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Introduction

I would like to thank the Commission for the opportunity today to share my observations regarding the production and preservation of affordable housing. I hope that my extensive experience in program creation, policy analysis, and affordable housing development, in both the public and private sectors will be of benefit to you today. Currently I am the Executive Director of Southern California Housing Development Corporation. We are a 501 (c) 3 affordable housing developer and manager. We operate a growing portfolio of both multifamily and senior apartment communities throughout Southern California, totaling more than $175 million in assets and more than 3,500 units under ownership and management. 

The challenge in meeting affordable housing needs for very-low, low- and moderate- income families is affected by policy at local, state and federal levels. Creating a new federal housing policy, which addresses the vast differential in needs throughout the nation, is an enormous task.  Although providing sufficient funding to meet all the housing needs is a daunting challenge, there are steps that can be taken to make current funding go further. This testimony seeks to address key issues that should be considered when discussing and creating federal housing programs and policy.

Outlined below are five critical issues for policy consideration:

· Legislate longer terms of affordability; stretching subsidy dollars

· Encourage the structuring of mixed income properties for sustainable affordability 

· Promote the preservation of existing housing stock through acquisition and rehabilitation

· Promote the long-term viability of non-profit organizations

· Require and fund the provision of a service component as part of a larger goal

These points are best illustrated by highlighting Southern California Housing Development Corporation’s business model, which has, on a regional level, successfully addressed many of these challenges. 

Background

Formed in 1992, Southern California Housing Development Corporation (So Cal Housing) is a uniquely structured regional nonprofit, 501(c)(3) affordable housing developer and manager. Its all-inclusive approach to affordable housing has brought about tremendous results in distressed neighborhoods and provided high-quality affordable housing for thousands of individuals, families, and seniors without a dependence on continuing government subsidies. Coupling business savvy with a compassionate mission, So Cal Housing is a model for effective, efficient, community-based affordable housing development and neighborhood revitalization. The organization has been continually been recognized for its excellence by regional and national organizations including the National Association of Home Builders, National Affordable Housing Management Association, and the California Redevelopment Association.  SoCal Housing was the first nonprofit developer to win these national awards in competitions against for-profit developers’ rehabilitation projects.

So Cal Housing’s mission is to enrich the quality of life for individuals, families and seniors by providing the best quality housing and services to the communities it has been entrusted to serve. Its structure promotes the efficiency of a well-managed business while achieving the goal of serving communities and residents. Its Guiding Principles were established to create a shared vision of why the organization exists and each member’s role in the Mission. Its highly experienced and diverse board of directors and management team has led So Cal Housing to become one of the larger regional non-profit developers, asset/property managers and owners in the country. The organization’s portfolio of multi-family rehabilitated units grew from 248 units in 1992 to 3,528 units today and serves approximately 10,000 residents. It employs approximately 155 employees in five Southern California Counties and has assets in excess of $175 million.

Critical to the success of So Cal Housing’s model are partnerships with both local governments and the private sector development community.  We work closely with city, county, state and federal agencies to help assess local affordable housing needs and develop responsive programs, primarily through the acquisition and rehabilitation of existing multifamily properties.  In addition, we partner with private sector developers for large-scale housing and economic development projects, to capitalize on the strengths of each organization.

So Cal Housing developed a full service approach to affordable housing that ensures its high-quality standards are upheld and maintained in every aspect of its work. So Cal Housing was somewhat of a pioneer in the nonprofit affordable housing community, bringing all essential development functions in-house, rather than contracting out at higher rates. The organization consists of project management, accounting, construction, property management, and social services departments. This business model assures our municipal, financial, and community partners a consistent level of quality and commitment to a shared goal. The result is a portfolio of affordable multi-family units that is well maintained, attractive, and safe for thousands of households that previously struggled with the cost of housing.

So Cal Housing believes in enriching the quality of life of its residents in ways that go beyond providing shelter. To this end, in 1998, So Cal Housing established the Hope through Housing Foundation and an in-house Community Resources department.  It is the goal of So Cal Housing that every housing development it owns have a services component that coordinates existing community resources for education, career development, wellness, and child care. The Community Resources department at So Cal Housing is responsible for partnering with other community-based nonprofits to bring vital resources and programs to the residents of these communities.

Legislate longer term affordability; stretching subsidy dollars

Federal housing policy can require consistently long-term affordability.  The non-profit development community is willing and able to commit to longer-term affordability, perhaps in excess of 100+ years, tied to the underlying real estate. A policy that promotes long-term affordability restrictions, and that survives the life of the improvements, would stop the never-ending cycle of expiring subsidy problems.

History has shown that housing affordability is achieved for relatively short time frames.  Commitments for tenant-based Section 8 vouchers are now appropriated year to year.  Many local, state and federal multifamily rental programs require affordability covenants for as few as 15 years.  In California, only the Low Income Housing Tax-Credit program requires affordability for as long as 55 years.  

So Cal has voluntarily committed to its partners that affordability will continue in perpetuity, well past the regulatory requirement.  When a property has exceeded its economic life, it is intended that the value in the land would provide sufficient equity to rebuild another affordable development. In communities that have a concern about appropriate future land use, So Cal has agreed to the concept that at the end of 55 years, the local agency has the option to relocate the affordable units to another site.  This ensures the continuing commitment to a minimum number of affordable dwellings once they have been subsidized the first time.

Encourage the structuring of mixed income properties for sustainable affordability

The Federal government can encourage such developments by creating statutes that requires income diversity in a project.  Currently many federal regulations exist that discourage this type of project.

So Cal has structured approximately 30% of its transactions as mixed income deals.  For example:  A project may have 15% of the units at 35% of median income, 15% at 45%, 15% at 60%, and the remainder at market
. This approach has positive social and economic ramifications and is consistent with housing policy that supports mixed income developments. With mixed income deals, upside potential on the market rate units is made available. This creates a built-in cushion against increased expenses and allows for a higher loan-to-value, thus decreasing subsidy required for the project overall.

Cash flow from projects that are affordable to 100% very-low income residents is nominal at best.  In fact, very often, increases in operating expenses outpace increases in income.  This illustrates the economic flaw in creating 100% low-income development. A negative cash flow situation can develop, usually prior to the payoff of the first mortgage. The most viable method of minimizing this potential effect is to decrease the permanent loan-to-value and increase cash flow. This, however, increases required subsidies.

Policies that encourage the development or preservation of mixed income developments would also allow for the project to reflect the broader community demographics.   For example, if the a city’s renter population is 20% very-low income, 30% low-income, 30% moderate-income and 20% above moderate, then the mixed-income affordable housing development could reflect that same income mix.  This would provide two benefits.  It would buffer against economic downturns and it would counteract the negative neighborhood environment that is created by concentrating many very-low income people together, reducing their chances for improvement.  Many past policies that focused the majority of housing assistance on the very poorest households have worsened the poverty concentrations in mostly urban areas. 

One recommended option would be for the IRS statute governing Low Income Housing Tax Credit projects to permit credits to be allowable for some percentage of higher-income units (above 60% of median income) as opposed to only those below 60% of median income residents, as is done now.

Promote the preservation of existing housing stock through acquisition and rehabilitation

Policies that stress preservation of federally assisted multifamily housing and the conversion of existing market rate projects to housing with long-term affordability will do more than provide affordable housing.  They will help address the problem of crumbling communities.

Since So Cal Housing’s first transaction in 1993, a comparison of new construction costs showed that acquisition/rehabilitation was cheaper by 20% or more.  There are many  reasons, including higher land and impact fee costs, the cost of new infrastructure where none exists, and a longer construction period.  Today, when the cost differential between acquisition/rehabilitation and new construction is less, several factors still promote a policy that stresses preservation, and provides sufficient funding for the purchase of existing housing stock.  As mentioned above, So Cal Housing’s specialty has been the rehabilitation of blighted housing stock.  The benefits to the community’s quality of life are quantifiable.  At a minimum, costs for crime fighting and code enforcement decrease and property values increase.

Promote the long-term viability of non-profit organizations

There is a need for continued resources for non-profit capacity development and federal policies that support non-profits’ self-sufficiency.  In addition, for mature regional non-profit organizations like So Cal, the need is for low-interest working capital.

A grant or subsidy dependent nonprofit is no more desirable than a subsidy dependent project. Historically, many non-profits have had strong motivation but little capacity to access capital, develop a significant portfolio, or to be self-sufficient in the long run. 

In order to ensure long-term viability, program regulations must be structured in a way that allows nonprofits to charge sufficient fees to build an asset base.  Development, asset management and property management fees are all ways that help to build capacity, but will actually decrease subsidy costs in future years, as affordability periods are lengthened.  

Rarely considered in this context, but critical to nonprofit sustainability is the issue of proper property management techniques.  This component is critical because improper staffing practices can negatively affect an organization’s bottom line, as well as the development’s physical integrity over the long-term.
The apartment property management industry has demonstrated that one office person and one maintenance person per 100 units is an effective rule of thumb for staffing an apartment community. This can, of course, vary depending on the design and maintenance features of a particular property, the number of resident related programs that are available and the volume of compliance reporting required. With apartment communities of less than 100 units owners often have to choose between overstaffing the property or staffing the property with part-time personnel. The first approach produces a negative impact on economies of scale. The second approach deprives the residents of the advantages of a full time management team.  Additionally, the benefits of economies of scale are reduced at the administrative support level. It costs nearly as much to account for and audit a 50-unit community as a 100-unit community. Therefore, policy is most economically effective when targeting larger properties.

High-quality management is the key to preserving the integrity of a property and a community as well. Operating exclusively in low-income communities, So Cal Housing has adopted an all-encompassing management strategy to deal with the challenges of managing affordable properties, complying with tax-credit regulations, gang and drug-infested communities, and implementing comprehensive neighborhood revitalization. By retaining an ownership interest in each community it manages, So Cal Housing is able to ensure that its high standards of management and resident service are not compromised by profit-making ownership interests. Its commitment to top quality property and asset management is exemplified by the condition of each property. Its portfolio is financially strong with adequate reserves, adequate professional staff, and excellent on-site maintenance.

Affordable rents, community resource programs, and high maintenance and management standards result in an overall portfolio occupancy rate of 97% for stabilized properties (approximately 2,600 units). All properties in the portfolio are underwritten to at least a 1.15% debt service coverage based on affordable rents. The company employs a 5-Year Rolling Capital Improvements Plan that is revised each year. To ensure each property continually receives adequate reserves, So Cal Housing utilizes zero-based annual budgeting. So Cal Housing’s commitment to preserving the integrity of each community under its management is apparent in its commitment to maintenance, proper staffing, resident quality of life, and health and security issues.

The more large, regional, capable and efficient nonprofits federal policy can encourage and create, the better.

Require and fund the provision of a service component as part of a larger goal

Helping a resident in some form of subsidized housing to achieve self-sufficiency is a worthy goal that can be achieved as part of an integrated and comprehensive policy on housing and economic development. In addition, the funding of a service coordinator position should be an eligible operating expense to be underwritten when developing or rehabilitating low-income housing.  In this way, organizations that provide services will not require ongoing grant funding to keep vital programs running.

Decent affordable shelter is only the foundation of a community’s well being. To ensure the long-term sustainability of the revitalization process, the residents within the community must be able to access jobs, childcare, education, and health services. So Cal Housing’s experience is that these are the most effective types of services in affordable housing communities. Families that are no longer preoccupied with the struggle to afford housing are more receptive to programs and are able to begin looking for resources to achieve personal life enrichment. The collective goal is to assist individuals in improving their lives so that they can achieve self-sufficiency.

So Cal's subsidiary organization, the Hope Through Housing Foundation, has identified two areas of programming critical to quality of life—education and wellness. Its programs provide services that nurture people in these areas. Examples of programs the Hope Through Housing Foundation was critical in implementing include:

· Health Screenings 

· Immunization Clinics

· Nutritional Free Meal Programs

· English as a Second Language classes

· GED classes

· Adult Literacy Programs

· After-school Tutoring

· Youth and Senior Mentoring Programs

· Parenting Classes

· Family Resource Counseling

· Senior Services and Resources Counseling

· Food Distribution

· Job Education and Training

· Career and Educational Counseling

· Computer Skills Training

· Fine Arts Appreciation Programs

· Summer Camp Scholarships

· Summer Swim Lessons

· Youth and Senior Sports Activities

· Nutrition Classes

· Youth and Senior Craft Classes

Hope Through Housing has been very successful in collaborating other with other nonprofit service providers. This resourceful strategy is cost-effective, thus allowing the organization to fully maximize its use of funds. In the year 2000, Hope Through Housing served approximately 12,000 women, men, children and seniors in Southern California.  So Cal is in the process of developing a database that will track and measure the costs of the programming against desired outcomes, such as job advancement and move-outs attributable to homeownership.  To further leverage scarce resources, So Cal Housing will be undertaking two pilot projects that would recruit and utilize volunteers on a project-wide basis.

Summary

So Cal has been fortunate to have been very successful in utilizing local and state programs and funding as well as the federal Low Income Housing Tax Credit and tax-exempt bonds to fund its projects.  While we would like to use additional federal resources such as FHA funding, the HUD 202 program and funding for the purchase of federally assisted housing, we have not been able to do so to date.

Several of our city partners will not permit us to utilize FHA loans due to many of the complicated regulatory constraints associated with those loans.  A HUD 202 loan, while providing the bulk of the equity for a project, has rules and regulations that are often inconsistent or unworkable with other necessary gap financing.

While I don't have intimate knowledge of the restructuring process for federally assisted housing through OMHAR, the 100,000+ of these units currently at risk in California could be a prime target for nonprofits such as So Cal Housing.    Any of the changes and models recommended above, if incorporated into mark-to-market and other federal restructuring program regulations, would help nonprofits better fulfill their mission of maximizing the production and preservation affordable housing.

� 10% of transactions include units set-aside for households at 80% and above of Area Median Income. In these instances, 80% rents are in excess of market rents and are therefore viewed as mixed income deals.
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