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In recent years:

* Housing production has lagged population growth
* Rental vacancy rates have been below healthy levels
* Rent prices have grown faster than inflation
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Vacancy rates and rent prices

When vacancy rates are at natural or healthy levels,
asking rent prices follow inflation.
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Source: CoStar data on multifamily rentals and vacancy rates in the seven-
county Twin Cities region. Data series begins in the first quarter of 2010.



Inflation-adjusted rent change

Year-over-year % change in inflation-
adjusted multifamily rent prices
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Source: CoStar data on multifamily rentals in the seven-county Twin Cities region. Data series begins in the
third quarter of 2006. Data are inflation-adjusted using the Consumer Price Index for All Urban Consumers:
All Items (CPIAUCSL) from the U.S. Bureau of Labor Statistics. Year-over-year % change in rent calculated
for all quarters.



Chart1

		2007 Q3

		2007 Q4

		2008 Q1

		2008 Q2

		2008 Q3

		2008 Q4

		2009 Q1

		2009 Q2

		2009 Q3

		2009 Q4

		2010 Q1

		2010 Q2

		2010 Q3

		2010 Q4

		2011 Q1

		2011 Q2

		2011 Q3

		2011 Q4

		2012 Q1

		2012 Q2

		2012 Q3

		2012 Q4

		2013 Q1

		2013 Q2

		2013 Q3

		2013 Q4

		2014 Q1

		2014 Q2

		2014 Q3

		2014 Q4

		2015 Q1

		2015 Q2

		2015 Q3

		2015 Q4

		2016 Q1

		2016 Q2

		2016 Q3

		2016 Q4

		2017 Q1

		2017 Q2

		2017 Q3

		2017 Q4

		2018 Q1

		2018 Q2

		2018 Q3



change_inflation_adjusted_rent_yoy
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Year-over-year % change

Rent prices are still growing faster than inflation,
but growth has slowed
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Source: CoStar data on multifamily rentals in the seven-county Twin Cities region. Data series begins in the
third quarter of 2010. Data are inflation-adjusted. Quarterly year-over-year percent change in rent shown.



Vacancy rates over time

Vacancy rates remain relatively low overall
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Source: CoStar data on multifamily vacancy rates in the seven-county
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Forecasting rent prices

Using data ending in 2016 Q3 predicting next 8 quarters
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Source: Staff analysis of CoStar data on multifamily average asking rent (

prices in the seven-county Twin Cities region. Data series begins in the first
quarter of 2000. Forecasts and prediction intervals are generated using METROPOLITAN
weighted average of several time-series models. G On T2 Bk
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		Row Labels		Average of Vacancy 1 bed		Average of Vacancy all		Average of Vacancy 2 bed		Average of Vacancy studio		Average of Vacancy 3 bed

		2010		6.025		6.3		6.05		7.35		7.125

		2011		5.575		5.825		5.6		6.975		6.625

		2012		5.025		5.325		5.25		6.15		6.025

		2013		4.775		5		4.975		6.175		5.825

		2014		4.775		5.025		4.9		6.025		5.875

		2015		4.85		4.85		4.775		5.075		5.875

		2016		4.4		4.275		4.275		4.5		4.85

		2017		4.25		4.2		4.2		4.85		4.725

		2018		4.3666666667		4.3333333333		4.2333333333		6.0333333333		4.8333333333

		Grand Total		4.9085714286		5.0342857143		4.9371428571		5.9		5.7771428571
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		2017		2017 Q1				$1,123		$1,084		$1,143		$1,077		$1,147		$47		$24

		2017		2017 Q2				$1,139		$1,085		$1,169		$1,076		$1,177		$62		$38

		2017		2017 Q3				$1,153		$1,085		$1,195		$1,074		$1,206		$78		$54

		2017		2017 Q4				$1,164		$1,081		$1,222		$1,070		$1,238		$94		$74

		2018		2018 Q1				$1,177		$1,081		$1,253		$1,069		$1,274		$108		$97

		2018		2018 Q2				$1,192		$1,084		$1,285		$1,070		$1,312		$121		$120

		2018		2018 Q3				$1,205		$1,084		$1,318		$1,069		$1,351		$135		$146





Sheet1

		



Actual Rent

Vacancy rate




Example: predicting rent prices

Using data ending in 2016 Q3 predicting next 8 quarters
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Source: Staff analysis of CoStar data on multifamily average asking rent prices ‘

in the seven-county Twin Cities region. Data series begins in the first quarter of
2000. Forecasts and prediction intervals are generated using weighted average é"tEg R(JOILOIEITﬁI\E
of several time-series models.
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Future rent prices
Forecasted % change in rent (Q3 2019 over Q3 2018)
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Source: Staff analysis of CoStar data on multifamily average asking rent prices in the
seven-county Twin Cities region. Data series begins in the first quarter of 2000 and

ends Q3 2018. Forecasts and prediction intervals are generated using weighted
average of several time-series models. Point forecasts and 80% prediction intervals
depicted on the plot. ‘
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																																Lo 95		Hi 95						Forecast		Lo 80% CI		Hi 80% CI		Lo 95% CI		Hi 95% CI		Lo 50		Hi 50

		2018		Q3		2018		Q4		1190.491		1174.7		1206.9		1169.139		1212.418						All		$1,208		$1,174		$1,255		$1,163		$1,269		1186		All		1.7%		-0.5%		3.8%		-1.5%		4.8%		0.4%		2.8%

						2018		Q1		1197.424		1173.34		1223.583		1165.476		1232.174						Studio		$951		$912		$993		$896		$1,005		940		Studio		0.9%		-2.9%		3.8%		-4.7%		5.3%		-1.4%		2.7%

						2018		Q2		1204.333		1174.922		1239.558		1165.291		1250.845						1 bed		$1,089		$1,056		$1,126		$1,042		$1,138		1068		1 bed		1.8%		-1.1%		4.1%		-2.4%		5.3%		0.1%		3.2%

						2018		Q3		1208.409		1174.352		1255.316		1163.231		1269.185						2 bed		$1,361		$1,314		$1,403		$1,301		$1,418		1327		2 bed		3.0%		1.0%		4.7%		-0.0%		5.6%		1.8%		3.9%

																								3 bed		$1,528		$1,482		$1,583		$1,463		$1,601		1501		3 bed		1.9%		-1.3%		4.5%		-2.5%		5.6%		-0.1%		3.5%
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						$1,186								2019		Q3		1088.982		1055.94				1 bed				$33		$37		$47		$49								2.8%		2.3%		4.1%		3.5%		1.6%		1.4%

														2019		Q3		1360.662		1313.511				2 bed																		2.0%		1.7%		3.0%		2.7%		1.1%		1.0%

														2019		Q3		1528.186		1481.989				3 bed																		3.2%		2.6%		4.4%		3.7%		2.0%		1.6%
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Two Areas of Budget Concern

* Rising housing subsidy payment cost — focus of today
— Driven by the rising cost of housing

o Administrative Deficit

— Prorated federal revenues do not cover the rising cost of
administration
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Current Budget Status

e 2018 Amended e 2019 Public Comment
— $1.9M use of reserves — $2M General levy subsidy
— Issue all available vouchers — Deficit projected based
— Reserves near minimum upon 2% rental cost
iIncrease
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Preserve Housing Vouchers
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Payment
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2018 Adopted Budget
$710 Federal reimbursement

(740) Subsidy
(30) Deficit per voucher

2019 Public Comment Budget
$730 Federal reimbursement
(755) Subsidy (2018 + 2%)

(25) Deficit per voucher
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Payment Standards

* Payment Standards = Rent Limits
— Amount needed to rent a modest housing unit

* Limited by Fair Market Rents (FMR) set by HUD
— Issued for October 1, 2018
— Increased by 5.6% - 6.8%!!!!

* Federal Requirement

— Housing Authorities must set rent limits between 90% and 110%
of Fair Market Rent by bedroom size
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Annual Review Process

* Analysis
— Local average rental data
— Average rents by community and bedroom size
— Rent burden of current assisted families

* Council role (required annually)
— Set rent limits
— Past Council practice has been to balance Thrive outcomes
High enough to allow choice in all neighborhoods
Low enough to serve as many families as possible
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Tenant Rent Payments

* Tenants pay between 30% and 40% of income towards
rent

* Rent within the payment standard = 30% of income

* Rent above the payment standard = up to 40% of income
— Tenant pays 30% plus the difference

— Tenant cannot pay more than 40% of their income toward rent at
Initial move-in

— Maximum rent limit based on income
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Who Is Metro HRA Serving?

* Average household size = 2.9 members

* Average household annual income = $16,000
* 45% households have wage income
* 47% elderly or disabled households

* Average Tenant Rent Payment = $390
* Average HRA Payment = $740
* Families with children = 53% of households
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Payment Standard Example

2 bedroom apartment

Rent $1025
Utility allowance + $ 57 (electric only)
Gross Rent = $1082

2 bedroom payment Standard = $1090

Tenant Impact
* The gross rent falls within the payment standard
* Tenant will pay 30% of their income towards rent and

utilities.
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Payment Standard Example

2 bedroom apartment

Rent $1050
Utility allowance + $ 57 (electric only)
Gross Rent = $1107

2 bedroom payment Standard = $1090

Tenant Impact
* The gross is $17 over the payment standard
* Tenant will pay 30% of their income plus the difference ($17)
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Payment Standard Considerations

HUD Rule

 Federal government directs us to serve as many families as
possible within budget authority
e Council can issue to up 6,616 vouchers
o $57.7M projected 2019 federal revenue

Higher Rent Limits

Higher average subsidy
Fewer vouchers issued
Higher success rates
Build future year funding

Lower Rent Limits
sLower average subsidy

*More vouchers issued
sLower success rates
*Risk future year funding

METROPOLITAN
C OUNTE C I L



Payment Standard Considerations

* Fair Market Rents increased by 5.6% - 6.8%
« Significant increase = significant budget impact

* Currently two sets of payment standards
* Regular standards — cover most of Metro HRA's service area
e EXxception standards — cover 13 high rent communities

* Thrive “will” statements provide direction

» Offer housing options that give people in all life stages viable
choices for stable housing

« Develop and provide tools, including competitive rent limits in
higher-cost communities, to enable voucher holders to choose a

location that best meets their needs

METROPOLITAN
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Scenario 1
Maintain Current Rent Standards

Pros cons

* Ability to issue nearly all * \Voucher use becomes more
vouchers difficult

* Less program deficit than other |[|® Rent burden increases for existing
scenarios families

— 50% for some families

* Limits housing choice to low rent
areas

* Risks future federal funding in 2020
and beyond

A
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Scenario 1: Maintain Standards

Scenario 1 Scenario 2 Scenario 3
Current Increase All Targeted

Standards Standards Increase
Per Voucher Impact

Federal Reimbursement 730
Rent Subsidy (755)
Structural Impact (25)
Program Level Impact — 2019 Budget
Federal Reimbursement ($1.4M)
Council Subsidy $1.1M
Budget Impact ($0.3M)

Rent burden increases for existing families
Council unable to issue 30 vouchers: families at risk of
homelessness

Difficulty placing vouchers
Voucher holders limited to lower rent areas ‘ |
Risks future federal funding METROPOLITAN



Scenario 2

Increase limits for all bedrooms sizes

Pros

* |ncreases voucher placement
success some

* |mproves housing choice in all
neighborhoods

* Reduces rent burden for existing
families

* |ncreases federal revenue base
in 2020

cons
* Results in program structural
deficit
— Reduce vouchers issued
— Secure additional funding

* Rent limits still not high
enough for some bedroom
sizes

X
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Scenario 2: Increase All Limits

Scenario 1 Scenario 2 Scenario 3
Current Increase All Targeted

Standards Standards Increase

Per Voucher Impact

Federal Reimbursement 730
Rent Subsidy (767)
Structural Impact (37)

Program Level Impact — 2019 Budget
Federal Reimbursement ($1.9M)
Council Subsidy $1.1M
Budget Impact ($0.8M)

Families considered rent burdened decreases from
55% to 33%
Counclil unable to issue 85 vouchers: families at risk of

homelessness .
Families somewhat limited to low-rent areas L
Some difficulty placing vouchers M



Scenario 3

Increase limits based on market conditions

(Targeted Increase)

Pros
e Reflects market conditions

* |ncreases voucher placement
success

* |Improves housing choice in all
neighborhoods

* Reduces rent burden to families

* |ncreases federal revenue base
in 2020

cons

* Results in program structural
deficit
— Reduce vouchers issued
— Secure additional funding

X
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Scenario 3: Targeted Increase

Scenario 1 Scenario 2 Scenario 3
Current Increase All Targeted

Standards Standards Increase
Per Voucher Impact

Federal Reimbursement 730
Rent Subsidy (770)
Structural Impact (40)
Federal Reimbursement ($2M)
Council Subsidy $1.1M
Budget Impact ($0.9M)

Decreases rent burden from 55% to 28% of families
Council unable to issue 100 vouchers: families at risk of

homelessness
Families have a larger universe of units to choose ‘ |
Increased neighborhood choice METROPOLITAN



Scenario Summary

Scenario 1 Scenario 2 Scenario 3
Current Increase All Targeted
Standards Standards Increase

Per Voucher Impact

Federal Reimbursement 730 730 730
Rent Subsidy (755) (767) (770)
Structural Impact (25) (37) (40)

Program Level Impact - 2019 Budget

Federal Reimbursement ($1.4M) ($1.9M) ($2M)
Council Subsidy $1.1M $1.1M $1.1M
Budget Impact ($0.3M) ($0.8M) ($0.9M)

AN
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Balancing the 2019 Budget

Scenario 1 Scenario 2 Scenario 3
Current Increase All Targeted
Standards Standards Increase
Program Level Impact - 2019 Budget
Federal Reimbursement ($1.4M) ($1.9M) ($2M)
Council Subsidy $1.1M $1.1M $1.1M
Budget Impact ($0.3M) ($0.8M) ($0.9M)
Options to Balance 2019 Budget
Reduce Vouchers 30 85 100
Reduce Community $1M $1IM $1M
Choice
Subsidize with Council $0.3M $0.8M $0.9M

or other funds

METROPOLITAN
C O UNZ C I L



Long Term Problem?

* Housing voucher deficit is due to rising housing costs and
federal revenue is not keeping pace with rent

— Structure of housing market would need to change to address
this problem

— Research indicates rents are starting to level off

* Council 2019 budget decisions impact

— Low income families in the region
e Increase in homelessness

— Impact on Areas of Concentrated Poverty

— Counclil investment in other initiatives

— Council commitment in Thrive “will” statements
— Future year federal funding levels

PaN
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Actions taken to date

* [egal Opinion
 HRA specific levy authority
* QOther Housing Authorities Solutions
* Adopt lower rent limits to serve all families
* Reductions in program size
» Use of other agency funds for subsidy

e Data Analysis
— Developed rent forecast
— Refined financial forecasts

Up Next

— Engage policy makers from other parts of the region

A
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Potential Solutions

* Subsidize programwith
other Council funds Bk e

* Reduce vouchers through O, S
attrition ”Jrl/.-"'j Metro HRA

e Reduce cost through DA e i
reduced community P N

choice o L e

® Secure alternate funding
source(s)

LI
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