CARH’s Letter to Millennial Housing Commission

June 29, 2001

Ms. Susan Molinari, Co-Chair

Mr. Richard Ravitch, Co-Chair

Millennial Housing commission

Suite 680

800 N. Capitol Street, N.W.

Washington, D.C.  20002


Re:
Rural Housing Issues

Dear Ms. Molinari and Mr. Ravitch:

This letter responds to your recent request for proposals, and we submit the following on behalf of the Council for Affordable and Rural Housing (“CARH”) and its affiliates.  We have attempted to summarize and explain our thoughts, but we would be happy to provide additional information about any topic described below.

We believe that any examination of America’s affordable housing needs must include a specific focus on rural housing needs.  Rural areas have problems similar, but not identical, to those of urban areas.  Any examination of rural needs begins with the understanding that there continues to be a persistent national need for affordable housing. Recent studies conclude that there are 13.7 million families and elderly persons with critical housing needs, which includes a significant proportion of rural residents.  Stegman, Quercia, McCarthy “Housing America’s Working Families,” New Century Housing (June, 2000).  This need falls disproportionately on rural areas.  The General Accounting Office’s (“GAO”) September 2000 report (“Report”) entitled “Rural Housing Options for Optimizing the Federal Role in rural Housing Development” concluded at p. 9:

Today, despite improvements, the quality of rural housing still lags somewhat behind that of urban housing.  According to HUD’s American Housing Survey, 22 percent of the nation’s population lived in rural areas in 1991.  Yet 29 percent of the nation’s occupied housing units with severe or moderate physical problems . . . were in rural areas.

The GAO Report noted that while housing credit is almost as available in rural areas as in urban areas, rural borrowers often pay somewhat higher borrowing costs.  See GAO Report at 9-12.  In sum, rural areas are often left out in the competition for development and providing decent affordable housing.  As such, federal programs addressing housing needs also need to address rural housing needs to include all Americans in our national economy.

CARH members have had a series of discussions concerning the most efficient method for the delivery of affordable rural housing.  We believe any such analysis must include the Rural Housing Service (“RHS”), the federal agency principally charged with providing affordable rural housing, and the Low-Income Housing Tax Credit (“Tax Credit”), which has become the central focus for the production of rural and non-rural affordable housing.

HOUSING PRODUCTION

1.
Restore RHS’ Budget.  

RHS’ budget has been severely limited in recent years and the multi-family housing production budget is a fraction of that appropriated by Congress in years past.  The RHS’ main multifamily program is Section 515.  Historical funding levels were around $500 million.  In recent years, the budget was reduced to around $100 million, and a large portion of these funds are used for rehabilitation of existing Section 515 properties. (Precise budget figures can be provided upon request).  This has resulted in relatively little new housing for rural America.  Accordingly, we believe that, in all events, rural housing production appropriations should be increased to historical levels of the early 1990s.  We expect that any funding increase would be modest in the current federal budget environment, but even a modest increase would be important.  

2.
New Cost-Effective RHS Program.
We believe that the most budget friendly programs partner federal funding with private funding to achieve a greater goal than federal funding alone could achieve.  RHS’ main multi-family housing production program, under Section 515, is a direct government loan program that does not easily leverage private dollars.  RHS also has a small program for federally insured private multi-family mortgage loans under Section 538 of the Housing Act of 49, but this has yielded few results.

In light of funding shortages, we have analyzed various ways to utilize federal funds to achieve maximum financial leverage.  Our best suggestion outside of restoring budget funds is to leverage federal appropriations through a new program under the Federal Home Loan Bank system (the “Banks”).  The Banks and their members (“Members”) are an appealing source of financing because Members are largely located in or near rural areas.  In our experience, Members also tend to be familiar with the development of rural housing.  

This program would provide an interest credit in which a lump sum is paid to the Banks or the Federal Housing Finance Board, to be used to buy-down mortgage interest rates to support the below-market mission that RHS serves.  The Banks’ Affordable Housing Program (“AHP”) and Community Investment Program (“CIP”) already support and encourage Members to loan funds to rural multi-family housing.  This interest credit program would facilitate greater lending at a below-market interest rate, and the savings can be passed on to residents in the form of below-market rents.  

We have an extensive set of briefing materials that we would be happy to send to you.  By way of example, we believe that the above-described program with a $50 million federal investment could be used to fund and subsidize loans to Members, creating about $87 million in loans from Members.  A $50 million amount in Section 515 direct loans results in about 1,961 units, while $50 million placed in an amortizing investment would result in 4,151 units, or more than twice the number of units when coupled with a 9% Low Income Housing Tax Credit.

3.
Tax Credit -- Addressing Rural Housing Needs.
We believe that the Tax Credit rules under Section 42 of the Internal Revenue Code should be clarified to permit the 9% credit for RHS programs, similar to the treatment of the Section 8 rental assistance program.  RHS provides rental assistance, direct loans and loan guarantees.  RHS subsidies are often regarded by the tax credit investment industry as below-market federal finance, disqualifying RHS properties from the 9% Tax Credit, for all practical purposes.  An amendment to specifically provide for 9% Tax Credit eligibility will help make additional rural housing possible.  We believe that such legislation could even be targeted to very low income populations (such as the HOME program, where the minimum set aside for 9% Tax Credit is heightened to at least 40% of units occupied by persons at no more than 50% of a median income).

Similarly, we recommend that Section 42 be amended to provide for a small statutory set aside for properties located in rural housing areas as designated by RHS.  This will also help open credit to needy, rural areas.  A minimal set aside of at least 10% would be consistent with past set-asides, such as for non-profit entities.

4.
Vouchers.  

RHS properties would benefit greatly from an allotment of Section 8 vouchers.  Currently, rural properties cannot easily access Section 8 voucher holders.  An allotment of rural Section 8 vouchers (like the rural housing set aside for project-based Section 8) will open subsidy to very low-income rural residents.

PROGRAM ADMINISTRATION

1.
RHS Structural Issues.
(a)
RHS needs uniform programs.  We believe that rural housing is substantially different in underwriting and operations to housing in suburban and urban areas.  Even though rural housing is not centered on farming that way it once was, there is still a  strong relationship to the rural economy.  Still, we believe that RHS’ asset management staff would benefit from contracting-out certain tasks to private contractors or to State Housing Finance Agencies.  This would give RHS greater flexibility in staffing asset management functions, and it would be consistent with recent HUD requests for proposals (“RFPs) that delegate servicing of HUD Section 8 Housing Assistance Payments contracts to local entities.  

Notwithstanding the above suggestion to contract out and localize asset management, we believe that RHS operations can be substantially improved by being  “federalized.”  In other words, RHS has national programs that should operate under basic national standards.  However, RHS is administered on a state-by-state basis with state directors reporting to the Undersecretary for Rural Development instead of the Administrator.  Each state office has leeway to establish and implement the same federal programs in vastly different ways than other offices, creating a jumble of interpretations to what should be a uniform set of standards.  We believe that RHS should have uniform national standards and lines of authority, similar to current HUD operations.  For example, at RHS, state multi-family directors report to the State Directors who reports to the USDA Undersecretary and often bypasses the RHS Administrator and National Office Staff.  This should be contrasted with HUD, where state office multifamily directors report to HUD’s multi-family office in Washington, D.C. for consistent program operations--which seems far more efficient.  We believe the HUD model has certain flaws, but RHS may experience improved performance by reviewing HUD procedures in these areas.

(b)
RHS needs to unify asset management standards with other agencies.  RHS should coordinate with HUD and the IRS to establish a unified set of inspection and asset management standards.  Many RHS properties also receive Tax Credits and/or a HUD-rural housing Section 8 or other assistance.  This subjects properties to multiple inspections using different asset management standards, which is alternatively redundant and confusing.  For example, RHS has its asset management standards under Instruction 1930, HUD follows REAC, and IRS follows the 8823 review process.  Each process has differences in tenant eligibility and inspection criteria.  

We believe that these three agencies should compare existing asset management guides and procedures, and agree on a uniform set of standards and certifications.  There may be localized variations but this will help standardize paperwork and unify agency expectations.

2.
RHS Asset Management Barriers.
There are nearly 18,000 RHS multifamily properties, and at least two-thirds are 15 years and older.  These properties need to be refinanced and redeveloped over the next several years to prevent this productive and successful portfolio from decaying.  Two statutory changes are needed to accomplish this goal.

(a)
Exit taxes.  The Internal Revenue Code should be amended to provide for a tax forgiveness or deferral for persons who transfer their properties at a loss that there are no tax costs in excess of distributions at Closing.  Currently, owners are “locked-in” by exit tax liability, which prevents transfer and refurbishment.  This barrier is particularly intractable because many of these owners invested in these properties for tax benefits contained in the pre-1986 Tax Code, which were deleted with the 1986 amendments.  

We would expect taxes to still be levied on any net income or profits received in a sale.  Indeed, we believe that this proposal will actually increase tax revenues.  Owners would be willing and able to transfer their properties, possibly realize a small profit and pay taxes on those profits.

(b)
Prepayment.  The Low-Income Housing Preservation and Resident Homeownership Act of 1990 removed multifamily owner’s right to prepay their RHS loans.  This right was abridged at the same time a similar bar went into effect for HUD properties.  The right to prepay was restored for HUD properties, but inexplicably, not for RHS properties.  We believe restoring these rights will accelerate refinancing and refurbishment of aging properties but with little risk of removing such rural properties from the affordable housing stock.  The current restriction acts as a barrier to progress even where the goal is to maintain the low-income nature of the properties.

We have addressed a variety of issues that we believe can profoundly improve the delivery of assisted housing to rural areas.  We have raised a wide variety of production and administrative issues.  Accordingly, we would welcome the opportunity to expand on any of the recommendations contained in this letter.  Indeed, we are still soliciting feedback from our members and would appreciate the opportunity to supplement this response.  We appreciate this opportunity to respond to your inquiry.







Sincerely,







Betty G. Bridges







President
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