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I. Purpose and Procedure 

The purpose of this Study is set out in HP 1773: 

... to conduct the necessary review and consideration 
of the Maine Housing Authority to determine the need 
or desirability for altering, adding to or deleting 
from existing statutory provisions in the Maine 
Housing Authority's power to meet housing needs in 
this State ... 

The Order directed particular attention to questions of 
effectiveness of program administration, present and future 
housing needs of the State, and the State credit rating. (See 
Appendix A for the text of the Order) 

Members of the Subconunittee met twice with representatives 
of the Maine Housing Authority (MIlA); and also met with State 
Treasurer Rodney Scribner, and Mr. Dale Horowitz1 a represen
tative of the New York investment banking firm which under
writes MHA's bonds. In addition, the Subconunittee directed 
staff research. The Subconunittee held no public hearings on 
this Study. 

The Study proceeds in 3 parts: 

--Effectiveness of administration--an inquiry into 
the effectiveness of ffiIA administration. 

--Housing needs--a discussion of evidence available 
to indicate the level of housing needs in Maine, 
including an evaluation of the impact of recent 
legislation on the housing situation. 

--Recommendations. 
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II. Effectiveness of Administration 

The Subcommittee has 3 basic concerns about the admin
istration of MIlA: 

1. It is important to investors that their investment 
is competently administered. 

2. It is important that investors trllst the 900d faith 
of the State and there fore that the State pays the 
lowest possible interest rates. 

3. It is important to the State that the MHA reflect 
positively on the State's general credit standing. 

In general, the Subcommittee concludes that MHA is effec
tively administered, and has sufficiently institutionalized 
structures and functions so that the prospect is good for 
continued effective administration. 

With respect to staff, the State Government Conuuittee's 
December, 1974 report to the l06th Legislature noted that 
MHA had recruited and developed a highly professional staff. 
Most of this staff has continued in office. 

The Director and his administrative assistant resignea ln 
December, 1975. A new director was appointed in June, 1976 
for a four year term. The administrative assistant position 
has not been filled. Although the new director has been in 
office for a short time, the subcommittee has the impression 
that the Authority is well managed, and has confidence in the 
director and the staff. 

The Authority has established a written personnel policy, 
which establishes grade scales, salary and job classifications, 
and the requirement for a written, biannual review of each em
ployee's performance. 
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During 1975, the Authority was reorganized into 3 major 
organizational units (see Table 1): 

--Housing Development and Management 

--Engineering and Technical Services 

--Finance and Sp('cial Services 

The reorgunizution will provide a more rational division 
of work and assignment of responsibility. 

The Authority continues the operating procedures and 
financial management and control improvements noted favorably 
in the State Government Committee's Report to the l06th 
Legislature. 

The quality of administration is an important considera-
tion to investors and has bearing on the rate which MHA pays 
for money and the ease with which it sells its bonds. It is 
important to note that the MHA's cost of money is a direct 
reflection of the State's general credit rating. It has been 
B, .• 1jge~;tcd that the MHA has contributed to the State's lowered 
cr'f'ctit rating, but the reverse is actually the fact at this 
time. Both Rodney Scribner, State Treasurer, and Dale Horowitz, 
the Nl'W York investment I>':Hlker, ind iC<l ted that the MBA IS 

bonded debt is a fuetor in the State's credit rating, but 
its current operation has not contributed to the reduction 
of our credit rating. Both further agreed that investors 
consider the Authority to be well managed and to reflect 
positively on the State's total financial picture. 

Of particular interest is the concurrence of both ex
perts in management advice for the future: investors are 
looking much more than in the past to the quality of manage
ment of an authority. In many instances, this is the prime 
consideration in determining the marketability and rate of 
bonds. Further, the "management" demanded by investors is 
of 2 types: 

1. Internal management of the authority itself, going 
to questions such as personnel quality and con
tinuity, fund control, and the like; and 

2. Legislative review of the Authority)covering reason
able oversight of authority operations and imposi
tion and review of dollar limits on operations. 

In both cases, the MHA and the l07th Legislature are 
fUlfilling the requirements of today's critical investor. 
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III. Housing Needs 

Very little data exists to indicate the future need for 
housing in Maine. There is no single organization charged with 
collecting State-wide data on the housing stock. The difficul
ties in collecting accurate, State-wide information are many 
and varied. For example, not all towns require building per
mits for the same purposes. Further, much building and rehabili
tation is owner-done, and not reported. 

The following information is the best available estimate as 
of December, 1976: Table 2 shows indicators of Maine housing 
need, and Table 3 shows the number of units assisted by MHA 
loans through September, 1976. 

Total housing need--In a study published by the Federal Home 
Loan Bank of Boston in 1974, it is estimated that to meet Maine's 
physical need during the period 1973-1980 will require the con
struction of approximately 38,000 units or about 4750 units per 
year. Based on Census data for household growth in Maine for 
the period 1960-1974, MHA believes the Federal Home Loan Bank 
estimate is incorrect. MIlA believes a more accurate estimate 
of Maine's physical need during the period 1973-1980 is approxi
mately 56,000 units, or roughly 8,000 units per year. 

I:.ow.-::-_i.~~_~111.(:_._~~1d __ <: ld_<'?E.~Y,_~.<?~:> i l~.<J.!1C<?~-:_:. Accord in g to Cen sus (Ll l d , 
nKJre than 20,OUO famIlIes in Maine were earning l~ss than $7,000 
and paying more than 25% of their income for rent in 1970. Since 
1()'70, approxinwtely 5,000 sUDsidized units have buen built 
(through the assistance of MBA and other agencies) to alleviate 
this situation. Assuming that inflation has not increased the 
number of families in this category, there remains a need for 
15,000 subsidized units. 

The need of Maine's low-income elderly population for 
adequate housing has been estimated by MHA at approximately 
]5,000 units as of November, 1975. A large proportion of this 
need is, of course, reflected in the previously mentioned need 
()f low-income people. However, as Maine presently appears to 
b~ adding approximately 1,800 people a year to the segment of 
the popUlation which is 65 years or older, it would appear that 
in the next four years we should add at least 1,200 units to 
meet the economic housing need of the elderly in addition to 
those provided for lower-income people. 

If we assume that one-third of the low-income need could 
0e met through the subsidization of substantially rehabilitated 
vr existing units, 10,000 new subsidized units would be re
(~1.1ired during the period 1976 through 1979, or 2,500 units per 
y~ar. The specialized elderly housing need would require 
'IT'proximately 300-400 units per year. On this basis, Maine, 
in the next four years should be building approximately 10,000 
units per year of subsidized and unsubsidized housing. 
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'l'AJ)Lg 2 

INDICA'l'OnS OI~ MAINE t S 1I0USING N!':!':D -.----- ... ---.. - .. --~--*-- .. -._-- ---- ---. 

ITEM PERIOD 

1. Total hO\ls ing need f92:'_Main~: 

Federal Home Loan Bank estimate .... 1973 through 19UO 
Maine Housing Authority estimate ... 1973 through 1980 

2. Low income and elderly housing need: 

ll. Low income ~ 

Family income under $7,000, 

MEAStWE 

38,000 units 
56,000 units 

rent over 25% ................ 1970(Census) 20,000 families 
Subsidized units built(MIIA & Other .. 1970 through 

1975 5,000 units 
Low income families in unsubsidized 

housing ....................•. 1976 15,000 families 

b. Elderly (A large proportion of elderly 
is ""Included above under (Low in
come" ) 

Poor elderly need ......... ~ .... 1975 
Units needed for elderly poor .. 1976 through 1979 

c. Illustrative financing of need: 

Low income families ln unsubsidized 

1~,00 units 
-'!'~Q.Q..~L~_ 

housing(from above) .......... 1976 15,000 families 
If MHA financed new housing in 

the next 4 years at the same 
rate at which it financed 
new units in 1975, it would 
provide 4000 units ........... 1976 through 1979 -4, 000 _~Eits 

unitn to be provided through 
~IA subsidizalion of 
existing or rehabilita
ted units, other govern
ment programs, and pri-
vate financing ............... l976 through 1979 11,000 units 

The measure of low income used on this Table is families, irrespective 
of family size, which according to 1970 census data had family income 
under $7,000 antl paid over 25% of that income for ren~. Other low 
income measures arc used in administering housing programs of MHA: for 
example, the "lower income" eligibility level in the Section 0 housing 
program is calculated at 80% of the median income estimated for each 
Maine county, adjusted for family size and local construction costs. 

Source: Maine Housing Authority, January, 1976. 
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Table 3 

Number Of ilousing Units Being Assisted And Approved For Assistance 
By MHA Loans As Of September, 1976 

Funds ,committed: 
Family 

Multi-family projects: 
Project completed----------297 
Proposed construction------119 

Single family mortgages: 
VA------------------------
FHA------------------------
Private Mortgage Insurance-

Subtotal, committed--------

Funding approved pendi~ 

Future bond sales---------- 90 

Total number of u~its------

Elderly 

346 
382 

686 

Total 

643 
50l~/ 

1,098 
770 
349 

3,361 

776 

4,137 

~/ Includes 331 units to be financed by the $10.3 million bond sale 
of 1976. 

Source: Maine Housing Authority. 
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MHA performance. In 1975, MHA purchased mortgages totaling 
$18,652,000 representing 909 units from Maine banks. In addi
tion, MHA tentatively committed $2,509,000 towards the financing 
of 98 Section 8 low-income rental units. If MHA were able to 
finance additional housing in each of the next four years, 1976 
through 1979, at roughly the same rate, it would provide about 
1,000 units per year, leaving 9,000 units per year of subsi
dized and unsubsidized to be financed by the private sector and 
other government programs. Legislation passed by the 107th 
Legislature (L.D.'s 660, 723, and 1002)was designed to help meet 
these goals by providing MHA with new and more flexible program 
authority and an increase in the bond authority from $100 million 
to $150 million. But ultimately, the factors determining whether 
public and private financing will be able to provide this hous
ing will be the conditions of the economy and the bond market. 
A successful sale of $10.3 million of mortgage purchase bonds 
was completed in August, 1976, an amount sufficient to assist 
331 new units. Another 776 units have been approved for funding, 
pending future bond sales. 
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IV. Recommendations 

Recommendation 1. The Subcommittee finds that the Maine 
Housing Authorit continues to be effectivel administered. At 
the same tlme, t e Su commlttee recommen s rer10 lC egls atlve 
review of the Authority, for 2 re~sons: (a to assure continued 
effective adminlstration of a key State program which can be sus
ceptible to ineffective administration; and (b) to 2rovide to the 
investment community, which is the maj or source or Aut.1l6rTf.Y--- --_._.-
funding, the assurance that the State will do all in its power 
to make Authority investments attractive and sound. The latter 
reason has the further, favorable consequence of assuring to the 
Authority lower interest rates and to the Citizens of Maine the 
maximum amount of housing Eer Authority dollar. 

The Subcommittee looks with favor at recent consolidation 
by MHA in its organizational structure and establishment of a 
written personnel policy, and looks forward to the Authority's 
evaluation of these changes after they have been in place an 
appropriate amount of time. 

In the course of its study, the Subcommittee became aware 
of several potential problems, but has been assured that the 
situation has substantially improved and that measures are being 
taken to monitor it closely. The problems included the poten
tial loss of CETA funds, a shortfall in industrialized housing 
revenue, and insufficient funding for the Section 8 program, all 
of which could have lead to a reduction in Author~ty staff. This 
problem was compounded by a cash-flow problem of the Mortgage 
Purchase Program, which might not have been able to fund staff 
formerly paid out of the above 3 accounts (it should be stressed 
that the cash flow problem was in the operating budget only, 
and not in the debt service budget; further, at all times suf
ficient funds were available for essential services for the pro
gram). See Appendix B for a detailed explanation of this situa
tion. 

The subsequent improvement included the award of aCETA 
grant; a new HUD allocation of Section 8 funds; and a success
ful bond sale which will correct the cash flow problem in the 
Mortgage Purchase Program--the bond sale had not been projected 
at the time the potential operating budget problems were noted. 
Expenses from the Industrialized Housing Program continue to ex
ceed revenues, but the Authority has been able to cover this de
ficit from its General Fund and is cutting the program back. The 
Authority appears to be in a sound position, with reasonably good 
prospects. In an October, 1976 memo, the Authority's Contr~ller 
summarized the operating budget situation for the Director as 
follows: 

II 
The Authority is in a stronger position at the present time 
than it has been in the past, primarily b8cause of the 
amount of conunitment fees expected to be received; hm·;ever, 
there are some areas which should be watched closely. 
Foremost at this time is the rapidly declining short-term 
rates on investments. Rates are presently dropping to the 
5% area, 2-1/2% below the rate being paid on this new 
bond issue. Delays in the scheduled completion dates 
for the projects to be financed could cause a negative 

-:1.1"" 



arbitrage problem. Delays could also result In losses or 
the pledged receipts from those mortgages. 

Another problem that has always existed and should be 
watched i~ the Housing Reserve Fund Market value. 
Should the market value of investments held in the 
Housing Reserve Fund decline below the Housing 
Reserve Fund Maximum Requir9nent as specified by the Bond 
Resolution, income earned in that Fund would not be 
available for the payment of debt service. 

If the Authority can keep the projects from the 1976 
bond issues on schedule, and at the same time process the 
750 units of low income housing recently allocated by B.U.D. 
and scheduled for inclusion in a bond sale in mid 1977, the 
financial condition should be extremely sound. (See Appen
dix C.)" 

The Authority has borrowed $140,000 from the State 
($40,000 in 1974 and $100,000 in 1975), and has repaid $25,000. 

The Subcommittee was informed by MHA that, I.mli;~e t:le hous
ing authorities of a number of other States, MHA has avoided 
the problem of "note overhang." This is a situation where projects 
were financed with short-term notes which must be continually 
rolled over. The problem is that the authorities have been 
unable to rollover these notes into mortgages with matching 
interest rates, and because of this have been paying arbitrage 
(the spread between note and mortgage interest rates). Accord-
ing to MBA, the investment community considers MHA's lack of 
note overhang to be an especially important factor in favor-
ably 60nsidering its bonds. 

Testimony given to the Subcommittee and the recent ex
perjences of the municipal bond market (particularly, the ex
perience of New York City) point to the need for continued 
I,pgj slati ve review of the Authori ty. This review should, at 
a minimum, consist of an evaluation by each Legislatur(~ of 
MlIA's management and funding, and the housing situation in the 
Stab~. 

Recommendation 2. With respect to the State's credit rat
ing, the Subcommittee finds that the Maine Housing Authority 
alone can do little to improve it. But the Authority could, 
by bad performance~cause it to be lowered, and this reinforces 
the need for legislative review. 

Recomme,:d9J:_~on 3_. _~·i.L~.!! __ :espect to the Maj ne hallS in!l 
si·tuation tlw ~;ubcommitb~c fi nels that there is a L1Ck of 
h r~d (' y~l e r;cc~tf>~ s ~~EI )~-r~ ~. ·~>~i~ ~-j:~nI?!1_~t_~ ___ ! ~~.!.~:I'li:J~~l~_·_~~~~! ·~l:T(-) r 
new and rehdbllltated hOW:;lllq. TIle SubcommIttee rr)COrTUII('llcl~; 
th~t _J.-he Auth-or1 ty (~i:lJC ,<:OoP~;.E~itTn~agcncre-s ---c-onpfc,--t-6- -Zili-J· -r()--
port_back to the Leg is Itl t ure as soon as po~>i;-iblc----FhC----rc-s\lTEs-

of tl,1C State hOllsing surv~_no_w beirl::L conctu~~Jhe_..Jlub-=--
comml tte~ further: rec(:>H~..9r~~:; __ L~at .J:.he _ Authorl ty _~ld ~J?rop_ri at.c=. 
cooperatln<J~'nclcs l.nstl tuh~ procedures to develop and keep 
current the h~u-;>ing ~<1ta·- nc~!:-i~i;ryfor progi:-um Jilanning--clncr-
for keeping the Legislature informed of th(~· state-()f-Mi~Ii)ej-s 
housi~ --=-i-~-' ._------._-_._-



The survey currently being conducted will result in esti
mates of the quantity and quality of the current housing stock. 
While this is significant information, more work on the hous
ing data base is needed. The Subcommittee recommends that MHA 
does further work, cooperatively with others as is appropriate 
(including the State Planning Office, the University of Maine, 
and others) to: 

--Develop procedures to keep the housing stock data 
current--illustrative of such a procedure would be system 
to record housing starts 

--More explicitly take account of consumer attitudes 
in program planning--illustrative of such an approach is a 
pilot survey planned by the University of Maine at Orono 
which will, in part, determine whether respondents would be 
interested in programs which would help them do their own 
rehabilitation. This is based on the theory that a high 
proportion of low income Maine residents own their homes; 
that a high proportion of these homes are substandard; and 
that a large number of persons so situated are willing and 
able to do their own rehabilitation but lack the financing 
to purchase materials. 

--Develop a system, based on the above and other appro
priate data, to project and keep current measures of hous
ing need and alternate ways to attain it over a future 
period. 

Recommendation 4. The Subcommittee does not recommend the 
~.0.?l)tion of any new, substantive _ Legislative authority for MHA. 

In a better S'tate fiscal situation, the Subcommittee would 
likely recommend legislation authorizing funding for a housing 
rehabilitation loan program. The problem is money: such a 
program would require State appropriations for (a) administra
~ive costs, which are relatively high for a rehabilitation pro
gr'um, ar:d (b) for program costs, whf..;ther in the form of funds 
for dirt', t loans or subsidie~, or for a C0n tingency i und to 
back a loan quarantee proqram. The Subcomrni ttee does not be-
lieve that it can responsibly recommend funds for a program 
of sufficient size to make a real impact on the problem. 
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The problems of a poor economy and bond market are beyond 
the immediate influence of the Legislature, as is the problem 
of unpredictable Federal programs. At one time, it was possible 
to pr0dict with some certainty that, once the economy was on 
the downward side of a cycle, Federal money would be \?llmpcd 
int.o the economy--including more housing money. 'l'oday, eV\!1l 
such i1 general prediction is impossible to make, in view of the 
recent phenomena of simultaneous recession and inflation, 
coupled with an extremely unfavorable bond market. A more spe
cific and useful prediction, such as whether and how much of 
a particular Federal program will come into Maine, is virtually 
impossible to make. An example of this is the uncertainty re
garding Farmers Home Administration housing funds for Maine 
during the Fall of 1975. 

The Authority has indicated that it may propose 2 changes 
which will require legislation: 

--An amendment to the Industrialized Housing Law which 
would establish MHA as an agency capable of qualify
ing as a State Administrative Agency under new regu
lations of the u.S. Department of Housing and Urban 
Development 

--Changes in the Modular Housing Inspection Program. 

Since both changes are being reviewed by the Authority and their 
exact nature is not known, the Subcommittee is not able to rec
ommend for or against their adoption. Because of their poten
tial impact on a large number of citizens living in, or planning 
to live in, such housing, the Subcommittee believes that very 
careful review is warranted for any change in the industrialized 
housing program. Such a review should consider, in addition to 
impact on citizens, the adequacy of funds to conduct the new 
programs and whether such programs place Maine producers of in
dustrialized housing at a competitive disadvantage with out-of
State producers. 

This report, then, ends with positive and negative notes. 
The positive note is that the Maine Housing Authority has im
proved so that it is well administered and is an effective 
agency, given the constraints under which ·its operates. The 
negative note is that public housing programs in Maine, includ
ing those administered by MHA, need money. In view of the 
amount needed and the current financial situation, this money 
will be extremely difficult to obtain. Continued legislative 
review will be of assistance in obtaining it and will assure 
that it is well and property used once it is obtained. 
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. ..., . 
I 0("" ';;, 0'<,,, • STATE OF MAINE 

\) 

-

"I InHouse ;iune 25, 1975 
----------~----------~-------

~ I, , ••• 

.... , . (\ 
.,.: •• 1 e' 

WHEREAS, the State Legislature believes that there is a need to 

. 'v .1luil te the several prog rams of the Ma fne 1I0tIS ing' 1\u thor i ty in order 

to assure that maximum ef fecti veness in', program adminis tration is 

obtained in meeting housing needs for Maine people including the 

elderly and thoseof low income; and 

WHEREAS, legislation dealing directly with the duties and powers 

of the Maine Housing Authority, suc~ as L.D. 660, L.D. 723 and 

L.D. 1002, :hasJ been enacted or ,', ''i~'presently being considered; and 

WHEREAS, there has been question of the effect of such 

legislation on the present and future housing needs of the people of 

~he State of Maine as well as on the credit rating of the State of 

Maine; now, therefore, be it 

ORDElillD, the Senate concurring, that the Legislative Council 
I 

;~hrough the Joint Standing Committee on Performance Audit conduct the 
. 

necessary review and consideration of the Maine Housing Authority to 

determine the need or desirability for altering, adding to or deleting 

f~om existing statutory provisions the Maine Housing Authority's powers 

t.o meet housing needs in this State; and be it further 

ORDERED, that the Legislative Council report the result of its 

findings together with any suggested recommendations and any necessary 

implementing legislation to the next special or regUlar session of the 

Legislature; and be it further 

ORDERED, upon passage in concurrence, that suitable copies of this 

Order be transmitted forthwith to said agency as notice of thi p 

directive. 
Nnnlc: (Mrs. Berube) ., 

,~ ) .:,."" .. , ,,/ ...... 
. .". . . ,. .... . -" .... .-"",. I'· . fI 

T.(.l\'" ~ ton Tn\'\, n' 



APPENDIX B 

DECEMBER, 1975 MEMO ON CALENDAR 1976 OPERATING BUDGET 

-Hl-



Sl~ATE ()F MAINE 

Commissioners Maine State Housing Authority Dept. __ _ 

John K. McIlwain, Acting Director •• ur,\ __ . __ ~ ___ . ____ ~ ____ .~ ____ -------- DePt, __ M~ine Sta te HOllsing Au thori ty 

The Authority's operating budget presented to you. tonight 
'is based upon a conservative projection of income. Because we 
have projected income conservatively, we are forced to project 
a decided reduction in expenses over the course of 1976 in 
order to achieve a balanced budget. 

There are four main reasons for the squeeze on our 1976 
budget. The first is that we currently anticipate CETA funds 
to end after the first quarter, based upon a memorandum from 
the Office of Manpower Planning and Coordination. CETA is 
currently funding 17 positions and when that funding ends, we 
will be required to pay those salaries out of our own income. 
It is, of course, possible that this program will be renewed 
or extended, but at this time, we have no indication that 
it will be. Consequently, no income has been projected for 
this program after May 1. Secondly, the Section 8 existing 
program does not currently appear to have sufficient funds for 
it to operate during the entire year. The policy of the Commis
cioners is that, upon the exhaustion of administrative funds 
for this program, the ACC will be returned to the Department 
ot Housing and Urban Development for their administration. Con
sequently, in projecting our income and expenses for this 
program, we have projected that they shall exactly equal each 
other and that the income will be exhausted within the first 
six months of' 1976. Thirdly, the new HUD mobile home program, 
according to the best income projections we now have, would 
appear to be operational at only a minimal level. We have pro
jected that we shall apply for certification as a State inspection 
3gency and that, given the income they now project, we may be 
able to operate such a program if certain questions concern-
i~g allowable charges are resolved favorably. The program, 
nevertheless, would be ata minimal level. The consequence of 
problems one, two and three is that additional personnel must 
be carried under the Mortgage Purchase Program, which has a 
problem of its own this year. While the Mortgage Purchase 
Program budget (Section 2, page 2) does indicate an excess of 
revenue over expenses of $220,472.00, this projection does not 
take into account a shortfall on payments of principal. Simply 
sta~ed, due to delays in placing our bond proceeds into multi
f~mlly mortgages, we are not receiving adequate payments of prin
cIpal on our mortgages to cover the amount of principal required to 
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he repaid to our bondholders in November of 1976. Consequently, 
W~ are reqllired to draw upon interest paid on those mortgages 
and interest earned on invested funds in order to make up this 
deficit in principal collected. This cuts into the program 
surplus. The program budget does not show this payment of 
principal required because that is an asset transaction and 
not an income transaction. The effect of this principal short
fall is shown on page 15 of the budget, on the balanced budget 
page, and leaves the Mortgage Purchase Program with an excess 
of receipts over expenditures of $14,860. The consequence of 
these four problems is that we have had to project a reduction 
in expenditures for 1976, including, possibly, a reduction in 
staff. 

One potential bright spot in the picture is that we have 
projected our income with great conservatism. No income was 
included for bond sales for next year, due to the uncertainty 
of the bond markets. I feel we might have reasonably projected 
somp. income for a Loans to Lenders Program, but decided not to 
due to the uncertainty surrounding a new Director, the fact 
that the regulations have not been adopted, and the fact that 
no banks have yet formally committed themselves to participa
tion in the program. If, however, the Governor should appoint 
a Director interested in pursuing this program, the greater 
bulk of the preparatory work has been performed and I feel that 
a modest bond sale can be anticipated fairly early in the year. 
This would generate new income for us. We have not projected 
a sale of mortgage purchase bonds for Section 8 new construction 
projects due to the uncertainty of the municipal bond markets 
at this time and to the questions surrounding our ability to 
sell bonds backed by Section 8 projects. These questions will 
have to be resolved early in 1976 in order for us to continue 
pr.ocessing our 1975 Section 8 allocation and for us to con
sider processing our 1976 allocation. If a way is found to 
md~ket these bonds, additional operating income will be gen
erated. If no way is found to sell these bonds, it will be 
necessary to discontinue processing Section 8 new construction 
allocations and we will at that time have to consider cutting 
back our staff capacity in development. The impact of such 
a move on our part would be far-reaching, as HUD has already 
indicated its main hope for new construction under Section 8 
lies primarily with State Housing Finance Agencies such as 
ourselves. If we and other State Housing Finance Agencies 
determine we are unable to operate this program, it may be the 
demise of Section 8 new construction. 
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In addition to possible income from these two bond progr~ms, 
additional money to fund the CE'J'l\ program, additional money for 
the Section 8 existing program or additional funding for the 
HUD mobile home program all could help our income projections. 

In addition to the uncertainty surrounding the bond markets 
and various HUD and Manpower programs, the Authority must con
tinue to live with the uncertainty of short-term rates. This 
uncertain ty affec ts us in two ways. '1'0 the extent that short
time rates rise, we will gain additional operating income over 
that which was projected by Anne. Currently, she is projecting 
an average return of approximately 6 liB. There are indications 
~:hat short-term rates may in fact rise during the course of the 
next year, and consequently we could receive additional operating 
income as a result of that. We do not want to have too great 
a rise in short-term rates, of course, because as short-term rates 
rise, the value of the housing reserve fund decreases and 
should its valuation decrease below the maximum income earned 
in that fund, all income earned would be trapped in it and not be 
available for operating expenses. This danger is one that we have 
lived with for the last few years and must continue to. The fund 
currently has an excess over the maximum of $93,571 as of 
November 30, 1975. We believe that this provides a sound cushion 
to prevent the fund valuation from dropping below maximum, but 
should short-term rates swing wildly, the cushion may not be 
enough. 

In light of the possibility that we may have to reduce 
current expenditures, we are currently reevaluating certain 
Authority policies. I asked Phil to reduce the projection 
for travel expenses. Since his projection was based upon 
current travel, we will have to watch carefully to see if 
Ne start to exceed our budgeted travel expenses. If we do, 
I would consider requiring each division to budget its travel 
on a monthly or perhaps even weekly basis, and require each 
division to take Whatever steps were necessary not to exceed 
the budgeted amount. I believe this is an awkward and inef
ficient way to operate, but I would prefer taking this step 
if it would result in saving sufficient money to retain one 
0r more staff members. In addition, our policies concerning 
Lhe administration of the Section 8 existing program, various 
types of inspections, and other areas are being examined 
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~.'l find ways in which we can cut costs, both to avoid the 
necessity for cutting staff and to be able to continue operating 
effectively if we have to cut staff. I believe it is possible 
that we may have to accept a reduced staff size during the 
course of 1976, but I think in all likelihood we will be able 
to achieve that result through attrition. It may be necessary 
to actively layoff some staff personnel but this should only 
be done as an absolute last resort, after we have determined 
that we are unable to raise more income and have cut all costs 
possible. All staff members should be, and I believe are, 
aware of this. If we do have to undertake active lay-offs, 
substantial notice will be given to anyone affected by them. 

Obviously, we are going to have to review the budget 
actively during the early part of the year. It may be neces
~ary to redo the budget at the end of the first quarter, based 
upon our projections at that time. The budget, as presented 
to you I believe is a useful planning tool for our operations 
next year and does show that we can continue to operate our 
plans albeit at a somewhat reduced level. It is my hope that 
we can find additional sources of income and I believe that that 
should be the first thrust of the Authority's efforts in resolving 
its budget problems. 

JKMcI/d 
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As of June 30, 1976, the Authority's operations were rcasonably 
close to expectations. Total operating expenses had been reduced 
approximately $33,000 below budgeted levels due to the close 
control the Authority has exercised over its' expenses and the 
reduction of the staff to thirty-six pt=':ople. 
The oriqinal budget for 1976, adoptpa in nccember of 1975, 
did not include projections for the sale of bonds in 1976. As 
u result of tho 1976 hond 921e, the Authority's budget hQS changed 
significantly. The most significant changes occur in: the receipts 
from commitment fees and investment income; the expenses for Debt 
Service Interest Accruals for the new bonds, and for increased 
operating expenses due to the processing of 1000 new units. 

I. Operations to June 30th 

1. Mortgage Purchase Program: The Mortgage Purchase 
Program's revenu~s from Interest on Mortgages 
and Commitment Fees were $138,000 short of the 
amounts projected for the first six months as a 
result of Jelays in the proccssing of projects. 
This reduction WAS rartially offset by the 
additional Income on Investments and C.E.T.A. 
Income earned. The Commitment Fees originally 
projected are expected to be received in 1976 and 
are included in the Revised Budget. In the Balanced 
Budget, the early receipt of Investment Income suf
ficiently offsets the loss of Pledged Receipts and 
delays in Commitment Fees, thereby maintaining the 
receipts in excess of the requirements. 

2. Leased Housing Program: In the Leased Housing 
Program, the section 23 program operated as antici
p~tcd but the Section 8 existing program was behind 
its schedule, reSUlting in reductions in both the 
contributions earned from H.U.D. and the subsidy 
paid to owners. Because of the reduced effort in 
the Section 8 existing program, however, operating 
expenses were also well below expected levels. 

3. Indian Housing Mortgage Insurance Program: The 
Indian Housing Mortgage Insurance Program is 
approximatley as budgeted. The increase reflected 
in other Operating Expenses resulted from the pay
ment of interest, in accordance with an agreement 
reached with the State Treasurer, on monies pro
vided by the State for the funding of the Indian 
Housing Mortc:: .:c; Insurance Reserve Fund. 
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II. Revised Budgct - ~uly 1 - Decembcr 31, 197~ 

The R0vised Budget rcflecLs the changes in each oE the 
programs and the corresponding adjustments in staff levels 
ana operating expenses as a result of those changes. 

1. Mortgugc Purchdse Program: The $10.3 million bond 
sale will generate commitment fees of $352,667 on 
the mQrtgages to be acquired from this bond issue. 
Of this umount $176,000 will be set aside in a 
special fund ilv;';}.=Ible fo":'" the pa~"1l1.elit of dcbt 
service payments. The money shall be held until 
the proceeds of the bond issue which were allocated 
to purchase mortgages have been expended. The 
remaining approximately $176,000 will be available 
for any expenses of the Authority. 

The projects on which mortgages are to be purchased 
from this bond issue are not scheduled for completion 
until 1977, thus there will be no additional Pledged 
Receipts in 1976 and no increase in Interest from 
Mortgaqes generatp.d by the bond sale. The Pledged 
Receipt.s and Interest on Mortgages i:'. the Revised 
Budget have been reduced approximately $56,000 and 
$62,000 respectively for the last six months to 
reflect the revj~ed schedule of mortgage acquisition 
dates for Mortgages to be acquired from previous 
bond issuc~. The expense for interest accrued 
on the bo~ s increased approximately $271,000 as a 
result of the new bonds outstanding. The operating 
costs for the last six months of the year are 
budgeted at $27,000 more than was originally 
budgeted for that period. However, because of reduc
tions in operating costs during the first six months 
of the year and the additional C.E.T.A. funds received, 
the total operating costs for 1976 are expected to 
be about $26,000 less than originally budgeted. 

2. Leased Housing Program: The Leased Housing Program 
has been revised to reflect the new schedule for 
participation in the Section 8 existing program and 
the changes brought about by the agreement with 
H.U.D. to allow the use of operating reserves 
generated in previous years, as well as an operating 
subsidy of $25,000 provided by H.U.D., to grant 
special rent increases for the year to projects 
suffering operating deficits. This agreement 
uses only money provided by H.U.D. to pay these 
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increases and does not require other Authority funds. 
It does, however, reduce the operating reserve funds 
which would have been available for future ye~rs. 
To continue to subsidize the Section 23 projects 
at their 1976 levels will either require additional 
operating subsidies from H.U.D. of approximately 
$90,000 a year, or conversion of these projects to 
the section 8 program which has more flexible rents. 

3. Industrialized Housing Program: The Industrialized 
Housing Program Ild~ been reduced to the minimum 
level necessary to carryon the consumer complaint 
activities of the program as required by law, and to 
prepare an application to H.U.D. for approval as a 
State Administrative Agency under the H.U.D. Mobile 
Home Regulatory Program, which now pre-empts the 
State program. 

III. Summary 

The Authority is in a stronger position at the present time 
than it has been in the past, primarily because of the 
amount of commitment fees expected to be received; however, 
there are some areas which should be watched closely. 
Foremost at lhis time is the rapdily declining short-term 
rates on investments. Rates are presently dropping to the 
5% area, 2-1/2% below the rate being paid on this new 
bond issue. Delays in the scheduled completion dates 
for the projects to be financed could cause a negative 
arbitrage problem. Delays could also result in losses of 
the pledged receipts from those mortgages. 

Another problem that has always existed and should be 
watched i~ the Housing Reserve Fund Market value. 
Should the market value of investments held in the 
Housing Reserve Fund decline below the Housing 
Reserve Fund Maximum Requirment as specified by the Bond 
Resolution, income earned in that Fund would not be 
available for the payment of debt service. 

If the Authority can keep the projects from the 1976 
bond issues on schedule, and at the same time process the 
750 units of low income housing recently allocated by H.U.D. 
and scheduled for inclusion in a bond sale in mid 1977, the 
financial condition should be extremely sound. 
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