







June 10, 2001

VIA EMAIL AND MAIL

Conrad Egan

Executive Director

Millennial Housing Commission

800 N. Capitol Street, NW

Suite 680

Washington, DC 20002

Dear Mr. Egan:

Thank you for the opportunity to offer my comments and suggestions to the Millennial Housing Commission for consideration.  National housing policy indeed stands at a crossroads.  Leaner sources of funds, aging portfolios and the growing population of the United States are challenging the traditional sources of affordable housing to keep up.  We must look at ways to improve upon the existing programs that work and develop new programs to fill voids not addressed by current programs.

My comments and suggestions reflect my 26 year career in affordable rental housing from a rural perspective, as I have worked most of my career with the USDA Rural Housing Service (RHS) and it predecessor agency.  However, with my experience in private sector multi-family housing (MFH) development and real estate asset management, and with a state housing finance agency, I have also had exposure to the challenges and solutions available in urban settings.  As a final note before my comments, please note the views contained in this letter are my own and should not be construed to be those of RHS.

Providing affordable rental housing in rural areas faces almost all the challenges of urban areas, plus some significant others.  Rural properties are most often small, less than 50 units in size, presenting problems in achieving economies of scale in both building and financing.  Rural properties are often located in small market areas, many locations with only a few significant employers.  An employer who experiences financial problems and downsizes its workforce can play major havoc with the economics of the community.  Local resources, such as experienced owners, managers, service providers, or even suppliers, are often scarce or nonexistent, requiring the use of parties outside of the community.

Within this framework, RHS along with HUD and state HFAs have done reasonably well providing affordable MFH in rural areas.  However, the funding for the major MFH program administered by RHS is approximately 15%, in non-inflation adjusted dollars, of what it was 17 years ago.  The section 515 program has provided funding for over 18,000 apartment projects in rural areas.  It is serving rural households with adjusted incomes averaging approximately $8,000 per year.  The “typical’ tenant is a single, elderly woman, although the next largest group of tenant households in numbers are families headed by women. These two groups make up 74% of the tenant households in section 515 housing. The properties are 94% occupied and most have lengthy waiting lists.  The portfolio is solid, with a delinquency rate of only 1.5% for all loans, including those delinquent less than 30 days.  However, the portfolio is aging and is at the time in its life where significant rehabilitation work is needed, primarily due to routine wear and tear.  Other properties in appreciating markets are being taken out of the portfolio as owners seek to cash in on their equity.  New funding sources for replacement of these properties and repair of the aging properties is severely inadequate.  New properties developed using Low Income Housing Tax Credits (LIHTC) manage to fill some of the void, but are unable to reach the very-low income tenants served by the section 515 program.  Without substantial tenant subsidies, this segment of rural America can not afford the rents in LIHTC properties.  While rural America has experienced out migration over the past 10 years, the flow has stopped and significant numbers of new Americans, including many immigrating from outside of the U.S., are choosing to locate in rural areas.  This is the framework that we must use when examining how to improve MFH opportunities in rural America.

Consumer-Based Assistance

1. How well or badly are vouchers working in different markets? What factors lead to success with vouchers for tenants?

From a rural perspective, vouchers have not worked very well.  Vouchers give tenants the freedom to choose where they live.  Unfortunately, in rural areas there often is a lack of rental housing to choose from.  Without production programs to create rental housing, many vouchers go unused or ultimately join the waiting list for subsidized rental housing already experiencing long waiting lists.  For a voucher program to be successful there must be an adequate supply of rental housing, at affordable prices.  

2. How can vouchers best support mobility and self-sufficiency for the families that receive them?

Again, mobility depends on having an adequate supply of affordable rental housing in the markets tenants are interested in locating in.  Additionally, mobility in vouchers depends on administrating agencies being located in places tenants want to move to.  Rural areas do not have the infrastructure of PHAs, HFAs or HUD offices to make vouchers readily available to rural households.  To make vouchers successful, substantial efforts will be necessary to build the infrastructure to administrate vouchers.  Use of the USDA Rural Development field offices or expanding HFAs’ presence into rural areas may be possibilities.  Another possibility is appropriations being provided to RHS to fund the section 532 Rural Voucher program, a program authorized several years ago but not funded.

3. To what extent should vouchers be project based or otherwise linked to production programs? If so, how and how many?

I suggest that vouchers should be project based, at least for markets that have a shortage of affordable rental housing.  It is difficult if not impossible to attract developers, nonprofit or for-profit, to create rental housing without assurances that the properties will be financially feasible.  Without fixed vouchers, syndicators have been extremely reluctant to invest in low-income properties, particularly in rural areas.  The “sticky” voucher model would seem to be an appropriate model.  I would suggest that the number of vouchers be tied to market studies that reflect the number of tenants needing vouchers in a market or for a particular project.

4. Should consumer based assistance also be made available to low income homeowners with severe housing cost burdens? If so, how should this be done?

I suggest that many programs currently exist to help low-income residents obtain homeownership.  With such assistance, it is possible for tenants to make the transition to homeownership.  From the demographics of tenants in RHS rental housing, it would appear that current tenant households fall into two categories – elderly who have decided to no longer own their own home, and young families or female headed households who may be candidates for homeownership at some point in the future.  Both groups need tenant assistance to afford rents.  Scarce assistance programs should be targeted to these high need groups.

Housing Finance

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

The RHS Single Family Housing programs, both direct and guaranteed work well.  For low-income potential homeowners, the RHS field offices have provided an effective method for reaching rural residents.  However, with recent reductions in staff, consolidations of offices have become necessary, often with the result that access to staff that can counsel applicants has been reduced.  Nonprofit groups or technical assistance contractors may be able to pick up some of the slack.  However, like with many services in rural areas, many areas do not have such contractors to provide the services and the contractor capacity itself must be built.

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

As with the RHS Single Family Housing programs, the RHS field office structure has worked well.  Accessibility to the office is less important for the borrower, often a for-profit or nonprofit developer who is sophisticated in finance with the resources to come to a centralized office.  However, to have effective asset management and service direct loans, it is critically important to have field staff located closer to the properties than the finance production staff may need to be.  The RHS field office structure works.  The portfolio has an extremely low delinquency, is in very good condition considering its age, and the Agency is able to be responsive to tenant concerns due to their close proximity to the properties.  As with the single family program, it may be possible to use contractors or private or public lenders for production purposes, but the servicing has been most effective in-house.  In addition, for conversations with private sector services, private affordable MFH servicers do not have the infrastructure, nor are they interested in setting one up, for a widely dispersed portfolio of small properties with complicated subsidy packages.

Preservation

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

As for the rural stock of affordable MFH, programs such as the section 515 program are the most effective.  However, it is a somewhat expensive program for the government with the interest subsidy.  With it, rehabilitation and owner equity can be financed in return for extended affordable use.  Other financing sources are available, at a price.  We have successfully utilized LIHTCs, HOME funds, tax exempt and taxable bonds and third party commercial financing.  Each of these can work but, with the exception of LIHTCs and some HOME funds, the alternatives to section 515 funding are more costly in terms of debt service and ultimately the rents that must be charged.  While one of the more expensive models, I have been working closely with a national nonprofit corporation and Fannie Mae and its DUS lenders to develop a program of third party financing for rehabilitation and equity in RHS section 515 properties.  The model involves RHS subordinating, and potentially rewriting or charging off some of its debt, so that the third party loan, purchased by the secondary market, can have the first loan position.  In addition, with RHS’s excellent history of portfolio servicing, Fannie Mae has indicated that it would not require its DUS partner to service the loan, with the exception of debt service collection.  RHS would agree in these cases to provide property and tenant information to Fannie Mae in return for reduced servicing fees from the Fannie servicer.  While we have not closed any deals under this model yet, it appears to be a workable alternative.  For public housing, it appears that programs such as HOPE are working.  Increased funding for such programs should be increased.

2. How can this existing stock be preserved so that the properties involved are self-supporting in the future?

For such properties to be self-supporting into the future, adequate reserves for capital replacements must be set aside, and sufficient incentives provided to owners to keep them interested.  Neither of the proceeding is difficult to determine what the cost would be.  Funding the increased costs through project rents is the difficult part.  In many rural markets, if rents are increased to levels that reserves are funded adequately, owners receive sufficient cash flow for their needs, tenant services are provided, and property managers are able to receive a fair return and funds to operate the property, the rents will be in excess of what tenants without government subsidies can afford and/or in many cases, may be higher than the “market” rent.  In many rural areas, the market rent is the rent charged by landlords for the vacant space above the downtown commercial space, or a single family house in town or in the country, both often in less than safe, decent and sanitary condition.  To achieve our goals, it may be necessary to both fund tenant subsidies so they can afford rents adequate to cover all necessary costs.  Additionally, there may be markets where it is necessary to agree to rents in excess of what “market” is, in order to fund the property adequately.  In most cases, however, it should be possible to tie the maximum rent to the market.

Production

1. How well do current programs operate as production tools (e.g., HOME, CDBG, HOPE VI, §202, §811)? How well do they work with each other? How can they be improved?

As stated in an early question, I believe that the current RHS MFH programs such as sections 515, 514/516 and 538 work very well, although funded at inadequate levels.  My experience with the HOME, CDBG and LIHTC programs is that they also work well in rural areas when partnered with these programs to produce rental housing.  However, the paperwork and overlay of regulatory requirements is extremely burdensome.  Transaction costs for such deals are often 3 or 4 times more than for a property financed with one financing source.  Developers must learn multiple programs.  They must meet with multiple lenders or grant administrators.  They must submit multiple loan and/or grant applications.  Many of the partners involved in such deals boast of the cooperation and ability to do such complex deals, but ultimately, the deal is more expensive than it has to be than if funded by one source with adequate funds than 3 of 4.

Additionally, the ongoing tenant eligibility, property condition and financial requirements are slightly different for each of the funding sources and owners and managers must educate themselves about each and make sure that documentation is produced for each.  An example is the similar but different requirements for the RHS section 515 program, the HUD section 8 and HOME programs, and the LIHTC program – all programs you may find used to fund a rural property.  By making the tenant, property and financial requirements the same for each of these programs, substantial expense would be eliminated from the operating budget and making the tenant, property and financial requirements the same for each of these programs could reduce rents.  Each of these programs has the same goal.  It should be possible to make reaching that goal much more consistent between the programs.

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

From my perspective, there may not be a need to create new rural MFH programs.  Between the sections 515 and 538 programs, and the section 514/516 Farm Labor Housing Program, the ability to cover the spectrum of rural residents, from very low- to moderate-income to farm labor, already exists.  What is necessary is adequate funding for these programs so that they can be delivered quickly and without needless complication from having to layer several different financing and grant sources together to make a deal work. As for urban areas, it is my understanding that comparable programs do not exist.  It may be worthwhile to examine the RHS programs to see if duplication at HUD may be the most effective way to jump-start urban MFH production.

3. What innovative and creative programs are being used by states and local governments to produce affordable housing?

The concept of multiple layering of financing and/or grants is probably the most innovative and creative program being used.  Partnering with local service providers to assist nonprofit and for-profit owners in providing rental residents new levels of empowerment programs and independent living has been successful where federal resources do not exist.  Other frequently used programs include tax abatements for lower income rental properties or exemption from development surcharges to fund local infrastructure.  Many states have direct funded production programs that have proven to be extremely helpful in developing affordable housing.

Tax Policy

1. 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?

The LIHTC has been used in conjunction with the section 515 program practically since the inception of the credit.  In 1987, RHS financed properties utilized credits for new construction and rehabilitation, including several properties that utilized the exemption for properties that had been held for less than 10 years by the current owner.  The credit is a critical part of making rural rental properties available.  Without it, even the less expensive development costs enjoyed by RHS properties would dictate that rents be charged in excess of what very low-income residents could afford.  However, not enough credits exist to assist in the funding of all needy rural rental properties for both new construction and preservation/rehabilitation.  Some states have a rural set aside of credits.  Other states have a RHS property set aside.  Many states have neither or may have a QAP that ignores rural needs.  In many states with large urban centers, urban developers and governmental officials have effectively frozen out rural interests, thereby making it difficult for rural developers to receive credits.  I suggest that it may be appropriate to have a federally mandated minimum of tax credits assigned to rural communities.  The rural communities could be defined, as those considered rural under the RHS programs so as to ensure consistency in definition between states.  I would like to see a set aside for RHS financed properties, but by allocating to RHS eligible areas, the same goals could be realized in most cases.

As for homeownership credits, I am at this point somewhat confused as to how they could be structured.  Also, with the shortage of credits for MFH, I would suggest that homeownership credits not be established unless additional credits are allocated for that use in the federal budget.

2. 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?

I have two primary suggestions under this heading.  The first is that the tax code MUST be changed to allow current partners to exit from ownership entities and allow new entities that will maintain and preserve the housing to take over.  Current tax laws are completely squelching our ability to preserve housing.  As an example, I am enclosing a copy of a letter sent to us by the Missouri Housing Development Commission describing an extremely creative and complex multi-property deal in a rural area that fell apart at the last minute because current partners couldn't handle the tax consequences.   These types of deals are failing every day due to the inability of all parties to find a way out for existing partners, other than death.  An exit credit for departing partners if they sell to a nonprofit or public body and preserve the property may be an idea.  If an owner decides to remain in the property and the property is well maintained, a special set aside of preservation tax credits may be what is needed.  Otherwise, elimination of the tax liability current owners have may be all that is needed.  The elimination of liability could, as with a preservation credit, be hinged on agreement to sell to a nonprofit or public body.

Secondly, even if there is no consideration given to existing owners, which may be justified given that they received substantial tax benefits at the beginning of the property's life and throughout, a federally mandated preservation set aside of tax credits for federally assisted and public housing properties should be established.  I am very concerned that many states have QAPs that totally ignore the need to preserve federally assisted and public housing, and focus instead on new development.  Particularly due to the shortage in federal appropriations at HUD and RHS for preservation, there needs to be recognition that the LIHTC is a federal resource that should be used for federal preservation.  As such, state-allocating agencies should be instructed to set aside a percentage of the credits and allocate those credits specifically for federally assisted property preservation.

Community Linkages

1. How can the eligibility requirement and planning requirements that govern housing programs be coordinated with non-housing programs (such as transportation, child care, and health care) so that housing policy reinforces welfare reform to assist strong, self-sufficient families?

I believe in linking housing program eligibility for residents with non-housing program participation.  However, I do not have any suggestions on how it could be best done.  I do caution however, that such linkages can create substantial paperwork burden on both property managers and residents.  The result can be increased operating costs for the property.  Additionally, eviction from a property due to non-participation in a non-housing program is always a difficult issue.

2. 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? Are mixed-income, mixed-use developments preferable?

So far, I have not seen mixed income developments work well in rural areas.  In too many cases where higher income residents are asked to "pay" for the subsidy of lower income residents through higher rents, the higher income residents simply leave.  Additionally, in RHS section 515 properties that do not have complete LIHTC coverage, the income eligibility is so broad that even moderate-income residents can rent at the property.  As a result, there is a mix of incomes anyway.  Mixed use seems to work well in downtown settings in rural areas.  The generally small size of RHS properties does not lend itself well to mixed use unless it is an "over the storefront" type development in the downtown of a small town.  These properties are often historic hotels or schools that have been rehabilitated into senior developments.

Millennial Housing Commission Cross-Cutting Issues

1. How are the challenges of meeting very low-income and extremely low-income households’ housing needs best met? To what extent should this challenge be met with debt subsidies, capital subsidies or tenant-based subsidies?

This seems to be the ultimate problem as to cost for a program.  It simply costs money to house very low-income residents, particularly rural residents.  With subsidy programs as generous as the section 515 program, which subsidizes mortgage interest down to 1% with a 50 year amortization, the debt subsidy is not enough to bring property rents down to 30% of income for the neediest rural residents in most cases.  In fact, if development costs were funded entirely by grants, our experience has shown us that normal property operating expenses plus an adequate reserve set aside require rents higher than 30% of income.  If we truly wish to assist these Americans, we must recognize that tenant subsidies are required and must be adequately funded.  Next, as to whether tenant subsidies or project subsidies are best, that depends on the availability of rental housing in the market.  If a property is developed and targeted to very low-income residents, it should be provided project-based subsidies to survive.  However, if a sufficient supply of affordable housing exists, tenant based subsidies will keep owners responsible by having to compete in a more market based environment.

2. How should technology be best used to meet housing challenges?

Many MFH housing programs, including RHS's, are using increased automation and technology to administer and monitor their programs.  We currently have owners send RHS their monthly tenant eligibility and subsidy request forms.  We shortly will have the ability to receive owners' budgets and financial statements.  RHS has on-line message boards for owners and property managers to receive feedback from RHS on the quality of their submittals and other issues.  We are also looking into having all property inspections downloaded into our databases for inclusion in an all encompassing file on a property that would include property loan information, financials, tenant data, physical condition and photographs of the property.  The database is accessible by all levels of the Agency.

Additionally, RHS is exploring tenant data sharing with HUD and with state tax credit agencies.  We are also looking at sharing information regarding compliance and fair housing.  As recommended in a previous question and answer, I suggest that all federal departments and agencies with an interest in MFH housing, including HUD, RHS, IRS and contractors working for these entities, be instructed to utilize the same eligibility criteria for tenants, financial standards, and inspection requirements for properties.

3. How should quality control be best ensured in an era of devolution? How can accountability be assured without unnecessary bureaucracy?

Again, this is another difficult question to answer.  When federally agencies in the past have lessened their requirements for inspections and financial reviews, a degradation of the portfolios was experienced.  It appears absolutely necessary for federal agencies, or at least their contractors, to actively inspect properties, review tenant eligibility files, and monitor property financial information.  As stated in the previous response, I think it is critical that consistent criteria be developed between all housing programs so as to lessen the burden on owners, property managers, tenants, and the agencies that must monitor them.

4. How should housing policies best intersect with issues of place, including sprawl, “smart growth,” and neighborhood revitalization?

Housing policies should be dependent upon local issues of place.  Requirements should be developed or retained that developers of MFH properties strive to meet local housing goals and receive local approval.  However, in those localities where there is evidence that local NIMBYism may be prohibiting a much needed property from being built or rehabilitated, the federal government should have some ability to overrule a locality, particularly if fair housing issues are involved.

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

We at RHS utilize market studies and Affirmative Fair Housing Marketing Plans to ensure that local needs are met related to fair housing.  I suggest that all housing programs utilize such tools to target the development of rental housing.  From a larger perspective, it may be necessary for state and/or federal programs to review state wide or national plans so that scarce housing resources are properly allocated to states and localities that most need the housing to meet fair housing deficiencies.  Tax credit allocation plans may be one method to use that will ensure this outcome.

I greatly appreciate the opportunity to provide my input to the Commission.  If you or anyone else have any questions you would like to follow-up on, please contact me at (202) 720-1609 or email me at psherida@rdmail.rural.usda.gov.  Thank you.

Sincerely,

PATRICK N. SHERIDAN                                                                                         Assistant Deputy Administrator                                                                                    Multi-Family Housing                                                                                                      Rural Housing Service
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