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What GAO Found

From 1998 through 2004, annual budget authority for Section 8 grew from
$9.4 billion to $19.3 billion (105 percent, or 82 percent after adjusting for
inflation), while outlays grew from $14.8 billion to $22.2 billion (50 percent,
or 33 percent after inflation adjustment). The steep rise in budget authority
was partly due to the additional funding needed to cover the cost of
renewing long-term contracts. GAO estimates that voucher outlays grew by
93 percent from 1998 through 2004 (71 percent after inflation adjustment),
accounting for almost all of the growth in total Section 8 outlays. Estimated
project-based outlays grew by 6 percent (and actually declined after inflation
adjustment) over this period.

GAO estimates that about 43 percent of the growth in voucher outlays from
1998 through 2004 stemmed from policy decisions that increased the number
(from 1.6 million to 2.1 million) and use of vouchers, while over half of this
growth was due to an increase in the average rental subsidy per household.
For the project-based program, a modest increase in the average rental
subsidy per household drove the growth in outlays but was partly offset by a
reduction of 62,000 in the number of units.

On the basis of statistical analysis of cost data, GAO estimates that growth in
the average annual rental subsidy per voucher household from 1999 through
2004 is primarily explained by changes in market rents (about one-half of the
growth), PHAs’ decisions to increase the maximum subsidized rents (about
one-quarter), and lagging growth in assisted household incomes (about 16
percent.) Household and neighborhood characteristics, while important
cost determinants, did not vary enough to cause a substantial change in the
average rental subsidy per household.
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Umted States Government Accountability Office

Washington, D.C. 20548

April 28, 2006

The Honorable Robert W. Ney
Chairman
Subcommittee on Housing

and Community Opportunity
Committee on Financial Services
House of Representatives

Dear Mr. Chairman:

Annual appropriations for the Department of Housing and Urban
Development’s (HUD) Section 8 rental housing programs have grown
significantly in recent years, climbing to nearly $21 billion in 2006.!
Authorized by the Housing and Community Development Act of 1974 (P.L.
93-383), as amended, Section 8 currently comprises the Housing Choice
Voucher (voucher) and project-based programs. While these programs are
the federal government’s primary tool for making rental housing units
affordable to low-income households, they are not entitlements—that is,
not all eligible households receive assistance. HUD and Congress have
recently supported changes to the voucher program designed to limit
further growth in appropriations without reducing the number of
households that receive assistance. However, analysis of factors driving the
growth in the budgetary costs of Section 8—which could assist in such
efforts—has been limited, in part because HUD has not separately reported
budget authority or outlays for each program.”

The voucher and project-based programs share the common mission of
making housing affordable to low-income households by paying subsidies
that make up the difference between a unit’s rent and the household’s
payment, which is generally 30 percent of monthly income after
adjustments. Despite their shared goals, the two programs operate
differently. The voucher program, administered by state and local public
housing agencies (PHA), provides vouchers that eligible households can
use to rent houses or apartments in the private market. The subsidies in the

"Unless otherwise noted, all years cited in this report are federal fiscal years, which run
from October 1 through September 30, and all dollars are nominal.

“Budget authority is enacted by law and gives federal agencies the legal authority to incur

obligations. Outlays (i.e., payments that liquidate obligations), minus budget receipts,
contribute to federal budget deficits or surpluses.
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voucher program are tied to the household, rather than to any particular
dwelling unit (i.e., they are tenant-based). In contrast to vouchers, the
project-based program is administered by property owners who have
agreed to rent specific dwelling units to eligible households. The subsidies
in the project-based program are tied to the rental unit rather than to any
specific tenant. Under both programs, the program administrators enter
into contracts with HUD that specify the number of vouchers or units
authorized to receive rental subsidies and the duration of the subsidy
payments. For the voucher program, PHAs have flexibility to determine the
maximum amount of rental subsidy they can pay for assisted households
within limits set by HUD. For example, HUD establishes “fair market rents”
for each geographic area, based on actual market rents for standard-quality
rental units, but PHAs may choose a “payment standard” that is up to 10
percent lower or higher.

Each year, Congress appropriates budget authority to cover the cost of
Section 8 contracts. HUD uses its budget authority to incur obligations
(e.g., enter into contracts) that result in expenditures, or outlays, of federal
funds. Unlike budget authority, outlays occur when payments are made and
thus reflect the programs’ actual annual cost of providing rental assistance.
Originally, Section 8 contracts were written with 5- to 40-year terms, and
Congress appropriated all of the budget authority needed to cover the
projected costs of these contracts up front. Under this approach, further
appropriations were generally not needed; HUD could make outlays to
provide the subsidy in each year, using the budget authority already
appropriated, until the contract expired. However, for expiring contracts
that are renewed, appropriations of new budget authority are needed to
cover the renewed contract term. Today, contracts are renewed and funded
in 1-year increments for vouchers and either 1- or 5-year increments for the
project-based program.

In response to your request, this report provides information on trends in
the size and the cost of the Section 8 programs from 1998 through 2004 (the
last year for which data were available at the time of our analysis).
Specifically, the report discusses (1) the annual numbers of vouchers in the
voucher program and units in the project-based program, (2) the annual
new budget authority and outlays for each program, and (3) the factors that
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have affected outlays.? In addition, for the voucher program—the larger of
the Section 8 programs and the focus of recent efforts to limit costs—the
report discusses factors, such as changes in market rents, that have
affected the annual average rental subsidy cost per household.

To determine the annual number of vouchers and project-based units and
the annual amounts of new budget authority and outlays for each program,
we obtained and analyzed data from HUD’s budget office, annual budget
requests and other budget documents, and audited financial statements.
HUD’s budget office was not able to report data on budget authority and
outlays for the voucher and project-based programs separately. We
estimated outlays using data from HUD’s accounting systems, which
showed the rental assistance payments paid to PHAs and property owners
under each program from 1998 through 2004. Our report generally presents
budget authority and outlay amounts in nominal dollars; amounts adjusted
for inflation are shown in appendix IV. To identify the factors that have
affected outlays, we analyzed data on rents and household incomes from
HUD’s administrative databases and reviewed reports by HUD,
Congressional Budget Office (CBO), and Congressional Research Service
(CRS). To assess the impact of different factors on the average rental
subsidy cost per household for the voucher program, we developed a
statistical model using data from HUD and the Census Bureau. Our model
allowed us to estimate the effect of each of several variables—market
rents, household incomes, household and neighborhood characteristics,
and a measure of the relationship between program policies and market
rents—on the average rental subsidy per voucher household while
controlling for the effects of other variables. Because data on certain
variables used in our statistical model were not available for 1998, our
analysis of average rental subsidy costs in the voucher program covers the
period from 1999 through 2004. We assessed the reliability of the data from
HUD’s accounting systems and administrative databases by reviewing
related documentation and interviewing agency officials who work with
the systems. In addition, we performed internal checks to determine the
extent to which the data fields were populated and the reasonableness of

*We excluded the Section 8 Moderate Rehabilitation program from our analysis of units and
outlays because, while it is a project-based program, it is administered differently and
evolved independently from the other project-based programs. The program accounts for a
small and declining portion of the overall project-based program (about 34,000 units as of
2004). We could not exclude the program from our analysis of budget authority because
HUD'’s budget office was not able to break out budget authority by individual program.
Information on the Moderate Rehabilitation program is included in appendix II.
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the values contained in the fields. We concluded that the data were
sufficiently reliable for the purposes of this report. To address all of the
objectives, we interviewed officials from HUD’s Offices of the Chief
Financial Officer, Public and Indian Housing, Housing, and Policy
Development and Research. We also met with CBO and CRS officials and
representatives of various industry and research groups. We conducted our
work in Washington, D.C., and Chicago, Illinois, from April 2005 through
March 2006 in accordance with generally accepted government auditing
standards. Appendix I provides additional details on our scope and
methodology.

Results in Brief

Overall, the size of the Section 8 program—that is, the combined number of
authorized vouchers and project-based units—increased annually, from
2.93 million in 1998 to 3.36 million in 2004, or 15 percent during the period.
This growth resulted exclusively from the authorization of additional
vouchers; the number of project-based units actually declined. Specifically,
the number of authorized vouchers rose from about 1.60 million in 1998 to
2.09 million in 2004, a 31 percent increase. At the same time, the number of
authorized project-based units fell from 1.33 million to 1.27 million, a 5
percent decrease, primarily because property owners and HUD decided not
to renew some project-based contracts. HUD generally provided vouchers
to households in project-based units for which contracts were not renewed
so that these households could continue receiving rental assistance. These
“tenant protection” vouchers, including those provided to households no
longer receiving assistance under other HUD programs, accounted for 42
percent of the increase in the number of vouchers from 1998 through 2004.

Both annual new budget authority and outlays for the Section 8 programs
increased significantly from 1998 through 2004. Appropriations of new
budget authority grew from $9.4 billion to $19.3 billion (from $10.6 billion
to $19.3 billion after adjusting for inflation). This new budget authority was
primarily needed to renew expiring contracts covering 818,095 vouchers
and 373,310 project-based units. Annual outlays rose from $14.8 billion to
$22.2 billion (from $16.8 billion to $22.4 billion after adjusting for inflation).
On an annual basis, total Section 8 outlays typically exceeded new budget
authority appropriated during this period because HUD was making rental
assistance payments under long-term contracts for which Congress had
appropriated budget authority in previous years. Although HUD did not
separately track outlays for the voucher and project-based programs during
this period, we estimate that outlays for vouchers increased from $7.5
billion in 1998 to $14.5 billion in 2004, and accounted for nearly all of the
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growth in total Section 8 outlays. Outlays for the project-based program
rose from an estimated $7.3 billion to $7.7 billion.

A number of policy decisions and market factors contributed to the growth
in outlays for the voucher and project-based programs from 1998 through
2004. These include increases in the total number of assisted households,
the average rental subsidy cost per household, and other program
expenses. Specifically, about 43 percent of the growth in voucher outlays
was the result of policy decisions that increased the number of assisted
households—for example, the decision to offer tenant protection
vouchers—while over half was the result of an increase in the average
annual rental subsidy cost per voucher household from $4,420 to $6,262 (a
42 percent increase, or 25 percent after adjusting for inflation). In contrast,
most of the growth in project-based outlays resulted from a 12-percent
increase in the average annual rental subsidy per household ($5,305 to
$5,948)—an increase that was partially offset by the declining number of
project-based units. Congress and HUD have taken steps to limit further
growth in the budgetary costs of the Section 8 programs. For example, in
2003, Congress authorized changes to the method for calculating the
amounts of voucher funding in order to slow the growth in both new
budget authority and outlays. In addition, for the project-based program,
Congress and HUD continued steps begun in 1997 to reduce above-market
rents at some properties and to limit annual rent increases.

On the basis of our statistical analysis of cost data for the voucher program,
we found that three factors primarily accounted for the growth in the
average annual rental subsidy per voucher household from 1999 through
2004:*

e Over one-half of the total increase was explained by changes in market
rents.

¢ About one-quarter of the total increase was due to overall higher
payment standards—that is, by PHAS’ exercising their flexibility to
increase the maximum amount of rental subsidy they can pay for
assisted households.

*Our analysis covers the period from 1999 through 2004 because data on certain variables
used in our statistical model were not available for 1998.
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e About 16 percent of the increase was due to the fact that the incomes of
assisted households grew modestly during this period and did not keep
up with increases in market rents.

We also found that although household and neighborhood characteristics
were important determinants of per household rental subsidies, on
average, they did not vary enough from 1999 through 2004 to cause a
substantial change in the average per household rental subsidy.

In written comments on a draft of this report, HUD suggested that the
report include a description of its proposed legislation for reforming the
voucher program and provide additional explanations of the differences
between the average per household costs for the project-based and
voucher programs. We revised our final report in response to HUD’s
comments where appropriate.

Background

Prior to the 1970s, the federal government made housing affordable to low-
and moderate-income households by subsidizing the production of
privately and government-owned properties with below-market interest
rate mortgages, direct loans, and other development subsidies. Under these
production programs, the rent subsidies were project based, and tenants
received assistance only while living in the subsidized units. In the early
1970s, concerns were raised about the effectiveness of these programs:
Many moderate-income tenants benefited from federal assistance, while
lower-income families did not; federal costs for producing the housing
exceeded the private sector costs to produce the same services; and
allegations of waste surfaced. Interest in a more cost-effective approach
led Congress to explore options for using existing housing to shelter
low-income tenants. Section 8 of the Housing and Community
Development Act of 1974, as amended, authorized programs that reflected
both approaches—a tenant-based rental certificate program (now called
the voucher program) for use in existing housing and a project-based
program. The project-based program comprises multiple subprograms,
including Section 8 New Construction/Substantial Rehabilitation, Loan
Management Set-Aside, and Property Disposition. Appendix III contains
detailed descriptions of these subprograms.

The voucher program provides vouchers to eligible households to rent
houses or apartments in the private market from landlords who are willing
to accept the vouchers. Voucher holders are responsible for finding
suitable housing that complies with HUD’s housing quality standards. The
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voucher program pays the difference between the lesser of the unit’s gross
rent or a local “payment standard,” and the household’s payment, which is
generally 30 percent of monthly income, after certain adjustments.’ To be
eligible to apply for assistance, households must have very low
incomes—Iless than or equal to 50 percent of area median income (AMI) as
determined by HUD. Under the provisions of the Quality Housing and Work
Responsibility Act of 1998 (P.L. 105-276), at least 75 percent of new
participants in the voucher program must be households with extremely
low incomes—at or below 30 percent of AMIL° Households already
participating in the voucher program remain eligible for assistance as long
as their incomes do not rise above 80 percent of AMI. The voucher program
is administered by over 2,500 state and local PHAs that are responsible for
inspecting dwelling units, ensuring that rents are reasonable, determining
households’ eligibility, calculating households’ payments, and making
payments to landlords. HUD provides funding to PHAs for administrative
expenses as well as rental subsidies.

The project-based program subsidizes rents at properties whose owners
have entered into contracts with HUD to make rents affordable to
low-income households. Often these properties were financed with
mortgages insured or subsidized by HUD or with bonds issued by state and
local housing finance agencies. Property owners and managers are
responsible for administering the program at about 22,000 properties
nationwide. The project-based program operates much like the voucher
program, paying the difference between a HUD-approved unit rent and the
household’s payment, which is generally equal to 30 percent of adjusted
monthly income.” In general, only households with low incomes (i.e., at or
below 80 percent of AMI) are eligible for assistance, and since 1998 at least
40 percent of new residents must have extremely low incomes. Private
property owners and managers have requirements similar to those for
PHAs for administering the project-based program—they must ensure that

*The payment standard is based on the HUD-determined fair market rent for the locality.
HUD sets fair market rents generally equal to the 40th percentile of the market rents
(including utilities) paid by recent movers for standard-quality units. PHAs may set local
payment standards at 90 to 110 percent of the fair market rent for their area and, with HUD’s
approval, above 110 percent of the fair market rent.

%See 42 U.S.C. 1437n (b)(1).
"Under current HUD policies, as expiring contracts are renewed, HUD generally sets rents

for project-based Section 8 units based on market rents for comparable units. These rents
are adjusted annually using a HUD-determined operating cost factor.
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households meet program eligibility requirements and must calculate
households’ payments. HUD pays rent subsidies directly to the property
owners but does not pay them a separate administrative fee, as the owners’
administrative costs are reflected in the HUD-approved rents. However,
because of limited staff resources and the large number of project-based
Section 8 contracts, HUD pays contract administrators (state and local
PHAs) administrative fees to oversee most of the contracts, a task that
requires processing monthly payment vouchers, reviewing property
owners’ tenant information files, and addressing health and safety issues.

Each year, Congress appropriates budget authority to cover the costs of
new Section 8 contracts, renewals of expiring contracts, amendments to
existing project-based contracts, and administrative fees.® For the period
covered by our review (1998 through 2004), Congress appropriated funds
for the Section 8 programs in HUD’s Housing Certificate Fund account.’
Over time, Congress has changed the way it funds the Section 8 programs.
From 1974 to 1983, Congress made large up-front appropriations to cover
the projected costs of multiyear Section 8 contracts. Initially, voucher
contracts were written for 5 years and were renewable, at HUD’s
discretion, for up to 15 years, while the terms for project-based contracts
ranged from 15 to 40 years. When these initial contracts began to expire in
1989, HUD required new budget authority to renew them. Owing to budget
constraints, Congress funded Section 8 contracts with amounts that led to
shorter contract terms. HUD initially renewed expiring contracts generally
for 5-year terms but starting in the mid-1990s switched to 1-year terms for
the voucher program and either 1- or 5-year terms for the project-based
program.

The Section 8 programs are not entitlements, and as a result, the amount of
budget authority HUD requests and Congress provides through the annual
appropriations process limits the number of households that Section 8 can
assist. Historically, appropriations for the Section 8 programs (as well as
for other federal housing programs) have not been sufficient to assist all

$Amendments fund existing project-based Section 8 contracts that have depleted their
budget authority before the end of the contract term. HUD does not amend voucher
contracts.

%Prior to this account, funds for Section 8 were appropriated in the Annual Contributions for
Assisted Housing account. Beginning in 2005, Congress directed the agency to create two
new Section 8 budget accounts—a tenant-based account and a project-based account. New
budget authority is appropriated into these two accounts.
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households that HUD has identified as having housing needs—that is,
households with very low incomes that pay more than 30 percent of their
income for housing, live in substandard housing, or both. According to
HUD data for calendar year 2003, Section 8 and other federal housing
programs assisted an estimated 4.3 million households, or 27 percent of all
renter households with very low incomes (see fig. 1).! HUD estimated that
over 9 million very low income households (about 59 percent) did not
receive assistance and had housing needs. Of these 9 million households
with housing needs, over 5 million had what HUD terms “worst case”
needs—that is, they paid over half of their income in rent, lived in severely
substandard housing, or both.

Figure 1: About 59 Percent of Very-Low Income Renter Households Did Not Receive
Housing Assistance and Had Housing Needs in 2003

Households in thousands

D Unassisted without housing needs
14% (2,222)
59% 27% '—% Assisted
¢ / (4,256)

1
/

/

Unassisted with housing needs
(9,180)

Source: HUD.

Note: Total = 15.7 million households that rented and had very low incomes.

19U.S. Department of Housing and Urban Development, Office of Policy Development and
Research, Affordable Housing Needs: A Report to Congress on the Significant Need for
Housing (Washington, D.C.: December 2005).
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Increases in the
Number of Vouchers
Drove Growth in the
Size of Section 8 from
1998 through 2004

The combined number of authorized vouchers and project-based units
grew from about 2.93 million to 3.36 million from 1998 through 2004—an
overall increase of about 15 percent and an average annual increase of
about 2 percent (see fig. 2). Most of this increase occurred from 1998 to
2001, when about 327,000 vouchers were added. However, as figure 2
shows, this overall trend masked a difference in the trends for the
individual programs: The number of vouchers grew by 31 percent during
this period, while the number of project-based units declined by 5 percent.

|
Figure 2: The Total Number of Authorized Section 8 Vouchers and Units Increased
from 1998 through 2004

Units in millions
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Source: HUD.

Note: Totals may not add because of rounding.

It is important to note that at any given time the actual number of
households assisted with Section 8 programs is likely to be less than the
number of authorized vouchers and project-based units, because some
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authorized vouchers and units may not be in use. For example, vouchers
may go unused because households may not be able to find units that meet
the program’s affordability requirements and quality standards. (As
discussed subsequently in this report, the extent to which authorized
vouchers are actually used to rent units—and thus incur subsidy costs—is
called the voucher utilization rate.) Project-based units may not be in use
during the period when landlords are seeking new occupants for units that
have been vacated.

The Number of Vouchers
Increased by 31 Percent

From 1998 through 2004, the number of authorized vouchers grew from
about 1.60 million to almost 2.09 million, an increase of 490,944 vouchers
(see fig. 2). This increase represents an average annual growth rate of
almost 5 percent. The new vouchers were composed of both “incremental
vouchers” and tenant protection vouchers. Incremental vouchers are those
that resulted from Congress’ decision to expand the program to serve more
households. Notices published in the Federal Register and HUD data
indicate that the agency awarded 276,981 incremental vouchers and
205,853 tenant protection vouchers from 1998 through 2004 (see table 1).

Incremental vouchers consist of three major types: fair share,
welfare-to-work, and special purpose. Fair share vouchers are those that
HUD allocates to PHAs on a competitive basis using a formula that
accounts for poverty rates, renter populations, vacancies, overcrowding,
and other measures, in each county and independent city throughout the
country. Welfare-to-work vouchers are designated for households for which
a lack of stable, affordable housing is a barrier to employment and that are
making the transition to economic self-sufficiency.!! Finally, special
purpose vouchers include those designated for a variety of special needs
populations, such as persons with disabilities. Fair share vouchers
accounted for about 56 percent of the total, while welfare-to-work and
special purpose vouchers represented 18 percent and 26 percent,
respectively.

From 1998 through 2002, Congress provided new funding each year for a
large number of incremental vouchers to help address the unmet housing

UHUD awarded approximately 50,000 additional vouchers to PHAs through the
Welfare-to-Work program demonstration in 1999. While HUD continued to renew the
vouchers issued in 1999, no new welfare-to-work vouchers have been awarded since that
time. HUD began phasing out the demonstration program in March 2004.
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needs of very low-income households, and fair share vouchers were the
key type of incremental vouchers used to increase the number of assisted
households. Starting in 2003, Congress provided no new funding for fair
share vouchers, but did provide new funding for a smaller number of
special purpose vouchers. By 2004, however, no new funding was provided
for any type of incremental voucher.

Unlike incremental vouchers, tenant protection vouchers do not add to the
total number of authorized units under Section 8 (and other HUD programs
for which they are used) because they replace one form of HUD assistance
with another. Tenant protection vouchers are offered to eligible households
that had received housing assistance under various HUD programs
(including the project-based program, certain HUD mortgage insurance
programs, and public housing) before the assistance was terminated. As
part of its annual budget request, HUD estimates the number of tenant
protection vouchers it will need and the amount of funding required for
these vouchers. As table 1 shows, the number of tenant protection
vouchers awarded from 1998 through 2004 remained relatively stable, from
a low of 22,839 in 2002 to a high of 36,000 in 2001.

|
Table 1: Number of New Vouchers Awarded by Major Voucher Type, 1998-2004

Year
Voucher type 1998 1999 2000 2001 2002 2003 2004 Total
Incremental 32,358 52,540 76,934 90,493 22,856 1,800 0 276,981
Fair share 0 0 60,801 78,475 16,460 0 0 155,736
Welfare-to-work 0 50,000 0 0 0 0 0 50,000
Special purpose? 32,358 2,540 16,133 12,018 6,396 1,800 0 71,245
Tenant protection 27,736 29,158 29,333 36,000 22,839 26,787 34,000 205,853
Subtotal 482,834
Unknown® 8,110
Total 60,094 81,698 106,267 126,493 45,695 28,587 34,000 490,944

Source: GAO analysis of HUD data.

2Special purpose vouchers include Mainstream vouchers, which are targeted to persons with
disabilities, and other smaller voucher subprograms.

®For 8,110 vouchers, or about 2 percent of the total, data indicating voucher type were not available.
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The Number of
Project-Based Units
Declined by 5 Percent

Section 8 New Budget
Authority Increased at
a Faster Rate than
Outlays from 1998
through 2004

The number of authorized project-based units fell from 1.33 million to 1.27
million, a decline of approximately 62,000 units (see fig. 2). This
represented an average annual decrease of less than 1 percent. The number
of project-based Section 8 units declined primarily because either property
owners or HUD decided not to renew Section 8 contracts. Owners may
choose not to renew their contracts and to opt out of the program for a
variety of reasons, including plans to convert the properties to market-rate
rental units. HUD may decide not to renew some contracts if property
owners have not complied with program requirements, such as maintaining
the property in decent, safe, and sanitary condition.

If a property owner or HUD decides not to renew a project-based Section 8
contract, the property is no longer required to comply with program rules,
including affordability requirements. To protect Section 8 households from
rent increases that may result when owners opt out of their contracts, HUD
provides a special type of tenant protection voucher known as an enhanced
voucher. Enhanced vouchers are designed to ensure that tenants can afford
to remain in the properties that are no longer receiving project-based
Section 8 assistance—even if the rents for these units exceed those for the
regular voucher program (such vouchers are considered enhanced because
they allow these higher subsidies). If HUD terminates a project-based
Section 8 contract, the agency usually provides affected families with
regular vouchers to allow them to find other housing. The substitution of
tenant protection vouchers for subsidies previously paid for project-based
units has helped minimize the net loss of Section 8 units.

Although both budget authority and outlays for the Section 8 programs
increased significantly from 1998 through 2004, the rates of growth
differed. Appropriations of new budget authority grew more than twofold
during this period (105 percent), partly because HUD needed more budget
authority to cover the cost of renewing long-term contracts that began to
expire in 1989. In comparison, from 1998 through 2004 total Section 8
outlays rose at a slower rate (50 percent). However, this increase masks
substantial differences in the rates of growth for the individual Section 8
programs. Although HUD did not separately track outlays for the voucher
and project-based programs during this period, we estimate that outlays
increased by 93 percent for the voucher program and by 6 percent for the
project-based program.
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Renewal of an Increasing
Number of Expiring
Contracts Contributed to
Much of the Growth in
Budget Authority

Appropriations of new budget authority for Section 8 grew from $9.4 billion
in 1998 to $19.3 billion in 2004, an overall increase of about 105 percent and
an average annual rate of 13 percent (see fig. 3). During 2001, new budget
authority grew by 22 percent, the largest single-year increase during this
period.'? For the other years, the annual increase in new budget authority
ranged from 10 to 17 percent. Over the same period, new budget authority
for Section 8 accounted for an increasing share of HUD'’s total annual
appropriations, growing from 41 percent in 1998 to 54 percent in 2004."
Part of the growth reflects the effects of inflation. After adjusting for
inflation, new budget authority rose from $10.6 billion in 1998 to $19.3
billion in 2004 (82 percent).* Appendix IV contains detailed information on
budgetary costs in nominal and inflation-adjusted dollars.

2We adjusted the percent growth in new budget authority from 2000 to 2001 to include the
$4.2 billion advance appropriation in 2000. Without the adjustment, new budget authority
increased by 94 percent.

3To calculate these percentages, we divided total budget authority for Section 8 by the total
gross discretionary budget authority for the entire agency.

""We used the gross domestic product (GDP) price index to adjust for inflation and 2004 as
the reference year.
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Figure 3: New Budget Authority for Section 8 More than Doubled from 1998 through
2004, while Outlays Grew by 50 Percent
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Source: HUD budget data.
Notes:

Because HUD does not report budget authority separately by subprograms, we were unable to
exclude the Moderate Rehabilitation program from budget authority.

New budget authority dropped in 2000 because it did not include a $4.2 billion advance appropriation
that was contained in the 2000 appropriations but was not available for obligation until 2001.

New budget authority reflects across-the-board reductions by Congress in 2001 (0.22 percent), 2003
(0.65 percent), and 2004 (0.59 percent).

Outlays for the Section 8 programs are based on our estimate of outlays for rental assistance
payments and certain administrative expenses under the voucher and project-based programs only.
The Moderate Rehabilitation program, for example, is not included in our estimate of outlays.

We adjusted outlays for 1999 to include an advance payment of $680 million that was made in 1998 for
the 1999 voucher program and reduced outlays for 1998 by the same amount.

HUD did not separately track budget authority for the voucher and
project-based programs for the period covered by our analysis. HUD
budget officials told us they had no need to do so because Congress funded
both programs under a single budget account, the Housing Certificate
Fund. However, to provide better transparency and strengthen oversight of
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the programs, Congress directed HUD to create two new budget
accounts—Tenant-Based Rental Assistance and Project-Based Rental
Assistance—for all new Section 8 appropriations.'® Beginning with its 2006
budget, HUD has provided separate information for each program.

The substantial growth in new budget authority stemmed primarily from
decisions to renew expiring long-term Section 8 contracts. From 1974 to
1983, Congress made large up-front appropriations to cover the projected
costs of multiyear Section 8 contracts that were written in those years.
Because Congress and HUD funded these long-term contracts up front,
they generally did not require new budget authority during the years
specified in the contracts.'® During the early to mid-1990s, large numbers of
these long-term contracts reached the end of their terms. Decisions to
renew the contracts created the need for new budget authority. As figure 4
shows, the trend in the numbers of expiring contracts continued from 1998
through 2004. Specifically, the number of project-based units with expiring
contracts that were renewed grew significantly—by 373,310 units from
1998 through 2004. (As noted previously, because some project-based
contracts were not renewed, the total number of authorized project-based
units declined during this period—even as the number needing new budget
authority grew.) Additional new budget authority was required each year to
cover the renewal of 818,095 vouchers from 1998 through 2004.""

15U.S. House of Representatives, Committee on Appropriations, Committee Report on the
Departments of Veterans Affairs and Housing and Urban Development, and Independent
Agencies Appropriations Bill, 2005, Rpt. 108-674 (Washington, D.C.: 2005).

For some contracts, insufficient budget authority was appropriated to cover the costs of
rental assistance before the contract expired. As a result, Congress appropriated additional
budget authority to fund contract amendments.

"Despite these increases, budget authority for rental assistance programs was still lower

from 1998 through 2004 than from 1977 through 1981, when Congress appropriated around
$30 billion annually (in nominal dollars).
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Figure 4: Renewals of Expiring Vouchers and Project-Based Units Have Grown
Significantly since 199