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First of all, I want to welcome all of you to the San Francisco Bay Area.  I’m glad to have this opportunity to acquaint you with both the tremendous problems we face, as a City and as a region, in meeting the housing needs of our citizens, and with the substantial efforts the City and County of San Francisco has made toward that end.  I also want to encourage you to stress the urgency and magnitude of this country’s housing crisis when you report to Congress next year.

HOUSING NEEDS IN SAN FRANCISCO AND THE BAY AREA

I’m sure that, in many parts of the country, you have already heard that affordable housing is a critical need.  As you undoubtedly know, San Francisco is the country’s highest cost and tightest housing market.  There is an abundance of evidence of this:


· The National Low Income Housing Coalition’s report, Out of Reach, estimates that a household would have to earn $28.06 per hour to afford the HUD Fair Market Rent for a two bedroom apartment, putting it out of reach for approximately 56% of San Francisco renters.


· The challenge for low income renters is heightened by the extremely low vacancy rate, which has hovered around 1% for several years, making it difficult even for Section 8 voucher holders to find housing in the city.  


· With only 35% of San Franciscans owning their own homes and the median sales price of a home or condominium soaring over $500,000, home ownership has become a distant dream for many. 

San Francisco is also the second densest large city in the United States and is virtually fully built-out, with scarce vacant land available for large-scale housing development and very few abandoned residential properties. And unlike some cities, San Francisco’s population continues to grow, increasing competition for existing housing resources.

These conditions obtain, to a greater or lesser extent, throughout the Bay Area and through large areas of California.  While we need to coordinate our efforts at the local level, we must recognize that our problems are so similar that we cannot meet needs by transferring them elsewhere.  San Francisco recently supported State Senator Dunn’s proposed legislation to strengthen housing element law because we believe that each city and county must meet housing needs; otherwise, the jurisdictions which develop housing will bear an unjust burden from its neighbors’ failure to house their residents.

STATE AND LOCAL EFFORTS TO ADDRESS HOUSING NEEDS

For too long a period, the state of California offered little to address the housing needs of communities across the state.  California’s fiscal crisis of the early and mid 90’s prevented the state from continuing the support it gave in the late 80’s from affordable housing bonds and other sources.  Only in the past two years has the state begun to re-establish a role in addressing housing needs, and it has far to go before its efforts will have a major effect.  Indeed, the current energy crisis has stalled these efforts, and the outlook for increasing state resources is poor.

Inadequate federal and state resources means, inevitably, that local jurisdictions must bear the burden of addressing these needs.  And in many cases, we have done so, to the best of our abilities.  Since I became Mayor, we have done the following:

· Devote substantial local resources to affordable housing


San Francisco devotes almost $100 million a year of local resources to affordable housing, including a portion of the hotel tax for the development housing for seniors and people with disabilities and nearly 50% of the tax increment generated by all redevelopment activities. In 1996, I supported a $100 million affordable housing general obligation bond measure which was adopted by the voters, generating $85 million for development of rental housing and $15 million for downpayment assistance of up to $100,000 per borrower to first-time homebuyers. The city also funds a dozen nonprofit developers that form the backbone of its affordable housing delivery system.

· Link affordable housing to development

Since the early 1980s, the city has imposed a housing development requirement or linkage fee on the development of commercial offices.  Early this year, the Board of Supervisors supported legislation to add the development of retail, entertainment, and hotels to the program.  In addition, market-rate housing developments of 10 units or more are required to set aside 10% of the units as affordable under the city’s Inclusionary Housing Program.


Maximize housing opportunities in large scale development

Early in my administration, we negotiated the largest development project in San Francisco history, the 305 acre Mission Bay development. This new San Francisco neighborhood will include a new campus for the University of California at San Francisco, 5 million square feet of commercial office space, retail space, a hotel, open space, a school, a police and fire station, and 6,000 units of housing. The Mission Bay Plan requires 1,700 housing units to be permanently affordable. Under this unique program, the developer will contribute 16 scattered acres for the affordable housing, which will be developed by nonprofits and subsidized by tax increment generated by the entire development. The first 100 family units are under construction, with 140 senior units on the drawing board.


The city is also using military base closures as an opportunity for affordable housing.  The former Treasure Island Naval Base is reusing approximately 1100 units of housing, 218 of which are devoted to housing for formerly homeless families and individuals; the city funded 100 units of housing for homeless veterans at the Presidio National Park; and plans are underway for at least 20% of the estimated 1700 units to be developed at the Hunters Point Naval Shipyard to be affordable.

· Preserve existing affordable housing

San Francisco contains over 9,000 units of housing which was originally developed with HUD subsidized mortgages and Section 8 project-based assistance.  In our booming real estate market, about one-third of this stock is at real risk of conversion to market-rate housing.  I consider preservation of these units to be a critical component of any affordable housing program for the City., and I established the Affordable Housing Preservation Program to save these units.  To date, the city has assisted in the acquisition of more than 1200 at risk units, leveraging approximately $40 million of local funds to attract over $110 million in private funds to purchase and rehab these units. 

The city also makes rehab loans available to existing nonprofit owned housing to extend the useful life of this permanently affordable rental housing and to low-income homeowners to preserve affordable homeownership.

· Use housing to add social infrastructure to neighborhoods


San Francisco uses affordable housing development to help build communities by including child care centers, job training programs, health clinics, senior programs and other community facilities. For example, in conjunction with development of three new housing developments in an underserved neighborhood, the city funded the development of four new child care centers, a senior center, and a multipurpose community center. In Mission Bay, the proposed senior housing development will include an adult day health center, a new branch library, and 20,000 square feet of nonprofit, neighborhood serving office space.

The city has also pioneered new models for addressing housing and service needs, including intergenerational housing for seniors with on-site child care, supportive housing for homeless youth, families and individuals, and supportive housing for people with disabilities, including those with Alzheimers and dementia, HIV/AIDS, and developmental disabilities.


· Collaborate with private lenders and investors


The city has partnered with the AFL-CIO Housing Investment Trust on several key affordable housing developments during my term as Mayor. In 1999, Fannie Mae and I announced a $16 million housing investment plan called “House Bay Area,” under which  $2 billion of investment will be dedicated to San Francisco. In  2000, the city entered into a partnership with private lenders, nonprofit groups and HUD to create the San Francisco Homeownership Center. Dozens of private lenders and investors participate in the city’s homeownership programs, rental construction, and rehabilitation programs.

PRINCIPLES FOR EFFECTIVE FEDERAL-LOCAL PARTNERSHIPS

The housing crisis in San Francisco and across the region won’t be solved by a single program or by a single entity.  We can succeed only if all levels of government and the private sector dedicate their resources and energies to working together.  In order for us to work together effectively, I want to emphasize a couple of principles we will need to follow:

· The level of federal resources needs to be realistic in light of local conditions, including the extent and depth of the affordability gap and development costs.  The cost of constructing affordable housing in San Francisco is dramatically higher than in many other parts of the country.  These costs have less to do with local policies (zoning, fees, etc.) than with fundamental economic realities:  the high cost of land, high wages in the construction industry, and the challenges of building inside the dense urban fabric.  Federal programs must take this reality into account when determining formulas for allocating funds to different jurisdictions, and in setting ceilings for costs and levels of per-unit assistance that can be given to different projects.  If these allocations and limits are not realistic, federal efforts will not result in proportionate contributions to meeting local housing needs.


· Federal programs need to be flexible.  In many contexts we say that one size doesn’t fit all, and this is particularly true of programs which address vastly different housing needs from one region to another. For example, national policy that provides assistance in the form of tenant based vouchers doesn’t address the needs of low income tenants where there are no vacant rental units.  A national homeownership program which requires the development of large tracts of land or the rehabilitation of large numbers of vacant units will not create homeowner opportunities in those densely populated cities where there is no land and no abandoned housing.   

Even jurisdictions with similar problems require programs tailored for their specific needs, because for example funding gaps may be different from one to the other.  HUD and other federal agencies should design programs that set forth only the broad goals and income levels to be served, and that permit localities to determine how those programs should be used within their boundaries.   

SPECIFIC POLICY AND PROGRAM RECOMMENDATIONS

To conclude, I would like to focus on several specific programs and policies that are currently being discussed at the federal level, and give you our perspective on how these programs can best serve the needs of localities like San Francisco.

· High priority should be given to the creation of a new housing production program.  Several proposals were made last year and in the first part of this year, and I want to support especially their common goal of substantially increasing federal resources for producing new housing, particularly rental housing affordable to households at the lowest income levels.   It seems that a consensus is emerging that augmenting the HOME program is the most direct way to do this, and we would certainly urge support for that proposal.  But we have little hope of meeting the critical housing needs of San Francisco and many other cities unless the federal government restores its commitment to affordable housing at levels not seen in the past two decades.


· I would also urge support for the concept of providing funds as matching grants to local efforts, which the U.S. Conference of Mayors has proposed recently in Congressional testimony.  It is understandable that Congress wants this effort to be a partnership, not just a federal effort.  As noted above, many communities such as San Francisco are already devoting substantial resources to developing more affordable housing.  These communities should be able to leverage their funds with other new resources, and other communities should be encouraged to do more.


· I know that you have already heard much testimony about the importance of preserving the existing stock of HUD-assisted housing, and Olson Lee, Housing Manager of the San Francisco Redevelopment Agency, will be testifying later in these proceedings..  One additional method of doing so should be given attention and support:  tax incentives for current owners for transferring them to tenant or non-profit ownership, thereby ensuring their continued affordability.  Incentives could take the form of capital gains tax relief, easing the rollover of gains into new properties, and possibly others as well.  Such incentives could also be an important tool in lengthening the affordability of the first generation of low income tax credit projects, which will soon reach the end of their 15-year minimum compliance period, and will become a new universe of “at-risk” affordable housing.  Congress should authorized and appropriate funds for preservation matching grants to states and localities to assist in this critical effort.


· Many localities have already directed substantial resources and efforts to provide housing and services for the population who need supportive services to retain their homes: the homeless, people with mental and physical disabilities, the frail elderly, and people recovering from substance abuse.  The need for capital funds to build the housing can generally be addressed, since the expenditure is a one-time allocation of affordable housing funds. 

 Monies for ongoing services and operations, however, is a much more difficult issue, because these funds need to be renewed annually for as long as the housing is needed.  While the McKinney program, for example, has been a critical resource for startup of this category of housing, the program does not provide ongoing subsidies adequate to ensure long-term stability of all of the developments it funds.  San Francisco has recently calculated its contribution to supportive services and operating subsidies to be at least $65 million in locally controlled funds, in addition to our capital subsidies.  This amount is still not enough.  The federal government needs to play a much more substantial role in providing these resources for these programs to succeed.  


Thank you for this opportunity to give you our local perspective on the affordable housing crisis and steps we can take to address it.  I look forward with great interest and hope to your recommendations to Congress next year. 
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