Appendices

Appendices I to VIII spell out in great detail some of the programs and program improvements discussed in this paper. 
Appendix IX is the outline from which Kit Hadley, Executive Director of the Minnesota Housing Finance Agency, spoke to the Commission at it’s hearing on state roles and in which members of the Commission seemed particularly interested. 
Appendix X contains a discussion of the National Council of State Housing Agencies CSHA proposal for consolidating homeless funding in the states.  While that subject is expressly beyond the scope of work for this paper, homeless assistance is an important resource which should be available, along with all other housing assistance, as discussed in this paper, on a comprehensive statewide basis.
Appendix XI describes the Scope of Work for this paper.
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Fact Sheet:

MRBs -- Housing Bonds for Low Income First-Time Buyers
Millions of working families—teachers, firefighters, police officers, and industrial, service, and agricultural workers—have incomes insufficient ever to own a home without help from single family Housing Bonds, commonly known as Mortgage Revenue Bonds (MRBs).  State and local governments sell tax-exempt MRBs and use the proceeds to finance discount mortgages for lower income first-time homebuyers.  Investors purchase MRBs at low interest rates because the income from them is tax-free.  The interest savings made possible by the tax-exemption is passed on through private lenders to lower income families for first home purchases. 
Each state’s annual issuance of MRBs and other so-called private activity bonds, including multifamily housing, industrial development, redevelopment, and student loan bonds, is capped.  Congress increased the cap by 50 percent last year to restore purchasing power lost to inflation since Congress imposed the cap in 1986.  The present cap is $62.50 times state population (with a minimum of $187.5 million per state).  The cap increases to $75 times state population in 2002 (with a minimum of $225 million per state).  Beginning in 2003, the cap will be adjusted for inflation.   

MRBs have made first-time homeownership possible for more than 2 million lower income families, more than 125,000 every year.  A typical MRB mortgage saves as much as $100 a month compared to a conventional mortgage.  That’s nearly a $40,000 savings over the life of the mortgage.  MRBs also provide downpayment and closing cost assistance for lower income homebuyers. The average MRB buyer earns less than two-thirds of the national median income and barely more than half the average conventional buyer’s income.  The average MRB-financed home costs more than one-quarter less than conventionally financed first-time homes and more than 50 percent less than conventionally financed homes. 

Congress limits MRB loans to first-time homebuyers who earn no more than the median income in their area.  Congress severely discourages MRB borrowing by anyone who could buy conventionally by requiring any MRB borrower whose income rises significantly to pay the federal government up to half of any profit from the resale of his or her home within nine years.  

Current law limits the price of homes purchased with MRB-financed mortgages to 90 percent of the average area home price.  States have the option of determining their own purchase price limits or relying on IRS-published safe harbor limits.   Most states rely on the IRS limits because it is costly, burdensome, and often impossible to collect accurate and comprehensive sales price data.  The IRS, like many states, does not have access to reliable and comprehensive sales price data, so it last issued safe harbor limits in 1994, based on 1993 data.  Home prices have gone up approximately 30 percent in the past eight years.  This means the MRB program cannot work in many parts of many states, because qualified buyers cannot find homes priced below the outdated limits. 

The so-called “Ten Year Rule” requires states to use MRB mortgage payments received after the original MRB has been outstanding for ten years to retire the MRB rather than to make new mortgages to additional qualified purchasers.  As a consequence, states will lose approximately $12 billion in mortgages for first-time homebuyers funded by Mortgage Revenue Bonds (MRBs) for the period 2001-2005, enough to finance as many as 150,000 first-time, low and moderate income homebuyers.
Appendix II

Fact Sheet:

Housing Credits for Low Income Renter Apartment Development

Congress created the Low Income Housing Tax Credit (Housing Credit) in 1986 because constructing and rehabilitating apartments costs too much to rent at rates that low-income families can afford.  The Housing Credit induces about $7 billion of private investment each year to produce approximately 70,000 apartments with rents affordable to low income families and the elderly for at least 30 years.  A majority is dedicated for periods longer than 30 years, and several are permanently dedicated to low-income use.  Apartments supported by the Housing Credit cannot be rented to anyone whose income exceeds 60 percent of area median income.  In its extensive and overwhelmingly positive study of the Credit in 1997, the General Accounting Office found that average Housing Credit apartment renters earn only 37 percent of area median income.  Many earn less than 30 percent.  Every year, 100,000 low-cost apartments—more than the Housing Credit can replace—are demolished, abandoned, or converted to market rate use.  Housing Credits provide the only means to finance creation of new affordable apartments.  Housing Credit apartments also help stabilize neighborhoods by improving housing quality and supply.  Last year, Congress increased the Housing Credit annual volume limit by 40 percent, to address inflation since the 1986 inception of the program.  The 2001 limit is $1.50 times state population, and it increases to $1.75 times state population in 2002.  Beginning in 2003, the limit will be adjusted for inflation.  Though taxpayers can claim other deductions and credits without advance approval, and abuse can only be discovered in random audits, the Housing Credit is one of the most closely regulated provisions in the tax code.  To get Credits, a development must rank high enough under the plan each state develops for judging competing developments against state housing needs.  Those plans must give preference to developments serving the lowest income families and those serving low-income families for the longest periods of time.  The state puts each development through three separate rigorous financial evaluations to make sure it receives only enough Housing Credits to make it viable as long-term, low income housing.  The state evaluates every source and use of funds, including any government subsidy, reasonableness of costs, and developer and builder profit.  Only investors in properties that pass all three reviews, complete their developments, and actually rent them to low income renters can claim Housing Credits.  The Housing Credit law also requires states to monitor annually all Housing Credit apartments’ physical condition and compliance with the federally required tenant income and rent restrictions.  States must report noncompliance to the Internal Revenue Service, which can recapture Housing Credits from noncompliant owners. 
The private sector discipline imposed on Housing Credit developments, from initial site selection through years of upkeep and low income compliance, under threat of severe tax penalty, is an unprecedented departure from all previous federal housing programs and a key element in the Housing Credit’s runaway success.

Appendix III

Fact Sheet:  H.R. 951 and S. 677:

The Housing Bond and Credit Modernization and Fairness Act of 2001

H.R. 951, introduced by Representatives Amo Houghton (R-NY) and Richard Neal (D-MA), and S. 677, introduced by Senators Orrin Hatch (R-UT) and John Breaux (D-LA), make critical changes to two of the most important and popular federal affordable housing programs, Mortgage Revenue Bonds (MRBs) and the Low Income Housing Tax Credit (Housing Credit).  The National Council of State Housing Agencies and the National Governors Association advocate inclusion of these changes in a tax bill this year.  The bills do three things. 
1. Repeal the Ten-Year Rule

Even after last year’s enactment of legislation to increase the tax-exempt private activity bond cap to account for past inflation, the Ten-Year Rule prevents tens of thousands of qualified lower income first-time homebuyers each year from getting an affordable MRB-financed mortgage.  The Rule, enacted in 1988, requires states to use MRB mortgage payments received after the original MRB has been outstanding for ten years to retire the MRB rather than to make new mortgages to additional qualified purchasers.  The Rule has already cost states billions in mortgage authority, denying tens of thousands of qualified lower income homebuyers affordable MRB-financed mortgages.  A recent report by Merrill Lynch states, “The Ten-Year Rule, to a large extent, offsets gains from the volume cap increase.”

2. Reform the MRB Purchase Price Limit

Current law limits the price of homes purchased with MRB-financed mortgages to 90 percent of the average area home price.  States have the option of determining their own purchase price limits or relying on IRS-published safe harbor limits.  Most states are forced to rely on the IRS limits because it is costly, burdensome, and often impossible for them to collect accurate and comprehensive sales price data.  

The problem is that the IRS, like many states, does not have access to reliable and comprehensive sales price data, so it last issued safe harbor limits in 1994, based on 1993 data.  Since then, home prices have risen about 30 percent.  As a result, the MRB program cannot work in many parts of many states, because qualified buyers cannot find homes priced below the outdated limits.  (Six years after Congress enacted the purchase price limit in 1980, Congress imposed borrower income limits which target the MRB program to homebuyers who earn less than area median income for families with less than three people and less than 115 percent of area median income for larger families.)  

H.R. 951 and S. 677 allow states to determine purchase price limits without reliance on obsolete and unreliable sales price data by limiting the purchase price to three and a half times the MRB qualifying income.  

3. Modify Housing Credit Income Rules
Housing Credit tenants can earn no more than 60 percent of their area median income.  Housing Credit apartments can rent at no more than 30 percent of 60 percent of the area median income.  In many very low income, and especially rural areas, the median income is simply too low to support the development of new apartments, making Housing Credit development in those areas very difficult or infeasible.  HUD data shows that current income limits inhibit Housing Credit development in as many as 1,700 of the 2,364 non-metropolitan counties across the country.  While higher income limits will make development feasible, lower income tenants will still benefit as shown in the 1997 comprehensive GAO review of the program that determined that the average Housing Credit apartment renter earns only 37 percent of local median income.  H.R. 951 and S. 677 make Housing Credit apartment production viable in these areas by allowing the use of the greater of area or statewide median income for determining qualifying income levels, as is permitted in the MRB program. 
Appendix IV

Fact Sheet: 

Private Activity Bonds and the Volume Cap
Background.  Generally, interest on certain state and local debt obligations ("municipal bonds") is exempt from the regular individual and corporate income taxes.  The interest exemption applies to two principal types of municipal bonds: "governmental" bonds and tax-exempt "private activity" bonds (not all private activity bonds may be tax-exempt).
Governmental bonds are issued to finance public activities conducted and paid for by state and local governments themselves, such as schools, courthouses, roads, public mass transit systems, and governmentally owned and operated water, sewer, and electric facilities.  
Tax-exempt private activity bonds are issued to finance uses which benefit private persons but also provide a significant public benefit, such as privately operated transportation facilities; privately owned and/or provided municipal services, economic development; affordable housing; student loans and certain activities of charitable organizations.  Unlike governmental bonds, tax-exempt private activity bonds generally may only be issued for purposes specified in the Tax Code and are subject to extensive federal targeting criteria.
Definition.  The Tax Code does not specifically define "governmental bond."  A bond is considered to be a governmental bond if it is not a private activity bond.  A bond is a private activity bond if more than ten percent of its proceeds is to be used in a private trade or business (except for not-for-profit tax-exempt organizations) and which is to be repaid from, or secured by, revenues from a private trade or business.
Volume Cap.  Generally, governmental bonds may be issued without limit.  The issuance of most private activity bonds issued in a state are subject to a "unified" volume cap.  In 2001, the unified volume cap will be $62.50 per capita ($187.5 million, if greater, in small states), and in 2002, $75 per capita ($225 million, if greater).  The volume cap and small state minimum will be indexed to inflation beginning in 2003.  The following private activity bonds are subject to the unified volume cap:
Private Activity Bonds Subject to Volume Cap

Qualified mortgage bonds for lower income buyer first-time homes; Qualified small issue bonds for manufacturing facilities; Bonds for “exempt facilities:”

· multifamily rental apartments; 
· mass commuting facilities;
· hazardous waste disposal facilities;
· solid waste disposal facilities;
· sewage facilities;
· water facilities;
· local district heating or cooling facilities;
· facilities for the local furnishing of electricity and gas;
· empowerment zone and enterprise community bonds; 
· Redevelopment bonds, for rehabilitating designated "blighted areas";
· Student loan bonds, for low-interest college tuition loans.
Private Activity Bonds Not Subject to Volume Cap Bonds for: airports, docks, and wharves; environmental enhancements of certain hydroelectric generating facilities; certain governmentally owned, but, privately operated, solid waste disposal facilities; 75 percent of the bonds issued for privately owned high-speed intercity rail facilities; 501(c)3 bonds; veterans mortgage bonds; and empowerment zone and enterprise community bonds. 
Appendix V

Fact Sheet:

Thumbnail Description of the 

Community Development Block Grant (CDBG) program
The Community Development Block Grant (CDBG) program provides about $4.4 billion annually to all 50 states and more than 1,000 local governments to assist them in supporting a wide variety of housing and community and economic development activities.  At least 70 percent of CDBG funds must be used for activities that benefit low and moderate-income persons. 
All activities must meet one of the following national objectives: benefiting low and moderate income persons, preventing or eliminating slums or blight, and addressing community development needs having a particular urgency because existing conditions pose a serious and immediate threat to the health or welfare of the community.
State housing finance and community development agencies receive 30 percent of total HOME funding and localities receive 70 percent based on a needs-based formula. Grantees must develop and follow detailed plans which provide for and encourage citizen participation and which emphasize participation by persons of low or moderate income, particularly residents of predominantly low and moderate income neighborhoods, slum or blighted areas, and areas in which the grantee proposes to use CDBG funds. 
There is no limit on how much CDBG funding grantees can use for housing; however, grantees may not use CDBG funds for new construction unless the construction is being done by a neighborhood nonprofit.  Although there is no statutory limit on the amount of funds grantees may spend on new construction, the statute establishes a preference for rehabilitation.  However, the meaning of the term preference and how it must be applied is not defined and the statute goes on to state "[T]he secretary shall not restrict a participating jurisdiction's choice of rehabilitation, substantial rehabilitation, new construction..."
Appendix VI

Fact Sheet:

Thumbnail Description of the HOME Investment Partnership Act
HOME is a federal block grant program that provides approximately $1.8 billion annually to all 50 states and more than 500 localities to meet what they determine are their most pressing low income housing needs.  HOME funds can be used for the purchase, rehabilitation, and new construction of affordable housing, and for rental subsidies for low and very low-income tenants. 
State housing finance and community development agencies receive 40 percent of total HOME funding and localities receive 60 percent based on a formula determining need. States and localities must match every four federal HOME dollars with one dollar of state, local, or private funds.  States and localities must also set aside a minimum of 15 percent of their annual HOME allocation for use by Community Housing Development Organizations (CHDOs), specific nonprofit organizations accountable to low income communities.
HOME funds are highly targeted.  No HOME funds can be used to assist families with incomes greater than 80 percent of the area median.  Ninety percent of all HOME rental assistance must go to families with no more than 60 percent of area median income. In practice, HOME reaches families at income levels significantly lower than these upper limits.  Nearly one in three homebuyers, seven in 10 homeowners, and about nine in 10 renters whom HOME assists earn 50 percent or less of area median income.  More than half of HOME assisted renters earn 30 percent or less.  HOME-assisted properties are monitored by states and localities to ensure their long-term affordability. 
Appendix VII

Fact Sheet:

Detailed Description of HOME Investment Partnership Program

What is HOME? The HOME investment Partnership Program is a Federal block grant that helps State and local governments to fund affordable housing for low-income families. The National Affordable housing Act of 1990 authorized HOME.  
What does HOME do?   It provides affordable housing to lower-income households (2) helps states, local governments and nonprofit housing providers, in accomplishing their housing goals and (3) facilitates public-private and public-nonprofit participation in housing.  Funds are used in 4 major ways:
· Acquiring, rehabilitating or constructing rental housing;
· Tenant-based rental assistance, such as assistance with rent, security deposits and utility deposits for low and very low-income families;
· Homebuyer programs for new buyers; and
· Homeowner rehabilitation that helps existing owner-occupants with repair/recon-struction.
Who benefits from HOME programs?  Low-income families with incomes below 80 percent of their area median income (AMI).
Is there an additional income qualification for Rental housing?  Yes.  Ninety percent of benefiting families must have incomes that are no more than 60 percent of AMI.  The remaining 10 percent of families must have incomes that are no more than 80 percent of AMI.  In rental complexes in which 5 or more units are HOME assisted, 20 percent of the units must be rented to very low-income families at a rate that is no more than 30 percent of their adjusted income (no more than 30 percent of 50 percent the gross AMI).
How do HOME funds get from HUD to the low-income families that need HOME help? Participating Jurisdictions (PJs) (States and local governments that will administer HOME supported housing activities) submit a to HUD outlining their needs, strategic plan, and goals for HOME funds, along with how they will comply with HUD regulations.  

Once HUD approves a PJ’s Consolidation plan, it will establish a HOME Investment Trust Fund (HITF) for the PJ and the PJ can begin to use the money in its HITF for the purposes set forward in the Consolidation Plan.  Funds are drawn down by IDIS.
PJs may administer HOME funds directly, or they may contract and partner with various other agencies such as CHDOs, private lenders, developers, owners, sponsors, and other third parties or contractors.  State PJs may also partner with local government PJs.  
How much money is involved and how is it distributed? In FY 2001 the total HOME budget was roughly $1.8 billion.  Total HOME funds are split, with states receiving 40 percent and local governments receiving 60 percent.  
HOME funds are allocated via formula to Participating Jurisdictions.  The amount of money a state receives is equal to the amount arrived at via the HOME allocations formula or $3 million, whichever is greater. In order to administer HOME, localities must be allocated at least $500,000 according to the HOME formula.  If a local government wishes to participate in HOME, but does not qualify because it does not receive the minimum HOME funding, it may form a consortium with other localities so that their aggregate allocations exceed the minimum or it can apply for to its State for HOME funds that were allocated to the State.  
Local governments must spend at least $750,000 on HOME.  If a local government receives less than $750,000 according to the formula, it must make up the difference between what it is allocated and $750,000 using non-federal funds.

In order to receive federal HOME funding, PJs must match 25 percent with non-federal contribution.

What types of activities are eligible to receive HOME funds? 
· New Construction—both rental and ownership housing
· Rehabilitation—alteration, improvements, abating lead based paint hazards.
· Repairs of the connections between a HOME assisted unit and roads, sewers, utilities, and water lines.
· Reconstruction—rebuilding a structure on the lot of a previous structure
· Conversion of a structure that has not been used for residential housing to affordable housing
· Refinancing costs—When refinancing would reduce the overall housing cost for rehabilitating.
· Acquisition of new properties and land for homebuyers and renters.
· Soft costs—Any other cost such as architectural and engineering costs, fees associated with the financing of a project, audit costs, costs associated with providing information to homeowners and renters, etc.
· Relocation costs—moving expenses for those displaced by a HOME project.
· Administrative costs—These costs cannot exceed 10 percent of total HOME funds.  They include staff salaries,  compliance monitoring costs, preparing reports, goods and services necessary for administration, legal services, providing public info, etc. 
· Tenant-based rental assistance (TBRA)—to assist families if they would otherwise spend more than 30 percent of their monthly income on rent. 
What are the HUD and other federal requirements for HOME?
· Eligible activities:  HOME funds must be spent on only certain activities.  
· Private sector participation:  Every effort must be made to partner with the private sector.
· Tenant selection/Income requirements: PJs must ensure that families who benefit from HOME are income eligible according to the federally specified income requirements
· Rent guidelines: High HOME rents: the maximum rent of any HOME-assisted unit; 30 percent of the adjusted income of a family when that family’s annual income equals to 65 percent of the AMI or the Section 8 fair market rent for comparable units, whichever is less.  Low HOME rents:  If a rental project has five or more HOME assisted units, at least 20 percent of the HOME assisted units must be rented at low HOME rent rates.  These low rates cannot exceed (1) 30 percent of 50 percent of the gross AMI and (2) 30 percent of the tenant’s adjusted income.  Very-low income families must occupy these properties.  
· Commitments to CHDOs: PJs must spend 15 percent of their HOME funds to support housing programs that are owned, developed or sponsored by CHDOs.
· Matching: PJs must match at least 25 percent of HOME funds provided by the federal government with non-federal funds.  Exceptions include some CHDO funds and administrative costs.
· Property standards/Other Federal Requirements:  HOME must comply with certain guidelines and standards including:
· The Civil Rights Act and the Fair Housing Act.
· Quality standards for Section 8 housing programs.
· Rehabilitation standards.
· Handicapped accessibility in some case.
· All state and local codes, quality standards, zoning ordinances, etc.  
· The Model Energy Code of the Council of American Building Officials.
· An Environmental review.
· The Lead-Based Paint Poisoning Prevention Act.
· Long-term affordability of the project.
· Rental housing—5 to 20 years depending on the amount of HOME funds spent on the project.
· Owner-occupied—5-15 depending on the amount of HOME funds spent on the project.  If an owner sells within this time period the PJ may impose resale or recapture requirements.
· Maximum Housing Purchase Price: The estimated value of a home purchased with the help of HOME must not exceed 95 percent of the median area purchase price.
How are PJs held accountable for HOME funds?  PJs must submit a Consolidated Plan for up to 5 years.  The consolidated plan must be updated every year.  This update is called an Action Plan.  PJs are obligated to monitor the use of HOME funds by any partner organization.  There is a written agreement between PJs and any recipient with whom they may contract concerning HOME funds.  Written agreements include description of tasks, schedule for completion, budget and other requirements.  HUD monitoring of PJs.  PJs keep records of their programs, and submit annual reports to HUD.  
Appendix VIII

NCSHA HOME Program Improvement Suggestions

Using HOME with the Low Income Housing Tax Credit
In many areas of the country, it is nearly impossible to fund a multifamily project without using both HOME and Low income Housing Tax Credit funds.  In 2000, HFAs combined HOME funds with Housing Credits over three times more often than they did with any other housing program.  However, incompatible program rules sometimes cause problems for PJs seeking to use both programs for the same project.  Standardizing these differences, so that HOME adopts Housing Credit regulations, would create greater efficiency and simplify the subsidy layering process.  An expert in Housing Credits should carefully review any changes in HOME, as so many projects combine these programs.*
Recommendation:  Alter the HOME program’s rent limits to correspond with rent levels in the Housing Credit program.  Rent rules under the Housing Credit program are 30 percent of the gross income of a family earning either 60 percent or 50 percent of the Area Median Income (AMI), depending on the applicable income limit. 
Discussion:  Standardizing HOME rents with Housing Credit rents is beneficial for two reasons.  First, as noted above, standardization simplifies the rent structure in joint HOME and Housing Credit projects.  Second, the current HOME rent structure is problematic, even in cases where HOME and Housing Credits are not combined, because the HOME rents rely on the Section 8 Fair Market Rents (FMR).  In certain counties, the FMR (a component of the High HOME rent) is lower than even the low HOME rent.  In these cases, inability to service debt, due to low rents, can threaten a project’s financial viability.  In report language in the Senate Appropriations Committee passed FY 2002 VA-HUD appropriations bill, the Committee itself recognized that there are “market distortions in how section 8 rents are calculated” (Page 28, Report 107-43, to accompany S. 1216).  These distortions have a negative effect on the HOME program, which could be abated if HOME used Housing Credit program rent levels.  
Recommendation:  Alter the HOME program’s income limits for rental assistance to correspond with income limits in the Housing Credit program.  
Discussion:  If HOME is to adopt Housing Credit rent limits, it should also adopt Housing Credit income limits, as the rents in the Housing Credit program are based on the applicable income limit.   Presently, HOME regulations require that 90 percent of the total households assisted through the rental or TBRA program have incomes that do not exceed 60 percent of the AMI, and in projects with five or more HOME-assisted units, 20 percent of the units must be rented to households whose incomes are no greater than 50 percent of the AMI.  Income limits in the Housing Credit program are similar, however they allow for more flexibility.  Owners can decide between renting at least 20 percent of the units at 50 percent of the AMI or at least 40 percent of the units at 60 percent AMI.  Standardizing HOME and Housing Credit income limits would also simplify subsidy layering.  
Recommendation:  HUD should accept the IRS published 30 percent income limit.  
Discussion:  HUD requires PJs to annually report on tenants whose incomes fall below 30 percent of the AMI.  In order to do so, HUD publishes 30 percent income limits.  However, HUD’s methodology for computing these income limits differs from the methodology used by the IRS in its published 30 percent income limits (HUD rounds to the nearest $50.00, but the IRS does not), forcing projects to track tenant income data according to two separate standards.  Compliance monitoring would be simplified if HUD would accept the IRS’s published income limits.  
Recommendation:  Alter the HOME program’s monitoring schedule so that it is consistent with the Housing Credit program.  Under the Housing Credit program, 20 percent of assisted units in a project must be monitored every three years.  
Discussion:  Under HOME, the monitoring schedule depends on the total number of units in a project (not the number of HOME-assisted units in the project).  Units are monitored either once every three years, once every other year, or annually.  Not all HOME-assisted units are monitored in larger buildings; however, the rule of thumb is to monitor between 15 and 20 percent of assisted units.  Housing Credit projects are monitored once every three years.  At least 20 percent of the assisted units are monitored during these visits.  If HOME and Housing Credit monitoring schedules were the same, the cost of compliance monitoring and burden on monitoring staff would be significantly reduced.
Recommendation:  Alter the HOME program’s rules concerning tenants who become over income during occupancy, so that these rules correspond with over income tenant requirements in the Housing Credit. 
Discussion:  Tenants may become over income if their income increases as a result of a raise or job change or if there is a decrease in their area’s median income.  Under the HOME program, over-income tenants must pay either 30 percent of their adjusted income for rent, or the rent rate of “comparable units in the neighborhood.”  However, comprehensive studies of comparable units are not readily available to property owners.  This is a difficult and cumbersome task to complete for owners that only need to determine “comparable units in the neighborhood” once in a while (only when a tenant’s income has increased). This requirement could be easily simplified if the HOME rules corresponded with rules for over-income tenants occupying Housing Credit units.  Under the Housing Credit, if a tenant’s income rises above 140 percent of the median income limit (in the case of deep skewed projects the income limit is 170 percent), the next available unit of equal or smaller size that becomes vacant must be rented to a low-income tenant.  
Recommendation:  Simplify “fixed” and “floating” unit regulations by using the Housing Credit’s “next available unit” policy. 

Discussion:  The HOME fixed and floating rules are overly complex and can be confusing to apartment owners and managers.  The Housing Credit program’s requirement that the “next available unit” must be reserved for a low-income family, if the income of a household living in an affordable unit rises above income restrictions, is less complicated.  
Recommendation:   In cases where a tenant receives Section 8, allow for the full Section 8 rent (FMR) to be collected. 
Discussion:  If a tenant lives in a Housing Credit property and has a section 8 voucher of greater value than the Housing Credit rent, the full value of the voucher is collected for rent.  Under the HOME program, the high HOME rent is the lesser of the FMR and 30 percent of the adjusted income of a family whose annual income equals 65 percent of the Area Median Income (AMI).  Therefore, unlike the Housing Credit, if a HOME tenant possesses a voucher of a value that exceeds the 30 percent of 65 percent AMI rule, the full value of that voucher is not collected for rent.  Debt servicing is very difficult for many HOME properties because, in certain areas, even the high HOME rents are extremely low.  Collecting the full value of the voucher would help to preserve the financial stability of HOME projects.  
Recommendation:  Permit PJs to charge compliance monitoring fees to property owners to cover the cost of monitoring throughout the affordability period.  

Discussion:  Compliance monitoring becomes more and more costly every year because PJs’ portfolios are constantly expanding and PJs have limited resources with which to fund monitoring.  One solution to this problem is to allow PJs to charge compliance monitoring fees to property owners to pay for monitoring throughout the affordability period.  States are permitted to charge these fees for Housing Credit properties; therefore, the same rule should apply to the HOME program.

Making HOME a Better Rental Production Program

More Resources and Flexibility

Recommendation:  Increase HOME funding and allow PJs to use general HOME funds, in addition to administrative funds, to fund compliance monitoring activities.  However, like administrative activities, any funding for compliance monitoring should not require match.

Discussion:  Compliance monitoring becomes more and more costly every year because PJs’ portfolios are constantly expanding.  Monitoring activities are funded with the 10 percent of HOME dollars designated for administrative costs, which must be expended within five years of receipt.  PJs must monitor projects throughout the affordability period, which can last up to 20 years. 

Due to limited administrative funds, PJs must choose between funding projects with shorter affordability periods, or using administrative dollars to pay for compliance monitoring of past years’ projects.  Furthermore, a variety of activities, other than compliance monitoring, are paid for with administrative funds.  As time goes by, and PJs spend more administrative dollars on compliance monitoring, there are fewer funds left for activities such as administering the Tenant Based Rental Assistance (TBRA) program, fair housing activities, and preparation of the Consolidated Plan.  

PJs would be better able to fund projects with longer affordability periods and meet compliance monitoring obligations, if HOME funds were increased overall and compliance monitoring costs could be budgeted separately from administrative costs.  If PJs are not able to fund compliance monitoring in this manner, they should alternatively be permitted to cover the cost by charging compliance monitoring fees to property owners.  (See previous recommendation on page four).

Recommendation:  Allow PJs to charge loan servicing fees.

Discussion:  PJs currently cover the cost of loan servicing with HOME administrative funds.  As previously noted, a variety of activities are funded with the limited HOME funds reserved for administration.   If PJs could charge developers loan servicing fees, they would not have to use HOME funds for this purpose.  Loan servicing fees are universal in the private sector.  

Recommendation:  Increase HOME funding and permit PJs to use HOME funds for rental project operating expenses.

Discussion:  Operating expenses are not HOME eligible, despite costly general property upkeep and low rents in HOME properties.  If these properties are to succeed over the long-term, PJs need the ability to fund daily operating costs and additional funds with which to do so.  Operational subsidies need to be long-term to match affordability requirements.

Recommendation:  Permit PJs to use HOME for refinancing, regardless of whether or not refinancing is done in conjunction with rehabilitation.  

Discussion:  Certain Housing Credit, USDA 515, and other subsidized rental properties that are in jeopardy could be preserved if HOME could be used for refinancing.  This would increase program flexibility.  

Recommendation:  Allow long-term reserves as an eligible project cost.

Discussion:  The HOME regulations [92.214(a)(1)] prohibit the use of HOME dollars to fund project reserve accounts.  Currently, this cost is the only cost for which a developer must secure private debt, adding complexity to the deal, since the private lender will seek to be in the first lien position on the loan.  By allowing the funding of long-term reserves, a developer can secure all of the financing required for the project through the HOME program, thereby simplifying the steps required to finance the affordable units.  

Recommendation:  Allow PJs to use HOME for project-based rental assistance.  
Discussion:  Project expenses for developments targeting very low and extremely low- income families are extremely costly.  Debt servicing for these projects can be nearly impossible given the low rent-rates paid by tenants.  Using HOME for project-based rental assistance would help PJs better meet the needs of very low-income families.  Traditional project-based rental assistance is less common now than it once was, but there is still a great need for project-based assistance.  PJs should have the flexibility to use HOME for this purpose, if they believe it is necessary.  
Recommendation:  Allow PJs to use HOME for predevelopment loans.  
Discussion:  Currently, only CHDOs are permitted to use HOME funds for predevelopment loans.  PJs should also have the flexibility to use HOME funds in this manner, if they decide that this is the best use of funds in their jurisdiction.  Predevelopment loans allow for better planning and more successful projects in the long run.  PJs, not the federal government, should have the opportunity to make decisions about the need for predevelopment loans.
Reducing Red Tape

Recommendation:  Allow PJs the option of substituting the HUD “REAC” inspection for the HOME Housing Quality Standards (HQS) inspection.

Discussion:  Allowing PJs to choose between using REAC and HQS would increase HOME program flexibility.  This would ease the compliance monitoring burden because the more uniform inspection formats become, the easier it is for staff inspectors to complete their work in a consistent manner. 

Recommendation:  Allow for electronic copies of HOME records to be kept, rather than requiring retention of original documents.  

Discussion:  This is an easy way to simplify HOME record keeping and is consistent with technological advances.

Recommendation:  Assess affirmative marketing actions taken by HOME recipients every two or three years, rather than annually.

Discussion: Annual assessments are time and resource consuming for compliance maintenance staff.  PJs can accurately assess affirmative marketing actions without doing so yearly.

Recommendation:  Do not require property owners of fully occupied HOME funded developments to continue marketing units if the development has not achieved the occupancy goals set out in its Affirmative Marketing Plan.  Instead, HUD should require property owners to meet the affirmative marketing goals when their developments acquire vacancies. 

Discussion:  Fair Housing regulations regarding the Affirmative Marketing Plan require that once a development reaches 100 percent occupancy, the development must continue to market the units if the development has not achieved the occupancy goals set out in the Plan.   Continuing to market units achieves little benefit and results in unnecessary and unproductive expenses for the property owner.  Property owners should meet the goals as the development acquires vacancies.  

Recommendation:  Amend the Site and Neighborhood standards for new construction, cited in the HOME regulations [24 CFR 92.202.]  Rather than prohibit new construction in areas of minority concentration, require PJs to consider the racial makeup of the area.  

Discussion:  Full compliance with these standards for new construction, would require a level of expertise in demographics and housing market analysis that is beyond HFA staff capacity.  An accurate analysis of the racial composition of every area a PJ considers for new construction would be costly and difficult to accomplish.  A PJ cannot rely on census data, as this quickly loses relevance.  Encouraging neighborhood diversity is a laudable goal, however this regulation should be eased, so that PJs can realistically meet these requirements. 

Recommendation:  Allow the PJ to accept income certifications from other governmental entities/programs during the first year of residence in a HOME project. 
Discussion:  According to the HOME regulations [24 CFR 92.203(a)(1)], the PJ must initially determine annual income of tenants in HOME-assisted housing.  In subsequent years, a written statement from the administrator of another income based government program will suffice as income re-certification.  If a household has a Section 8 voucher, the Medicaid Choice waiver, or similar income-based benefits at the time that take residence in a HOME-assisted unit, the family has already undergone an income eligibility determination by another government entity.  It is redundant to document income eligibility of a family for the HOME program if another program has already done so. 
HOME Rents

Recommendation:  Allow the PJ the discretion to choose between using the statewide median income or the county median income to determine tenant eligibility. 

Discussion:  Under HOME, rents and tenant eligibility are determined by the countywide median income.  It is difficult to keep projects in very poor counties financially solvent because of the extremely low median income level in these areas. The very low rents that must be charged under the HOME regulations make it harder to service the debt for rental projects in these counties and causes developers to avoid the areas.  Furthermore, in these poor counties, families with incomes that are relatively high for the area are still poor in comparison to people living in more affluent counties, yet they are not eligible for housing help.  Using a countywide median income is burdensome to poor counties because they must use the same programs as affluent counties to serve a lower-income population.  

Lease Termination

Recommendation:  In cases where there is a health or safety concern, a 48- or 72-hour notice to vacate regulation should be substituted for the mandatory 30-day notice to terminate a lease.  

Discussion:  The statutory 30-day notice to terminate a lease presents problems for owners facing tenants who are a threat to the health or safety of other tenants, such as drug users in a transitional living program for recovering substance abusers.  Landlord-tenant law allows 48- or 72-hour notice to vacate.  

Laundry and Community Facilities

Recommendation:   Allow HOME to fund laundry and community facilities that are separate from multifamily rental housing. 
Discussion:  It should be immaterial that the building is separate from facilities, as long as the facilities are for use by the project residents.  It may not be feasible, as in the case of a rehabilitation project, or desirable, as in the case of an elderly project, to have attached laundry or community facilities.  
Making HOME a Better Program Overall

Using HOME for Homebuyer/Owner Activities
Recommendation:  Allow PJs to use HOME dollars to fund housing counseling for low-income families who do not intend to use HOME funds for the purchase of a home.
Discussion:  Housing counseling is only HOME eligible if the home that will be purchased is financed with HOME dollars.  If preparing persons and families for homeownership is a worthwhile endeavor, the government should be willing to support it with HOME dollars, regardless of whether the housing that is ultimately purchased is assisted with HOME funds.  Housing counseling may not immediately prepare a family for purchasing a home.  It may require time to assemble a down payment, clear up credit blemishes, and/or find a suitable and affordable home.  PJs and their counseling agencies should not have to wait to be paid for counseling services until the counseled household is able to buy a home and the home is purchased with HOME assistance.  
Recommendation:  Give PJs the discretion to extend the time frame for lease-purchase programs.
Discussion:  In rural America, a major barrier to homeownership for potential homebuyers is poor credit.  Extending the time frame of lease-purchase program would give buyers time to improve their credit. 

Recommendation:  Approve 50-year leases on Tribal lands as an equivalent form of homeownership rather than the current requirement, 99-year lease, as defined in the HOME rules. 
Discussion: The HOME program’s definition of “Homeownership” (Section 92.2 Definitions of 24 CFR Part 92) requires a fee simple title or a 99-year leasehold interest in a one-to-four-unit dwelling or in a condominium unit, or equivalent form of ownership approved by HUD.  However, the Bureau of Indian Affairs (BIA) restricts the term of leases on Tribal land to 50 years.  Therefore, HOME funds cannot be used for homeowner activities, such as rehabilitation, on tribal land.  There is a dire housing need on Tribal land that HOME could address if HUD approved 50-year leases as an equivalent form of homeownership.  Moreover, HOME funding levels for PJs are determined by a formula, which takes into account state population, including Native Americans living on Tribal land.  HOME funding for homeownership should not leave out Native Americans because of an inconsistency between HUD and BIA.  

Recommendation:  Do not prohibit land sales contracts in the HOME definition of homeownership.

Discussion:  In order for a homeowner property to receive HOME funds for rehabilitation or acquisition, it must meet the HOME definition of homeownership.  Homes on land subject to land sales contracts are not a legitimate form of homeownership, as defined by the regulations.  While land sales contracts may not be ideal for homeownership, they are fairly widespread in some states.  This prohibition has limited participation in owner-occupied rehabilitation programs and some lease-purchase programs.  Households with land sales contracts are should be able to receive funds needed for rehabilitation.  

Recommendation:  Allow PJs to use HOME funds for emergency repairs and handicapped accessibility improvements without requiring the property to be brought up to Housing Quality Standards (HQS).

Discussion:  PJs should have discretion to use HOME for rehabilitation/handicapped accessibility in emergency situations without adhering to other HQS requirements, unless the safety of the household is threatened by an HQS violation.   Currently, all projects that receive HOME must be brought up to HQS.  However, there are times when emergency repairs or handicapped accessibility improvements are necessary and must be done immediately, even if they do not bring a property up to HQS.  

Match

Recommendations: The total value of affordable housing bond funds should count towards match.  
Discussion:   Under the HOME program, PJs must match every four federal dollars with one dollar from state, local, or private funds. Presently, 50 percent of bond value for multi-family housing and 25 percent of bond value for single-family housing count as match.  Meeting match can be especially difficult for small, rural areas.  Expanding eligible sources of match, especially affordable housing bond match, would help PJs that have a difficult time meeting their match requirement.  
Recommendation:  Allow PJs to count HOME-eligible properties that are enforced by other government entities as match, without requiring the PJ to impose a repetitive deed on the property.  
Discussion:  If a property meets HOME-eligibility requirements and the PJ has a copy of the property’s deed restrictions on file, HOME should not require an additional deed.  Imposing another deed covering the same requirements are repetitive and a waste of staff time and resources.  
Recommendation:   Allow state PJs to transfer excess bond match within a jurisdiction to the local PJ to further the local PJ’s effort to meet their match requirement.
Discussion:  If a state PJ has excess match, it should have the discretion to transfer the match to a local PJ.  It should not matter if the state PJ is the source of match or if the match source is a local PJ, so long as all PJs meet match requirement and the match is eligible under HOME regulations. 
Recommendation:  Require PJs to submit a report documenting performance in contributing match once in a 12-month period, rather than based on the federal fiscal year.  
Discussion:  The HOME regulations require PJs to report to HUD on the PJs performance in contributing match towards its match liability based on the federal fiscal year.  A PJ receives its allocation of funds, and reports on the use of those funds, based on a Plan year established during the consolidated planning process.  Some states base their Plan year on their state fiscal year, not the federal fiscal year.  If HUD allows PJs to report on the use of funds based on the PJs Plan year, it should also allow PJs to report on match based on the Plan year.  
CHDOs/Nonprofits

Recommendation:  Replace HOME’s CHDO set-aside, with a set-aside for any non-profit (501(c)) that meets the Housing Credit program’s nonprofit qualifications, and is designed specifically for, and capable of, providing quality affordable housing.

Discussion:  PJs are mandated by statute to use 15 percent of their HOME formula grant to fund affordable housing that is owned, developed, or sponsored by Community Housing Development Organizations (CHDO), special non-profits dedicated to affordable housing.  Lengthy CHDO qualifying criteria exists that limits which nonprofits can receive CHDO certification.   Board composition requirements are particularly extensive and exclude good potential board members and organizations.  

Recommendation:  Expand nonprofit (CHDO) eligible activities to include homeowner rehabilitation and housing counseling.  

Discussion:  In the interest of making HOME a more flexible and usable program, prohibitions such as this should be eliminated.  Homeowner rehabilitation and housing counseling are HOME eligible under other circumstances, therefore HUD should allow nonprofits to perform these activities.  Some nonprofits are located in very rural areas in which homeownership rates are very high, but the housing stock is in poor condition.  Nonprofits are a logical vehicle for rehabilitation in these areas.
Recommendation:  Allow PJs to extend the time period in which they can fund nonprofit (CHDO) capacity building.
Discussion:  Under HOME, new PJs that cannot identify a sufficient number of capable CHDOs can use HOME funds for CHDO capacity building for up to 24 months.  Realistically, new organizations need more time and resources to develop the experience and expertise necessary to develop housing.  
Recommendation:  Allow PJs to decide how much HOME funding they should award to nonprofits for predevelopment loans.  
Discussion:  Currently, the total of HOME funds used for CHDO project pre-development assistance may not exceed 10 percent of the total amount of HOME funds reserved for CHDOs.  This amounts to a maximum of 1.5 percent of a PJ’s HOME allocation.   Predevelopment loans result in more upfront decision-making on projects and therefore better projects in the long run.  While many PJs may not choose to fund nonprofit predevelopment loans, others would like to do so at a higher level than is currently allowed.

Recommendation:  Allow PJs to decide how much HOME funding they should award to nonprofits for operating expenses.
Discussion:  One of the greatest difficulties for CHDOs is finding funding for operating costs.  Operating assistance is necessary for nonprofits to build, sponsor, or develop affordable housing.  PJs should have the discretion to provide more than five percent (the current limit) of HOME funds for nonprofit operating assistance, if they feel this is the best use of the funds.  

Environmental Review

Recommendation:  Allow PJs to substitute environmental reviews that are substantially equivalent to HOME standards, such as the environmental review required for FHA mortgage insurance, for the HOME environmental review.  
Discussion:  Environmental review requirements need greater flexibility overall. The environmental review process can impact the construction or rehabilitation timetable by several months and intimidate some communities.  PJs that conduct environmental reviews, which satisfy the most important aspects of the HOME environmental review, should not have the further burden of conducting a HOME environmental review.  This will aid PJs who use HOME funds with other government programs.  
Recommendation:  Increase the acceptable DNL level and allow PJs to determine the distance from railroads at which a noise assessment must be conducted. 
Discussion:  Under HOME, any project that is within 3000 feet of a railroad is required to complete a noise assessment. This rule further complicates and slows down the environmental review process in areas of the country where most communities are located near railroads.  In markets where there is a high demand for land, affordable housing providers are unable to compete with private developers who do not need to wait for the environmental review with noise assessment to be completed.  Sellers are more likely to accept a private developer’s offer because it is not contingent on an environmental review.  
Recommendation:  Exclude unidentified scattered site homeowner rehab projects from the environmental review’s “more than four” rule.
Discussion:  In rural areas the majority of homeowner rehabilitation projects are located in scattered sites, which are countywide, and sometimes located across multiple counties.  Single-family rehabilitation programs allow families to apply for assistance throughout the year and not just at the time of the initial program application.  Therefore, it is difficult, if not impossible, to predict the location of each home at the beginning of the program year, or do an environmental review of these extremely large areas. Environmental reviews are triggered if more than four units are assisted by HOME within 2000 feet of each other.  If four houses receive HOME assistance, and a fifth house within the 2000-foot area later applies, the PJ must complete an environmental assessment, which stops all work for 90 days.  
Recommendation:  Do not require PJs to issue scoping letters and advertisements in local newspapers for scattered site single-family rehabilitation projects.
Discussion:  The HOME environmental review requires PJs to scoping letters and advertisements in local newspapers to allow for a public comment period on new projects.  In the case of scattered site single-family rehabilitation, the requirement has generated no comments from the public, yet it delays provision of assistance to families in need.  
Recapture and Resale Requirements

Recommendation:   If a PJ can document that it has sought repayment with due diligence from the state or sub-recipient and the recipient does not have the financial ability to repay the HOME investment, HUD should waive repayment by the PJ. 
Discussion:  Any HOME funds used in a project that does not meet HOME requirements throughout the applicable affordability period must be repaid to HUD by the PJ. If the state or sub-recipient does not have the financial means to repay the HOME investment, the PJ is still required to repay these funds.  This cuts down on the PJ’s ability to fund other affordable housing initiatives.   If a sub-recipient goes bankrupt, even if the unit has been affordable for a lengthy period of time, than the PJ must repay the HOME monies in full.  If a homeowner sells his/her property to someone who is not low-income, either through ignorance of the requirement, or simply because they are will to take a chance no one will notice to enforce it, the PJ is liable to repay the HOME funds, even though the resale restriction is a matter of public record.  PJs should not be held accountable in these situations.
Recommendation:  Homeowners who wish to sell their homes to another low income household within the HOME affordability period should not be bound by the “fair return on investment” rule.
Discussion:  According to 92.254(a)(5)(i) of the HOME regulations, ”The resale requirement must also ensure that the price at resale provides the original HOME-assisted owner a fair return on investment … and ensure that the housing will remain affordable to a reasonable range of low-income homebuyers.”  This has proven to be extremely difficult because these two objectives may be mutually exclusive.  In order to get a fair return on investment a homeowner may need to charge more than most other low-income home buyers can afford to spend.  Therefore, this requirement often limits buyers to a narrow range of low-income households (nearly 80 percent of the median).  More low-income homebuyers would benefit if this resale requirement were amended.  Moreover, a homeowner wishing to sell his/her home should have the right to agree to a price and should not be confined by this regulation. 
Lead-Based Paint

Recommendation:  Streamline lead-based paint requirements by considering the following: 
· Use FHA lead-based paint requirements as a possible model for changes to HOME lead-based paint rules.
· Establish a threshold of $15,000 per unit contribution of HOME funds before lead based paint regulations become effective.  
· Do not require lead-based paint testing for buildings in a project if the individual buildings do not have HOME-units, even if other buildings in the project do.  
· Do not require a clearance test if work is done before HOME funds are committed to the project, and while the home is still under the ownership of the seller.
Discussion:  Complying with the new lead based paint requirements is especially cumbersome for both rental and homeowner activities.  In the case of homeowner activities, the cost of testing (visual assessment, clearance testing etc) must be born by the seller with no guarantee of sale.  This discourages sellers with older homes from participating and may result in states/PJs forbidding older homes from being purchased with HOME funds.  
Recommendation:  Exclude the cost of lead-based paint abatement procedures when calculating total cost of rehabilitation.
Discussion:  According to the HOME Rule, the total cost of rehabilitation of a home cannot exceed the appraised value of the home.  In some areas, the cost of lead-based paint abatement coupled with other needed rehabilitation often exceeds appraisal value of homes.  In addition to lead-based paint, these homes may have dangerous electrical systems, heating systems, etc.  Therefore, fewer homes are now eligible for rehabilitation under HOME.    

Program Income

Recommendation:  Eliminate the current program income spending requirements and instead require program income, like other HOME funds, to be committed within two years and spent within five of being allocated.  
Discussion:  The regulation that all program income must be expended before drawing down more funds is overly burdensome.  This requirement is a disincentive to recycle funds. It is easier to grant money than it is to loan it because PJs do not receive program income from grants. Therefore, the program income rule adversely affects the financing decisions of HFAs.  Moreover, making the necessary IDIS adjustments in cases when a PJ established a project expecting to use 100 percent federal monies, but has to incorporate program income instead, is an administrative burden.  
Using HOME for Infrastructure

Recommendation:  Extend the timeframe by which units must be completed and sold when HOME funds are used only for infrastructure in a neighborhood development.

Discussion:  HUD has notified HFAs that once construction has begun on a project and HOME funds have been drawn down, the unit must be completed and sold within one year.  This timeframe is too restrictive when HOME funds are used for infrastructure, such as site development, curbs, gutters and utilities, but not other construction needs.  Infrastructure development must be completed prior to construction of the actual housing; therefore it is sometimes difficult to develop and complete all construction, as well as sell the property within the one-year timeframe.  
Consolidated Plan

Recommendation:  Streamline requirements for the consolidated plan, Section 105, to include only necessary information such as an analysis of housing needs, a statement of how the resources will be used to address the needs, and a projected level of activity. 
Discussion: Some PJs already have planning protocols in place that suit their needs better than the consolidated plan.  Even without the strict requirements of the consolidated plan, PJs do a great deal of planning and reporting on use of funds.  HUD’s requirements are repetitive of other state planning processes.  

One-for-One Replacement
Recommendation:  Expand the boundaries of current jurisdictions to accommodate the one-for-one replacement rule.
Discussion:  Section 104(d) of the Community Housing Development Act, better known as the Barney Frank Amendment, had good intentions to focus on the loss of low-income housing in the community through demolition or conversion.  However, because of this amendment, many housing actions prove infeasible because the community cannot guarantee the replacement of affordable housing.  This amendment requires that another affordable unit replace each applicable unit that is lost.  More specifically, each bedroom lost must be replaced and a grantee must certify that the units will be designed to remain affordable for ten years within their jurisdiction.  However, some jurisdictions are too small to accommodate the replacement housing because they lack developable land and resources.  If jurisdictions could be enlarged for the purpose of this regulation, communities would have more development resources to provide replacement housing.  
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I.  
Introduction
I want to talk about what characterizes state delivery of affordable housing resources.
II.
Three principles characterize Minnesota Housing Finance Agency delivery of housing programs
Rather than taking a highly categorical approach to program design and an audit approach to program compliance, we try to incorporate the following three principles into the delivery of affordable housing resources:
A.
We promote coordination and strong working relationships among funding agencies at the state level and among program administrators and deliverers of housing at the local level.
B.
We foster a regional perspective in housing funding decisions.  Housing markets, labor markets, transportation and transit systems extend beyond municipal boundaries.  Human services are funded and delivered by states and counties.  We cannot possibly solve housing problems if the jurisdiction of consideration is just a city, or just a town. 

C.
We meet critical local housing needs by supporting local planning and priority setting that is comprehensive and cooperative.
Our work in two areas illustrates how we put these principles into practice.

III. Capital Funding for Rental and Homeownership Development Projects

A.
In order to help reduce fragmentation, complexity, and costs, we’ve developed a one-stop shop comprehensive funding process.  Every six months, developers can apply on a single application for multiple types of funding from multiple agencies and sources.  Funding decisions are made collectively.

1.
State, local, nonprofit funding agencies participate
a.
State agencies: Minnesota Housing Finance Agency, Metropolitan Council, Corrections.  Coordination with Department of Trade and Economic Development on the Small Cities Block Grant Program.
b.
Private nonprofit funders: Family Housing Fund, Greater Minnesota Housing Fund
c.
Local agencies: Minneapolis Public Housing Agency with Hollman funds; St. Paul Public Housing Agency and Metropolitan Housing and Redevelopment Authority with project-based section 8 vouchers
d.
HUD and Rural Development sit in
2.
Types of funding available: first mortgage financing; tax credits; deferred no interest gap funding; project-based section 8 vouchers; in some cases, coordinate with county HOME and property tax levy funds
B.
In order to foster a regional perspective on housing and economic development, we evaluate proposed projects against regional investment guidelines, e.g., Metropolitan Housing Investment Guidelines. 

1.
Developed and adopted by Minnesota Housing Finance Agency, Family Housing Fund, and Metropolitan Council

2.
Key goals: economic integration throughout the region; implementation of Hollman settlement; and smart growth

C.
In order to meet critical local housing needs and fund priority local projects, we do the following:
1. 
Larger, more flexible, less categorical development funding programs
2.
Funding priority for projects that implement a local plan that is cooperatively developed (participation from more than just city planning staff); comprehensive (covers more than just housing); and demonstrates local commitment by leveraging funds from local businesses, local governments, including regulatory relief that helps reduce costs, and others.  
3. 
Negotiation with communities about top priorities
D.  Examples
1.
Rochester
a.
Mayo, initial $5 million investment, 875 apartments and starter homes in Rochester and 30 mile radius.  Rochester Area Foundation.  City of Rochester.  Greater Minnesota  Housing Fund.  Department of Trade and Economic Development.
b.
Higher densities and smaller lots to bring down costs and make efficient use of land and infrastructure.
c.
Consistent with Southeastern Minnesota Regional Investment Guidelines
2.
Austin
a.
Mixed income, new rental townhouses, starter homes
b.
Hormel Company invested $2 million; comprehensive, inclusive planning process; transit stop added
3.
Twin Cities metropolitan area
a.
Minnetonka and other high-income suburbs.  Public housing in mixed-income developments.


b.
Minneapolis.  Phillips neighborhood (very low income neighborhood).  New townhouse construction, rental and homeownership rehabilitation.  Honeywell, Allina Hospital.  Integrated with transit, crime prevention, and job training initiatives.
III.  Linking Services, Health Care and Housing: Homeless Prevention and Assistance

A.
Because homelessness is a problem whose causes and responses require a multi-disciplinary approach (and because the original McKinney Act appropriated funds to 19 different federal agencies), we have built an interagency infrastructure at the state level which includes 10 state agencies: Interagency Task Force on Homelessness.

1.
Coordination of programming, funding decisions.  The various state agencies participate in each other’s funding decision-making process.
2.
Cross-agency participation in design and administration of certain programs
B.
To foster a regional focus in making housing funding decisions, we help fund and use regional continuum of care plans to ensure that priority needs are identified at the regional/local level and that state funding decisions help implement top local priorities.

1.
Meets HUD requirement (has substantially improved funding awards from HUD), builds on it, and implements it like it should be implemented. 
2.
State agencies use regional continuum of care plans to make funding decisions, for example: 
a.
Department of Human Services uses regional continuum of care plans when making funding decisions about federal and state mental health and youth services funding
b.
Department of Children Families and Learning—Federal Emergency Shelter Grant Program and state appropriated shelter program for operating funds
c.
Minnesota Housing Finance Agency – capital requests for transitional and permanent supportive housing 
C.
Strengthening state and local cooperation and coordination, for example:

1.
Minnesota Families Affordable Rental Investment Fund 
a.
Temporary Assistance for Needy Families (TANF) funds to develop rental housing for welfare-to--work families.  Jointly developed by Minnesota Housing Finance Agency, Department of Human Services, Department of Children Families and Learning, and Department of Economic Security.  These agencies will also participate in reviewing applications.

b.
Portland Village.  24 units of permanent supportive family townhomes in Minneapolis for families with chemical dependency issues.  


1)
Minnesota Housing Finance Agency was the major capital funder.

2)
Hennepin County contributed operating funds from the Medicaid program – Medical Assistance Child Welfare Targeted Case Management funds – designed to prevent child abuse, neglect, and out-of-home placement.
2.
Bridges  

a.
This state-funded rent assistance program for persons with serious and persistent mental is jointly administered—including processing applications, making funding decisions, and monitoring for program compliance—by Minnesota Housing Finance Agency and Department of Human Services.
b.
We require joint application and administration from a local housing agency and a mental health provider.
c.
Many people told us that this requirement resulted in the first time these two organizations had spoken to each other.
3.
Health Connection  

a.
Demonstration program in the integrated delivery of health care, housing, and services to chronically homeless adults with disabilities.
b.
Project is jointly overseen by Minnesota Housing Finance Agency, Department of Human Services, and Minnesota Health Department.
4.
School Stability Initiative
a.
Demonstration program to test the connection between stable housing, school attendance, and student achievement.
b.
Jointly developed by Minnesota Housing Finance Agency; Department of Children, Families, and Learning; and Department of Economic Security and jointly delivered at local level by schools districts and self-sufficiency providers.
IV.  Conclusion

The promise of state delivery of housing programs is that states are uniquely positioned. They are close enough to real local issues and housing needs, but with enough perspective to bring a state and regional focus to problems that cannot be solved within municipal boundaries. This point was recently reinforced by the report released by the U.S. Conference of Mayors that stressed the size and primacy of regional economies.
Given the role of states in education, health care, transportation and transit, human services, and economic development, states are in a unique position to ensure that affordable housing—planning for it, funding it, and building it—is integrated with other public investments in our physical, economic, and human infrastructure.
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Mr. Chairman, Senator Kerry, Senator Reed, and members of the Subcommittee, thank you for this opportunity to testify on behalf of the National Council of State Housing Agencies (NCSHA) in enthusiastic support for the consolidation of federal homeless assistance programs.  NCSHA represents the Housing Finance Agencies (HFAs) of the 50 states, the District of Columbia, Puerto Rico, and the U.S. Virgin Islands. 
I am Richard H. Godfrey, Jr., executive director of the Rhode Island Housing and Mortgage Finance Corporation (Rhode Island Housing) since 1993.  I was also with the New Jersey Housing and Mortgage Finance Agency from 1978 through 1986 in a variety of positions, including acting executive director and deputy director.  I am a member of NCSHA’s board of directors and currently serve as its treasurer.
Thank you, Mr. Chairman, for beginning with this hearing a larger discussion of the consolidation and streamlining of federal housing programs and the delegation of their administration to the states.  The highly successful state administered Low Income Housing Tax Credit (Housing Credit), private activity tax-exempt bond (Housing Bond), and HOME programs are the best evidence that this is the right approach to the delivery of federal housing assistance.  These programs work because states and localities, not the federal government, decide how to best use them to respond most effectively, efficiently, and creatively to their unique housing needs. 
I want to take a moment to thank you, Mr. Chairman, for your active support of Housing Bonds, the Credit, and HOME.  The state HFAs especially appreciate your intensive efforts to ensure that Congress enacts increases this year in the now 14-year-old Housing Bond and Credit caps.  These programs are essential to the financing of low income housing, which both prevents homelessness and provides permanent housing for those who move along the continuum out of the cruel condition of homelessness.
We also want to thank Senator Reed, Senator Kerry, and the many other members of this Subcommittee who have cosponsored the Housing Bond and Credit cap increase bills.  We urge you to continue to press the Senate leadership to include these long overdue and urgently needed cap increases in a tax bill this year.   
NCSHA strongly supports your proposal to block grant federal homeless funds.  In fact, NCSHA has advocated their consolidation since 1989.  The National Governors’ Association also supports homeless program consolidation.
States are active participants in addressing homelessness.  About one-third of the state HFAs currently administer federal homeless assistance funds.  In the other states, state housing and community development agencies, represented here today by the Council of State Community Development Agencies, administer them. 
States administer the Emergency Shelter Grants program, under which they provide homeless assistance funding to local governments and nonprofits statewide.  A number of states administer other federal homeless funds, and some, like Rhode Island, administer all HUD homeless funding in their states.
States are best positioned and highly qualified to administer federal homeless assistance.  Unlike HUD, states are close to the problem, understand their housing needs and markets, and can target resources to the greatest needs.  
Just as the problem of homelessness cuts across municipal and regional boundaries, states have the ability to respond across community lines, with comprehensive statewide strategies.  States can coordinate, collaborate, and build partnerships with other state agencies, local governments, and service providers to identify and prioritize needs and avoid duplicative and fragmented responses.
I know this because we have done it successfully in my state.  In Rhode Island, we have developed a statewide systematic and comprehensive approach to addressing homelessness.  We have accomplished this through the establishment and growth of a planning and coordinating system, led by Rhode Island Housing, working in close cooperation with a multitude of other state agencies and nonprofit providers.  
Rhode Island Housing is our state’s single Continuum of Care applicant for HUD homeless assistance funds.  We work throughout the year as part of a multiagency and service provider collaborative to develop a statewide strategy and set funding priorities.  Rhode Island Housing reviews and ranks applications according to the state’s adopted priorities and submits a single funding application to HUD.  In the last two years, we have helped channel more than $10 million in federal homeless funds to localities and nonprofit providers. 

The delivery of homeless assistance in Rhode Island has benefited greatly from statewide leadership.  Our statewide planning process has strengthened coordination and cooperation between community providers, municipalities, and the state.  It has led to new partnerships to address the problems of homelessness and to an overall expansion of resources to meet them.  
Eliminating the HUD funding application process and block granting homeless funds directly to the state would make our delivery system in Rhode Island even more efficient and responsive to our state’s needs.  We would no longer have to go back to HUD, year after year, subject to its cumbersome, complicated, and constantly changing requirements.
HUD’s annual application process takes months to complete, diverting time and resources from the implementation of the state’s goals.  Much of what is required is not useful to the state’s planning process, and HUD’s review and ranking system is erratic and unpredictable.  For example, Rhode Island received a HUD best practices award in 1997, and then received a barely passing review in 1998 for virtually the identical plan. 
HUD also micromanages the use of funds and establishes policies about their use, such as redefining eligible service costs, without going through the regulatory process.  Block granting would do away with this needless layer of bureaucracy, while preserving the federal government’s proper role of establishing and overseeing federal homelessness mandates.  

Mr. Chairman, we endorse your approach for consolidating homeless funds, but ask that you consider the following recommendations as you refine your plan. 

Funding:  Consolidated funding must be adequate to serve at least the same number of people presently served.  We urge you to authorize homeless block grant funding at no less than current levels, which, as you know, does not begin to meet the need.  

Flexibility:  We urge you to provide states with the maximum possible flexibility in allocating their funds.  Decisions to direct funds to particular populations, through particular delivery systems, or for particular uses should be left to the states and their local and service provider partners.  They are best able to judge need, cost-effectiveness, track record, and capacity.  

Match Requirements:  We urge you not to impose a match requirement that requires a greater total contribution from states than they presently make toward the Emergency Shelter Grants program.  Unlike the HOME program, where state and local jurisdictions solicit match contributions from grantees, homeless providers simply do not have the resources to make a match.  And, though some states dedicate state appropriations to homeless help, many others simply do not have the resources to commit.  We do not believe that a state and its homeless population should be penalized just because that state has had to use its scarce resources to meet other critical needs.  
As your proposal suggests, eligible sources of match should be defined broadly to recognize the many non-cash contributions states, localities, and providers routinely make, such as payment of salaries, volunteer labor, and the value of a lease.  We urge you to expand the definition of eligible match further to include state allocated federal resources, such as Housing Bonds and Credits.
Funding Allocation:  We believe a compelling case can be made for distributing funds to the states for allocation to local governments and other service providers in accordance with a comprehensive plan developed with their input.  That’s what we do in Rhode Island, and it works. 

If you decide to allocate funds between states and localities, we urge you to limit eligible local communities to large communities.  The more local jurisdictions which qualify for direct funding, the more diluted the capacity of any of them will be to make a meaningful impact.  Spreading funding across numerous communities also reduces opportunities for comprehensive planning and coordinated responses.
We also urge you to hold harmless those states, like Rhode Island, that presently administer a larger share of federal homeless funding than they would receive under the newly devised formula.  In this way, you can avoid disrupting successful statewide continuums of care, such as ours.  
We strongly agree that states should be free to use their funds on a statewide basis so they have the maximum flexibility to direct them where they are needed most.  We oppose a CDBG approach under which state funds could be invested only in nonentitlement areas.  The HOME program has demonstrated successfully that such allocation restrictions are unnecessary to ensure that small and rural jurisdictions receive appropriate levels of funding.
Performance Measures:  NCSHA supports the requirement that states provide periodic performance reports and be subject to federal review and audit.  We oppose, however, prescriptive performance measures and benchmarks.  State funding should not be held hostage to a set of HUD designed standards that may be inappropriate measures of performance in any given state.  States should be free to identify their homeless needs, devise their own plans for meeting them, and held accountable for demonstrating that federal funds are expended in a manner consistent with federal requirements.  


Thank you, again, Mr. Chairman, for this opportunity to present the views of the state HFAs.  We are eager to work with you on this and other proposals to put federal housing resources in the hands of the states.  








August 8, 2001

Memorandum

To: Conrad Egan

Fr. John McEvoy

Re: Scope of Work 

Set out below is a draft proposal which includes, I think, the elements we have discussed. I do not know whether you have a standard format to which you’d like it to be adapted or have other changes to suggest. If so, let me know.

I am also attaching a bio, as you suggested.

I have made some assumptions in the proposal, based on your e mails:

· I am dealing with the delivery system, not designing any new program it will deliver. (Although I can write this section without having  to know more than I do about what new programs the Commission might propose, obviously, I am willing to help, if you wish,  on the basic program recommendations apart from this assignment.). 

· Nonetheless, I should include suggestions to improve existing programs (e.g. Kris’s outline points on “arbitrage” and “new approaches”), even if they may be dealt elsewhere in the report as well. For example, any description of the tax credit or bonds leads easily into a suggestion that the caps be increased. I don’t know whether this will also be dealt with elsewhere or whether my discussion of the issue is intended to include the entire case for increase.

· My advocacy of states as the delivery system applies to a new production program, not taking on well established local responsibilities such as public housing and the city stare of HOME.

· Though some major city governments (e.g. New York, Chicago, Los Angeles) will almost certainly assert a right to a share administration of any new production program, this assignment assumes the Commission will limit any new program it proposes to the states.

To the extent any of these assumptions are incorrect, please let me know (or simply amend the proposal as necessary.) 

Once we have a final agreement, it would be useful and expeditious to examine whatever relevant work John Sidor and other consultants have prepared, before talking to them.

Incidentally, do you have a notion yet of how long the final report will be and how many different sections it will have? 

Proposal

Scope of Work: To prepare and submit not later than September 4 a document not more than ten pages in length (exclusive of any attachments), intended for the Millennial Housing Commission  to consider including as part of its report, setting forth the case for (1) using state housing agencies as the administrators for any new multi-family housing production program and (2) for increasing delegation of authority and flexibility to state and local governments in administration of other federal housing programs. 

Subject to be covered shall include: the relative merits of federal compared to state housing production program administration; a discussion of the tools states already have, and, in addition, tools they might be given by the federal government to meet multi-family supply shortages; how the administration of such further authority should be structured; and how greater coordination of housing assistance with other relevant federal and state programs might be encouraged and facilitated. 

In preparing the document, the author shall review the relevant work submitted to the Commission by other advisors to the Commission and consult with those the commission staff may designate.

*Congress should amend the HOME program so that it better corresponds with the Low Income Housing Tax Credit.  However, HOME is sometimes combined with funds from other programs such as Section 8, CDBG, and RHS.  Housing Credit rules may differ from regulations in these programs.  As it would not be feasible or desirable to change all program regulations to be compatible with Housing Credits, the HOME program could be amended so that when HOME is combined with a program other than the Housing Credit, the other program’s rules preempt HOME rules, so long as HUD defines the program as an affordable housing initiative.  This would significantly ease the burden of multiple subsidy layering.
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