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July 17, 2001

Susan Molinari
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Co-Chairs, Millennial Housing Commission 

800 N. Capitol St. NW, Suite 680, 

Washington, DC 20002

Sent via email to:  mhc@mhc.gov 

Copies to: 
Conrad Egan at cegan@mhc.gov 

Kris Siglin at ksiglin@mhc.gov
To the Honorable Susan Molinari and Richard Ravitch:

I am pleased to submit the following comments to the Millennial Housing Commission, on behalf of the Neighborhood Reinvestment Corporation, a public nonprofit corporation established by Congress to strengthen distressed urban, suburban and rural communities and expand affordable housing opportunities for low- and moderate-income Americans.

Among other things, the Neighborhood Reinvestment Corporation provides grants, technical assistance, and training to support neighborhood revitalization efforts being provided through more than 220 affiliated community-based nonprofit organizations across the country – known collectively as the NeighborWorks® network.  The nationally recognized Neighborhood Reinvestment Training Institute, offered five times a year, is the country’s most comprehensive source of community development training, open to all who are active in community development.  During the past three years, the NeighborWorks® network has assisted nearly 30,000 low- and moderate-income families to become homeowners.  NeighborWorks® organizations also own more than 25,000 affordable multifamily housing units, and provide loans for small business development, social services to thousands of families, and a variety of urban and rural community planning services.  

NeighborWorks® organizations are providing services to nearly 1,800 communities across the United States and Puerto Rico, and in the year 2000 alone, assisted more than 34,000 families and generated nearly $1.3 billion in direct reinvestment. 
The following comments are structured under the titles provided in the Millennial Housing Commission's solicitation letter.

Consumer-Based Assistance

A proposal to convert Section 8 housing subsidies to income supplement program
The problems and difficulties of the Section 8 housing subsidy program are well known.  While we can continue to tinker with marginal improvements, it may be time to recognize that a bolder approach is needed.  At present, Section 8 is serving approximately one out of four eligible households.  Why not consider converting Section 8 from a housing subsidy program to an income maintenance program?  It seems it would be appropriate for the U.S. Congress and other policy makers to debate the question of how much an American family needs for basic sustenance -- and then provide that amount through a monthly allocation to a debit-card.  This approach would eliminate virtually all of the problems associated with Section 8 contracts (questionable rent levels, denial of occupancy based solely on use of Section 8, HUD responsibility for monitoring/affecting the condition of the Section 8 housing stock, etc.).  Other federal assistance programs (such as Food Stamps) could also be rolled into such an income-supplement program.  A significant benefit of such an approach would be that households would not be publicly identified as Section 8 or ‘poor’, and normal market forces would be restored in communities across America.   

Use of Section 8 for homeownership

The Neighborhood Reinvestment Corporation has been leading a national effort to help existing Section 8 households to use their vouchers in support of homeownership.  An initial pilot effort involving four sites (in Nashville, TN; Long Island, NY; Syracuse, NY; and Burlington, VT has helped families with incomes as low as 29 percent of the Area Median Income purchase attractive homes in desirable neighborhoods.  This small pilot effort has recently been expanded to 25 NeighborWorks® communities, and the strategy clearly has broad potential.

The Section 8 homeownership option is an example of innovative public-private partnerships that can expand homeownership opportunities to low-income families - but its sustainability is uncertain given the significant costs involved in establishing and running programs at the local level.

Recommended Strategies:

· Provide federal funding to Public Housing Authorities (PHAs) to fund ongoing housing counseling – or alternatively, require PHAs to fund housing counseling services (perhaps through PHA administrative fees.) 

· Expand sources of capital for Section 8-backed home mortgages.

· Create incentives for Public Housing Authorities to pursue the Section 8 homeownership option -- and create other innovative ideas like this.

· Give serious consideration to allowing every family receiving Section 8 assistance to make the decision for themselves as to whether to use the Section 8 subsidy for rental housing or for homeownership. 

Housing Finance

Broader use of ‘loan-loss reserves’

Our nation’s private-market system for financing home mortgages and mortgages for market-rate rental properties works wonderfully – for most people in our country.  Under this system, mortgages are originated by lenders, and then most mortgages are sold to the secondary markets (primarily Fannie Mae and Freddie Mac) which issue mortgage-backed securities that are sold through Wall Street markets to investors (institutional and private).  However, this system doesn’t work well for those individuals, properties or neighborhoods that do not fully conform to the underwriting standards of the secondary markets -- including many low-income families who could actually afford to own a decent home for less money than they are currently paying to rent substandard apartments.

In response to the realization that the conventional market does not fully serve the needs of all of our citizens and communities, over the years an alternative system of federal grants, rent subsidies, low-interest loans and tax credit programs has evolved.  We doubt many housing professionals would design the federal response as it is currently constructed.  We propose a bold, yet modestly sized approach aimed at having the private markets play a more significant role in meeting the needs of low-income and other underserved households and communities – through the use of federally funded loan-loss reserves.  This proposal is based on the successful experience of the Neighborhood Reinvestment Corporation, which we will briefly summarize.

About eight years ago, Neighborhood Reinvestment was proposing to launch a national campaign to assist underserved households into homeownership.  As part of this effort we were in discussion with the secondary mortgage markets regarding their willingness to purchase first mortgage loans originated pursuant to this effort.   We were initially seeking a commitment by each Government Sponsored Enterprise (GSE) to purchase $20 million in mortgage loans.  In a meeting with one of the GSEs and a private mortgage insurer, a concern was raised that since we were proposing to lend to low-income families, for properties needing rehab, in distressed communities, with low downpayments and high loan-to-value ratios, these loans could be riskier than loans they would normally purchase. As a result, the GSE initially refused to commit to the purchase of such loans.  Discussion moved to the question of how much riskier these loans were believed to be, with the GSE and private mortgage insurer being asked to “price the risk.”  The GSE and private mortgage insurer took the challenge seriously, and after a period of several months (spent looking at the performance of existing NeighborWorks® loan portfolios), they returned with an assessment that the risk could potentially increase the loan default rate from a then current rate of about 1.9 percent for conventional mortgages, to about 2.5 percent for the type of mortgages proposed (six basis points).  

Within minutes, we were able to propose the use of a loan-loss reserve to protect them from the risk of increased defaults (which meant that for an amount of $120,000 held in escrow as a loan-loss reserve, they would agree to purchase $20 million in loans).

That was eight years ago, and to date, not one cent of the loan-loss reserve has been drawn down.  With an agreement by the GSEs to purchase loans, lenders originated loans.  As of March 31, 2001, nearly 45,000 mortgage loans had been made through the NeighborWorks® Campaign for Homeownership, with a value of more than $3.7 billion.

We propose that we build on this experience by having the federal government establish a loan-loss reserve in exchange for Fannie Mae and Freddie Mac ‘stretching’ their underwriting/approval criteria to new limits.  The loan-loss reserve should be structured to essentially hold Fannie Mae and Freddie Mac harmless against additional loss, as we all work together to push-the-envelop regarding loans that can prudently be made without experiencing loss to investors in GSE-issued mortgage backed securities.

If, for example, the same six basis point loan-loss reserve were used:

· A $100 million loan-loss reserve would generate approximately $16.6 billion.

· A $50 million loan-loss reserve would generate approximately $8.3 billion. 

Improving access to capital for homeownership for low-income and minority communities

Low-income and minority communities are currently awash with loan capital.  Issues of credit rationing are no longer the dominate issue in mortgage and home improvement finance. The issue today is accessing capital at competitive interest rates and loan-related fees.  Supra-normal interest rates and fees (and predatory lending practices) eat away at the ability of families, and the communities in which they live, to accumulate net home equity assets and other forms of wealth.

Recommended Strategies:

· Expansion of Full Cycle Lending(sm) style programs to help families through the continuum of counseling services -- from financial skills building to pre-purchase home buyer education to post-purchase budgeting and home maintenance.

· Expand the level of housing counseling funding provided by HUD, and expand incentives for consumers and third parties to pay the costs of obtaining Full Cycle Lending-style counseling.

· Increased disclosure of loan terms and fees in HMDA, as suggested by recent Federal Reserve proposals.

· Focus on preservation of existing homeowners in lower-income and minority areas.

Support efforts that prohibit/end predatory lending practices

Gains in community and asset development are increasing threatened by predatory lending practices, in the form of payday loans, and inappropriately structured home equity loans, or home improvement loans.

There are several legislative proposals (including H.R. 1051 and H.R. 1053) aimed at curbing the abusive/predatory lending practices of primarily unregulated lenders.  Predatory lenders are using very sophisticated technology and data mining techniques designed to strip vulnerable home owners (including the elderly, minorities, immigrants and low-income households) of the equity they currently have in their homes.  These practices can undermine the federal government’s own affordable housing and community revitalization efforts, and is resulting in disproportionate delinquencies and defaults in FHA-insured properties.

The Millennial Housing Commission should encourage:

· support of legislative/regulatory efforts aimed at curbing predatory lending practices, and

· increased resources in support of federal prosecution of the most abusive offenders.   

Recommended Strategies:

· Expansion of Full Cycle Lending-style counseling programs for pre-purchase and post-purchase homebuyer education.  

· More HUD housing counseling funds, and expanded incentives for consumers and third parties to pay the costs of obtaining Full Cycle Lending-style programs. 

· Other strategies and increased enforcement to aggressively combat abusive/predatory lending practices.

Protection and improvement of the Community Reinvestment Act (CRA) 

So often, discussions about housing finance move directly to federal programs, and yet the bulk of funds supporting affordable single family and multifamily housing comes from the conventional money markets – although frequently supported by various gap-financing approaches provided through federal programs.  The recognition that conventional sources of capital in support of affordable housing continue to be enormously important, leads us to support any and all efforts that encourage the flow of appropriately priced private capital to meet the needs of underserved families and communities.  The Community Reinvestment Act represents the nation’s single most important vehicle for encouraging the flow of private capital to underserved families and communities.  Currently before the House is “The Community Reinvestment Modernization Act of 2001” (H.R. 865).  Although Neighborhood Reinvestment has not studied this specific proposal, we support its stated objective: “to enhance the availability of capital and credit for all citizens and communities [and] to ensure that community reinvestment keeps pace as banks, securities firms, and other financial service providers become affiliates as a result of the enactment of the Gramm-Leach-Bliley Act . . .”

Preservation of the existing housing stock (Multifamily/Rental Housing)

Recommended Strategies:

· Funding for preservation programs such as HOPE 2: A significant number of multifamily rental properties are reaching the end of their physical and/or economic life cycle, and will either fall into serious disrepair or be abandoned, unless they are rehabilitated and refinanced.  Throughout its history, the HOPE 2 program has been an effective vehicle for rehabilitating and refinancing such properties – while preserving long-term affordability.  Neighborhood Reinvestment supports increased funding for federal efforts such as the HOPE 2 program that are designed specifically to acquire properties, rehabilitate and preserve the existing housing stock.

· Capital planning for long term maintenance, replacement, and improvement program: As an industry, we would probably assert costs of $600 a year in replacement reserves, if a property is to be able to adequately fund its capital needs in 15-20 years.  However, the current typical practice is to underwrite at $250 to $300 a year.  If sustainability of affordable housing is to be feasible, this cost pattern must be anticipated in the funding.  We recommend the Millennial Housing Commission generate a study of cost patterns on capital replacements, and based upon the findings of that study, generate guidelines to be used in the financial underwriting of federally assisted properties. 

· Consider appropriate asset management fees for federally assisted properties: In the same manner in which development fees are viewed as “required” for development, “asset management fees should be viewed as an above-the-line expense that must be paid if you want effective, competent owners.”  If asset management fees included an incentive-based element, then owners could increase their return by improving their property performance in a comprehensive way.

· Support services that advance resident assets and training (education, employability, savings, and leadership): Services that truly advance personal assets actually help property performance and long term market viability. Outcomes that make a difference are residents becoming leaders in their communities include children succeeding in school, families saving for homeownership, and adults improving their employment.  An understanding that services can produce personal asset building outcomes should enable funding to be allocated and owners to be compensated based on their success in delivering outcomes.
· Improve monitoring and compliance requirements for federally assisted properties: We are not alone in noticing the long-term cost demanded by competing compliance terms that come with the various sources of financing and subsidy.  Layered subsidies result in more time and costs throughout the years, as their competing rules layer in stated and unstated costs across the operation, resulting in increased compliance fees charged by outside agencies, increased training costs and turnover costs in management, and increased internal costs for verification of compliance internally. We would recommend that the compliance rules of the largest subsidy source in a given project be recognized to be the rules for the project.
Tax Policy

Support for a Homeownership Tax Credit
Currently, at least five separate tax credit bills have been introduced in the House and Senate in support of homeownership.  While Neighborhood Reinvestment is extremely supportive of a homeownership tax credit, we are also sensitive to a growing concern among many advocacy groups that the Administration’s support of homeownership not be at the expense of continued (and indeed increased) support of rental housing, meeting the “worst case housing needs” and the needs of America’s growing homeless population. 

Neighborhood Reinvestment encourages the Millennial Housing Commission to help policy makers understand that there is a tremendous difference in economic conditions and housing needs across the country.  Some of the current homeownership tax credit proposals attempt to stimulate the supply of housing, by creating economic incentives for developers and investors in affordable housing.  Other proposals attempt to respond to the affordability problem by providing a tax credit directly to the new homebuyer.  The reality is that some communities need to increase supply, but others (with declining or stable populations) do not.  Providing a tax credit which creates an economic incentive to build new housing in a community that does not need to increase its current supply of housing would not be a sound policy decision – with potentially harmful impacts on the existing housing stock.  We believe it is important to blend elements of the various homeownership tax credit proposals currently ‘on-the-table’ in a manner that provides maximum flexibility to apply the credit in a number of different ways – that make sense to first-time homebuyers in a wide variety of economic markets.  We also believe it is critically important to target homeownership tax credits to low-income families.  Providing a homeownership tax credit to any new homeowners (as some of the current proposals suggest) would have little effect other than to cause a corresponding escalation in the price of the homes.  

Simultaneously overcome the wealth and income barriers to home ownership

Studies show that even with expanded underwriting guidelines, many lower-income families lack either the accumulated wealth for downpayment or income needed to afford a home priced at half the area median.  Moreover, low-downpayments often trigger higher interest rates (through mortgage insurance or higher fees or rates), and lower rates alone do not help with downpayments.  Therefore, both issues need to be addressed at the same time

Recommended Strategy:

· Expanded use of second mortgages (through community-based nonprofit organizations and other vehicles), which lower the downpayment amount, and lower the first mortgage amount below the threshold of mortgage insurance.  These second position loans are somewhat riskier, and will therefore carry offsetting higher rates, unless below market sources of capital are found.  By offering a tax incentive, or credit, to investors in pools of second mortgages, lower rates can be had, and more potential families can become homebuyers.

Community Linkages

It is critically important that federal housing policies regard housing as more than shelter.  Housing (meaning decent and affordable housing -- properly provided, operated and maintained) is the single-most important element in strengthening communities – and families. 

Not only are far too many low-income and minority families living in substandard housing and communities of concentrated poverty, but the blighting influence of such housing and communities results in high economic and social cost on the broader community – in terms of negative impact on property values and local tax-assessment revenues, crime, health-related problems, and poor educational opportunities.

Clearly, federal housing policy should look at housing in the context of strengthening families and communities.  One way to adapt this view would be to incentivize increased linkages between housing and jobs, schools, education, transportation and other “front door” issues that affect the health and vitality of communities and families. 

Millennial Housing Commission Cross-Cutting Issues

Digital divide

Less than five percent of rural areas, and only fifty percent of low-income areas have broadband access.

Recommended Strategy:

· Programs that include the costs of digital access in the purchase and financing of a home.

Manufactured homes

Much of the low-income homeownership boom in the South and West has been due to mobile homes - as much as half of which do not include land ownership.  While the manufactured home industry has evolved to develop an affordable, quality product, issues about marketing, financing and ownership remain.  Most owners of ‘stick-built’ housing can anticipate a reasonable appreciation in property value over time – and the increased equity in their homes has been the vehicle for many American families to send their children to college, start a business or save for retirement.  Most owners of manufactured homes experience depreciation in value over time.

Recommended Strategies:

· Federally supported studies and research on how best to use manufactured homes in neighborhoods from a design standpoint.

· Objective studies on the relative costs and benefits of owning a typical mobile home or other manufactured home, in comparison with ‘stick-built’ homes.

· A government supported competition between manufactured home producers and traditional ‘stick-built’ homebuilders in areas of significant housing need – such as a Native-American community (e.g. the Navajo Nation).

· From such studies and the experience of such a competition, identify and promote recommendations and winning strategies (if any) regarding the use of manufactured units for affordable housing needs.

Sprawl and concentration of poverty

Statistics demonstrate that American families (regardless of income, race, years in the country, etc.) are more likely to be buying homes in suburban areas than in urban communities.  The focus of many housing and community development efforts continues to add to the supply of affordable units in the places being left behind. Studies show many benefits to lower-income families being able to move to suburban locations with increased employment and education opportunity.  Yet most development that is affordable is not in suburbs.  As higher income families leave cities, their lost tax revenue and leadership are harming local institutions.

Recommended Strategies:

· Encourage through public policy, federal program regulations and financial incentives, mixed-income developments - both in urban and suburban areas.

Other Issues:  

Rural housing

Since the inception of rural housing programs in the 1930s, the quality of rural housing has improved, but there are still very serious housing issues affecting rural areas, and much more still needs to be done.   A higher proportion of rural units are substandard, and according to HUD’s 1999 American Housing Survey, rural households lived in moderately or severely inadequate housing more often than their urban counterparts.  The 1990 Census found that 6 percent of rural African-American homes and 12 percent of rural Native American homes lacked complete plumbing.  In comparison, 2.4 percent or less of all the remaining homes (regardless of location) lacked complete plumbing.  In addition, the Housing Assistance Council reported that 9 percent of owner-occupied rural units in 1991 were substandard, compared with 6 percent in central cities.  

While HUD’s 1999 American Housing Survey also found that 75 percent of rural households owned their own homes (compared with 67 percent of households nationwide and 50 percent of households in central cities), a higher incidence of housing quality problems in rural areas nullifies many of the advantages of homeownership -- including the ability to use homes as investments or as collateral for credit.  For example, a large percentage of owner-occupied units in rural areas are manufactured homes.  Rather than appreciate in value, typically these mobile units depreciate in value.  Moreover, many owners of manufactured homes are burdened by the high cost of financing these units.  Not surprisingly, a 1999 HUD report concluded that the most severe rural housing problems are found farthest from the nation’s major cities, especially in such places as the Mississippi Delta, Appalachia, the Colonias on the Mexican border, and Indian trust lands.  Furthermore, for some rural residents, such as migrant farm workers, a shortage of affordable rural housing persists.  

A shift in federal housing policy to a more holistic community planning approach is imperative to sustaining community development – particularly in rural communities.  The following example shows the benefit of using a holistic approach to community development.

Neighborhood Housing Services of Dimmit County (NHS) was created in 1986 to combat the county’s economic, social and housing deterioration.  Once agriculture-based, Dimmit County’s biggest employers now are the local government, the hospital, the school system and the border patrol.  Unemployment is stuck at around 17 percent, and more than half the residents live below the poverty line.  In response to community needs, NHS has rehabilitated more than 60 homes for low-income, elderly and handicapped residents, completed an affordable 22-home subdivision, and “graduates” 25 families a year from an intensive homebuyer counseling course.  

However, building and rehabilitating affordable housing doesn’t make sense unless the NHS’s customers have jobs that allow them to pay for the housing.  In response, NHS thought of innovative ways to create jobs. 

NHS developed a recycling plant for cardboard, newspaper and other paper products; set up other plants to process mesquite and pecans; and organized a distribution center for fresh vegetables.  With a $1 million business-development loan from the USDA, the NHS assisted in the start-up of four new, private businesses.  Additionally, Neighborhood Reinvestment, USDA’s Rural Development, and a San Antonio based bank financed a jalapeno plant in Dimmit County.  The venture’s short-term goal is production of 60,000 large-size cans of jalapeno a month, with expansion into other products on the horizon.  “The once, very, very, very dim light at the end of our tunnel,” says NHS executive director Manuel Estrada, “just continues to shine brighter and brighter.”

Aging population and housing stock

The share of Americans over age 65 is increasing, as is the age of the homes these households live in (which tend to be located in inner suburbs and urban areas).  The majority of these households will age in place, despite the fact their homes were not designed or equipped to meet the special needs of the elderly.  Although the level of retro-fitting/renovation these homes may need is small, many elderly families (often single-person households) are living within very limited budgets – and are leery of contractors and lenders who may take advantage of their frailties. 

Recommended Strategies:

· HOME and CDBG are the primary sources of funds currently being used for minor rehabilitation/upgrading.  We need to acknowledge the important role these funds play in meeting the special needs of an aging population, and expand the level of funding for these programs in order to expand their use in targeted areas.

· Create programs that encourage comprehensive services that integrate health and human services with home accessibility and safety – particularly across the federal funding streams of HUD and HHS.

· Recognizing that studies show preventing elderly falls saves large health care costs, programmatically and financially link health care providers to housing renovation programs.

· Encourage innovative approaches to preserving the housing stock by local governments and Community Development Corporations, such as purchasing options to purchase homes held by elderly buyers (purchase the right of first refusal).

Closing Comments:

Neighborhood Reinvestment is appreciative of the opportunity to present these comments to the Millennial Housing Commission.  Please contact me if you desire further clarification or more specific information related to any of these comments or recommendations.

Sincerely,

Ellen Lazar

Executive Director 
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