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Thank you for asking me to testify.  I am pleased to participate in this opportunity given to all concerned about affordable housing in the country, to examine the history of our nation’s housing delivery system, where we are today, and what needs to be done to support the role of housing in our country’s economic and social agenda.

Phipps Houses is a not-for-profit owner and developer of affordable housing.  We have been in business since 1905 and participated in virtually every government housing program.  We also have an extensive community development mission in those communities where we own housing – in the Bronx, Manhattan and Queens.  And, Phipps Houses Services, Inc. manages our properties, as well as a broad array of affordable housing owned by others.

Housing preservation should be accorded a priority in any national housing agenda recommended to the Congress.  In today’s world this means not only seeking to keep Sec. 8 subsidized housing in the federal program or otherwise affordable, but also – in many cases -- preserving the physical asset for future affordable use.  In addition, privately owned housing that is affordable, but not government subsidized, deserves attention.  The country also needs a production program – production of new housing to meet the growing need for affordable housing by not only the very poor but also low and moderate income working families.

All of this will require some resources.  There is no way of getting around it.  A case must be made to Congress that there is a shortfall in housing affordability in many communities, for many deserving occupational categories.  The National Housing Conference’s Center for Housing Policy has just issued an excellent report on the estimated 3.7 million working families with critical housing needs.  Housing is out of reach for policemen, firemen and teachers, say nothing of janitors and salespersons, in many parts of the country.  Somehow in our structure of national priorities, housing has been ignored – or taken for granted – even though everyone needs the security of a home and sound housing is necessary to meet the country’s more talked about goals of education and employment.

In New York City over 27% of households spend more than 50% of their income on housing and more than 200,000 live doubled up.  The New York University Center for Real Estate and Urban Policy calculates that there is a shortage of 551,000 affordable housing units in the City.  This is affecting the City’s attractiveness as a place for business location and expansion.  Our “case” for housing should be made in terms of its role in the country’s economic future, and its role in responding to the needs of working people.  Perhaps that way we will get more attention.

Preservation.

In April 1996, Ernst & Young assessed the conditions of federally assisted properties.  They found enormous immediate and short term capital needs.  Not surprising given the age and use of the properties.  Government’s response to these properties has been minimal.  Housing sponsors have struggled with portfolio reengineering that has been directed more at reducing operating costs – hence Sec. 8 costs – than putting new capital into our properties.  As we know, this policy has the ironic effect of directing further resources toward properties that have already received more money to operate and maintain.  Hardest hit are the “older assisted properties” which are not only old, but also saddled with a subsidy structure that has under funded reserves and maintenance needs.  There are 15,523 Older Assisted properties in New York City out of a total 74,017 Project Based Sec. 8 properties.  Mark to Market has offered limited assistance to Older Assisteds since the greater majority have rents below the area market.  The Phipps Houses Group has two older assisted properties in its portfolio:  Lambert Houses in the Bronx and Phipps Plaza South in Manhattan.

In the case of Lambert Houses, a 221 (d)(3) financed property with project based Sec. 8 subsidy, we estimate that the property (which opened in 1974 with 731 units) has $15 million in short-term capital needs.  For two years we have been seeking HUD’s approval of a $7 million private second mortgage, serviced by existing building revenues, and a related $1 million Federal Home Loan Bank grant. HUD legal is having trouble approving this concept when the cash to service the debt is already in the operating subsidy budget.  With Lambert, we have few other alternatives.  Rents, while less than rents of other assisted properties in the area that are over 120% of median (and thus get Mark to Market attention), are near 100% of the local street rents, leaving no room to increase our budget.  We have pre-1986 limited partner investors in the property whose investments were dramatically changed by the 1986 tax act; they are caught paying taxes on phantom income, but unable to sell their interests, without significant capital gains.  If the exit tax penalties of the Internal Revenue Code were modified so that the investors could transfer their interests to a not-for-profit entity, the picture could at least be simplified and perhaps aided.   Second, in depressed areas HUD should allow rents to rise to 120% of local rents to finance a second mortgage that more realistically addresses the capital needs of the property and permits owners to make more timely maintenance investments.

Our second property, Phipps Plaza South has a 236 IRP contract and a project-based Sec. 8 subsidy contract for up to 90% of the apartments.  To bring needed capital into this property we are negotiating a Section 241 insured second mortgage with the debt service provided as part of the Mark up to Budget program.  In this case the property is located (at 26th Street and 2nd Avenue) where local rents are higher.  While the higher local rents permit a second tier of Sec. 8 subsidy, the process is long and torturous, and required special approvals of the HUD central office.

I applaud the Millennial Commission’s examination of possible reforms to the Exit Tax for partnership investors as a way to assist housing preservation.  I would urge that the receiving entity of these interests be limited to not-for-profits for two reasons.  First, if the federal government is to forego revenue, Congress is likely to feel more comfortable having the “benefits” go to a not-for-profit than a for-profit entity, about which there may be concern over private gain.  Second, in the past several decades not-for-profits have emerged across the country as strong guardians of neighborhoods.  Community based organizations have placed roots in their communities and are more likely to be a long- term presence, capable of fulfilling a long term affordability agreement.

Phipps Houses would welcome the opportunity to preserve and maintain the housing interests from prior investor partnerships.  We are experienced at structuring commitments to maintaining affordability.  What has to be looked at is how to generate funds for capital repairs these properties will likely need.  Consideration should be given to ways of raising additional capital that would come with the donated interest – something short of the tax liability to be attractive to the investor.  HUD also needs to examine the debt side of many of these FHA-insured transactions to figure out ways of unlocking additional potential capital sources.

Ultimately, this will cost the government money, which brings me back to my first point that a large part of our job is convincing the Congress of the priority of good housing to the American public – and legislators’ understanding that housing production and preservation require a subsidy for housing to be affordable by people of modest incomes in many parts of the country. 

A problem we face in Congress is that the numbers are large – and, the picture is so complicated.  The latter is equally off-putting to many people on Capital Hill who have many issues to worry about.  It will be difficult to get the requisite number of people to master the subtleties of the financing schemes of past, present, and possibly future.   So, my advice is that we try to simplify the picture by first making the “case” – the growing affordability crisis both in preservation needs and in shortfall of availability – and then offer a clear, understandable roadmap for rebuilding the our housing infrastructure.

