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Thank you for the opportunity to present remarks to the Commission.  My name is Roy Schweyer, and I am the Director of Housing and Community Development in the Community and Economic Development Agency.  That Agency is charged with addressing a full range of issues that directly involve quality of life for Oakland Neighborhoods.   These include planning approvals and building permit activities as well as economic development and redevelopment, all of which have experienced increased activity as growth in all areas of Oakland has skyrocketed.  The Housing and Community Development Department has a long history of developing unique and innovative sources of financing to expand the capital that provides for affordable housing.  I would like to present to you our thoughts on the issue of financing for affordable housing from the perspective of the City’s efforts to provide resources that addresses our citizens’ housing needs.

Since the withdrawal of the Federal government from a major role in producing assisted housing, our efforts over the past two decades have spanned a wide range, from the use of Mortgage Revenue Bonds in the early 1980’s,  to the creation of a unique public/private partnership to generate equity investment in projects that received Low Income Housing Tax Credits, to development of the Oakland Homeownership Assistance Alliance in 1999, and issuance of a $40 million bond, secured by our Redevelopment Agency’s tax increment housing set-aside funds.  

All of these efforts have utilized the private capital markets and creative tools to provide capital at reduced costs for a wide variety of housing that includes very low income SROs,  family and senior rental housing, and low and moderate income homeownership.  The effect of these efforts often has relied on our ability to access and leverage federal and state dollars.  Oakland uses Federal sources such as HOME and CDBG in combination with local sources such as  Redevelopment Agency Tax Increment Funds and local general funds to address housing needs.  We partner with non-profit and for-profit entities that bring to the table other Federal funds, such as Section 202 and Section 811, low income housing tax credits, and private loan and equity capital, to produce affordable rental housing.   Since 1990 we have completed new construction or substantial rehabilitation on over 2,500 units of affordable rental housing, and assisted over 600 first time homebuyers.  An additional 1,000 housing units are currently in the pipeline.

Homeownership

In September of 1999, Oakland Mayor Jerry Brown announced the formation of the Oakland Homeownership Assistance Alliance.  The goal of the Alliance is to increase the number of homeowners in the City by 10,000 over the next five years.  Partners include both financial institutions – Freddie Mac, Bank of America and Wells Fargo Bank, and nonprofit organizations – the Local Initiatives Support Corporation (LISC), the Low Income Housing Fund (LIHF), the Homebuyer Assistance Center and Consumer Credit Counseling Services. Other partners are being added.  

This week, the Alliance is sponsoring a workshop and symposium that includes HUD, Fannie Mae and a significant number of major participants in the delivery system for homeownership.  Counseling classes will be offered in at least four languages.  Along with our partners, we have taken many steps to expand the options for first time homebuyers by using local funds for subsidies and down payment assistance.  We have used our using bonding capacity to establish the East Bay Delta Housing Finance Agency – a multi-city partnership with 9 municipalities – that provides a low down payment, lease option program for homebuyers that might otherwise be excluded because of  poor credit histories.  Other efforts include a partnership with Fannie Mae to develop additional innovative programs to address this need.

With the participation of the secondary market institutions, we have made tremendous strides to expand the availability of credit at terms that do prove useful.  These efforts must continue.  Recently, underwriting by the traditional lending community has been somewhat more restrictive for some borrowers.  Many prospective homeowners still cannot qualify due to credit problems or lack of credit.  

However, the most significant impediment for prospective homebuyers in the Bay Area is price.  The median price of a home in Oakland has increased more than 40% in the past two years.  The City has established a Mortgage Assistance Program that provides lower income homebuyers with loans of up to $50,000, with payments deferred until the house is sold.   We have recently had to stop using funds from the HOME program, because restrictive regulations made our program less effective and our buyers less competitive.  We now rely exclusively on local funds.  

HUD regulations required that the properties be certified as meeting federal housing quality standards,  and that required that we pay relocation benefits to tenants in houses purchased under the program, even though the program itself was causing no displacement.  These requirements put the program out of sync with the way the housing market operates.  For our homebuyers to compete in the real estate market, time is of the essence and implementation of these regulations precluded competition for properties.  HUD needs to look at market conditions and amend program requirements to meet local conditions and the realities of the private market.  

Another issue that has forced changes to our program is FHA’s rejection of the use of shared appreciation loans for second mortgages that bridge the affordability gap between FHA’s financing and market prices.  First time homebuyer programs must balance two objectives that are often in opposition to one another.  On the one hand, owners need to be provided with a reasonable rate of return so that when they sell the home, they can realize enough appreciation to afford another home without additional assistance.  On the other hand, public agencies need to recapture enough of the appreciation to limit windfall profits to assisted owners, and to ensure that enough funds are available to assist the next buyer.

In the past, our homebuyer programs used a formula where appreciation was shared between the City and the homeowner.  In one recent development, houses were sold to buyers for about $150,000 in 2000, the approximate market value.  The project has 15-year resale restrictions that require the house to be resold to buyers with incomes at or below 80% of area median income.  One home is being sold now, and because the value has risen to about $250,000 it is difficult and nearly impossible to find a new moderate income buyer that can qualify to purchase the home.  An equity sharing approach would have resolved this situation by allowing the City to recapture enough of this appreciation to assist a subsequent buyer.  However, because FHA would not consent to the use of second mortgages with shared appreciation provisions, the City’s assistance had to be structured as deferred loans with a simple interest rate of 3 percent.  As a result, the return to the City is insufficient to assist a new qualified buyer without additional funds, and the original owner has reaped substantial returns as a direct result of the City’s original assistance.

We are now looking at all our programs so that we can create a loan vehicle that can address the need to maintain long term affordability when a major governmental investment is involved in the provision of new housing to lower income first time homebuyers.  We would like to continue to utilize FHA-insured loans as a potential source for first mortgages, but we need greater flexibility and creativity on FHA’s part if we are to make this work.

Multifamily Housing Production and Finance

I have reviewed the testimony of Mr. Deasey and I would like to reaffirm several of the points he has made.  The most significant issue is the development of a long-term federal commitment to production and preservation of multi-family housing.  The LIHTC program has been able to generate significant capital investment, but much more needs to be done. 

Conventional sources of multifamily financing are of limited use in a market such as ours, where the cost of producing or rehabilitating housing requires substantial subsidies to make the rents affordable.   It is critical that the Section 8 program provide additional resources that can be used for both the production of new housing and to preserve the long-term affordability of existing affordable units in both the assisted and unassisted housing stock.

The City of Oakland is presently initiating an effort to purchase and rehabilitate existing multi-family rental properties.  We intend to finance the program with a combination of resources that could include mortgage revenue bonds, tax credits, and local subsidies as well as conventional financing.  As is true for many multifamily financing sources, the cost of amortizing debt often requires rents that are not affordable to low and moderate income households.  We had intended to work with our local housing authority to use project-based Section 8 vouchers to resolve this issue.  However, although the new HUD regulations regarding project basing of Section 8 are more flexible than in the past, there are still requirements that prohibit their use in most of Oakland, and the lack of long-term assurance of funding reduces their contribution to the financing.  

Lenders are requiring that local governments guarantee the additional income generated by Section 8 in case those subsidies end, or they will not count that income to underwrite debt.   HUD’s requirement that project-based assistance cannot be located in census tracts with a poverty rate greater than 20% precludes most of the areas of Oakland that do contain rental units.  This regulation, while well meaning, flies in the face of thinking that we need to develop our urban centers through smart growth for families with diverse economic status.  As Oakland has witnessed the development of a central core market for rental housing, the actual and prospective dislocation of lower income families is clearly a side effect.  To assure that workers can live in revitalized urban cores, flexibility of HUD program design must be considered. 

Private owners and investors continue to report that it is difficult to secure financing for acquisition, rehabilitation and/or refinancing of multifamily properties.    The expansion of the GSEs role in the secondary market for multifamily loans could expand the availability of credit in this area, in much the same way as has already occurred in the single family market.  The GSEs – Fannie Mae and Freddie Mac – should be encouraged to expand their role in this area.  The development of more uniform underwriting standards, standardized loan products, and a predictable secondary market for lenders would go a long way toward expanding the availability of multifamily financing.

Finally, we continue to encounter difficulties when attempting to use local subsidies to supplement multifamily financing provided under HUD’s programs, including Section 202, Section 811, and Section 221(d)4 insured loans.  HUD operates as if it were the sole lender, and imposes restrictions on local government assistance that are unreasonable and counter-productive.  For example, HUD will not allow subordinate financing to be secured by a deed of trust, and will not permit loan provisions that allow for any meaningful enforcement of local requirements.  In an environment in which multi-layered financing is the rule, HUD needs to operate as a partner with other governmental entities.

