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Millennial Housing Commission Preservation Roundtable


Opening Remarks








1.	Issues affecting privately owned properties





	Federal policy relating to preservation of existing affordable housing (privately pr publicly owned) is dominated by four powerful realities that are so omnipresent they are seldom stated:





Affordability costs money.  Providing market-quality housing at below-market prices requires  someone – government, directly or indirectly – to fund the gap.  


Preservation is cheaper than production.  If the existing property is sound real estate, preserving is virtually always cheaper than creating new supply. 


Legislatively, production is almost always a higher priority than preservation.  Preservation is seldom adequately funded and is usually treated as a proper subset of production funding.


Costs of activity are visible; costs of inactivity are invisible.  Doing nothing, even though usually the worst long-run answer, is usually the line of least resistance.





1A.	Problems with the stock





There are few resources targeted specifically to preservation.  Instead other resources originally aimed at production (e.g. volume-cap bonds, LIHTCs) are asked to do too much.


The nation has far too few preservation entities capable of acquiring, owning, and managing affordable housing long term.


The variety of risk profiles – opt-out, deterioration, de-motivated sponsor – discourages broad programmatic solutions and instead requires sophisticated interventions.


The thicket of differing older programs – with their historical restrictions, contractual rights, and incumbent stakeholders – often makes it hard to devise broadly applicable solutions. 


To induce an owner to remain affordable rather than going market, there must be an economic motivation to do so – merely matching market alternatives is insufficient. 








1B.	Current approaches





All current approaches focus on individual customized financing.  They required a great deal of custom tailoring and resource combination, resulting in higher transaction costs.  Individual solutions seldom lead to easy replication.


Most transactions require state-allocated resources (volume-cap bonds or LIHTCs).  Acquisition cycles are lengthy.  As a result, acquisition prices rise. 


The non-profit ownership community is, in terms of aggregate national capacity and approaches to capital finance, about 15-20 years behind the for-profit community.  This leads to disadvantages in negotiation dynamics on individual transactions.  Further, resource allocation mechanisms are anti-scale, and unfortunately therefore anti-efficiency and anti-volume.





2.	Discussion questions





	2A.	Crucial interventions the Federal government could make





Specify some resources exclusively for preservation rather than production.  It should not have to compete, state by state and property by property, for resources allocated for production.


Build acquisition/ ownership capacity at all levels: national, regional, local.


Encourage transfer to preservation entities.  Channel exiting owners toward preservation entities through a combination of favorable tax treatment and discretionary resources allocated on an advantaged basis to preservation entities.


Dissolve the FmHA 515 stalemate where owners cannot prepay and seldom can recapitalize.


Eliminate budget-based rent structures and move toward self-adjusting affordability formulas (as are used in the LIHTC).


Retrofit older HUD programs toward what works.  See Exhibit 1.  Many of these features have been proven effectively in the LIHTC.





	2B.	Tools useful across a wide spectrum of at-risk properties





Neutralizing contingent tax for transfers to preservation entities.


Information and capacity clearinghouses.


Strong complementary acquisition intermediaries who partner with local non-profits that can capture resources.


Longer but non-confiscatory notice periods.











	2C.	Inconsistencies in the current delivery system, and possible resolutions





The current system is wholly reactive, waiting for (i) an owner to put a property in play, (ii) a default, or (iii) a suddenly unfinanceable physical requirement.  Being reactive, it is inefficient.


New Federal money is used to pay an old Federal obligation.  Using LIHTCs to pay sellers a need-driven acquisition price that covers contingent Federal exit taxes.  As shown in Exhibit 2, in a typical property it takes $1.80 in new Federal tax expenditure to address $1.00 of contingent tax that most sellers would, in reality, never pay, preferring instead to hold the property.


Budget-based rents are an anachronism whose time has come and gone.  They choke properties into gradual atrophy and default risk, with huge inexorable and invisible costs.





	2D.	Federal programs that would lever state or local funding





Enact authority to neutralize contingent Federal exit tax for long-term preservation.


Strengthen CRA emphasis on housing and preservation.


Strengthen GSE goals targeting preservation.


Appropriate matching funds for state-local programs targeted at preservation.


Give HUD broad legislative authority to reuse old resources in pursuit of longer affordability.  Treat all previously allocated resources (e.g. §236 subsidy, §202 loans) as a sunk cost and give HUD a sweeping mandate to waive or trade these receivables for long-term preservation.


Fund or stimulate the growth of capable ownership and acquisition preservation entities.





	2E.	Proposed Commission recommendations





Pursue the suggestions in Section 2D above.








Exhibits





Affordable housing: What works and what doesn't, 1 page.


Neutralizing contingent Federal tax, cost-recovery analysis.  2 pages.


Excellence in affordable housing ownership, 5 pages.  White paper presented at a Neighborhood Reinvestment symposium, reproduced with permission.


Overcoming Barriers to Affordable Housing Acquisition by Non-profits, 55 pages.  Graduate thesis of Harvard Kennedy School of Government student Shereen Aboul-Saad, reproduced with permission.  
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