CHAPA’s Comments to the Millennial Housing Commission

Citizens’ Housing and Planning Association (CHAPA) is a statewide research and advocacy organization based in Boston, Massachusetts.  Our 1,500 members include for-profit and non-profit developers, local housing authorities, state and local government officials, tenant and homeless advocates, lenders, and other leaders in the private and public sectors.

Below are our comments to the Commission.  We have included more detailed proposals as attachments to this document.

I.  Housing Production

1. How well do current programs operate as production tools? (HOME, CDBG, HOPE VI, §202, 811)

HOME and CDBG are important to housing production and developers have used them successfully.  Local control has allowed the cities and states to craft appropriate policies to solve local housing problems. However, HOME and CDBG lack an exclusive focus on production, particularly multi-family rental production.  In FY 01, only 35% of CDBG went to housing; 45% of HOME is used for homeownership programs.  In general, the subsidy available through these programs has been used by jurisdictions as a relatively shallow capital subsidy, which needs to be combined with tax credits, debt, and other sources to complete a production package.  This is inefficient and costly. 

Since the programs are not designed specifically to generate housing production they represent a fragmented approach.  HOME and CDBG regulations often differ from and may conflict with other programs that need to be layered with them to achieve feasibility and affordability. For example, if you use Section 8 to achieve greater affordability, it may conflict with the allowable HOME rents. 

To bring production to a meaningful scale, a new model, dedicated to multi-family production is needed.

HOPE VI, while the largest development program on the national level, is not truly a production program but rather a public housing preservation/reduction program.  In most HOPE VI developments, units available to the population most in need, extremely low-income households, are reduced.  The intense HUD oversight, prescriptive imposition of HUD’s changing policy ideas, and limited range of applicability make this a costly program to serve a small sector of distressed public housing. 

Section 202 and 811, while underfunded, are streamlined and effective capital grant programs combined with rental assistance payments. This allows the housing created to serve the lowest income households.  This program, re-tooled for local, rather than HUD implementation, should serve as the model for multi-family housing production programs. 

In monitoring the use the federal program funds, HUD should insure that the Consolidated Plans submitted by communities reflect the true needs of the community and those housing plans respond to these needs.  For example, if the need data show many extremely low-income families in “worst case” housing need, the use of federal funds outlined in the ConPlan should respond to that housing need. Subsidy programs should provide deep enough subsidy to serve the very lowest income households. Similarly, if high needs for housing for homeless persons are demonstrated, most HOME funds shouldn’t go into homeownership. HUD should insist that where high need for low-income rental housing is demonstrated, appropriate financing be offered by the jurisdictions.  

2. What are the merits of the various proposals to create a new production program? 

CHAPA supports both housing trust fund bills filed by Senator Kerry and Congressman Sanders.  However, any housing production program hoping to serve households with incomes below 50% of median income should incorporate an operating subsidy component. 

We have attached a brief description of our proposal for a new rental housing production program.

3. What creative and innovative programs are state and local governments using to produce affordable housing?

Massachusetts has been a leader in affordable housing production.  Four elements make Massachusetts successful:

a.  A network of sophisticated public and quasi-public agencies that support affordable housing development.  Massachusetts in one of few states that has a quasi-public agency, Community Economic Development Assistance Corporation, to provide technical assistance and front money loans to non-profit developers of affordable housing.  The Massachusetts Housing Partnership also provides technical assistance and permanent loans for affordable housing.  Massachusetts is unique in having an agency to work with banks and corporations to package and buy tax credits to maximize the return to the project. 

b. State-funded housing programs. Massachusetts has developed a number of general obligation bond financed programs to facilitate housing production.  The Housing Stabilization Fund is available for rental and homeownership programs for households below 80% of median income.  The Housing Innovation Fund will contribute up to 50% of the capital costs of a project that serves special needs populations like homeless persons and families.  This year, the state has begun two new programs:  a five-year, $100 million affordable housing trust fund and a five-year, $100 million state low income housing tax credit program.  These two new resources are expected to increase production by 75% over the next five years.

c. Creative use of resources. Massachusetts has been a leader in responding to the need to make affordable housing produced through state and city programs available to the lowest income households.  The City of Boston took the lead by requiring that any project developed with City funds set aside 10% for homeless families or persons.  They have made good use of the new project-based Section 8 assistance program by providing Section 8 to city development projects to help deepen affordability.  The state’s Department of Housing and Community Development has initiated a number of programs using to their ability to use the project-based vouchers to encourage affordable production and have in their most recent tax credit round explicitly linked project-based Section 8’s to tax credits by allowing developers to apply for credits and Section 8 in the same application.

d. Political leadership. Massachusetts faces an affordable housing crisis. The administration has attempted to increase the supply of affordable housing by issuing Executive Order 418 to encourage more local production and by supporting Chapter 40B, a state statute which encourages housing production in suburban communities.  Use of zoning, planning, and permitting tools to streamline development has been a top priority for state planners.  

II.  Housing Preservation

In addition to building more single family and multifamily housing, it is extremely important to preserve the subsidized units we have.  In Massachusetts, there are approximately 20,000 HUD subsidized units at-risk over the next five years.  The following tools are needed to preserve this stock:

· Continuation of the mark-up- to-market program and adequate funding for renewal of project-based Section 8 contracts.

· Exit tax relief legislation to encourage sales to non-profit organizations.

· New preservation matching grants to the states to preserve this housing.

III.  Housing Vouchers


The Housing Choice Voucher Program or Section 8 Tenant-Based Rental Assistance has been a critical resource for very low income households in Massachusetts.  However, our tight rental market has made it more difficult to utilize these vouchers.

CHAPA has conducted a comprehensive study of voucher utilization in the New England states and has developed extensive policy recommendations.  These documents can be found in the attachments.

IV.  Tax Policy 
1)   How can the various tax policy tools be used to a) promote affordable rental housing, including housing for extremely low-income families? b) promote homeownership?

The recent increase in the tax credit and bond volume caps is an important step in providing more resources for affordable housing production. The tax credit provides a critical source of equity to projects.  However, we find that tax credit projects best serve families at the higher end of the affordability range.  Without operating subsidy attached to the project, tax credit projects cannot serve families below 45% of median income.  

Combining project-based assistance with tax credits and providing incentives for developers to use them will help increase the range of affordability.  Underwriting to allow a larger capitalized reserve to reduce rents will also help.  

CHAPA also believes that President Bush’s proposal to create a homeownership tax credit to spur new production merits serious consideration.  While there are numerous mortgage products to reduce the costs of homeownership for first-time homebuyers, there is a lack of financing for the production of single family housing that is affordable to households below 80% of median income.

2) What changes to tax policy would enable owners of assisted properties and older LIHTC units to maintain these properties as affordable housing or to sell to owners who would rehabilitate them? 

Providing some form of exit tax relief to current owners of assisted housing would encourage the sale of these properties to non-profit owners, which would keep the units affordable over the long-term.  

V.  Access to Capital for Homeownership

The following elements are needed to improve access to homeownership for low and moderate income households:

Outreach, counseling and education for low and moderate income prospective homebuyers through community-based organizations

 Inadequate access to information and assistance is one of the primary obstacles preventing greater access to capital by low and moderate income and minority households.  Non-profit organizations around the country have been successful in targeting and reaching first-generation homebuyers -- families and individuals who do not realize they may be able to achieve homeownership.  These households are not reached through traditional marketing methods; rather, they become better informed of potential opportunities through non-profit agencies with a mission and history of affirmatively furthering fair housing to ensure equal access to housing opportunities by all families and individuals.  


Community-based organizations conduct outreach to low and moderate income and minority households by working with local churches, service organizations, government agencies, and others.  These agencies also have established relationships with cultural and social organizations and local businesses serving particular ethnic groups to market their counseling services.


Homebuyer services provided by community-based organizations include conducting group educational classes and individual counseling for prospective homebuyers.  Classes include comprehensive discussions of the home purchase process, including credit and budgeting issues and access to affordable mortgage products.  Individual counseling provides services based on the client’s specific needs.  Services are provided in a non-intimidating environment with the intent to help prospective homebuyers make informed, voluntary decisions regarding the homebuying process.  Unlike other professionals in the homeownership industry, staff members providing homebuyer services have no personal or financial stake in directing prospective homebuyers to any particular product or service.  


These factors make non-profit, community-based organizations uniquely qualified to reach and educate low and moderate income and minority households on homeownership opportunities, and to play a critical role in improving access to capital for this population.

Funding to support outreach, counseling and education efforts

Low and moderate income and minority households participating in the homebuying activities offered by community-based organizations form a highly targeted market that uses the services of mortgage originators, real estate agents, home inspectors, real estate attorneys, and other professionals in the field.  These industry players who benefit from this market must be encouraged to fund non-profit homebuying services.


The U.S. Department of Housing and Urban Development provides funds to non-profit agencies through its housing counseling program.  These funds help provide the critical services described above.  Funding by HUD should be increased.  

Flexible mortgage products to meet community needs

Difficulty in satisfying standard homebuying qualifications is another obstacle to increasing access to capital for low and moderate income households.  Affordable mortgage products that include flexible underwriting standards and low down payment requirements allow greater numbers of low and moderate income households to achieve homeownership.    

Lenders should be encouraged to work with non-profit organizations in their communities to develop innovative lending criteria to meet the needs of households with non-traditional credit histories and lower incomes.  State and local government agencies should also be encouraged to develop subsidy programs that can close financing gaps through down payment and closing cost assistance programs, and low-interest loans or grants for rehabilitation and lead paint abatement.

Recruiting, training and hiring loan originators and underwriters who share the same ethnic background as minority prospective homebuyers

Fear and alienation from the homebuying process is another reason that more low and moderate income and minority households do not achieve homeownership.  By recruiting, training and hiring loan originators who speak the same language and share the same cultural background as prospective clients, lenders remove an obstacle the prevents households capable of purchasing a home from seeking a mortgage.

VI.  Federal Policy to Encourage States to Become More Active in Affordable Housing

· Strengthen HUD and create a culture that encourages innovation and entrepreneurship. Reinvigorate federal co-insurance and lending programs.
· Provide more predictable and well-managed resources to the states with strong production targeting and accountability requirements.
· States should set production targets as part of their Consolidated Plans.  HUD bonus funding should be offered to states that meet their goals. 
· Offer federal matching funds to state programs that increase housing supply.  The states that have a housing problem and are willing to use state resources should be supported. 
· Increase funding for McKinney and place a high priority on development of new, permanent units through bonus funding and availability of more Section 8 subsidy for jurisdictions that create new housing. Mc Kinney Section 8 and Shelter plus care should be available for homeless families regardless of whether they have a disability.  Competitive demonstration programs should encourage new models to serve homeless families and individuals.
·  Encourage HUD Public Housing to expand their mixed finance programs so that federal public housing capital resources can leverage other affordable housing resources to allow housing authorities to produce a range of affordable housing in their communities. 
Model for a New Federal Housing Production Program

Citizens’ Housing and Planning Association

Draft, July 2001

A new federal production program is needed to respond to the growing demand for affordable rental housing.  Programs now used for production, like HOME, lack the exclusive focus and flexibility needed to expedite production.  Adequate federal resources combined with flexible state implementation will encourage developers to produce housing more quickly. This program will serve a range of incomes from extremely low income to moderate income households.  

The new production model is a streamlined capital grant program with strong targeting requirements and a variety of mechanisms to deepen affordability in order to serve households below 50% of median income.

Key elements of the proposed production program are:

	

	Type of Program: Capital
	Capital grant program to increase rental housing production, modeled on the HUD 202/811 program. The program would provide deep capital grants to produce housing for households of up to 80% of median income.  The amount of the grant will be based on the level of affordability of the units.  Units serving low (below 50% of median income) and extremely low income (below 30% of median income)  households would receive grants for 100% of the Total Development Cost (TDC). Units above 80% of median income would receive no subsidy.

Simplified “one-stop” financing to increase efficiency. Units serving households up to 80% of median income can access debt financing in accordance with affordability and  feasibility. No leverage or match requirement.  Developers may seek FHA insurance. 



	Type of Program: Operating

Incentive Vouchers

Internal skewing of rents to create affordability
	The capital subsidy will be paired with project-based subsidy or priority for mobile vouchers to cover the gap between operating expenses and the rent required of low and extremely low income families.  

Vouchers used in this program would be less costly than vouchers in the private market.  To serve low income families, the vouchers are essential to cover the difference between the cost of operating the project and the rents they pay. 

 For example, if a family makes $15,000 a year, they can afford to pay 30% of their income or $4,500/yr toward operating expenses. If expenses were $6,000 per year, the voucher would cost only $1500 per year, far less than a voucher based on the FMR, which could cost in excess of $12,000 annually.  Housing Authorities targeting vouchers to these units may receive additional vouchers and use the savings flexibly (as in the Moving to Work demonstrations)

For mixed income projects, the states may choose to subsidize the low income units’ operating costs through providing a large capital grant (up to 100%) to higher income units ( up to 80% of median income) and require that the excess rental income be used to internally subsidize the income gap for low and extremely low income households. Financial modeling will be needed to demonstrate the feasibility of this approach and document the need for capitalized operating reserves to insure continued viability.



	Income Targets
	At least 25% of the units must serve households below 30% of median income.  The balance can serve, at state option, up to 95% of median income, with the amount of grant sliding from 100% for households below 50% and 0% for households above 80% of median income.



	Rents
	Rents will be set initially at 30% of the maximum income  or slightly below.  Voucher use will deepen affordability.  Rents will increase based on costs and increases in the income ranges.  

	Affordability restrictions
	40 year affordability restriction.  At the end of 40 years or at the time of refinancing for useful life repairs, regulatory agreement will require that developer “seek and accept” subsidies if available to continue affordability.

	Developer Eligibility
	All housing producers are eligible.  Priority for higher levels of affordability or in “hard to develop” areas. 

	Flow of Funds
	100% of the funds will be awarded to states on a formula basis that includes a minimum amount for low population states. Funds not used by a state will be made available on a competitive basis to local producers or through national intermediaries serving the state. 

	Funding
	Congressional appropriations or trust fund

	


June 12, 2001

The Honorable [Member of the Massachusetts Congressional delegation]

Washington, DC 205 

Dear Congressman                    :

The Housing Choice Voucher Program is the largest federal housing assistance program in Massachusetts, helping families, the elderly, and people with disabilities to obtain housing.  Over the last year, however, our ability to use vouchers has become increasingly difficult due to market forces driving rents up and the availability of units down.  Despite the efforts of local housing authorities and regional non-profits to extend search times and provide other assistance, some PHAs in Massachusetts are reporting success rates as low as 11%.  Indications are that statewide, success rates are decreasing as vouchers holders are unable to find housing units to fit the parameters of the program.  In Boston, for example, the Housing Authority has granted extensions to half of their 1,200 active voucher holders who have not been able to find apartments despite diligent efforts, or who have needed extensions due to reasonable accommodation issues.   These low success rates are a relatively recent phenomenon, and are directly tied to the extremely low vacancy rates in our state.

We wanted to share with you some ideas on how to improve Section 8 voucher utilization that have been discussed by our Housing Choice Voucher Working Committee.  Our Committee is made up of PHA Executive Directors and Section 8 Administrators, state agencies, non-profits that provide services to voucher holders, legal services attorneys, housing advocates, fair housing groups, disabilities organizations, community based organizations, and private developers.  The broad diversity of people on our Committee helped us to examine voucher utilization issues from many perspectives, and enabled us to come up with the following set of recommendations.

Congress could be of great assistance in helping to make sure that more voucher holders obtain housing units.  Here are a few key changes that would benefit families in Massachusetts:

Funds for Additional Housing Locator Services and Payments
1) Request that the GAO conduct a study of Section 8 administrative fees to make findings and recommendations on the adequacy of the current fee structure to promote optimal program operation.

2) Clarify that HUD has the authority to permit PHAs to use unutilized Section 8 fees for security deposits, utility deposits, moving expenses, and other initiatives that will help get families into housing units.  Our Committee believes that HUD already has this authority, but not all officials at HUD agree.  Throughout New England, PHAs cited the lack of security deposit as a major reason for families not obtaining units.

3) Increase the administrative fee for new voucher allocations for disabled persons to reflect more accurately the additional costs of lease-up.  In Boston, for example, 800 letters went out this month from the Boston Housing Authority notifying applicant families that they had Priority One status, and that they could call for an appointment to be determined eligible for the Section 8 program.  Of these families, so far 40% have self-certified that they are disabled or have a disabled child.  It will take intensive staff support to help these families find acceptable housing units.

4) Appropriate $50 million to enable PHAs that use more than 95 percent of their

Section 8 funds, but nonetheless have a success rate below 75 percent or are located in an area where HUD has increased the FMR to the 50th percentile (indicating that voucher holders are too concentrated), to provide additional housing locator services and benefits to families.

Increase Voucher Payment Standards
1) Amend the Section 8 statute to permit PHAs to set the voucher payment standard up to 120 percent of FMR without HUD approval.  

2) If more than 40% of participants in a PHA’s program are paying more than 30% of their income for rent, amend the statute so that HUD is required to automatically approve an increased payment standard, provided that the PHA is complying with rent reasonableness requirements.

Reduce Discrimination Against Section 8 Voucher Holders
Another limitation on the ability of voucher holders to find units is landlord discrimination.  We believe this situation could be improved if  FHIP grantees were allowed to use funds to test for Section 8 discrimination where it may violate federal, state, or local law, or when it may be a pretext for discrimination prohibited by the Fair Housing Act.  We hope that Congress or HUD will clarify that FHIP funds may be used in this manner.

Changing the 40 Percent Cap
We understand that HUD is considering submitting legislation to Congress that would change the 40 percent cap that voucher holders can pay for rent. We support changing the cap from 40 percent of adjusted income to 40 percent of gross income. We would also like local PHAs and HUD field offices to have more authority to raise payment standards.  We oppose efforts to totally eliminate a cap.  Our Committee believes that the elimination of the cap would cause families to become too rent burdened, leading to more evictions, ultimately causing landlords to leave the program.  Our Committee members believe that if any waivers to the cap are created, they should only be granted if the PHA is at the maximum payment standard, and only if the PHA does not have more than 40% of voucher holders paying more than 30% of their income in rent (this is the standard that Congress and HUD have established to measure whether the voucher program is affordable overall to participants).

We are also recommending several changes to HUD that already are within their authority, and would make it easier for our families to find housing.  We are attaching a list of our recommendations to HUD for your information.

Thank you very much for considering our thoughts on the subject of how to improve voucher utilization.  We would be happy to meet with you or any members of your staff to further discuss these ideas.  

Sincerely,

Aaron Gornstein

Executive Director, CHAPA

(Submitted on behalf of the CHAPA Housing Choice Voucher Working Committee)

Citizens’ Housing and Planning Association

Housing Choice Voucher Working Committee

Recommendations to HUD To Improve Voucher Utilization

June 12, 2001

Funds Prior to Lease-Up
The most difficult part of the Section 8 process is the preliminary work of finding suitable units for families.  It takes a tremendous amount of staff time to brief voucher holders, only a handful of whom are ultimately successful in finding units. PHA staff also work intensively with families to provide counseling and other housing search services.  PHAs, however, do not receive any administrative fees until after a voucher holder finds a unit. It can take four to six months, or sometimes longer, from when a PHA incurs briefing, counseling, and inspection costs until the PHA starts receiving a fee (and, even then, only if the voucher holder is successful). The most useful thing that HUD could do to help utilization rates is to provide some type of preliminary fee for every voucher holder we briefed that staff could work even more effectively with voucher holders to help them find housing units that are acceptable within Section 8 program guidelines.

Allowing the Use of Unutilized Section 8 Budget Authority 
It is within HUD’s discretion to issue a Notice permitting PHAs to use available Section 8 budget authority that cannot be used for vouchers for services and payments to help families obtain housing.  Allowing PHAs to have more funding to work with individual voucher holders and help them finding housing suitable to their needs is a key element of finding a unit in a tight market.  HUD has it in its authority now to make this change, freeing up voucher funds and putting them to use in the effort to raise utilization rates.  According to our New England survey of PHAs, many feel that they would have better utilization rates if they could offer security deposit loans or grants, housing search services, landlord outreach and incentive programs, expanded mobility programs (such as Regional Opportunity Counseling), transportation, tenant education and tenant/landlord mediation, case management for elderly and disabled tenants, and support efforts to combat discrimination and negative stereotyping of Section 8 tenants.  

Funds for Additional Housing Locator Services and Payments
In addition to the two suggestions above, we believe that giving PHAs additional tools to work with voucher holders and helping them with their search needs would result in an increased utilization rate.  We would like HUD to take the following steps:

1) Extend the “hard-to-house” fee policy to additional categories of households, including:

a) Households that have been searching for housing for more than 90 days; and

b) Households that lease in an area for which HUD has approved an exception payment standard (including a success rate exception payment standard).


2) Increase the amount of the “hard-to-house” fee from $75 to $150 for disabled persons and households with three or more minor children that lease in new units.

Increase Voucher Payment Standards
Rents in Massachusetts have gone up dramatically over the last few years.  According to the Bureau of Labor Statistics, rents rose 7.3% in the Boston-Brockton-Nashua, MA-NH-ME-CT CMSA from July 1999-July 2000, well above the increase for the Northeast generally (4.3%) and double the national average during that period (3.6%).  Despite PHAs adjusting their payment standards and extending search times, voucher holders are unable to find units within the Program rent limits.

We would recommend that HUD take the following steps:

1) If more than 40% of participants in a PHA’s program are paying more than 30% of their income for rent, automatically approve an increased payment standard, provided that the PHA is complying with rent reasonableness requirements.

2) Accommodate escalating utility costs by:

a) Encouraging PHAs to increase payment standards when they increase

 Section 8 utility allowances to avoid reduced housing choices due to the cap of 40 percent of gross family income that may be paid toward rent and utilities; and

b) Permitting PHAs that have increased utility allowances and payment standards to limit interim reexaminations due to utility cost-related hardships to the change in utility allowances and payment standards, rather than requiring a recertification of all income and household composition information.

3) Permit Field Offices to approve exception payment standards above 120 percent of FMR, at least in cases in which the request is based on median rent method or utility cost increases.

4) In the upcoming final rule on Increased Fair Market Rents and Payment Standards for Certain Areas, authorize success rate standards above 110 percent of the 50th percentile FMR.

5) As a reasonable accommodation for the disabled, Permit Field Offices to approve exception payment standards above 120 percent of FMR, and allow PHAs to approve individual payment standards up to 120% of FMR.

6) For PHAs that participate in the RDD process, streamline HUD approval so that PHAs can use new rent levels sooner.

7) Act on exception payment standard requests within 60 days.

Other Regulatory Issues

In our tight rental market, any delay could result in the loss of a housing unit for a voucher holder.  In order to speed up the process of renting a unit, we would like HUD to 

permit PHAs to make Section 8 payments for certain units after the owner agrees to rent the unit and the PHA approves the rent amount, but prior to final HQS approval by the PHA.  Such a policy could apply to units that:

a) have minor HQS defects that are being fixed, so that new admissions are treated the same as participants and have more housing options available (payments would be retroactive only to the date of tenant occupancy or the owner’s agreement to enter into a Section 8 contract, whichever is later);

b) have lead hazards that are being removed; and/or

c) are subject to inspection delay for any reason with payment retroactive only to the date of tenant occupancy or the owner’s agreement to enter into the Section 8 contract, whichever is later.

