7
D 80 73 7
E 45 32 13
F 68 38 30

incomes and rental rates were examined by DHCD only if
tenants complained of being charged excessive rents. A DHCD
official acknowledged that there is a need Zor a system
that regularly examines income and rental data to assure that
proper rental rates are charged. This was not previously
done because coordination between DHCD offices was lacking.

Review rents periodically

DHCD's rent adjustment policies did not include pro-
visions for the periodic review of rents. Such provisions
are necessary because properties have not been disposed of
or rehabilitated quickly. Many properties and tenants have
remained under DHCD's control for a number of years.

An examination of the 100 randomly selected residential
and commercial tenants showed that most rents have remained
unchanged for a number of years:

Year existing

rent became Tenants
effective Residential Commercial Total
Before 1970 0 3 3
1970 4 3 7
1971 10 3 13
1972 2 12 14
1973 14 15 29
1974 8 3 11
1975 6 11 17
1976 6 0 _ 6
Total 30 50 100
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Since rents for 66 of the 100 cases were cet in 1973 or
earlier, we believe they may not be fair to either the tenant
or DHCD. For the remaining 34 cases there had been no change
in 1 to 3 years. For example, the files showed cases in
which commercial property exteriors were cluttered with sub-
way construction barricades at acquisition. Subway construc-
tion is now completed near many of the properties, and busi-
nésSs opportunities may be enhanced by having subway stations
within walking distance. A DHCD official told us there ap-
pears to be justification to raise these rents. Also, in
those instances in which it can be shown that properties
have deteriorated since DHCD acquisition. a rent reduction
may be in order. A DHCD official told us the rents would
be evalvated to determine if they should be revised.

tial tenants were decreased based on 25 percent of gross
monthly incomes. These reductions were made effective dur-
ing 1971, 1972, ang 1974, tespectively. However, documen-
tation in agency files dig not show that incomes were examined
since the last reduction to see if further reductions or pos-—
sible rent increases were justified. If a tenant's income
increases after a rent reduction has been granted based on

a lower income, DHCD does not have a system to periodically
review the case to determine if the rent should be increased
because the tenant is earning more.

During our review, DHCD recognized that rental rates
for some Parking lot tenants were inappropriate. 1In February
1977, DHCD completed an appraisal of rental values for park-
ing lots. This analysis showed that DHCD was losing over
$800,000 annually because rents cnarged to 38 parking lots
were too low. DHCD conservatively estimated that fair mar-
ket rental rates for these properties were up to $7,400 per
month more than rents charged. For example, the monthly rent
charged one parking lot was $7,048 and DHCD estimated that
the monthlv fair market rent should have been $14,500.

DHCD officials agreed that rents should be pPeriodically
reviewed. Cne official said that the parking lot rents would
be further evaluated. However, none of these rents had been
adjusted 5 months after DHCD's analysis had been published,
So the city lost another $333,000 in revenue because of the
inaction on the part of DHCD. Svery month's delay results
in a loss of about $67,000.
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Document rent adjustments adequately

After DHCD-established rents were set for tenants resid-
ing in newly acquired properties, the rental rates to be
charged were often adjusted without adeguately documented
justification. The rental rates were adjusted for 19 of our
sample tenants. However, in 15 cases, we found a lack of
documentation to support the adiustments.

HUD guidelines provided for the adjustment of rental rates
in cases of demonstrated hardship to tenants caused by either
income limitations or urban renewal project activities. HUD
also required that justification for rental adjustments be
documented and maintained in the project files. DHCD adjusted
rents for various reasons relating to hardship and financial
status--such as assuring that the 25-percent-of-income limit
is not exceeded.

We compared DHCD-establshed rents (see p. 14) with rents
listed on tenant leases for the residential and commercial
sampled tenants to determine whether differences existed and,
if so, the extent of documentation to support those differ-
ences. The DHCD-established rents were different from the
lease rents in 19 (7 residential and 12 commercial) of 52
cases examined (19 residential and 33 commercial). Compari-
sons for the remaining 48 tenants were not made because
the DHCD-established rents were not shown, the tenants were
different from those occupying properties at acquisition, or
the lease rents were not determinable.

The differences resulted in 17 tenants being charged
less than the DHCD-established rent and 2 being charged more.
There was sufficient documentation to support four of the
differences. The following table shows the undocumented
differences for the remaining 15 tenants.
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DHCD-

Residential established Lease
sample rent rent Difference
A $ 97 $ 80 $ 17
B 50 44 6
C 70 60 10
D 70 49 21
E 45 60 (15)
F 100 25 75
G 100 35 65
Commercial
sample
H 160 125 35
I 75 67 8
J 200 90 110
K 60 67 (7)
L 250 200 50
M 500 400 100
N 300 60 240
o 90 75 15

When an adjustment to the DHCD-established rent is made,
a DHCD official said, there should be adequate documentary
support for the decision. The official believed that the
problem was a failure to file all pertinent information
rather than a lack of sufficient justification for adjust-
ments.

Improve procedures for setting and
adjusting rents of temporary tenants

DHCD's procedures did not adequately describe how rents
for temporary tenants--such as commercial and nonprofit
tenants (about 119 as of June 1976 )--were to be established
or adjusted. Rents were established at rates that did n»>;
assure equitable treatment among tenants. The lack of ad-
justment procedures also resulted in some rents remaining
constant for extended periods even though increases were
justified because of DHCD's rising operating costs.

DHCD's procedure governing temporary uses of property
specified that fair rents should be determined and justified.
This procedure did not explain what should be considered
when determining and justifying fair rents. 1In addition,
the procedure did not mention under what conditions, if any,
rents should be adjusted.
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We reviewed DHCD files for -0 randomly selected temporary
tenants to analyze how rents were established, whether the
process was done consistently, ani whether rents charged by
DHCD were adjusted after establisament. There was a general
lack of documentation governing how rents were established;
rental charges remained constant for a number of years, and
rents were not adjusted for cost increases incurred by DHCD.

Rents for 14 of the 30 sample tenants were set in 1973
or earlier. In 7 of the 14 cases, the rents were established
in 1970 or earlier. The lease agreement files did not con-
tain s.pporting documentation to show whether the rental
rates Were reviewed by DHCD for possible adjustments.

One lease included provisions under which a rental ad-
justment should be made. The rent charged the tenant, about
$360 monthly, had not changed between the date the lease
agreement was signed, May 19, 1969, and October 1, 1976.
According to the lease, the tenant's rent was based on a
percentage of the building's 1967 estimated monthly operating
costs. If the operating costs exceeded the estimated amount,
the tenant was to pay additional rent equaling his prorated
share of the increase. We calculated that operating costs
had more than tripled since the date of the lease agreement.
Based on the increased costs, the tenant's rent should be
in excess of $1,200 monthly. Furthermore, when we compared
the operating costs with total rental income from the build-
ina's tenants, costg (excluding taxes and maintenance) ex-

1 jncome by about $2,600 monthly.

found a general lack of documentation explaining
(1) how rents were established for our sample tenants, (2)
variances in the method used to determine rental charges,
and () why rental adjustments were not made. We believe
this resulted from not having detailed procedures governing
the rent establishment and adjustment process. A DHCD of-
ficial agreed that rents for temporary tenants should be es-
tablished and adjusted according to the same procedures that
apply to residential and commercial tenants. This includes
documenting the property's fair rental rate, justifying the
establishment of a rent that differs from the fair rent rec-
ommended by independent appraisers, and reviewing rental
rates periodically for possible adjustments.
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CHAPTER 3

IMPROVED PROCEDURES NEEDED

FOR COMPUTING UTILITY

ALLOWANCES AND PAYING UTILITY BILLS

DHCD can decrease utility costs and consumption and treat
tenants more equitably by invroving utility payment procedures
and updating utility allows:'.::e. Because DHCD lacked ade-
quate procedures and did not consistently follow stated poli-
cies, it

—-granted utility allowances which were too low to about
2,500 public housing tenant |,

--incorrectly paid public housing gas and electricity
bills,

-=-did not have a system for identifying the costs of
eéxcess amounts of electricity consumed by public
housing tenants, and

-~did not have an adequate system for granting allow-
ances to urban renewal tenants.

UTILITY PAYMENT POLICIES AND PROCEDURES

Tenants pay utility charges when their units are metered;
DHCD pays the utilities for master-metered buildings.

DHCD tenants' rents are affected by the method of pay-
ing utilities. If DHCD pays the utilities, the rents are
based on the factors discussed on pages 4 and 13 of this
report. If tenants pay their own utilities, utility allow-
ances are granted by rent reductions. Allowances granted
public housing tenants are based on DHCD's estimate of the
cost of reasonable amounts of gas and electricity for various-
sized units. Urban renewal tenants' allowances are deter-
mined by reducing the rent by specified percentages for each
type of utility service provided without regard to unit size.

NEED TO INCREASE UTILITY ALLOWANCES GRANTED
TO_PUBLIC HOUSING TEN.,NTS

Gas and electricit, costs increased by over 62 percent
and 49 percent, respectively, since DHCD's utility allowance
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schedule was last revised about 5 years ago. As a result,
tenants who paid their own utility charges were not being
adequately compensated. Also, the tenant-paid increased
utility charges, combined with unadjusted rents, violated
the maximum rent provision of the Housing Act of 1974 for
rhose tenants whose rent was limited to 25 percent of income.

Rlthough HUD allows local housing authorities to
establish utility allowances, its regulations state that it
there is an indication that utility allowances are not appro-
priate, they should be revised at the earliest possible date.
HUD guidelines also advise local housing authorities to re-
vise their allowance schedules whenever substantial changes
are made in the rent schedule, or every 3 or 4 years.

We examined DHCD's allowances using June 1976 gas and
electricity rates and the DHCD allowance schedule consumption
estimates. We also obtained actual billing data from local
utility companies for 50 selected tenants who received gas
and/or electricity allowances.

In June 1976, DHCD granted utility allowances to
2,585 (23 percent) of its approximately 11,300 households.
our calculations, using June 1976 utility rates and the DHCD
consumption amounts allowed those households, showed that
existing utility allowances were insufficient to pay for al-
lowed usage. Allowances were $12,640 too low during June
and ranged from $2 to $8 per household. Tenants had been
receiving insufficient allowances for several months.

Actual billing information obtained for one period,
August 1975 to July 1976, from local utility companies
showed that, for our selected tenants, utility charges ex-
ceeded allowances by from 8 to 357 percent, depending upon
the service type. These differences were due to variances
in consumption, as well as DHCD's failure to revise utility
allowances.

DHCD's allowance schedule was last revised in March
1972. From the time of that revision through June 1976, in-
creases in the cost of the utility consumptions allowed by
DHCD ranged from 49 to 54 percent for electricity and 62 to
75 percent for gas. For example, allowed consumpticns of
cooking gas and electricity for lighting and refrigeration
cost $8.07 for a two-bedroom unit in March 1972. 1In June
1976, the same service cost §12.71. This 57-percent in-
crease represents higher basic service charges plus a fuel
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adjustment charge introduced by one of the utility com-~
panies after March 1972. Despite the $4.64 price increase,
the allowance remained the same.

The insufficient allowances we computed were based on
DHCD's estimates of consumption for various-sized units.
Since DHCD officials could not explain the source of these
estimates, we attempted to determine their reasonableness
by comparing them with consumption estimates provided by
HUD. Although some of the estimates were the same, there
were variances, both high and low, between the HUD and DHCD
consumption estimates depending upon the unit size and type
of service. These differences indicated a need for DHCD to
reexamine its consumption estimates.

DHCD cfficials agreed that the utility allowances were
not appropriate and that the costs of reasonable amounts of
utilities plus rent charged should not exceed 25 percent of
tenants' adjusted income. DHCD also recognized that there
is a need for periodic updating of allowances. 1In December
1976, DHCD began to revise its utility schedules using up-
dated utility rates. Also, local utility companies were
contacted to determine if the consumption estimates were fair
and reasonable. A December 1976 response from one local com-
pany indicated that the electricity consumption estimates for
zero-bedroom and one-bedroom units were too low. DHCD re-
vised the estimated consumption for the zero-bedroom units
but did not increase that for the one-bedroom units because
a DHCD official considered it to be adequate.

NEED TO APPLY UTILITY PAYMENT
POLICY CONSISTENTLY

DHECD did not require all tenants living in individually
metered units to pay their own gas and electricity bills,
Also, it improperly paid utility charges for some tenants
who had been granted utility allowances. Since HUD estimates
that tenants living in individually metered units and billed
directly consume 25 percent less gas and electricity than
tenants who do not directly pay their own utilities, we be-
lieve that DHCD incurred excess cost by not requiring tenants
to pay their own gas and electric bills.

HUD regulations require that, to the extent practicable,
all utilities consumed directly by tenants of units owned by
local housing autnorities be individually metered. Charges
for individual units are to be determined by either individual
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meters or checkmeters. Under an individually metered system
consumption for each unit is identified by the utility sup-
plier and the tenant is directly billed. The tenant receives
a utility allowance to help offset his bill.

Checkmeters are devices placed in a master-metered sys-
tem which measure utility consumption of individual units.
When checkmeters are used the utility company directly bills
the housing authority for consumptinn identified by the
master meter, and the housing authority reads the check-
meters and charges tenants fcr consumption in excess of the
amount established as normal for the unit size.

Over 75 percent of DHCD's public housing tenants reside
in master-metered buildings; the remainder are in individually
metered units. DHCD does not use checkmeters.

For June 1976, DHCD incorrectly paid 148 electricity
bills and 154 gas bills for tenants residing in individually
metered units. These tenants should have received utility
allowances from DHCD and should have paid their own utility
bills.

We were unable to determine the improper payments re-
sulting from DHCD's payment of tenants' gas bills because we
could not identify monthly gas charges. However, we were
able to determine the monthly electricity bills for calendar
year 1975 and June 1976 and found:

--For June 1976, DCHD paid about $2,700 more for
electricity than the 148 tenants should have received
in allowances. These payments represented the dif-
ference between the actual charges and our calcula-
tion of the June 1976 cost of DHCD-allowed consump-
tions for similar service types and unit sizes. 1If
we had used allowances from the schedule utilized by
DHCD in June 1976 instead of our updated allowance
calculations, the payments would have been greater.

--In calendar year 1975, DHCD paid about $17,00C more
than it should have in electricity costs for 95
tenants.

DHCD did not have a written policy which required all
tenants living in individually metered units to pay their
owr: gas and electricity bills. A DHCD official agreed that
DHCD should not pay utility costs for any tenants in in-
dividually metered units.
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DHCD paid June 1976 electricity bills for 18 tenants who
received electricity allowances. This resulted in improper
payments totaling $224. Improper payments totaling about
$1,960 were made to 13 of these tenants during calendar year
1975. Billing information for 1975 for the remaining five
tenants was not available. Although unable to explain why
the 18 exceptions occurred, a DHCD official said that they
were probably caused by one of two situations. First, when
a tenant moved out of the unit the billing was transferred to
DHCD. When the unit was reoccupied DHCD may not have advised
the utility company to transfer the billing to the new tenant.
Sacond, a tenant may have told the utility company to bill
DHCD.

DHCD had no es*ablished procedure to notify the utility
company when a tenant was to be billed directly and no proce-
dure to review individual bills after they were received from
the District Accounting Office. A DHCD official said that
the District has established a policy of paying electricity
bills directly without advance ~eview by the oper~Pting agen-
cies.

In December 1976, DHCD implemented a procedure to notify
the utility companies when a new tenant occupies a metered
unit and that the tenant should be billed directly. A DHCL
official also informed us that a procedure will be established
with the utility companies whereby bills are not transferred
until written notice is received from DHCD.

SYSTEM NEEDED TO IDENTIFY
EXCESS ELECTRICAL CONSUMPTION

DHCD directly paid all utility charges for master-metered
units which were occupied by about 8,700 (77 percent) of DHCD's
public housing households as of June 1976. DHCD's policy is
to require all tenants living in master-metered units to pay
for excess ciectricity usage, but it had no procedure to im-
Plement this policy or to recover the cost of excess consump-
tion. As a result, DHCD incurred additional costs and en-
couraged excess consumption because it paid for tenants' over-
consumption.

Although HUD prohibits surcharging tenants for excess
utility consumption based on prorated master-metered serv-
ices, it authorizes service charges for certain major electri-
cal appliances (freezers, air conditioners, washer-dryers,
etc.) owned and used by tenants. In addition, DHCD leases
stipulate that tenants Pay for excess utility usage.
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HUD, DHCD, and two nearby local housing authorities—-
the Alexandria Redevelopment and Housing Authority and the
Baltimore Department of Housing and Community Development--
recognize there is a potential for individuals in master-
metered units to consume excess electricity. 1n May 1976,
HUD issued regulations to support its national energy conser-
vation goal of reducing energy consumption. HUD estimated
that tenants in individual metered units use an average of
25 percent less electricity than tenants who do not pay their
own utility bills., Because many public housing buildings are
master-metered, HUD required local housing authorities to
make cost-benefit analyses to measure the cost effectiveness
of converting master-metered buildings to either individual
or checkmeters,

In November 1976, DHCD completed a cost-benefit analysis
on one master-metered building which showed that it was
beneficial to convert the building to individual meters. A
DHCD official stated that additional analyses will be per-
fcrmed to determine the feasibility of converting other build-
ings to individual or checkmeters; another official pointed
out that individual meters were costly and could not be in-
stalled without financial assistance from HUD.

The Baltimore housing authority has procedures to re-
cover the cost of excess utility consumption. Baltimore has
installed checkmeters that show individual usage on all
master meters. Each month the housing authority pays all
utility charges, reads the checkmeters, and then charges
tenants for consumption above what it considers normal. The
Alexandria housing authority has a procedure to charge for
potential excess electricity consumption. Tenants are
charged $10 monthly during the summer months for each air
conditioner installed.

Prior to the late 1960s, DHCD residents were required
to pay a monthly charge for extra refrigerators or freezers.
DHCD resident managers monitored the installation of such
appliances. This procedure was discontinued due to tenant
resistance. However, a December 1976 DHCD study of one
area with abnormally high electricity bills showed that
tenants continue to use excess amounts of electricity. All
of the units surveyed had additional electrical appliances
such as air conditioners, freezers, washers, and dryers to¢
which DHCD attributed the excess electricity consumption.
DHCD informed the residents of the high bills and planned
to send letters to them regarding energy conservation and
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€xcess usage. Copies of the letters we subsequently re-
viewed were of a very general nature and made no mention
of excess consumption. In addition, the .etters dealt
almost exclusively with heat, and made no mention of
electricity costs.

BETTER SYSTEM NEEDED TO SET UTILITY
ALLOWANCES FOR URBAN RENEWAL TENANTS

DHCD did not have an effective System for granting
utility allowances to urban renewal tenants. Unlike %hose
for public housing, al'owances granted urban renewal tenants
were based on rent charged instead of estimated utility con-
sumption, In addition, DHCFL granted these allowances incon-
sistently.

The absence of an effective Syst : resulted in
—-granting of improper allowarces and

—-allowances not granted to tenants who should have
received them.

Utility allowances granted urban renewal tenants were
based on percentage reductions of rents for each type of
utility paid by the tenant. Rents were reduced 15 percent
if the tenant paid for heating, 5 percent for electricity,
and 5 percent for gas.

We reviewed the rents of 25 selected tenants who paid
some or all of their utility costs to determine if they were
granted proper utility allowances. Eleven tenants were
granted allowances; 8 were not, and 6 tenants' files did not
contair sufficient documentation to determine if they re-
ceived allowances.

DHCD's method of computing utility allowances was
inappropriate. Allowances for gas heating granted 3 of the
11 tenants demonstrated the inequities of the system of
basing allowances on percentage reduction of rents. The
tenant who received the highest allowance actually iived
in the smallest unit. The allowance was highest because
the tenant's rent was highest, as shown below in a compari-
son of three units with varying size, rent, and tenant
income.
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Number

of Annual Monthly Monthly heating
Tenant bedrooms income rent allowance
A 2 $5,108 $70 $15.96
B 3 1,848 30 5.78
C 4 3,319 52 10.37

DHCD officials were unable to explain the justification
for the procedure of basing allowances on rent, but agreed
that it was inappropriate since it bore no relationship to
utility consumption.

Allowances granted to 8 of the 11 tenants were less
than would have been received had they resided in public
housing units. These differences ranged from about $1 to
over $11 per month.

Actual charges for those tenants for whom we were able
to obtain consumption and billing information from the
utility companies exceeded the allowances granted. Because
local utility companies would only provide us information
for a limited number of tenants, we were able to obtain
actual consumption and billing information for only 3 of the
11 tenants who received allowances.

For the eight tenants who did not receive allowances,
DHCD officials provided the following explanations:

--Three were oversights.

--Two were not granted allowances because the DHCD
official who calculated the rent thought the tenant
earned more income than reported to DHCD.

--Three were not granted allowances because the rent

established at acquisition was considered fair with-
out a reduction for utilities.
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CHAPTER 4

CONCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS

DHCD's system of establishing rents has neither treated
tenants equitably nor realized the optimum revenues permitted
by law. DHCD lost rent revenues and did not treat tenants
equicably because its rent pPolicies and procedures were not
uniformly and effectively implemented. Also, DHCD did not
have an effective System for monitoring the rent-setting
process to insure that rents were proper. In addition, an
adequate system for documenting rent actions, particularly
in the urban renewal program, did not exist.

Public housing

Our projections show that DHCD lost about $902,000 in
rental revenues under the public housing program during the
6-month period ending June 30, 1976. These losses could
have been avoided had the District improved its rent estab-
lishment and adjustment policies, procedures, and practices
and corrected deficiencies in the rent establishment and
adjustment process.

DHCD lost substantial rental revenues, incurred costly
delays, and treated tenants inequitably because it

--had not updated its rent schedule since 1971;

-—-did not promptly redefine the definition of tenant
income for rent determination;

--did not take action to correct the rent adjustment
workload distribution;

--did not retroactively charge all public housing
tenants for late submission of data that increased
rents;

--did not place enough emphasis on requiring tenants
to submit requested data for regqular examinations;

--did not adequately verify tenant income reports and
dates of salary increases; and

~-generally did not penalize tenants who did not ac-
curately report earnings information.
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Urban renewal

ment
Many

Several areas of DHCD's rent establishment and adjust-
process for urban renewal tenants need improvement.
problems occurred because DHCD had not adopted detailed

procedures, including monitoring provisions, to carry out

rent

establishment and adjustm nt policies. Although docu-

mentation was not sufficient to project the monetary effect
of weaknesses in the process, the examples disclosed in our
review illustrate serious problems requiring DHCD's atten-

tion.
sure

DHCD action to correct these problems will help as-
equitable treatment of tenants and optimize rental

revenues.

DHCD did not realize optimum rental revenue and did not

treat its tenants equitably because

—-rents were established lower than allowed by Federal
legislation;

—-rent establishment policies and practices were ap-
plied inconsistently to both residerial and commer-
cial tenants;

—-existing procedures did not sufficiently explain how
rents were to be determined;

--rents were established using outdated appraisal data;

-—-there was no effective system to assure that rents
did not exceed 25 percent of tenants' income;

——there were no procedures for periodically reviewing
rents; and

~-rents were often established and adjusted without
adequately documenting the basis for the actions.

The rent establishment and adjustment process for

temporary tenants had weaknesses similar to those discusced
for residential and commercial tenants. The setting and
adjusting of rents for temporary tenants should not differ

from

other tenants.

Utilities

DHCD treated tenants inequitably, incurred unnecessary

expenditures, and encouraged excessive utility consumption
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because of weaknesses in its utility payment system. Public
housing utility allowances were too low because DHCD did not
periodically revise its schedule of utility allowances to
(1) reflect increases in utility rates and (2) verify esti-
mated consumption amounts.

DHCD did not cons.stently follow its utility payment
policy. Utility bills for many public housing tenants in
individually metered units were improperly paid by DHCD,
which resulted in unnecessary costs and could have led to
excess gas and electricity consumption. DHCD also granted
some of the same tenants a utility allowance. These pay-
ments were the tenants' responsibility, not DHCD's.

In addition, DHCD did not have a procedure to either
identify or charge tenants in master-metered units for ex-
cess utility consumption. Utility allowances for urban
renewal tenants were inappropriate because they were based
on rent rather than actual or estimated utility costs.

RECOMMENDATIONS TO THE MAYOR

Overall

The Mayor of the District of Columbia should direct
DHCD to

--improve policies, procedures, and practices for
setting rents and utility allowances of public hous-
ing and urban renewal tenants:

—-reqularly monitor the rent-setting and utility allow-
ance process; and

--improve documentation of rent actions, particularly
under the urban renewal program, to insure control
over the rent-setting process.

Public housing

The Mayor should direct DHCD to

-~implenent proposed policy changes to include the cost
of comparable private housing in the rent schedule
and periodically update the schedule;

—-redefine income for rent to comply with existing
legislation and HUD regulations;
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~-adjust the reexamination schedule so that the workload
is more evenly distributed throughout the year and
provide the necessary resources to accomplish this
task;

--limit the situations for which tenants are required
to submit interim change reports;

--charge tenants a penalty for each month required
rent change reports are late or when inadequate in-
formation is knowingly reported; and

--improve tenant income verification by coordinating with
other District agencies, and by establishing a system
to verify dates and amounts of income changes.

Urban renewal

The Mayor should direct DHCD to

-—-establish a policy to charge the maximum rents allowed
by legislation;

--implement detailed procedures to assure the consistent
application of rent establishment policies;

--require the use of current property appraisals in the
rent establishment process;

-—improve its system for assuring that tenant rents do
not exceed 25 percent of gross monthly income by ob-
taining all required income data from tenants, co-
ordinating data maintained by different DHCD offices,
and using income data in establishing rents;

--review rents periodically for possible adjustment;

--require adequate documentation for all rent actions;
and

--include temporary tenants in all rent establishment
and adjustment procedures.

Utilities

The Mayor should direct DHCD to

--periodically update utility allowances;
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—~-base urban renewal tenants' utility allowances on con-
sumption instead of rent;

TTassure that tenants pay for their own utilities
whenever possible;

—=charge tenants who do not pay their own utilities
for consumption above normal, such as for additional
major appliances; and

~~complete cost-benefit Studies for converting master
metering in buildings to individual or check meters
and establish an action Plan to implement the most
beneficial findings.

AGENCY COMMENTS

By letter dated February 17, 1978, the Mayor transmitted
the District's comments on the report. (see app. II.) The
Mayor said that DHCD had taken action on each of the areas
in accordance with our recommendations.

The District's comments were contained in a memor andum
dated January 30, 1978, to the Mayor from the Director, De-~
partment of Housing and Community Development. DHCD operat-

Properly implemented, the actions taken or planned
should improve rent and utility allowance determinations.
However, in some areas more needs to be done, as discussed
below,.

The District stated that it has improved the policies,
procedures, and practices for setting rents and utility al-
lowances, and has established a process whereby the rents
and utility allowances are tied to applicable HUD regulations.
According to the DHCD Director the process is self-monitoring
in that any change in the requlations results in a review and
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The District's action in reply to our recommendation
to reqgularly monitor the rent-setting and utility allowance
process is not adequate. The substance of the monitoring
recommendation is to assure that program requirements are
followed and that if new requirements are established, top
management would monitor their implementation. The mere
fact that the requlations affecting rent and utility allow-
ances change does not insure that the change will be promptly
and appropriately implemented. Additionally, many of the
corrective actions cited by the District have not yet been
implemented. We believe it essential that top management
have a system to monitor the timely implementation and pro-
priety of corrective actions.

The District did not agree with our specific recommen-
dation to limit situations for which tenants are required
to submit interim change reports. The District believes
that all tenants should continue to be required to report
all changes because such reports (1) provide housing managers
with a current record of the tenant-family situation, (2) can
help highlight cases needing counseling and referrals for
assistance, and (3) can be used as the basis to reduce rents
which the tenant would not receive retroactively if changes
were unreported until annual reexamination.

Our report points out that DHCD has had difficulties in
processing interim reports. There was an average delay of
4 months between submission and review. Some reports do not
result in a rent change, yet they are reviewed in the same
manner as those which require a change. On page 10 we men-
tion as an example the elimination of the requirement to re-
port the type of changes which normally result in no rent
increases. We believe that DHCD should provide specific
guidance and instructions to tenants regarding the type
information to be reported. In the event large numbers of
reports continue to be suvbmitted, DHCD should screen these
reports to minimize the delays and review time.

The District did not adopt our recommendation to charge
tenants a penalty for each month required rent change re-
ports are late or when inadequate information is knowingly
reported. The District said:

"Each housing manager is notified promptly of
incomplete annual reexamination reports from
tenants, and instructed to issue 30-day notices
to vacate to those tenants as the penalty for
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failure to comply. Further, although the tenant
loses any retroactive credit to which he may have
been entitled had he reported promptly, any debit
is retroactive."

We report on page 9 that some tenants were submitting
information from 1 to 20 months late, that inadequate sub-
missions were not identified for several months, and that
officials responsible for rent collection were not retro~
actively charging tenants for back rent because they felt
such action would create serious collection problems. Rela-
tively few tenants are evicted from public housing, and the
few evictions that take place are made on the basis of non-
payment of rent, not on failure to submit reexamination data.
In view of the foregoing it would seem that issuance of the
vacate notice constitutes no penalty at all, and as stated
on page 10, the only penalty for late reporting is the
charging of rent which should have accrued in any event.
Accordingly, we believe the District should establish a
penalty for late or inaccurate reporting, as recommended.

The District resp: nse to our recommendation to require
adequate documentation for all urban renewal rent actions
did not comment on the lack of documentation to show how the
rents were determined. Rents charged 17 of 19 sampled tenants
were below the rents established for the units. DHCD's files
did not contain any documents justifying or supporting these
rent adjustments for 15 tenants. DHCD should maintain docu-
mentation, in all cases, showing exactly how it arrived at
the rents charged tenants to ensure that they are proper.

The District expressed reservation concerning our recom-
mendation that it "assure that tenants pay for their own
utilities, whenever possible."” The reservation concerns ur-
ban renewal tenants and centers on what DHCD perceives as a
conflict between our recommendations calling for

"(a) increasing rent by basing them on appraisals,
making tenants pay their own utilities, and giving
utility allowances based on consumption, and (b)
the requirement that residential tenants must pay
no more than 25 percent of income for rent."

We see no conflict between our recommendations and the
25 percent requirement. We recommend also that the tenant's
income be considered in setting the rent to avoid the need
for future adjustment when, as we reported, DHCD learns
that the established rent exceeds the 25-percent limitation.

39



DHCD stated that rent at 25 percent of income plus the
cost of utilities could result in a very high percentage of
income being paid for shelter and that rent reduced by a
utility allowance to 25 percent of income could result in
no rent and the utility cost alone exceeding 25 percent
of income. DHCD said that this issue will require inten-
sive legal and management attention and will be addressed
as part of the policy and procedure revision.

Despite the reservations expressed in the District's
response, our recommendations are designed to assure that
rent is established in accordance with existing regulations
within the framework of the 25-percent statutory limitation,
and we helieve that the District should carefully consider
eacn recommendation.
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CHAPTER 5

SCOPE OF REVIEW

We reviewed rent establishment and adjustment policies,
procedures, and practices for the District of Columbia's
public housing and urban renewal programs. As of June 1976,
we randomly selected 220 public housing households from a
universe of 12,092, and 130 urban renewal households and
businesses from a universe of 1,020.

We reviewed reexamination files for the 220 public
housing households and acquisition and lease agreement files
and rent accounts for the 130 urban renewal households and
businesses. We analyzed the rent establishment and adjust-
ment process for the selected cases.

In addition, we reviewed utility payment policies and
procedures for both the public housing and urban renewal
housing programs.

We examined applicable legislation and Federal and
District of Columbia requlations ..nd guidelines. We inter-
viewed personnel in DHCD's operating administrations, HUD's
headquarters, and area offices in Washington, D.C.; the
Department of Housing and Community Development, Baltimore,
Maryland; the Redevelopment and Housing Authority, Alexandria,
Virginia; and representatives of local utility companies.
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APPENDIX I APPENDIX I

SAMPLING METHOD USED FOR REVIEW OF

THE DISTRICT'S RENT ESTABLISHMENT POLICIES,

PROCEDURES, AND PRACTICES FOR PYBLIC HOUSING

Estimates of public housing rental revenues lost (see
P. 5) were based on an analysis of a statistical sample of
220 DHCD households. The sample households were drawn
from DHCD's July 1976 billing ledger, which included all cur-
rent tenants. The ledger also listed many households no
longer in occupancy, but still being billed. When the
ledger showed that a household was out of occupancy prior
to January 1, 1976, we excluded it from our universe. De-
spite this screening process, the universe included some
tenants who moved prior to or during the period January
through June 1976. Our estimates included only the months
the households were occupied during the period considered.
The universe included 12,092 households.

Since the monetary effects of the deficiencies some-
times overlapped, we assigned an ordering process to calcu-
late the incremental effect of each deficiency and to
prevent duplication of any amounts. We consulted agency
officials to determine a fair and logical ordering pattern.
The following table shows the ordering of the effects and
our estimate of the losses attributable to each.

Estimated losses

Reqular reexamination delays by DHCD $ 227,500
Reqular reexamination delays by tenants a/7,700
Interim examination delays by DHCD a/l7,900
Interim examination delays by tenants a’/42,000

Redefining tenant income in accordance
with existing legislation and HUD reg-

ulations as/l7,900
Use of outdated rent schedule to reflect
current fair market rentals 339,300
Limited efforts to verify tenant income
data a/250,000
Total $902,300

a/Caution should be used in drawing conclusions from
these estimates due to the range of sampling errors.
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Our estimate of the additional rent that should have
been charged during the periocd, $902,000, was derived at
a 95-percent confidence level with a sampling error of
+ $244,000. When we found circumstances in which tenants
should have been charged lower rents during the period, we
counted these as negative amounts for projection purposes.
Although we can project statistically the combined losses
from all deficiencies, we cou.ii not project statistically
the efforts of each individual deficiency. This is due
to the range of sampling errors found for several of the
deficiencies.
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APPENDIX 1II APPENDIX II

THE DISTRICT OF COLUMBIA

WALTER E. WASHINGTON WASHINGTON, D.C. 20004
Mayor

FE
Mr. Victor L. Lowe B 17 1978

Director

General Government Division

U. S. General Accounting Office
Washington, D. C. 20548

Dear Mr. Lowe:

Enclosed is a memorandum from Lorenzo W. Jacobs, Jr., Director
D. C. Department of Housing and Community Development. This
memorandum constitutes the District's formal comments on your
draft report entitled "District of Columbia's Rent Establishment
Policies and Procedures Need Improvement", transmitted to me by
your letter dated November 18, 1977.

As you will see from the enclosed memorandum, the Department

has taken action in each of the areas covered by the recommenda-
tions in your draft repoit. The actions taken are in accordance
with your recommendations. Thank you for the opportunity to
comment on your draft report. If you have any questions, cr
need further response, please do not hesitate to call upon me

or Mr. Jacobs and his staff.

Sipgerely,

9

Walter E. Washington
Mayor

Enclosure
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GOVERNMENT OF THE DISTRICT OF COLUMB!A
DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT
WASHINGTON. D C

Riphy To

MEMORANDUM 30 JAN B78

TO: Honorable Walter E. Washington
Mayor ™

FROM: Lorenzb W. Jacobs, 7Ir,
Direct

SUBJECT: Formal Comments on GAO Draft of a Proposed Audit
Report on Rent Establishment Policies and Procedures

As you requested, following are the Department's formal comments
on GAO's draft report on an audit of rent establishment policies

(urban renewal). The report was transmitted to you for formal
comment by letter dated November 18, 1977, from Victor L. Lowe,
Director, General Government Division, U.S. General Accounting
Office,

These comments respond to each of the recommendations specified
in the Araft report (pages 53 and 54). The recommendations are
of four kinds: overall, public housing, urban renewal, and

utilities. The comments are in the same order as the recommen-

dations.
OVERALL RECOMMENDATIONS

Recommendations

The Mayor of the District of Columbia should direct DHCD to:

--Improve policies, procedures, and practices for setting
rents and utility allowances of pubiic housing and urban
renewal tenants;

--Regularly monitor the rent setting and utility allowance
process; and
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--Improve documentation of rent actions, particularly under
the urban renewal program, to insure control over the
vrent setting process.

Response

As a result of on-going work, following your organization of the
Department (effective July 3, 1975) as well as discussion of
their findings with the GAO auditors, we have taken steps which
address each of these recommendations. Specifically, we have
improved our policies, procedures and practices for setting

rents and utility allowances. These actions are described

below. We have also established a process whereby the rents

and utility allowances are tied to applicable regulations
published by the U.S. Department of Housing and Urban Develop-
ment. This process is self-monitoring, in that any change in the
regulations results in a review and revision of the rent and
utility allowance procedures. Finally, we have taken steps to
improve substantially the documentation of rent actioms. The
most important step is the assignment of responsibility for all
rent establishment and rent reviews for urban renewal properties
in the Real Estate Division of the Housing and Business Resources

Administration.

As a result of these actionms, and the specific actions described
below, this Department is correcting the problems where required,
in accordance with each of the recommendations set forth in the

GAO draft report.
PUBLIC HOUSING

Recommendation

Implement proposed policy change to include the cost of com-
parable private housing in the rent schedule and periodically

update the schedule.

Response

NCHA Manual Section 4120, V. dated 7-8-77, attached, provides
that:"...In the event the rent currently charged is equal to an
amount which is less than 25% of family income because of a
previously imposed maximum rent, said rents will be increased
within the following limitations. No tenant will be charged in
excess of 80% of the fair market value of the unit that he/she
occupies. In determining fair market value of a unit the
Authority will use the values established by the United States
Depariment of Housing and Urban Development in the administra-
tion of its rental subsidy program published in Title 24 of
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the Code of Federal Regulation, part 888, as modified from
time-to-time in the Federal Register." These are the HUD
Section 8 1limits, which are a useful source of average rents
in this locality. The 80% limit reflects our experience
regarding comparability of private and public housing, i.e.,
that private units in the top 20% of the reant ranges are not
comparable.

Recommendation

Redefine income for rent to comply with existing legislation
and HUD regulations.

Response

NCHA Manual Section 4120 X. dated 7-8-77, attached, lists re-
vised definitions for family income, disabled, elderly and
minor members and exclusions from income of $300 for secondary
wage earner spouse and foster child care payments, all of which
affect family income, i.e., income for rent, to comply with
legislation and HUD regulations.

Recommendation

Adjust the reexamination schedule so that tke workload is
more evenly distributed throughout the year and provide the
necessary resources to accomplish this task.

Response

The annual reexamination schedule was revised in May, 1977,
effective July 1, 1977, for the rent change date October 1,
1977. This schedule provides for six rent change dates in-
stead of four, and is timed to coincide with certain regularly
scheduled changes in benefits viz., Social Security, Supple-
mental Security Income, Railroad Retirement, affecting projects
exclusively for elderly/disabled tenants, thus reducing to a
minimum the necessity for interim reports by this group.

In addition, notices to tenants of reexamination are mailed one
month earlier thon previously to permit more processing time
before the rent change deadlines. There is currently no back-
log, and it is expected that the next change (3-1-78) will be
completed on schedule.

Recommendation

Limit the situations for which tenants are required to submit
interim change reports.
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Response

It is our opinion that all tenants should continue to be
required to report all changes, in compliance with the pro-
visions of the lease. These reports provide a current record
of the family situation for the housing managers' information
and possible counselling and referrals for assistance where
indicated. They are also valuable as the basis for reductions
in rent, where appropriate, which the tenant would not receive
retroactively if the changes were unreported until annual

reexamination.

Recommendation

Charge tenants a penalty for each month required rent change
reports are late or when inadequate information is knowingly

reported.

Response

Each housing manager is notified promptly of outstanding or
incomplete annual reexamination reports from tenants, and
instructed to issue 30-day notices to vacate to those tenants
as the penalty for failure to comply. Further, although the
tenant loses any retroactive credit to which he may have been
entitled had he reported promptly, any debit is retroactive.

Recommendation

Improve tenant income vertification by coordinating with other
District agencies, and by establishing a system to verify dates
and amounts of income changes.

Response

Since 10-1-76 we have been obtaining from DHR quarterly print-
outs listing persons receiving public assistance grants who are
tenants of NCHA. We are exploring the expansion of this to
include all recipients, since this would be an economical and
efficient way to verify income from that source for applicants
as well as tenants, and would eliminate issuance and preparation
of forms and very considerable numbers of telephone calls to
case-workers.,

As mentioned above, we are aware, and have revised our re-
examination schedule to take advantage of regularly scheduled
across-the-board changes in OASI, SSI and RRR. We plan to
reopen discussions with other agencies handling benefits to
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determine whether they will furnish available data to us.
Fortunately, we have always had excellent cooperation from
private employers and payroll offices of Government agencies.

URBAN RENEWAL

Recommendation

Establish a policy to charge the maximum rents allowed by
legislation.

Response

The Department is now reviewing policies for establishing
Ttents for property owned by the Redevelopment Land Agency.

Some basic steps have already been taken, i.e., (1) to cen-
tralize all urban renewal property rent establishment and
adjustment in the Real Estate Division of the Housing and
Business Resources Administration; (2) to establi-’ a procedure
whereby all rent establishment or adjustment act 5 are re-
ferred from Property Management Administration t« _he Real
Estate Division; (3) to initiate a review cf all ents pre-
viously established (discussed below); and (4) to establish a
regular schedule for periodic reviews of all rents, as follows:

(a) Family and institutional properties: Annually.
(b) Housing for the Elderly: Every two years.
(c) Businesses: Every six months.

The revised policy will specify that maximum rents should be
established pursuant to law and regulations. Rents shall be
established in accordance with appraisals (but not exceeding
25% of gross income of residential tenants), will be adjusted
for specific and documented reasons (suck as changes in
financial condition of the tenant), and will be reviewed
periodically (as shown above). The issue of allowances for
utilities is discussed in the separate section on utilities,

below.

The revised golicy is expected to be published in the D.C.
Register within the next sixty days.

Recommendation

Implement detailed procedure to assure consistent application
of rent establishment policies.
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Response

As mentioned above, some basic procedural changes have already
been made. Others will follow final adoption of the revised
policy, and will assure consistent application of the policy.

Recommendation

Require the use of current property appraisals in the rent
establishment process.

Response

Independent fee appraisers employed by the Department in con-
nection with the acquisition of additional property have been
instructed to furnish EFMR's with all future appraisals.

As mentioned above, the Department has already begun a review
of rents for all RLA tenants. We are compiling all of the
necessary data for preseut commercial and residential tenants
of RLA (such as current family income, dwelling unit size and
locations, etc.) and undertaking analysis of this data to
determine the Estimated Fair Market Rental (EFMR) Tor all
space leased by the Department. Analysis of this nature has
been completed for Department-owned commercial parking areas
leased to private entrepreneurs; and the leases were amended
December, 1977. Evaluation of the residential properties in
the 14th Street Urban Renewal Area will be completed within a
month and we anticipate that a review of all properties will
be completed by June, 1978.

Recommendation

Improve its system for assuring that tenants' rents do not
exceed 25% of gross monthly income by obtaining all required
income data from tenants, coordinating data maintained by
different DHCD offices, and using income data in establishing
rents. '

Response

The Real Estate Division of Housing and Business Resources
Administration has beern assigned the function of coordinating'
data collected by the several DHCD offices relative to setting
rents, and recommending the amount of rent to be set for all
RLA properties. Income data (income verification forms) are
obtained from tenants by the Family Resources Division and the
Business Resources Division, and will be reviewed periodically
as part of the current review in accordance with the schedule
shown above,
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Recommendation

Review rents periodically for possible adjustment.
Response
See above.

Recommendation

Require adequate documentation for all rent actions.

Response

The basic records on income, to support rent actions, will be
maintained by the Family Resources Division, 3usiness Resources
Division (HBRA). Property Management Administration will con-
tinue to maintain lease records. The necessary data will be
furnished to the Real Estate Division (HBRA) in conformance

with the schedule shown above and at other times on an as-needed
basis to make rent determinations and adjustments. The Real
Estate Division will maintain the documents on rent actions.

Recommendation

Include temporary tenants in all rent establishment and
adjustment procedures.

Response

Temporary tenantc ire included in the rent establishment
procedures mentioned above.

UTILITIES

Recommendation

Periodically update utility allowances.

Response: Public Housing

PMA increased utility allowances effective April 1, 1977, under
the NCHA Order No. 77-3. The procedures provide for increases
in utility allowances, whenever the utility companies are
granted increases in rates.
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Response: Urban Renewal

Utility allowances for tenants on meters with other tenants
will be for private utilities (not sewer and water which
will continue to be paid by the Agency). Such allowances
will be updated as part of the current review, and at the
time of the periodic review of rents.

Recommendation

Base urban renewal tenants utility allowance on consumption
instead of rent.

Response: Urban Renewal

The revised rent establishment policy and procedures will
addrecs basing utility allowances, for those who pay for
their own utilities, on consumption instead of rent.

Recommendation

Assure that tenants pay for their own utilities, whenever
possible.

Response: Public Housing

The PMA staff is currently making a cost-benefit analysis to
determine whether individual metering is economically feasible.
Preliminary findings indicate that it is, and that it will
result in substantial benefit following the initial conversion.
It is anticipated that the analysis will be completed in
February, after which the findings will be submitted to HUD,

and an action plan developed.

Response: Urban Renewal

We will analyze the impact of requiring tenants in units
separately metered to pay their own private utilities, in the
future. The current review will include consideration of
changes needed in prior practices. With respect to multi-tenant
single-meter situations, separation of meters would not appear
to be cost effective because of the temporary nature of our

management of these properties. However, utility consumption
will be considered in setting the appraised or fair rent.

There is a serious issue with respect to utility charges and

allowances that must be resolved as part of the policy re-
vision. This issue is a potential conflict in the GAO
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recommendations of (a) increasing rent by basing them on
appraisals, making tenants pay their own utilities, and
giving utility allowances based on consumption; and (b) the
requirement that residential tenants must pay no more than
25% of income for rent. Typically, the residents of acquired
property have low or very low incomes. The rent at 25% plus
utilities could result in a very high percentage of income
being paid for shelter. The rent reduced by a utility allow-
ance to a total of 25% could in view of the high cost of
utilities result in no rent and the utility cost alone ex-
ceeding 25% of income.

This issue will require intensive legal and management atten-
tion, and will be addressed as part of the policy and procedure

revision,

Recommendation

Charge tenants who do not pay their own utilities for consump-
tion above normal, such as for additional major appliances.

Response: Public Housing

The NCHA lease was revised effective July 9, 1976 (NCHA Order
No. 76-12) with a provision authorizing charges for tenant
supplied appliances. The rates for the extra charges were
published in the D.C. Register on June 10, 1977, as an
emergency adoption. The final regulaticn was adopted as NCHA
Order No. 77-9 and published in the D.C. Register September 30,
1977, The program for assessing charges to tenants' accounts
was implemented on September 1, 1977, as part of the standard
policies and procedures of NCHA.

Response: Urban Renewal

As stated above, consumption experience will be a basis for
utility charges as part of rent raid by tenants who are not

on separate meters. However, in view of the temporary nature
of urban renewal property management, a sur-charge system for
additional major appliances may not be cost-beneficial, but
will be considered in the revision of the policy and procedures.

Recommendation

Complete cost-benefit studies for converting master metering
in buildings to individual or check meters and establish an
action plan to implement the most beneficial findings.
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Response: Public Housing

See above.

Response: Urban Renewal

See above.
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PRINCIPAL DISTRICT OF TOLUMBIA

OFFICIALS CONCERNED WITH ACTIVITIES

DISCUSSED IN THIS REPORT

Tenure of office
From To

MAYOR (note a):
Walter E, Washington Nov. 1967 Present
DIRECTOR, DEPARTMENT OF

HOUSING AND COMMUNITY DE-
VELOPMENT:

Lorenzo W. Jacobs July 1975 Present
EXECUTIVE DIRECTOR, NATIONAL
CAPITAL HOUSING AUTHORITY
(note b):
Monteria Ivey, Sr. (acting) JuL.y 1$;: July 1975
James G. Banks Mavy 1971 June 1974
EXECUTIVE DIRECTOR, D.C. RE-
DEVELOPMENT LAND AGENCY
(note b):
Melvin A. Mister Jan. 1973 July 1975
a/Position was entitled Commissioner until J.... 2, 1975,
b/Agencies were consolidate

d into Department of Housing and
Community Development in J

uly 1975 under District of co-
lumbia Reorganization Plan III.

(42742)
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