Statement of the National Council of State Housing Agencies 

on the Role of State Housing Agencies in Delivering Federal Housing 

Presented before the Millennial Housing Commission

July 23, 2001

Good morning, Chairpersons Molinari and Ravitch and members of the Commission.  Thank you for the opportunity to testify before you on the role of state housing agencies in delivering federal housing assistance now and in the future.  

I am John McEvoy.  Until June 30, I served as executive director of the National Council of State Housing Agencies (NCSHA).  NCSHA represents the nation’s state Housing Finance Agencies (HFAs) to the federal government.  It is a national, non-profit organization that assists state HFAs in increasing housing opportunities for lower income and underserved people through the financing, development, and preservation of affordable housing.  

I left NCSHA at the end of June, after serving as its executive director for 12 years.  Barbara Thompson, NCSHA’s director of policy and government affairs for those 12 years, succeeded me as NCSHA’s executive director on July 1.  Barbara appeared before the Commission in Washington last May.  

With me today are three housing finance experts long associated with the state HFA housing delivery system:

· Kit Hadley has served as executive director of the Minnesota Housing Finance Agency for the past seven years.  Kit was first appointed by Minnesota Governor Arne Carlson and reappointed by Governor Jesse Ventura.  Previously, Kit served as the agency’s deputy commissioner for two years and its director of intergovernmental affairs for three years.  

· Jim Logue, who many of you know or may remember from his appearance before the Commission last May, is the executive director of the Michigan State Housing Development Authority.  Michigan Governor John Engler personally recruited Jim to that position nine years ago.  Previously, Jim served in the Bush Administration as HUD deputy assistant secretary for multifamily housing under Secretary Jack Kemp.  Before that, Jim held several positions at the New Jersey Housing and Mortgage Finance Agency, including executive director from 1986 through 1989.

· David Herlinger served as executive director of the Colorado Housing and Finance Authority until his retirement last December.  Dave holds the current record—22 years—for long-time service as executive director of any state HFA.

This statement represents our collective views and those of NCSHA.  Through it and in our comments to you this morning, we want to emphasize our hope that the Commission’s report—potentially the most important report on housing Congress has ever received—will emphasize not only the need for an increase in federal housing assistance, but also the critical importance of assuring an accessible, effective, responsive, and timely delivery system for that assistance.  

Deliver Federal Housing Assistance through the Proven State HFA System 

We believe that state HFAs already provide the foundation for such a delivery system.  In fact, if the robust system of state HFAs did not already exist, you would want to create something just like it to provide the most effective system for delivering most federal housing assistance.  

Experience with the federal government delegating housing programs like the Low Income Housing Tax Credit (Housing Credit) shows that states are ready, willing, able, and better suited than the federal government to administer federal housing programs.  

For that reason, we urge the Commission to recommend that the states be the delivery system for any new federal housing production program.  We also urge you to recommend further delegation to the states of authority over other programs, such as homeless assistance and the Section 202 elderly housing program, which can be better administered by the states than by the federal government.  Finally, we urge that you call for deregulation and simplification of federal housing programs states already administer, such as the HOME program.  

It goes without saying that state agencies are in a better position to judge the housing needs of their citizens than some faraway federal bureaucrat.  The high opinion Congress holds of state HFAs’ responsiveness, efficiency, and integrity in delivering housing assistance is the reason Congress made states responsible for the administration of the Housing Credit, made the Housing Bond and Credit programs permanent in 1993, and increased Housing Bond and Credit authority by nearly 50 percent last fall.  

It is why Congress gave states a right-of-first-refusal to serve as restructuring agents in the Section 8 mortgage restructuring program.  It is why Congress entrusted states with a major part of all HOME funds, authorized the FHA-HFA risk-sharing program and made it permanent last year, and granted state HFAs borrowing rights from their Federal Home Loan Banks (FHLBanks).  

It is why congressional appropriators designated state HFAs as the administrators of the new rental production program they nearly authorized last year.  It is why the Administration chose state HFAs to administer its proposed new single-family home production credit program and down payment initiative.

No one can argue with these facts.  But some, perhaps laboring under outdated myths or seeking to preserve an advantage in the status quo of the presently fragmented federal housing assistance delivery system, will say:  “Well, yes, there are some good states, but then there are others,” without specifying what they mean.  

It is true that one state, Arizona, has only just created an HFA, and one other, Kansas, does not have one.  But all of the rest are 15 to 41 years old.  

It is also true that not every state may want to take on every federal program it might administer, or that a few states may be judged not ready to do so.  But these few cases are rare exceptions.  The fact that a few states might not participate in the delivery of every delegated federal housing program is hardly a reason not to delegate housing programs to the overwhelming majority of states ready and willing to take them on.  

This is not an argument about resources between state and local governments.  No state agency that does not presently administer public housing seeks that traditionally local responsibility.  Though states sought a greater share of HOME funds than the 40 percent they now receive, we do not seek a larger share now.  Rather, the simple reality is that diluting any new production program beyond the 50 states will carve it into too many small pieces to have a meaningful impact in more than a few places.  

The State Delivery System is Established and Working

State HFAs are already the predominant provider of federal housing assistance, including funds for development, purchase, rehabilitation, and rental of affordable housing.  State HFAs administer the private activity tax-exempt Housing Bond and Housing Credit programs, the only federal programs dedicated to financing lower income first-time homebuyer mortgages and low-income apartment construction.  

State HFAs have issued $158 billion in single-family tax-exempt Housing Bonds, commonly known as Mortgage Revenue Bonds (MRBs), to finance more than 2 million first-time, lower income homebuyer mortgages.  They make more than 100,000 new MRB mortgages each year.  

State HFAs have issued $42 billion in multifamily Housing Bonds to finance 800,000 apartments.  They have allocated more than $4 billion in Housing Credits to finance 1.2 million apartments since the Congress created the Credit in 1986 and finance another 100,000 each year.  That’s more apartments than the Section 8 new construction and substantial rehabilitation program financed over its life, and Housing Credit apartments are committed to affordable use for periods as long or longer than Section 8 apartments.  

State housing agencies also administer 40 percent of all HOME funds, nearly $700 million this year alone.  Two-thirds of all state HFAs have taken over HUD’s administration of its Section 8 project-based portfolio, covering 600,000 apartments built under that program.  Twenty-five states administer HUD’s voucher and certificate program for individual tenants.  Twenty-eight states administer the FHA-HFA multifamily risk-sharing program.  

HUD and the Rural Housing Service (RHS) have both delegated to nearly every state responsibility for those agencies’ subsidy layering reviews in Housing Credit properties financed with HUD or RHS subsidies.  

Two-thirds of all state HFAs are qualified non-member borrowers in the Federal Home Loan Bank System.  Nearly two-thirds of the FHLBanks’ $250 million a year affordable housing program also involves state HFA participation.  (Attached are lists of states that run the aforementioned programs.)

These delegations are based on state HFAs’ capacity and efficient and effective performance.  State HFAs’ balance sheets collectively total more than $85 billion.  Virtually all state HFA MRB programs are rated the equivalent of Aa or better by the national rating agencies, such as Moody’s and Standard & Poors.  

Though staff size is not necessarily an indicator of state HFA capacity, since a number of State HFAs contract out some of their activities, HFAs rank in size from 20 to 430.  The average size is 130.  

HFAs are wholly state-owned.  Boards appointed by their governors or specified by their state legislatures govern them.  All are subject to state legislative oversight of their activities and federal oversight of their federal program administration.  All are subject to intense rating agency review, because of their large presence in the municipal debt market.

Though not required by law or regulation, state HFAs also engage in standard setting for themselves through NCSHA.  They have also led the nation among all municipal issuers in pioneering financial disclosure. 

State HFA capacity is not the only reason to devolve responsibility for the administration of federal housing resources.  State HFAs have the unique ability to bring together state agencies and resources in ways that the federal government and local communities cannot.  For example, state HFAs have partnered with welfare agencies to use Temporary Assistance to Needy Families (TANF) funds to provide housing assistance to families attempting to make the transition from welfare to work.  They have teamed up with state health and human services agencies to obtain Medicaid waivers to cover the cost of services in HFA-financed assisted living.
State HFAs also successfully partner with local governments, non-profits, the private sector, resident and community groups, and service providers to address the unique and diverse housing challenges they confront.  And, because they operate on a business-like basis, state HFAs have proved extraordinarily entrepreneurial in using the resources available to them to meet community needs.  

Through comprehensive and coordinated state, regional, and local planning, state HFAs can also assure that housing is developed where it is most needed and in sustainable communities with access to jobs, transportation, schools, and health and other services.  This is critically important because providing affordable housing today means much more than providing shelter.  Low income families and those with special needs require services and proximity to economic opportunity to have the best possible chance to achieve self-sufficiency and a stake in their communities.  

More Federal Housing Resources Are Needed

The State HFAs are the right way to deliver federal housing assistance, but they need more of it.  HUD’s budget is only two-thirds of what it was two decades ago.  The Bond and Credit cap increases, though of a size no one dared imagine, are not even enough to restore the purchasing power of those vastly oversubscribed programs.

Meanwhile, HUD’s January 2001 “Report on Worst Case Housing Needs in 1999” reveals that more than 4.9 million very low income families (with incomes of 50 percent of area median income or less) who were not receiving housing assistance either paid 50 percent or more of their income for rent or lived in substandard housing. 

Indisputably, though, those families hit hardest are those with the least income.  Of the 4.9 million families with worst case housing needs, more than 77 percent have extremely low incomes (30 percent of area median income or less).  

The same study shows that the number of rental units affordable to extremely low income households dropped by 750,000 and the total number of units affordable to very low income households fell by 1.14 million between 1997 and 1999.  HUD found that in every region of the country, rental housing affordable to extremely low income renters was in shorter supply than housing affordable to other income groups.  

The Joint Center for Housing Studies of Harvard University’s 2001 report, The State of the Nation’s Housing, reveals that, “Between 1997 and 1999, more than 200,000 unsubsidized rental units affordable to extremely low income households were lost from the stock.  These losses brought the total number of unsubsidized units affordable to the poorest households down to just 1.2 million.  With 4.5 million unsubsidized renters earning less than 30 percent of the area median income, the shortfall in affordable housing for the very poorest now stands at 3.3 million units.  These numbers in fact understate the shortage because higher income households occupy 65 percent of the units affordable to extremely low income households.”

In the face of growing need among extremely low income families, state HFAs report significantly increased difficulty housing them.  Though the GAO reported in 1997 that Housing Credit properties with additional subsidies were reaching families with average incomes of 25 percent of AMI, state HFAs simply do not have sufficient subsidies to begin to meet the need.

Some will suggest that the Commission recommend providing federal resources to address rental housing for families earning as much as 120 percent of area median income.  We urge you to resist that course.  As long as we have a severe scarcity of housing resources, we urge you not to recommend diverting resources from those with the most acute housing needs.  We ask you to reject proposals to increase the income limits on existing rental programs, such as the Housing Credit, Bonds, and HOME, the resources for which are insufficient to meet the needs of those they are presently designed to serve.  

Maintaining the present income targeting under existing federal housing programs is not enough, however.  Federal resources are still insufficient to meet the nation’s low income multifamily housing need, particularly for extremely low income families.  That’s why one of NCSHA’s highest legislative priorities is the creation of a new, state administered rental production program, targeted in significant part to extremely low income families.  We hope you will recommend such a program that utilizes the existing, proven state HFA delivery system, that builds on the success of programs like Bonds and the Housing Credit, and that is integrated with existing state housing plans and funding systems.  

The program will only work, however, if states are given the flexibility they need to tailor innovative solutions to their unique and varied housing problems.  As you well know, housing needs and conditions vary dramatically among and within states.  One-size, Washington-driven housing solutions simply don’t fit all.  That’s why programs like the Housing Credit and Bonds are so successful.  They let states and their partners respond effectively and imaginatively to their most pressing housing needs.   

HUD regulation must be limited to that which is necessary to assure nondiscrimination and accountability for the use of funds to achieve the goals Congress has set.  Irrational and unnecessarily burdensome rules, regulations, and reporting requirements frustrate state HFAs and their partners, smother creativity, and delay results.  

We propose that the new funds be allocated by state HFAs, subject to a state allocation plan, modeled on the Housing Credit qualified allocation plan.  The plan, developed with extensive pubic input, would identify the state’s priority rental housing needs and strategies for using the funds to address them.

States should be empowered to use funds for a wide range of activities, including tenant and project-based assistance, new construction, rehabilitation, preservation, and operating assistance.  Funds should not be encumbered with program set-asides.  

Finally, it is essential that any new program’s income, rent, and other rules be compatible with those of other federal housing programs, for its combination with them will almost always be necessary to reach extremely low income families.  

Devolve and Simply Existing Programs

A new program, regardless of its size, is not the whole answer.  We urge you to recommend the improvement of existing programs through increased funding, deregulation and simplification, and where possible and practical, devolution of their administration to the states.  


Specifically, we urge you to recommend that the HOME program be reauthorized at a level sufficient to restore its purchasing power and extend its reach.  Though Congress first authorized HOME at $2 billion more than a decade ago, HOME funding has never exceeded its present $1.8 billion.  HOME would require an appropriation of $2 billion just to make up for inflation since HOME was first funded in FY 1992.  


We also urge the Commission to recommend that HOME rent, eligibility, and other program rules be conformed to the Housing Credit rules, so the combination of these programs, which is often necessary to reach very low income families, is easier to achieve.  In addition, we urge you to suggest simplification of HOME’s complex rent-setting system, CHDO requirements, and program income rules.  Our detailed recommendations are attached. 


We also urge the Commission’s support for changes in the MRB and Housing Credit programs necessary to modernize and restore fairness to those programs and realize the full benefit of the increased their increased authority.  Three obsolete provisions prevent many people qualified to receive housing help under these programs from getting it:  the Ten-Year Rule, which forbids states to recycle billions of dollars in MRB mortgage payments to make new mortgages; MRB purchase price limits, which are based on eight-year-old home sales data, despite a 30 percent increase in home prices in the last eight years; and Housing Credit income and rent rules, which make development infeasible or very difficult in very low income, frequently rural, areas.   


At NCSHA’s request, Representatives Houghton (R-NY) and Neal (D-MA) have introduced H.R. 951, the Housing Bond and Credit Modernization and Fairness Act of 2001, in this Congress to fix these problems.  In the Senate, Senators Breaux (D-LA) and Hatch (R-UT) have introduced identical legislation, S. 677.  We urge the Commission to endorse this legislation and recommend that it be included in tax legislation at the earliest possible opportunity.  


Finally, we urge you to give careful consideration to Senator Allard’s proposal to provide the states the option to administer an array of federal programs, including homeless assistance and Section 202.  

Thank you for this opportunity to appear this morning.  NCSHA is available to assist the Commission in any way as you prepare your report to the Congress.

Attachments

Four Suggestions for Simplifying the HOME Program

Make HOME rent and eligibility rules the same as those for the Low Income Housing Tax Credit

· In many areas of the country, it is nearly impossible to fund a multifamily project without using both HOME and Housing Credits.  However, the incompatible rents and income levels of these two programs cause problems for PJs seeking to use both programs for the same housing project.  Additionally, these programs have different monitoring schedules, different compliance monitoring requirements, and different requirements for tenants whose incomes exceed the limits during occupancy.  

Simplify the HOME rent setting system

· There are two types of HOME rents; the high HOME rent, which is the lesser of the Section 8 FMR and 30 percent of the adjusted income of a family earning 65 percent of AMI, and low HOME rents, 30 percent of the annual income of a family earning 50 percent of AMI.  Low HOME rents apply to 20 percent of HOME-assisted units in properties with more than five HOME-Assisted units.  Not only is this rent structure complicated for property managers, but it can also lead to problems servicing debt for certain properties.  Rents in projects with HOME-assisted units are further complicated by “fixed” and “floating” unit rules.  

Simplify CHDO requirements, especially board requirements

· PJs are mandated by statute to use 15 percent of their HOME formula grant to fund affordable housing that is owned, developed, or sponsored by Community Housing Development Organizations (CHDOs).  Lengthy CHDO qualifying criteria exists that limits which nonprofits qualify for CHDO certification.  Rather than have a CHDO set-aside, HOME should have a set-aside for any nonprofit that is designed specifically for, and capable of providing, quality affordable housing.  

Simplify burdensome program income requirements

· The regulation that all program income must be expended before drawing down more funds is overly burdensome.   HUD should simplify the program income requirements to give PJs more flexibility over when and how program income can be used.  

PAGE  
9

