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Good afternoon.  Thank you for inviting the California Housing Finance Agency (CHFA) to participate and speak to you today on the critical affordable housing issues facing California.  Terri Parker, CHFA’s Executive Director, sends her regrets at not being able to attend today’s hearing, but she is well aware that you have been tasked with a difficult mission, and we offer CHFA’s assistance in helping in any way that we can.   Given the length of your agenda and the impressive list of speakers you have testifying today, I will keep my comments brief. 

CHFA Background

The California Housing Finance Agency was created by state legislation in 1975 as California’s statewide affordable housing bank.  Its primary financing mechanism is the raising of capital through the sale of tax-exempt and taxable housing bonds in which the proceeds are lent for the creation of housing opportunities for first-time homebuyers and the financing of affordable rental housing.  Since its creation CHFA has issued over $16 billion in bonds, financed affordable homeownership opportunities for over 100,000 families and created or preserved 26,000 affordable multifamily rental units in California.  In addition, the Agency has provided $1.5 billion of mortgage insurance to over 14,000 higher risk first-time home borrowers. 

What CHFA Has Done Recently

· Played a leadership role among the state HFAs in increasing the per capita dollar amount of Mortgage Revenue Bond authority for states in federal legislation.

· Financed $1 billion per year in loans for first-time buyers, including approximately 50% low-income buyers.

· Developed a High Cost Area Strategy to improve affordable housing opportunities by:

· Reducing interest rates

· Maximizing MRB income and sales price limits for high cost counties

· Provided Downpayment assistance programs, such as:

· 100%  Home Loan Program (CHAP)

· California Homebuyers Downpayment Assistance Program  (CHDAP).

· Affordable Housing Partnership Program (AHPP) with local governments.

· Self-Help Builders Assistance Program (SHBAP).

· School Facilities Fee Downpayment Assistance and Rental Development Rebate Program.

· Extra Credit Teachers Home Loan Program.

· Extreme High Cost Housing Areas Home Loan Program (Santa Clara, San Mateo, and San Francisco Counties).

· Financing over $200 million annually in affordable rental units.  

· Providing over $400 million annually in mortgage insurance for first time homebuyers who might not otherwise qualify.

CALIFORNIA HOUSING NEEDS MORE SOLUTIONS 

Just as California is searching for solutions to its energy needs, it also needs solutions to meet the housing needs of its citizens.  The contributing factors are varied and complex:

· California is an economic engine with two-thirds of the nation’s new jobs having been created in the state in recent times.  That economic success for the nation has also created a critical demand for housing for its workers.   

· The severe disparity between household incomes and home sale prices has resulted in California slipping from 47th in 1999 to 49th among the states in the percentage of homeownership.  

· California has 9 of the nation’s 10 least affordable housing markets (based on percentage of homes that a median-income family can afford).  They are San Francisco, Santa Cruz, Santa Rosa, San Jose, Salinas, San Luis/Obispo/Atascadero-Pasa Robles, Vallejo/Fairfield/Napa, Oakland, and San Diego.  (Attachment A)

· California significantly lags the rest of the nation in terms of homeownership rates.  According to the California Building Industry’s “Policy Guide 2000,” The national rate of homeownership is 67%, compared to only 56% in California.

A Number Of Elements Contribute To California’s Housing Affordability Problem

· California has a bifurcated housing market:

· Extremely high home sales price in many counties along the Pacific Coast.

· Significantly lower sales prices in the Central Valley and other interior areas of the state.

· Driven by high job growth and rapidly escalating housing demand during recent years, housing prices have soared in the urbanized areas along the coast, and more recently in other areas.  For instance, median home prices in Los Angeles exceed $333,000 requiring a qualifying income of $111,000, yet a school teacher falls $72,000 short of the income needed with an average income of $38,600.  In San Jose the median home price is $430,000 requiring a qualifying income of $143,000, yet a nurse earning an average income of $56,600 still has an income gap of over $86,000 in order to qualify for a median home loan.  (Attachment C) 

· This has created conditions of declining affordability, especially for first-time buyers.  The California Association of Realtors latest affordability index indicates that the nationwide figure is 56 percent, compared with 32 percent of households in California.   

· Extreme high prices in areas such as the Greater San Francisco Bay Area, which includes the Silicon Valley, have resulted in (1) employees buying in or near the Central Valley and other interior areas of the state, and (2) commutes to work as long as 2-3 hours each way, and (3) a difficulty in recruiting and retaining employees in these areas.  

· According to the California Association Of Realtors “TRENDS In California Real Estate” publication of March 2001:  Home prices have skyrocketed in double-digit terms over the past couple of years - prices in many counties in the Greater San Francisco Bay Area, which is home to 7.5 million people, or 22%, of the state’s population, were more than double the statewide median price of $252,500:

· Marin County - $662,880 (as of Jan. 2001)

· San Mateo County- $651,000

· Santa Clara County - $577,500

· Sacramento - $253,460


[image: image1.wmf]Median Resale Home Prices

$253,462

$145,150

$577,500

$651,000

$662,880

$252,510

$139,400

$0

$100,000

$200,000

$300,000

$400,000

$500,000

$600,000

$700,000

Sacramento, Placer, El Dorado & Yolo

CA Central Vallley

Santa Clara County

San Mateo County

Marin County

California Median

US Median


· According to the California Department of Finance and the Construction Industry Research Board, California’s residential permit activities during the 1990’s have run at about one-half the level needed to meet projected housing needs – net permits were 148,000 in 2000.  In contrast, the projected statewide need is for an average of 300,000 units annually.  (Attachment B) 

FEDERAL ACTIONS COULD HELP CREATE NEW HOUSING OPPORTUNITIES

1.
FHA and GSE Loan Limits Are Low For California

FHA, Fannie Mae and Freddie Mac loan limits do not serve California adequately:

· FHA current limits range from $132,000 in lower cost areas to $239,250 in high cost counties.

· Fannie Mae’s conforming loan limit is now $275,000.

· Yet, these limits fall far short of the minimums required to assist many  homebuyer in California.  However both FHA and Fannie Mae allow for increased maximum loan amounts in Alaska, Hawaii and the Virgin Islands: up to $358,875 for FHA and $412,500 for Fannie Mae and Freddie Mac loans for single-family homes.

· The California FHA, Fannie Mae and Freddie Mac loan limits do not address the high disparities in home prices in coastal areas of California and therefore restrict lower cost homeownership financing opportunities for the most populated areas of California.

2.
Current Federal Housing Bond Ten Year Rule Restricts Affordable Production

Current federal law unnecessarily restricts the ability of state and local housing agencies to provide low-interest-rate home loans to first-time homebuyers through the issuance of tax-exempt "qualified mortgage bonds".  This category of federally authorized "private activity bonds" is treated in a more restrictive manner than are other types of private activity bonds.  California especially needs assistance for first-time homebuyers, given the state's population growth and resultant demand for housing

Background

The so-called "Ten-Year Rule" prohibits housing agencies operating home loan programs from re-using private activity bond volume cap after a period of ten years even though another rule (the "32-Year Rule") very effectively prevents any unwarranted re-use.  The 32-Year Rule limits the final maturity of any refunding bonds to 32 years beyond the issuance date of the original bonds for which volume cap was received.

Under current circumstances, with both rules in effect, if a housing agency receives loan prepayments after nine years, it may simply make new loans with the prepayments or issue new 23-year bonds to replace the original bonds that would otherwise simply be redeemed.  However, if the housing agency receives prepayments after ten years, it cannot replace the original bonds that would be redeemed nor directly recycle the loan prepayments into new loans.  If the Ten-Year Rule is repealed, the housing agency, after receiving prepayments ten years after issuing the original bonds, could replace them with 22-year bonds.  As another example, if it received prepayments 20 years after the original bond issuance, it could replace the old bonds with new 12-year bonds.

This authority, if restored through the proposed repeal, would provide sufficient additional tax-exempt capacity for CHFA, with its ability to blend taxable and tax-exempt bonds, to increase its program from $1 billion per year to approximately $1.5 billion per year.  Instead of assisting some 8,000 first-time homebuyers per year, CHFA could likely assist another 4,000.

Effect of Repeal
The California Housing Finance Agency is currently the nation's largest issuer of revenue bonds for the purpose of providing low-interest-rate home loans to first-time homebuyers.  CHFA, by aggressively blending taxable and tax-exempt bonds, provides the funding for over $1 billion of home loans each year.  Of the tax-exempt bonds issued by CHFA, some are authorized by new private activity bond volume cap received each year, and others are issued to replace prior bonds being redeemed within the currently-authorized ten-year period.  However, because of the Ten-Year Rule, CHFA is losing the authority to replace another $175-$200 million of prior bonds each year.  This loss is also felt by other housing finance agencies throughout the country.  

In addition, other bond-financed California first-time homebuyer programs would also benefit, including those offered by the State's Department of Veterans Affairs, the City of Los Angeles, the counties of Los Angeles, Orange, and San Bernardino, and a large consortium of rural counties.  While these programs are considerably smaller than that of CHFA, they would also benefit from the repeal and be able to serve a significant number of additional first-time homebuyers.

3.
Federal Assistance Is Needed To Retain Affordable Housing Stock

The loss of federally assisted affordable housing in California continues to be a serious problem in California.  The federal Housing and Urban Development Department  (HUD) subsidizes over 147,000 units of California’s affordable rental housing.  As the owner’s obligations expire, more than 19,000 of these units have already been converted to market-rate housing, and an additional 78,000 units are considered at-risk of imminent conversion.  These at-risk units will likely convert to market-rate housing unless they are acquired by organizations that commit to maintaining their affordable rents.  

The loss of these HUD-assisted units represents not only a loss of precious affordable housing stock, hardship and potential dislocation for tenants, 40 percent of whom are seniors, but also the loss of billions of dollars of needed federal housing assistance to California each year. 

This looming loss of affordable rental housing is exacerbated by California’s need to produce  another 50 percent in new housing stock each year to meet projected needs.  The shortage is most strongly felt in the areas of low cost housing for working families, people moving from welfare-to-work, and seniors and disabled people. 

Federal assistance is a critical component in the preservation of the existing affordable housing stock in California.  While there are numerous individual programs that can and do  help in the preservation of federally assisted projects, the retention of currently federally assisted projects in California is a goal that cannot be achieved without assistance from the federal government.  While many in the private and public sector are aggressively engage in this effort, our financial tools are limited. But, with our local knowledge and expertise, we can greatly leverage our efforts with additional federal involvement.

Recommendations:
1. As important as maintaining the federal and state income tax deductions for mortgage interest and property taxes, it is equally important that Californian’s have accessibility to FHA, Freddie Mac and Fannie Mae loan products.  Currently, that is not the case for a great many Californians in need of their programs and efforts should be made to recognize California’s high housing cost needs, just as they have been for other high housing cost areas of the country.

In the case of current FHA limits, the May 8, 2001 newsletter of the National Association of Home builders cites a needed increase in nationwide FHA limits.

2. The qualified mortgage bond “10 Year Rule” is prohibiting housing agencies from continuing to use mortgage principal payments received ten years after a mortgage revenue bond is issued.  Congress is currently considering legislation (HR951/S677) sponsored by the National Council of State Housing Agencies (NCSHA) to repeal this unnecessary and counterproductive affordable housing rule.  

HR951/S677 is supported by the National Governor’s Association, the Bond Market Association, the National Association of Local Housing Finance Agencies, the National Association of Homebuilders, the Mortgage Bankers Association of America, the National Association of Realtors and the Silicon Valley Manufacturer’s Group.  It is recommended that in recognizing the need to maximize the use of current affordable housing programs that the Millennial Housing Commission support this effort.  


    

3.
In retaining current affordable housing stock, CHFA supports the renewal and continuation of federal project based rental assistance for Section 8 projects.  In much of California, rental developments with project-based assistance are the only housing that will accept very low income residents.  Given the high market rents in coastal counties, Section 8 vouchers often have little or no value.  Consequently, when project based assistance is terminated, tenants often must move out the area to find equivalent housing that will accept their housing vouchers.  In CHFA’s preservation efforts, we require that project-based assistance be continued and that sponsors seek long term contracts even if they are subject to annual appropriations.  The annual renewals of these project-based contracts by HUD is a critical component of our preservation effort, particularly for those transactions where some loan amounts can be based on the contract rent levels.

The second important area addresses the need for grants to facilitate the rehabilitation, acquisition and capital costs of preservation.  Given the high cost of housing in this state, conventional financial tools (tax-exempt loans, tax credits, HOME, local financing, etc.) are often insufficient to cover all the costs of preservation.  Grant funds from the Federal government matched with state and local funds would provide a cheap source of capital for preservation that could be used in multiple situations.  More specifically, 1) projects may need rehabilitation but cannot support additional debt, 2) short term capital could be used to acquire at-risk projects until long term loans are obtained, and 3) reserves or guarantees could be funded to support operations or other project related expenses.  In all these cases, federal funds could be matched with state or local monies to fully leverage these scarce resources.
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