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Rural Appendix Document

“Rural areas belong not only to those who live there, but to us all.  Their employment is a critical engine of national growth; their conservation and wise use a matter of national concern.  Finally, rural problems do not long remain rural.  People migrate.  Problems that begin in rural areas soon become urban problems as the rural jobless are drawn to urban areas.  Inevitably, therefore, concerns that appear to be isolated rural issues are, in fact, obstacles to national progress.” (Report to President George Bush by the President’s Council on Rural Development, 1992).

      To many minds, Rural America conjures up visions of golden grasses waving in a late afternoon breeze; shimmering lakes dappled with ducks, and forested mountain tracts.  However, mere yards from the traveled roadways exists another reality not as bucolic.  There one finds hollows dappled with leaking shacks, crowded border towns of substandard structures, and migrant communities and remote villages lacking, in some cases, even 19th century sanitary facilities. 

Rural households with housing problems in the 21st Century live in an underserved zone.  Indeed, housing conditions in rural areas have improved as they have in the rest of the country.  Yet, significant pockets of poverty and often inhumane living environments remain.  Nearly 6.2 million nonmetropolitan households have some kind of housing problem: physical inadequacies, overcrowding or cost burden.  The General Accounting Office’s September 2000 report (RURAL HOUSING: Options for Optimizing the Federal Role in Rural Housing Development) concluded that despite improvements, the quality of rural housing still lags behind that of urban housing.  GAO also found that in some remote rural areas the quality of housing is poor for some groups especially minorities.  In 1980, United States Department of Agriculture (USDA) programs assisted over 131,784 rural households but in 2001, only 64,794 (does not include rural rental assistance). 

The census defines “rural areas” as either open country or places of fewer than 2,500 residents.  All other larger areas are urban.  The Office of Management and Budget determines metropolitan and nonmetropolitan areas.  Nonmetropolitan areas are those counties that lie outside metropolitan statistical areas.  Metropolitan areas consist of counties with central cities of at least 50,000 residents and surrounding contiguous counties that are metropolitan in character.  Metropolitan areas can include rural places (under 2,500 people) and nonmetropolitan areas include both rural and urban places (2,500 or more residents).  Some researchers include the data on rural portions of metropolitan areas.  Others combine the census definitions and another category called “other urban” (more than 2,500 but less than 50,000 people).  USDA factors in the rural nature of an area and the serious lack of credit in its determination. 

This report will not attempt to define the term but will attempt to demonstrate a need for addressing unique rural community development needs. Rural areas do contain about 83 percent of the United State’s land.  On that land is found the bulk of the nation’s resources, 13,000 local governments and 2,288 counties.   Many Americans continue to prefer to live in rural areas.  In the years between 1990 and 1999, 2.2 million more Americans moved from the city to the country.  Three quarters of all rural counties added people.   In some rural areas of the country, the total employment base is rising as a result of technical and service firms locating just beyond the suburban office belts.  Others are experiencing an influx of retirees, weekenders and others in search of a tranquil life.  In yet other areas, change is not so positive.  In nearly one quarter of all non-metropolitan counties, poverty rates have remained persistently high, exceeding 20 percent of the population in each of the last four censuses. 

The Farmers Home Administration of USDA began providing loans for rural homeownership and home repair purposes in 1949 and for rental housing in 1962.  In 1994, Congress reorganized the agency’s housing and community development programs into a new mission area - Rural Development.  According to USDA’s website, Rural Development’s mission is to “enhance the ability of rural communities to develop, to grow, and to improve their quality of life by targeting financial and technical resources in areas of greatest need through activities of greatest potential”.   Rural Housing Service (RHS) is one of three agencies in this division.  The Rural Business-Cooperative Service includes cooperative development and technical assistance plus other business development programs and the Rural Utility Service offers telephone and electric programs along with water and sewer programs.   Programs shifting the funding from direct housing loans to guarantees for both homeownership and rental housing were added in the 1990s.  Over the years, as the role of agriculture in the rural economy has diminished, the attention given to housing programs assisted through USDA has also declined. 

Rural residents have limited access to mortgage credit.  The consolidation of the banking industry has left many remote areas without any bank branches.  The decisions on to whom and how to lend are often made at the larger consolidated banks by individuals located in cities and with little familiarity with unique rural needs.  USDA’s Economic Research Service reported in April 1997 that some financial markets serving rural communities, borrowers, and classes of credit are inefficient.  The poorest counties have the least competitive banking markets.   Even those families that qualify for loans pay higher interest rates for shorter-term loans than families in urban areas.  

Rural areas are also less likely to receive government-assisted mortgages.  In the mid- 1990s, 14.6 percent of non-metropolitan and 24 percent of metropolitan residents received federal aid.  Only six percent of FHA assistance in FY 1996 went to non-metropolitan areas.  Per capita spending in non-metropolitan areas by the Veterans Administration was is only about a third that of metropolitan areas. 

Contrary to popular belief, development of housing in rural areas is not markedly cheaper than development of comparable housing in urban/suburban areas.   Water systems must often be developed or improved, roads graded and paved, and electricity lines installed.  Development often takes longer as great distances must be covered by inspectors, appraisers, and contractors.  In some remote areas, delivery of building materials is an annual event - when the ice thaws and the boats can get through.   

The Commission supports RHS programs (particularly those listed below) and believes that rural areas should receive a proportionate share of other housing assistance.  Vouchers typically do not work in rural areas because there is little adequate supply from which voucher holders can choose.   Some of the other (HUD) housing programs would and could work in rural areas if more specifically targeted to them.  Like the HUD multifamily stock, the RHS inventory is aging and in need of additional infusions of capital to continue to house needy families.  Owners of Section 515 projects wish to leave the program and there is a need for incentives to urge them to stay or to transfer to nonprofit organizations that seek to preserve them in perpetuity.   There is a concern about the smart growth movement and its impact on the development of needed housing in rural areas.  There is also a need for consistently funded capacity building in rural areas and for access to credit on terms comparable to those available in urban areas.  RHS staff must be expanded to support an expansion of the programs and to continue to supervise the maintenance of the inventory.  

Rural Housing Service Programs

Rental Housing

Although homeownership is the preferred type of tenure in rural areas (75 percent vs. 67 percent nationally) perhaps the greatest housing need in rural areas is that for affordable rental housing and the preservation of that housing.  According to the Housing Assistance Council, more than one million rural rental households experience worst case needs; that is they have very low incomes, are extremely cost burdened and/or inadequately housed, and do not receive federal housing assistance.  Cost burden is the most significant problem for rural renters, more than one third of who pay over 30 percent of their income for housing (90 percent pay more than 50 percent and 60 percent pay more than 70 percent).  There is no place in the country – no state, metropolitan areas, rural county or New England town – where the prevailing wage is enough to afford the HUD-established Fair Market Rent for a two-bedroom apartment.  In 1970, there was a surplus of 700,000 units.  In 1990, there were 3.8 million more renters than there were units affordable to them. 

The Section 515 program provides direct loans to nonprofit and for profit developers for multifamily housing for very low-, low- and moderate-income families, elderly persons, and persons with disabilities.  Loans are for up to 30 years at an effective interest rate and are amortized over 50 years.  In new projects, 95 percent of the tenants must have very low incomes.  The National Association of Homebuilders estimates that Section 515 in fiscal year 1993, generated $326 million in wages within a $573 million program.   The program provides employment and helps to stabilize rural communities.  It has a delinquency rate of only 1.5 percent.   It is used in conjunction with the Low Income Tax Credit program to make such units affordable in rural areas.  It serves rural households with incomes averaging $8,000 per year.  The number of units in the 515 portfolio at the end of 2001 was 469,379.  The proportion of elderly, disabled or handicapped tenants (eligible to occupy elderly housing) is 56.6%.

Funding for Section 515 assistance has been drastically curtailed due in part to concerns about costs and abuses in the program.  Those concerns have been addressed but notwithstanding, funds have been reduced from $540 million in FY 1994, to $114.1 million in FY 2002.  In 1979, the program provided funds for 38,650 rental units.  In  2001, the number of units expected to be constructed was only 2,247.  In actuality, only 1,578 units were developed.  RHS used roughly half the appropriation for Section 515 in FY 2001 to provide financing to maintain and preserve the existing portfolio of Section 515 units.  Investment in rural rental housing is at its lowest level in more than 25 years.   By some estimates, the funding level is approximately 15 percent in non-inflation adjusted dollars of what it was 17 years ago.  By another, federal spending for subsidized rural rental housing has been cut by 73 percent since 1994.   As of the end of fiscal year 2001, 524,813 units had been assisted, approximately 56 percent of which are occupied by the elderly, disabled and handicapped.  

RHS also guarantees loans under its Rural Rental Guaranteed Loan Program (Section 538).  Guarantees are provided for construction, acquisition or rehabilitation.  Lenders are those eligible by Fannie Mae, Freddie Mac, Federal Home Loan Bank or HUD for multifamily guaranteed loan programs.  Occupants may have incomes up to 115% of area median income.  Maximum rent is 30 percent of 100 percent of median income but the average is 30 percent of 100 percent of median.  Loan rates must be fixed and based on the 30-year Treasury Bond rate on the day prior to closing.  

The Commission also recommends that Congress consider the Rural Rental Housing Act of 2001 and other proposals that would spur the creation of additional housing in rural areas.   This legislation, introduced by Senators Edwards, Jeffords, Leahy, and Wellstone, in March 2001 (S.652) would provide $250 million to USDA to allocate to states based on their share of rural substandard units and of the rural population living in poverty (with smaller states guaranteed a minimum of $2 million).  State or non-profit intermediaries would be required to match the federal dollars on a one-to-one basis.  Funds could be used for acquisition, rehabilitation and construction of rental housing for persons with incomes below 80 percent of the area median.  Funds would be made available in the form of capital grants, direct, subsidized loans, guarantees and other forms of financing.    It could compliment the assistance provided through the Section 515 program or be used to provide needed new construction in isolated areas. 

Rental Assistance

The Commission recommends that Congress expand amount of funding for rural rental assistance (Section 521) to assist in the development of affordable housing in rural areas and to preserve what exists now.

Persons with very low and low income, elderly persons and persons with disabilities are eligible for this additional assistance if they are unable to pay the basic monthly rent within 30 percent of adjusted monthly income.  RHS and the project owner execute a five-year contract in which RHS commits payments on behalf of tenants in a designated number or percentage of the units.   The contract may be renewed as funds are made available. 

Three quarters of the tenants residing in RHS Section 515 projects currently receive some sort of rental assistance but many more are in need of such assistance and will most likely need it if units are transferred to new owners.  As of January 2001, RHS reported that 74,377 of the 432,246 occupied Section 515 units were overburdened.  In other words, such households were paying more than 30 % of their income for housing.  As of January 2001, 54.1% of all tenants residing in Section 515 units received Section 521 assistance but 30.5% of all 515 tenants did not receive any rent subsidy at all.  In addition, many of the efforts of section  515 owners and RHS to secure third party financing for rehabilitation and preservation are jeopardized by the lack of section 521 assistance.  As rents are increased to cover additional debt service for third party debt, many rent overburdened tenants without Rental Assistance are faced with having to pay even greater percentages of income for housing.

Single Family Programs

As mentioned above, homeownership is the preferred tenure in rural areas.  Yet much of that ownership is in the form of mobile homes, which may not be the preferred type of home but the only option.  Fifteen percent of rural households live in mobile homes compared to seven percent nationwide.   The Commission urges the Congress to increase funding for RHS single-family homeownership subsidized direct loans and guarantees (Section 502) with greater emphasis on direct loans, which serve a lower income population.

Section 502 direct loans are used to help low income housing households purchase homes.  They can be used to build, repair, renovate, or relocate a home, or to purchase and prepare sites including providing water and sewage facilities.  Applicants must have incomes below 80 % of the area median.  Loans are for up to 33 years (in some cases 38 years).  The interest rate and the amount of subsidy are determined by family income as a percentage of AMI so that a family pays from 22-26 percent of income for principal, interest, taxes, and insurance.  There is no down payment requirement.  Houses purchased with 502 assistance must be modest in size, design, and cost – pegged to the FHA standards.  In the mid-1990s, USDA calculated that a single-family home financed by the Section 502 direct program generated 1.75 jobs, $50,201 in wages, and $20,560 in annual tax revenues to rural America.  

The amount of funds appropriated for the 502 programs should be increased to at least $6 billion per year (to only begin to make up for the shortfall over the last decade) and divided equally between the guaranteed and direct loan program.  To serve even lower income households, the commission could recommend that RHS restore the subsidy mechanism to the pre-1995 interest credit system.  RHS Single Family loan programs have been disproportionately reduced compared to the need.  For FY 2002, Congress appropriated $1.1 billion for direct loans - $600 million less than the 1994 appropriation.  As of 6/19/01, there was a $5.5 million backlog of requests for Section 502 direct loans.  The average household income in 1999 of a Section 502 household was $19,369.

Funds for the Section 502 program have been shifted over the years from the direct loan program to the guaranteed program (which serves households with incomes at or below 115 percent of area median).  Under the guarantee program, RHS provides a 100 percent guarantee on loans made by commercial lenders for the first 35 percent of the original loan and the remaining 65% at 85 percent of the loss.  While the need for loans for housing for all populations in rural areas is critical, the needs of the lowest income households are arguably the greater of the two.   The average income of a Section 502 guaranteed loan borrower was $33,285 in 1999.  

In 1979, the direct program funded 93,400 units and the guaranteed program, only 374.  In 1998, the direct loan program funded 15,563 units and the guaranteed program, 39,144.  For FY 2002, Congress appropriated $1.1 billion for the direct program and $3.2 for the guaranteed program.  According to 1997 Annual Housing Survey data, 45.6% of homeowner households and 20.6% of renter households in nonmetropolitan areas have incomes above 115% of AMI.  According to USDA’s Economic Research Service (briefing room -11/27/00), high per capita levels of direct loans frequently occurred in rural communities that were remote from metropolitan areas, while loan guarantees were concentrated in nonmetropolitan counties near metropolitan areas, and in the eligible parts of metropolitan counties.  

The value of counseling has been proven in numerous studies.  The Commission recommends that a $500 counseling fee be an allowable cost in a Section 502 loan.  In many rural areas there are few counseling options available.  This would provide rural community development corporations with funds to counsel families they are serving.  RHS should allow rural program managers to refer applicants to organizations that provide homeownership counseling.  This fee will not add much to the overall cost of the home to the borrower.  Other fees/costs which are currently allowed to be included in the loan even if they exceed appraisal are: tax service fee, initial escrow, and appraisal.

Community Facilities 

Rural communities need more than housing if they are to prosper.  They need healthcare facilities, schools, libraries, firehouses and community centers.  RHS provides direct loans and guarantees to develop such essential community facilities in rural areas and towns of up to 20,000 in population.  Eligible uses include construction, enlargement, or improvement to such facilities.  For the direct loan program there are three levels of interest rates which are determined by the median income of the area being served and type of project.  For the guaranteed loan program, the interest rate is the lender’s customary interest rate for similar projects.   The Commission urges a continuation and further expansion of this program. 

Mutual Self-Help Housing Program (including Section 523 grants).
The Section 502 Mutual Self-Help Housing Loan program is used primarily to help very low- and low-income households construct their own homes.  It is targeted to families who are unable to buy decent, safe, and sanitary housing through conventional methods.  At least 40 percent of the funding must be used to assist the very low-income.  Families perform a substantial amount of the construction on each other’s homes under qualified supervision. The program creates greater pride of ownership, facilitating home maintenance skills, and provides economic stimulus.  Approximately 65 percent of the labor needed to build is the buyer’s “sweat equity”, allowing them to purchase the house at a more affordable cost.  

Past Self-Help borrowers have exceptional track records - over half have paid their loans in full or graduated to private credit.  Others have used construction skills learned through the program to get other jobs.  Self-Help homeowners have often inspired neighbors to improve their own homes and have broad benefits.   

Home Repair Programs

There are two RHS programs worthy of funding.  The RHS Section 504 program provides loans and grants to very low-income rural homeowners to remove health and safety hazards in their homes and to make homes accessible for persons with disabilities.  To obtain a loan, homeowners must be unable to obtain affordable credit elsewhere.  Grants are only available to homeowners who are 62 or older and who cannot repay a Section 504 loan.  Loans of up to $20,000 at an interest rate of one percent and grants of up to $7,500 are available.  

The RHS Section 533 program was authorized in 1983.  It provides grants to sponsoring organizations for the repair or rehabilitation of low- and very low-income housing.  Eligible sponsors include state agencies, units of local government, Native American tribes and nonprofit organizations.  The match often makes the program inoperable in remote rural areas and should be reduced. 

Farmworker Housing

The Commission recommends an annual appropriation of $500 million annually, which would provide approximately 11,000 units.   The 514/516 program provides 1% loans of 33-year terms to nonprofit, for profit, or public entities for construction of rental housing for domestic farm laborers.  Grants of up to 90 percent of the cost of construction are available to nonprofit and public entities only.  The current funding level is $34 million, which will provide only about 700-750 units.  There is over $100 million in pending applications.  

Farmworker households are some of the poorest yet least-assisted households in the nation.  Approximately 52% of farmworker households’ incomes are below the poverty threshold – four times the national rate.  Migrant farmworkers fare even worse - 75% of them have incomes below the poverty line (Dear Colleague letter from Congresswoman Roybal-Allard to Chairman Henry Bonilla, 3/20/01).  The poverty rates are primarily due to the low wages earned for agricultural work.  Farm workers live in some of the worst housing in the country.  

The Housing Assistance Council conducted a survey of farmworker housing conditions in the Eastern, Midwestern and Western migrant streams from December 1997 through June 2000.  Its purpose was to determine the typical structural, ownership, quality and cost characteristics of housing occupied by migrant, seasonal and year-round farmworkers.  Of those units surveyed, almost 52 percent were crowded, 26 percent were adjacent to fields where pesticides were applied, 22 percent had stoves, refrigerators and toilets either broken or missing, 22 percent had serious structural problems, 29 had peeling paint or plaster or water leakage, 17 were severely substandard and 16 were moderately substandard.  Thirty-eight of the households surveyed had incomes of 50 percent or less of the area median.  Among all households, 29 percent had housing cost burden, paying more than 30 percent of their monthly income for housing.  According to the Department of Labor, the average farmworker earns between $2,500 and $5,000 annually with 75 percent earning less than $10,000 per year (NO REFUGE FROM THE FIELDS: Finding From a Survey of Farmworker Housing Conditions in the United States, September 2001). 

In California alone, anywhere from 500,000 to 900,000 people spend some part of the year working in that state’s $27 billion-a year agricultural industry.  According to a University of California at Davis study, there is a shortfall of about 121,000 units needed to house migrant farmworkers and 164,000 to house non-migrants in the state.  There were only 900 units of employer-owned units for workers in the state as of 1994.   The San Joaquin Valley, also in California contains three booming metropolitan areas (Bakersfield, Fresno, and Sacramento), but is also contains some of the most persistent poverty and underemployment in the country (see testimony of Robert Weiner at the Los Angeles hearing). 

Preservation

The Commission recommends that Congress appropriate sufficient funds to enable RHS to fund all currently approved equity loans and on an annual basis appropriate sums necessary to fund future incentive offers. Nearly 300,000 units of rental housing administered by the RHS are at risk of prepayment.  Most are located in rural communities with few alternative housing resources.  RHS estimates that there is approximately $100 million in demand for equity loans.  This includes over $10 million in approved, but un-funded requests some of which date back three to four years. 

In 1987, Congress adopted legislation that authorizes RHS to offer financial incentives in the form of an equity loan and an increased rate of return on investment to owners of Section 515 projects to encourage them to remain in the program for at last another 20 years and precluded them from prepaying their loans unless: (1) they agreed to maintain the housing as affordable housing for the balance of the term of any existing use restriction and to offer the housing for sale to a nonprofit or public agency at the end of the term; (2) they agreed not to displace current residents and RHS determined that the prepayment would not affect minority housing opportunities in the community; or (3) RHS determines that the prepayment will not affect minority housing opportunities in the community, that there is an adequate supply of safe, decent and affordable housing in the community and that such rental housing will be made available to tenants upon displacement. 

A qualified nonprofit or public organization that purchases a prepaying project is entitled to a grant of up to $10,000 to cover direct costs involved in the purchase and acceptance of responsibility for the project.  The Commission recommends that this amount be increased from $10,000 to $25,000 to cover the administrative costs of preparing financing and related documents to acquire such properties.  In the 14 years that RHS has had prepayment restrictions and authority to require the transfer of Section 515 housing to public or nonprofit owners that will preserve the housing, only a small number of units have been transferred to such owners.  The $10,000 does not begin to cover expenses such as engineering fees, financial consultants, and attorneys. 

      
Under the current statutory scheme, residents are not entirely protected from displacement upon transfer of units.  RHS should be given authority similar to HUD to provide tenants threatened with displacement with enhanced vouchers that would allow them to remain in their homes after prepayment.  A set-aside of vouchers from HUD could be allocated to preserve these projects.  This would prevent the emotionally disturbing displacement of vulnerable households.  It treats households residing in rental housing financed by RHS similarly to those residing in units assisted by HUD. 

      Rural Utilities Service
Hundreds of rural communities nationwide do not have access to clean drinking water and safe waster disposal systems.  Using 1990 census data, the Rural Community Assistance Program determined that 1.1 million people in rural communities still live without these basic necessities.  In its 1997 Drinking Water Infrastructure Survey, the EPA estimated that over the next 20 years, water systems serving communities of less than 10,000 people would require $37.2 billion in funding for water systems and upgrades.  A 1996 survey demonstrated that communities of up to 10,000 residents would need 21,000 wastewater treatment facilities by 2016 at a cost of approximately $14 billion.  Environmental and health hazards resulting from untreated water have profound effects.  Approximately one fifth of the communities served by Rural Utilities Service are below the national poverty line.  A 1995 USDA needs assessment of rural areas showed that more than one million households had no indoor plumbing.   In May 1999, 51 senators wrote to the Senate Appropriations Committee that three million people still lived with inadequate waste disposal systems. 

The USDA through the Rural Utility Service offers water and wastewater loans and grants.  Direct loans may be made to develop water and wastewater systems, including solid waste disposal and storm drainage in towns with populations of 10,000 or less.  Funds are available to public entities such as municipalities, counties, special purpose districts and Indian tribes.  Priority is given to areas with less than 5,500 people.  Guaranteed loans may be made for the same purpose – the guarantee will not exceed 80 percent on any loss of interest and principal on the loan.  Grants may also be made in some instances up to 75 percent of eligible project costs.   The Commission recommends an annual funding level of $1.2 billion in loans and $700 million in grants. 

     Underserved distressed areas 

The Commission encourages RHS to continue to target resources to underserved areas including colonias, the Mississippi Delta, Appalachia and Indian Areas (needs in Indian Areas are described elsewhere in the report and appendix). 

. 

The U.S.-Mexico border region, which includes parts of Arizona, California, New Mexico and Texas, suffers from rates of poverty, substandard housing, and housing cost burden significantly higher than those for the U.S. as a whole.  State and local studies and anecdotal information suggest that a high proportion of the border’s problems are concentrated in “colonias” occupied primarily by low-income Hispanic persons of Mexican origin.  The colonias are small rural communities defined primarily by their lack of some basic amenities such as water and sewage systems, decent housing, paved roads, and standard mortgage financing.  They are home to over 1.5 million people.  The National Affordable Housing Act (NAHA) required the four border states to set aside 10 percent of their CDBG funds for colonias and defined them as identifiable communities within 150 miles of the U.S.-Mexico border.  

The Lower Mississippi Delta region of the United States has had extreme rates of poverty for decades.   A 1988 Congressional commission expanded the region’s definition from 43 counties to 219 counties in portions of seven states.  The area’s high incidence of poverty is closely related to its racial composition.  Its population is more rural than the population of the U.S. as a whole and its householders more likely to be elderly.  The poverty rate was 23 percent in 1989.  Despite two of the Lower Mississippi Delta states being among the six U.S. state with the lowest median rent and homeownership costs, the percentage of cost-burdened households in the region is high.   

Needs in Appalachian regions have also not been met and should be addressed.  Poverty rates in the region are overwhelming.  The 1990 Census national poverty rate was 12.8 percent – in Appalachia it was 19 percent.  Kentucky and West Virginia have the highest rates of poverty in their Appalachian counties, with 28 percent and 20 percent below poverty respectively.  Tennessee and Virginia each have poverty rates of 16 percent.  While there have been significant improvements, substandard housing remains a serious problem.  Census data shows that 46 percent of Kentucky’s Appalachian counties have serious problems with substandard housing. In West Virginia, over 70,000 owner-occupied units are substandard.  

In 1990, Congress directed that a percentage of rural housing funds be allocated to rural areas with high concentrations of poverty and substandard housing and where little housing assistance had been allocated the previous year.  Concern has been raised about the size of the areas being evaluated and the areas benefiting from awards.  This formula should be revised to address some of the critical housing needs described above.  

Rural areas of the country should get a fair share of other housing programs based on objective measures of proportionate housing need. 

By definition, rural areas are both remote and lightly populated.  Thus, their needs are harder to serve than most urban needs and are often neglected by mainstream housing programs, including HOME, Community Development Block Grant (CDBG), and Low Income Housing Tax Credit Units.   

Data on both CDBG and HOME demonstrate that they do not address needs in rural areas.  In the CDBG program, states must provide 30 percent of their total funds to communities with populations below 50,000.  This means that small rural communities must compete, often unsuccessfully, with larger jurisdictions for funding.  In the HOME program, states have the authority to use funds in non-participating jurisdiction areas but are not required to do so.  The National Council of State Housing Agencies indicates that 25 percent of HOME funds went to non-metro and rural areas but states have various definitions of rural.  

The Housing Assistance Council research on McKinney-Vento Act distributions found that funds were most likely to reach rural areas when set-aside for them.  Similarly HAC research on the HOME program found that states directed a substantial portion (43 percent) of their HOME funds to cities and metropolitan areas that were also likely to be eligible to receive HOME funds directly from HUD, while providing rural areas with proportionately fewer HOME dollars and units than their share of poverty or substandard housing warrants. 

The Commission recommends that allocation of funds be based on the percentage of households with housing problems as measured by the Census (lacking complete plumbing or kitchens or paying more than 50% of income for housing) who live in rural towns with populations under 25,000.  In addition, states should be required to develop implementation plans that adequately and accurately address rural housing needs.   Matching requirements should be waived for projects in small, poor communities. 

In a recent survey conducted by the National Congress for Community Economic Development, rural community development organizations reported developing less than 1/5 as many tax credit units as had their urban counterparts. 

Other Recommendations

Nine percent LIHTC for rental projects assisted with RHS funds
The Commission recommends that Section 42 of the Internal Revenue Code be amended to permit the use of the nine percent tax credit when used in conjunction with RHS programs.  This will allow for a deeper subsidy, where the State Housing Finance Agencies believe it is warranted, to provide for the development of new or the rehabilitation of existing housing.  Congress has already approved the inclusion of below-market federal finance as eligible for the nine percent credit where the financing will be used to reach an otherwise difficult to serve population.  For example, this has been provided to the HOME, public housing, and Section 8 programs.   RHS programs when combined with a four percent tax credit are usually insufficient to generate development or redevelopment in difficult to develop areas.

Mandate that RHS loan funds be carried over from one fiscal year to the next.
While the direct loan programs are typically oversubscribed, at the end of this fiscal year, RHS expects to have $1 billion for the single family guaranteed loan program that will be used and which will be recaptured.  Lenders and builders that have projects in the works are forced to accrue extra interest and carrying charges during this time period between one fiscal year and the next.  Mandating carryover would eliminate the start and stop in funding cycles that drive lenders and builders away from government programs and would equate RHS and HUD, which already allows for carryover in its programs.  Other rural programs, such as the Business and Industry guarantee program do have carryover authority.  That program expects to have $400,000 million in carryover funds in addition to the $1 billion appropriated for FY 2002.

Rental properties developed under both the section 515 and 538 programs involve long development periods, often stretching two to three years.  Funding cycles for the various sources of funds used in conjunction with RHS multi-family programs, such as tax credit and HOME funds, often require that funds be committed by one funding source prior to the award of funds by a second or third source.  The flexibility to carry over funds under both the section 515 and 538 programs is needed to ensure that properties proposed for funding can count on the RHS obligation of funds remaining in place while other funding sources are committed.  Funds under the section 514 Farm Labor Housing program also currently have such carry over ability.     

Use recaptured Section 502 funds for housing purposes.

Since 1977, USDA has recaptured interest subsidy funds upon the sale of Section 502 properties.  These proceeds are then returned to the U.S. Treasury and reallocated for purposes other than housing.  Over the history of the program, approximately $1.45 billion has been returned to the government.  Recapturing these funds would provide additional monies for housing.  These are funds, which have already been allocated for housing purposes housing.  On the downside, Treasury would no longer have this revenue. 

Focus Group Recommendations

The following recommendations were not elaborated upon above or agreed to by all Commissioners.  They do however reflect the consensus of participants at the rural focus meeting on October 30, 2001.   The Commission received written comments from at least 21 individuals/organizations on rural housing needs and programs (not including those submitted specifically on Native American issues).  The Commission held two focus sessions in D.C. to gather additional information.  The first of these was held on April 1st, and was chaired by Commissioner Kellom.  It was attended by 29 people representing developers, national intermediaries, advocacy organizations, homebuilders, and RHS staff.  A second meeting was held with approximately 18 of the same organizations/individuals on October 30th.   Commissioner Dolbeare chaired this meeting and Commissioners Stanley and Fauske participated by phone.   The Commission heard testimony about rural housing needs from two witnesses at the Los Angeles hearing.  In addition, Commissioner Dolbeare and staff met with RHS staff to discuss various rural rental housing problems and programs.  Staff subsequently met with RHS single-family staff. 

      Create incentives for homebuyer counseling by offering discounts to borrowers in Rural Development programs.

In the late 1990s, FHA allowed borrowers to reduce mortgage insurance premiums in exchange for taking a course and attending counseling.  That option was eliminated in the most recent premium reductions, however.  Counseling providers have suggested this discount strongly encouraged customers to seek pre-purchase services.  Reducing interest rates, mortgage insurance premiums and fees for counseled buyers are logical and fair, given counseling’s role in reducing the risk of default.  However these counseling programs do incur costs that may reduce the numbers of homebuyers served in the near term.  Buyers mandated to take counseling may face barriers in finding a local provider.  The current system of delivering homebuyer education serves approximately 10 percent of the lower-

income, first time buyer market.   Such a discount could be provided either through a reduction of the rate or a discount on the fee.

Mandate a set aside of Low Income Housing Tax Credits (rental and any future homeownership credits) in rural areas.

Smaller projects located in rural areas are often more difficult to develop and therefore do not compete well for tax credit dollars.  Some states reserve a portion of such funds for rural areas and others do not.  This change would ensure that households in need of housing in all geographic areas are treated more equitably and that areas in which needs are often more pronounced receive their fair share.  In addition, such a set-aside should address the need for tax credits in the preservation and rehabilitation of rural rental properties. 

Expand the capacity of non-profit organizations in rural areas by increasing funds for the Rural Community Development Initiative (RCDI) program at USDA, the Self-Help Homeownership Opportunity Program (SHOP), and the Rural Housing and Economic Development Initiative (RHED) programs at HUD.

In the first year of funding of the RHED program, 749 organizations applied for funding and only 91 grants could be awarded.  Native American organizations faced with extreme housing challenges have applied for and received several of these grants.   In the days of relatively high Section 502 funding levels, private homebuilders were a principal intermediary for those seeking rural homeownership.  They often assisted families in preparing applications for Section 502 and navigating the paperwork maze.  In an era of reduced funding, many builders have withdrawn, leaving nonprofit organizations to fill the gap by patching together multiple funding sources and counseling families.  

Expand CRA and HMDA
Many changes could be made to HMDA and CRA including requiring lenders to report mortgage loans in rural areas in HMDA, enact regulatory changes that review lending activity in rural areas similar to urban areas, require the Federal banking regulators to conduct training, and require lenders with branches in multiple states to include Indian reservations in their assessment areas.  All of these efforts would allow for greater information compliance and equity for rural areas but with an increased cost to lenders and the government.  Currently some non-MS develop special examination procedures on lending in Indian reservations. Currently some non-MSA loans are reported in HMDA, but such reporting is optional.  Many lenders find the costs of removing exempt loans from national disclosure data is more difficult than including it.  HMDA and CRA regulations may be burdensome for smaller lenders or lenders with a small volume of mortgage lending.  Tightening current thresholds for lender volume and location may increase lenders willingness to offer credit in rural areas, however.  

Ensure that smart growth policies do not prohibit the development of needed affordable housing in rural areas. 

Tools such as growth boundaries create shortages of developable land and direct future growth to already developed areas.  Housing costs within the area defined for growth may then increase, pricing lower income residents out of the market.  There are many ways that the smart growth movement can facilitate the development by linking housing to jobs, transportation, services, recreation and environmental health several of which are described in a recent edition of the Housing Assistance Council’s Rural Voices (Winter 2001-2002, Volume 7, No. 1).
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