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July 10, 2001

Susan Molinari, Co-Chair

Richard Ravitch, Co-Chair

Millennial Housing Commission

800 North Capitol Street, NW

Washington, DC 20002

Dear Ms. Molinari and Mr. Ravitch:

Thank you for your letter of April 4, 2001 requesting proposals and comments from us for the report and recommendations that you are preparing on housing policy in the United States.  The report by the Millennial Housing Commission will help to formulate housing policy in the new century and we are pleased to provide the enclosed comments for your consideration.

The Mortgage Bankers Association of America (MBA) has over 2800 corporate members representing all facets of the real estate finance industry, including mortgage banking companies, mortgage brokers, commercial banks, thrifts, investment banks, life insurance companies and others who serve those who originate, service and aggregate mortgages—technology providers, title companies, mortgage insurers, law firms, etc.  MBA member companies employ nearly 300,000 people in virtually every community throughout the country.

MBA serves its membership by representing their legislative and regulatory interests before the US Congress and federal agencies; by meeting their educational needs through various conferences, seminars and a range of publications; and by supporting their business interests with a variety of research initiatives.  MBA works to ensure the continued strength of the nation’s residential and commercial real estate markets; to expand homeownership through increased affordability and new loan products; to extend equal access to affordable housing to all Americans; and to promote fair and ethical lending practices.

Earlier this year, the MBA issued its “Blueprint for Reform of the Real Estate Industry” (Blueprint).  This Blueprint lays out an agenda to increase affordable housing, strengthen commercial investment in our cities, expand homeownership and affordable rental housing and improve equal access to credit for all Americans.   Some of the steps outlined in the Blueprint recommend legislative action, while others require regulatory or administrative changes.  In our opinion, all of the recommended proposals will enhance housing opportunities in America.  We have enclosed a copy of the Blueprint for your information. 

In your letter, you asked us to answer a series of questions.  Several of the questions you asked do not pertain to issues that are relevant to our membership, so we have eliminated them from this response.  We have provided answers to the questions for which our membership has a stated position or interest.  In addition, we are enclosing two papers prepared by MBA on specific topics that you inquired about—“Low Income Housing Tax Credit” and “A New Multifamily Housing Production Program.”  These papers, along with the Blueprint, will answer many of the questions you asked about these subjects.

If you have any questions concerning this letter, please contact Bud Carter of my staff, whose telephone number is (202) 557-2859.

Sincerely,

Howard Glaser

Enclosures

MBA Responses to Millennial Housing Commission Questions

A Blueprint for Reform of the Real Estate Industry

MBA Paper entitled “Low Income Housing Tax Credit”

MBA Paper entitled “A New Multifamily Production Program”

MBA Responses to 

Millennial Housing Commission Questions

Housing Finance

How can access to capital for homeownership (for refinancing as well as purchase) be improved for those who currently fall through the gaps?

MBA believes that access to capital for homeownership for those that fall through the gaps (low and moderate incomes families, minorities, etc.) is best achieved by maintaining a strong commitment to the Federal government’s homeownership programs (FHA,VA and RHS) and by providing comprehensive financial literacy and homebuyer education and counseling programs.  The FHA, VA and RHS all offer homeownership programs that require very low downpayment or no downpayment by the borrower and flexible underwriting guidelines.  Because of these features, these programs play a critical role in expanding homeownership opportunities.

The FHA home mortgage insurance program needs to be expanded and strengthened.   Because of its low downpayment requirements and flexible underwriting guidelines, the FHA program serves families who would not qualify for conventional financing.  As a result, 80% of  FHA homebuyers are first time buyers and nearly 42% are minorities.  These percentages far exceed the conventional mortgage market.  But the FHA program could do more, if several legislative and regulatory changes were made to it to make it even more useable.  A comprehensive list of these changes is included in the attached MBA Blueprint, but the legislative changes specifically would include:

· Making permanent the streamlined downpayment calculation for FHA mortgages that will expire on December 31, 2002.  Several years ago the Congress changed the formula for calculating the downpayment requirements for FHA loans to make them more affordable and understandable to the borrower.  Now, these provisions should be permanently extended.  If the provisions are not extended, the downpayment requirements for FHA loans will significantly increase on January 1, 2003.

· Providing diversification of FHA’s product mix by allowing FHA to insure hybrid adjustable rate mortgages (ARMs) and other new and innovative loan products (at least on a limited basis), as the marketplace dictates, without requiring FHA to have specific legislative authority for each product.  This change would foster innovation and allow FHA to respond more quickly to changes in the marketplace.  (Hybrid ARMs have an initial fixed interest rate for the first 3-10 years with adjustments to the interest rate annually thereafter.  Hybrid ARMs are commonly referred to as 3/1, 5/1, 7/1 and 10/1 ARMs.  A hybrid ARM usually has an initial interest rate that is lower than a 30 year fixed rate loan and is less risky than a one year ARM because of the initial fixed interest rate period.)

· Establishing a uniform, nationwide loan limit for FHA Home Equity Conversion Mortgages (reverse mortgages) that is equal to the FHA high cost mortgage limit.  A reverse mortgage can be used by senior homeowners who are “house rich” but “cash poor” to convert the equity in their homes into a monthly cash payment.  But use of the reverse mortgage program is limited because of the restriction on loan amounts in the FHA program.  FHA loan amounts for its “forward’ or regular mortgages are limited and vary from county to county, depending on housing costs in the area.  Presently, the maximum FHA loan amount can range from $132,000 to $239,250.  In this way, FHA programs are focused primarily on low and moderate income families purchasing a home. These county by county loan limits also apply to FHA reverse mortgages.  However, there is no rationale for having county by county maximum loan amounts for reverse mortgages, because this is a program that serves seniors who already own their homes and are just trying to convert their equity into additional monthly income.  Therefore, under current law, a senior living in Des Moines in a home worth $175,000 can obtain a FHA insured reverse mortgage for only $132,000 (the maximum FHA loan amount in Des Moines) while a senior living in San Francisco with a home worth $175,000 can obtain a FHA insured reverse mortgage for the full $175,000 because the FHA loan limit in San Francisco is $239,250.  The FHA loan limit for reverse mortgages should be uniform nationwide so that there is no disparate treatment of seniors in this way.

The VA home loan program has enable millions of veterans to buy homes who may not have otherwise been able to do so.  The single greatest advantage of the VA program is the opportunity to purchase a home without any downpayment.  Many veterans and especially younger veterans have not had the opportunity to accumulate the funds for a downpayment because of their military service.  Typically, veterans have the necessary income to qualify for a mortgage, but not sufficient funds for the downpayment required by other mortgage programs.  As a result, 55% of veteran buyers are first time buyers.

The VA program can be strengthened and modernized to benefit more veterans by making several legislative changes.  These changes would include:

· Indexing the VA guaranty amount to the conforming Fannie/Freddie loan amount so that the guaranty amount keeps pace with rising house prices.  Currently, the VA guaranty amount is $50,750.  Because of secondary market restrictions, this results in a maximum VA loan amount of $203,000 (four times the guaranty amount).  This loan amount of $203,000 is significantly below the current Fannie Mae/Freddie Mac loan limit of $275,000 and fails to offer sufficient housing choices for veterans located in areas with high housing costs.  The VA guaranty amount should be indexed to the Fannie Mae/Freddie Mac loan limit and be set at 25% of that limit.  Based upon a current Fannie Mae/Freddie Mac loan limit of $275,000, the VA guaranty amount would be $68,750.

· Diversifying VA’s mortgage product mix by allowing VA to guarantee hybrid adjustable rate mortgages.  Hybrid ARMs have initial interest rates that are lower than thirty year fixed rate mortgages, but are less risky than one year ARMs because of the initial fixed rate period.

· Streamlining the VA program by permitting lenders to select their own appraisers.  Presently, VA itself, must assign appraisers to lenders in order to have property appraisals performed on the home to be purchased by the veteran.  The VA loan program is the only loan program that continues this anachronistic practice.  In conventional and FHA lending, lenders select their own appraisers so that the lender can provide borrowers with faster service and high levels of customer service.

The Rural Housing Service Guaranteed Loan Program is designed to facilitate access to home mortgage financing by families in rural areas who do not qualify for a loan to purchase a home without the government guarantee.  Numerous studies have documented the lack of affordable housing opportunities for low and moderate income families in rural areas.  The RHS program also has income limits.  In order to eligible for an RHS guaranteed loan, the family must not have an income that exceeds the greater of 115% of the average state metropolitan median family income and statewide median or 115% of the US median family income.  Legislative changes recommended for the RHS program include:

· Increasing the median income limits to at least 120%.

· Allowing borrowers to finance, in full, into the mortgage the two percent RHS guarantee fee paid by the borrower to be consistent with other government homeownership programs.  Such fees are able to financed in full in the FHA and VA programs.

· Allow RHS guaranteed loans to be streamline refinanced by RHS without regard to the income limits.  Streamline refinancing will save RHS borrowers time and money.

Equally important to the primary market is the role the secondary market agencies play in promoting homeownership.  The Government National Mortgage Association (Ginnie Mae) functions to support the FHA, VA and RHS programs by adding value and liquidity to their insured and guaranteed loans.  Lenders pool the government backed loans they have made and issue securities backed by these mortgages and guaranteed by Ginnie Mae.  Because of the Ginnie Mae guarantee of payment of principal and interest to the investors who buy the Ginnie Mae securities, the price received for these pooled loans is higher than if the loans were sold into the secondary market as just whole loans.  This pricing allows lenders to offer lower mortgage interest rates that are passed on to homebuyers.

Ginnie Mae also offers lenders incentives to lend money in underserved urban areas and rural areas under its Targeted Lending Initiative.  In these designated underserved areas Ginnie Mae reduces its guarantee fee, thereby further reducing the interest rate on the mortgage to make homeownership more affordable in these areas.  Legislative changes that need to be made to the Ginnie Mae program to maintain housing affordability include:

· Rolling back the three basis point increase in the Ginnie Mae guaranty fee scheduled to take effect in 2004.  There is no justification for this increase since the Ginnie Mae program already operates at a considerable profit, making $746 million in 1999.  Increasing the Ginnie Mae guaranty fee will only result in higher borrowing costs for low and moderate-income borrowers using the government backed mortgage programs.

MBA supports the vital role that the Government Sponsored Enterprises (GSEs)--Fannie Mae, Freddie Mac -- play in maintaining the liquidity and stability of the secondary market.  These GSEs can have a significant impact on providing affordable housing opportunities.  Accordingly, the MBA wishes to make the following points with regard to these GSEs:

· They should be encouraged to provide assistance to the secondary market for mortgages on housing; however, they should not be encouraged or allowed to compete in the primary market or expand to other markets that are well served by others.  They must focus on the missions prescribed in their charters and the clear distinction between primary and secondary market activities must be reaffirmed.

· It is appropriate for HUD to establish aggressive affordable housing goals for the GSEs so that they “lead the industry” in promoting affordable housing.

· They should assume some risk on their mortgage transactions and not transfer all of the risk to the primary mortgage market or other market participants.

· Consistent with their charters, they should be encouraged to undertake “activities relating to mortgages on housing for low and moderate income families involving a reasonable rate of return that may be less than the return earned on other activities.”

The Federal Home Loan Banks (FHLB) have developed the Mortgage Partnership Finance (MPF) Program and the Mortgage Purchase Program (MPP) to provide for the purchase of government and conventional mortgages by FHLBs.   MBA supports the development of the MPF and MPP programs as another avenue for the liquidity of mortgage loans and increased competition in the secondary market.  Currently, thrifts, commercial banks, life insurance companies, state housing agencies, credit unions and other lenders have access to the FHLB system.  However, independent mortgage companies do not have access to the FHLB system and the MPF and MPP programs.  The FHLBs should open their MPF and MPP programs to allow independent mortgage companies to compete for funds in a manner that acknowledges and respects the rights of the current members of the FHLBs. 

How can the multifamily housing finance delivery system be improved for housing production and preservation?

See attached MBA Paper entitled “A New Multifamily Production Program.” 

Preservation

How can we best provide the capital to finance the rehabilitation needs of the affordable housing stock (both public housing and assisted inventory)?

There is a continued need to have flexible residential renovation loan products available for homebuyers and investors.  Both Fannie Mae and Freddie Mac have renovation loan programs that can be used by both owners and investors, but must be made more flexible if they are to be broadly used.  For example, loan to value ratios for multiple unit properties (2-4 units) are often restricted below what is needed in many areas.  Fannie Mae has a restriction that the renovation costs cannot exceed 50% of the completed value, which often disqualifies low value properties for its program.  More flexibility is needed in conventional renovation loan products so that they meet the needs of more homebuyers.

There is only one program backed by the Federal government that is specifically targeted for residential renovation lending and that is the FHA Section 203k program.  While this FHA program has flexible underwriting guidelines and standards, it does not currently permit participation by private investors.  FHA suspended the program for investors back in 1996 because of increases in losses due to these loans.  However, private investors are often the first to risk capital to renovate properties in distressed neighborhoods, so suspending this program for investors certainly has hurt neighborhood revitalization efforts.  MBA believes that the Section 203k program could be reinstated for private investors with the implementation of reasonable safeguards to reduce risk, such as imposing a limit on the number of FHA loans an investor can have at any one time or reducing maximum loan to value ratios on these mortgages.   

Production

What are the merits of the various proposals to create a new multifamily housing production program?  What unmet needs are being addressed in each proposal?

See attached MBA Paper entitled “A New Multifamily Production Program.”

Tax Policy

How could the various tax policy tools (e.g., tax credits, bonds, passive loss allowances) be better used to promote (a) the production of affordable rental housing, including housing for extremely low income families, and (b) homeownership?

a. See attached MBA Paper entitled “Low Income Housing Tax Credit.”

b.  The MBA supports the Single Family Housing Tax Credit proposal contained in President Bush’s budget for FY 2002.  This “Renewing the Dream” tax credit program would support the rehabilitation or new construction of homes in distressed communities.  This program would provide investors with a tax credit of up to 50% of project costs for eligible rehabilitation or new construction.  Eligible areas would be census tracts with incomes at or below 80% of median, rural areas as defined by RHS and Native American trust lands.  

Regarding the preservation of affordable housing, what changes to tax policy would enable owners of assisted properties and older Low Income Housing Tax Credit units to either maintain these properties as affordable housing or to sell them to owners who would rehabilitate them?

See attached MBA Paper entitled “Low Income Housing Tax Credit.”

Community Linkages

Are there best practices that should be used in affordable housing programs so that housing assistance has a positive impact on the broader community and helps create healthy neighborhoods?  

Best practices can be used in the disposition of real estate owned (REO) programs and have very positive impacts on the broader community and help create healthy neighborhoods.  HUD’s Police Officer Next Door and Teacher Next Door REO programs are examples of such best practices.  These programs provide sales price discounts to police officers and teachers who purchase HUD REO located in HUD defined revitalization areas.  The MBA has partnered with HUD on this initiative by enlisting MBA member lenders to provide further discounts to police officers and teachers on closing costs or interest rates for these loan transactions.  Although HUD has temporarily suspended these two programs, we expect they will be reactivated on or about August 1, 2001.

Cross-Cutting Issues

How should technology be best used to meet housing challenges?

The mortgage lending industry is being revolutionized by technology and the use of the Internet.  Internet lending and the development of automated underwriting systems and credit scoring models are contributing to an ever faster and easier home buying and mortgage approval process.  The MBA has established the Mortgage Industry Standards Maintenance Organization (MISMO) to coordinate Internet based efforts to standardize real estate finance transactions.  Also, MBA is active in developing a Public Key Infrastructure (PKI) to assure security, confidentiality, identification and authentication in this new environment of Internet lending and the prospect of  “electronic mortgages.”  Please see the enclosed MBA Blueprint for a more thorough discussion of technology issues.

How should policies to increase housing availability and affordability best intersect with fair housing?

Fair lending, fair housing and equal access to mortgage credit are fundamental goals of the MBA.  Homeownership rates for minorities lag significantly behind homeownership rates for whites.  If we are to close these gaps in homeownership rates, a strong commitment to fair lending and fair housing principals must be our guide.  Please refer to the “Improving Access to Credit” chapter in the enclosed MBA Blueprint for a thorough discussion of this subject.  
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LOW-INCOME HOUSING TAX CREDIT

Since creation of the low-income housing tax credit program in 1986, fundamental changes have occurred in the nature of LIHTC investors, how investments are made, and how credit deals are structured.  Currently, most equity investors in low-income housing credit projects are corporate or institutional investors, rather than individual investors. There is much more competition for the credits and the rate of return on credit investments has decreased dramatically.  The nationwide credit allocation has been oversubscribed since 1995.
  Oversight at both the state and federal level has increased greatly.   Financing structures have changed so that the amount of leverage has generally decreased; the amount of equity in the deals is generally at least 50%.

Effective on January 1, 2000, the Community Renewal and New Markets Tax Act, besides significantly increasing the LIHTC amount, also made a number of other changes in the program requirements.  The selection criteria were amended to eliminate “participation of local tax-exempt organizations” as a selection criterion.   The following two criteria were added: (1) tenant populations of individuals with children, and (2) projects intended for eventual tenant ownership.  The new law also requires Housing Credit Agencies to do a market study of the housing needs of low-income individuals in the area to be served by the project at the developer's expense.  The law also requires that the qualified allocation plan contain a procedure that the state housing agency will use in monitoring for noncompliance with habitability standards through regular site visits.

MBA supports the recent changes in the program; however, we have identified several issues that remain to be addressed to improve the operation and viability of the program.  These issues, and their potential solutions, are outlined below. 

Subsidy layering reviews

The HUD Reform Act of 1989 directed HUD to review all projects receiving HUD and other governmental assistance to insure that they receive no more than necessary to provide affordable housing.  The Housing and Community Development Act of 1992 gave the housing credit agencies the option of performing reviews in accordance with the HUD guidelines. HUD has streamlined the process by allowing the states to do the reviews and certify that they are doing them in accordance with the HUD guidelines.  

HUD guidelines require the housing credit agencies to use various “fee norms” for builder’s profit, general overhead, developer’s fees, and general requirements.  In general, these items should not exceed 15% of the project’s construction costs.   Many housing finance agencies have accepted this responsibility and members are able to work out issues with the housing credit agencies.  However, where HUD field offices are performing the reviews, they are not always consistent with the guidance HUD has provided to housing credit agencies.

Conclusion:  HUD should direct its field offices to follow the same procedures as outlined for housing credit agencies.

Challenge of eligible basis and recapture of credit as a result of IRS audit
The amount of credit available for a project is determined based on its eligible basis.  The eligible basis is its basis attributable to acquisition, rehabilitation or construction.   In October and early November 2000, the IRS publicly released five National Office Technical Advice Memoranda (“TAMs”) that address several issues related to the calculation of eligible basis.  The TAMs exclude from basis a number of State and local fees that are now almost always included in basis.  Because the TAMs apply far-reaching rules, they may be applied in retroactive fashion in any taxpayer audit.  If IRS recalculates the eligible basis of the project and recaptures the tax credits, project developers will be unable to plan the financing for the project and investors will be discouraged from committing funds where the tax outcome is uncertain.

MBA, along with a number of other real estate trade associations, has sent a letter to the Treasury Department asking that a formal rulemaking be commenced on the question of calculation of eligible basis.  The letter also requested that the Treasury Department announce that the TAMs are relevant only for determining the tax consequences to the taxpayers involved, and are not to be used as guidance for audit or planning purposes.  MBA is also working with other organizations to achieve a legislative solution.

Conclusion:   Certainty should be provided to investors either through administrative action by the IRS or through legislation.

Targeting to Lowest Income Tenants

The tax code requires that the state housing agencies grant preferences for projects serving the lowest income tenants when making LIHTC allocations.   The law also requires that 20 percent of the units in the project be both rent-restricted and occupied by persons whose income is 50 percent or less of area median gross income, or that 40 percent of the units are both rent-restricted and occupied by persons whose incomes are less than 60 percent of area median gross income.  Many states have increased the competitive points granted for projects that serve very low income levels.  Because the credit allocation is highly competitive, the preference for the lowest income tenants will tend to move the LIHTC in the direction of concentrated low-income housing, rather than mixed-income housing.

In addition, because the tax credit is available only for the units that are rent-restricted, the economics on many of the transactions force developers to restrict occupancy in all of the units to those whose incomes are less than 60% of median.   Oftentimes, this constrains the market of families eligible to live in the property to a narrow band of those with incomes high enough to afford the rent but less than 60% of median.

Allowing the credits to be targeted toward a more diverse mix of tenants will make these properties more economically viable and more attractive to the private sector, investors and developers.  It will also boost the support for affordable housing and insure that tax credit projects find acceptance in many communities.

Approaches:  Changes should be made in the program to: (1) allow credit for units (up to 20% of the property) that are rented by families with incomes from 60 to 80 percent of median income in higher cost markets; (2) give bonus points for mixed income projects; and (3) in a renovation allow current tenants to stay (with incomes up to 100 percent of median) and provide credit for those units.

Preference for non-profits

The tax code requires that each state agency set aside 10% of its credit allocation for tax-exempt entities.   Many states allocate more than 50% of their credits to non-profits.

A selection criteria benefiting non-profits has its roots in the belief that non-profits will maintain the property as affordable for a longer period or will provide deeper targeting.  Currently, most states require extended use agreements and award bonus points for deeper targeting.  Thus, a preference for non-profits in excess of the 10% requirement is no longer warranted. Non-profits should compete on a level playing field for the credit allocation with tax-paying sponsors.  Allocations should be based on criteria established by the state that affect the development (for example, extended use agreements, deeper targeting or mixed income developments) rather than whether the owner involves a non-profit general partner.

In addition, some studies show that non-profits add to the cost of units.  A 1998 study by City Research analyzing the low-income housing tax credit found that “controlling for project size, construction type, location (i.e., central city, suburban, or non-metropolitan), region of the country, and neighborhood poverty rates, units developed by non-profit sponsors on average cost 15 percent more than the average unit” in its sample.

Approaches:  State allocating agencies should be prohibited from giving bonus points for non-profit participation.
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A NEW MULTIFAMILY PRODUCTION PROGRAM

This nation is experiencing unprecedented economic prosperity, yet one out of every seven American families has a critical housing need, including millions of working families.  The problem is not only one of affordability, but there is also a shortage of decent rental housing in many areas, particularly our urban areas.

At the end of the last session of Congress, there was a growing consensus that the federal government should support programs that produce housing for families with critical housing needs.  In fact, the Low Income Housing Tax Credit program (the one federal program designed to produce new housing) was expanded in December from $1.25 per capita to $1.75 per capita in 2002 (a 40% increase).  This, coupled with the approval in October of 79,000 incremental vouchers, are important steps forward in providing housing to those who have critical housing needs.

These programs are, however, targeted to families whose income is below 60% of area median income.  There is currently no program that is designed to provide rental housing for working families from 60% to 100% of median income who are unable to find decent, affordable housing near where they work.  

Recent reports published by the National Housing Conference, entitled "Housing America's Working Families" and "Paycheck to Paycheck: Working Families and the Cost of Housing in America", find that more than 3.7 million low-to moderate-income working families had critical housing needs in 1997 and that between 1997 and 1999, that overall number rose by almost 700,000 -- a 23 percent increase in just two years.  Focusing on the medium income groups, the number of families earning 50 to 80% of median income with critical housing needs increased 31% and the 80 to 120% of median income group rose a dramatic 77%.  The studies also note that vital municipal workers like teachers and police officers are increasingly vulnerable and the lack of decent, affordable housing is increasingly being seen as a significant impediment to local economic growth.  With this as background, it is clear that there is a need for a federal program to address the housing needs of this segment of the population.

The federal government has tried a number of different approaches to providing housing over the last 50 years.  The most successful of these rely heavily on a public/private partnership that encourages the private sector to produce housing with support provided by the federal government.  In particular, the FHA mortgage insurance programs have been extremely successful in producing new and rehabilitated housing with little or no cost to the federal government.

Partnering FHA mortgage insurance with an interest rate subsidy will, in most markets, encourage private production of rental housing at rents that would be within the reach of families at 60% to 100% of median income, a group that is not currently being served by housing programs. Such a program could be used in conjunction with the tax credit program or vouchers, where appropriate, to meet the needs of lower income families in a percentage of the units.  This type of mixed income development should receive less resistance from neighborhoods and provide a viable community for all the families that live there.

Elements of the Program

· The program would reduce the cost of financing by providing an interest rate subsidy which would bring the market interest rate down to a fixed interest rate that is significantly below market (i.e., 4%) to allow for lower rents.

· The most efficient and cost-effective means to do this is through use of the FHA insurance programs coupled with GNMA mortgage backed securities (MBSs).  The budget cost would be the difference between par and the competitive sale of the MBSs to private investors at a discount reflecting the lower interest rate.  

· To make the FHA insurance programs workable, we need an increase in the FHA maximum mortgage limits and a solution to the credit subsidy problem.

· The program needs to work seamlessly with other federal programs such as HOME, tax credits, project-based vouchers, etc. to achieve a mix of incomes.  The reduced interest rate should produce rents affordable to 60-100% of median families, but other subsidies will be needed to address lower-income families.

· The only income restrictions would be that 90% of the units must be affordable to families at less than 100% of area median income.

· To address the needs of lower-income families, 15-25% of units in each property would be available for voucher recipients or otherwise restricted in accordance with the requirements of the other programs used (e.g. HOME or tax credits).

· Income restrictions and availability for voucher recipients would be imposed for the life of the property.

· Distributions would be limited to the owners of the property for the greater of 20 years or the life of the loan (and the loan could not be prepaid for the first 20 years).

This type of shallow subsidy could produce approximately 100,000 units per year for a cost to the government of $3 billion per year, assuming an average cost to build of $150,000 per unit, market interest rates at 8% and subsidized rates at 4%.

· The program should provide a level playing field for property ownership with no preference given to non-profit entities or tax-paying companies.  Rather, consideration should be given to the most efficient producer of the housing to assure that the program is implemented quickly at the lowest possible cost.

· Distribution of funds would be through the same entities that receive HOME funds with a formula that takes into account housing needs, housing condition, vacancy rates and construction costs.  The city or state allocating agency would decide which properties would receive the subsidized interest rate, after a preliminary indication is received from FHA that the project would be feasible and insurable.

· To encourage the removal of local barriers, 90% of the funds would be distributed by formula with the remaining 10% distributed to communities that remove barriers and/or otherwise facilitate the developments.
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