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On September 27, 2012, the Committee on Public Housing (the “Committee”), chaired by Council Member Rosie Mendez, will hold a hearing entitled “Oversight:  Review of Boston Consulting Group’s Report Concerning NYCHA.”  

The New York City Housing Authority (NYCHA) recently released a report compiled by the Boston Consulting Group (BCG).  According to the report, “NYCHA faces many deep challenges, including:  aging housing stock, increasing maintenance demands, growing capital investment needs, declining funding and unclear outlook on future funding, [and] increasing public pressure to provide more services with fewer resources.”
  With those challenges in mind, the report aims to “reshape [NYCHA’s] central office support functions” in order to “achieve greater efficiency and effectiveness” and “free up resources to invest in the ‘front-line’
 of NYCHA.”
  
Background of NYCHA
NYCHA was created in 1934, three years before the United States Housing Act of 1937 established a public housing program at the federal level.
  NYCHA was originally intended to provide relatively low-cost, middle-class housing for working people temporarily unemployed because of the Depression and to bolster the lagging economy by creating jobs for the building trades.
  Overtime however, NYCHA’s goal evolved into providing safe, decent housing for families with the lowest incomes.

The first NYCHA development – aptly named First Houses – was completed in 1935 and contained 123 public housing units.
  By 1942, there were 12 developments and 13,180 units.
  Today, NYCHA serves a community of 629,345 people, which is roughly the population of Boston.
  There are 178,895 NYCHA public housing units located in 2,597 buildings which are clustered in 334 developments, making NYCHA the largest public housing authority in North America.
  NYCHA also administers Section 8 vouchers for 94,400 apartments.
  All told, 7.7% of the city’s residents (and 12.5% of the city’s apartments) either reside in NYCHA developments or participate in the Section 8 Program administered through NYCHA.
  And there are 163,965 families on the wait-list for NYCHA’s public housing and 123,499 families on the wait-list for Section 8.
 
Funding Issues
NYCHA originally funded the costs of building and renovating its projects – known as “capital costs” – by selling long-term bonds guaranteed (and subsidized) by the Federal and City governments.
  Operating and maintenance costs, on the other hand, were covered by rental income.
  Rents then were not “capped” to a certain percentage of income as they are today, but they were still below the market rate by virtue of the government subsidies and low labor costs of the time.
  
Until at least 1957, rental income at NYCHA seems to have been sufficient to cover its operating and maintenance costs.
  But a combination of falling family incomes and income-based rent caps,
 led to a growing gap between the amounts NYCHA and other public housing authorities received in government subsidies and rental income, and the amount they needed to cover operating and maintenance costs.
  At NYCHA, today, rental income accounts for only about 50% of operating and maintenance costs.  Government subsidies close much of the remaining gap, but not all of it – in 2012, for instance, a $61 million shortfall remained.


The situation is the same for NYCHA’s capital costs.  In 2006, NYCHA conducted a “physical needs assessment” which showed that $25 billion needed to be invested to repair and maintain its housing stock over the next 15 years.  But federal capital subsidies have fallen in that time period and NYCHA predicts that by 2015 it will be $13 billion short of what it needs to conduct necessary repairs and modernization.

The Boston Consulting Group Report
NYCHA has in the past used its own staff to develop strategic plans;
 however, in this case NYCHA decided to rely on a third party for its recent review.  In March 2011, NYCHA hired BCG to perform “an extensive assessment of [NYCHA’s] central office cost centers and operations administration” in order to identify “significant opportunities to increase efficiency and streamline support activities.”
  NYCHA hopes that the resulting increased efficiency in support functions will allow it to shift more resources toward its maintenance and repair work.

According to BCG’s website, the company was founded in 1963 and is a “global management consulting firm” with over 75 offices in 42 countries.
  Prior to its work with NYCHA, BCG carried out an almost identical project for the Atlanta Housing Authority.
  BCG was initially to be paid $6.05 million for its services,
 but this was increased to $10.31 million in September 2011.
  This is approximately the same amount that the Atlanta Housing Authority paid for BCG’s services.
  While the Atlanta Housing Authority selected BCG through public competitive procurement, it is not currently clear what method NYCHA used to make its selection.
   


NYCHA was originally hesitant to release the BCG report itself and intended to do a presentation concerning the report toward the end of this year
 but public outcry and the urging of the Council prompted NYCHA to release the report a few weeks ago.
  The released report generally outlines 42 recommendations for NYCHA in 12 topic areas.  The topic areas include property management operations, maintenance and repair operations (but only incidentally),
 community programs and development, Section 8 program implementation, the applications and tenancy administration department, procurement and the supply chain, information technology, facilities planning, human resources, financing, capital projects, and board governance.  The report projects that implementing these recommendations will result in cost savings of approximately $70 million through 2016 and increased revenues of approximately $55 million through 2016.
  Some examples of the report’s recommendations are:  

Decentralizing NYCHA management – The report recommends shifting management functions away from central and borough-level administration and toward the developments themselves.  It also proposes removing borough-level administration almost entirely.


Conducting a “property management demonstration project” – The report proposes a property management demonstration project which will allow private management companies to manage a small number of NYCHA developments in order to test different management models.  The report recommends that NYCHA observe the demonstration project, determine what practices yield the best results, and then implement those practices at its other developments.


“Baseline” and outsource community operations – The report recommends that NYCHA develop an accurate picture of how much its community operations actually cost and identify areas where savings might be possible.  The report also recommends that NYCHA switch to an “orchestrator” model whereby it coordinates community support services but leaves the day-to-day job of providing those services to third parties.


Online portals for tenant intake and Section 8 administration – The report recommends that both NYCHA Section 8 administration and the tenant application process be shifted primarily online.


Redesign and automate eviction process – The report recommends (and notes that NYCHA already has) redesigned its policy toward “terminating” – i.e. evicting – tenants.    The report further recommends that the new policy be “automated.”


Reduce fraud reaching “rent reasonableness” – The report recommends that NYCHA save funds by identifying and combating sources of rent payment and income-reporting fraud. The report also recommends that NYCHA adjust rent levels – to the extent it lawfully can – in order to more accurately capture the true market costs of managing and maintaining its properties.


Board reorganization – The report makes a number of recommendations regarding changes to NYCHA’s board.  For instance, the report recommends that NYCHA’s board be less involved with day-to-day management and focus instead on NYCHA’s strategic direction.

Issues and Conclusion
While the BCG report reviews and provides recommendations in a number of areas, little is known about why BCG focused on particular problem areas but neglected others such as maintenance and repair operations for which efficiencies may be achieved.  Concern has also been expressed that, although the report’s 42 recommendations are broadly outlined, concrete details and specific time-frames are lacking, and there is little discussion of how legal and other institutional obstacles can be handled.


In addition to giving the public a chance to comment upon the BCG report, today’s hearing will also give NYCHA the opportunity to address the Committee’s concerns.  NYCHA will have the opportunity to explain how the BCG report was created, why the report focuses on certain aspects of NYCHA but avoids other areas, and whether NYCHA has or will address excluded areas through similar or other mechanisms.  The hearing will also give NYCHA the opportunity to discuss which of the BCG recommendations it will implement, and how it will cope with the challenges and obstacles those recommendations present.  To the extent that NYCHA has decided to implement certain recommendations, the Committee is interested in how NYCHA has converted these recommendations into concrete actions,
 which actions it has taken already, and what the planned timeline is for actions it has not yet taken but are contemplated.
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