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My name is Nancy Andrews.  I am the President and Chief Executive Officer of the Low Income Housing Fund (LIHF).  We are a Community Development Financial Institution (CDFI), working nationwide with projects and loans in 35 states.  However, our core markets are in the Northern California, Southern California and New York Metropolitan areas.

LIHF was created in 1984 in an effort to demonstrate to the banking industry that community development lending could be done successfully – it was not too risky, not bad business, but rather good business that helped build people, families and neighborhoods.  Now, 17 years later, with $250 million in loans and technical assistance under our belt, with 34,000 units of housing, 3,000 slots of child care and one million square feet of commercial space financed -- we think we’ve proven our case.  In all 17 years of LIHF’s existence, we’ve only charged off $190,000.  The delinquency rate in our portfolio runs generally below two percent.

Seventeen years ago, our investors were mainly socially-motivated religious orders and charitable foundations investing for social good.  Today, more than 65 banks and private investors have placed $70 million in capital with us.  Every investor has been repaid on time and they have come to depend on us to help them extend their capital and their development reach into projects they could not consider in their normal business activities.  We’ve also experienced a huge growth in demand for our capital in the last couple of years:  in 1998 we loaned a total of $10 million; this year, we will close out our 2001 fiscal year on June 30th having made $40 million in loans.

I’m sure you know by heart the numbers describing the magnitude of housing need in this country – both for Section 8 subsidies and for production assistance.  However, today I’ve been asked to describe for you how groups like mine leverage federal dollars, how we stretch public resources and improve the bang for the taxpayer’s buck. 

EFFICIENT LEVERAGING OF FEDERAL AND PRIVATE DOLLARS

LIHF’s financing supports projects that receive federal support through the Section 8 subsidies, HOME, HOPWA, CDBG, the Section 108 program and the Low Income Housing Tax Credit.  We also finance child care projects which serve poor families receiving federal child care subsidies.  Moreover, because our projects support very low income people, often with multiple needs, our financing depends on a wide array of 

federal contracts, including mental health funds, Head Start, Department of Labor and others.  Sometimes, the housing projects we finance include child care centers, workforce training programs and after school programs.  These projects simply wouldn’t work – and couldn’t receive our financing – without federal support.  But the corollary truth is that federal funds are also dependent on local public resources and private resources.  And all of these sources depend on our financing, as well.  

We provide capital at such early stages in the life of a deal – often in the early pre-development stage, or in bridging tax credit payments or the receipt of HOME and other funds – that it is hard to imagine that many of these deals would get off the ground without an institution like LIHF playing this early stage and bridging role.  Yet, such lending is far too risky and often uneconomic for the private sector.

Every dollar LIHF lends leverages another eight dollars in other investor sources: some of these are public sources, but most of these are private.  Moreover, without a vehicle like LIHF helping to make these deals come together, it is hard to imagine how all the private and public capital would be organized to work together.  

A second and extremely important way that we leverage federal resources is through the direct support we enjoy from the CDFI Fund within the Department of the Treasury.  This Fund is under threat of a $50 million budget cut from the Bush administration.  Yet, this support is essential to the leveraging equation I’ve described, because it builds our equity base, and this allows us to attract more and more private sector investment.  Through this mechanism, we are able to take a dollar of federal money and match it with seven dollars of private capital. We then turn around and leverage funds another eight times over with private financing, as well as public sector financing.  In short, we leverage each other’s role in a relatively efficient and coordinated fashion.  When I say we, I mean:

· the public sector, both federal and local

· the private sector investing in us and lending to projects, and

· non-profit lenders and developers

This is this is tremendous bang for the buck for the federal dollar.

I recently read the testimony of someone who tried to describe the banking industry’s involvement in community development lending as going far beyond the “plain vanilla” mortgage.  I would describe what CDFIs do as more like the “rocky road” of financing.  Our loans run the spectrum from cash flow advances, early stage predevelopment financing, to land acquisition and construction and mini-permanent mortgages. LIHF finances projects that are either too far out on the risk curve to be undertaken profitably by the private sector, or require so much hand holding and technical assistance that they cannot be served efficiently by the private sector.  These types of transactions would not be a desirable book of business, if you wanted to make a profit.  They are the “cats and dogs” of deal flow, but from a capital repayment point of view, they perform quite well.  

We have learned how to do this kind of lending and how to do it well.  We have learned how to be the leading edge for the private capital markets and, as a consequence, to produce a measurable and respectable volume of housing that would not be produced otherwise.

But most of all, we have learned how to be a good partner to the private sector – to attract them to invest in us and to use their capital wisely to achieve results which they cannot achieve without us.  Indeed, you can really think of CDFIs, banks and the public sector as a continuum, each with a special role and each reinforcing the role of the other.  What’s more, organizations like mine provide the front end financing that often makes investments of HOME, low income housing tax credit, and Community Development Block Grant dollars work.  

WHAT NEEDS TO BE DONE

Perhaps the most important federal program to our overall agenda is Section 8. Even if all the capital costs of a project were covered with a grant, poor households could not afford the costs of maintenance and operating a project.  Bottom line:  Section 8 makes the numbers work for many of us in the community lending field.  Moreover, we know that kids in families without housing subsidies (primarily Section 8) suffer six times the malnutrition as kids in subsidized housing.  Just imagine what this does to their ability to perform in school, and how it sets them back later in life as they try to compete in a knowledge based economy.  We also know that housing subsidies are directly linked to employment gains for the poor.  The recent Minnesota Family Investment Program – widely believe to be the most successful welfare to work program ever launched and studied closely by the Manpower Development and Research Corporation -- found that nearly ALL of the program’s gains accrued to families in subsidized housing.  If you didn’t live in subsidized housing, the effect of the program was negligible.  Section 8 subsidies are the bedrock upon which other public investments rest.

Section 8 subsidies give many families the room they need to pay for healthcare, education, transportation to work and other basic necessities.  It allows them to stabilize in a home, rather than being pushed from place in search of cheaper housing – at tremendous expense of their children’s education.  It gives them the economic room they need to save and begin the pathway to homeownership.  It is virtually impossible to say too much about the importance of Section 8 to the housing agenda.

In addition to Section 8, in many markets, production support is necessary and programs like HOME and the Low Income Housing Tax Credit are vital.  Programs targeted to special populations with multiple and complex needs, like Shelter Plus Care are also important.

Organizations like mine have learned how to use these programs, how to combine them with private resources and how to leverage all sources efficiently with one another.  We have created a track record that draws private support into projects and communities that 

would never be considered before.  We have learned how to create real working partnerships between federal programs, local public support, private investors and community developers.  Seventeen years ago when my organization was started, the idea of such a partnership was the stuff of dreams.  Today, we – CDFIs, banks, the public sector and community developers – have turned this dream into a reality.  We have learned how to work with each other, how to use the best that each of us has to offer and how to smooth the rough edges of our differing roles into strong, mutually supportive relationships.  We are living the dream of the decades before us and I am here to say:  it works.

