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I. Introduction and Background
Chairwoman Molinari and Chairman Ravitch, members of the Millennial Housing Commission, thank you for the opportunity to appear before you today to offer my experience and insights into the nation’s need to provide housing affordable for all Americans.  I am Allan Kingston, President and Chief Executive Officer of Century Housing, a nonprofit corporation deeply committed and involved in the production and preservation of affordable housing and, most importantly, what we call “More Than Shelter™”.  

I have more than 30 years experience in the public and private real estate sectors, having been director of two redevelopment agencies, worked at HHFA before and while it became HUD, and in a variety of private real estate development firms and projects before being asked by California’s Governor to administer the Century program.  In addition, I also currently serve as First Vice President of the National Housing Conference, Chairman of the California Housing Consortium, and as a member of the Boards of Directors of several organizations directly involved with affordable housing, including the National Association of Affordable Housing Lenders, the National Housing Development Corporation, the National Coalition for Homeless Veterans, the Housing Partnership Network, and Shelter Partnership of Los Angeles.  I speak to you today, however, only in my position as President of Century Housing and from my own personal perspective.

II. Summary
Your Commission’s work is challenging and, I’m sure, often tedious.  But it is a challenge worth meeting, and I admire you all for taking on the responsibility to bring cohesion and focus to our nation’s housing policies. I know you would all agree that you are fortunate to have the able guidance and assistance of Conrad Egan as your Executive Director.  Conrad is one of the few men I’ve met who can be a “policy wonk” at the same time he understands all the “nuts and bolts” of the affordable housing game.  With Conrad’s adeptness and thoroughness, and with your own commitment and fortitude, I’m hopeful that your Commission’s findings will be seriously considered, and implemented, both by Congress and Secretary Martinez and HUD.

These are our thoughts at Century about how the affordable housing crisis should be addressed.  While there are many issues that need addressing, I will emphasize those which are most critically in need of solution, and those which have relevance to needs in Los Angeles and in California.

A. Integrate “More Than Shelter™” Concepts Into Housing
Congress should mandate that affordable housing programs and projects must include social services which will also directly benefit those families and individuals being served; provision of just housing is not enough; there is a need for More Than Shelter™.

B. Account for the “Other Bottom Line”
Congress should request that a report be prepared which will delineate the amount of federal funding saved and the “opportunity cost” derived from the provision of affordable housing and related community development and socially responsive (More Than Shelter™) projects and programs throughout the United States.

C. Fund the Preservation of Existing Stock
Congress should increase the amount of resources which are provided for the preservation of existing affordable housing, as more “bang for the buck” can be realized from preservation activities that from the more costly creation of new housing.

D. Encourage and Fund Experimentation
Congress should encourage and fund new techniques and methods, especially those which give promise of lessening the cost to the federal treasury of providing affordable housing.

E. Fund Effective Affordable Housing Programs, Realistically
Congress should act on previous independent HUD evaluations of the performance and value of HUD programs, or request new analyses which will allow prioritization of resources; effective programs should be funded with an awareness of the relatively substantial cost of housing.

F. Meet the Needs of the “Poorest of the Poor”
Congress should provide for and encourage those activities and programs which apply to the very low-income—the “poorest of the poor”—so that their needs are not forgotten.  Congress should encourage the integration of other social programs as part of the development of affordable housing.

III. Issues and Recommendations
A.  Integrate “More Than Shelter™” Concepts Into Housing
Congress should mandate that affordable housing programs and projects must include social services which will also directly benefit those families and individuals being served; provision of just the housing is not enough; there is a need for More Than Shelter™.
Century has now been operating more than five years as a nonprofit organization, remaining under court oversight, but independently managed and directed after being privatized in 1995.  Since its early beginnings, Century and its predecessor have financed the development of over 8,000 units of affordable housing, eight child care centers, and an after school academic tutoring program operating at a dozen affordable housing communities.  

As “housers” involved in the day-to-day, project-to-project details, all of us tend to think of housing only as shelter, forgetting the other human needs that are so important to the realization of a complete life.  And—as housers—we need to recognize that affordable housing is not everything that is important in the world.  There are also other goals and achievements important to society, like education and caring for the very young and the very old!

In our case, once the Century Freeway was complete, the court addressed the issue of maintaining the affordability of the housing that had been produced, and the need to continue remedying the continuing shortage of affordable housing in the Los Angeles area.  It was agreed among the parties that the remaining assets of the Century Freeway Housing Program would be transferred to a new nonprofit entity, Century Housing Corporation.  The nonprofit was charged with continuing to create new affordable housing opportunities in the Los Angeles area.  

In addition, some of the other programs we had begun earlier were assumed and funded by Century Housing.  These included after-school tutoring programs for children living in affordable housing, equal opportunity and affirmative action programs, child care facility development, and job training efforts.

Century’s then-new mission statement established our commitment to continue the efforts undertaken as a result of the freeway construction:

This Mission Statement reflects our goals, and our determination, to assist in the provision of secure and attractive housing for families and individuals of modest means, in order to help revitalize and renew the communities we serve.  Our Mission is:

· To continue to be a leading provider of excellent affordable housing,

· To be a creator of socially responsible shelter and economic development opportunities for the communities we serve, emphasizing More Than Shelter™,

· While remaining committed in our work to the highest standards of ethical conduct, product quality and professional service.

Our lending is primarily short-term, filling in gaps in financing provided by public agencies and for-profit private lenders.  We participate in developments which provide services, based on our belief that housing alone does not adequately address the needs of the residents.  Our More Than Shelter™ philosophy is based upon our experience, which has shown us that housing that only provides shelter is not adequate to meet the needs of families who will reside there.  There are other human needs–the ability to get and keep employment which provides enough income to support a family, child care and education for children who may attend failing schools in neighborhoods with few rôle models for academic success, physical and intellectually stimulating activities for seniors, and recovery programs for the homeless.  

As part of our More Than Shelter™ philosophy, Century provides preapprenticeship training in the construction trades, after school tutoring to children, and supports life enrichment activities for seniors living in affordable housing. We are able to provide grants and seed funds to support organizations, and often rebate a portion of the interest paid on our loans to subsidize social programs.  More of our More Than Shelter™ programs and activities are described in Century’s most recent Progress Report, which we are providing you today. 

Century has made cash contributions of hundreds of thousands of dollars to support other community-based organizations that participate in the development of affordable housing and related services, and currently carries over $100 million in nonperforming loans which were crucial to the development of thousands of units occupied by low-income families.

It is entirely consistent that Congress mandate such programs on a broader, national level.  The cost of such a mandate might well be borne by already existing social programs of other federal agencies, and by savings generated by shifting of direct funding to federal guarantees, to encourage private sector lenders to become ever more involved in such programs.

B.  Account for the “Other Bottom Line”
Congress should request that a report be prepared which will delineate the amount of federal funding saved and the “opportunity cost” derived from the provision of affordable housing and related community development and socially responsive (More Than Shelter™) projects and programs throughout the United States.
The shift from a government program to nonprofit organization has changed many things at Century.  As a government program, Century Freeway Housing Program was capitalized by federal and state funds, and was charged solely with assuring that the funds were expended efficiently in the production of housing.  The only “Bottom Line” was the production of housing and related services.

As a nonprofit organization, with a finite amount of capital and no on-going infusion of new funds from government, Century must meet a “Double Bottom Line”—affordable housing production, and a financial bottom line designed to ensure Century’s survival into the future, so that it may continue to contribute to the development and preservation of affordable housing and related services for many years to come.  

This Double Bottom Line is common to most nonprofit housing and social service organizations, and is the primary factor which makes them different from government agencies.  While both have altruistic purposes, nonprofit organizations must be operated like a business, with sufficient income to both pay on-going expenses and to meet its mission.  It is important for the public agencies which provide capital for development of affordable housing and social service facilities to recognize that the nonprofit organizations which are so instrumental in delivering those services and housing resources must have sufficient income to continue to fulfill their missions.

To address this Double Bottom Line, Century has assembled a team with broad experience in both the public and private sectors.  There is an inherent tension between the public service aspects of our work and the need to maintain our long-term financial health so that we can continue our efforts into the future.  In order to achieve the balance needed to meet our Double Bottom Line, Century has become primarily a lender, with a strong More Than Shelter™ service component to our programs.

Our second (social) Bottom Line, which we recently updated, shows savings and opportunity costs of more than $1 billion to society and more than $750 million to taxpayers through the provision of More Than Shelter™ activities.

Some examples of those dollar savings are:

· Job Training has generated at least $60 million in wages to previously unemployed tradesmen and women over 5 years.

· That employment saved the welfare system nearly $14 million, and may have saved as much as $265 million in avoided costs of incarceration just from the repeat offenders who were trained, and became gainfully employed.

· Development of housing by Century not only provided homes for 15,000 persons, but it also put $655 million into the area’s economy, creating 1.8 million hours of employment.

· Development of transitional housing for previously homeless veterans not only improved the lives of about 4,000 ex-servicemen and women over 10 years, but also saved U.S. Veterans Affairs an estimated $24 million in avoided hospitalizations.

We went through this exercise as we complied a 5-Year Plan, with the bottom lines, to indicate what the results of our efforts are and could be.

One of the reasons we did this was to provide a potent message to the world out there about the value of the job we have done—and are doing.  We realized that we had not articulated this message to the public at large, and that the public had little perception of the societal value of what we are doing.

Similarly, on a national level, affordable housing advocates and practitioners have not done a good enough job of articulating the positive results of affordable housing programs and prospects.  Our business has gotten lost not just on the screens of the political leadership, but completely lost in the clutter and noise of competing interests.  Only in the single-family purchase area has there been compelling attempts to shape a positive image, and even that effort is not distinctly tied to affordable housing.

That is why we call on you to recommend that Congress request a compete report on the positive results of federal funding; so that it can be used as a basis to fully inform and convince the American public of the value of such activity.

C. Fund the Preservation of Existing Stock
Congress should increase the amount of resources which are provided for the preservation of existing affordable housing, as more “bang for the buck” can be realized from preservation activities that from the more costly creation of new housing.
Without federal funding (tax credits, direct loans, CDBG or HOME, and other funding delivered through state and local agencies) projects which preserve the affordability of existing housing, are infeasible.

This is especially is true of preservation of existing affordable housing developments “at risk” of converting to market rents.  Century has assisted in the preservation of 835 units of “at risk” housing by providing bridge financing, credit enhancement and term debt totaling over $45 million.  One percent of these units are preserved at rents affordable to those earning 60 percent of area median income.  These affordable housing units would have been converted to market rents if tax exempt bonds, tax credits and other federally financed loans had not been available.

Thousands of apartment units which are being brought back onto the market have been—and more will be—lost as affordable housing, unless the federal government assists in the cost of subsidizing the affordability of these units.

There are innovative and specialized approaches out there—the National Housing Development Corporation is one (of which I’m proud to be a board member) which could be more fully employed, and which should be funded, and we request that the Commission recommend that the amount of resources for this activity be substantially increased.

D. Encourage and Fund Experimentation
Congress should encourage and fund new techniques and methods, especially those which give promise of lessening the cost to the federal treasury of providing affordable housing.

As a nonprofit organization, Century has a great deal of flexibility which is not available to public agencies or regulated financial institutions.  However, we have learned that the participation of for-profit and public organizations is absolutely necessary in the effort to provide affordable housing. We have also found some areas where existing programs are not sufficient.

For example, in helping to preserve those 835 affordable housing units, in one instance Century had to provide gap financing, repaid by excess cash flow from new (voucher) rents required upon repayment of the Section 236 mortgage.  In another case, subordinate bonds were guaranteed by Century, filling a financing gap. Without that guarantee, the deal would not have worked. And in yet another, Century funded the rehabilitation work and was repaid with the final disbursement of tax credits.  One hundred percent of the units were preserved at rents affordable 60 percent of area median income.

Another example, hopefully, of an innovative approach solving an affordable housing problem is our present contract with the Department of Veterans Affairs to design and structure a $100 million Pilot Loan Guarantee Program for Multifamily Transitional Housing for Homeless Veterans.  This Pilot Program is intended to demonstrate the feasibility of establishing an on-going, permanent loan guarantee that will allow the financing of additional transitional housing for homeless veterans.  The loan guarantee should provide sufficient financial certainty to induce lenders to fund loans permitting the development of transitional housing facilities to serve the special needs of homeless veterans.

In connection with the tax exempt bond refinancing of two affordable multifamily projects in Claremont and Santa Fe Springs, Century will provide property tax exemption guarantees to Fannie Mae in the aggregate amount of $2.5 million.  The guarantees ensure that the properties will secure the welfare exemption to real estate taxes and will help preserve close to 200 units of affordable family housing.

These are all examples of assistance which regulated lenders and public agencies could not provide, often the final piece of the puzzle that make affordable housing projects feasible.  All of these projects relied upon major infusions of public resources, but it was only the flexibility that nonprofits, like Century, can bring to bear that made them possible.  None of the financial assistance which Century provided carried extraordinary risk, but the risks were higher than most lenders could, or would, assume.  As an altruistic nonprofit organization, Century could provide the needed financing or guarantees to preserve these projects and make the deals work.  Congress needs to recognize the rôle which the nonprofit sector plays and provide adequate resources to the “third sector” so that more projects like this will be feasible.

There is one new program idea which could result in significant funding being made available for preservation and production of additional affordable housing stock.  As I mentioned earlier, Century carries on its books over $100 million in long-term loans which will not mature for decades.  Practically every major nonprofit and public lending entity has a portfolio of such loans.  These loans made the development of thousands and thousands of affordable housing units possible, but because the notes usually do not amortize on a fixed schedule, they have essentially no current market value.  

If a secondary market were created to purchase these loans from the lenders who currently hold them, potentially billions of dollars could be put to work financing more affordable housing by the those lenders.  This approach is now used in the single-family mortgage and commercial apartment marketplace, creating the liquidity needed to keep the markets functioning.  The secondary market approach to providing new funding to the housing industry is relatively simple, and it builds on the expertise and capacity of thousands of participants.  

By creating a secondary market for affordable housing loans, whether they are residual receipts, deferred payment, or simply “zero interest,” an immediate infusion of new capital would flow directly to the community and public lenders who have the capability and capacity to develop new housing targeted to meet local needs quickly.  The overarching issue is one of value, and that should not be insuperable.  I strongly recommend that you consult with other nonprofit and local housing lenders about their portfolios of “nonperforming” affordable housing loans, and investigate how best to convert them to fresh capital.

Another lesson learned is that one size does not fit all.  The public and private participants who produce and preserve affordable housing have proven themselves to be innovative laboratories, capable of devising new approaches to addressing the problem of producing affordable housing.  Any new production program must allow that experimentation, and permit the funds to be used in a variety of ways, as long as the targeted income groups benefit.  In some areas, the best approach may be direct subsidies, while other markets may respond better to credit enhancements or other incentives.

These experiences lead us to believe that there must be many more such innovative techniques out there and why we believe Congress and HUD should take a long, hard look at all of them, by encouraging such efforts.

E. Fund Effective Affordable Housing Program Realistically
Congress should act on previous independent HUD evaluations of the performance and value of HUD programs, or request new analyses which will allow prioritization of resources; effective programs should be funded with an awareness of the relatively substantial cost of housing.

Again, it is important for the public agencies which provide capital for development of affordable housing and social service facilities to recognize that the nonprofit organizations which are so instrumental in delivering those services and housing resources must have sufficient income to continue to fulfill their missions.

The eight major projects in which Century has most recently participated, created or preserved 1,130 affordable housing units, at a total development cost of $112.4 million. Century provided nearly $18 million in subordinate and bridge financing, and guaranteed $7.7 million in bonds or other loans to assist in making these projects feasible.  Federal sources of funding, either directly as loans or indirectly through tax credits, accounted for about 42 percent of the total cost, and private mortgages funded about 54 percent.  State and local funding, and grants from the Affordable Housing Program of the Federal Home Loan Bank provided the balance.  Clearly, without the availability of federal funds, in the form of tax credits, direct loans, or program funds distributed through state and local agencies, none of these projects would have been feasible.

Programs designed to meet the needs of ‘low-income’ families have been reasonably successful for those target populations on a national basis.  Without those programs, there would be a much more serious crisis facing the nation, and they should be bolstered to assure that affordable housing production can continue to keep up with growing demand.  This was recently reinforced by testimony before the Housing and Community Opportunity Subcommittee of the House Committee on Financial Services on May 3, 2001
.

However, these programs are not equally effective in all parts of the nation—they have not been as successful in high cost areas, like California.  In fact, despite data showing that the nation as a whole had an adequate supply of housing affordable to lower income households, the testimony before the Housing and Community Opportunity Subcommittee also demonstrated that there was a continuing deficit in the supply of housing affordable to those earning less than 50 percent of area median income in three states: California, Nevada and Florida.  In only two states were more than one-half of their very low-income renters paying more than 50 percent of their income for rent: California and Florida.  

The overall success of these modest-subsidy programs in addressing the needs of low-income families is laudable.  But, the failure of these programs to fully meet the needs of low-wage working families in California and Florida indicates that either additional funding should be targeted to these higher cost coastal states, or that additional sources of subsidy are needed to meet the unique needs of these states.

The state of California set a refreshing precedent last year which might be instructive.  When new funding was budgeted for multifamily affordable housing, instead of designing a new program, the Legislature took the best parts of older, stable programs, and appropriated new funding to them.  In future, all multifamily funding will go through this program, and the participants, including the state employees, will not have to learn new rules every year.  Rather than recommending that Congress create a new program, your Commission might be well advised to instead evaluate existing programs to determine which are most successful, and recommend that Congress provide those programs with additional funding.

It is not just a matter of increasing the HUD budget; if it is true that only twice in the last 25 years has HUD’s total annual budget exceeded ½ of 1 percent of total federal domestic spending, then it is a matter of perception, and the necessity of moving up the scale of priorities the subject of and need for affordable housing as a national goal that will increase the HUD budget.

F. Meet the Needs of the “Poorest of the Poor”
Congress should provide for and encourage those activities and programs which apply to the very low-income—the “poorest of the poor”—so that their needs are not forgotten.  Congress should encourage the integration of other social programs as part of the development of affordable housing.

The other major finding reported to the Housing and Community Development Subcommittee reinforced a reality that affordable housing developers across the nation face daily—the existing housing production programs have not met the needs of the extremely low-income families.  These are the families who are supposed to be caught by the nation’s “safety net” programs: income supplements, food assistance, medical care subsidy and housing directly subsidized by public agencies.  Yet, the data show that only 20 states had an adequate supply of housing affordable to those earning less than 30 percent of the area median income.  In California, it was estimated that there were only 43 housing units affordable to each 100 families in this extremely low-income group, the lowest ratio in the nation by almost 20 percentage points.

Supply-side production programs which address the needs of extremely low-income families, primarily public housing and project-based rental assistance subsidies, have been reduced over the years.  At the same time, the effectiveness of remaining programs and funds has been reduced by rising rents and declining vacancies. And now, energy costs are contributing to the unaffordability of housing to this segment of our nation.  

Demand-side programs, like tenant-based rental assistance, are becoming less and less effective as market rents rise faster than HUD raises the Fair Market Rents, and falling vacancies convince landlords to not participate in subsidy programs, with their red tape.  As you have no doubt heard from others and may hear again today, public housing agencies are having to process and qualify more and more prospective Section 8 Voucher tenants, at higher and higher cost, in order to successfully place families who have, in some cases, been on their waiting lists for years.  

In the Los Angeles area vouchers are not working.  The rental housing market is very tight, and housing production has slowed due to a shortage of affordable land upon which to build.  Vacancy rates in impacted communities are so low that owners of rental buildings do not have to accept vouchers in order to fill up their units.

Vouchers work where there is an adequate supply of rental units and a dynamic rental market in terms of rental choices.  This could be termed a disadvantageous situation for property owners.  Also, most property owners do not like the regulations and red tape associated with vouchers. 

Vouchers need to be like cash.  Perhaps like the Line of Credit System (LOCS) the funds could be directly assessed by the landlord over the internet.  Perhaps like an “honor system” where property previously inspected would be allowed to be conditionally approved for move in.

Vouchers and other forms of tenant-based housing assistance only work where there is an adequate supply of housing priced at levels which are affordable by working families. Where vacancies have fallen below normal levels, as low as one percent in some California communities for apartments affordable to lower income families, no form of tenant-based rental assistance can be effective in meeting the needs of those families.  What is needed is more housing—housing that low-income families can afford.

What is missing are programs targeted to the areas where the current financing mechanisms are not being effective and demand is great.  Targeted supplemental allocations of affordable housing production funds are called for in California and other high cost areas.  For the needs these programs serve, they are effective and reasonably efficient, requiring only modest changes.  Additional resources allocated to those areas with extraordinary unmet needs will help reduce the imbalance in success in meeting the needs of low-income families.

However, these resources might best be created by adding funding to existing programs rather than creating new programs.  An historical pattern has developed in Washington—as soon as industry and government agencies become familiar with a new program, either it is replaced by a new program or a flurry of new rules and regulations are issued.  This means that all of the participants need to become retrained in the new rules, new forms and processes have to be invented, and everyone has to go on another “shake-down cruise” to work out the inevitable bugs.  This confuses and frustrates the participants, delays the delivery of the benefits to the ultimate clients and increases everyone’s costs.

The multifamily housing financing system can be improved by tasking the system to production priorities.  Such production targets might require emphasis on the following :

· Producing more than 100,000 affordable housing units each year.

· Housing low-income and Section 8 recipients with limited targeting.

· Flexibility of using tax credits, HOME, and private dollars.

· The ability to obtain them at one location or agency, in half the current processing time.

In closing, let me again thank you for your commitment to this important work.  I know that your deliberations and report to Congress will help us all as we struggle to provide safe, decent and affordable housing for all Americans.

�  Testimony of Kathryn Nelson, Office of Policy Development and Research, US Department of Housing & Urban Development to the Housing and Community Opportunity Subcommittee, May 3, 2001.
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