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RECOMMENDATIONS TO 

THE MILLENNIAL HOUSING COMMISSION

The National Neighborhood Housing Network (NNHN) is a network of 120 NeighborWorks® Organizations nationwide that work to improve housing for low- to moderate-income Americans.  These organizations use funding from the Neighborhood Reinvestment Corporation to leverage private dollars in order to create new homeowners, revitalize distressed communities, and build single family and multi-family housing.  

In our comments to the Millennial Housing Commission, we would like to address neighborhood revitalization, the modernization of the Community Reinvestment Act (CRA) and predatory lending.  We propose that the Millennial Housing Commission consider three actions:  increase the appropriation for the Neighborhood Reinvestment Corporation; modernize the CRA through new legislation; and enhance predatory lending prevention through stronger legislation.

NEIGHBORHOOD REVITALIZATION

The Neighborhood Reinvestment Corporation Model

The Neighborhood Reinvestment Corporation’s model of neighborhood revitalization has been recognized as a successful one for low and moderate income households in urban and rural communities.  It enjoys bi-partisan support in Congress.  Its primary focus is currently home ownership, and it has already begun making strides in multifamily housing.  

Because of its service to communities and leveraging success, Neighborhood Reinvestment has garnered support from both Congress and major private investors.  In FY 2000, the agency received an appropriation of $75 million and, through leveraging non-federal funding sources, was able to reinvest $1.27 billion back into the nation’s 

communities.  That means that for every federal dollar appropriated, the NeighborWorks® network was able to reinvest $16.90.  This proven success helped to increase the congressional appropriation to $90 million in FY 2001.  

Neighborhood Reinvestment provides what many low-income families need:  access to affordable credit.  Neighborhood Reinvestment fills in the gaps left by traditional lending practices vis-à-vis these borrowers.  Its comprehensive approach communities and local partners works through three activities:  

· flexible grants to capitalize and operate revolving loan funds; 

· secondary market services; and 

· technical assistance and training.  

On the ground level, the Neighborhood Reinvestment Corporation’s goals are carried out by NeighborWorks( organizations, a network of 215 housing organizations nationwide.  Almost every NeighborWorks( organization operates a local revolving loan fund to keep capital flowing through the communities.  The revolving loan funds are used for gap financing in conjunction with conventional loans, equity capital to rehabilitate and purchase property, loans for rehabilitation and emergency repair, first and second mortgage loans, down payment and closing costs for first-time homebuyers, and economic development for small businesses.  Through grants, Neighborhood Reinvestment provides seed capital to attract additional capital to the loan funds.  

To maintain continuous capitalization of these loan funds, the Neighborhood Housing Services of America, a secondary market funded by social investors, purchases loans from the organizations.  This secondary market nearly doubled its loan purchases from local NeighborWorks( organizations in FY 2000 to $83.3 million, from $46.2 million in FY 1999.  In FY 2000, the investor base increased to more than 120 investors and lenders. 
Non-profit housing organizations often need extra help to navigate increasingly complicated financial and mortgage services.  Neighborhood Reinvestment builds the NeighborWorks( organizations’ capacity by delivering technical assistance and training.  The technical assistance is provided through its national and nine district offices staffed by practitioner experts, who provide guidance in asset management, business plan design, fund raising, and marketing strategies.  Neighborhood Reinvestment performs program review to measure the financial and organization strength of each NeighborWorks( organization. Neighborhood Reinvestment also provides five national training institutes per year for community-based practitioners that provide practical courses on construction, affordable housing, home ownership counseling, predatory lending, management, and partnerships.

Neighborhood Reinvestment received an appropriation of $90 million for FY 2001.  The funds will be used to respond to a growing demand on Neighborhood Reinvestment’s capital resources.  While the nation’s strong economy and current interest rates have increased the number of first-time homebuyers, many new home purchases have not been accompanied by careful counseling and property services.  With individual savings declining and continually increasing interest rates, vulnerable homeowners with no cash reserves face delinquency and foreclosures at an enormous rate.

A Viable Testing Ground – Section 8 Home Ownership Initiative

As a small public non-profit organization, Neighborhood Reinvestment is able to manage concentrated experimental programs to test their feasibility on a national scale.  An example of a recent initiative is the use of HUD Section 8 vouchers for home ownership.  

The Section 8 home ownership initiative alleviates funding demands on HUD’s voucher program by combining conventional lending and revolving loan funds to move Section 8 voucher recipients into self-sufficiency.  NeighborWorks( organizations work with conventional lenders, public housing authorities, and Section 8 voucher families through every step of the process.  

The program operates with a conventional lender making the first mortgage and a NeighborWorks( organization holding the second mortgage.  The organization then uses the voucher to pay for the second mortgage.  The organization also provides pre- and post-purchase home ownership counseling to the participants, and works with the public housing authority to coordinate the process.  Four NeighborWorks( organizations participated in a pilot to implement the program, and Neighborhood Reinvestment is now ready to put it into practice in other areas of the nation.  The Congress set aside $5 million of the FY 2001 appropriation for this program.  Through the early experience of these four NeighborWorks( organizations, the network is poised as the national expert on this program. 

Future Plans

The future plans for the Neighborhood Reinvestment Corporation include focusing on three initiatives:  the Section 8 Home Ownership Initiative, the Multifamily Initiative, and the Rural Initiative.  With the initial success of the Section 8 Home Ownership Initiative, Neighborhood Reinvestment plans like to expand this model.  Starting in FY 2000, there were four sites involved:  Burlington, VT; Syracuse, NY; Long Island, NY; and Nashville, TN.  With an additional $5 million set-aside in the FY 2001 appropriation, Neighborhood Reinvestment is able to fund 11 applications for 21 NeighborWorks( organizations serving more than 25 communities nationwide this year.
While home ownership is a central strategy towards achieving community revitalization, neighborhoods around the country have multifamily needs as well.  NeighborWorks®  organizations own and/or manage over 25,000 multifamily units.  In conjunction with many of these units, NWOs provide afterschool programs, day care, and summer activities.  The  Multifamily Initiative will increase programming in this area to:  assure that properties are financially, physically, and socially secure; develop strong resident leaders; expand social services to the communities; attract additional capital investment; and add 10,000 units to its multifamily portfolio.

The Rural Initiative will expand the accomplishments of the 50 NeighborWorks®  organizations already serving rural small towns and communities.  Rural families are the worst-housed in the country:  they are disproportionately represented in the worst case housing needs as defined by HUD, and rural renters spend a higher percentage of their income on housing.  An alliance of rural NeighborWorks® organizations, Rural NeighborWorks® Alliance (RNA), was certified as a community development financial institution in 1999 and built or renovated over 100 homes last year alone.  Additional funding would assist RNA in increasing its loan fund from the current $1.4 million to $5 million within three years. This funding will encourage rural revitalization strategies that encompass both affordable housing and economic development programs, utilizing the Neighborhood Reinvestment Training Institute’s new rural curriculum. Additionally, Neighborhood Reinvestment would be able to increase its work to more rural areas.

The proof of the Neighborhood Reinvestment Corporation’s success is the change in neighborhoods nationwide.  Since FY 1996 alone, the agency has funneled over $4 billion in investments to our urban, suburban and rural areas.  

Suggestion:  Increase the Appropriation for the Neighborhood Reinvestment Corporation.

The appropriation for the Neighborhood Reinvestment Corporation was $90 million in FY 2001.  This year, the National Neighborhood Housing Network supports funding Neighborhood Reinvestment at $110 million for FY 2002.  The President’s budget has called for $95 million for FY 2002.  The increase to $110 million will provide additional assistance for three of the agency’s initiatives:  the Section 8 Home Ownership Initiative, the Multifamily Initiative, and the Rural Initiative. 

As the Millennial Housing Commission will be presenting its report to Congress in March 2002, we ask you to support increased funding for the Neighborhood Reinvestment Corporation model.

COMMUNITY REINVESTMENT MODERNIZATION

In recent years, financial services have been overhauled in the market and subsequently in Congress.  The Glass-Steagall Act was repealed with the passage into law of the Financial Services Modernization Act November 1999, also known as the Gramm-Leach-Bliley Act.  This action has had major implications for non-profit housing organizations as the market for banks, securities firms, insurance companies, and others dramatically changed.  The Financial Services Modernization Act facilitates affiliations among financial services providers, allowing companies to participate in markets from which they were previously excluded.  It also limits the checks and balances on financial transactions, and reduces the power of important laws like the Community Reinvestment Act.

The Community Reinvestment Act (CRA) was passed in 1977 in response to publicly-insured banks’ and thrifts’ “redlining” of certain communities, thereby limiting these communities’ access to credit and capital.  With CRA, banks were barred from withholding services from communities based on income and race.  Many more communities gained access to credit, subsequently improving the market and enabling these communities to build their equity through home ownership and other property.   In 1999, Federal Reserve Governor Edward Gramlich estimated that CRA-related home, small business, and economic development loans totaled $117 billion annually.  

CRA has been a critical tool for NeighborWorks® organizations by enabling them to develop creative partnerships that have been beneficial to banks, the organizations themselves, and low-income communities.  CRA has been a significant impetus for bank involvement in community revitalization efforts, and has changed neighborhoods.  More minorities and low-income households are able to get the credit they need to own their own homes.  

The Financial Modernization Act did not change the fact that banks must still follow CRA guidelines; however, the legislation allows other companies that are not obligated to follow CRA regulations to participate in the housing market.  In addition, the legislation allows more fluid affiliations between banks and these other companies, enabling banks to profit through their affiliates for the very practices that they themselves are unable to perform.

The National Neighborhood Housing Network supports financial modernization across the board and believes CRA should be modernized to keep up with the field.  In addition, all service providers who have the ability to serve the housing market should be put to the same sorts of tests to assure that their practices are non-discriminatory and are encouraging of access to the market.   The tests would also prevent predatory lending practices, which will be discussed more in the next section.

Suggestion:  Support the modernization of the Community Reinvestment Act and uniform evaluations of financial services providers.

Some members of Congress have already shown their support for the modernization of the Community Reinvestment Act.  The Community Reinvestment Modernization Act of 2001 (H.R.865), introduced by Representatives Thomas Barrett and Luis Gutierrez already has 36 sponsors.  The act was proposed “to enhance the availability of capital and credit for all citizens and communities [and] to ensure that community reinvestment keeps pace as banks, securities firms, and other financial service providers become affiliates as a result of the enactment of the Gramm-Leach-Bliley Act [...].”

We ask the Millennial Housing Commission to support legislation that would modernize the Community Reinvestment Act and increase access to credit for low-income and minority households.

PREDATORY LENDING

The National Neighborhood Housing Network supports the increased flow of mortgage credit into low-income and minority communities.  NNHN is made up of organizations that are committed to working with low- and moderate-income individuals who for a variety of reasons, including poor or non-existing credit histories or unstable employment background,  are unable to secure conventional mortgage financing. As responsible “subprime lenders” NWOs work to provide these consumers with a range of financial services and products to enable them to become homeowners. We do this both a direct lenders as well as by working with conventional lenders.

Responsible subprime lending entails working with a consumer to come up with a loan product at a price and with terms that appropriately compensate the lender for any risk they are taking on, inclusion of reasonable return for the lender, and understandable by and appropriate for the borrower.  Our concern is that the credit and other financing tools be made available to low- and moderate- income individuals in a responsible manner and that these consumers are educated and empowered through the process of becoming a homeowner.

There is a distinct difference between subprime lending and predatory lending.  Whereas subprime lending takes a borrower’s potential risk into account and provides manageable lending rates, predatory lending includes tactics which purposefully damage a borrower’s equity and credit, enabling the lender to take advantage of the borrower.  These tactics include inflated pointes and fees, and encouraging loans that rely on the home equity rather than the borrower’s income and ability to pay.  These tactics often end in borrowers’ losing their homes.  

Home ownership counseling is an important tool in the fight against predatory lending.  NeighborWorks® organizations provide pre- and post-counseling to all of their participants.  One such type of counseling is the Foreclosure Intervention Program, which offers mortgage delinquency counseling and intervention and, in some cases, small, low-interest loans to help customers become current on their mortgage.  Some organizations report that up to 50 percent of their counseling participants have been victims of predatory lending.

Because of the rapidly expanding market and predatory practices, counseling alone is not enough.  It is vital to curtail predatory lending practices through legislation.  Effective legislation must at least prohibit:

· points and fees from being financed as part of a home loan;

· equity stripping, whereby lenders make loans based on the equity existing in a home as opposed to the borrower’s ability to repay the loan;

· abusive lending practices such as “flipping” when repeated refinancing of a home, enabling the lender to collect up-front fees and eat away at home equity; and

· “insurance packing” whereby unnecessary and overpriced insurance is financed as part of the financing package often without properly informing the consumer.

Legislation must strengthen the protection of loans covered by the Home Ownership and Equity Protection Act (HOEPA), and expand the coverage to include loans with lower interest rates.  The Home Mortgage Disclosure Act (HMDA) must be expanded at least to cover all home equity lending and to require that the interest rate and APR on a loan are recorded.

Suggestion:  Support legislation that prohibits predatory lending practices.

The government’s own funds are at stake when Federal Housing Administration (FHA) mortgages and Neighborhood Reinvestment loans fall prey to unregulated lenders.  The National Neighborhood Housing Network supports the Predatory Lending Consumer Protection Act of 2001 (H.R.1051) to amend HOEPA, introduced by Representative John LaFalce, and soon to be introduced by Senator Paul Sarbanes.  NNHN also supports the Equal Credit Enhancement and Neighborhood Protection Act of 2001 (H.R.1053) to amend HMDA, introduced by Representative John LaFalce.

We ask the Millennial Housing Commission to support legislation that would prohibit predatory lending practices and protect home equity for low-income and minority households.
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