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Responding to questions posed by Task Forces of the Millennial Housing Commission, Community Builders suggests three ways to improve the housing finance delivery system and two ways to encourage the preservation of public and assisted housing resources.  Recommendations offer ways to strengthen large nonprofit organizations capable of increasing scale and impact, achieve better alignment of real estate and neighborhood development goals, and use housing preservation activities to stimulate neighborhood revitalization.

Task Force on Housing Finance

· How can the multifamily housing finance delivery system be improved for housing production and preservation?
1. Create Access to Capital

As highlighted in a recent publication of the Brookings Institution,
 capital is essential to sustainable operations, mission-related growth, and appropriate risk-taking by nonprofit development organizations.  Traditionally, nonprofit housing developers have proven unable to build an adequate capital base from development activities, property management, or foundation support.  While development subsidies such as the Low Income Housing Tax Credit have succeeded in attracting private capital to individual projects, they have not provided organizational equity capital of nonprofit organizations.  Foundation and government reluctance to fund organizations themselves rather than programs that directly benefit needy individuals have also hindered capital growth in nonprofit organizations.  The result has been an industry that is highly localized, dependent on a patchwork of local government, philanthropic, and project-specific funding.  Without a capital base, these organizations are unable to grow, achieve economies of scale, develop professional expertise, and operate at the scope and scale of operations necessary to tackle the biggest urban development challenges facing our cities.

Recommendations: 

· HUD Nonprofit Capitalization Grants: HUD, in concert with national foundations, should make equity-like investments and/or long-term low-interest loans of up to $25 million to large-scale nonprofit housing developers to provide both permanent equity capital and project working capital. 

· CDFI/BEA Nonprofit Capitalization Activities: Treasury should consider changes to the Community Development Financial Institutions Fund and Bank Enterprise Awards programs to encourage capitalization of large-scale community development organizations.

2. Improve Development Operations 

Operation of rental housing developments should contribute to the financial health of nonprofit sponsors.  Rental income streams from housing developments should provide reasonable cash flow to the owner, in addition to covering the costs of providing high quality management services and coordinating services that help residents transition from welfare and/or long-term dependence on housing subsidy to economic self-sufficiency.

Recommendations: 

· Enhanced Underwriting: HUD and its partners should adopt project underwriting standards that provide cash flow to the owner, above and beyond approved operating budgets adequate to support high quality management and appropriate site-based services.

· Income Integration Performance Incentives: HUD should create financial incentives for successful income integration, such as retained cash flow from market rate units exceeding target rents. 
3. Improve Integration of Real Estate, Human and Neighborhood Development
Fee-based real estate developers, concentrating on bricks and mortar development, have typically left human services to government bureaucracies and local nonprofit service providers.  As a result, physical development and human development goals are rarely integrated in practice. Service delivery in this structure has frequently been ineffective in moving families to economic self-sufficiency.  Performance-based contracting in human services, however, is beginning to change these patterns.  With the rise of outcome-oriented service delivery, contractor performance on human capital development becomes increasingly responsive to private sector financial incentives.

Recommendation:

· Program Integration Incentives: Within HOPE VI, Mark-to-Market, and other programs involving large public and assisted housing development, HUD should establish project selection criteria and developer fee structures that reward integration of real estate outcomes, human development outcomes, and neighborhood revitalization outcomes.  We would propose creation on developer fee structure, capped at 18% of total development cost (including services), that makes the developer responsible for an integrated set of outcomes, and that 5% of the total developer fee be earned based on performance on human development and neighborhood revitalization outcomes.  

Task Force on Preservation

· How can we best provide capital to finance the rehabilitation needs of the affordable housing stock (both public housing and assisted housing)?

· How can existing stock be preserved so that the properties involved are self-supporting in the future?

1. Integrate and Reposition Less Distressed Public Housing

Despite strong economic growth through the 1990’s, public housing developments remain economically isolated pockets of poverty.  These large, densely populated developments -- both the notorious high-rises and less prominent barrack-style low-rises -- overshadow and undermine surrounding neighborhoods.  At the same time, residents in these developments are disconnected from job networks, plagued by crime, drugs, and gangs, and lacking in real opportunities for economic advancement. 

Recommendations:

· Expand Beyond the Most Distressed Stock. HUD should broaden HOPE VI threshold selection criteria beyond physical obsolescence to encompass economically and socially dysfunctional properties.  Like physically distressed properties, these developments require demolition, reconstruction, and repositioning within the competitive private housing marketplace.

· Encourage integration of new rental production and existing public housing resources.  Under QHWRA, Housing Authorities now have much more freedom to contribute public housing capital and operating dollars to privately owned and managed mixed-income developments.  Through best practice recognition and technical assistance, HUD should highlight ways in which Housing Authorities are working in partnership with private developers using Low Income Tax Credits, tax exempt bonds, and HOME/CDBG block grant dollars to leverage scare federal resources, boost mixed-income housing production, and catalyze neighborhood revitalization efforts.

2. Facilitate the Transformation of Privately Owned Assisted Housing into Anchors for Neighborhood Revitalization.  

The assisted housing stock, the nation’s largest affordable housing resource, is in transition.  With Mark-to-Market, subsidy levels and HUD-insured debt obligations are slowly being restructured to levels supportable by market rents.  Missing to date has been an effort to address the economic and social conditions in assisted housing, and their impact on surrounding neighborhoods. 

Recommendations:

· Assisted housing redevelopment vehicle.  HUD should create a new program tool, similar to HOPE VI, that funds demolition and/or redevelopment of existing large assisted housing developments that can anchor neighborhood revitalization efforts.  Integrating these developments into the competitive marketplace is critical to strengthening neighborhoods, preserving the stock, and creating environments where families can complete the transition from dependency to economic independence.

· Mark-to-Market upfront grants.  HUD should allow use of the existing Mark-to-Market upfront grant resource to facilitate planning for acquisition of HUD-assisted housing for purchasers of privately owned properties.  The current policy providing upfront grants only to purchasers of government-owned properties impedes beneficial transactions, encourages wasted transactions costs to access funds, and misses opportunities to preserve at-risk stock.

Community Builders stands ready to provide further comment on these issues and recommendations at the request of the Commission.
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� See Nancy Andrews, “Equity with a Twist: The Changing Capital Needs of the Community Development Field,” in Capital Xchange, Brookings Center on Urban and Metropolitan Policy, April 2001. Andrews argues for creation of long term, patient but highly flexible capital, where yield is measured in social, as well as financial, returns.
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