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Introduction

The Enterprise Foundation appreciates this opportunity to comment to the Millennial Housing Commission. We thank the Commission staff for the inclusive process through which they have solicited public participation in the Commission’s work.

Enterprise is a national nonprofit organization founded in 1982 by James and Patty Rouse that raises capital and channels it to grassroots groups for a wide range of community revitalization initiatives. We have raised and invested more than $3.5 billion to produce more than 120,000 affordable homes. Our community-based partners have used these resources to leverage an additional $4 billion of investment in their neighborhoods. In addition, we have helped place 35,000 hard-to-employ people in jobs. Enterprise’s network of local partners includes 1,900 community and faith-based groups, public housing authorities and Native American Tribes in more than 700 locations. 


We commend Congressman Walsh and Congressman Mollohan for creating the Commission. We are particularly pleased that the Commission’s enabling legislation calls upon it to make specific legislative and regulatory recommendations upon which Congress can act, perhaps as soon as next year. Time is of the essence. As the Commission well knows, nearly 14 million American families—one out of every seven—have critical housing needs, not including the more than 600,000 homeless.
 These figures reflect a profound failing of our nation.

It has been more than a decade since a group of comparable stature and expertise to the Commission’s considered how to improve America’s housing finance system. We hope that the Commission’s report will have the same positive, tangible impact of the National Housing Task Force. America’s housing system has been transformed since the Task Force issued its report in 1988, in part as a result of the report’s recommendations. In most respects, the system has never worked better. We as a nation have learned, often through hard experience and more than a few setbacks, what works and what does not in affordable housing. Our country’s housing crisis is much less a failure of policies or programs—although some policies and programs could and should be improved—than one of will and resources. We can solve our housing crisis with sufficient resources.

Some may say such an appeal “sounds all too familiar” and risks “falling on deaf ears” in Congress. But if we do not make that case now, when will we? Staggering federal budget deficits forced the National Housing Task Force to acknowledge that “federal spending choices are severely limited.”
 The Commission, reporting in a time of substantial surpluses, need not—and should not—be bound by that constraint. We have literally a once in a lifetime opportunity to fulfill the long deferred promise of the 1949 Housing Act of a decent home and suitable living environment for every American. We urge the Commission to seize that opportunity by making a bold set of recommendations that reflect housing’s vital importance to our nation’s health and stability. 

Overview of Enterprise’s Major Recommendations
The major recommendations contained in the balance of our comment can be grouped under three headings: 1) Look at the bigger picture; 2) Build on what works; and 3) Fill in the gaps.


Look at the bigger picture. Housing programs do not operate in isolation, but housing policy often is made that way. Housing policymakers at the federal, state and local level almost always act with little regard for how other policies—regarding land use, workforce development, child care and community safety to name just a few—impact housing. Viewing housing through such a narrow lens has led to myopic policies that disregard the interconnections between housing and other human and community needs. This has resulted in fragmented policies that often work at cross-purposes and has diminished housing advocates’ ability to enlist broader support for their cause. Thankfully, the Commission seems to have recognized this, as evidenced by the questions regarding Cross-Cutting Issues and Community Linkages.

Our comment begins with our views on those issues, since we believe that the Commission must urge Congress to consider housing solutions in a broader context and support housing through “non-housing” policies. In this vein, we recommend federal incentives for smart growth and brownfields redevelopment. We also propose expansions of a model partnership for increasing the strength of community-based organizations, and of the Section 8 and HOPE VI programs, each of which successfully link housing with other important social priorities.

Build on what works. The good news—and the great opportunity—for Congress is that we already have a financing system and set of time-tested, proven programs for delivering housing help that work well. Interspersed throughout the remainder of our comment are recommendations to continue and, where appropriate, expand such programs and policies. Protecting the Community Reinvestment Act (CRA) and the Government Sponsored Enterprises and expanding the HOME Investment Partnership program, for example, are simple things Congress should do that would provide immediate benefits to millions of Americans. Congress also should make a handful of improvements to other existing, effective programs, such as the Low Income Housing Tax Credit, Community Development Block Grant and Asset Control Area program. 

Fill in the gaps. The harder housing problem facing Congress in our view is how to fill in the gaps that not even building on what works will accomplish. We recognize that many in Congress will view proposals of new programs with great skepticism, if not outright opposition. Nonetheless, we believe the Commission must recommend a handful of new initiatives to address housing problems that the current system simply cannot. Thus, we propose a new rental housing production program for extremely low-income people (those earning 30 percent or less of area median income); a new tax credit to stimulate development of affordable homeownership in distressed neighborhoods; and tax relief to owners of assisted housing to facilitate preservation of affordable apartments. 

Cross-Cutting Issues

While land use decisions are made primarily at the state and local level, federal policies have a powerful effect on them. As has been widely noted, federal housing policy—from the early incarnation of the Federal Housing Administration (FHA) through Urban Renewal programs—played a large role in fueling suburban sprawl at the expense of cities (and, in many areas now, at the expense of the suburbs as well). Low-income and minority neighborhoods have been disproportionately harmed. Likewise, federal housing policy can help undo some of the damage done by decades of urban disinvestment and suburban sprawl.

Almost by definition, community-based housing development furthers a central tenet of smart growth: targeting investment to areas that already have the infrastructure (as well as the purchasing power, labor force and other competitive advantages) to support it, without consuming open space or exacerbating traffic congestion. Housing rehabilitation and infill development; regional planning and land banking; and linking jobs to housing are all examples of typical community-based development activities that facilitate smart growth. Thus, federal housing policies that support such activities can lead to smarter land use decisions at the local level. All the proposals we put forth in this comment meet that test. 

In addition, we encourage the Commission to recommend policies to Congress that would help communities and their for-profit and nonprofit partners generate additional housing investment and economic development in urban areas. Incentives to redevelop brownfields, such as increased state and local tax-exempt bond authority, streamlined liability laws and limited federal grants are such measures. We also encourage the Commission to recommend that Congress provide bonuses—either in the form of increased funding, relaxed regulations or both—to states and cities that develop inclusionary zoning programs, provide density bonuses, engage in regional planning and streamline the regulatory process. All these would further smart growth and affordable housing.

Finally, we encourage the Commission to recommend that states and cities consolidate and coordinate application and funding cycles for the various housing programs they administer. Doing so not only would increase efficiency, but also could prod agencies and jurisdictions to develop more coherent, regional housing policies that transcend political boundaries, as housing markets and housing problems do.

Community Linkages

The importance of community-based organizations to the affordable housing system has been documented extensively. Recent research indicates that there are more than 3,600 community development corporations (CDCs), by far the most common, but by no means the only, type of community-based housing group. CDCs have produced approximately 550,000 affordable homes and apartments. In addition, they have provided nearly $2 billion in financing to almost 60,000 businesses, developed 71 million square feet of commercial and industrial space and created nearly 250,000 jobs.
 Virtually all of this has occurred in the most distressed neighborhoods in America.

Grassroots groups generally are closest to the nation’s most acute housing needs and most committed to solving them and the other, interconnected problems affecting low-income people and places. Thus, they must continue to play a central role in delivering resources. Community organizations are indispensable because they do what neither the public nor the private sector can do alone. We do not mean to suggest that neighborhood organizations could or should be the only ones charged with helping solve the nation’s housing problems. The private and public sectors have equally important roles. Indeed, the system works best when all three work together in partnership.


Community-based developers, including faith-based groups, long have recognized that affordable housing is only one component of comprehensive neighborhood revitalization. While housing has been and, for many, continues to be their primary focus, grassroots groups increasingly are involved in mending the social fabric of their communities, through workforce development, childcare, asset building and community safety initiatives. In many cases, experience has shown that even the best housing development will not make much difference to a family or neighborhood absent sufficient supports for those activities. One long-sought but largely elusive goal for many communities to help solve their social problems has been to try to attract a mix of incomes into their neighborhoods. 

With the current welfare law up for reauthorization next year, the Commission has the chance through its report to interject affordable housing into a broad national reevaluation of the social safety net. We urge the Commission to take advantage of that opportunity to elevate housing’s importance.


More specifically, we encourage the Commission to address community linkages to housing by making the following recommendations: 1) increase the strength and numbers of community-based organizations committed to housing and comprehensive community development; 2) increase the number of Section 8 vouchers; 3) support policies and programs that encourage mixed-income housing development, such as the HOPE VI program; and 4) reward jurisdictions that develop model programs and best practices for integrating affordable housing with employment initiatives.

· Increase the Strength and Numbers of Community-Based Organizations

One way to bolster housing’s linkage to other family support and neighborhood revitalization activities is to strengthen the community-based organizations committed to those initiatives. A proven model for doing so exists in the form of a private-public partnership called the National Community Development Initiative (NCDI). For the past decade, large financial institutions, national foundations and the federal government (through HUD) have channeled more than one-quarter of a billion dollars through national community development intermediaries (Enterprise and the Local Initiatives Support Corporation) to grassroots groups to increase their capacity.

 
These resources help community-based groups hire and retain staff, upgrade computer systems, develop business plans and form new partnerships. This kind of support is especially important for smaller groups and funding for it is typically the most difficult to obtain. According to an independent analysis by the Urban Institute, grassroots group strength, housing production and local support systems have grown significantly thanks to NCDI investment. As a result of the NCDI, the Urban Institute concluded that community-based groups “in many cities are now the most productive developers of affordable housing, outstripping private developers and public housing agencies.”


The NCDI’s overwhelming, documented success shows that capacity building is a high-yielding investment in which limited federal resources leverage substantial private capital for a significant community development impact. We encourage the Commission to recommend that Congress expand NCDI capacity building funding and apply the concept to other areas related to a comprehensive affordable housing policy, such as workforce development, child care, community safety and substance abuse treatment and prevention.

· Increase the number of Section 8 vouchers

Recent research strongly suggests that families in well-designed welfare-to-work programs are more successful at work if they also receive housing assistance—generally, Section 8 vouchers (either tenant- or project-based).
 Housing assistance can help stabilize families’ lives, free up resources for other needs and enable families to move to areas with greater job opportunities. Housing assistance also may help improve children’s health and education prospects and reduce domestic violence. These findings argue for a continued expansion of Section 8 vouchers. We encourage the Commission to recommend at least 75,000 new vouchers annually, in some combination of tenant and project-based vouchers.

The Section 8 program is far from perfect. The program would benefit greatly if administration were open to a wider range of local entities, including nonprofit community-based organizations. Such entities would be more willing and better able to integrate Section 8 programs with other social services, such as job placement and training. We encourage the Commission to recommend that Congress authorize a limited number of pilot programs to test alternative administration of vouchers that could lead to a more efficient and effective use of this important tool. We also encourage the Commission to recommend that Congress allow Section 8 administering agencies to deploy vouchers more flexibly on a metropolitan or regional basis.

In addition, HUD sometimes makes mistakes in trying to further the laudable goal of dispersing low-income people into more mixed-income areas. For example, last year Congress increased the ability of public housing authorities (PHAs) to “project-base” a portion of their Section 8 vouchers, provided the PHA’s plan for doing so was consistent with the goal of deconcentrating poverty and expanding housing and economic opportunity. HUD implemented this requirement in regulatory guidance that prohibits PHAs from deploying project-based vouchers in areas with a poverty rate of 20 percent or greater. This provision prevents many communities that would benefit most from an important housing resource from using it; huge sections of many urban areas are excluded. We encourage the Commission to recommend that Congress direct HUD to reverse this counterproductive and unnecessary guidance. 

· Encourage mixed-income housing and public housing reinvention


Mixed-income housing offers important potential benefits, such as breaking a culture of poverty in low-income neighborhoods, increasing local tax bases and encouraging racial and economic integration. We believe that proposed new programs, such as an extremely low-income rental housing production program and a homeownership production tax credit, should encourage mixed-income housing and communities. Thus, our proposals for each program, described later in our comment, include somewhat higher income targeting in distressed areas than elsewhere.


Among existing programs, the HOPE VI public housing revitalization program stands out as one of the most effective federal initiatives ever to facilitate mixed-income affordable housing and stable neighborhoods. HOPE VI represented a bold admission by Congress that past public housing policy regarding high-rise concentration of the very poor had failed and a radically new approach was needed. The program—and the localities, developers and residents that have worked together to implement it—have delivered. HOPE VI has helped transform dozens of the most distressed neighborhoods in America by building community services and resident support systems along with new homes. We encourage the Commission to recommend that Congress “declare victory” with HOPE VI. More Americans must know that public housing need not be synonymous with social pathologies and governmental ineptitude.


The work of public housing revitalization is far from over, however. Many high-rise and mid-rise public housing developments, while not “severely distressed,” are physically obsolete or are fast approaching that point. Many are still home to high concentrations of extremely poor people. We encourage the Commission to recommend that Congress create a new, successor program to HOPE VI to address these housing needs and turn more dysfunctional, detrimental environments into healthy communities. The new program should incorporate the core principles that have characterized HOPE VI’s success: mixed-income housing; “new urbanist” planning and design elements; provision for infrastructure, community facilities and supportive services; and financial leveraging. We also recommend that HOPE VI’s successor include funding for technical assistance to PHAs from nonprofit and for-profit organizations with expertise executing large-scale housing development and linking social services to housing. Many PHAs’ primary focus is property management, but not necessarily development and community building. Allowing and encouraging PHAs to partner with more experienced entities would assure the continued success of public housing’s reinvention.


Regarding mixed-income housing generally, we encourage the Commission to recommend that Congress explore incorporating mixed-income strategies in affordable housing preservation programs, such as the Mark-to-Market program.

· Reward state and local best practices for linking housing and jobs

While a decent, affordable place to live provides a foundation for individual and community renewal, employment is essential to building a solid future for low-income people. Already we have discussed our recommendations for enabling people to move closer to job opportunities with Section 8 vouchers. But the Commission should go even farther in recommending approaches to linking housing and jobs.

Specifically, we encourage the Commission to recommend that Congress create incentives for jurisdictions to pioneer innovative initiatives in this area. Rewards could include small competitive grants, greater flexibility to use federal funds and waivers of regulatory barriers to program integration, such as among housing, Temporary Assistance for Needy Families (TANF) and jobs programs. To push jurisdictions to think carefully about their proposals, any benefits Congress authorizes should be strictly limited and subject to a national competition.

Housing Production


Our single most important recommendation to the Commission is to urge Congress to provide significantly more resources for affordable housing production (including rehabilitation). Without a substantial increase in federal investment in affordable housing production, America will never solve its affordable housing crisis. The federal government all but left the housing development business during the past 20 years. HUD’s budget is less than half of what it was in 1980 and only about one-third of the Department’s shrunken funding today goes to new production and rehabilitation.


Is it any surprise that the nation now faces a growing deficit of affordable homes for its poorest citizens? The 1999 American Housing Survey reveals an absolute shortage of 2.8 million rental apartments affordable to extremely low-income people.
 And the problem is worsening rapidly. The number of rental apartments affordable to extremely low-income renters dropped by 750,000 nationwide between 1997 and 1999, according to HUD.
 


We encourage the Commission to address affordable housing production in four ways: 1) recommend a major funding increase of the HOME Investment Partnership program; 2) propose a new housing production program targeted primarily to extremely low-income people; 3) encourage more CDBG funding for housing and increase CDBG’s annual appropriation; and 4) recommend improvements to the FHA Asset Control Area program.

· Increase HOME Funding

HOME’s origins are in the National Housing Task Force. The Task Force saw the need for flexible, state- and locally-controlled resources, subject to a comprehensive plan and accessible to community-based developers, that would leverage substantial additional investment in affordable housing. The Cranston-Gonzalez National Affordable Housing Act of 1990 enacted the Task Force’s concept in the form of HOME. It would be fitting for the Commission to acknowledge the wisdom of the last major congressional panel on housing by calling for a large expansion of its signature proposal.

A decade’s worth of evidence certainly argues for it. HOME has financed more than 586,000 affordable homes and currently produces more than 70,000 homes a year. Of HOME-assisted renters, nearly 90 percent are very low-income and 57 percent are extremely low-income. More than half of all HOME-assisted homebuyers earn 60 percent or less of area median income. Every HOME dollar generates an additional $3.88 in public and private investment in housing.

HOME is an especially important tool for community-based housing developers, which have received almost half of all HOME funds, according to the Urban Institute.
 HOME dollars often provide critical resources to housing developments financed with the Low Income Housing Tax Credit (Housing Credit), which is especially important to grassroots groups, because they typically do the most difficult developments requiring the deepest subsidy to serve the neediest families. HOME also provides crucial technical assistance and operating support to community-based groups to help them become stronger organizations.

HOME works because it is flexible and allows states, cities and communities to solve whatever housing needs they—not the federal government—determine are most important: homeownership or rental; new construction, rehabilitation, or preservation; elderly, disabled, homeless or working family. To date, the program generally has remained free of federal set-asides that would tie the hands of state and local leaders closest to their communities’ housing needs. HOME’s flexibility allows jurisdictions to use it to address virtually any housing problem, so set-asides are unnecessary, as well as counterproductive. We encourage the Commission to recommend that Congress continue to reject any new HOME set-sides, such as the Bush administration’s proposed $200 million set-aside for downpayment assistance in its fiscal year 2002 HUD budget request.

Last year, Congress appropriated $1.8 billion for HOME, a 12.5 percent increase from the year before that reflected the strong bipartisan support for HOME in Congress. We encourage the Commission to recommend that Congress increase HOME funding to $2.6 billion for fiscal year 2003. This amount would roughly equal an inflation adjustment to HOME’s initial 1993 authorization level of $2 billion. (The program was originally funded at $1.5 billion.)  We also encourage the Commission to recommend that HOME funding grow with inflation in the future.

An improvement to HOME that would increase the efficiency of the program and the housing finance system as a whole would be to reconcile HOME’s rent, income, monitoring and reporting requirements with those of the Housing Credit. This change would make the programs much simpler to combine, remove a significant administrative burden on developers and allow them to more easily serve lower income tenants. 

· Create a New Production Program to Serve Extremely Low-Income People

A substantial HOME increase would help significantly address affordable housing needs of families with incomes between 30 percent and 80 percent of area median income. It also would partially alleviate, but not nearly solve, the far more severe housing crisis facing those earning less than 30 percent of area median income. To fully meet that goal, a new program is needed.


Extremely low-income people face by far the most acute affordable housing needs. Of the nearly 14 million families with critical housing needs, nearly 60 percent have income of 30 percent or less of area median income. The acute shortage of apartments affordable to people in this income range already has been noted. 


Even the best programs in combination, such as HOME and the Housing Credit, cannot meet the nation’s most severe housing problems. This is not a defect of those programs, but rather an inherent problem in virtually any capital subsidy program: unless the subsidy is deep enough to allow no debt service payment on the building, it will not produce housing that the poorest can afford, even with some sort of continuing operating subsidy. A new, deeply targeted program, along with the commitment to provide operating subsidies, such as additional Section 8 vouchers, is the only solution.


Fortunately, HOME has shown us what a successful program should look like. It should be flexible, allowing for virtually any type of housing development, with an emphasis on rental production, including rehabilitation. It should be administered by states and cities, pursuant to public input. It should leverage additional public and private investment. It should provide a strong role for community-based groups. Beyond those broad, largely non-controversial principles, we offer the following more detailed suggestions for structuring a new production program.

Any new program should serve low-income people exclusively, with the large majority of resources dedicated to extremely low-income people. We recommend that any new program target 75 percent of its funds to extremely low-income households. Of that amount, 30 percent of funds should be targeted to households earning the equivalent of the minimum wage (in 1999, $11,156 for a family of two, $16,895 for a family of four) or less. The remaining 25 percent of funds should be targeted to households earning up to 80 percent of area median income, provided that they live in low-income communities. This targeting would assure that the vast majority of resources benefit those that most need housing help, while allowing (and facilitating) some level of mixed-income development in high-poverty neighborhoods that would benefit from it.

Any new program should work in combination with existing, effective resources, especially the Housing Credit. The only way to serve extremely poor people with a capital subsidy is to combine resources from several programs. It is particularly important that any new program work with the Housing Credit, which can cover up to 70 percent of construction costs. The Housing Credit generally penalizes developments that receive federal grants, with exceptions for HOME and CDBG. One way to assure that a new program would work with Housing Credits could be to allow, but not require, jurisdictions that receive the new resources to run them, or some portion of them, through their HOME program accounts. This could be accomplished without altering either the HOME statute or the deeper targeting and any longer affordability requirement of a new program.

Any new program should set a minimum rent contribution affordable to extremely low-income people to allow developers, lenders and investors to underwrite developments that serve them. Simply pegging tenant rents to a percentage of their income, which varies by family, prevents sound financial underwriting. We recommend that any new program set a minimum tenant contribution to rent for the extremely low-income apartments of either the greater of 30 percent of the tenant’s income or a standard amount affordable to a tenant whose income is 15 percent of the area median income (state median income for apartments in non-metropolitan areas).

· Encourage more CDBG for housing and increase CDBG funding

The CDBG program has proven to be an effective and politically popular source of funds for a wide range of state and local projects. Currently, about 30 percent of CDBG funds support housing-related activities, often as essential up-front funding for housing development.
 In addition, CDBG provides critical operating support to community-based organizations. We believe that CDBG’s flexibility is one of its strengths, so we do not propose new set-asides under the program. We are, however, concerned that as a result of the program’s somewhat broad and vague regulations, CDBG funds do not always “principally benefit” lower-income people, as the statute requires as the funds’ “primary benefit.” In a time of growing affordable housing needs, with limited resources available to help meet them, small changes to CDBG would provide a big help.

Specifically, we encourage the Commission to recommend that Congress increase the percentage of lower-income people that must principally benefit from CDBG from 70 percent to 80 percent of a jurisdiction’s CDBG funds; require that 40 percent of a jurisdiction’s CDBG allocation benefit low-income people; tighten the definition of “benefit” to explicitly include only activities that directly benefit lower- or low-income people;
 and limit the “area benefit test” to areas that are primarily residential in character. These changes are entirely consistent with the CDBG statute, would not impose undue restriction on states and cities and would enable CDBG to help address the most serious housing problems. In addition, by encouraging states and cities to deploy CDBG dollars to meet clear and widespread needs, these changes could result in more timely spend out rates by CDBG jurisdictions, solving an issue that has begun to hamper CDBG advocates’ ability to increase the program’s annual appropriations. 

Last year, Congress appropriated $4.4 billion for CDBG formula funding. We encourage the Commission to recommend that Congress increase CDBG formula funding to $5 billion for fiscal year 2003. We also encourage the Commission to recommend that CDBG funding grow with inflation in the future.

· Improve the Asset Control Area Program


The FHA ACA program allows local governments and qualified nonprofit organizations to purchase FHA-owned homes at a discount for rehabilitation and resale to buyers in distressed communities. The program, created in 1998, promotes several important objectives: increasing homeownership for low-income people; stabilizing distressed neighborhoods; taking foreclosed homes off the federal government’s hands; limiting losses from future foreclosures; and preventing real estate speculation that exacerbates neighborhood blight and homeownership disparities. (An additional benefit, once the program is operating at scale, could be a freeing up of resources now deployed for homeownership, such as HOME, to help alleviate acute rental housing needs of extremely low-income people.)


To date, 15 jurisdictions have ACA Agreements with HUD in place, with thousands of homes in the potential pipeline. In addition, 10 jurisdictions are in negotiations with the Department and 16 others have formally expressed interest in participating. This high level of interest in a program that HUD has done little to promote attests to its great potential. 

HUD and its ACA partners have constructively negotiated many major details of how the program should work in each community. One major sticking point is the discount price for which HUD will sell its foreclosed homes to cities and nonprofits. The ACA program statute gives the Department broad flexibility to sell homes at a price that allows their feasible rehabilitation and resale; the law does not prescribe a percentage or price limit. Regrettably, HUD by draft regulation has limited the maximum discount amount of 75 percent to homes valued at $50,000 or less. That is simply too low a level to allow the program to work in high-cost urban areas. As a result, some ACA jurisdictions will have to seek additional federal, state or local government subsidies to carry out their ACA programs. This unnecessary inefficiency will allow the problem of FHA foreclosures to worsen faster than communities trying to combat it can respond.

We encourage the Commission to recommend that Congress direct HUD to implement the ACA program in general and its discount provision in particular in the flexible manner the law allows, as Congress did last year in the Conference Report of HUD’s Fiscal Year 2001 Appropriations Bill.

Tax Policy


The Tax Code always has been used as an instrument of social policy. The vast majority of federal housing support increasingly comes through the Tax Code; according to one analysis, between 1975 and 1995, the average annual growth rates, adjusted for inflation, of federal housing expenditures were 1 percent for direct spending expenditures and 5.9 percent for tax expenditures.
 Of course, most of this growth is due to the mortgage interest and property tax deductions, which primarily benefit the wealthiest.


The Tax Code also is home to one of the most successful affordable housing production programs ever created, the Low Income Housing Tax Credit (Housing Credit). The Housing Credit’s time-tested, extensively documented efficiency and effectiveness sets a strong precedent for providing other types of housing assistance through the Tax Code. By building on what works and filling in the gaps in tax-based housing policy, we can help address needs currently unmet by existing programs.


We encourage the Commission to make the following tax policy recommendations to Congress: 1) make improvements to the Housing Credit; 2) apply its principles to create a new homeownership production tax credit; and 3) provide targeted tax relief to allow preservation of the existing affordable housing stock.

· Improve the Housing Credit

Before recommending improvements to the Housing Credit, we must say a few words about the program’s importance. Since its creation in 1986, the Credit has made possible more than 1 million affordable apartments for low-income people. The Credit finances between 60,000 and 80,000 new apartments per year, between half and three-quarters of all new affordable multifamily housing.
 


Has any federal housing program been as analyzed as the Credit? Could any other withstand such scrutiny and actually emerge from it stronger? Public and private sector studies have shown that the Credit serves lower income people for longer periods of time than required by law. By every known evaluation, Credit apartments are well maintained, managed and monitored in accordance with the program’s strict requirements. It is no surprise that the Credit has strong support in both political parties.


One of the Credit’s greatest achievements has been its role in helping transform the system for financing housing and economic development in distressed communities. By mobilizing an unprecedented level of private housing investment in poor neighborhoods, the Credit has shown financial institutions and corporations that those areas can be good places to do business. By enabling community-based organizations to earn reasonable development fees and by encouraging them to form new partnerships and learn new skills, the Credit has helped grassroots groups expand their work and capacity. It is no coincidence that the New Markets Tax Credit, which Congress created last year to spur economic development in low-income communities, is based largely on the Housing Credit’s principles, delivery system and track record.


The Credit’s general strengths are well known: private sector investment and oversight; state and local allocation flexibility, pursuant to public comment; general workability with other major housing production programs; a strong role for community-based groups. Given the Credit’s proven success in its current form, we would caution the Commission against proposing major changes to it, especially its income targeting. The Credit generally serves people poorer than Congress intended, but not the poorest of the poor. To help house people in that category, we recommend the public housing initiative, new production program, HOME and CDBG increases, and ACA program improvements mentioned earlier. 

We encourage the Commission to recommend two relatively small, but important, changes to the Housing Credit that would strengthen the program’s ability to provide housing for very-low-income people, without altering any of its signature strengths. 

First, we encourage the Commission to recommend that Congress change the Credit statute to allow developments assisted with HOME funds to also receive the 30 percent higher Credit amount available to non-HOME financed developments in “high-cost areas.” (The Housing Credit statute defines such areas as census tracts where at least half the households have incomes less than 60 percent of AMI or where construction, land and utility costs are high relative to AMI.) This change would help produce housing in the most distressed communities, where multiple sources of private and public financing are required for new development. It would not result in over-subsidization, since state Housing Credit agencies are required by law to allocate only the amount of Credits necessary for a development’s feasibility and long-term viability. 

Second, we encourage the Commission to recommend that the Internal Revenue Service clarify that tenants of Housing Credit apartments can operate businesses from their apartments, provided the apartments remain their “residential rental property,” as under current law. As long as people who operate businesses from their homes live, eat and sleep there, their apartment should not be treated as “nonresidential” or “commercial.” (We are not aware of any law or regulation that classifies a living area as commercial simply because the resident engages in income generating activity there.) Home-based businesses, such as childcare and beauty services, offer outstanding opportunities for low-income people to earn a living and provide needed services in their neighborhoods. Ensuring that such working families can benefit from Housing Credit homes is consistent with the goal of linking housing policy to other important objectives, including welfare reform and workforce development. Such a provision would require especially strict underwriting and vigilant property management. It should not be difficult to monitor, since Housing Credit apartments are subject to regular site visits.
· Create a Homeownership Production Tax Credit

Most federal low-income housing assistance is for rental production and tenant-based assistance. Far fewer resources are available to help produce homeownership housing for low-income families. Homeownership rates for families earning less than their area’s median income and for central city residents are 25 percent below the rate for the nation as a whole.


The main reason for the lack of affordable homeownership development in many distressed neighborhoods is that it costs more to build or substantially rehabilitate homes than homes can sell for in such areas. Thus, a resource is needed to bridge the difference between construction cost and market value of homes in low-income communities. A homeownership production tax credit would fill a glaring gap in the housing finance system, increase affordable homeownership opportunity for low-income people, encourage mixed-income development and community revitalization in distressed neighborhoods and help combat sprawl. President Bush has proposed such a credit, wisely modeled largely on the Housing Credit. 

We recommend that such a credit have the major principles outlined by the president: 50 percent present value tax credit claimed over 5 years; allocation by the states, in an amount equal to $1.75 per capita, with a small state minimum, both of which would be indexed to inflation; targeted to families earning 80 percent or less of area median income (70 percent or less for families of less than 3); available in census tracts with median incomes 80 percent or less of area median income; awarded to developers to fill the gap between construction costs and market value, limited to 50 percent of development costs; buyer subject to recapture of a portion of any resale gain if the home is sold to a non-qualified buyer within three years of original purchase.


In addition, we recommend the following modifications to the president’s proposal: the Credit also should be available in rural areas, as defined by Section 520 of the 1949 Housing Act, and on Indian reservations; states should be able to serve buyers earning up to 100 percent of area median income (90 percent or less for families of less than 3) in “Qualified Census Tracts” as defined under the Housing Credit statute (census tracts where more than half the families have 60 percent or less of area median income or where development costs are disproportionately high); and nonprofit developers should receive a minimum of 10 percent of each state’s annual allocation of Credits.

· Provide Tax Relief to Preserve the Assisted Affordable Housing Stock

One of the most difficult issues the Commission is considering is preservation of federally assisted housing. Already facing a growing deficit of affordable apartments, the nation simply cannot afford to keep losing them at current rates, estimated at 100,000 apartments annually through the next five years.
 One proven way to retain rental housing in the assisted inventory is to provide purchase incentives to buyers—both for-profit and nonprofit—committed to maintaining properties’ long-term affordability. 

Many current owners of assisted housing would welcome the opportunity to transfer ownership of their properties, but are effectively prevented from doing so by the 25 percent tax on non-cash capital gain such sale would trigger. Thus, many owners will continue to convert their properties to market rate housing. Others will simply retain ownership of the properties until they die, but make no capital improvements to them, and allow their heirs to benefit from the step-up in basis of the property. And others will seek to sell their properties to purely profit-motivated buyers, who will finance the cost of the capital gains tax by raising rents. In any scenario, precious affordable apartments are lost from the inventory.


The Tax Code provides a potential solution to this worsening problem. Congress could defer capital gains taxes for purchasers of assisted housing, provided the buyers maintain the properties’ long-term affordability, defined as not less than 30 years. Buyers, who would be HUD- or state-certified, would have to agree to make necessary investment in the properties’ physical and financial needs over that period. State and local agencies would monitor compliance for the federal government. Capital gains taxes would be deferred until the later of the buyer’s death or expiration of the affordability period. We encourage the Commission to recommend this approach or something similar.


Some may argue that owners of assisted housing already have realized significant government befits and should not get additional tax relief. We believe that this issue must be weighed in the context of the costs to the federal government—financial and well as social—of the alternative. In the absence of meaningful tax relief to encourage owners of assisted properties to sell them to purchasers committed to maintaining their long-term affordability, hundreds of thousands of affordable apartments likely will leave the assisted inventory, with devastating consequences for low-income people and communities. However the Commission proposes to deal with housing preservation, we urge it to make this argument.

Housing Finance

The Community Reinvestment Act (CRA) and the housing-oriented Government Sponsored Enterprises (Fannie Mae, Freddie Mac and the Federal Home Loan Bank System) account for much of the capital that fuels the affordable mortgage finance system, particularly the capital that has helped transform low-income neighborhoods. Their importance to the system and those communities cannot be overstated. 

With the CRA regulations up for a re-write in 2002 and with the GSEs almost certain to face further scrutiny from those who would redirect their activities or curtail their independence, the Commission’s report comes at an appropriate time to send a strong message of their indispensable importance to the affordable housing finance system and low-income people and places.

The Federal Reserve Board’s study of the 500 large institutions that account for 70 percent of CRA lending last year quantified some of the CRA’s benefits to low-income communities and lending institutions.
 In 1999, the institutions in the survey sample made $58 billion in home loans, $59 billion in small business loans and $13 billion in community development loans to lower-income borrowers in their CRA assessment areas.

· Eighty-two percent of respondents said CRA home mortgage lending is profitable. 

· Eighty-six percent said CRA home improvement lending is profitable. 

· Ninety-six percent said CRA small business lending is profitable. 

· Ninety-three percent said CRA community development lending is profitable.

· More than two-thirds said CRA home mortgage lending has led to new and profitable opportunities for the institution.  

· About two-thirds reported additional benefits from such lending, such as strengthening communities.

The report also found that loss rates for the lenders in the survey were quite low; for example, the median difference in “charge-off” rates between CRA home mortgage loans and all such loans was zero.

Other recent research has shown that lenders with CRA agreements “were significantly more responsive than other lenders to the credit needs of low-income and minority households and census tracts.”

The housing-oriented Government Sponsored Enterprises (GSEs) are equally important to the affordable mortgage finance system. Under the new Affordable Housing Goal requirements, Fannie Mae and Freddie Mac will acquire $2.5 trillion in mortgages for 28 million low- and moderate-income families over the next seven years.
 The Federal Home Loan Bank System’s Affordable Housing Program has provided financing to help develop nearly 274,000 affordable homes and apartments for low- and moderate-income households.

We encourage the Commission to highlight the importance of the CRA and the housing GSEs to the affordable mortgage finance system and to caution Congress against any changes to them that would harm their ability to provide capital to low-income people and communities.

Consumer Based Assistance


While the grassroots groups Enterprise exists to strengthen rely primarily on housing production programs, community developers recognize the critical importance of consumer-based assistance. As noted earlier, Section 8 vouchers can be a useful tool in helping people move from welfare to self-sufficiency. Also as noted earlier, a steady supply of operating subsidy, whether from Section 8 or another source, is required to make rental housing affordable to extremely low-income people for the long-term, no matter how deep the capital subsidy. Two other forms of consumer-based assistance help low-income families afford a decent place to live: the Earned Income Credit (EIC) and Individual Development Accounts (IDAs). We encourage the Commission to recommend that Congress expand the EIC and create incentives for financial institutions to establish IDAs for low-income people.


The EIC put $31 billion into the pockets of low-income working people in 1999, making it the most important income transfer program for the poor.
 Large numbers of Republicans and Democrats support the program. Research reveals that many recipients use the EIC for housing expenses, which often consume a huge share of a low-income working family’s budget. The EIC could be improved by reducing the phase-out rate for families with two or more children from 21.06 percent to 19.06 percent and by raising the credit rate for families with three or more children from 40 percent to 45 percent. We encourage the Commission to recommend these proposals to Congress.

IDAs are an innovative way to enable low-income people to save for a first-home, start a small business or pay for education expenses. Like the EIC, IDAs have broad bipartisan support in Congress. Several proposals have been introduced in recent years, including one by President Bush, to provide financial institutions a tax credit for their matching contributions to IDAs for low-income people. Institutions could receive additional credits for part of their administrative and marketing costs in setting up the accounts. We encourage the Commission to recommend that Congress pass such a tax credit.
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