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Introduction -

Thank you for giving me the opportunity to offer you a Section 8 property owner’s perspective on consumer based housing assistance.

My name is Larry Luckham and I am a Section 8 rental property owner. I currently own and operate approximately one hundred rental units, of which roughly 75 percent either are currently occupied by a family receiving housing assistance, or were recently so occupied. 

Nothing that I expect to say today will introduce startling new ideas, or pioneer new trails to affordable housing solutions. There will be no new breakthroughs. The observations I intend to offer are simple, straightforward and based mostly on common sense. But, as Frank Lloyd Wright once said, “There is nothing more uncommon than common sense.”  His observation is perhaps even more true in today’s increasingly complex world.

Most of you view the issues before you through the lens of government agencies, either as present or former government executives. And rightly so, for most of you are, or were, responsible for the agencies and departments charged with providing housing assistance to families in need. Others of you are consultants to governments on public housing issues, or are large-scale developers and operators of low-income housing. Some of you administer budgets in the hundreds of thousands, or hundreds of millions of dollars. 

I, on the other hand, view the issues before you through the lens of a small businessperson. My only source of budget revenue is the monthly fees I receive from the families who rent apartments from me. Some of those families receive financial assistance from the agencies you administer or advise, and it’s there that our paths cross. 

Our roles and goals are different, though they need not be in conflict. My goal today is to try to help you understand the perspective of smaller rental property owners, so that together we may then be able to identify areas where our efforts may be joined to mutual benefit.

Background -

I was introduced to the Section 8 rentals via the Section 8 Moderate Rehabilitation Program, first as a general contractor renovating property for other Mod Rehab owners, and then as an owner / operator myself. The fact that Mod Rehab provided my introduction to the ownership end of subsidized housing is significant. I became a Section 8 property owner because the Mod Rehab Program offered a clear and easy to understand business incentive to do so.

With the experience gained as a Mod Rehab owner I have been able to navigate the waters of Section 8 Existing Housing, Shelter Care Plus, and Vouchers. Had it not been for the experience of buying, renovating and operating properties under Mod Rehab, like many other rental property owners, I would probably have avoided involvement in government subsidized housing. Why? Because of the perception, and unfortunately sometimes the reality, that renting to a Section 8 family involves the property owner in a quagmire of special regulations and requirements for which there is no additional benefit.

Public and Non-profit Providers -

A significant number of assisted housing units are developed, owned and operated by government or quasi government public housing agencies. Those agencies are the instruments through which government directly implements affordable housing policy. They operate within the rules established by society for good government, responsibly applying public funds to achieve a public purpose.

Another significant number of assisted housing units are developed, owned and operated by non-profit public benefit organizations. The non-profits raise funds from foundations or charitable organizations which, when combined with public funds, are able to both implement government’s affordable housing policy, and meet the mission goals of the non-profit. In the Bay Area we are fortunate to be home to some of the best, including BRIDGE in San Francisco, and Eden Housing in Hayward.

Private Housing Providers –

Finally, there is the affordable subsidized housing provided by owners in the private sector. Some of these are large corporations building and operating thousands of units nationwide. Some, like The Luckham Company are small. Others are smaller yet, a couple renting the other half of the duplex in which they live. 

The large corporate providers recognize subsidized housing as a targetable market segment. They master the government programs necessary and apply the tools of mass production in much the same way that Honda or Ford produce affordable cars. Their profitability lies in perfecting and repeating a successful model, while spreading overhead costs over many, many units.

The Small Owner / Operator -

As a somewhat younger person I spent many happy days just up the road in Berkeley.  Some of the idealism that floats in the Berkeley air did rub off on me. A desire to provide a useful service to my community was one of the factors which led me to involve myself with Section 8 housing as a developer / owner. 

But, idealism was only one factor. Like almost everyone else who invests time and money in a business, I also aspired to make a living from my efforts. This consideration puts me, and every other private owner, in a different category than either a public housing agency, or a non-profit public benefit corporation. I receive no public tax dollars, no charitable contributions, and no foundation grants. My “paycheck, ” indeed my very ability to continue to carry on the business of renting apartments, depends entirely on being able to collect more money in rents than I pay out in expenses. Should I fail in that effort I face not only loss of current income, but also, potentially, loss of my investment, the property, and any future security it might bring me in retirement.

With those thoughts in mind, I’d like to turn to the topic I was asked to address, consumer-bases assistance - from the owner’s perspective.

The Housing Marketplace –

It should come as no surprise to anyone that by far the greatest numbers of housing units, of all types, are in private ownership. Clearly, it should be the policy of the government agencies involved to persuade the private sector to create affordable housing and property owners to rent to assisted families. If you were to ask me today to name one factor most responsible for impeding progress toward that goal the answer would have to be this: government does not appear to understand how business people think.

To understand how to persuade the small owner or developer to provide affordable housing you must stop, for a moment, thinking like a government agency executive and begin thinking like a business manager. 

The American marketplace is very efficient at the distribution of goods and services. If I have a vacant apartment to rent, I advertise that fact to prospective tenants who respond by coming to inspect my product. From there matters proceed quickly and efficiently to determine credit and tenancy history, produce a lease contract, exchange money for an executed contract, and transfer keys.

The business model of exchanging money for services received continues so long as both parties’ needs are being met. 

But, this model is skewed in favor of the owner when demand far outstrips supply, as is currently the case in most areas of the country. The clear message is that creation of new affordable housing units must be among the highest priorities of public policy.  Since others are addressing that topic quite ably, I will touch only briefly on a few programs I had direct experience with.

· The Section 8 Moderate Rehabilitation Program, in spite of some of its early problems, provided a clear model that the business community found understandable and attractive. It was also scaleable enough to apply to smaller projects and therefore opening participation to smaller owners.

· Programs such as the California Affordable Housing Competition sponsored by the Office of Appropriate Technology under then Governor Jerry Brown provided a wealth of ideas, technology, materials and procedures aimed at the goal of producing affordable, energy efficient, and ecologically sensitive communities.

· The 1980 HUD Housing Cost Reduction Demonstration Program that fast tracked the “La Solana” development sponsored by Eden Housing in Hayward demonstrated that fast track processing, and elimination of bureaucratic delays, could rapidly produce affordable housing.

· My only criticism of any of them is that they did not go far enough. 

· Mod Rehab ended, in part, because of where it went wrong, when it should have been extended and improved for what it did right. 

· The Affordable Housing Competition produced creative ideas and thoughtful plans, but failed to provide the means to see any of those plans realized in concrete and framing lumber.

· The “La Solana” project demonstrated affordable housing could be created quickly by cutting through “red tape” and applying common sense. But the lessons learned never made it into the mainstream processes that apply today.

Project Based v. Consumer Based Assistance –
My personal experience as an assisted housing owner is limited to only a few programs, primarily Mod Rehab, Existing Housing, and Vouchers. As an owner, Mod Rehab, a project based program, has been far more successful, and is a model I prefer to tenant based programs. Why?

First, because the program provided for the establishment of a set of specifications and financial terms that addressed the needs of the public housing agency involved, and my own concerns, in the form of a 15 year contract. Each party to that agreement could easily see what was expected. My concerns about the risks of undertaking a specific renovation project were addressed, and the outcome of the projects over the long term has been substantially according to the initial agreements.

Next, because Mod Rehab was a program around which I could develop a whole new project, thus creating new affordable housing where none previously existed. (The Section 8 New Construction Program was also very good in this respect.) The terms of the program were “bankable” in the sense that, with a little education, even my banker could be persuaded fund the undertaking. 

Finally, because at most of the public housing agencies I dealt with, the staffs assigned were knowledgeable, conscientious and pragmatic, and for the most part remained assigned to the projects for long periods allowing them to become very familiar with the property, my personnel, and the families. Continuity and cooperation have produced very effective working relationships.

Like many other small owners I have found that integrating consumer based assistance into my rental mix somewhat more difficult. 

A part of the difficulty relates to the question of economies of scale that are so helpful to the large developer. My Mod Rehab renovation projects have ranged in size from an eight unit property, to a 152 unit complex. In those projects everything relating to the property from physical condition to tenancy issues were uniform, because the entire property was involved.

That has not been the case with our voucher-assisted families. 

Assisted v. Market Rate Tenants -

The creation of new affordable housing units is a very long process, and at present there is a surplus of applicants for every available rental unit. Therefore, it’s important that the family with a housing voucher to be able to compete in the marketplace. Unfortunately, families with housing vouchers are at a disadvantage in most rental markets today, because many owners regard the voucher process to be costly, and difficult to deal with. Why?

Start with the rental process itself. 

If an owner shows an available rental unit to two different, but otherwise qualified, families, and one of those has a housing voucher, he must anticipate some differences in the rental process. First, he can be almost certain that he will loose rental income if he rents to the assisted family, rather than an unassisted family.

The qualified family without a voucher is able to determine the unit’s condition, rent reasonableness and suitability to their needs. They can sign a lease, pay a deposit, and move in the next day. The economic engine has started. The vacant apartment has ceased being a drain on the owner’s financial health and has become a productive asset.

In order to rent to an otherwise qualified voucher family the owner and family must first submit a Request for Lease Approval, then wait for a housing authority inspector to determine the units condition, rent reasonableness, and suitability to the family’s needs. The housing authority must then prepare lease documents, register the owner, determine family and assistance rent amounts, and circulate all documents for signature. Only then will the owner receive the tenant’s portion of money due. The housing authority’s portion will arrive some time after that.

If the inspector finds a deficiency, sometimes even minor ones that most tenants would waive for later repair by the owner, the result is a failed inspection which must be rescheduled after repair by the owner. A dripping faucet is a nuisance not a habitability issue. It is also a 15-minute repair for a maintenance person. But, it can result in a call back inspection scheduled for a week later, before the family can move in.

With the most efficient of housing authorities the process can be completed in around a week. With those less efficient, or minor repair related delay, the process can take over a month, during which time no rent is collected for the vacant unit. Although the family and housing authority are following the current established procedures, and see themselves as performing responsibly, the owner’s economic engine remains stopped. The financial drain on the owner continues, and the asset remains unproductive. As a reasonable businessperson, why would the owner waive a week or month’s rent in order to rent to a voucher family? This places a voucher family at a strong disadvantage in an even slightly tight rental market.

Remember that taking the time to go through this process, as well as taking the steps necessary to continue assistance every year result in a benefit to the family. They then receive rental assistance. 

But, there is currently no benefit to the owner! On the contrary, the owner is expected to absorb loss of rent, housing authority oversight, and special more restrictive legal conditions when renting to an assisted family. Small rental property owners are not social service agencies and should not be expected to personally subsidize assisted housing any more than any other taxpayer.

Incentives to Private Owner Participation -

If government policy makers want private sector owners to offer housing to assisted families ways must be found to remove disincentives, or, to offer incentives in order to overcome the obstacles. I recommend the following:

· Develop or revitalize project based programs to stimulate the creation of new affordable housing units.

· Develop programs which will be available to and will appeal to the small or mid sized owner, not just those aimed at the non-profit or large scale developer. Remember, most job creation in this country is by small business. With proper incentives the same could be true of affordable housing!

· Ensure that the program will make business sense to the owner, and to his banker who must be convinced to finance the project.

· Create a simple program for government backed private financing of smaller projects to stimulate production. Current programs are so costly and burdensome that they are only available to developers of large and well capitalized projects.

· Apply tax policy in the form of tax credits that would be available to smaller owners to stimulate either the creation of new, or renovated affordable housing, or that would reward owners who rent existing units to Section 8 voucher families. These new tax credits should be modeled after the former “new jobs” credit, rather than the present tax credits which are simply not available to small owners or small projects.

· Often the greatest impediments to the creation of affordable housing are the result of local regulations. In crafting programs aimed at creating new affordable housing provide direct incentives to local communities to reduce the red tape burden.

· Take any and all steps necessary to place the voucher family on an equal footing with unassisted families in the marketplace.

· Start leases on the date the unit would have otherwise been started by an unassisted family when occupancy is delayed by government processing;

· Provide a rent premium to owners renting to an assisted family. In reality this would be little different than the bidding up of rents which now takes place for desirable units in scarce open markets.

· Train and empower qualified families to independently determine a unit’s condition, rent reasonableness and suitability to their needs, and allow the family to enter into a lease on the same basis as an unassisted family.

Building Self Sufficiency Skills Removes Some Obstacles-

I think the later suggestion has benefits which go well beyond the issue of first renting an apartment. It’s been my experience in some 20 plus years as a rental property owner that Section 8 tenants, more so than unassisted families, often tend to rely on their housing authority representative to resolve any tenancy issue. It’s not uncommon for a Section 8 tenant to first mention a dripping faucet or sticking door at an annual housing authority inspection, rather than reporting it earlier to the resident manager or maintenance staff.

The result is a defacto system of patronage that inhibits the family’s capacity to learn self-sufficiency and to function independently in the rental marketplace. In contrast, a more far reaching goal would be to provide a foundation for independence through initial counseling, and then allow the family the freedom of choice.

The role of public housing agencies in private sector assisted housing could change dramatically, from that of eternal parent to assisted families, to that of teacher, back-up resource, and spot auditor. Qualified families would gain a greater degree of functionality in the rental marketplace and thus be far better prepared to participate without assistance than they are today.

Not only would this approach lead to greater family self-sufficiency, it could remove one of the negative factors carried only by assisted applicants for rental property, the necessity of involving a third party, the housing authority, at every step in the rental process.

Is this model appropriate for all families in private sector assisted housing? Probably not. Some, because of language, cultural differences, or other factors will require a greater degree of assistance that this approach provides. Nevertheless, an assisted housing model that provides families with the skills and experience to engage the marketplace and grow beyond dependence on public assistance should be a part of every assisted housing program.

I believe that the time is ripe for a demonstration program to test this approach. I urge the commission to consider it among their final recommendations.

Uniform Standards -

Perhaps nothing is more frustrating to a businessperson than trying to meet a government “standard” that is unclear, constantly changing, or depends entirely on the interpretation of different staff who each have a personal version of it’s meaning.

The existing Housing Quality Standards (HQS) and the HUD regulations meant to implement them are a prime example. In the hands of a pragmatic and common sense housing manager, and a cooperative and responsive owner, the application of HQS can, and has, resulted in the creation of safe, decent and sanitary housing. In the hands of a less common sense manager or uncooperative owner the result can be dramatically different.

The forthcoming Uniform Physical Condition Standards (UPCS), which I have not yet seen, will hopefully address the shortcomings of HQS. But the message is worth repeating. 

Just as investors flee from stock market uncertainty, rental property owners will flee from “standards” which are neither standard, nor clear. When asking an owner to meet standards, first be sure that they are clear and easy to understand. Ensure that they are as simple as possible. Complexity only introduces problems, it rarely solves them. Ensure that the process of interpretation results in a predictable and uniform result. 

How many times have I seen the same property inspected by different inspectors produce different results, for the same set of conditions? It was not intended mischief that produced such a result, but rather the lack of a clear standard, lack of specific training, and the application of each person’s personal background and interests. The result was a frustrated owner with a waning interest in further assisted tenants.

 I would like to see this commission recommend that a standard be established for the training and qualification of physical condition inspectors. I would like to see a requirement that the employment of trained and certified inspectors be a condition of public housing agency certification. The job is a specialty in and of itself.  It should not be thrust upon untrained and unqualified housing representatives whose primary skills and background involve family eligibility and housing needs issues.

Special Regulations -

While on the subject of bringing the assisted family to an equal footing in the marketplace, it’s important to mention that other regulations serve to set the assisted families apart, require special consideration, and thus offer owners a disincentive to rent to a voucher family.

Landlord-tenant law is complex enough, even under the Uniform Codes adopted in most jurisdictions, without the imposition of special requirements for assisted families. These requirements for example, establish special, often longer, notice periods prior to taking some actions, such as lease termination.

While the legislative intent of these regulations might have been to provide extra protection to the voucher family, they only work if the family is able to find an owner willing to rent to a family with conditions attached. Except in the case of an eviction this is not a burden to the owner, or an advantage to the family, and in most cases never becomes an issue. But it is, or can become, another of those subtle factors that weigh into an owner’s choice between two equally qualified applicants. I believe that it places the assisted applicant at a disadvantage.

Here again, if the assisted family is placed on an equal footing in the marketplace, from the perspective of the owner, more opportunities will be available to assisted families. Because they will be able to find housing more easily, fewer special protections will be necessary, and the housing market will operate with fewer bumps and glitches.

Summary –

1. The small rental property owner is operating a small business. He, or she, is motivated by the same market forces that motivate any business. Call it enlightened self-interest if you wish, but the bottom line is, it’s the bottom line. Most understand that money spends just as easily regardless of the race, creed, national origin, or economic status of the person who pays it. Most are Taoist, but don’t know it, they follow the “watercourse way” or path of least resistance. They desire to rent to families who will pay rent reliably, on time, who will care for the property responsibly, and who will not cause problems or place extra burdens, either of cost, or of time and attention, on the owner. As long as accepting vouchers mean an extra burden to owners, without any extra incentive, they will be difficult to sell in the marketplace.

2. I believe that the acute shortage of affordable rental housing units is the greatest impediment to low-income families finding safe, decent and sanitary housing today, and that creating project based assistance programs is the best way to stimulate affordable housing production.

3. I believe that the housing voucher family is at a substantial disadvantage in today’s housing market because of the general perception among smaller owners that accepting a voucher will result in economic losses irrespective of the family’s conduct as a tenant, and that the voucher places upon owners burdens and liabilities that he would not face in renting to an unassisted family.

4. I believe that the only way to overcome the voucher holder’s disadvantage in the rental marketplace is to amend the program guidelines so as to place the voucher family on equal footing from the perspective of owners.

5. I believe that simplifying the requirements owners must meet to accept voucher families, and placing them on an equal footing with unassisted families, will encourage more owners to participate. But adding incentives such as tax credits or rent premiums is the only way to rapidly increase the absorption of housing vouchers in the marketplace.

6. I believe that programs should be developed to encourage government at all levels to reduce the number and complexity of regulations governing the development of housing. Sadly the trend is just the opposite. Twenty-five years ago I was able to submit eight pages of drawings, conforming completely to the existing model codes to obtain a permit to build a 10 unit low-income senior project in about 3 months. I am about to submit five times as many pages of drawings along with many times more pages of supporting calculations, studies, and other documentation to try to build a project of only half as many units. It was difficult to keep the earlier project affordable. It will be impossible to do so with the current one. The regulatory requirements exact too high a toll.

Thank you for your patience and attention. I hope I have been able to open a window into the small Section 8 property owner’s concerns and perspective. I’d be happy to answer any questions.
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