July 9, 2001

Chairpersons Susan Molinari and Richard Ravitch

The Millennial Housing Commission

800 N. Capital St., Suite 680

Washington DC 20002

Dear Chairpersons Molinari and Ravitch;

I am writing to express the views of the Pacific Northwest membership of The National Association of Housing and Redevelopment Agencies. This region consists of 23 Local Housing Authorities located in the States of Alaska, Oregon, Idaho and Washington. In the past decade, the Local Housing Authorities of the Pacific Northwest have consistently ranked as some of the best performing agencies in the nation. We employ entrepreneurial approaches, creative partnerships and sound management practices to produce affordable housing. To this end, we would like to offer our perspective on the tools needed to achieve our primary mission of providing housing for our most needy citizens. 

One of the outstanding qualities of Northwest Local Housing Authorities is the ability to develop new housing through productive partnerships with minimal involvement of HUD. Many of the 23 Local Housing Authorities own units that are financed with tax-exempt bonds, tax credits and private financing. Others have employed a variety of ownership models that include partnerships with the non-profit and private sectors.

The advantage to these non-traditional approaches is cost savings due to reduced timelines and reduced administrative costs. Reduced development time means the ability to more rapidly respond to acquisition opportunities and reduce financing costs during the construction phase. Reduced monitoring and paperwork after construction means lower ongoing administrative costs. The savings can be redirected into better customer service and asset management. However, these partnerships with nonprofits, private developers, business and other governmental entities cannot produce affordable housing without some form of significant financial assistance. Other elements are also important.

The fundamentals of affordable housing are not mysterious. Land, plans, materials, construction and overhead have a cost. Whether you are a nonprofit or for profit developers, there is a cost to develop. The piece of lumber used to build the unit costs the nonprofit the same as the for profit developer. Thus, there are certain fixed costs to develop affordable housing. Above these fixed costs are margins for profit. Profits are necessary for both profit and nonprofit developers to cover overhead and expenses.

In the Portland, Oregon Metropolitan Area, the average cost to develop a standard two bedroom rental unit is approximately $100,000 a unit. The required rent to break-even is $915.00. Surprisingly, this is the current rent for new market rate units. The dilemma for low-income families is that rents of $915.00 are not affordable for someone making $12.00 an hour. The average very low-income family can afford a rent of $280.00 per month unless the family is receiving a rent subsidy from the Section 8 Voucher Program or live in Public Housing. However, another alternative is renting units owned by Local Housing Authorities where rents are reduced because of significant equity contributions from investors, below market financing and creative partnership arrangements. Such developments often have a mix of incomes and reduce rents proportionately. Over time, the proportion of very low-income units can increase because the debt service does not increase.

What this all leads to are three ways to subsidze affordable housing. The first way is to subsidize rent as in the Section 8 Voucher Program. The second way is to build units debt free as in the Low Rent Public Housing Program. The third way is to contribute project equity on the front end to reduce the mortgage or interest cost on the privately financed mortgage. The result is a reduction in the required rents. In the end, the equity method is less expensive to the taxpayer and insures an ongoing supply of affordable housing within the community. Variations to these approaches are to contribute a portion of the owner equity and reduce rents on a proportionate number of the units. (In many respects, the affordable housing tax credit does this but for the 50-60% of median income group.) Alternatively, to combine rental subsidies with equity contributions and below market financing.

There are solutions but they will require modifying existing programs or creating new ones. Tax credits work well but the problem is there is not enough state allocation. Many states require affordable housing developers to compete for limited allocations and to meet state policy objectives that may include added and expensive requirements. The addition of such requirements nullifies the benefit of the tax credit and makes it almost impossible to meet targeted rents. The solution is to expand the tax credit program and delegate authority to both state and local governments. 

Another powerful tool is the use of tax deductions for affordable housing development. Investors are initially willing to accept lower returns on investment if the difference can be realized from tax savings. An amble supply of below market funds (without the issuance cost of bonds) would reduce overall development costs. Such a program would provide incentives for business and private citizens to invest in affordable housing.

Of course, the most direct way to reduce rents is through grants such as HOME or categorical programs. The problem is the cost of regulation and delays required for extensive project review. Currently, in one entitlement jurisdiction, the entity estimates that an average $2500 is spend annually in project review per project and another $2500 is budgeted by the sponsor to fulfill regulatory requirements. This is not an isolated case.

Entitlement and categorical grants are excellent sources of equity if the regulatory requirements can be streamlined.

So far, I have spoken about development as a solution to increasing the supply of affordable units for very low-income persons. The same remarks are applicable to acquisition and rehabilitation of existing units, which represents a more cost-effective alternative in some communities. In many communities where there is rapid growth, the availability of land is scarce. Rents increase due to the overall lack of supply. Acquiring existing units and placing them into the affordable housing stock is one way to address long term supply. 

In summary, my goal is to impress upon the Commission that the solution to the affordable housing crisis in this country is to increase and maintain the supply of affordable units available to very low-income people. Granted, some very low-income people will transition through self-sufficiency programs and greater opportunity. Nevertheless, it is unlikely that there will be a day when poverty is nonexistent and affordable housing is not needed. To accomplish the goal of providing adequate affordable housing will require underwriting the cost of housing either through tax incentives or cash equity contributions. There are no other financial alternatives. The only options are in program structured and resources delivered.

The Millennium Housing Commission has the unique opportunity to influence the foundation of affordable housing programs in this country. Will our programs focus on the short or longer-term goals? Will programs maximize the contributions of market forces in developing financing and partnership options? Will federal resources and programs be reduced or fine-tuned to provide greater flexibility to Local Housing Authorities, local governments, nonprofit and the private sector? These important questions will affect the current delivery system and programs. The Northwest Local Housing Authorities urge that the Commission recognize and capture that which has worked well, fine tune good programs over encumbered with regulation and reallocate resources earmarked for programs that have not proven themselves. 

We wish you great success and thank you for the opportunity to comment.

Sincerely,

Susan A Wilson

Susan A. Wilson, Regional Vice President for Housing

Pacific Northwest Regional Council of NAHRO

Cc: PNWRC
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