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Thank you for the opportunity to meet with you to provide recommendations for what should be included in the Millennial Housing Commission’s Report to Congress.  As a general comment, we recommend that the Commission reiterate the need for a strong affirmative role in addressing the nation’s housing need.  That role should consist primarily as one of providing adequate financial resources to local governments (directly) and states (for areas outside of major urban cities and counties) who in turn would work with their non-profit and for-profit partners.  These entities have developed the requisite capacity and expertise to preserve and expand the supply of affordable housing opportunities for low-and moderate-income households.  Funding should be as predictable and flexible as possible, as is the case with the core affordable housing and neighborhood revitalization programs, Community Development Block Grant and HOME Investment Partnerships programs.

There are several areas in which we have recommendations:

Tax Code


NALHFA members worked very hard, along with other groups, over the past four years to convince Congress to increase the volume caps governing tax-exempt private activity bonds and Low-Income Housing Tax Credits.  As you know, Congress did so in the Omnibus Appropriations Act of 2000.  However, the bond volume cap increase is being undermined by the effect of the so-called 10-year rule in the Mortgage Revenue Bond (MRB) program.  Housing in general, and MRBs in particular, gets the lion’s share of the cap in most states.     

NALHFA recommends that the Commission urge Congress to repeal the MRB 10-year rule.  Under this rule mortgage prepayments made 10

years after the bonds were originally issued cannot be used to make new mortgages to assist additional first-time homebuyers.  Rather they must be used to pay off the bonds.  MRB issuers have recycled prepayments as a

means of stretching their volume cap allocation.  With the ten-year rule the effect will be to reduce the recent gain made with the volume cap increase.  It is estimated to cost approximately $2.4 billion over 10-years.  Legislation has been introduced in both the House and Senate to repeal this rule.  H.R. 951 currently has 96 cosponsors while its companion, S. 677 has 17 cosponsors. 

NALHFA recommends that the Commission urge Congress to provide an additional method for calculating Mortgage Revenue Bond purchase price limits.  The current limits have not been updated since 1994 and are based on 1993 data.  The Internal Revenue Service doesn’t like the numbers it gets from HUD on mortgage originations so it refuses to update the published safe harbor limits. Both H.R. 951 and S. 677 provide an optional, additional method for calculating these limits that would set the purchase price limits at 3.5 times the maximum applicable MRB income limits.  Home prices in many markets far exceed the safe harbor limits, thus limiting the housing stock eligible for purchase.       

NALHFA endorses in concept, and believes the Commission should as well, the proposal by the Bush Administration providing for a tax credit for private investors to redevelop single-family housing or build new homes for low-and moderate-income households.  The tax credits would equal 59% of the cost and total $1.7 billion over 5 years.  We believe that it would be a good complement to the Low-Income Housing Tax Credit for rental housing, and it would complement other resources that local housing finance agencies utilize to expand homeownership activities for first-time homebuyers – MRBs and downpayment and closing cost assistance under CDBG and HOME. 

NALHFA recommends that the Commission urge Congress to enact legislation that would ease the tax burden on owners of subsidized housing to facilitate the transfer of properties with expiring use restrictions to local housing agencies or non-profit organizations.

Authorization/Appropriations Issues

HOME Investment Partnerships Program

The HOME Investment Partnerships Program has been a catalyst in spurring new affordable housing development since 1992. HOME is useful in providing funding for housing production, particularly as gap financing for many rental projects.  The flexibility of the program allows local participating jurisdictions to use the program funds in combination with other federal, state, and local funds, and to work with their non-profit partners, to develop affordable housing, both ownership and rental, based on locally-defined needs.

According to cumulative HUD data, since HOME was created in 1990, it has helped to develop or rehabilitate over 583,474 affordable homes for low- and very-low income families.  Targeting is very deep in the HOME program.  The majority of HOME funds have been committed to housing that will be occupied by very low-income people and a substantial amount will assist families with incomes no greater than 30 percent of median (extremely low income).  


As of the end of March 2001, more than 82 percent of home-assisted rental housing was benefiting families at or below 50 percent of area median income, while 41 percent was helping families with incomes at or below 30 percent of area median income. 

HOME funds help low- and very-low income families realize the dream of homeownership by providing for construction and rehabilitation of housing as well as providing the down payment and/or closing cost assistance.  Since 1992, HOME funds have been committed to 331,168 homeowner units. 

HOME is cost effective and provides the gap financing necessary to attract private loans and investments to projects.  For each HOME dollar, $3.87 of private and other funds is currently being leveraged.  This clearly illustrates the judicious use of HOME funds by local governments.

We note that the Bush Administration is proposing a $200 million set-aside within HOME for a down payment assistance program to be administered by state housing finance agencies.  We are opposed to this set-aside.  HOME funds may already be used for downpayment and/or closing cost assistance.  In fact, since 1992, $1.06 billion has been used to help families buy their first home.  There is no need to create a separate program for this purpose as it would result in a $200 million cut in formula grants.  Further, it chooses one delivery system – state housing finance agencies – for no proven programmatic purpose.  By proposing this set-aside the Administration is deciding what it believes is the critical need to be addressed in communities.  In Lancaster County, Pennsylvania, for example, where the homeownership rate is above 70 percent, affordable rental housing is the critical need.  The County is already using CDBG funds to provide downpayment and closing cost assistance.        

During the 106th Congress there were a couple of proposals to create a new housing production program primarily targeted to households at or below 30% of area median income.  In an effort to avoid a situation where such a program would compete with HOME, we propose that a housing production element be incorporated within HOME. The infrastructure is already in place to implement such a program.

Our proposal would provide grants for new construction, substantial rehabilitation and preservation of multifamily housing.  Mixed income projects would be encouraged.  All of the resources made available under our proposal must benefit households at or below 80 percent of median income, with at least 25 percent benefiting those at or below 30 percent of median income.  Funds would be apportioned 60 percent to local participating jurisdictions and 40 percent to states using a formula that measures inadequate housing supply.  We urge the Commission to embrace our production program within HOME.   

In addition, there are several other modifications/refinements to the HOME program that we offer for the Commission’s consideration:

· We recommend that a loan guarantee program be added to HOME, modeled after the very successful Section 108 program under CDBG.  Such a program would enable participating jurisdictions to “borrow” against future entitlement grants in order to undertake large-scale projects.  The House passed this proposal in 1994, but the Senate never acted;

· We recommend that HOME’s targeting requirements be simplified by conforming them to those applicable to the Low-Income Housing Tax Credit Program, i.e. not less than 20 percent of the units reserved for households at 50 percent of median income or 40 percent of the households at 60 percent of median income, paying no more than 30 percent of their income for rent;

· We recommend that the statute be changed to allow participating jurisdictions to provide matching funds on a program year, rather than the current federal fiscal year basis, to simplify program administration;

· We recommend permitting the substitution of a substantially equivalent state or local environmental review requirement for the environmental review requirements under NEPA;

· We recommend providing an exemption from the environmental review requirements for rehabilitation of one to four units and all owner-occupied rental and homeownership projects;

· We recommend deleting the current-law requirement that the Secretary establish per-unit subsidy limits.  The statute already requires participating jurisdictions to certify that they have not provided more funds than are necessary to assure a project’s financial feasibility.

HOME is a sound program, with an excellent track record in developing affordable housing for households at various income levels.  However, HOME is limited by the amount of funding that is appropriated each year.  Funding for the program has increased very little since it first began in 1992.  The amount allocated under the program in 1992 was $1.460 billion.  The amount appropriated for 2001 was $1.8 billion.  In order to expand efforts to meet the enormous need for affordable housing in this country, adequate resources must be appropriated for programs such as HOME.  We propose a funding level of $2.25 billion for the basic HOME program in FY 2002, along with an additional appropriation of $2 billion for a rental production program within HOME, once enacted.  We urge the Commission to call for a substantial increase in funding for HOME.  

Community Development Block Grant Program

Now in its 27th year, the Community Development Block Grant program is the Federal government’s most successful domestic program.  The CDBG program's success stems from its utility, i.e., providing cities and counties with an annual, predictable level of funding, which can be used with maximum flexibility to address their unique neighborhood revitalization needs.

Based on HUD’s most recent annual report to Congress, between FY1993 and FY1996 an estimated 14-17 million households benefited from the CDBG program.  During that same period an estimated 114,799 jobs were created through CDBG-funded economic development activities.  In FY 1993, entitlement communities spent funds in the following manner:  housing rehabilitation, assisting over 200,000 households (35.8 percent), public works and infrastructure (22.7 percent), planning, monitoring and program administration (14 percent), public services (12 percent), acquisition and clearance of property (7.3 percent), preventing or eliminating slums and blight (6 percent), and economic development (6 percent).

Legislation has been introduced, H.R. 1191, that would fundamentally change the nature of the CDBG program. It would destroy the program’s currently flexibility and effectively eliminate area benefit activities.  Instead of the CDBG program being a tool for expanding affordable housing opportunities and encouraging neighborhood revitalization, it would turn it into an “anti poverty” program, something Congress never intended. The bill increases from 70 percent to 80 percent the aggregate (i.e. over three years) amount of funding that must benefit low-and moderate-income persons, and 40 percent of that amount must benefit low income persons (those at or below 52 percent of the area median income).  The bill further targets CDBG funding by disallowing low-and moderate-income benefit credit for activities undertaken in areas that are not primarily residential in character.  In other words, use of CDBG funds in downtown areas that are not primarily residential would not count against the proposed 80 percent and 40 percent principal benefit tests. Yet, downtown business districts in many smaller communities are the central location for services and commodities available for the low-and moderate-income residents of these neighborhoods.  We think it is inappropriate to establish national policy and restrictions on the use of CDBG funds, as the bill would do, to resolve what we understand is essentially a local issue.

The bill also reintroduces the notion of “proportionate accounting” of benefit.  Under this provision area benefit activities would be considered to principally benefit persons of low- and moderate-income persons or persons of low-income in the same proportion as the proportion of such area that is comprised of low-and moderate- income or low-income persons.  CDBG funds used for housing and job-creation activities would also be subjected to the same proportionate accounting of benefit.    

We strongly urge you the Commission to this harmful legislation.

There are several refinements to the CDBG program that we offer for the Commission’s consideration:

· We recommend that the threshold for application of the Davis-Bacon requirements for CDBG conform to that of the HOME program, i.e. 12 units or more;
· We recommend making CDBG expenditures for fair housing a directly eligible activity, rather than its being subject to the 20 percent administrative cap.  This will take some of the pressure off the administrative cap;
· We further recommend eliminating the current law requirement that housing service activities under CDBG be subject to the 20 percent administrative cap.  This is a technical correction.  The law prior to the 1992 amendments did not place these activities under the cap;
· We recommend permitting the substitution of substantially equivalent state or local environment review requirement for the environmental review requirements under NEPA;
· We recommend exempting CDBG funding used for economic development from the Section 3 requirements, which create an unnecessary paperwork burden on businesses assisted.
We were, of course, pleased that for Fiscal Year 2001 Congress increased formula funding for the CDBG program by $200 million.  This was the first increase in formula grants since 1996.  Since 1995 formula funding had been eroding due to the proliferation of set-asides within CDBG, something that we strongly oppose.  We are asking for an increase in formula funding for Fiscal Year 2002 to $5 billion.  The needs, which CDBG addresses, are immense and increased funding is essential.  We ask the Commission to recommend a significant increase in funding for the CDBG program. 

Homeless Housing Programs

We recommend that the Commission urge Congress to consolidate into a formula-driven block grant the McKinney Act’s homeless housing programs.  Local governments and states should receive homeless housing funding to undertake a range of activities that address their unique homeless needs.  Under our proposal75% of the funds would be allocated to metro cities, urban counties and consortia, and 25% to states.  The funds would be allocated on a needs-based formula with broad range of eligible activities like the current Continuum of Care.  A twenty-five percent non-federal, broadly defined, match would be required.  The legislation should include a hold harmless clause to insure that communities not lose funding in the shift to a formula allocation.  NALHFA has long supported this approach.  In the last two Congresses Rep. Lazio achieved House passage of a combination formula driven homeless block grant and a 30% set-aside for permanent housing.  Last year Senator Allard introduced a pure homeless housing block grant bill.  Such a block grant program should be funded at no less than $1.2 billion.

On a related issue, we recommend that the Commission call on Congress to renew expiring rent subsidy contracts under the McKinney Act’s homeless housing programs.  In order to assure continuity of services and rental assistance in these projects we recommend that the Supportive Housing Program renewals and Shelter Plus Care renewals be transferred to the regular Section 8-rental program.  This would allow more funding to be available under HUD’s homeless assistance programs for the development of new projects to assist the homeless.

Government Sponsored Enterprises

We urge the Commission to strongly oppose any legislation that would impair the ability of the Government- Sponsored Entities to carry out their critical role in the housing finance system.  With respect to housing finance agency programs Fannie Mae and Freddie Mac constitute 24% of the market for tax-exempt  single- and multi-family bonds.  Rep. Richard Baker (D-LA) last year introduced H.R. 3703 and held a series of hearings.  The bill would consolidate regulation of the GSEs into a single, independent Housing Finance Oversight Board and diminish the GSE’s status through repeal of each agency’s line of credit with Treasury.  This is very harmful legislation.

FHA Multifamily Insurance Limits

We recommend that the Commission urge Congress to enact a 25% increase in the statutory FHA multifamily insurance limits and be indexed based on increases in the Annual Construction Cost Index.  Unlike the single-family limits, the multifamily limits have not been increased since 1992.  Construction, land and other costs have increased 23% according to the Annual Construction Cost Index published by the Census Bureau.  According to NAHB land costs have increased in 10 metropolitan areas by 25% in there past 8 years.  Increasing these limits is key as they are used in other programs.

Section 8 Mark-to-Market Program

We recommend that the Commission urge Congress to extend the authority for state and local “participating entities to restructure mortgages under the Section 8 mark-to-market program as a means of providing a savings to the federal government as well as helping to keep this stock in the affordable category.

Lead-Based Paint Elimination

We support efforts to eliminate the hazard of lead-based paint in the nation’s housing stock and are committed to implementing Title X of the Housing and Community Development Act of 1992.  However, we recognized that to do so will require a substantial increase in federal funding to address this issue.  We have been working with HUD and others to determine the additional cost and to help build the capacity in the public and private sectors to contain or abate lead-based paint, as appropriate, under regulations promulgated by HUD.  We have further called for an explicit exemption for ownership housing occupied by the elderly.  With the substantial cost need to address the need to abate lead paint, we believe that the priority should be on households at the greatest risk—those with children under six years of age.  Therefore, we recommend that the Commission urge Congress to provide adequate funding to address this issue as well as to provide an explicit exemption for ownership housing that is occupied by the elderly.

Expiring Rent Subsidy Contracts 

We recommend that the Commission urge Congress, on an ongoing basis to fully fund all expiring Section 8 project-based and tenant-based, Shelter plus Care, and Sec. 8 moderate rehabilitation rent subsidy contracts.  It is essential that this assistance be available on a continuing to the tenants and units that are being assisted.
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