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Thanks to the Millennial Housing Commission for the opportunity to testify.  The letter of invitation said to be “bold,” and I will do my best.  As I thought about the best of all possible housing worlds, the rationalization of  existing programs and quadrupling of  funds would go a long way to meeting the country’s production and preservation needs for affordable housing.

SETTLEMENT HOUSING FUND

Settlement Housing Fund, a state-of-the-art- nonprofit housing organization which I direct, has used practically every  government housing program to produce 8,300 units in developments ranging from 3 to 900 apartments.  We have developed rental housing, cooperatives, and condominiums, as well as housing for the elderly, for people living with AIDS and for various homeless populations.  We own 20 buildings occupied by mixed-income families and soon will own 22 additional buildings which we are taking over because of HUD foreclosures or local tax delinquencies.  To date all our developments are successful socially, physically and financially.  We have problems everywhere, but the overall benefit to the residents and the neighborhoods are worth our decades of hard work and constant vigilance. 

OVERALL PROBLEMS

Our founder, Clara Fox, spoke this morning, setting forth policies with

which most housing advocates and professionals would heartily agree.

Because this is a production panel, I will try to stick to the subject.  But production must look to long term maintenance as its goal.  Production is inevitably dependent on financing.  Tenant selection goals and compliance issues also impact on production of affordable housing.  The worst problems result when we build in a vacuum.

Producers of housing are so desperate  to get to get to a closing that they (we) become willing to compromise about practically anything, including issues that affect the long term viability of  buildings.  Because of the shortage of resources, we are forced to combine financing sources that have conflicting requirements, multiplying the legal costs. It seems that each bank and government agency wants credit for leveraging other funds, and the result is a long, drawn out quagmire to reach a closing.  No one is willing to admit the real cost of housing  and the number of hidden subsidies such as multiple tax exemptions and free land that are needed to reach affordable rents or purchase prices. We become defensively cost conscious, forgetting

about the livability of the units,  maintenance issues and today’s most

important conundrum: what happens when subsides or compliance requirements expire?  We think that if we get a building constructed, we can work out the problems later, and sometimes we do.  Compromise is always a necessity, but there is a  difference between compromising and selling out.

Today housing producers resemble the producers in the Mel Brooks hit play. In the play a flop on Broadway is potentially more profitable than a hit. For housing investors, losses are good, large capital accounts are bad. Everything on paper is partly fiction.   It is easier to disguise the inherent contradictions between the Tax Code and housing policy than to change the code to allow the purpose of its housing incentives to be acknowledged.  For example, loans can be part of eligible basis for the Low Income Housing Tax Incentive Program, but grants cannot. Still, we must house low-income families to qualify for Tax Credits. That means little, if any, debt service can be included in rent, or rent would be too high. Therefore a grant must be disguised as a soft loan (I call it a groan).  It is unlikely that soft loans will be repaid, and contortions in the future to feign compliance will be Mel Brooksian to say the least. Even more important, when the compliance period  is over, the owner must face huge tax

consequences if he or she sells to an entity that assumes the loan (or

groan).  However, Congress does not like tax write-offs when there is no economic benefit to the investor other than tax avoidance. So we struggle to make a very good social\tax investment look like a good business deal. There are tweaking possibilities that could address this issue, which I will discuss as I attempt recommendations.

Similarly, the rent requirements, income limits, and occupancy regulations for many federal programs result in a narrow band of eligibility so that apartments remain vacant while developers search for tenants with the right family size who earn between $27,000 and $28,000 for example.  There are numerous other problems around occupancy which impact socially oriented housing producers.  For example, for 80/20 buildings, full time students (unless they are parents)  are not eligible for low income units because they do not have “continuing need.” So if a single very low income person decides to go to college,(even a  two year community college)  he or she is

no longer considered eligible, and a new assisted tenant must be found.

Shouldn’t our programs encourage upward mobility?  In fact, a pundit has described the 80\20 program as one for the downwardly mobile. I wrote a large study about this issue in 1995, and the problems have gotten worse, not better.

In short, the problems with federal programs are that they do not mesh, they serve too narrow a group, they are vastly under funded and they are difficult to comply with.

SOME ANSWERS

If I could design a housing program, it would  resemble project-based

Section 8 with flexible income limits, a 25% rent-to-income ratio, better enforcement procedures, renewal contracts and incentives to keep apartments affordable.  The only way to make it less expensive would be to target a broader income mix, to hope for better technology or to hope that poverty would be reduced.  In the meantime, a significant government investment will always be needed  to produce and maintain an adequate supply of housing.

If we cannot revive project-based Section 8, we should amend existing

programs, adding a national housing trust fund. We should provide a voucher to everyone who cannot afford rent with twenty-five per cent of income. The voucher program should have flexible income limits that meet the needs of

communities and promote economic and ethnic diversity.  Block grants would

provide adequate  funds to areas without enough housing. Part of the

planning process would  assure that transportation, commercial and community

amenities are provided in conjunction with housing.   (I would not hold up

the housing until the other goals were met, however.)  Tax credits would be

available as an inducement to investors. Workable mortgage insurance would

encourage lenders to participate in affordable housing. Permanent supportive

housing would be available for special populations, and homelessness would

end. The message would come from the top–the President and Congress–urging

HUD and the IRS to err on the side of making the programs user- friendly.

The new trust fund ,financed from FHA surpluses and other unbudgeted

surpluses could provide a new development tool to write down the capital

cost of housing . It should be a one-stop-shopping program, with flexible

guidelines that meet the needs of communities. It could be modeled after

Section 202, with flexible income limits or after some of new York City’s

successful programs. The buildings should be forever affordable.

Twenty-five per cent of income should be the norm for paying rent for all

programs .  How can we put money in the pockets of high income people

through tax cuts without reducing the rent paid by low and moderate income

people?

Income limits and mortgage limits should be set locally or administratively,

like Section 8 fair market rents. New York City programs provide a wide band

of eligibility for locally funded programs. The latest large scale project

completed by Settlement Housing Fund (mostly with City funds) set aside

thirty percent of the units for people who lived in homeless shelters, with

the rest allocated to families earning from $18,000 to $75,000.  We would

opt for fifteen to twenty percent occupancy by homeless or extremely low

income families, rather than thirty, but the range is reasonably good.  Very

little is being built today for families earning 60 to 110 percent of median

income, and market rate housing is too expensive for these families. Many

advocates want to restrict subsidies to the poorest of the poor. That system

is inequitable, and  it often stigmatizes very low income people. The

advocates in New York City, including the Coalition for the Homeless and

others, all agree now that middle income housing is needed.

FHA mortgage limits should reflect local costs and conditions.  If the

premiums are increased, subsidies would be needed to cover the costs–a Peter

and Paul robbery situation.

Tax incentive programs do result in production, but the few IRS inspectors

who oversee the current programs are so zealous that compliance becomes

extremely difficult to understand, no less implement.  A task force of

nonprofit intermediaries, developers, and HUD should meet with the IRS

Commissioner  to iron out better procedures.

Similarly, a clear, understandable policy is needed to deal with expiration

of subsidies or low income occupancy requirements.  The reason to allow

pre-payments and\or buyouts is to induce owners to keep their property in

good repair. Similarly, the opportunity to convert to market rate housing

satisfies policy makers who do not approve of tax incentives without the

potential for economic return.  The owner that donates the project to a

pre-approved nonprofit organization  should be permitted to do so at an

earlier period than if a conversion to market rate housing is contemplated.

The early exit could be considered an economic value. These transactions

should free the owner from “cancellation of debt” tax consequences if, and

only if, the buildings are in good repair. Of course the nonprofit group

would be required to maintain affordabilty.  For-profit owners that keep

buildings affordable should also be considered as new owners for these

transactions. Currently the only way to transfer a property without tax

consequences is to sell to an Operating-Real Estate Investment Trust. There

is little logic in this arena, and the Code should be amended to permit

transfer and encourage preservation. Certification by the owner, purchasing

group and an independent architect would be necessary to assure that the

buildings are in good repair, with rigorous spot checks by a government

agency (probably HUD).  Properties in poor repair should trigger foreclosure

and expedited sale to new owners, keeping project-based subsidies intact.

For all production programs in New York, it would be helpful to feel less

defensive when acknowledging high costs. A modest new two bedroom unit in

the outer boroughs  costs about $180,000 to produce, requiring rents of

about $2,000 a month with no subsidy.  A significant capital write down

and\or rent subsidy is required to reach middle income groups, no less low

income groups.  Representatives of other areas are shocked by these figures,

but that does not help New York families in substandard housing or those are

overcrowded or who pay excessive  rents.  High costs in New York have been a

way of life forever. Of course  we should keep looking at ways to reduce

costs, and energy technology could be part of the answer.  And it is urgent

to preserve every possible affordable unit to prevent matters from getting

worse.

With the help of this commission, many of the suggestions listed above and

those from other witnesses could be implemented. I hope this is the onset of

a new era in which the federal government is pro-active in supporting

affordable housing.  In the meantime, I wish that we had more federal

housing programs to complain about.

