S. Prr.

100-58

100th Congress
1st Session

JOINT COMMITTEE PRINT {

A NEW NATIONAL HOUSING POLICY

_RECOMMENDATIONS OF ORGANIZATIONS
.-~ AND INDIVIDUALS CONCERNED ABOUT
AFFORDABLE HOUSING IN AMERICA

PRINTED FOR THE USE

" OF THE

COMMITTEE ON BANKING, HOUSING,
AND URBAN AFFAIRS

UNITED STATES SENATE

AND

COMMITTEE ON BANKING, FINANCE
AND URBAN AFFAIRS

HOUSE OF REPRESENTATIVES

OCTOBER 1987

U.S. GOVERNMENT PRINTING OFFICE
78-541 WASHINGTON : 1987

For sale by the Superintendent of D ts, Congressional Sales Office
U.8. Government Printing Office, Washington, DC 20402




B g e e i, . R - i .
T T e MU S K i R i i AW

o e e

o Wk

P S I T

s A s

HOUSE COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS _-

FERNAND J. ST GERMAIN, Rhode Island, Chairman

HENRY B. GONZALEZ, Texas
FRANK ANNUNZIO, Illinois
WALTER E. FAUNTROY, District of
Columbia
STEPHEN L. NEAL, North Carolina
CARROLL HUBBARD, Jk., Kentucky
JOHN J. LAFALCE, New York
MARY ROSE OAKAR, Ohio
BRUCE F. VENTO, Minnesota
DOUG BARNARD, Jr., Georgia
ROBERT GARCIA, New York
CHARLES E. SCHUMER, New York
BARNEY FRANK, Massachusetts
BUDDY ROEMER, Louisiana
RICHARD H. LEHMAN, California
BRUCE A. MORRISON, Connecticut
MARCY KAPTUR, Ohio
BEN ERDREICH, Alabama
THOMAS R. CARPER, Delaware
ESTEBAN EDWARD TORRES, California
GERALD D. KLECZKA, Wisconsin
BILL NELSON, Florida
PAUL E. KANJORSKI, Pennsylvania
THOMAS J. MANTON, New York

ELIZABETH J. PATTERSON, South Carolina

C. THOMAS McMILLEN, Maryland
JOSEPH P. KENNEDY II, Massachusetts
FLOYD H. FLAKE, New York

KWEISI MFUME, Maryland

DAVID E. PRICE, North Carclina
NANCY PELOSI, California

CHALMERS P. WYLIE, Ohio

JIM LEACH, Iowa

NORMAN D. SHUMWAY, California
STAN PARRIS, Virginia

BILL McCOLLUM, Florida
GEORGE C. WORTLEY, New York
MARGE ROUKEMA, New Jersey
DOUG BEREUTER, Nebraska
DAVID DREIER, California

JOHN HILER, Indiana

THOMAS J. RIDGE, Pennsylvania
STEVE BARTLETT, Texas

TOBY ROTH, Wisconsin

AL McCANDLESS, California
ALEX McMILLAN, North Carolina
H. JAMES SAXTON, New Jersey
PATRICK L. SWINDALL, Georgia
PATRICIA F. SAIKI, Hawaii

JIM BUNNING, Kentucky
JOSEPH J. DioGUARDI, New York

PaurL Newsow, Staff Director
Rosert Ruppy, Republican Staff Director

SuscommITTEE ON HOUsING AND COMMUNITY DEVELOPMENT
HENRY B. GONZALEZ, Texas, Chairman

FERNAND J. ST GERMAIN, Rhode Isiand

WALTER E. FAUNTROY, District of
Columbia

MARY ROSE OAKAR, Ohio

BRUCE F. VENTO, Minnesota

ROBERT GARCIA, New York

CHARLES E. SCHUMER, New York

BARNEY FRANK, Massachusetts

RICHARD H. LEHMAN, California

BRUCE A. MORRISON, Connecticat

MARCY KAPTUR, Ohio

BEN ERDREICH, Alabama

THOMAS R. CARPER, Delaware

ESTEBAN EDWARD TORRES, California

BUDDY ROEMER, Louisiana

GERALD D. KLECZKA, Wisconsin

PAUL E. KANJORSK]I, Pennsylvania

THOMAS J. MANTON, New York

STEPHEN L. NEAL, North Carolina

CARROLL HUBBARD, Jr., Kentucky

JOSEPH P. KENNEDY II, Massachusetts

FLOYD H. FLAKE, New York

KWEISI MFUME, Maryland

NANCY PELOSI, California

MARGE ROUKEMA, New Jersey
CHALMERS P. WYLIE, Ohio
GEORGE C. WORTLEY, New York
BILL McCOLLUM, Florida

DOUG BEREUTER, Nebraska
DAVID DREIER, California

JOHN HILER, Indiana

THOMAS J. RIDGE, Pennsylvania
STEVE BARTLETT, Texas

TOBY ROTH, Wisconsin

H. JAMES SAXTON, New Jersey
PATRICK L. SWINDALL, Georgia
PATRICIA F. SAIKI, Hawaii

JIM BUNNING, Kentucky
JOSEPH J. DioGUARDI, New York
VACANCY

Gerarp R. McMugrav, Staff Director
Davip S. KigrnaN, Republican Staff Director

(510






N W e

-

SETE "

[ P

- W g

Tt s gy vt © A i W Mmoo e e gy

it ik

At e

ALAN CAARETON, CALECRIA, CMAMMAN
DOMALD W. BIEGLE, /K. MICNGAN  ALFONSE M. &_ﬁkvvmm

JAKE GAM.

PAUL 5. 3

CHRSTOPNER ) DODD. SORNICTICUT  CHIC MECHT, MEVADA

MAN Y . RUNOSE ANODE
i SASSER TIMMESSEL JOHN NEINZ. PEMIEYLVANA

0NN N, CHAFEE.

W DONALD CARMBELL STAS DIRECTOR cmmtm gtﬁtu smatt

SUBCOMMITTEE ON HOUSING
AND URBAN AFFAIRS

WASHINGTON, DC 20810

October 9, 1987

Hon, William Proxmire

Chairman

Committee on Banking, Housing, and Urban Affairs
Dirksen Senate Office Building, Washington, DC.

Dear Mr. Chairman:

We submit this compilation of recommendations from various
interested sources for a new national housing policy.

On August 12, 1987, we invited a wide variety of organizations
and individuals concerned about housing to recommend "building
blocks" or components of a comprehensive bill. That invitation
elicited a remarkable, nationwide process of consultation,
producing many exciting ideas.

We recommend that the committee approve the printing of this
compilation as a public document for distribution to those
interested in housing policy.

We believe the need for decent, affordable housing has never
been more urgent. Young families find the dream of home
ownership drifting beyond reach. Too many poor families are
limited to unfit housing at high rents, For the first time in
memery, rising numbers of homeless families are on the streets of
America.

It is time to begin moving housing back to the place it
deserves on the list of national priorities. The nature of
housing and the way housing is financed require a coherent and
sensitive set of public policies if Americans are to have
adequate housing.

Such an approach will require a fresh, new framework for
housing policy ~- one that will meet the country's needs in the
next decade. We expect to introduce major housing legislation
early next year to establish that framework. The bill must have
both a manageable number of cbjectives eliciting wide support and
a set of clear themes appropriate to current conditions.

Development of that legislation will require an extraordinary,
broad-based, and bipartisan effort, We are very encouraged by

(v}
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the favorable response already recelved from leading individuals
and organizations in the field.

Two independent efforts which should be particularly helpful
are being conducted at this time. MIT's Department of Urban
studies and Planning is forming a network of housing
professionals from around the country, Twenty major papers have
been commissioned to assess current housing conditions and the
lessons of recent years, These papers will be presented and
reviewed in conferences to be held in the Capitol and will be
published in book form.

In addition, James Rouse and David Maxwell are forming a
Housing Policy Task Force of experlenced practitioners in housing
development and related fields, The task force will meet for a
series of intensive sessions with the goal of recommending
strategies for making decent, affordable housing available to all
Americans.

For its part, the Senate Housing Subcommittee will be working
to focus attention on housing policy and to refine ideas into
appropriate legislation., The Senate and House Housing
Subcommittees intend to hold extensive joint hearings next year,
both in Washington and in various regions of the country. Wwe
will press for passage of a bill in this Congress, and look for
implementation early in the next Administration.

The climate is right for a responsible and effective housing
policy. We hope this compilation will serve as a useful guide in
making that policy a reality.

We thank the many who contributed to this effort, and we look
forward to working with you on housing legislation in the coming
months.

Sincerely,

AlLAR Cranston, Chalrmaf

’ ;
g D'Amato, Ranking Member.
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October 9, 1587

Honorable William Proxmire

Chairman

Committee on Banking, Housing, and Urban Affairs
U. S. Senate

Washington, D. C. 20510

Dear Mr. Chairman:

I join with the distinguished Chairman of the Senate Housing
Subcommittee on Housing and Urban Affairs, Alan Cranston, and its
Ranking Member, Alfonse D'Amato, in submitting a compilation of
suggestions by various housing groups on what they believe would be
the major recommendations on a new and far-reaching housing bill. I
commend the work of the Senate Subcommittee Chairman and the Senate
Housing Subcommittee in calling on many interested groups to assist
in setting new directions for our Nation's housing policy.

The housing needs of this Nation have been ignored for the
past six years, and we are seeing the results of the failure to
address housing needs in the increasing homelessness and in the
prospects of losing hundreds of thousands of assisted housing units
with no federal resources to continue to provide the necessary
subsidies to keep the housing for low and moderate income people.

While I do not endorse all of the recommendations that will

be contained in these recommendations, I believe that they will
initiate the legislative response to begin meeting the housing needs

of our Nation.
A .
- nd‘,‘v
LY R
J"‘i >

Henry B. Gonzalp?
Chairman
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PARTNERSHIP IN CHEATING COMMUNITIES THAT CARE:
MEETING THE HOUSING NEEDS OF AGING AMERICANS

EXECUTIVE SUMMARY

This year, the 50th anniversary of federal involvement in the provision of
housing offers an opportunity to review past accomplishments as well as to make
a renewed commitment to address the remaining housing needs of all Americans.
Despite significant successes over the past half century, a growing sense of
crisis clouds the future of many federal housing programs, Homelessness is a
growing national problem, affecting families of all ages. The existing
federally assisted housing stock is deteriorating and in need of modernization
due to age and neglect. Waiting lists at many assisted housing sites have
lengthened into years due to increased demand. Meanwhile a crisis is predicted
in the next few years as the number of assisted units is drastically reduced
due to years of federal budget cuts, expiring contracts, and prepayments of
subsidized loans.

The American Association of Homes for the Aging (AAHA) congratulates the
Subcommitttee on Housing and Urban Affairs for its bipartisan leadership in
looking ahead to the future housing needs of the nation. As a representative
of the nation’s nonprofit providers of housing and services to the elderly,
AHAA looks forward to a continuing dialogue with the Subcommittee and with
othér groups as we try to forge a comprehensive policy addressing the needs of
Americans of all ages, incomes, disabilities, and family statuses.

Federal leadership is urgently needed which is committed to addressing the
housing needs of the nation and guided by a clear and comprehensive national
housing pelicy, is urgently needed. A strong national policy must establish
the priority of housing that is available, affordable, and suitable to
Americans of all ages, income levels, family statuses, and disability levels.

Of particular concern to AAHA is that the epecial housing needs of older
Mmericans receive deserved attention in this national housing policy. The
numbers of elderly are increasing at a rate of over half a million per year
creating special demands that will continue to be a major factor in planning
future housing and community development policy. The elderly currently occupy
nearly half of federally assisted housing units. As residents of assisted
housing age in place, the need to develop effective linkages between housing
and social services will become increasingly urgent if we are to promote
independent living by older people in the commnity. Maximizing the ability to
live with dignity and independence should be the cormerstone of federal housing
policy. For the aging, that goal will require developing a range of housing
and support service options to meet the needs experienced by individuals as
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they age. Federal housing policy must expand beyond the narrow understanding
of housing as "bricks and mortar™ to include the special needs of residents.
This understanding will require fundamental changes in existing housing policy
to achieve the basic values and national goals of individual independence and
commmity interdependence.

A strong national policy linking housing to a range of support service
options for the elderly is not only more humanitarian, but ultimately more
cost~effective. With Medicaid experditures for nursing home care exceeding $18
billion per year, strong economic pressures are forcing the exploration of
cost-effective alternatives to institutional long-term care. The most reliable
estimates indicate that at least one quarter of the 1.5 million people
currently residing in mursing homes could live in the commmity if appropriate
housing and support services were available. Enormous potential savings can be
made in program costs while more effectively serving the Inman needs of older
people. Programs like the Congregate Housing Services Program (CHSP) have
already demonstrated impressive cost-effective approaches to linking essential
support services to housing assistance in order to prevent unnecessary
institutionalization. These innovative alternative housing arrangements should
be cultivated and expanded.

Financing the housing needs of older people will require a federal housing
policy which promotes an effective partnership among public, private, and
nonprofit sectors. The federal government has at its disposal a range of
resources and approaches that could play a significant role in fostering this
partnership, including: grants and loans, mortgage insurance, and tax
incentives.

Nonprofit organizations have a special role to play in addressing the
housing and service needs of older people both because of their experience and
their mission to service older people. The long-term involvement of nonprofit
organizations is built on vast experience in developing innovative approaches
to the changing needs of succeeding generations of older people, In contrast
to the departmental fragmentation of housing and social services that
characterizes most federal programs, nonprofit providers have been committed to
addressing the physical, social, emotional, and spiritual needs of the whole
person. This comprehensive approach to providing housing and support services
appropriate to the needs of the irdividual is more suited to addressing the
needs of older people and should be recognized and supported by federal housing
policy.

A number of approaches could be used to strengthen the role of nonprofit
organizations in partnership with the public and private sectors. The Section
202 program should be expanded and restructured as a forgivable, long-term loan
that would allow greater latitude in income targeting. Greater flexibility on
tax credits and tax exempt bonds could provide a valusble stimulus to
for-profit investors interested in partnerships with nonprofit organizations.

. Fimally, addressing the future housing needs of the nation will require
more effective management from the Department of Housing and Urban Development
{RUD), Cost-effective and efficient management has ironically often been
thwarted by penny wise and pound foolish cost containment measures that have
emphasized short-term savings while building in long-term costs. For example,
HUD-mandated cuts in building materials and safety equipment have necessitated
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expensive maintenance and retrofitting in later years. Lack of community
spaces and requirements for efficiency units have tied the hands of project
managers and required expensive adaptations of buildings as residents age in
place. Pressures to cut costs when coupled with decentralization of
decision-making have created a capricious system of HUD intervention in
management decisions and resulted in counterproductive costs and needless
delays in project developments.

The American Association of Homes for the Aging (AAHA) was founded in 1961
to provide leadership for nonprofit providers of housing and long-term care to
the nation’s elderly. AAHA’s 3,200 members, mostly religious, labor, and
fraternal organizations, are united by the goal of promoting "communities that
care" for older Americans of all races, creeds, and national origins.
Representing some of the nation’s longest established providers of housing and
services to the elderly, AAHA's members contimue to serve more than half a
million people on a regular basis.

Based on the wealth of experience represented by our membership and looking
forward to the future, ARHA would offer four basic goals to gquide housing
reforms — especially as they affect older Americans. Each general goal is
followed by a discussion of the existing situation and specific proposals.
These goals and proposals are presented in the spirit of furthering an
effective partnership among public, private, and nonprofit sectors — a
partnership to which ARHA is committed as crucial to meeting the challenge of
promoting communities that care for tomorrow's older citizens.
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SUMMARY OF GOALS AND SPECIFIC REOOMMENDATICONS

GOAL #1 - The federal government should renew its commitment to a
comprehensive national housing policy that recognizes the special needs of
older persons. The goals of a national housing policy should include:

~— Availability to all Americans;
— Affordability for individuals and families at all income levels; and
Buitabil] or all ages, disability levels, and family statuses.

SPECIFIC RECOMMENDATIONS:

1. The federal goverrment should reassert its leadership role in the provision
of low- and moderate-income housing by substantially increasing the number of
units of assisted housing through pregrams run by the Department of Housing and
Urban Development (HUD) and the Farmer’s Home Administration (FmHA).

2. In recognition of the special housing and service needs of elderly
residents of federally assisted housing, the position of Assistant Secretary
for Elderly Housing should be established within the Department of Housing and
Urban Development (HUD). The responsibilities of the Assistant Secretary for
Elderly Housing would include:

—  Administration of the Section 202 program, the Congregate Housing
Services Program {(CHSP) and other HUD programs targeted to the special shelter
needs of the elderly.

-  Advocacy with HUD and other federal executive departments, other levels
of government, and the private sector for the special shelter needs of the
elderly.

-—  Coordination of social services to elderly residents of assisted
housing with other federal departments {especially the Department of Health and
Human Services) and other levels of government.

-  Oversight of HUD regional and local offices to assure that decision—
makers at those levels have appropriate training in the special problems
associated with elderly housing. This oversight responsibility would also
include an appeals process to resolve problems in elderly housing.

3. Federally assisted housing programs for the elderly should strive to meet
the target of creating new units for 1% of the elderly population per year; at
least 10% of these units should be provided through the Section 202 program.

4. Short and long range actions are critically needed to insure that older
tenants are not displaced through prepayment of existing contract nor that
rents become unaffordable through the expiration of existing rent subsidy
program. As part of any reform of these existing program, there is a need for
continuity of assistant for existing older tenants, such as a Transitional Rent
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Subsidy Program which protects existing tenants.

S. Comminity development and housing programs should promote strong
neighborhoods without displacing older residents through the adaptive reuse of
existing commmity structures as an efficient means to meeting the needs of
aging individuals and aging communities.

GOAL #2 — Housing policy for the elderly should promote independent living

among older people by providing options in living arrangesents to meet the
range of needs for housing and support services.

SPECIFIC RECOMMENDATIONS:

1. Meeting the future needs of the elderly will require effective linkages
across federal departmental lines to coordinate housing, social services, and
medical care. Greater coordination between HUD and the Department of Health
and Human Services (HHS) as well as greater coordination with state and local
levels of government would be promoted by a HUD Assistant Secretary for Elderly
Housing. Of particular importance are increased linkage between the aging
network of the Administration on Aging (AOR) with elderly housing projects,
including a priority for nutrition sites located in or near elderly housing
projects.

2. In recognitions of the distinct needs of the elderly and handicapped,
separate housing and supportive service programs should be developed for each
group.

3. local sponsors of elderly housing -— public, private, and nonprofit —
should retain maximm flexibility to develop different approaches to linking
housing and support services consistent with their own philoscphies, the needs
and desires of their residents, and avallable resources. Some sponsors may
wish to put priority on providing independent housing, while other sponsors may
chose to be entirely devoted to congregate housing targeted to the very frail.
Similarly, some sites may wish to employ professional staff to provide
services, while other sites may wish to use professional staff primarily as a
catalyst to promote the development of voluntary peer support networks. There
are successful models for each of these approaches, and sponsors should have
the flexibility, guidance, and resources to create different types of
commmnities incorporating different mixes of housing and services.

4. Innovative housing and service arrangements that provide alternatives to
nursing howe care should be strengthened and extended. Specifically:

— The highly successful Congregate Housing Services Program (CHSP} should
be permanently authorized and significantly expanded to serve low- and
moderate-income elderly and handicapped in a variety of settings.

-~ New legislation should provide the necessary incentives to pursue a wide
range of housing options for the elderly, including: home sharing; elderly
cottage housing opportunity (ECHO) units; equity-based congregate housing; and
continuing care retirement commnities (CCRC’S).
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GOAL #3 — A renge of federal financing ans for housing and services
should foster a partnership involving all levels of government, private sector
investors and developers, and nonprofit sponsors.

SPECIFIC RECOMMENDATIONS :

1. Create the following subtitles under the Section 202 program to provide
different financing options:

I. A National Elderly Housing Trust Fund to administer a revolving
account of funds to finance federal elderly housing programs.

II. A long term, low interest loan comnected to rental subsidies (the
current system),

III. A forgivable loan program coupled rental assistance or operating
subsidies where necessary. The construction loan would be forgiven
over a forty year period in proportion to the relative number of
residents meeting age, income, and disability targets. At least 20%
of units would be reserved for very-low-income residents or 40% for
low-income residents. Ctherwise, housing sponsors should retain
targeting flexibility to encourage the income integration of elderly
residents.

IV. Grants or loans for modernization and rehabilitation of older Section
202 and Section 236 sites and for adaptation of existing sites to
needs precipitated by the aging in place of residents, including the
provision of nearby facilities to meet supportive service needs.

2. Each of the above financing options should be available to the following
specific programs to be administered under Section 202:

A. Nonelderly handicapped housing.

B. Elderly housing.

C. Rural housing for the elderly. This program would be created by
transferring the FmHA Section 515 program for elderly housing to HUD
with appropriate funding transfers.

3. Increase the tax incentives and decrease tax disincentives for investment
in low- and moderate~income housing as well as increase the flexibility of tax
exempt bonds to allow the growth of partnerships between nonprofit providers
and for-profit investors.

4. Expand the proposed home equity demonstration program to free up individual
assets to finance housing, support services, and other basic needs. The
federal government should play a role in encouraging these “reverse mortgage”
loans by safeguarding both parties to home equity transactions. Consumer
protections as well as financial gquarantees to lenders will both be needed to
make these loans viable.

5. Establish a demonstration project that would pool housing and long-term
care resources from the federal government to provide a package of housing and
long-term care insurance.
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6. In an effort to make continuing care retirement comminities {CCRC’s) more
affordable to lower income individuals, HUD should establish a demonstration
project to pool individual assets with federal housing and long-term care
subsidies to finance a continuum of services through nonprofit CCRC's.

GOAL #4 — =HUD administration should focus on the efficient and cost-effective
provision of housing. This goal is best accomplished through clear amd
consistent regulations with a responsive appeals process, management training
and up-to-date procedural sanuals for HOD officials and housing administrators,
technical assistance to housing managers and sponsors, and the efficient
processing of construction and rehabilitation applications.

SPECIFIC REOOMMENDATIONS

1. Promote cost-effectiveness through program flexibility. Target
construction costs should be negotiated by HUD and the sponsor in a manner that
reserves control to sponsors over the best way to use available resources.
Specifically:

a. Calculate development costs on the basis of a negotiated constuction
index rather than the current system based on fair market rates (FMR's).

b, Eliminate rules on the size and types of apartments provided,
restrictions on the size of public and shared spaces, and controls on design
and construction materials.

2. Managers at existing projects should be permitted to renegotiate current
agreements and requirements over the size and types of units as well as over
the amount of space devoted to commmity uses. These managers should be free
to adapt units and spaces to the changing needs of residents and the changing
demands of the market. .

3. Flexibility should be provided for differential rates for different types
of units. For example, rents on existing efficiency units should be reduced to
25% of the resident’s income in order to fill these units and address the
equity problems over requiring the same rents for unequal apartments.

4. Establish firm time quidelines for sponsors and HUD administrators. HUD
offices and individuals should be rated by productivity gains in meeting
schedules.

5, Provide training and specific gquidelines for HUD technical processors to
minimize delays due to capriciousness in interpreting regulationms.

6. Provide clear and responsive administrative appeals processes for
unfavorable decisions by HUD field and regional offices through the Assistant
Secretary for Elderly Housing.

7: Produce clear, up-to-date procedural manuals and provide training and
technical assistance to aid field offices and housing sponsors on general
housing management issues as well as issues specific to the management of
elderly housing.
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8. Establish a "fast-track" processing system in which sponsors who agree to

keep their development costs to specified maximms will have reduced processing
requirements.
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FARTNERSHIP IN CREATING COMMUNITIES THAT CARE:
MEETING THE HOUSING NEEDS OF AGING AMERICANS

INTRODUCTION

This year marks the 50th anniversary of involvment by the federal
government in the provision of housing to low- and moderate-income Americans.
Part of President Roosevelt's New Deal, the Housing Act of 1937 began a
long-term federal commitment to meeting the nation’s housing needs. This
commitment, first expressed by the Housing Act of 1949, called for "a decent
home and a suitable living environment for every American family.”

Despite significant past successes, a growing sense of crisis clouds the
future of federal housing policy. Homelessness is growing and extending to

g families and older people; walting lists for admission to federally
assisted housing units have lengthened into years; and projections of housing
needs indicate major shortfalls in low~ and moderate-income housing in the near
future, Despite these problems, federal budgets for housing have been slashed
by roughly 70% compared to levels appropriated in the late 1970's. These
budget decreases, when coupled with contract expiration and prepayment of
loans, may mean that the number of federally assisted housing units will
substantially decrease in the near future.

In order to avert a major housing crisis, the federal government must
reassert a strong leadership role in defining the future direction of a
national housing policy. Many of the current problems stem from a general lack
of commitment and leadership at the federal level. The federal government
cannot and should not solve the nation's housing crisis alone, but it must
provide the leadership for forging a partnership involving all levels of
government, the private sector, and nonprofit organizations. Responding to the
varied needs of people of different ages, incomes, disabilities, and family
statuses will require creativity, flexibility, and commitment on the part of
all who participate in a partnership of caring that must form the foundation of
sound policy on housing and commmnity development.

Continuing a role that dates to colenial times, nonprofit community-based
organizations have a vital part to play in meeting the future housing and
service needs of the nation’s elderly and handicapped. BAs a representative of
the nonprofit providers of housing to the elderly, the American Association of
Homes for the Aging (AAHA) is pleased to be a part of the dialogue on the
future of America’s housing policy.

AMHA was founded in 1961 to provide leadership for nonprofit providers of
housing and long-term care “to the nation’s elderly. ARHA's 3200 member
organizations include religious, labor, fraternal, and other commnity
organizations who are united by the goal of promoting "commnities that care”
for older Americans of all races, creeds, and national origins. Representing
some of the nation’s longest established providers of housing and services to
the elderly, AAHA's members continue to serve more than half a million people
on a reqular basis.

Based on the wealth of experience represented by cur membership and looking
forward to the future, AAHA offers four basic goals that should quide housing
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reforms — especially as they affect older Americans. Each general goal is
followed by a background discussion and given specificity by concrete
proposals. These goals and proposals are presented in the spirit of
furthering a partnership among goverrment, the private sector, and nonprofit
organizations -- a partnership that we believe is crucial to meeting the
challenge of promoting commmities that care for tomorrow’s older citizens.
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GOAL #1 — The federal government should renew its commitment to a
camprehensive national housing policy that recognizes the special needs of
older persons. The goals of a national housing policy should include:

— Availablility to all Americans;
- 0! 1 u_;¥ for individuals and families at all income levels; and
— Suitability for all ages, disability levels, and family statuses.

Availability — Summarizing recent research on assisted and unassisted
housing, scholars at MIT have forecast a housing shortage of roughly 12 million
units early in the next century. This study noted that not only are we not
building units fast enough to meet demand, but that we are also losing units of
assisted and unassisted low-income housing at an alarming rate. A recent
Congressional Research Service (CRS) study found insufficient housing for
low-income families and individuals in all 48 metropolitan areas they examined.

Assisted units are being lost because of two factors: the expiration of
rental subsidy contracts and the prepayment of subsidized mortgages. In a 1986
study of the Section 8 rental subsidy program, the General Accounting Office
(GAO) estimates that without additional budget authority, project-based units
receiving assistance would decline from 1.9 million in 1985 to between 174,000
and 842,000 in 2005. Tenant-based programs, which have S5-year contracts, would
be completely eliminated by 1991 if no contracts are extended.

The prepayment of subsidized and insured mortgages is also likely to remove
many units of housing from the assisted market. The Congressional Budget
Office (CBO) has estimated that the Section 221(d)3 -program for providing below
market interest rates (BMIR) to developers could lose 76,000 units, roughly
half of the total funded by the program, by 2001. A 1986 GAO report notes that -
165,000 insured units of Section 236 housing and roughly an equal number of
uninsured units could be lost from the assisted inventory by FY 1995.
Additional tens of thousands of Section 8 new construction and Farmers Home
Administration (FmHA) 515 units could be lost due to prepayment.

The shortage of low-income housing and the loss of assisted units are
likely to have a particularly negative impact on the elderly and other groups
with special housing needs. 1In the first place, the MIT study found that
shortages are already especially acute in housing for the young and the old.
Providers of specialized housing for the elderly and handicapped note that
waiting lists are often 5 years or more. The loss of assisted units is also
likely to disproportionately affect long-term residents who have aged in place,
placing an even greater burden on assisted housing for the elderly.

One of the most cost-effective and innovative approaches to making low-
income housing available to the elderly in their neighborhoods is through the
adaptive reuse of existing structures. Schools, factories, hotels, convents,
and other types of buildings often provide an ideal space and location for
elderly housing. By renovating community landmarks, adaptive reuse has made
valuable contributions both to neighborhood preservation and community
development. Adaptive reuse also promotes the most efficient use of the
comminity’s resources by adapting under-utilized public structures to housing
needs.

11
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Affordability —— When the Section 8 rent subsidy program was enacted in
1974, Congress defined 25% of family income as a reascnable level of
expenditure for housing for lower income pecple. This percentage was increased
to 30% in 1983. Even under this less generous definition of affordability,
many low-income people are unable to find affordable housing. Research at MIT
indicates that the proportion of renter household paying more than 35% of their
inggme for housing increased from 25.1% to 37.2% in the decade from 1974 to
1983.

Again the young and the old were especially likely to suffer because they
are disproportionately likely to be poor or near poor. While many very-low-
income elderly receive assistance, many more older people have incomes just
over the qualifying line -- making them "too rich" for federal assistance but
too poor to pay for needed housing and supportivservices themselves.
Approximately 2.3 million elderly households must spend over 35% of their
incomes for housing. Among elderly women living alone, the average amount of
income spent on housing exceeds fifty percent.

The problem of affordability is further exacerbated by the extremely narrow
targeting of housing assistance programs. By limiting assistance to those with
incomes below 50% of local median income, many poor and near poor people are
not eligible for assistance, especially in low-income areas. For the elderly
and handicapped who have special housing needs, targeting on income alone often
makes specialized housing prohibitively expensive.

&xitabillg -~ A comprehensive housing policy must recognize differences
in housing s for different target groups based upon factors such as income,
age, family status, and disability level. A comprehensive federal housing
policy is the best way to balance the differing meeds of various groups and
coordinate strategy for meeting the housing needs of all Americans in the most
rational and cost-effective manner.

Housing needs change significantly over the life span. Elderly homeowners
who purchased homes as young parents to meet the spatial needs of raising
children can find themselves “overhoused" as they age when declining income and
health may make maintenance and repairs more difficult. This is a particular
problem for widows who are often very old and living alone. Older renters and
homeowners alike are often confronted with increasing difficulties in managing
their current home enviromments as they age in place. Too often they find
themselves trapped in unsuitable living situtations because affordable and
suitable alternatives do not exist. Providing adequate housing for the elderly
will require both the construction of a range of housing for different
disability levels and the adaptation of existing housing to meet changing needs
as residents age in place.

Provision for the special needs of the elderly is not at the expense of
other age groups. The provision of housing to meet the specific needs of older
people can free housing stock more suitable for younger families., This is
especially beneficial to community development when younger residents are more
able to maintain properties than widowed or disabled older people who feel
trapped in homes because affordable alternatives are unavailable.

12
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SPECIFIC RECOMMENDATIONS :

1. The federal government should reassert its leadership role in the provision
of low- and moderate-income housing by substantially increasing the rumber of
units of assisted housing through programs run by the Department of Housing and
Urban Development (HUD) and the Farmer’'s Home Administration (FmHA).

2. In recognition of the special housing and service needs of elderly
residents of federally assisted housing, the position of Assistant Secretary
for Elderly Housing should be established within the Department of Housing and
Urban Development (HUD). The responsibilities of the Assistant Secretary for
Elderly Housing would include:

—  Administration of the Section 202 program, the Congregate Housing
Services Program (CHSP) and other HUD programs targeted to the special shelter
needs of the elderly.

- Mvocacy with HUD and other federal executive departments, other levels
of government, and the private sector for the special shelter needs of the
elderly.

—  Coordination of social services to elderly residents of assisted
houging with other federal departments (especially the Department of Health and
Human Services) and other levels of government.

- Owversight of HUD regional and local offices to assure that decision-
makers at those levels have appropriate training in the special problems
associated with elderly housing. This oversight responsibility would alse
include an appeals process to resolve problems in elderly housing.

3. FPederally assisted housing programs for the elderly should strive to meet
the target of creating new units for 1% of the elderly population per year; at
least 10% of these units should be provided through the Section 202 program.

4. Short and long range actions are critically needed to insure that older
tenants are not displaced through prepayment of existing contract nor that
rents become unaffordable through the expiration of existing rent subsidy
program. As part of any reform of these existing program, there is a need for
continuity of assistant for existing older tenants, such as a Transitional Rent
Subsidy Program which protects existing tenmants.

5. Community development and housing programs should promote strong
neighborhoods without displacing older residents through the adaptive reuse of
existing commmity structures as an efficient means to meeting the needs of
aging individuals and aging commnities.

13
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GOAL $2 -- Housing policy for the elderly should promote independent living
among older people by providing options in living arrangements to meet a range
of needs for housing and services.

The ability to live with dignity and independence should be the cornerstone
of federal policy for the aging. Inappropriate housing or the lack or

rtive services can be obstacles to this independence. In conjunction with
a coherent and comprehensive housing policy, the nation requires a policy on
aging to coordinate housing, health, and social services to promote a
dignified, independent, and meaningful old age for all Americans.

As families and communities change over time and as individuals physically
age, housing needs change. Aging individuals must frequently cope with
physical decrements and social losses simultaneously with the declines of their
economic resources. These losses can present a major threat to the
independence of older people. Housing policy must, therefore, address the
mltiple needs of older individuals. Current policy discussions on housing and
the long-term care of the elderly provide an opportune moment to focus on the
critical need to coordinate policies on housing, services, and long-term care
if we are to adequately address the needs experienced by older individuals.

The failure to coordinate housing and long-term care policies has created
two interrelated problems: 1) federal housing policy is, for the most part,
targeted to the fully independent and has failed to recognize the support
service needs of those who have problems with activities of daily living (ADL)
and 2) long-term health care policy has been too narrowly focused on
institutional care when lower levels of in-home assistance would more
adequately promote independent living. Instead of incorporating services to
maximize the degree of independence to which the individual is capable, recent
changes by HUD have, in effect, required resident to be fully independent or
leave assisted housing. Little has been done to adapt facilities as residents
age in place.

Aging in place is a problem affecting not only the elderly resident but
also family, friends, service providers, and housing managers. The average age
of residents at many housing sites for the elderly is in the late 70's and
early 80's taxing existing formal and informal services and placing enormous
burdens on managers who are often ill-equipped to handle the increased need.
In a recently completed survey, AAHA members were asked to identify the two
most severe problems they have experienced in the past few years.
Overwhelmingly, the most freguently cited problems had to do with residents
aging in place.

Though nursing homes provide an important function, most experts recognize
that institution-based solutions to long-term care problems are over-utilized
because options are unavailable. The most credible research estimates that 20%
to 30% of the residents in long-term care institutions are institutionalized
unnecessarily. An even higher percentage could undoubtedly live in a less
restrictive environment if a minimm of in-home supportive services were
provided. The definition of long-term care must be broadened to include
housing needs as an important dimension of meeting the needs of the whole
person.

14
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The impetus for linking housing and services is not just more humane;
the enormous cost of institutional long-term care provides a powerful financial
incentive for providing alternative services which allow older people to remain
in lower cost housing. Approximately 1.5 million older Americans currently
reside in nursing homes, a number almost as high as the rnuber of elderly
residents in federally assisted housing. The cost to the federal government of
this nursing home care in 1986 was $17.6 billion. The General Accounting
Office (GAD) estimated in 1983 that Medicaid paid for approximately 45% of the
cost and 57% to 82% of the patient days in nursing homes. Another one million
older people reside in board and care facilities, most paying their bills
through the Supplemental Security Income (SSI} program. Though nursing homes
and board and care facilities are generally ignored in discussions of housing
policy, these facilities provide a "home" to many of the nation's older people.

Escalating costs and critical shortages of nursing home beds in many
sections of the country have created pressure to initiate innovative
alternatives to institutional - long-term care. A number of successful models
linking housing and long-term care services to £ill the gap between fully
independent living and institutional living have been developed by government
and nonprofit organizations. The federal government has been experimenting
with limited in~home services through the Medicare and Medicaid programs. The
Social Services Block Grant (SSBG) and Title III of the Older Americans Act
(OhA) also provide meals and a range of commnities and in-home services which
facilitates assisted housing option as an alternative to institutional care.

One of the most successful models for developing linkages between federal
housing programs and needed social services has been the Congregate Housing
Services Program (CHSP). Recognizing that most long-term service needs are for
non-medical services to assist in the activities of daily living (ADL), the
CHSP has provided nonmedical, in-home services to residents of federally
assisted housing in an attempt to prevent unnecessary institutionalization and
improve the quality of life for residents who find it difficult to function in
total independence. The results from an independent evaluation found that the
institutionalization rate can be cut almost in half by the introduction of CHSP
services. The CHSP has also made it possible to deinstitutionalize many
nursing home residents, since administrators at sites with CHSP services were
six times more likely to admit nursing home residents as those who did not have
such services to offer.

Nonprofit organizations have often taken the lead in coordinating housing
and levels of service appropriate to the needs experienced by individuals. In
contrast to the bureaucratic fragmentation of housing and services
characteristic of federal programs, nonprofit providers are concermed with
addressing the physical, social, emotional, and spiritual needs of the whole
person. Based in religious, labor, fraternal, and other organizations,
nonprofit organizations have successfully developed linkages to a variety of
commnity services, public and private. Nonprofit organizations have pioneered
the development of a range of housing and services appropriate to the level of
need experienced by aging individuals. For example, nonprofit organizations
developed continuing care retirement communities (CCRC's) which have
successfully provided the security of a commmity with a contimmm of services
appropriate to individual needs without creating an unduly restrictive
institutional environment.

15



T

oo ol ki

P O

L Mk

i Al

o gt

v - R o

it B

-

) b - et

19

In sum, federal housing policy must recognize that by building housing
projects, we are also building communities of people with a variety of needs,
Planning for the future needs of the elderly calls attention to the need to
link federal housing programs with service programs provided by all levels of
government. Federal housing policy should also promote linkages to nonprofit
organizations, providing flexibility for nonprofit sponsors to develop
different mixes of services consistent with different philosophies about the
kinds of commnities they want to create and the differing needs of the people
they serve, Though different models have been effective, the overriding gosl
of the linklage of housing and services should be toc promote the recovery of
function and the maximum independence of the individual.

SPECIFIC RECCMMENDATIONS:

1. Meeting the future needs of the elderly will require effective linkages
across federal departmental lines to coordinate housing, social services, and
medical care. Greater coordination between HUD and the Department of Health
and Human Services (HHS) as well as greater coordination with state and local
levels of government would be promoted by a HUD Assistant Secretary for Elderly
Housing. Of particular importance are increased linkage between the aging
network of the Administration on Aging (AOA) with elderly housing projects,
including a priority for nutrition sites located in or near elderly housing
projects.

2. In recognitions of the distinct needs of the elderly and handicapped,
separate housing and supportive service programs should be developed for each
group.

3. Local sponsors of elderly housing — public, private, and nonprofit —
should retain maximum flexibility to develop different approaches to linking
housing and support services consistent with their own philosophies, the needs
and desires of their residents, and available resources. Some sponsors may
wish te put priority on providing independent housing, while other sponscrs may
chose to be entirely devoted to congregate housing targeted to the very frail.
Similarly, some sites may wish to employ professional staff to provide
services, while other sites may wish to use professional staff primarily as a
catalyst to promote the development of voluntary peer support networks. There
are successful models for each of these approaches, and sponsors should have
the flexibility, guidance, and resources to create different types of
commnities incorporating different mixes of housing and services.

4. Innovative housing arxd service arrangements that provide alternatives to
nursing home care should be strengthened and extended. Specifically:

- The highly successful Congregate Housing Services Program (CHSP) should
be permanently authorized and significantly expanded to serve low- and
moderate~income elderly and handicapped in a variety of settings.

— New legislation should provide the necessary incentives to pursue a wide
range of housing options for the elderly, including: home sharing; elderly
cottage housing opportunity (ECHO) units; equity-based congregate housing; and
continuing care retirement commmities (CCRC’s).
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GOAL $3 ~ A range of federal financing options for housing and services
should foster a partnership involving all levels of goverrment, private sector
investors and developers, and nonprofit sponsors.

The Historical Partpership

A review of the history of American housing policy reflects the roles and
responsibilities of three sectors: 1) public, 2} private, and 3) nonprofit
organizations. Each of these sectors has particular approaches to offer a
partnership with the other two. Government has used an array of methods --
including direct grants and loans, mortgage subsidies and guarantees, and tax
incentives -— to promote politically favored housing options. Private
enterprise has responded to the ebb and flow of economic currents, government
policy, and consumer demand to give America the highest percentage of
homecwners in the industrialized world. Religious, labor, fraternal, and other
nonprofit organizations have played an important role in providing housing for
poor, the sick, and the elderly that predates the founding of the country.

The cooperation of government and private efforts to provide housing
for elderly and indigent members of the community dates to the founding of
American colonies. Colonial communities would often provide money from the
common fund on an ad hoc basis for the housing of poor and elderly members,
often with relatives or neighbors. As needs grew, the mid-nineteenth century
saw the growth of almshouses and "poor farms”, many of which continue to exist
as county homes for the aging. Direct government involvement in the provision
of housing during the first three-fourths of our nation’s history was entirely
at the local and state levels, laying the groundwork for substantial
involvement in the provision of housing of those levels of government to this

Religious and commnity organizations began to play a larger role in the
latter part of the nineteenth century through the establishment of homes for
the aging. These early homes for the aging relied primarily on charitable
donations (often encouraged by tax laws and policies) and the assets of the
residents to provide for the needs of their aging members. By the 1920's,
nonprofit homes for the aging were among the largest providers of housing and
services to the elderly. In response to changing needs of older residents as
they age in place, nonprofit homes for the aging also pioneered the integration
of multiple levels of housing and services through life care or continuing care
retirement communities (CCRCs).

Perhaps the most successful federal intervention in housing policy has been
through the provision of tax incentives to promote private homeownership.
Deductions and deferrals of income taxes for housing purchases annually
accounts for a far larger subsidy to homeowners than the various forms of
housing subsidies provided to low-income renters. The result is that the U.S.
has moved from having a majority of the population as renters prior to World
War 1I, to a situation where nearly two-thirds of the population own the homes
in which they live.

Homeownership is especially likely among the elderly, roughly three-fourths

of whom own their homes. The homes of older persons are, however, more likely
to be substandard and in need of repair, creating special problems for many
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elderly hoowowners, especially older widows living alone on fixed incomes.
Elderly homeowners are, moreover, more likely to be "house-rich” and
"income-poor,” with substantial home equity but little income to maintain their
homes or pay for needed services.

Federal involvement in providing housing to the nation’s low-income renters
began 50 years ago with the Housing Act of 1937. As part of Roosevelt’s New
Deal, this act established the public housing program where direct grants are
provided to local housing authorities for the construction of new housing units
for low- and moderate-income families. In 1949, the Congress extended its
housing commitment by establishing a national poncy of a "decent home and a
suitable living environment for every American family."

In the 50 years since the first federal housing efforts, housing programs
have greatly expanded and evolved to meet the changing needs of the American
population. Perhaps the greatest change has been the increasing emphasis on
addressing the housing needs of the nation’s elderly. Before 1956, only 10% of
federally assisted housing units were occupied by elderly residents. By the
mid-1980*s this figure had increased to over 45% of assisted units — a total
of roughly 1.5 million units occupied by older residents. There are four major
reasons for this increasing focus on housing for the elderly: 1) the
disproportionate poverty of older people; 2) the disproportionate likelihood
that older people lived in substandard housing; 3) the aging in place of
long-term residents of federally assisted housing; and 4) the enactment of
programs designed to meet the special housing needs of older people.

Recognition of the special housing needs of the elderly came with the
enactment of several programs in the late 1950's and early 1960's. The Section
202 program in 1959 and the Farmer's Home Administration (FHA) Section 515
program in 1962 both provided direct, low-interest loans to organizations who
provide low-rent housing for the elderly and handicapped. The public housing
program was amended in 1965 to create special housing for older residents.

Though other federal programs provide more assisted housing for older
people, Section 202 has been viewed as a centerpiece of federal policy for
addressing the housing needs of older Americans. Working exclusively through a
partnership with nonprofit community organizations such as churches, unions,
and fraternal organizations, Section 202 has successfully operated with only
two defaults in its history. As a loan program, the net cost to U.S. Treasury
t}:s ?een negligible despite the hundreds of thousards of older people who have

nefited.
en negligible despite the hundreds of thousards of older people who have
benefited,

in its history. As a loan program, the net cost to U.S. Treasury has been
neglégible despite the hundreds of thousands of older people who have
benefited.

The Section 202 program has undergone several metamorphoses since its
creation. The first decade of the program from 1959 to 1969 successfully
produced approximately 45,000 units of housing with only one default by a
gponsor.  Responding to the high interest rates of the late 1960’s and to
critics who charged that the program was primarily benefiting middle class
people, loans through the Section 202 program were phased out.
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Replacing the Section 202 program for a brief time was the Section 236
program, which subsidized private loans for low-income housing. Complaints of
inadequate assistance levels, excessive expense, and unacceptably high default
rates led to the demise of Section 236 in 1974. Today, 245,000 units (46% of
the Section 236 units still occupied) house approximately 318,000 elderly
residents.

The Section 202 program was revived by the Housing Act of 1974. The
program was, however, substantially reshaped by linking the units created to
the newly created Section 8 rental assistance program. The purpose of the
program was thereby fundamentally redefined from being a program for the
elderly to being another form of low-income rental assistance with a special
target of the low-income elderly and handicapped. 1In total, nearly 200,000
units of Section 202 housing are currently cccupied by elderly and handicapped
residents.

In large part, the Section 8 program was created in 1974 to take advantage
of the existing stock of housing in the private market to provide rental
assistance to those with low incomes. A program to promote the comstruction of
new units added during the high interest years of the late 1970's was
discontinued in 1983 due to high costs and administrative problems.
those units tied to the Section 202 program are the only new constmctim
projects promoted by the Section 8 program., Section 8 programs to assist
tenants in existing and rehabilitated units currently provide the bulk of new
federal housing assistance. The various programs under Section 8 currently
provide assistance for 1.9 million units, 49% of which (approximately 947,000
units) are occupied by elderly residents.

Since 1981, the current Administration has fundamentally redefined the role |
of the federal government in providing housing assistance with major
consequences for the private sector and community organizations. Motivated by
the twin concerns of reducing the budget and minimizing the direct federal role
in the provision of housing, new budget authority for federal housing
assistance has decreased by roughly 70% over levels enjoyed during the late
1970’s. Targeting of the remaining aid has been tightened to include only the
very low income (less than 50% of the local median income) in contrast to the
earlier low income standard (less than 80% of the local median income).

The Reagan Administration has been committed to market solutions to the
nation’s housing problems. Administration analyses claim that the existing
housing stock is adequate for meeting current housing needs and that
private market is the most efficient means of allocating housing resources.
Existing forms of housing assistance have been phased out in favor of vouchers
to those who cannot afford adequate housing due to income restraints. Vouchers
are advocated for the dual advantages of relying on market negotiations to
minimize costs while allowing individual recipients the maximm freedom to
choose the type and location of the housing most suitable for them and their
families.

Unfortunately, our nation’s ability to meet the housing needs of the future
has been greatly weakened by massive reductions in housing programs in recent
years. Because most housing programs are authorized and funded for 15 years,
expiring contracts and mortgage prepayments by private developers could lead to
a serious crisis in the provision of low-rent housing. Contracts for FmHA
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Section 515 rental units are already expiring, and the first of the Section 8
subsidies will expire in the next few years. These contract expirations could
result in the loss of hundreds of thousards of low-rent units. Many units
quaranteed and insured loans under the Sections 236 and 221(d) 3 programs as
well as units subsidized under the Section 8 new construction program and the
FmHA 515 program will become eligible for prepayment in the next few vyears,
freeing developers from the obligation to rent to low-income tenants.

Recent research indicates that the loss of existing units coupled with the
loss of tax incentives for the production of new units could result in a
shortfall of several million units of low-income housing in the coming decades.
The growing problem of homelessness and the lack of appropriate housing and
service options for many Amsericans of all ages forebode a serious crisis in
housing policy in the near future.

The three major sectors in the development of housing — public¢, private,
and nonprofit — all have a role in addressing the increasing need for housing
and long~term care for the elderly. Each of these actors %as strengths and
weaknesses to offer in partnership with the other two. Government has the
advantage of large financial resources and the forum for creating a
comprehensive policy. To date, however, the mutual isclation of housing and
long-term health care policies has resulted in fragmented bureaucracies to meet
the needs of the elderly. Housing and redevelopment projects have, moreover,
too often ignored the needs of the commmnities they serve. Through rigid
targeting to very-low-income residents and building concentrated housing
projects, federal housing has too often isclated the poor rather than
integrating them into the community by building on the community’s resources.

Partly in response to these problems, the current Administration has sought
to minimize the federal role in favor of a market model to allocate housing.
The reduction of tax incentives and the elimination of grants, loans, and other
subsidies, however, as proposed by the Administration, has virtually eliminated
the incentive for private developers to invest in low-income housing. Though
vouchers may have the laudable effect of wusing the market to increase
individual choice, they do not create any new housing — particularly, the
specialized housing needed by elderly and handicapped residents. Most
residents of elderly housing are very old and many are frail, leaving them at a
competitive disadvantage if required to compete in the tight housing market for
low-income housing. Housing vouchers also do not provide services needed by
many elderly residents and do not create the community that is a vital part of
social support, especially in later years.

Despite differences in approach, government and market oriented approaches
to providing housing to older people share several problems eminating from the
fact that neither approach treats shelter in the broader context of meeting the
individual’s social and service needs. shelter must link people to
commmities. Housing programs may provide a roof over one’s head, but if they
fail to build commnities they fail to meet fundamental human needs.

Housing provided by nonprofit organizations has the advantage of building
on existing communities that provide an integrated approach to meeting the
needs of the whole person — physical, economic, social, and spiritual. But
while these groups have created innovative new models, they lack the financial
resources to meet the housing and service needs of the elderly alone.
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Section 202, A Successful Partnership

A successful federal housing policy must build on existing commmities
through a partnership of goverrment, private developers, and community
organizations. The Section 202 program is a highly successful model of such a
partnership where government can foster appropriate housing and services at
negligible expense to itself by providing loans to nonprofit commnity
organizations. These organizations begin with a commitment to serving the
whole individual through "communities that care.” Their programs begin with
the recognition that the physical, social, and spiritual needs of the
individual are all included in the need for shelter.

Linking of the Section 202 program to the Section B rental assistance
program has, however, had several negative, unintended consequences. As
enacted by Congress in 1974, the Section 8 program provided direct rent
subsidies to private developers. In order to contain costs and not compete
unfairly with nonsubsidized rental housing, the maximm allowable rent was
established as 110% of the local fair market rent (FMR), with exceptions up to
120% allowed. Because sponsors are limited in the mortgages they seek by the
rents they will receive, the allowable rent is used as a cost contairment
measure on new construction. Even though there are no comparable rents in most
commnities for Section 202 housing, Congress did not take any action to
establish separate rules for Section 202 sponsors. Ironically, though this
calculation was designed for the Section 8 new construction program, Section
202 is the only program still using FMR's to limit censtruction costs.

In the 1970’s this did not create undue hardship since Section 202 projects
were routinely granted an additional 5% for special design features as well as
the full 20% allowed under the law. More recently, however, the Administration
has set a firm goal of allowing rents of no more than 105% of the PMR. One
effect of this restriction is that new Section 202 projects are financially
infeasible in large parts of the country. According to research by The Conroy
and Mclver Group, a consulting firm specializing in Section 202 projects, only
20% of the 363 established Fair Market Rent areas in the country do not
experience cost problems when projects are limited to 105% of the FMR for that
area, In 66 areas, it would be virtually impossible to build a Section 202
building without significantly compromising underwriting criteria or without a
significant contribution from the sponsor or locality.

Other measures mandated by HUD since the linkage to the Section 8 program
have also substantially altered the nature of the Section 202 program.
Admissions have been limited to very-low-income residente because of targeting
restrictions, essentially transforming the mission of Section 202 sites from
their primary focus on independent living for low- and moderate-income elderly.
Cost containment measures have been rigid and counterproductive. For example,
a requirement that projects include at least 25% efficiency units, has been
maintained despite protests by residents and sponsors because of the
unpopularity of such units with older residents and despite the lack of
evidence that costs are reduced by this method. Projects are also restricted
to using 5% of their space for commmity spaces, eliminating the possibility of
providing many services as residents age in place,
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Finally, linking the Section 202 loan program to the Section 8 rental
assistance program has also created political problems by maximizing the
apparent appropriations required each year. The Section 202/8 linkage has
created a curiocus system of double accounting where the federal government is
appropriating money to repay itself. 1In additional to all of the management
problems this system has created, the political disadvantage results from the
appearance of both the loan and its repayment as appropriations despite the
fact that the cost of the loan portion has been virtually zerc to the Treasury.

One solution to these problems would be the creation of a National Elderly
Housing Trust fund. Instead of repaying loans to the Treasury, Section 202
repayments would go into the trust where they could be reallocated in new
loans. This would remove the apparent double cost of the loan and its
repayment through a rental subsidy. Removing the trust from the regular budget
would give a clearer picture of the negligible cost of the loan program.

A more comprehensive system of financing reform that would eliminate many
of the problems caused by the Section 202/8 linkage was passed by the House of
Representatives in 1983. Under this proposal, which failed to pass the Senate,
the Section 202 loan would be replaced by deferred payment, noninterest bearing
"construction advances." Housing assistance would be converted into a loan
that would be forgiven over a forty year period if the sponsor continued to
meet targeting requirements, thus assuring the continued supply of housing to
the elderly poor.

This system of financing could be used to increase targeting flexibilty by
forgiving loans and providing operating subsidies in proportion to the numbers
of residents meeting age, income, and disability targeting requirements.
Targeting could be patterned after the Housing Development Assistance Grants
(HoDAG) program which requires either 20% of the residents to have very low
incomes or 40% to have low incomes. Rents would continue to be 30% of renter
income, up to a reasonable rent ceiling for higher income residents.
Facilities serving large percentages of very low income residents may require
further rental assistance or operating subsidies that could be financed from
the Section 8§ program.

This relatively simple system would have numerous advantages. The double
accounting system where the government appropriates money both for the loan and
for its repayment would be eliminated. Income integration of elderly residents
would be promoted, and many near poor elderly would be eligible for housing.
The inappropriate and troublesome system of calculating rents and construction
costs through the Fair Market Rent system would be eliminated. HUD's
intervention in management decisions by sponsors would be minimized.

Other Financing Options

In addition to the Section 202 program for the elderly, the federal
government has a range of financing mechanisms that could be used to promote a
more effective partnership among public, private, and nonprofit organizations
needed to meet the housing and service needs of the eldely. Tax policy can be
a vital tool to encourage partnerships between private investors and nonprofit
providers. Incentives provided by the tax system should allow greater freedom
to nonprofit general partners to put together a package of government subsidies
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and private investment. Requirements on tax exempt housing bonds and 501(c}3
nonprofit bonds should also be relaxed to allow nonprofit developers to put
together packages of financing from public, charitable, and investment sources.

The federal government can also play a useful rcle in helping to release
the private home equity assets of individual older people. By providing lender
quarantees and consumer safequards, home equity can be converted into cash to
meet the housing and service needs of many older home owners who are asset
rich, but cash poor.

Dollars currently spent on long-term care should alsoc be considered as part
of the financing strategy for elderly housing. Long-term care insurance for
residents of assisted housing could be negotiated, with costs contained by
pooling the risks of elderly housing residents and by the negotiating strength
of the federal government.

Similarly, the federal government should consider innovative approaches to
integrating housing and long-term care such as funding continuing care
retirement communities (CCRC’s) for lower income people. Similar to
contractural arrangements with Social Health Maintenance Organizations
{§/HMO's), long-term care and housing could be provided for older people on a
continuum of care by multi-level providers such as CCRC's. Government
subsidies could supplement private assets to meet a contiruum of financial need
as well as a continuum of service needs,

SPECIFIC RECOMMENDATIONS :

1. Create the following subtitles under the Section 202 program to provide.
different financing options:

I. A National Elderly Housing Trust Fund to administer a revolving
account of funds to finance federal elderly housing programs.

II. A long term, low interest loan connected to rental subsidies (the
current system),

III.A forgivable loan program coupled rental assistance or operating
subsidies where necessary., The construction loan would be forgiven
over a forty year period in proportion to the relative mmber of
residents meeting age, income, and disability targets. At least 20% of
units would be reserved for very-low-income residents or 40% for
low-income residents. Otherwise, housing sponsors should retain
targeting flexibility to encourage the income integration of elderly
residents.

Iv. Grants or loans for modernization and rehabilitation of older Section
202 and Section 236 sites and for adaptation of existing sites to needs
precipitated by the aging in place of residents, including the
provision of nearby facilities to meet supportive service needs.

2. Each of the above financing options should be available to the following
specific programs to be administered under Section 202:

A. Nonelderly handicapped housing.

B. Elderly housing.
C. Rural housing for the elderly. This program would be created by
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transferring the FmHA Section 515 program for elderly housing to HUD
with appropriate funding transfers.

3. Increase the tax incentives and decrease tax disincentives for investment
in low- and moderate-income housing as well as increase the flexibility of tax
exerpt bonds to allow the growth of partnerships between nonprofit providers
and for-profit investors.

4. Expand the proposed home equity demonstration program to free up individual
assets to finance housing, support services, and other basic needs. The
federal government should play a role in encouraging these "reverse mortgage"
loans by safeguarding both parties to home equity transactions. Consumer
protections as well as financial guarantees to lenders will both be needed to
make these loans viable,

5. Establish a demonstration project that would gool housing and long-term
care resources from the federal government to provide a package of housing and
long~term care insurance.

$. In an effort to make continuing care retirement commmnities (CCRC’s) more
affordable to lower income individuals, HUD should establish a demonstration
project to pool individual assets with federal housing and long-term care
subsidies to finance a contimnm of services through nonprofit CCRC's.
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GOAL #4 — HUD administration should focus on the efficient and cost-effective
provision of housing. This goal is best accomplished through clear and
consistent regqulations with a responsive appeals process, management training
and up-to-date procedural manuals for BUD officials and housing administrators,
technical assistance to housing managers and sponsors, and the efficient
processing of construction and rehabilitation applications.

The role of the Department of Housing and Urban Development should be to
facilitate the development of housing suitable to the needs of all Americans.
HUD can accomplish this goal most effectively tightening its own procedures and
focusing on strengthening supportive services to housing managers and sponsors.
Procedural efficiency can be promoted through clear regulations that are
consistently applied across the nation with recourse where necessary to a
responsive appeals process. Technical assistance from the central HUD offices
should include training on management issues for HUD officials and for housing
managers along with up-to-date procedural manuals that aid managers and
sponsors. Field offices should be an extension of these supportive services.
Through familiarity with local needs and specific housing projects, field
offices should be able to interpret HUD requlations and provide support to
sponsors wanted to extend housing services in their areas of jurisdiction.

Unfortunately, recent changes at HUD have often transformed the
relationship between HUD and sponsors from partnership and support into an
adversarial relationship. Through an overly narrow focus on controlling
short-term construction costs, HUD has increasingly extended its role to
intervening in day-to-day decisions made by managers and sponsors. Too often
this intervention has been short-sighted and counterproductive to the goals of
cost-effective and efficient production of housing. This intervention is most
problematic in the processing of applications where HUD has established an
obstacle course of requlations and screening steps that have added to the
short-term and long-term costs of construction and management.

Short-term costs in construction have been added by administrative delays
at many sites. Despite HUD requlations requiring Section 202 projects to begin
construction within 18 months of funding, HUD’s national median processing time
was 23 months in 1983. In planning and construction, time delays cost
substantial amounts of money. Assuming a six per cent annual inflation rate,
costs on a typical $2 million construction job increase $10,000 for every month
of delay. On top of inflationary costs are the added costs for the sponsor’s
staff, the architect, consultants, attorneys, and others involved in the
development of a project.

Decentralization of the decision making process at HUD since the late
1970's has added to problems with the expedient processing of housing
applications. Each application must go through several reviews to meet cost
containment goals at local, regional, and national levels. Decentralization
has given field and regional offices substantial discretion in approving
funding proposals with the result that the approval process has become
capricious and counterproductive. Local and regional offices of HUD have
routinely intervened into management decisions actually adding to the
short-term and long-term costs of construction and management. In the name of
cost containment, local and regional offices have demanded the use of cheaper

25

-



Fr———

R

o g gt o Aty W

P

e W g o el wy

PN

2 S g SR o

R

At ot kgt S

29

materials that short-sightedly build in increased maintenance costs over the
lifetime of the building.

Long-term costs are increased by HUD-mandated design changes, such as the
elimination of sprinkler systems, that do not conform with local fire and
safety codes and have led to require expensive retrofitting at a later date.
Other required changes such as the elimination of community spaces or elevators
ignore predictable changes in the resident population as individuals age in
place and require greater services and a barrier—free envirorment.

HUD has exacerbated the problems of cost-containment and decentralization
by reordering its management feward system to emphasize cost containment rather
than processing efficiency. Under pressure to limit construction costs, local
HUD managers are perversely rewarded for needlese interventions and costly
delays rather than actual increases in productivity.

SPECIFIC RECOMMENDATIONS:

1. Promote cost-effectiveness through program f£lexibility. Target
construction costs should be negotiated by HUD and the sponsor in a manner that
reserves control to sponsors over the best way to use available resources.
Specifically:

a. Calculate development costs on the basis of a negotiated constuction
index rather than the current system based on fair market rates (FMR's).

b. Eliminate rules on the size and types of apartments provided,
restrictions on the size of public and shared spaces, and controls on design
and construction materials.

2. Managers at existing projects should be permitted to renegotiate current
agreements and requirements over the size and types of units as well as over
the amount of space devoted to commmity uses. These managers should be free
to adapt units and spaces to the changing needs of residents and the changing
demands of the market.

3. Flexibility should be provided for differential rates for different types
of units. For example, rents on existing efficiency units should be reduced to
25% of the resident’s income in order to fill these units and address the
equity problems over requiring the same rents for unequal apartments.

4, Establish firm time gquidelines for sponsors and HUD administrators, HUD
offices and individuals should be rated by productivity gains in meeting
schedules.

5. Provide training and specific guidelines for HUD technical processors to
minimize delays due to capriciousness in interpreting regulations.

6. Provide clear and responsive administrative appeals processes for
unfavorable decisions by HUD field and regional offices through the Assistant
Secretary for Elderly Housing.

7. Produce clear, up-to-date procedural mamuals and provide training and
technical assistance to aid field offices and housing sponsors on general
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housing management issues as well as issues specific to the management of
elderly housing.

8. Establish a “"fast-track" processing system in which sponsors who agree to

keep their development costs to specified maximums will have reduced processing
requirements.
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CONCLUSION

Meeting the nation’s commitment to "a decent home and a suitable living
environment for every American” will require strong federal leadership over the
long haul. The goals and proposals put forward in this statement are an effort
to contribute to a dialogue that should continue for some time to come. We at
ARHA hope that a clear and comprehensive housing policy will emerge from these
discussions that is forward looking to the housing needs of the next generation
of Americans. Because of foreseeable demographic changes and the nature of
federal housing programs, the shelter and service needs of the elderly must be
a central concern of policy planners.

Nonprofit organizations should have a important voice in these discussions
and a continuing role to play in addressing the housing needs of the nation in
partnership with public and private sectors. The historical experience of
nonprofit organizations in providing for the housing and service needs of the
elderly spans the history of the nation. HNonprofit providers have been at the
forefront in developing new and innovative approaches to the changing needs of
succeeding generations of aging Americans. With a commitment to meeting the
needs of the whole person — physical, social, psychological, and spiritual —
nonprofit organizations have a particularly timely message for those dealing
with the problems of the elderly.

As a representative of the nonprofit organizations serving the housing and
service needs of the elderly, AMHA would like to congratulate the bipartisan
leadership of the Subcommittee on Housing and Urban Affairs for creating this
forum for discussing the future of the nation’s housing policy. After years of
neglect, this forum opens a door that has been closed too long to innovative
and forward-looking approaches to meeting the housing needs of all Americans.
ABHA stands ready to move through that door to the future based on a more
effective partnership of public, private, and nonprofit sectors and committed
to building "commnities that care" for future generations of Americans.

28
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PROPOSALS FQR COMPREHENSIVE LEGISLATION TO REFORN AND EXPAND FEDERAL
BOUSING ASSISTANCE PROGRAMS FOR OLDER AMERICANS

I. INTRODUCTIOR

The following discussion papers provide the outline of the principal
proposals for comprehensive legislation which the American Association of
Retired Persons recommends for the restructuring of current federal policy and
programs which provide housing and housing-related assistance to elderly
households.

The proposals are based upon the premise that elderly bousing must be
recognized as a distinct and specialized area within federal housing policy
and that it must be integrated more closely with broader federal policy to
assist the elderly, particularly in the area of long~term care. Given
continued limitations on federal spending for the foreseeabhle future, the cost
and the effectiveness of dinitiatives in elderly housing and residential
services can no longer be evaluated from the perspective of past or current
housing programs alone, but must increasingly be assessed in comparison to the
cost of alternative forms of assistance provided to clder persons through
other federal programs.

The proposals are intended to begin the process of integrating federal
housing assistance more closely with other forms of assistance provided to
older persons by federal, state and local programs. Emphasis is placed on the
provision of supportive services in a variety of residential settings and, to
the extent possible, the initiation of case management services to assure
proper placement of dependent persons and more appropriate and cost-effective
provision of needed services. In addition, the proposals seek to provide new
priorities in the allocation of limited housing assistance among the elderly,
giving greater attention to older persons who live alone and have multiple
functional disabilities. Rates of poverty and substandard housing conditions
are higher for this group of older persons than for any other segment of the
population.

The proposals are further intended to promote greater cost-efficiency in
existing federal housing programs, to increase sharing of program costs with
state, Jlocal and charitable sources of funding, to improve the quality of
housing provided with federal assistance and to improve the management of
housing assistance provided to elderly persons at all levels of program
adpinistration.




II. SUMMARY OF LEGISLATIVE PROPOSALS

The proposed comprehensive elderly housing legislation would conmsist of
eleven separate proposals, each relating to a separate program, initiative,
issue or set of issues. These include:

* Major revisions in three existing housing assistance prograns {(The
Section 202, Congregate Housing Services and rental housing voucher
programs).

*  Three new initiatives for the development of congregate housing
facilities and other supportive housing arrangements.

*  Two mortgage insurance initiatives to assist elderly homeowners use
the equity in their homes to help pay the cost of needed health care,
supportive services or other living expenses either while they remain
in their homes or move to more supportive residential facilities,

* Proposed amendments to current law to correct a number of long-
standing administrative problems for existing HUD elderly housing
projects.

*  Proposals to address the serious problem of the potential loss of
thousands of low-income rental units due to expiration of Section 8
rental assistance contracts.

* A proposed reorganization of HUD's administrative structure to provide
for a separate division headed by a Deputy Assistant Secretary for
Housing to administer elderly housing assistance and related programs.

AARP  is also in the process of developing one additional program
ipitiative which it intends to submit to Congress as a supplement to the
legislative proposal. The proposal provides an additional rural housing
demonstration initiative to encourage the development of supportive housing
through the use of manufactured housing units in mixed-use rural retirement
communities.

III. HNEW PROGRAM INITIATIVES

A key element in the legislative proposal is the restructuring of
assistance wunder two key HUD programs, rental housing vouchers and congregate
housing services (CHSP), and the use of this assistance to provide incentives
to encourage innovative housing project development or renovation by local
public agencies and non-profit corporations. In the proposed initiatives,
financing of a project, together with land acquisition, planning costs and
some service program costs, would be provided from local funding sources.
Federal mortgage insurance, rental wvouchers and CHSP would provide the
additional assistance needed to make a project economically feasible or to
make rents affordable for low-income elderly households.
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Rental vouchers, CHSP and other assistance available under current federal
programs would be used to encourage and assist the development of innovative
elderly housing arrangements under the following newv program initiatives or
demonstrations:

R N

Federal/State Congregate Housing Demonstration Program

o e v

HUD would be authorized to negotiate agreements with State agencies to
assist the development of not less than 20 special congregate housing
facilities designed to serve larger concentrations of frail elderly
N persons than permitted under the current CHSP progranm. Under such
: agreements HUD would provide mortgage insurance, rental vouchers and CHSP
assistance for selected projects, while state agencies would provide
project fipancing and supplemental financial assistance, as well as
coordinate state health care, social services and other program assistance
on behalf of qualified residents. Projects would be targeted to lower
income elderly who require greater assistance than currently available in
assisted housing facilities or those seeking deinstitutionalization from
nursing facilities.

. T

Local "Adaptive Reuse" Supportive Housing Initiative

P,

HUD would be authorized to provide assistance to local initiatives to
rehabilitate abandoned, surplus, donated or historic properties for the
purpose of providing congregate housing, rental housing or supportive
group homes or shared housing arrangements for low-income elderly and
handicapped persons. Federal assistance would be provided on a
B competitive basis to approximately 100 projects sponsored by local public
agencies or non-profit organizations and is intended to leverage
significant commitments of funding for projects from local public and
private resources. The three-year demonstration seeks to encourage

.

provide supportive housing facilities for elderly and handicapped
persons. The proposal creates a three-year demonstration under FalA's
Rural Housing Preservation Grant Program to provide flexible matching
grants, and HUD rental voucher and CHSP assistance, to rural governments
for use in assisting projects that will renovate eligible properties to
provide rental housing and supportive group housing arrangements that are
affordable to low income persons. The program would assist approximately
65 projects selected on a competitive basis, with priority given to
proposed projects that provide the greatest benefit to very-low income
persons, that leverage the greatest amount of non-federal assistance and
which achieve needed rebabilitation at the lowest possible cost.

} innovative use of existing properties while assisting in providing
H facilities within a community that can accommodate the transfer of frail
t older persons who cannot reside at home without significant or costly
; assistance or who require some degree of custodial supervision.

: Rural Elderly Housing Rehabilitation Demonstration

; The proposal provides assistance under existing HUD and FmHA programs
§ to encourage the renovation of existing properties in rural communities to

:
H
H
§
1
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IV. REFORM OF THE SECTION 202 HOUSING PROGRAM

Ancther major element of the legislative proposal is .a comprehensive
reform of the Section 202 elderly and handicapped housing program. The
proposal would restructure the current construction financing and subsidy
arrangements for the program to significantly reduce federal costs, while
improving the quality of housing produced under the program, providing greater
flexibility in project design and management and improving service prograns
provided for residents.

The key to the proposal is the replacement of the curreant duplicative
financing procedure of providing market-rate financing and Section 8 subsidies
to support projects under the program, a procedure in which HUD essentially
extends a loan to the project and then pays itself back through the costly
Section 8 program. Under the proposal, financing would be provided in the
form of deferred-payment loans, which a sponsor would repay to HUD after
twenty vyears, unless the project is retained for use as low-cost rental
housing for elderly and handicapped persons. Loans would be forgiven by HUD
after a total of 40 years of continued operation as low income rental housing.

Since project operating budgets and rents would not have to accommodate
the sizeable cost of amortized debt payments, a project's unit rents,
determined as a portion of a project’'s operating budget. would more closely
approximate the rent payments required of residents {30 percent of adjusted
income)., This eliminates the need for the sizeable Section 8 payments on
behalf of every resident in a facility, and would reguire greatly reduced rent
deficit payments to cover only the difference between the unit rent and the
rent payments by residents with very low incomes. The result is a potential
savings of nearly $1.3 billion in annual long-term budget authority from what
otherwise would be required under the current program in long-term
expenditures and costly Treasury borrowing to pay Section 8 subsidies over the
twenty year term of the project contracts.

The proposal also revises the project selection criteria for the program
to provide a more competitive process for awarding assistance dy requiring one
or more major cost-reduction features to be incorporated in a project
proposal. These include use of less costly housing rehabilitation, provision
of land, materials, services, rental subsidies, commitments of future services
or other financial or in-kind contributions to the project. The change would
reduce federal expenditures, while increasing the financial involvement of
sponsors, providing for greater public support for a project and increasing
cost sharing with local public agencies and charitable organizations.

V. EXPIRATION OF SECTION 8 SUBSIDY CONTRACTS

The comprehensive legislation alse includes proposals to address the
potential problem of the loss of hundreds of thousands of units of affordable
rental housing for low-income elderly and handicapped persons as a result of
the the expiration of 20-year Section 8 rent subsidy contracts. The current
Administration has stated that it does not intend to renev these contracts,
nor is it 1likely that any incoming administration will be able to obtain
sufficient funding to renew these contracts in their current fornm.
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The proposals would permit an extension of subsidy contracts on a less
costly basis than the current Section 8 contracts, A differing approach is
proposed for the older Section 202 and Section 236 projects than for the
newer, post-1974, Section 202 project, due to their very different financing
and subsidy arrangements with HUD.

For the newer Section 202 project contracts, which pose the most serious
long~tere financing problem, the proposal would require a debt and subsidy
restructuring similar to that proposed in Part VI for new Section 202
projects. This would involve the forgiveness of outstanding mortgage debt
over a twenty-year period following the expiration of the 20-year contracts,
together with rent deficit payments based on greatly reduced project operating
budgets. The result, like that under the revised Section 202 program, is that
debt can be forgiven and adequate operating deficit assistance provided for
substantially less cost than continuing current Section 8 subsidy contracts.

VI. COST ESTIMATES

The proposed reforms in the Section 202 program would provide sufficient
savings in annual budget authority to offset much of the cost of the combined
proposals in the comprehensive legislation. The major cost savings in the
proposal would come from replacing Section 8 payments under the program with
greatly reduced rent deficit assistance. MAs noted above, this could reduce
annual Jlong-term Section 8 costs under the program by as much as §1.3
billion. Even if the Treasury were to absorb the entire cost of providing
deferred-payment loans under the program as a direct expenditure, potential
savings under the program could still amount to between $700 million and $800
million each year.

The cost of the new housing development initiatives included in the
comprehensive legislation would involve principally expenditures for rental
housing wvouchers and CHSP assistance, together with the relatively limited
costs of providing federal mortgage insurance and program administration.
Rental vouchers assigned to projects constructed or renovated under the
initiatives would reguire approximately 541 million in budget authority to

- fund five-year contracts in the initial year of the initiatives. Subsequent

year funding of vouchers under the three-year demonstration programs would
require and additional $39 million.

As summarized in Part III, expenditures for the CHSP program, including
assistance to renew cyrrent contracts, to provide expanded assistance and to
fund assistance under the proposed initiatives, would amount to 8§64 millioa
for the first year of the progran and $178 million over three years. This
figure, added to the $80 mnillion in rental wvouchers assistance for the
proposed initiatives, would provide a total cost in new budget authority of
§258 million. This figure could easily be accommodated within in first year
savings in long-~term expenditures under a reformed Section 202 program.

4a



A major increase in expenditures in the proposed legislation vould be the
cost of doubling the size of the current rental voucher program. This would
involve approximately §1 billion in new budget authority to fund 50,000
additional five-year voucher contracts. The portion of this cost attributed
to the proposed 40 percent set-aside for assistance to elderly households
would be approximately $400 million a year. Once again, however, the cost of
providing 20,000 new rental vouchers for the elderly, together with the cost
of the new program initiatives, an expanded CHSP program and other costs
associated with the proposed mortgage insurance initiatives and overall
program administration, could be accommodated in a single~year savings from
changes proposed in the Section 202 program.

The potential costs associated with proposals to extend rent subsidy
assistance under current Section 8 contracts is far more difficult to assess,
principally due to the lack of adequate data on the number of projects
potentially affected, the combined amount of annual Section 8 payments to such
projects and their estimated outstanding mortgage balances. While the cost of
these proposals would be substantial, even a broad estimate would be difficult
without more comprehensive data from HUD.

4b
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HOUSING ASSISTANCE PROGRAMS FOR OLDER AMERICANS

CONGREGATE HOUSING DEVELOPMENT INITIATIVES

FEDERAL/STATE CONGREGATE HOUSING DEMONSTRATION
LOCAL “ADAPTIVE REUSE" HOUSING DEMONSTRATION

RURAL ELDERLY BOUSING REHABILITATION DEMONSTRATION

REAUTHORIZATION AND EXPANSION OF THE CONGREGATE
HBOUSING SERVICES PROGRAM

FEDERAL NORTGAGE INSURANCE INITIATIVES

HOME EQUITY CONVERSION MORTGAGE INSURANCE PROGRANM
MUTUAL BENEFIT MORTGAGE DEMONSTRATION PROGRANM

RENTAL BOUSING VOUCHER PROGRAM CHANGES
REFORM OF THE SECTION 202 HOUSING PROGRAM
EXPIRING SEC 8 CONTRACTS IN OLDER FACILITIES

. MISCELLANEOUS ELDERLY HOUSING PROGRAM AMENDMENTS

ADMINISTRATION OF HUD ELDERLY HOUSING POLICY
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PART I. CONGREGATE HOUSING INITIATIVES

FEDERAL/STATE CONGREGATE HOUSING DEMONSTRATION PROGRAM

I. PURPOSE

The proposal would provide assistance for the development and operation of
specialized congregate housing facilities designed to serve a large number of
low-income elderly and disabled individuals who require a coordinated program
of supportive services to maintain a maxipum degree of independence.
Assistance provided to eligible housing sponsors would be administered by
designated state agencies responsible for coordinating assistance from
federal, state and local sources under broad guidelines established by HUD.

The proposal addresses the need for increased coordination between federal
housing, health and public assistance programs in meeting the service needs of
older persons in a manner that avoids inappropriate use of current resources
and provides alternatives to unnecessary and costly institutionalization.
Such coordination can best be achieved at the State level using the incentives
provided under the program to promote improved targeting and management of
funding from various federal programs.

Facilities developed under the demonstration program are intended to serve
larger concentrations of vulnerable individuals than permitted under the
current CHSP program. Evaluations of CHSP suggest that increased cost
efficiency and nmore adequate application of the congregate housing concept is
possible in projects with  larger npumbers of persons at risk of
institutionalization. A significant portion of this "at risk™ population is
improperly served by federal assistance. The CHSP evaluations estimate that
at least 13 percent of the residents of federally assisted housing may be
potentially subject to imstitutionalization without proper supportive
services. Studies also indicate that as many as 35 percent of nursing honme
residents do not require the advanced level of services they receive.

The proposal is intended to provide special facilities at an intermediate
level designed to help reduce the cost of gservices provided to the frail
elderly in residential settings, eliminate unnecessary service costs for those
prematurely placed in nursing facilities, and permit more appropriate
allocation of both independent living and iptermediate care units.

II. PROPOSAL
A. VYederal 2Assistance
1. HUD wpuld be authorized to negotiate agreements with staté housing

agencies, housing finance agencies, or other public agencies
designated for this purpose, to¢ provide assistance to public
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agencies and private, non-profit corporations to facilitate the
development and operation of not less than 20 specialized
congregate housing facilities to assist low-income, mobility-
impaired individuals to remain in semi-independent residential
arrangements.

HUD would provide wmortgage insurance for the projects under the
Sec. 221(d)(3} program using guidelines curreantly applicable to
the development of Retirement Service Center projects [current
underwriting guidelines for the Retirement Service Center program
would have to be revised to reflect the 100% project financing
under Section 221(d){3), reduced escrov and reserve requirements
due to commitment of HUD and State subsidies, revised low-income
occupancy requirepents and increased flexibility in providing
health~related service space].

Additional commitments by HUD under such agreements
would include:

a. Rental housing vouchers for units occupied by persons with
incomes below 50 percent of area median income, up to a
maximun of 60 percent of total units in a facility.

b, <CHSP assistance applicable to approved costs for services
provided to qualified residents. (see CHSP proposals, Part
YIiIil).

¢. Reimbursement of a portion (not exceediny 60 percent) of the
adminiatrative costs incurred by the designated State agency
in developing and administering the program.

B. State Agreements

1.

Financing for projects assisted under the demonstration program
would be provided by State housing finance agencies with tax-
exempt bonds authorized under Sec. 103{a) of the IRS Code.

Additional commitments by States under agreements with the
Secretary may include:

a. Commitment of funds to assist project development in a manner
that will reduce development and long-term financing costs
(e.g., mortgage subsidies, land acquisition, site development,
planning grants, etc.).

b. Commitment by the State housing agency of funds to provide
rental subsidies for lower-income residents not receiving or
not qualified to receive federal housing vouchers, in an
amount and for a term determined by the Secretary.

7
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¢. Agreement by the State Department on Aging to provide resident

assesszent and case mapnagement services, service plan
development assistance and local services coordipation for a
facility through staff of the appropriate area agency office,
as well as comnitment to provide a priority for residents of
an assisted facility in allocating available assistance tor
meals and services under Title III of the Older Americans
Act. Such services would be incorporated in State long-term
care plans either in place or under development at the time of
application for assistance.

Conmitment of funding by the State Medicaid agency, either
under regular HCFA guidelines or a community service
"waiver”program, to provide personal care, visiting nurse and
other appropriate services to qualified Medicaid-eligible
residents.

hgreement by the State welfare agency to coordinate available
assistance under federal, state and locsl programs on behalf
of eligible clients residing in & project.

C. Eligible Projects

1.

2.

W

4.

Projects eligible for Federal assistance under the program would
provide rental housing for income-eligible elderly and handicapped
persons who require a coordinated program of supportive services
within a semi~independent residential environment.

Proposed projects and individual units would have to conform with
standards of design, fixtures and amenities for elderly housing
construction required in regulation for the HUD Section 202
program, except that project sponsors may choose not to provide
kitchen facilities in individual units where approved by the
Secretary.

Project construction would be undertaken in an economical manner
and would not employ elaborate or extravagant design or materials.

Eligible projects must provide a program of services to residents,
provided either by staff of the facility or under contract, which
is appropriate to meet the needs of potential residents of the
project.

a.

Service programs would include meals {at least one prepared
meal each day}, nutrition  assistance, transportation,
recreation housekeeping and, as needed, personal care and
health-related services provided on a wisiting basis.

Services would be provided at cost to residents, or at below
cost where public or charitable assistance is made available.

Service progranms would incorporate case management services
provided either by staff of a project or by local public
agencies.

8
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Eligible Project Sponsors

1.

Eligible sponsors of congregate housing facilities under the
program would be public agencies and private non-profit housing
corporations with experience in providing housing for elderly and
handicapped persops and in providing services in residential
settings.

Eligible sponsors should alse have successful records of
coordinating public, private and charitable funding to meet the
cost of housing development and service delivery.

Resident Eligibility and Admissions

1.

Eligible residents would be well, low-income persons over age 62
with multiple functional disabilities that inbhibit performance of
personal activities of daily living, or bandicapped persons under
age £2 with physical disabilities that inhibit daily activities.

Determinations of eligibility would be made using the same
assessment procedures and eligibility criteria provided in the
CHSP progranm,

Priority in selecting from among eligible applicants would be
provided to persons:

a. Seeking deipstitutiopalization from pursing or personal care
facilities;

b. At high risk of institutionalization and residing in federally-
assisted or state-assisted residential projects;

c. Living alone with little formal or informal sources of
assistance or support.

A minimum of 40 percent of available units ip a facility would be
available for persons with incomes below 50 percent of area median
income (incentive for admission of additional very low income
persons would be provided in EUD's commitment to provide housing
vouchers on behalf of such residents for up to 60 percent of total
units in a project}.

A maximsum of 20 percent of the units in a project would be
available for use by qualified persons with incomes between 80
percent and 110 percent of area nmedian income, who would pay
market rate rents established for the area by RUD.
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F. Project Selection

1. The HUD Secretary shall select from among competing State
applicants according to priorities established in regulating
relating to the nature of the projects proposed, the adequacy of
proposed programs of services, apd the amount and type of
assistance committed by State agencies.

2. In allocating assistance under the program the Secretary would
seex to achieve adequate regional distribution of projects while
permitting individual states to develop sufficient projects to
allov efficient allocation and coordination of resources.

G. Report_to Copgress

1. HUD would be required to make periodic reports to Congress
regarding persons served in projects developed with assistance
under the program, together with estimates of the cost of
providing needed services to such persons and the comparable costs
of providing such services in other residential facilities and in
intermediate care facilities.

2. For the purpose of such reports, HUD would identify individuals in
federally-assisted elderly bhousing projects and intermediate care
facilities in the area of a project who have corresponding
functional disabilities to residents of the project to serve as
control groups for determining cost differences in providing
services to such persons in the various residential and service
settings.

III. PROGRAM SIZE AND FEDERAL COSTS

The program would assist a pinimum of 20 advanced congregate housing
projects sponsored by local public agencies and non-profit corporations. The
total number of units assisted by the program would range between 2600 and
3600, depending upon the size of proposed projects.

Costs to the federal government during the initial stages of the
demonstration program would involved principally the commitment of funding for
an esatimated 1500-2000 rental housing vouchers, under five-year, renewable
contracts; approximately 1000 commitments of assistance under the CBSF progranm
{as revised in proposals in Part III); and the administrative costs associated
with the provision of federal mortgage insurance, reimbursement of State
agency costs and general program oversight and evaluation.

10
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PART 1. CONGREGATE HOUSING INITIATIVES

LOCAL "ADAPTIVE REUSE™ HOUSING DEMONSTRATION PROGRAM

I. PURPOSE

The proposal would authorize HUD to provide assistance available
in existing mortgage insurance., rental housing voucher and CHSP prograes
(as revised by these proposals) to encourage and assist local initia-
tives to rehabilitate abandoned, surplus, donated or historic properties
for the purpose of providing supportive residential facilities for
low- and moderate-income «lderly and handicapped persons. Federal
assistance would be provided, on a competitive basis, for projects
sponsored by local public agenciea and non-profit organizations, and
is intended to leverage coamitments of resocurces for projects from
local public and private sources. The proposal anticipates significant
local public involvement in a project. Such involvement may involve
provision of grants, mortgage financing, mortgage subsidies. rental
assistance, planning and architectual assistance, tax abatements or
supportive services to residents.

The proposed three-year demonstration program is intended to
encourage innovative use of existing properties, while assisting in
providing facilities within a community to accomodate the transfer
of frail older persons who either cannot reside at home without signifi-
can’. or oistly assistance, or who require some degree of custodial
supervision., Eligible projects would include rental housing for semi-
independent older adults, congregate housing facilities and supportive
group homes or shared housing arrangements. Projects assisted by the
program would not only help to improve established neighborhoods, but
would permit long-time residents to remain in the neighborhcod near
family, friends and familiar services.

IL. PROPOSALS

A. Federal Assistance

1. The HUD Secretary would be authorized to provide assistance
to qualified rehabilitation projects sponsored by public
agencies and non-profit organizations intended to convert
non-residential properties into supportive housing
arrangements for elderly and handicapped persons.

2. Assistance would be provided to projects selected through-

competitive application wunder procedures established
in regulation by the Secretary.

11
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3. The Secretary would provide coordinated asaistance to
Belected projects under the following programs:

a. Mortgage insurance for qualified rehabilitation loans
under the Section 221(d){3) program.

b. Rental aasistance for qualified tenants under the rental
housing voucher prograa.

c. Supplemental assistance for supportive services under
the Congregate Housing Services Program (CHSP) for
qualified residents in appropriate facilities.

d. Other assistance as provided in appropriations and
considered appropriate by the Secretary.

4. Mortgages insured under the program would have to be secured
by the property to be rehabilitated, have a principal
obligation not exceed the sum of the estimated cost of
rehabilitation and the estimated value of the property
bpefore rennovation, and meet other appropriate requirements
set forth in Sec. 221 of the National Housing Act.

5. Projects and residents eligible to receive assistance under
the housing voucher and CHSP programs must meet appropriate
requirements established in regulations for each program.

B. Eligible Projects

1. Projects eligible for asaistance under the program include
a variety of residential arrangements for persons requiring
some degree of assistance with the performance of major
activities of daily living. Such projects would include:

a. Multi-unit rental housing with services available
to residents requirinq some assistance with daily
activities.

b. Congregate living facilities with service programs
capable of providing a varfety of services to most
residents of the facility.

¢. Group homes or shared housing arrangements with services
provided by one or more full or part-time staff and
by outside mervice providers.

2. Eligible projects must have at least five separate residential
units after rehabilitation.

3. Both the project and individual units must conform with
standarda of design, fixtures and amenities for elderly

12



O ]

v T 9

st s AR Mo

el R acia

o o i

e g

B T T

P

s O gy v

e T

[ERT

C.

47

housing required in regulation by the Secretarf for rehabil-
itation projects under the Sec. 202 program.

4. Individual units within a project are not required to include
kitchen facilities for smsaller projects of shared housing
with central dining or shared dining areas. Larger projects
should include limited kitchen space, even where shared
or congregate dining space and services are provided.

5. No more than 15 percent of the total space in a project
may be used for shared or common space for residents.
In larger projects the Secretary may approve additional
common space for uge in providing facilities to provide
services to residents and to persons in the cosmunity and
for retained office space for appropriate public agencies
or service providers.

Eligible Properties

1. Properties eligible for assistance must be suitable for
rennovation for residential houisng and, in the estimation
of HUD, capable of meeting both local codes and federal
program standards through the proposed program of repair
or rehabilitation.

2. Eligible properties would include, but not be limited to,
structures »r:sicusiy used, in whole or in part, for:

a. Public buildings and Schools
b. Hotels, Rooming Houses, Dormitories
c. Commercial and office buildings
d. Hospitals and medical facilities
e. Factories, warehouses and terminals
f. Churches and church-related properties
g. Large private dwellingas
3. Eligible projects must cccupy all of the property to be
rennovated or, in the case of larger properties (i.e.,

factories, warehouses, etc.), must occupy a separately
defined portion of a larger rehabilitation project.

4. Local agencies and non-profit sponsors may obtain assistance
in rennovating more than one property as part of a program
to provide group residences or shared hougsing at several
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locations in a community. Each property would have to
meet standards required by the Secretary for rehabilitation
and all relevant program requirements.

5. Projects may involve properties included on a national,
state and local register of historic building or properties
and must conform to rehabilitation requirements and standards
established by the Department of the Interior and local
historic preservation agencies.

6. Properties assisted under the program must be owned by the
sponsoring organization or controlled by the sponsor through
long-term lease or other arrangements with a public or
private entity.

a. Properties may be acquired by the sponsor for purpose
of rennovation either by purchase, private donation
or transfer by a public agency (e.g., abandoned
or condemned properties, properties on local tax roles,
properties acquired by eminent domain, etc.).

b. Project sponsors may acquire control of a property
or a separate portion of a larger property through
long-term lease or use contracts with public agencies
or private organizations. The term of any such lease,
contract or agreement would not be less than 20 years.

c. Eligible propert:2s would also inciude properties owned
by a public agency but made available for the project

under a long-term management agreement with the sponsoring
agencies or non-profit organization.

D. Role of Local Governments

1. Local governemnts, through designated agencies, would be
eligible to participate in projects assisted under the
program as:
a. Project sponsors.
b. Co-sponsors with non-profit organizations
c. Owners of property used in a project either through
long-term lease, management agreement or other arrangement

with project sponsors.

2. Government agencies would also be encouraged to assist projects
through a variety of forms of assistance, including:

a. Donation or transfer of property.

14
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b. Financing of mortgages or rehabilitation loans with
tax-exempt bonds or other funding.

c. Direct grants or low-interest or deferred payment loans
to assist in project planning or rehabilitation costs
{using federal CDBG, rental rehabilitaton grant funds
or other federal, state or local program funds).

d. BMortgage reduction paymsents.
e. Technical assistance.

¥. Regulatory relief, include tax sbatement, lifting of
zoning restrictions on property use and density, "incentive”
arrangements in zoning rulings encouraging private
developers to make property available for low-income
housing, or to provide funds or assistance to projects
providing low-income housing.

9. Rental subsidies to residents
h. Management of local agency assistance to coordinate
services to residents of a project and to provide
case sanagement gervices.
i. Commitments to fund services to residents in a project.
3. Local agencies, ss project sp 8, CO-3p 8 or s

of properties to be rennovated, mav =2+ rin vortion of larger
projects for purposes of providing:

a. Comsunity facilities serving elderly persons in the
project and in the broader community (e.g., senior
centers, nutrition sites, etc.).

b. Office space for agencies or programs gerving elderly
persons (e.g., office on aging, etc.).

E. Eligible Residents

78~541

1. Eligible residents must be age 62 or older, or be physically
handicapped.

2. Eligible residents must have incomes below 110 percent of
the median income for the area in which a project is located,

3. A minimum of 50 percent of unite made available in a project
nust be occupied by persons with incomes below 50 percent
of area median income.
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4. Not more than 20 percent of the total units in a project
may be occupied by persons with incomes between B0 percent
and 110 percent of area median income.

5. Residents eligible for rental assistance under t housin
voucher proqrqam must have incomes not exceedlrng ’?0 perce(?t

of area median income.

6. Eligiblity for CHSP assistance would be limited to income-
qualified residents of appropriate projects who are deterwmined
to have multiple functional disabilities under procedures
established in regulation for the CHSP program.

F. Service Requirements

1. Eligible projects must provide a package of services to
residents, provided either by staff of the facility or through
contract, which is appropriate to meet the needs of potential
residents of the project.

2. Service packages would include meals and nutrition assistance,
transportation, recreation and housekeeping assistance
and, as needed, personal care and health-related services
provided on a visiting basis.

3. S8ervices must be provided at cost to residents, or below
cost where public or charitable assistance is wv-<wided.

4. Service programs would incorporate case management services
provided either by staff of a facility or by local public
agencies.

5. Additional commercial-style servicea {(e.g., laundry, beauty/
barber shops, convenience shops, etc.) may also be incorpor-
ated within a project as appropriate.

G. Project Selection

1. In selecting from among competing applications for assistance
the Secretary would take into consideration, among other
things:

a. Assessments of need for supportive housing arrangements
among elderly persons residing in areas where projects
are to be located.

b. Experience of project sponsors in providing housing
and housing-related services to elderly persons.

16
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¢, The degree to which projects assist low-income persons,
particularly persons with very low incomes.

d. Innovative use of existing properties and original
materials.

e. The degree to which rennovation is achieved at the
lowest possible cost per unit.

f. The degree of participation and support for the project
provided by local governments.

g. The adequacy of proposed service plans and service
commitmwents by the sponsors and other providers.

h. The amount of non-federal assistance provided from
state, local and charitable sources of assistance.

i. Commitments to continue service to low-income residents
beyond the minimal requirements of the programs.

2. The Secretary would attempt, to the extent possible, to
provide the broadest possible distribution of assistance
among type of projects and among geographic regions.

H. Additional Requirements

1. Projects assisted under the program would continue to serve
low- and moderate-income elderly and handicapped persons
for not less than 15 years (or for a longer period as may
be required to qualify for assistance under state or local
programe) .

2. Resident partjcipstion in the operation of projects assisted
under the program would be encouraged through creation
of resident councils and by other actions.

I1I. PROGRAM S1ZE AND COST

The Secretary would be required to assist approximately 40 projects
each year under the program, and not leas than 100 projects over the
three-year demonstration.

While anticipated projects will vary widely in size, the average
size of projects assisted by the program is likely to be between 35 and
45 units per project. Between 50 percent and 60 percent of the units
made available in rennovated projects are likely to be occupied by persons
eligible to recieve assistance under the rental voucher program, since

17
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this is the principal incentive offered by the program to encourage local
financial participation.

The proportion of residents potentially qualified for CHSP assistance
would be much lower, but would depend upon the delivery option selected
for the CHSP program. Assistance provided in the form of a voucher would
have wider application among various residential arrangesents and would
produce greater demand than the alternative deficit payment approach
that would apply principally to congregate facilities.

Costs to the federal government during the initial stages of the
demonstration program would thus involve principally the commitment of
between 800 and 900 rental vouchers per year, between 300 and 500 unit
commitments for CHSP assistance and the minimal administrative costs
associated with the provision of commitsents of federal mortgage insurance
and general program oversight.
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PART 11. RURAL ELDERLY HOUSING REHABILITATION DEMONSTRATION PROGRAM

I. PURPOSE

To provide assistance under existing programs administered by the
Farmers Home Administration (FmHA) and the Department of Housing and
Urban Development (HUD) to encourage the rennovation of existing
structures in rural communities to provide sgupportive housing facilities
for elderly and handicapped persons. The proposal creates a three-year
demonstration program under FmHA's Rural Housing Preservation Grant
program to provide flexible matching grants to rural governments to
be used to help reduce the cost of rehabilitating eligible properties
to provide rental housing that is affordable for lower income persons.
Eligible projectsz under the program would include a variety of supportive
housing arrang ts sp ed by iocal public agencies and nonprofit
organizations, including rental projects, congregate housing facilities
and smaller group homes and shared housing arrangements. Additional
assistance would be available to qualified residents in projects assisted
by the program under HUD's rental housing voucher and Congregate Housing
Services Program (CHSP).

The demonstration program is intended to revive the original intent
of FmHA's rural housing preservation program of promoting a competitive
grant program designed to encourage innovative rehabjlitation of rural
properties for low-income housing at the lowest possible cost and with
the greatest possible degree of local financial participation. The
proposal would revise the current program to give greater attention
to rennovation of surplus non-residential properties, including schools,
commercial buildings ond medical facilities, to provide specialized
rental facilities for the elderly and handicapped. It would aiso
encourage project sponsors to provide a coordinated plan of services
for residents and require sxtended commitments to wsaintain projects
as rental housing for lower income persons.

The program would assist approximately 65 projects during the
demonstration period withr funds set-aside for allocation by FmHA's
national office. Priority would be given to proposed projects that
provide the greatest benefit to low-income persons, particularly persons
with very low incomes, that leverage the greatest amount of non-federal
assigtagqnce and which achieve necessary rehabilitation at the lowest
possible cost.

13
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PROPOSAL

A.

Federal Assistance

Section 533 of the Housing Act of 1949 would be amended
to authorize the Secretary of Agriculture (hereafter “the
Secretary”) to smet aside funding under the Rural Housing
Preservation Grant Program to conduct a three-year demon-
stration, in cooperation with HUD, to encourage the rennovation
of existing satructures in rural communities to provide
supportive housing arrangementz for elderly and handicapped
Persons.

Not less than 15 percent of funding appropriated for the
Rural Housing Preservation Orant program for each of three
consecutive fiscal years would be set-aside for allocation
by the Secretsry under the demonstration program.

a. Assistance would be provided to not less than 20 projects
in any fiscal year, and not less than 65 projects during
the demonstration program.

b, Assistance would be made available by the Secretary
to projects selected through a national competition
under spplication and selection procedures established
in regulation.

c. Funding reserved for the demonstration progras would
be exempted from the regional allocation formula provided
in section 533(c)(l) and would remain available until
expended for purposes of the demonstration program.
[subsection (c¢)(1) would permit unused funde for the
grant program to be shifted to the Sec. 504 home repair
progras. ]

Assistance provided under the demonstration would be made
available in the form of grants to units of locel government
{county, town, village or combinations thereof) for use in
providing financial assistance to qualified housing renovation
or rehabilitation projects sponsored by local public agencies
or private non-profit corporations (or co-sponsored by a

local public agency and a non-profit corporation).

Assistance provided by grant recipients to qualified projects
would be designed to reduce the cost of renncvation to provide

rental units that are affordable to low- and moderate-income
persons, and may include:

a. Direct grants

20
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b. Low-interest loans

. s

¢. Interest reduction payments

d. Other comparable finsncial assistance.

5. Projects selected by the Secretary to receive grants under
the demonatration program would be eligible for additional
assistance with funding set-asside under HUD's rental housing

i voucher program and Congregate Housing Services Program

{CHSP), subject to the following conditlons:

i e P ol

a. Assistance made availsble under the rental voucher program
§ would be allocated only for units occupied by persons
i with very low incomes (below 50 percent of area median
i income) and only in projects where the FaHA Secretary
; detersinea that assistance provided to the project is
ingsufficient to reduce rents to a level that iz affordable
i to tenants with very low incomes.

5 b. CHSP assistance would be available to participating
projects on behalf of qualified residents only where

a projects meeta all appropriate requirements established
in regulation for the CHSP program.

j 1}. Qualified residents would be income eligible persons
3 who are determined to have multiple functional
disebilities d t procedures set forth

in regulation for the CHSP program.

: 2). Assistance made sqvailable to qualified residents
h in projects assisted under the demonstration would

i be limited to residents occupying not more than
: 30 percent of the total units mede available in
. s project. :

> e

M
o

Assistance available under both prograss would be provided,
urder contract with HMUD, for a period of five years.

Such aasistance would be subject to renewal for up to

ten additional years, upon application to the HUD Secretary.

S e

B. Eligible Projects

- s e

1. Eligible projects under the demonstration program would be

? those which propose to renovate existing properties to provide(
5 a variety of supportive housing arrangements, including

. congregate housing facilities, intended for use by elderly

or handicapped persons who require some degree of supervision

21

i
;
‘?



56

or assistance with activities of daily living, but are otherwise
able to care for themselves.

For purposes of the demonstration program, "supportive”
housing arrangements would include:

a. Congregate housing facilities providing rental units
that say or may not have kitchen facilities; that provide
at least one prepared meal a day in a central dining
area, and which offer a program of services, either
on site or through contract, to meet the need for additional
services by residents.

b. Rental housing facilities with structural features and
limited services intended to provide emergency assistance
and basic support for elderly and handicapped residents.

c. Smaller group homes or shared housing arrangements with
limited supportive services available through staff
in residence or by outside service providers.

Eligible projects must have at least five separate residential
units after rennovation or rehabilitation and may include
common or shared space for use by all residents.

Proposed projects and individual units must conform with
standards of design, fixtures and amenities for elderly
housing required in regulation for rehabilitation projects
under the HUD Section 202 program, except where specific
exceptions may be granted by the Secretary.

Projects assisted under the programs sust involve rennovation
or rehabilitation which is undertaken in an economical msanner
and which does not involve elaborate or extravagant design
or materials (except that special fixtures or equipment
required for use by frail elderly or handicapped persons
would not be considered elaborate or extravagant).

Eligible projects must provide a minimal level of services
for residents required in regulation by the Secretary as
appropriate for the type of housing to be developed.

Eligible Properties

1.

For purposes of the demonstration program, properties eligible
for rennovation or rehabilitation with assistance under

the program would include both existing residential properties
and non-residential properties capable of rennovation for
residential rental housing for elderly and handicapped
persons.

22
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Properties to be assisted under the program must be suitable
for conversion or rehabilitation for residential rental
housing and, in the estimation of the Secretary, capable

of mweeting both local codes and federal program standards
through the proposed program of renncvation or rehabilitation.

Non-residential properties to be converted to residential
facilities may include structures previously used, in whole
or in part, as public buildings., schools, churches, commercial
or office buildings, hotels or motels, hospitals or medical
buildings and other structures considered appropriate for

the purposes of the program by the Secretary.

The Secretary may approve projects involving more than one
property as part of a single application to provide group
residences or shared housing at wmore than one location within
a community or jurisdiction. Each property would have to
meet eligibility requirements and rehabilitation standards
required under the program.

Projects may involve properties included on a national,

state or local register of historical buildings or properties
and must conform to rehabilitation requirements and standards
established by the Department of the Interior and local
historic preservation agencies.

Properties assisted under the program must be owned by the

© wponsoring public agency or non-profit organization or controlled
"by the sponsor through long-ters lease or other arrangement

with a public or private entity.

a. Properties may be acquired by the sponsor either by
purchase, private donation or transfer by a public agency.

b. Project sponsors may acquire long-term control of a
property through lease or use contracts with public
agencies and private entities. The term of any such
lease or contract would not be less than 15 years.

Program Requirements

To be eligible for grant assistance under the demonstration
program a unit of local government must agree:

a. To provide financial or other assistance for a proposed
project, meparate from financial assistance provided
with grant funds received under the program, that is
designed to reduce the cost of project rehabilitation
or rennovation in order to further reduce unit rents
to levels that are affordable to low- and moderate-
income residents.
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1}. Such assistance may include direct financial assistance
in the form of granta, low-interest or deferred
payment loans, interest subsidies or unit rent subsidies:
contributions of property, materials or services;
regulatory relief, including tax abatement; and
and other forms of assistance acceptable to the
Secretary.

2). The amount of assistance to be provided, including
the amount of direct funding and the estimated value
of donated property, services or regulatory actions,
must be at least equal to the amount of grant assistance
received under the program.

To assist in the provision of services within a project
through coordination of program agsistance available
to qualified residents through local agencies.

To supervise rennovation or rehabilitation of a project,
including providing for all necessary inspections, and
to monitor compliance with other program requirements
by project sponsors.

2. Sponsors of projects assisted under the program sust agree:

a.

To maintain assisted properties as rental housing for
ugse by lower-income elderly and handicapped persons

for a -ori~d of not less than 15 years {or for a longer
weraod ox may be required for eligibility for assistance
under state or local programs).

To pass on to residents in the form of reduced rents
the reduction in project development costs resulting
from agsistance received under the program.

To maintain the program of services to residents proposed
in project applications for a period of 15 years, except
where otherwise provided by the Secretary.

E. Eligible Regidents

1. Eligibility to occupy units in projects aasisted under the
demonstration program would be limited to persons--

a.

Age 62 or older, or persons under age 62 who are physically
handicapped.

Are capable of living independently with the support

provided by services generally available to residents
of a project.
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With incomes below 110 percent of the median income
for the area in which a project is located.

2. A minimum of 40 percent of units made available in a project
sust be occupied by persons with incomes below 50 percent
of area median incomse.

3. Not more than 20 percent of the total units available in
a project may be occupied by persons with incomes between
80 percent and 110 percent of area median income.

F. Project Selection

1. The Secretary would lssue proposed regulations, not later
than 90 days following the effective date of enacting legislation,
providing for a competitive grant program administered on
a national basis by FeHA in cooperation with HUD.

2. Units of local government seeking assistance under the progras
must submit applications describing the proposed project,
the project sponsor, anticipated sources of funding and
other information required by the Secretary.

3. In evaluating the merits of competing applications for
assistance the Secretary would be required to take into
congideration, among other things: -

a.

Assessmcrts of need for supportive housing arrangeaments
among elderly and handicapped persons in the area to
be served by proposed projects.

Experience of project sponsors in providing housing
through conversion or rehabilitation and in providing
residential services to frail or disabled persons.

Innovative use of existing properties and original materials.

The adequacy of prop d service plans and sgervice
commitwents by project sponsors and other service providers.

Commitment by project sponsors to continue service to
low-income persons beyond the minimal requirements of
the program.

4. The Secretary would assign priority among eligible project
proposals on the basis of:

The extent to which projects asgist low-income persons,
particulearly persons with very low incomes.
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b. The degree to which the program of rennovation or rehabil-
itation is achieved at the lowest possible per unit
cost.

c. The extent of participation and support for the project
provided by local governmental agencies.

d. The amount of non-federal assistance provided from state,
local and charitable sources of assistance.

5. In selecting from among cowpeting applications the Secretary,
to the extent possible, would provide for the broadest distri-
bution of assistance among types of jurisdictions (county,
city, town, etc.), among geographic regions and among types
of facilities eligible for assiatance.

I1I. PROGRAM SIZE AND COST

A. Anticipated funding for the demonstration programs under the
FaHA rural preservation grant program would amount to $1.5 million
each fiscal year, or §4.5 million for the three-year program.
Appropriations for the program are currently $S10 millon and
are not expected to increase measurably in the near future.
The proposal sets aside 15 percent of this amount annually.

8. Projects assisted under the program would renge in size from
five units to approximately 50 units, with the average project
providing between 1B and 24 units. Assuming that the Secretary
providea assistance to an average of 20 projects each yesr,
the total number of units made available under the program would
total between 360-480 units per year {or approximately 1000-
1400 units over three yesrs).

C. Assistance provided to selected projects from funding set aside
under the FaHA grant program would average $75,000 per project.
However, the Secretary would have authority to provide greater
or lesser amounts of assistance based upon the size of proposed
projects and the proposed program of rennovation. The amount
of assistance provided would be matched (at a minimum) with
assistance provided locally.

D. Assistance provided under HUD's housing voucher progras would
be made available to an estimated 35-40 percent of the units
provided in assiated projects. With a current average cost
per voucher of 84100 per year (which is probably more than would
be needed in most projects), annual costs for vouchers provided
would be between $615,000 and §830,000 per vear. When computed
over the five-year voucher contract period, total budget authority
for housing vouchers under the program would amount to between
83 willion and S4million each year.
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Asgsistance provided by HUD's CHSP program would average less

than 20 percent of residenta in all projects, amounting to between
70 and 100 persons assisted each year. Assuming an average

cost per year of §2160 for assistance to guslified persons under
CHSP (see CHSP cost estiamtes, Part V), assistance provided

under the demonstration program would average between §150, 000

and 8200,000 per year. Total budget authority (computed for
five-year contracts) would amount to approximately 8760,000

and 81 million annually.
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PART I11. REAUTHORIZATION AND EXPANSION OF THE CONGREGATE

HOUSING SERVICES PROCRAM (CHSP)

I. PURPOSE

To reauthorize the Congregate Housming Services Program (CHSP) in a
manner that builds upon the experience and data of the CHSP demonstration
program, permits an "interim™ expansion of assistance iIn anticipation
of broader applicstion In future yesars and provides sasistance to
participants in the congregate housing initistives proposed in the broader
legislstion. This propoaal aeeks to preserve the current structure of
the CHSP program, as a HUD-administered supplementsl assistance program
for qualified reaidents of federallyassiated elderly housing facilities,
while changing only the manner in which aasistance is provided to msake
it wore flexible and to reduce administrative costa.

The proposal rejects other approaches that would make major structural
or administrative changes in CHSP, particularly that of converting it
to a Stateadministered matching grant program. Such an approach might
result in the program being reduced sgain to a demonstrstion status or
merged with other assistance into a broader housing block grant that may
be adwinistered, in many inastances, in a manner that is lesa attentive
to the service needs of frail older perasons.

11. FORM OF ASSISTANCE

CHSP would continue to provide assistance to eligible HUD-assisted
facilities to help defray the cost of providing services to qualified,
functionally- impaired residents. The form of assistance would be changed
in a wanner intended to atreamline administration. If a broad national
program of gervice assistance is anticipated, the detailed, almost
personalized approach in which assistance has been provided under CHSP
in the past muat be made more efficient and sutomatic. Also, participating
facilities need to predict levels of assistance under the program over
a longer period of time. This could be achieved through either of two
forms of assiatance: a service deficit payment attributable to the service
coats of qualified residenta, or s residential service voucher provided
on behalf of qualified residents.

A. Option l: Service Deficit Payments

1. Assistance would be provided by HUD to eligible facilities
to pay costs of mervices provided to qualified residents
which are not met from other revenue sources (resident fee
paymenta, public programa assistance, insurance, contributions
etc.).
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2. The amount of assistance provided would be determined annually
based on projected service budgets submitted to HUD.

3. Assistance would be provided in an amount corresponding to
the excess cost above anticipated revenue attributable to
a qualified resident, up to a maximum amount established by
the HUD Secretary.

4. In determining maximum payments under the program, the HUD
Secretary would take into consideration potential fee payments
by qualified residents and anticipated payment from funding
by public and charitable sources in compliance with program
requirements (see below).

Option 2: Residential Services Vouchers

1. Assistance would be provided as a set payment directly applicable
to the cost of providing services to qualified residents.

2. The amount of assistance provided with each voucher would
be established at the outset of the program (the "base rate")
using data on average costs of service delivery under CHSP.
In establishing the base rste, HUD would take into consideration
average anticipated fee payments by participating residents
and estimated payments from other public and private funding
sources.

3. The base rate for the program would be adjusted annually
according to a nationally recognized index of service costs
selected by the Secretary and would be used both for new
contracts and adjustasent of existing contracts.

4. Total assistance provided to a facility would equal the value
of the voucher multiplied by the number of qualified residents.

AMOUNT OF ASSISTANCE

The term of the assistance provided under contracts by HUD would
be five years under either form of assistance and would be renewable
upon application by the housing sponsor.

The HUD Secretary would establish in regulations. as a percentage

of residents in a facility, minimum and maximum numbers of qualified
residents that can receive assistance, taking into consideration

the minimua number of participants necessary, together with other
sources of payment, to assure the availability of services and
cost-efficient provision of services, as well as the need to preserve
the overall atmosphere of independent living in a facility.
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C. The number of residents assisted in a8 fecility would be determined
by HUD and established in a contract. Aasistance would be assigned
to a facility on behalf of qualified residents sand could be trans-
ferred to another eligible resident in the event of death or
tranafer of an original participant. Any funds not used on behalf
of an eligible resident would be refunded to HUD.

I111. RESIDENT ELIGIBILITY

A. Resident eligibility would be established, as under the current
CHSP program, by determinations of professional assessment committees
that an individual (who ie gqualified by income for residency in
a facility) ies incapable of performing multiple personal activities
of daily living and iz in need of assistance {current CHSP policy
require three or more areas of functional incapacity).

B. The HUD Secretary would establish atandardized assessment forms
and procedures for making determinations of eligibility and provide
guidelines for the composition of professional assessment committees
consistent with current CHSP practice.

C. Preferences for allocating assistance among eligible residents
or applicants may be established and would include:

1. Persons in greatest need of assistance due to determinations
of multiple functional disabilities;

2. Persons living alone without sources of informal support from
a spouse or relatives: and

3. Persons with very low incomes.

IVv. ELIGIBLE FACILITIES

A. Eligible facilitiea include public and non-profit sponsored HUD-
asgisted facilities for the elderly and handicapped (those ausisted
under HUD's public housing, Sec. 202, Sec. 236, Sec. 231, Sec.8
and Sec. 221(d){3) programs) having a significant portion of their
reaident population determined to be potentially incapable of
independent living without appropriate services.

B. Eligible facilities would also be required to:
1. Establish a voluntary professional assessment procedure and

case managesent system either separately or in cooperation
with local area sgenciss on aging or other agency or organization.
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2. Provide a comprehensive service plan capsble of meeting the
service needs of residenta with varying levels of functional
disability.

3. Obtain additional assistance from State and local agencies
and charitable entities to help reduce the cost of providing
services to residents. The Secretary shall establish minisus
acceptable levela of such msatching assistance, taking into
account direct psywents, services and in-kind contributiona,
and shall give priority in allocating assistance to facilities
with diversified and innovative service programs and financing.

V. SERVICE PROGRAMS

Congregate services programa in facilities sasisted under the program
must provide one prepsred meal a day. seven days a week, and must provide
assistance to residents in preparing or securing additional food adequate
for proper nutrition. Programs sust aiso provide, as required by residents,
agsaistance in housekeeping., personal cars, trsnsportation and other services
essential to independent living.

V1. RESIDENT SERVICE FEES

A. Each facility shall establish a schedule of fees for meals and
services that is reasonable and does not exceed actusl costs.
The Secretary shall establish maxisum fees, as a percentage of
income, that CHSP participsnts can be charged for meals, personal
care, housekeeping and other services, and for all combined services.

8. Residents not receiving CHSP assistance may purchase all services
offered in the facility at the full fee minus any assistance for
which they qualify or any assistance aspplicable to all residenta.

C. The Secretary shall encourage cost reduction activities to reduce
fees for all residents, including use of aurplus commodities
programa, group purchasing arrang ts, competitive bidding of
contracts and use of volunteers.

D. The Secretary shall periodically review service fees in assisted
facilities to determine if they are reassonsble and if assistance
is properly used.
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VII. PROGRAM SI1ZE

The proposal provides permsnent reauthorization of CHSP, while
projecting authorization levels for an “interia™ program of three years.
Initial year funding would include replacement of existing contracts in
the 63 current CHSP programs, allocation of assistance for facilities
developed under the various congregate housing initiatives in the proposed

legislation and provision of assistance
(slightly more than the number served
expansion to new programs in existing
succeeding two years the annual level of
but increase incrementally in terms of

applicable to some 2000 residents
in the current CHSP program) for
HUD-assisted facilities. In the
assistance would decline somewhat,
available assistance for new CHSP

programs in existing facilities. The amount of new assistance proposed
for these years remains limited in anticipation of continued budgetary
limitations and only gradual expansion in HUD's ability to process larger

amounts of assistance.

Proposed allocation of expanded CHSP assistance can be summarized

ag follows:

First Year Allocations

a. Replacement of current contracts 2000 units
b. Assigned to Demonstration Programs 2000 units
c. Expansion for New Programs 2000 units

Second year Allocations

Total 6000 units

a. Assigned for Continuing Demonatrations 1000 units
b. Expansion for New Prorams 3000 units

Third Year Allocations

Total 4000 units

a. Assigned for Continuing Demonstrations 1000 units
b. Expansion for New Programs 5000 units

Total for Three Years

32
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VII1. PROGRAM COST

Data from HUD's CHSP evaluation estimate the average federal share
of the comst of providing services under CHSP ss being 86.80 per day per
participant (8204 per month). HUD's analysis criticizes expenses under
the program as excessive, particulerly in the areas of meals and admin-
iatration. In response, HUD revised program requiremsents last spring
to reduce the nusber of required meals from two to one per day. Considering
this change, and the stronger requirements for supplemental sources of
funding to reduce federal costs, it is conceivable that average payment
levels to facilities under either a deficit payment or a voucher approach
would be below this average level. If the amount of assistance, per
participant, were estimated at $6.00 per day (3180 per month) for qualified
participants in a program initiated next year, the initial year costs
of the program could be summarized as follows:

6000 unite of assistance @ $2160 a year

Annual cost 812.96 million
Contract Authority (5 Years) 864.80 million

Assuming a 3 percent inflation adjustment in the amount of the payment
allocated for each participant in each of the two following years, program
could be estimated to be:

Second year--4000 units of asistance @ $2224.80 a year

Annual cost $ 6.90 million
Contract Authority (5 Years) 844.50 million

Third year--6000 units of assistance @ $2291.54 a year

Annual coat 8$13.75 million
Contract Authority (5 Years) 868.75 million

Total Contract Authority (3-Year Program) 8178.05 million

Note on Delivery Options: While the approach of providing deficit payments
for costs of services provided to qualified residents is closest to the
method currently employed in the CHSP program, it is potentially the mosat
coatly. Like the pre-1984 method of reimbursing for costs of Medicare
services, it essentially agrees to pay for any uncovered costs up to a
set limit, offering little incentive for cost control. The fixed payment
method of a voucher may provide incentives for many providers to reduce
costs or seek additional sources of funding. For providers with low costs
it could offer a reward for efficiency which, hopefully, would be converted
into additional gervices to residents (however, this is not always guaran-
teed with fixed-paysent programs). The voucher approach has the added
political advantage of appearing to build upon HUD's experience with
housing vouchers and providing a format acceptable to Republicans.
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PART IV. FEDERAL MORTGAGE INSURANCE INITIATIVES
HONE EQUITY CONVERSION MORTGAGE INSURANCE DEMONSTRATION PROGRAX

I. PURPOSE

Home equity conversion would enable clder homeowners to convert the equity in
their homes into  additional cash resources while they continue to reside in
their own dwellings. Besides permitting the elderly to 1live in familiar
surroundings, home equity conversions can potentially finance home maintenance,
in-home health care or other needed supportive services.

Home equity conversion mechanisms have been used on a limited basis in the
past, but there is now substantial interest in the concept among older
homeowners. However, lenders have been unwilling to offer such mechanisms as a
regular financisl service because they are considered new and untested.
Conventional 1long term mortgages once faced the same problem, but became
generally accepted once federal mortgage insurance was provided.

The proposed hone equity conversion mortgage insurance prograr would encourage
financisl institutions and older homeowners to wuse this innovative mortgage
concept by extending federal mortgage insurance protection to lenders to protect
thex from loss in instances where borrowers outlive the equity in their homes.
It would also provide nurercus safeguards for elderly borrowers including full
disclosure by lenders, required counseling on the various alternative options
available and potential risks and annual mortgage statements.

II. PROPOSAL

The proposed program is identical to the home equity conversion provision
included in H.R. 4 and S. 825, which are now under consideration by the
Rouse/Senate Banking Conference <{ommittee. It would establish an insurance
demonstration under the Pederal Housing Administration (FHA) which would be
authorized to insure up to 2,500 home equity conversion mortgages through
September 30, 19391 on homes that do not exceed HUD's Section 203(h) (2] mortgage
.limits. Insurance coverage would be limited to $67,500 in most areas and
$90,000 in designated high-cost areas.

The proposal would protect participating elderly bomeowners from being forced
to leave their homes by provisions which would defer their repayment obligation
until either after their death or the voluntary sale of their home. Potential
borrowers under the program would be provided information on possible
alternative options to home equity conversion, including other housing, social
service, health and financial options. Full disclosure of all financial
implications of the mortgage transactions would also be required, including any
tax consequences, ahy adverse consequences for their estate or heirs, and
possibilities for assistance or relief from federal, state or local programs.
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III. PROG] COST

3 The proposal would be largely self-financing. The cost to the federal
: government would be confined principally to program adeinistration. Possible
’ insurance losses would be paid from a risk pool funding from premiums paid by
participating elderly homeowners.
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PART IV. FEDERAL MORTGAGE INSURANCE INITIATIVES
MUTUAL BENEFIT MORTGAGE INSURANCE DEMONSTRATION PROGRAM

1. PURPOSE

The program provides federal mortgage insurance for purchases by
low-income homebuyers of qualified single-family dwellings of frail
elderly owners under terms negotiated to be mutually beneficial in meeting
the initial financial obligations of homeownership for the younger home-
buyer and the long-term housing and health care needs of the elderly
owner .

Mutual Benefit Mortgages (MBMs) would be negotiated between an owner
and buyer, with the advice snd assistance of an approved local public
agency or non-profit organization, to permit a beneficial structuring
of the principal financial asset of the elderly owner in a manner best
suited to meet future housing, health and service needs. Since most
homeowners assisted under the program would have multiple functional
disabilities, the negotiated procedure offers protection from fraud or
loss of equity in the sale of their home, particularly in cases where
the owner has diminighed capacity or lacks asaistance from family. At
the seme time, MBMs permit a structuring of payments intended to assist
younger homebuyergs by providing lower payments in the initial years of
a mortgage when anticipated income is lower, or when additional income
is needed to make repairs to the property at the time of occupancy.
Since, insured wortgages would be ownesfinanced, both parties to the
transaction would benefit from the elimination of financing fees, interest
points, legal fees and other potential costs of traditional financing
arrangements.

HUD would be authorized under the program to provide assistance to
low-income homebuyers where it is determined that total homeownership
costs are excessive. Assistance could be provided under one of two options,
either 8) through the current Section 235 homeownership assistance program,
or b) under a special fund established by HUD for the purpose of the
demonstration to provide supplemental assistance when necessary payments
exceed 40 percent of the homebuyers income. HUD would also be authorized
to advance payments to the elderly owner if, during the active term of
the mortgage, the owner should require additional income to meet increased
service or health care needs. Asesistance provided te younger homebuyers
would be funded by the Treasury, while payments advanced to elderly owners
would be recovered in later payments or upon disposition of the property
at the death of the owner or refinancing of the mortgage.

While offering elderly owners the ability to structure mortgage payments
to meet their future income needs, with the optional benefit of accelerated
payments from HUD should their needs increase, the program provides the
elderly owner/seller with a federal guarantee that wmortgage payments
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will be made and any unsued equity from the sale of their home would
be available to their heirs after their death. The arrangements offers
the government a means of assisting in structuring the assets of frail
elderly persons in a manner best suited to meet long-term care needs,
thus avoiding a quick "spend-down” or transfer of assets to qualify for
federal assistance. The program is intended to persit the Ffederal

government to asgist both homeownership among low-income families and
extended care among the elderly at a fraction of the cost of available
assistance programs. The proposal offers the additional benefit to federal

policy of encouraging the most efficient use of the atock of existing
housing.

I1. PROPOSAL

A. Mortgage Insurance Authority

1. HUD would be authorized to insure mortgages executed by local
public agencies or non-profit crganizations on behalf of
qualified elderly homeowners selling a personal residence
to eligible low- and moderate-income homebuyers.

2. Mortgages insured under the program would be held jointly
by HUD and the owner, as co-mortgagees, with financing provided
by the owner.

3. Mortgages insured under the program may not involve a principal
obligation in ‘extess of the maximum dollar amount established
for single-family dwellings under Sec. 203(b}(2) of the
National Housing Act.

4. The local agency or non-profit organization would structure
the mortgage and process applications for mortgage insurance
and homeownership asaistance under guidelines established
in regulation by HUD.

a. Eligible local agencies would include housing authorities,

offices on aging, social services agencies or other
agencies designated for purposes of the progras.

b. Eligible non-profit organizations would include
qualified losw-income housing or elderly advocacy
organizations, sponsors of HUD-assisted elderly housing
facilities or other organizations with experience
providing housing-related assistance to elderly or
low-income persons or with HUD mortgsge insurance
programs.

S. The agency or non-profit organigation would act as the agent
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of the elderly homeowner/seller in negotiating the terms
of a mortgage to assure protection of the owner’'s financial
interests, but would also--

a, Seek to .promcte the interests of the homebuyer in obtainin§
the most beneficial terms possible under the mortgage;

b. Counsel both the owner and the buyer of the financial,
tax and other iaplications invelved in the mortgage trans-
action, as well as the possible benefits and disadvantages
of various options and arrangements.

6. The agency or non-profit orgsnization would remain responsible
for monitoring the mortgage agreement, would be responsible
for disposition of the property in the event of a default
and, under certain circumstances, may retain responsibility
for collecting and tranasferring payment under the mortgage.

7. Where a property is in deteriorated condition and requires
rehabilitation to meet estasblished standards, the Secretary
would also be authorized to insure mortgages executed by
the public agency or non-profit organization, with terms
structured by agreement with the elderly homeowner, where
the agency or organizations intends to make needed repairs
to the property and then resale it to & qualified low-income
homebuyer [a process similar to that currently provided in
the Sec. 235 program. in Sec. 235(j)].

a. The terms provided ' .. i jualitied homebuyer would be
atructured similarly to the original terms negotiated
with the elderly owner.

b. Any additional payments to be paid by the homebuyer to
cover the cost of repair to the property would be incorpor-
ated in the mortgage payment and paid to the agency or
non-profit organization, which in turn, would make payment
to the original owner in compliance with the teras of
the mortgage.

B. Eligible Properties

1. Mortgages insured under the program must be secured by properties
which are either asingle-family dwellings or condominium units
with an appraised sales price not exceeding 90 per cent of
the median sales price for existing housing in the area,
as determined by HUD.

2. Properties must meet standards established by HUD, or sust

be capable of meeting such standards at reasonable cost to
qualified homebuyers. .
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Properties must be owned cutright by the owner, or have minimal
outstanding liens that can be satisfied with the dowunpayment.
HUD would be authorized to make payments to satisfy such liens
where the Secretary:

a. Waives the requirement of a downpayment by the buyer:

b. Determines that the amount of outstanding debt, after applic-
ation of the downpaywment, is minimal;

¢. Determines that the elderly hoseowner requires the income

from the downpayment to pay for immediate housing or health-
related expenses.

Payments advanced by HUD to pay cutstanding debt on a property
would be recovered either by reduction in mortgage payments
to the owner or upon later disposition of the property.

Owners of properties to be converyed with mortgages insured
under the program must:

a. Be at least 62 years of age;

b. Have been determined to be functionally unable to perform
one or more bagic activities of daily living (as determined
under guidelines established for the CHSP program).

c. Require placement in a more supportive residetial environment
[to include congregate housing farilities, assisted living
or supportive group living arrang ts, and extended care
facilities (but not skilled nursing facilities)].

Priority among elderly property owners who apply for assistance
under the program could be given to properties owned by persons:

a. At high risk of institutionalization., but not receiving
adequate supportive services in the home;

b. Who are without a spouse or imsediate family to offer direct
support or to help arrange personal and financial affairs;

c. Who have multiple functional disabilities and are over
75 years of age.

D. Eligible Homebuyers

1.

Individuals or families qualified to purchase homes with mortgages
assisted under the program must have incomes below 120 percent

of area median income and are determined by HUD to be an acceptable
risk for mortgage insurance purposes.
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2. Priority among eligible homebuyers would be given to individuals
or families who are involuntarily displaced from rental units
due to conversions, who are first-time homebuyers, or who have
not owned a home in three yesars.

E. Terms of Sale

1. Total payment due under the mortgage contract [the "amortized
rate”] would be the amortized value of the principal obligation
over a 30-year term at a rate of interest determined by HUD
to adequately reflect the mortgage market.

2. BActual payments under the mortgage would be negotiated between
the property owner snd the buyer., with adjustment either higher
or lower than the amortized rate to meet the needs of the owner,
the buyer, or both parties.

a. Payments above the amortiged rate, either-initially» at
a later time or throughout the mortgage term, would be
permitted where HUD determines: ’

1). The elderly owner requires higher income than provided
at the amortized rate;

2). The buyer is capable of paying higher payments;

3). Additional payments would be reflected in a reduced
term, lower subsequent payments or contributions to
equity.

b. Payments below the amortized rate, either in the initially
period of the wmortgage or with a graduatedd schedule over

a longer period, could be provided to accommodate the lower

initial income of younger buyers or to accommodate the

need to make immediate repairs to the property.

3. Participating public agencies and non-profit organizations
would assist owners and buyers in structuring payment terms
that will provide the greatest possible benefit to both the
owner and the buyer, while seeking to protect the interests
of both parties.

4. The Secretary may require downpayments as part of the terms
of sale of insured properties, which would not exceed 5 percent
of the purchase price, but may waive this requirement, with
the agreement of the owner, when the income of a potential
homebuyer is below 80 percent of median income, or where the
property requires immediate and extensive repairs.
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The mortgage may include a five-year ban on resale or refinancing
of a property converyed with an insured mortgage without the
consent of the owner/seller.

The wmortgage would be assumable upon resale by another qualified
homebuyer.

If the property is sold or refinanced at any time in which
the unpaid balance of any payments below the amortized rate
remain outstanding, the amount of deferred payments, plus any
interest (so-called negative amortization) would be added to
the principal amount due on the property to the owner/seller.

Mortgage Processing and Closing Costs

1.

The cost to local agencies and non-profit organizations of
administering the program, and any costs associated with mortgage
preparation and processing, shall be reimbursed by HUD, under
quidelines published in regulation, in an amount not exceeding

60 percent of total costs incurred by such agency or organization.

Closing costs attributed to the seller (including assessment
fees, inspections, possible realty fees, etc.) would be paid
from the dounpayment or other funds of the owner, or may be
paid by HUD and recovered in later payments or upon disposition
of the property.

Closing costs attributed to the buyer (including taxes, title
fees, insurance, property inspections, etc.) would be paid

by the buyer. Participating local agencies or non-profit
organizations could provide assistance in meeting such costs.

Assistance to Homebuyers

1.

HUD would be authorized to provide assistance to qualified
homebuyers under the program where the Secretary determines
that payments under the amortiged rate. or under any lower
negotiated payment schedule, are exceasive for the potential
homebuyer.

Assistance provided by HUD could be made available under one
of two possible options:

a. The current Section 235 homeounership assistance program
{Sec. 235 provides direct payments to holders of mortgages
on behalf of gqualified h buyers in an t not exceeding
the lesser of either a) the balance of tota]l monthly homeowner-
ship costs (principal, interest, insurance, taxes, mortgage
insurance premium) after substraction of 20 percent of
homebuyer’'s monthly income, or b) the difference between
payments due under the mortgage and an alternative payment
where the mortgage is calculated at an interest rate of
one percent. |
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b. A special homeownership assistance fund created for the
purposes of the demonstration program, under which:

1). Assistance would be provided when total homeownership
costs (principal, interest, taxes, Insurance, mortgage
insurance premjum} exceed 40 percent of the buyer's
income.

2). Assistance would consist of supplemental payments
to the elderly owner/seller on behalf of the homebuyer
up to the amount of the payment due under the mortgage
after application of 40 percent of the homebuyer's
monthly income.

3). Assistance would be provided for 5 years and, with
HUD s approval, could be renewed for an additional
5 years.

1. Advance Paywents to Elderly Owners

If after the sale of a property, the elderly owner should require
additional income above the amount provided in monthly payments
under the mortgage to pay for increased care or service costs,
HUD would be authorigzed to advance payments to the owner for

such purpose.

The Secretary shall determine the level of additional payments
to be made to the owner necessary to meet regular costs of
care or services, or to meet any emergency needs of the owner.

Any payments advanced to the owner would be recovered by HUD
either in later payments on the mortgage once the baslance due
the owner is exceeded, or upon diaposition of the property
upon resale or refinancing.

J. Mortgage Payments to Elderly Owners

1.

The portion of all payments received by Elderly ownera that
represents interest on the mortgage (and that portion of any
additional payments advanced by HUD representing interest}
would be considered income to the owner and would be taxable
under appropriaste provisions of the IRS Code.

The owner's remaining equity in the home, represented by future
payments on the mortgage debt, would not be counted as an

t for purp of determining eligibility for assistance
under HUD programs and, to the extent provided in agreements
with other federal agencies, for eligibility for assistance
under other federal programs.
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The amount of any payment negotiated under an insured mortgage
could not be reduced below the amortized rate to a level that
would qualify the owner, through such reduction in potential
income from the sale, for benefits under Medicaid, 8SI or

a state income assistance program.

Property Disposition

1.

2.

3.

In the event of the death of the elderly homeowner. HUD would
be authorized to:

a. Continue to hold the mortgage and to permit payments under
the mortgage to continue to be made to the owner’s heirs.

b. To sell the mortgage, with continued payments being made
to the owner’s heirs.

c. To permit the buyer to refinance the mortgage, with the
outstanding balance, after adjustment, paid to the owner's
heirs.

HUD would be authorized to recover any funds advanced to the
elderly owner, or paid on behalf of the owner at the time
of the sale of the property, before any continued monthly
payments, or a lump-sum gsettlement of the mortgage, would
be paid to the owner’'s heirs.

1f the owner designates no heirs. or no heirs can be identified,
then HUD, as co-mortgagee, would be entitled to continue receiving
payment under the mortgage.

Program Implementation

1.

2.

3.

The program is intended as a three-year demonstration of:

a. The potential benefits for both buyer and seller of mutual
benef it mortgage arrangements. ‘

b. The potential savings possible under mutual benefit mortgage
arrang ts in comparison to assistance provided in other
forms o low-income homebuyers and physically-impaired
elderly peraons.

The HUD SBecretary would be authorized to insure up to 1000
mutual benefit mortgages under the program in any fiscal year.

The Secretary would have disacretion as to the manner in which

aggistance would be made available under the demonstration,
providing such assistance either:
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a. Through agencies and non-profit organizations located
in metropolitan areas throughout the nation selected by
HUD on the basis of competitive application.

b. ‘Through agencies and non-profit organizations located
broadly throughout not less than five states selected
by HUD aas appropriate for the purposes of the program.

HUD would be requlred to publish proposed regulations for
the program within six months after the date of enactment.

Final rules would be published within nine months of enactment.

HUD would be required to submit to Congress, at the beginning
of the fiscal year following the date of enactment., a report

describing the actions undertaken by the Department to establish
the demonstration program, the rationale for the method selected

to provide assistance under the program, and all actions
to be undertaken to provide public notice of the availability
of asaistance under the program.

HUD would be required to submit annual reports during the
demonstration period providing Information regarding:

a. The nuaber and types of mortgage arrangements insured:

b. The amount of homeownership assistance provided;

c. Asgessments of the savings realized by both elderly owners
and low-income homebuyers under mutual benefit mortgage
arrangements.

d. Estimates of the benefit of mutual benefit mortgage

arrangements in promoting h ship g ¥y g
low-income familiee; and

e. Assessment of potential long-term savings to federal
asssitance programs for the elderly.

Upon the conclusion of the demonstration, HUD would be required

to continue monitoring mortgage agreements under the program
and to provide periodic reports to Congress.

Summary of Program Costs

The principal costs to the federal government under the proposed
demonstration program can be summarized as follows: -

A.

Homeownerhip assistance provided to qualified homebuyers (in amounts
intended to make up the difference between 40 percent of the home-
buyer’'s income and the negotiated payment on the mortgage).
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Payments advanced to Elderly owners in need of additional income
above the amount provided in payments under the mortgage from
future paywents under the mortgage (this would involve the cost
of carrying any advance paymentsz made, or any fee payments made

at the time of the loan closing, until they are recovered in later
payments on the mortgage or upon dispoaition of the property).

Reimbursement of eligible administrative expenses of participating
local agencies and non-profit organizations (up to 60 percent
of such costs)}.

Administrative costs associated with issuance of federal mortgage

insurance (not sffset by mortgage insurance premiums) and with
general program administration and oversight.
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PART V. RENTAL HOUSING VOUCHER PROGI CHANGES

I. PBURPOSE

The proposal would expand and restructure the current BUD rental housing
voucher program to improve allocation of rental subsidy assistance to qualified
elderly renters and to assist the elderly in using such assistance to obtain
houging that is both adequate and appropriate to their needs. The proposal is
intended to address the principal concerns of advocates for the elderly that
the current rental voucher program is oriented principally toward younger
households, that it provides little incentive to expand the stock of affordable
rental bhousing or to make needed improvements in existing units, and that it
offers little help to older, less mobile persons in finding housing that is
both more affordable and more suitable to their needs.

Major changes in the current rental voucher program would include a
doubling of the number of "free standing” vouchers available to assist low-
income renters each year, a specific set-aside of assistance for elderly
persons and joint administration and allocation of voucher assistince set-aside
tfor elderly households by public housing agencies and Area Agencies on Aging.

II. PROPOSALS

A. The proposal authorizes an expanded housing voucher assistance
program that would provide at least 100,000 new uncommitted, or
“free standing" rental housing vouchers annually to qualified low-
income households.

1. The authorization would not include vouchers allocated by the
BUD  Secretary for special purposes, including displacement
assistance, subsidy replacement, demonstration programs and
other uses established by Congress or the Secretary.

2. Rental vouchers provided under the program would have a tern of
five years and could be renewed upon application to BUD.

3. Rental voucher payments would be adjusted annually to reflect
increases in general rental costs.

B. Of the total amount of new uncommitted rental vouchers authorized in
any fiscal year, not less than 40 percent would be reserved for
assistance to elderly individuals or to households headed by persons
over age 62 [This is approximately the level of rental assistance
currently received by elderly persons and households under current
HUD programs].

1. The set-aside of rental vouchers for elderly households would
apply to regional and local allocations of wvouchers as well as
to the npational program {although the Secretary would have
limited
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authority to adjust allocatioéns among areas with unusually high
or low concentrations of eligible elderly households).

Regional and local allocation of vouchers, including the amounts
set aside for elderly assistance, would not include project-
based vouchers allocated directly by HUD to individual housing
facilities as part of special project development programs or
demonstration programs, or for replacement of expiring rental
subsidy contracts.

C. The rental vouchers set aside to assist elderly households in each
locality would be jointly administered by public housing agencies
and Area Agencies on Aging, or where such agencies do not exist by
equivalent local agencies designated for this purpose.

1.

78-541

Public housing agencies would continue to exercise general
responsibility locally for the administration of housing voucher
programs and for processing all documentation with BUD.

With regard to vouchers set aside to assist the elderly,
however, public housing agencies would cooperate with area
agencies in providing information, placement and other
assistance necessary to assure that elderly persons receive
appropriate housing assistance under the program. Specific
areas of responsibility retained by public housing agencies in
this regard would include:

a. Maintaining a 1list of available low-rent housing suitable
for occupancy by older persons, with information indicating
any special features or available services appropriate for
older persons.

b. Providing inspections of available rental properties and
periodic inspections of properties occupied by assisted
tenants to assure program compliance by property owners.

c. Processing applications for assistance {or renewvals) and all
other required documentation with HUD area offices.

Area Agencies on Aging would assist in the administration of
rental voucher assistance reserved for elderly households
through the following activities:

a. Providing initial interviews with elderly persons applying
for assistance, assisting in the preparation of applications
for assistance, subpission of necessary income verification
inforpation and providing general counseling to potential
applicants regarding housing assistance and related services
available within the area.

b, Providing assessments of the physical capabilities of

elderly applicants and any required structural or supportive
service requirements.
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¢. Recommending placement of elderly applicants in the most
suitable units available to accoamodate special housing or
service requirements.

d. Maintaining waiting list of eligible elderly applicants
organized by housing need and priority (as permitted by HUD)
to assure timely and proper placement when vacancies occur.

4. Staff of local Area  Agencies would exercise such
responsibilities as consultants to the local public housing
agencies and as representatives of elderly clients applying for
assistance. While public housing authorities retain local
authority for overall administration of the program, they would
be obligated, to the extent possible, to accept recommendations
of area agency staff in matters relating to priorities for
assistance, housing placement, service requirements and other
recomnendations relating to elderly applicants.

§. Activities undertaken Dby area agencies involving voucher
assistance would be part of broader agency programs providing
housing information and assistance to older persons in the
compmunity.

a. Procedures for authorizing area agencies to provide services
under the program, and to receive reimbursement for such
services, would Dbe established in regulation by the
Secretary in consultation with the Secretary of HHS.

b. The Secretary would provide for training and technical
assistance in HUD programs and procedures for participating
Area Agency staff.

6. The Secretary would establish in regulation a method of dividing
fee payments for the administration of voucher assistance for
elderly households between the two participating agencies,

The rental voucher program would continue to give priority for
assistance to persons with incomes below 50 percent of area median
income. However, in allocating assistance set aside for elderly
households within this priority, additional priority would be given
to persons with wmultiple functional disabilities that inhibit
performance of daily activities and to persons who live alone with
limited assistance or support of family or friends.

Housing considered appropriate for elderly persons assisted under
the program would be units determined to be safe and well maintained
and which provide appropriate access and security for older persons.

1. Such wunits would include single-family dwellings or separate
parts of single-family dwellings, multi-unit rental facilities,
group housing or shared housing arrangements, single room
occupancy hotels and other units considered appropriate by
public housing agencies.
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2. Eligible units would include units in federally-assisted housing
projects not subject to rent assistance contracts {e.g., Section
231, 221(d) projects, etc.} or unassisted units in projects
receiving limited assistance under rent subsidy contracts {e.g.,
Sec. 236 projects).

III. PROGRAM COSTS

Estimated costs of providing an expanded rental housing voucher program
of 100,000 vouchers annually vwould be approximately twice the cost of HUD's
current program providing approximately 50,000 vouchers in the current fiscal
year.

The average amount of assistance provided with each voucher has been
estimated for the current fiscal year as $4,100 per year {520,500 over the five-
year contract period). Current year costs of providing 50,000 vouchers for the
five-year contract period amount to §1.025 billion. At current year estimates,
the proposed 100,000 voucher program would cost approximately $410 million per
year, or $2.050 billion for the five-year contract period.

Administrative fees paid to public housing agencies and, under the
proposal to Area Agencies on Aging, would also be twice the $25 million
appropriated annually for administration of the voucher program, or roughly §50
million each year ($250 million during the five-year contract period).
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PART VI, REFORM OF THE SECTION 202 HOUSING PROGRAM

I. PURPOSE

The Section 202 housing prograe for the elderly and handicapped has been
the federal government's post successful housing initiative. It has provided
approxinately 350,000 units of decent and affordable housing for low-income
elderly and harndicapped persons in more than 3000 projects located in all
parts of the country. The prograe has experienced only one default ip the
nearly thirty years since in inception in 1959 and has fev projects in
serious financial difficulty.

As the federal government's only remaining major housing construction
program, the Section 202 program has come under increasing criticism as being
too costly in its provision of both comstruction financing and costly rental
subsidies. Federal cost containment requirements have made the housing
provided under the program increasingly unattractive to potential residents
and federal regulation has made projects burdensome to administer. The need
for basic changes in this important housing prograe is generally recognized.

As currently structured, the Section 202 program involves a costly and
duplicative financing mechanisp through which BUD extends to project sponsors
a conventional, amortized loan for the full development cost of a project,
then pays off the full principal and interest payments with Section 8
subsidies. In essence, HUD is both making the loan for a project and paying
itself back. This redundant payment scheme absorbs a significant amount of
budget authority in HUD's budget in the vear it authorizes a project and then
requires unnecessarily high annual expenditures (and Treasury borrowing) to
provide Section 8 subsidies over twenty years.

HUD bhas never attempted to address this fipancing problem directly.
Instead, it has sought to cut costs for the Section 202 program by such means
as reducing the size of wunits and the quality of project construction,
manipulating rent schedules and annual rent increases, underfunding project
operations and reserves and attempting to sell project mortgages. While
reducing costs slightly, these actions have undermined the financial
viability of wmany projects, reduced resident satisfaction and threatened the
long-term availability of valuable housing assets for low-income elderly and
handicapped households.

The proposal would continue to provide eligible housing sponsors with
development financing in the form of direct HUD loans, but under
significantly altered terms. Payment on the loan would be deferred for
twenty years, after which it would either be repayable with interest to the
governpent or forgiven over an additional twenty-year period in which the
sponsor  sgrees to continue serving low-income elderly and handicapped
persons. There would no longer be need for the sizeable Section 8 payments,
since rental charges would not reflect the major cost of debt financing
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(which is often as much as 75 percent of Section 8 payments made to Section
202 projects). Instead, HUD would provide operating deficit payments, where
necessary, to cover the difference between rent payments {which would
continue to be 30 percent of income) and a significantly reduced unit rent
based on project operating costs. This would represent a substantial savings
annually from what would otherwise have been required to pay Section 8
subsidies over twenty years.

The reform proposal is also designed to address the design and operating
problems that have plagued Section 202 projects in recent years, encouraging
more innovation in design and services, as well as providing increased
management flexibility. It also proposes to reduce federal expenditures by
encouraging cost-reduction activities and greater cost sharing by state and
local agencies and charitable organizations, by providing increased emphasis
on housing rehabilitation and by encouraging greater financial involvement by
potential project sponsors.

The proposal continues the current orientation of the Section 202 program
of providing housing for elderly persons who are capable of living
independently and of assisting only non-profit housing sponsors. It also
continues the current priority of serving principally very-low-income elderly
and handicapped perscns.

II. FROPOSALS
A. Project Financing

1. The HUD Secretary would be authorized to enter into contracts
with qualified non~profit housing sponsors to  provide
construction financing assistance in the form of deferred-payment
loans for approved project development costs. Such costs would
not included funding for costs attributed to other financing
sources in the project application (see below, Project
Selection).

2. Loans for project financing would be for a term of 20 years,
during which no payment would be required of the housing sponsor.

3. At the expiration of the 20-year term, the Secretary would be
authorized to forgive 1/20th of the outstanding balance of the
loan for every year in vhich the sponsor agrees to maintain the
project for use by low-income elderly and handicapped persons and
to continue other contract agreements required by the Secretary.
The debt would be forgiven in its entirety at the end of 40
years.

4. If after the expiration of the 20-year term of the loan a sponsor
chooses to repay the loan and convert the project to other uses
other than rental housing for low-income elderly and handicapped
persens, the sponsor would be required to pay to HUD an amount
equal to the full amortized value of the outstanding balance of
the loan, plus "negative" amortization on interest on deferred

debt payments.
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Operating Budget and Unit Rents

1.

2.

The Secretary would be required to approve an initial annual
operating budget for each project assisted under the program.

The apnual operating budget would incorporate all "necessary and
reasonable™ costs of operating and maintain a project, including
contributions to operating and replacement reserves.

Unit rents would be established for each project on the basis of
a proportional distribution of annual operating costs among all
units, Adjustments would be made, as currently, for larger units
or for any units having special service features,

Unit rents would be adjusted annually to reflect the most recent
data available on rents and operating costs in the market area.
In approving rent increases, the Secretary would also consider
the level of increase generally anticipated in the incomes of
qualified elderly residents.

Tenant Rent Fayments and Excess Revenue

1.

2.

Eligible residents of a project would continue to pay 30 percent
of adjusted income for rent as currently required.

Rent payments by tenants that exceed the unit rent (as determined
on a per unit allocation of the opersting budget) would be
retained by the project sponsor for the purpose of:

a. ottsettihq deficits elsevhere in the project (other unit
rents, vacancies, unanticipated costs, etc.), or

b. Funding additional operations or replacement reserves as
permitted by the Secretary.

In projects where total rent payments consistently exceed the
project’'s operating budget, particularly as a result of cost-
efficient management, the Secretary could waive the 30 percent
income~to-rent requiresent for tenant rent payments to pernit
lover rent paysents by residents of the project.

Operating Deficit Assistance

1.

The Secretary would be authorized to enter into contracts with
project sponsors to provide operating deficit payments to
projects in which total rent payments are insufficient to meet
annual operating costs, and the resulting deficit is not made up
by other sources of revenue (see below, Project Selection).

a. The amcunt of operating deficit assistance would be
determined by the Secretary and would be attributable, on a
per unit basis, to units occupied by tenants income incomes
below 50 percent of area median income.
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b. The Secretary would have the option of providing additional
operating deficit assistance for units occupied by persons
with incomes between 50 percent and 80 percent of median
income for projects in areas determined by the Secretary to
be high cost areas or which have very lov area median income,
or where warranted by overall project finances.

¢. The total amount of deficit assistance provided could not
exceed the anticipated operating deficit for the year.

d. Operating deficit payment contracts would be renewed annually
and may consist, at the Secretary’s discretion, of payments
made either on an annual, periodic or monthly basis.

For projects experiencing nminimal operating deficits, the
Secretary way, in lieu of providing subsidy payments, permit
admission to the project of elderly or handicapped persons with
incomes between 80 percent and 110 percent of median income
capable of paying market rate rents established by the Secretary.

a. Eligible residents must be determined to required the
services or amenities provided in the project to maintain an
independent life-style.

b. Admission of tenants in this income category could not exceed
10 percent of the total units in a project.

E. Tenant Eligibility and AMmissions

1.

Eligible residents of an assisted project wmust have adjusted
incomes below 80 percent of area median income, except where
othervise permitted by the Secretary (see above Sec. D (2}}.

Not less than 70 percent of the total nusber of units in a
project would be occupied by persons with incomes below 50
percent of area median income.

The Secretary would be required to encourage admission of a2
larger ©proportion of very-low-income residents by wmaking
available sufficient operating deficit assistance to cover all
units occupied by such residents, up to 100 percent of the total
units in a project.

Aditional priority in admission of income-eligible elderly and
handicapped persons would be provided to:

a. Persons with multiple functional disabilities who require the
services available ip the facility to maintaip an independent
living style; or

b. Persons living alone with little or no public assistance or
informal support from family or friends.
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Project Size and Design

1.

Application for assistance would be made by eligible sponsors for
a specific number of units considered appropriate to accommodate
the potential resident population identified in a market survey
(but not more than the total units assigned under the program for
the market area). Distinctions would be made in an application
between single-occupancy and double-occupancy units (instead of
the current designation among efficiency, one-bedroom and two-
bedroom units).

HUD would establish an overall size limitation for a selected
project based on the approved number of single-occupancy and
double-occupancy units, plus common space amounting to 10 percent
of the total proposed floor space of a project.

HUD would also establish overall cost limitations for the project
based upon per unit comstruction or rehabilitation costs for the
area attributable to single-occupancy and double-occupancy units
and multiplied by the total number of approved units.

Within the broad size and cost limitations established by HUD,
the project sponsor would have flexibility to adjust the style or
size of units included in the project as determined desirable to
potential residents in a market survey, except that all units
approved double occupancy must be one-bedroom units. If
determined to improve marketability, the sponsor could provide
increased nuabers of efficiency units, one-bedroom units or
intermediate-size wunits. Additional common space above the 10
percent level could also be provided by reducing the size of all
or some units or, alternatively, a sponsor could seek to enlarge
all or some units by reducing common space.

The Secretary would encourage innovative and attractive design
and allocation of space, except that such design must incorporate
special construction design and service features required by the
Secretary as necessary to meet the needs of the elderly and
handicapped and must not incorporate elaborate or extravagant
design features or materials.

The Secretary would also be required to encourage construction or
rehabilitation in accordance with life-cycle, cost-effective
energy conservation performance standards established by the
Secretary to ensure the lowest total development and operating
costs over the estimated life of the facility.

Project Cost Limitations

1.

In estimating unit cost limitations to determine overall cost
limits for a project to be developed under the program, the
Secretary would take into consideration:

a. The special design, construction and operating features
required to be incorporated in housing for elderly and
handicapped tenants. 54
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b. A reasonable estimate of the necessary costs of designing,
developing and maintaining a project in the market area.

c. The cost of meeting epergy conservation performance standards
required by the Secretary.

2., Unit cost limitations established for projects servinpg elderly
and handicapped households would be distinct from unit cost
determinations applicable to other types of housing assisted by
BUD.

3. The Secretary would be required to adjust unit cost limitations
established for the program not less thac annually, to reflect
changes in the general level of construction costs as measured by
a recognized national index of construction costs [Boeckh's
Index, Dodge Construction Index, etc.] selected by the Secretary
for this purpose, or by a broad index of national construction
costs established by the Secretary for this purpose.

Project Selection

1. In selecting from among eligible project applications, the
Secretary would give priority to project proposals incorporating
ope or more of the following cost-containment features.

a. Proposals to provide housing through rehabilitation of
existing structures where the Secretary determines that
progranm standards carn be achieved through rehabilitation at
lower cost than new construction.

b. Proposals that eliminate or significantly reduce the cost of
land acquisition for a project either by means of donations
of 1land, purchases at substantially below market value, or by
long~term Jlease either from a public agency or from private
owners under ™incentive” zoning arrangements required by
public agencies.

1). Any land provided or obtained must be deeded outright to
the project sponsor, or in the case of a public agency,
may be leased at no cost or minimal cost to the spoasor
for a term of not less than 40 years.

2). Land made available under incentive zoning arrangements,
under which developers convey use of a property for low-
income housing, must be leased to the sponsor at no cost
for a term of not less than 50 years.

¢. Proposals to provide a rental subsidy fund, with financing
provided either by the sponsor, state or local programs or
other charitable sources, or a combination of such sources,
to assist rent payments (up to the unit rents) of low income
residents in a project. Subsidy commitments would be for a
minisup proportion of units and for a duratiop which the
Secretary would establish ip regulation.
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Proposals that provide grants or other assistance to the
sponsor from public agencies, foundations or other charitable
sources to fund project development costs (including project
planning, design, site preparation, legal fees, etc.) which
the Secretary determines are sufficient to reduce federal
long term financing and deficit subsidy costs for the
project.

Proposals involving commitment of funds and services by the
sponsor, other charitable sources or public programs to
provide a program of gervices within the project for the
benefit of low-income residents.

1} Services provided must be in addition to those required
to be incorporated in the structure and routine operation
of the project. ’

2) Services nay include transportation, recreation,
housekeeping, meals, personal care or other services that
may be required by residents either on a temporary or a
continuing basis.

3} Commitments of funding and in-kind services must be
sufficient to meet minimal requirements for such services
{both in terms of amount and duration} established by the
Secretary.

All applications for assistance would have to incorporate at
least one cost-reduction feature in the project proposal to
be considered for assistance under the program. Highest
priority would be given to project proposals incorporating
more than one cost-reduction feature.

Cost reduction priorities would Dot replace existing
priorities for the Section 202 program established by
Congress or the Secretary.

The Secretary could waive the requirement of incorporating
cost-containment features in areas with significant demand
for low-cost rental housing, which have been underserved by
the Section 202 program in the past or which the Secretary
determines to have limited public or charitable sources of
assistance.

PROGRAM SIZE AND COST

The program envisioned by the proposal would be approximately the same
size as the current Section 202 program in terms of providing 12,000 units. of
specially designed housing for relatively independent low-income elderly and
handicapped persons.
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Given the cost-reduction and cost-sharing incentives in the proposal, it
is 1likely that annual budget authority for the program would be considerably
below the $592,661,000 provided for Section 202 in current vyear
appropriations, A conservative estimate of the potential savings in long-
term construction financing under the proposal would be from 15 percent-20
percent of current budget authority, amounting to between $90 million-$120
pillion annually. The actual level of program savings, however, would depend
upon decisions to be wmade by potential project sponsors and the general
availability of non-federal resources.

Considerable savings would also be realized in the change from Section 8
subsidies to deficit assistance payments. Deficit assistance payments would
apply only to units occupied by residents with very-low incomes {(except vhere
otherwise permitted by HUD) and would only cover the difference between what
the tenant pays (30 percent of income) and an operating unit rent, which in
many instances would be 25-30 percent of the level of rents subsidized with
Section 8 payments.

Deficit assistance payments could reduce per unit subsidy costs from the
current average Section 8 payment in Section 202 projects of $556.50 per
month (56,678 per vyear) to as little as $100-$150 per month ($1,200-51,800
per year) for very lovw income tenants, with payments declining substantially
as resident adjusted income exceeds $5,000 a year.

on this basis, it is possible to project expenditures for subsidy
asgistance as approximately $16 million per year for the entire program, and
$320 million during the twenty-year contract period. This represents a
substantial reduction in cost from the $80 million in Section 8 subsidies
provided each vear under current Section 202 contracts, which amounts to §1.6
billion in total expenditure over the twenty-year contract period.

The propesal is designed to produce overall savings under the Section 202
program of approximately $1 billion in combined financing and rental subsidy
assistance over the twenty-year contract term of the program. This level of
projected savings assumes that the Treasury will absorb a large portion of
the construction financing provided under the program to projects which
maintain the low-income character of the project for the full 40-year
period, The proposal has the additional bepefit of providing relatively low
subsidy assistance payments that would be less costly to continue after the
expiration of the twenty-year initjal contract period than the sizeable cost
that will be required to replace Section 8 contracts under the current
Section 202 program that will begin to expire in the mid-1990s.
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FART VII. EXPIRING SECTION 8 SUBSIDY CONTRACTS IN NON-PROFIT HOUSING

FACILITIES FOR THE ELDERLY AND HANDICAPPED

I. PURPOSE

To provide for the renewal of expiring S8ection 8 rental assistance
contracts in non-profit sponsored facilities for elderly and handicapped
persons in order to preserve such housing for use by low and moderate
income residents. The proposal provides differing renewal approaches
for older and never {(post-1974) facilities based on the marked difference
in their subsidy arrangements with HUD. For the former, the approach
is one of minimizing potential cost to the federal govermnment of continuing
assistance while providing additional funding to help upgrade facilities
in need of repair. For newer projects, the proposal attempts to meet
the substantial potential cost of renewing subsidy contracts in a manner
designed to minimize long term federal expenditures and borrowing costs.

II. 1SSUES

It is unlikely that Congress will authorize sufficient funding to
extend all expiring Section 8 rent subsidy contracts in their current
form. To do so would be to add mignificantly to the amount Congress
borriwe annually to fund government operations. One alternative would
be to continue the current administration’s policy of allowing contracts
to expire, offering five.vear housing vouchers where necessary and as
available. The approach is clearly the least costly option for the
Treasury and wmay provide sufficient funds, in the short term, for some
older Sec. 236 and Sec. 202 projects where the loan rstes are low, where
only & portion of the units were sctually subsidized and where "market
rate” renters had been permitted. However, this approach would be clearly
inasdequatd for newer projects that are heavily dependent on Section
8 aubsidies.

The financial and tax incentives proposed in H.R. 4 to encoursge
owners of assisted projects to retain units for low-income use clearly
impractical for non-profit sponsors of Sec. 202 elderly projects. The
financisl i tives prop d are wholly inadequate to replace the current
rental subsidies, while the tax credits and other tax incentives cannot

be used by non-profits (asince syndicstion of a property is prohibited
under Sec. 202).

Non-profit projects require sowe form of continued subsidy to peralt
continued operation for low income tenants beyond the 20-year commitment
period. Some projects may require additional assistance (or deferral
of loan repayments) to permit repairs needed to maintain the property
in sound condition.
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PROPOSALS

Expiring Sec. 8 Contracts in Older Elderly Housing Projects

Assistance would apply to expiring Section 8 rental assistance
(conversion) contracts in older Section 202 and Section 236
projects which hold loan contracts or mortgage subsidy contracts
at low interest rates (Sec. 202, 3%-3.5%; Sec. 236, subsidized
to 1%). have a limited proportion of renters paying “market”
rents, and have a fixed percentage of units receiving Section
8 rental assistance.

With respect to such projects, the Secretary would be required
to provide rental housing vouchers for each unit subsidized
under existlng contract agreements.

Such vouchers would be assigned to the project, not to individual

tenants, for a term of five years, and would be renewable at
the owners request and continued eligibility of the project
for ten additional years. The vouchers assigned to the project,
and any renewals, would not be included in the rental voucher
allocation set-aside for elderly assistance for the market
area in which the project is included (see Housing Voucher
proposals, Part VI).

The Secretary would also be required to provide additional
assistance to qualified projects experiencing long-term operating
deficits that are not corrected with the assistance provided
by rental vouchers, or those in serious need of structural
repair or improvement., Such assistance may be provided through
any of the following actions, or any combinations of actiona:

a. Provide operating deficit assistance under Sec. 201 of
1978 Housing and Community Develop t Act A d ts,
providing operating deficit assistance for “troubled”
"mul€ifamily rental project. (Sec. 202 eligibility for
such assigtance would be provided in miscellaneous elderly
housing amendments, Part 111;.

b. Assign additional housing vouchers to the project beyond
those required to replace units under existing contracts.
The Secretary would be authorized to provide such aasistance
on an annual basis, for periodas of less than five years.

c. Defer all or a portion of s project’'s annual mortgage

payment, where project mortgages are held by HUD (principally
Sec. 202 projects).
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d. Perait projects with units occupied by tenants paying market
rate rents to retain the "excess revenue” from such rent
payments above the base rent for units (rather than returning
this amount to HUD).

To qualify for such assiatance, and to remain eligible for such
agsistance, project sponsors must agree to maintain the low-
and wmoderate-income character of the project, continuing to
serve all existing residents and agreeing to retain the mix
among eligible tenant income groups that had been provided
in prior contract agreements.

8. Expiring Sec. 8 Contracts in Post-1974 Sec. 202 Projects

2,

Aasistance would apply to expiring Section 8 rental assistance
contractas for projecta approved by the Secretary under the
revised Sec. 202 program (post 1974) in which all project units
are assisted with Section 8 aasistance.

With respect to such projects, the Secretary would be required,
upon appropriate appllcation by project sponsors, to forgive
debt repayments on the insured mortgage loan for any year in
which & sponsor agrees to maintain the project for use by low-
and moderate-income tenants. The amount to be forgiven
annually would be equal to 1/20 of the outstanding balance
of the mortgage at the time of application.

The Secretary would be further required to contract with such
sponsors to provide, in place of the full Section 3 subsidy
{which covered debt repayment in sddition to wmost operating
maintenance and reserve costs) an operating subsidy representing
the difference between resident rent paysents (30% of income
+a8 provided in Section 8) and a smaller "operating” rent for
the unit. .

a. _Operating rents sould be established for each unit by the
Secretary upon approval of an annual operating budget
submitted by the project.

b. Por projects with contracts dated prior to October 1, 1981,
the Secretary would continue to permit residence by eligible
tenants capable of paying market . rents, which would be
established by the Secretary. The amount of operating
deficit paymentas provided to the project would be reduced
by any excess revenus from such rent peyments above the
operating rent attributable to the units.
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c. Operating budget deficit paymenta would continue to be
paid for any yesr in which a project’'s mortgage debt
payments are forgiven by the Secretary.

4. To qualify for assistance, and to remain eligible for assistance,
a project sponsor must agree to waintain the low- and moderate-
income character of the project by continuing to serve all
existing residents in the project and to maintain the same
mix among eligible tenant income groups required in prior contract
agreements.

{Nota: The proposal would have the Treasury absorb the cost of the
amortized mortgage debt repayment, either initially for the entire debt
or the annual amount for each year a project iz eligible, and to provide
a greatly reduced subsidy paysent representing a portion of the operating
budget for the project. In technical terma, the cost to the government
would be similar as under Section 8--the cost of debt repayment plus
operations. However, the proposal carries the advantage of reducing
the higher administrative and borrowing costs over time involved with
the much larger Section 8 payments. This would represent even greater
savings should rising interest rates significantly increase the cost
of Treasury borrowing in future years.]

C. Section 202 Operating Assistance Fund

1. The Secretary shall establish a continuing fund to provide
operating deficit payments for eligible Section 202 preojects
receiving assistance under Part B.

2. Funding for the Operating Assistance Fund swould be provided
from wonthly paysenta on HUD-held mortgages for all Sec. 202
projects with Section 8 contracts that have not reached their

+ 20-year expiration. The fund would be established with sortgage
paysents for the first month of the fiscal year following
enactment of authorizing legislation.

3. Amcunts contained in the Operating Assistance Fund sould be
used only for the following purposes:
a. Payment of operating deficit subsidies for projects with
expired Section 8 assistance contracts, as provided in
Part B; and

b. Provision of short-ters, below-market interest rate loans
for property {mprovement to project sponmors receiving.
operating subsidies from the Fund, where the Sscretary
determines that sufficient excess funds exist for this
purpose. The Secretary would perscribe in regulation
the teras and conditions for the loans.
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[Note: The purpose of the Operating Assistance Fund is to set aside
funding in advance to provide continuing subaidy assistance for ’
Sec. 202 projects. This would remove the uncertainty about the availability
of continued subsidy assistance, permit long~term planning and improvement
of projects and encourage most project sponsors to continue serving
lower-income elderly persons for an extended period beyond the expiration
of the Section 8 contract.

The proposal has the added advantage for housing policy of removing
extended subsidy commitments from estimates of “new” funding for HUD
programs in annual budgets and appropriations which could be subject
to across-the-board cuts in budgets or appropriations resolutions.
Funding of the annual subsidy agreements would constitute a technical
transfer between funds, rather than requests for new funding. This
would permit expenditures on behalf of existing subaidy commitments
in future years without visibly increasing the number of new incremental
units assisted by HUD. thus making both new asgistance and subsidy
replacement programs less vulnerable to reduction.

The approach does have the problem of requiring HUD to =set-aside
funding that would otherwise be used in the budget as a receipt to off-
set obligations due on Treasury borrowing to fund the HUD mortgage or
other operations. This would provide a technical addition to current
deficits for the purpose of reducing expenditures and likely deficits
in the wmid-to-late 1990s. While this may be logical, the problem of
reducing current-year deficits may preclude it. An option might be
to divide repayments equally between the Operating Assistance Fund and
HUD'as repayment account to spread the cost out over a longer period.
This approach might require additional Treasury payments to supplement
the Fund in future years.]
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PART VIII. MISCELLANEOUS ELDERLY HOUSING PROGRAM AMENDNMENTS

I. PURPOSE

A number of serious problems in HBUD's processing of new projects or
administration of existing facilities for the elderly and handicapped must be
addressed in any comprehensive elderly bousing legislation. The proposed
amendments to change existing programs or HUD procedures are intended to
rectify long-standing problems relating to calculation of rent increases,
admission policies, unit preferences, tenant rent payments, project repair
and project cancellation policies. Amendments to enhance the standing and
qualifications of administrators of elderly bhousing facilities are also
proposed.

II. PROPOSALS

A. Changes in Calculation of Fair Market Rent Increases

The proposal addresses the problems for owners of Section 202

projects coreated by BRUD's manipulation of the fair market renmt’

calculation process as a basis for adjusting rents (and corresponding
Section 8 payments) and its delay in providing fair market rent
adjustment factors for updating renmts.

It would amend Section 8{c)}{l} to require annual updating of fair
market rents based on the wmost accurate data available to HUD and
adjusted forward to remain current for the fiscal year.

It would also amend Section 8(c){2) to require a separate
schedule of fair market rents and adjustment factors for elderly
bousing facilities which would take into account any additional
"actual and necessary” costs of operating and maintaining facilities
with special features required to meet the needs of elderly and
handicapped residents.

B. )dmissjon Restrictions on Lov Income Persons
The proposed amendaent would change current law to prevent HUD
from restricting all new admissions in assisted housing projects with
Section 8 contracts dated after October 1, 1981, to persons with very
low incomes (incomes below 50 percent of area median income).

It would continue to give priority for admission to very low

income persons, but would permit admission of lov income persons

{incomes between 50 percent and 80 percent of area median income) in
Section 202 projects and other facility-based programs up to a limit
established for each program by the Secretary. Total adaissions of
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low income persons, when combined for all BUD assistance programs,
would remain below the 5 percent level required in 1981 legislation.

Flexible Operating Assistance for Older Section 202 Projects

The amendment would make Section 202 projects, which are at least
15 years old, eligible for operating deficit assistance under the
Section 201  “Troubled Projects” operating subsidy assistance
program. Assistance under Section 201 is provided in amounts
determined by HUD to be necessary to help restore financial soundness
or to maintain the low- and moderate-income character of & project.
Currently Section 202 projects do not qualify for HUD assistance
either for operating assistance or for major repair or renovation.

Reduction in Tenant Rent Payments for Elderly Persons in Efficiency
Units

The anmendpent addresses the increasingly difficult marketing and
financial problems for Section 202 facilities created by HUD's
minimum reguirements and <¢lear priority for efficiency units,
Elderly residents express resentment at paying the same rent {(as a
percentage of income) for efficiency units as for larger one-bedroon
units and either delay entering a facility, where possible, to obtain
a one-bedroom unit or move to one-bedrcom units as soon as possible
after initial assignment to an efficiency.

The amendment would reduce rent payments in elderly projects with
Section 8 rental assistance from the current 30 percent of income to
25 percent of income for elderly or handicapped residents occupying
efficiency units. The reduction in rent would apply to all perscns
occupying efficiency units, not just to persons moving into such
units after epactment.

The proposal seeks to provide sonme element of choice for elderly
residents between putting more of their income into housing {(in the
form of a larger unit) or retaining a larger portion for other uses.

Clarification of Section 8 Shared Housing Assistance Provisions

The amendment would change Section 8(p} to clarify that
assistance provided for shared housing arrangements cannot be
construed as providing a basis for requiring sharing of units by
unrelated individuals in nmultifamily elderly housing projects, or for
creating any priority for admission, either to such projects or to
any type of unit within such projects, by unrelated persons willing
to share a unit.

Limitation on Recapture of Funding Reservations for Section 202
Projects

The amendment addresses the problem created in recent years by
BUD's inconsistent application of a 1984 policy memorandum requiring
cancellation of Section 202 funding reservations for projects where
construction had not begun, or could not soon begin within 18 months
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of the impitial funding reservation. At the time HUD instituted this
policy average processing time for Section 202 projects was 24
months, with much of the delays attributable to processing problems
in HUD's regional offices. ‘These problems continue to stall
processing of projects and threaten cancellation of projects even

though sponsors may have already committed considerable funds to the
project,

The amendment would prohibit EUD from cancelling any Section 202
project reservation prior to 30 months following the date of the
ipitial funding reservation and would provide automatic extensions
beyond that time where the cause of a delay can be attributed to
HUD's action (or imaction) or to legal action involving a project.

Elderly Housing Project Administrators: Status and Traiming

The proposals are intended to elevate the status of elderly
bousing project administrators as a distinct area of specialty within
HUD project management, to assure proper recognition of the
specialized functions and qualifications required of administrators
working with frail elderly and bhandicapped persons, and to enbance
the overall capability of elderly project administrators through
increased education and training opportunities.

1. HUD would be required to maintain a separate designation for
Section 202 project administrators (separate from independent fee
agents) and  establish separate accreditation standards and
procedures for these administrators. HUD would be further
required to provide training opportunities to permit current
project administrators to meet these standards.

2. HUD would be prevented from imposing limits on the level of
compensation paid to administrators of elderly projects which are
based solely on estimates of comparable management costs if
contracted for with an independent fee agent or management
company. In determining the reasonableness of such compensation,
HUD would have to assess whether such compensation is adequate to
attract and retain the quality of full-time management needed to
administer the project and having appropriate experience in
assisting elderly and handicapped persons.

3. BHUD would be required to accept the costs of education or
training in broader issues of aging, long-ters care and service
provision, in addition to traiming im bhousing management, as
allowable administrative expenditures for elderly housing project
administrators and key staff, except that total education,
training and related costs may not exceed two percent of a
project’s annual budget.
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PART IX.- ADMINISTRATION OF HUD ELDERLY HOUSING POLICY

1. PURPOSE

To provide within BUD's administrative structure and procedures a separation
of supportive housing arrangements for populations with specisl needs from other
areas of departmental activity in recogoition of the distinct and specialized
character of such housing arrangements and of the need for staff experienced in
meeting the housing and service needs of elderly, physically disabled and
mentally impaired individuals.

The proposal initiatives the process of enhancing the position of elderly and
handicapped housing programs within HUD and of integrating more closely all
current departmental programs and future ipitiatives directed toward providing
supportive living arrangements for elderly, handicapped and homeless persons.

The proposal also begins the process of integrating HUD assistance for the
functionally-impaired elderly more closely with assistance provided under other
federal ‘and state programs by aeans of improved consultation and coordination
with other federal agencies and regular consultation with panels of experts. For
this purpose, the proposal creates a pational advisory council of recognized
experts ip the fields of gerontology, physical and mental disability and housing
policy to assist HUD in developing and analyzing program assistance for elderly
and handicapped persons.

1I. PROPOSALS
k. QFE 0 L PORT 0

1. There would be created within HUD's Office of the Assistant Secretary
for Housing-FHR Comaissioner a new Office of Elderly and Supportive
HBousing (hereafter referred to as "the Office”).

2. The Office would be headed by a new Deputy Assistant Secretary for
Elderly and Supportive BHousing, who would be appointed by, and
responsible directly to, the Assistant Secretary.

3. The Office would be generally responsible for all programs and
activities within the Department pertaining to housing-related
assistance to elderly, handicapped and homeless persons.

4. The Office would have staff members recomsended by the Deputy
Assistant Secretary, and approved Dy the Assistant Secretary, with
expertise in providing housing for elderly and handicapped persons or
providing services in residential settings. Such staff would include
menbers at the regional offices of the Department to assure
coordination of housing and service programs at the regional level.
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The Office would have the following responsibilities:

a. To administer existing assistance programs within the Departament
for the elderly, handicapped and homeless and any new program
ipitiatives or demonstrations authorized by Congress or the
Secretary.

b. To coordinate assistance provided in other departmental programs
that provide assistance to elderly, handicapped and homeless
persons (including public housing, housing vouchers, mortgage
insurance, etec.}).

¢. To coordinate such programs or initiatives with related housing,
services or other assistance programs administered by other
Federal sgencies or by State and local agencies.

d. To provide for training and technical assistance for HUD elderly
project mapagers and personnel in issues relating to the care of
older persons, including resident physical and mental assessment
procedures and case management procedures, and provide for
trajning in BUD programs and procedures for staff of Area
Agencies on Aging and other agencies who are involved in HUD
Programs.

e. To make recommendations to the Assistant Secretary concerning
research activities, demonstrations and evaluations which are
undertaken or should be undertaken by the Department.

f. To represent the Assistant Secretary with respect to issues or
matters affecting elderly, handicapped or homeless housing before
other government agencies, ipdustry groups, membership
associations, the Congress and the public,

g. To coordinate, on behalf of the Department, the making of an
annual report to Congress relating to housing for elderly,
handicapped and homeless persons (see below, Part B},

The Deputy Assistant Secretary for Elderly and Supportive Bousing
would be designated by the Assistant Secretary within 60 days
following the effective date of emacting legislation.

The HUD Secretary would be required to submit to Congress, by the
first day of December of each year, an annual report on housing for
elderly. handicapped 2nd homeless persoms.

Anpual reports are to include, but not be limited to, the following:
a. A description of all programs and actions (with corrcspondiné
costs} undertaken by the Department in the proceeding fiscal year

with respect to assistance provided to elderly, handicapped and
homeless persons.
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A description of additional actions undertaken or scheduled to be
undertaken (with astimated costs) in the current fiscal year.

An analysis of the effectiveness of such programs or actions in
reducing institutionalization or promoting deinstitutionalization
among elderly and bhandicapped persops: in reducing rates of
homelesaness; and in providing cost savings for other federal
prograss.

An assessment of market conditions pertaining to suitable housing
alternatives for elderly and handicapped persons, including
estimates of availability and demand for such housing.

Recomaendations for legislation, regulations, research or other
needed actions pertsining to housing and assistance programs for
elderly, handicapped and homeless persons.

DYISOR SING

The BEUD Secretary shall establish (as provided in Sec. 7(1) of the

Act of 1965) an Advisory Council on Elderly and Supportive

Housing to assist in the development of departasntal policy and
initiatives relating to housing assistance for elderly, handicapped
and homeless persons.

The Advisory Council would consist of not less than ten persons, at
least half of which should be representatives of organizations
representing the housing and broader assistance interests of elderly,
handicapped or homeless persons. Additional members should include
individuals with recognized expertise in fields of geroatology,
physical or mental disability, housing developaent and finance,
service delivery and social welfare policy.

The Advisory Council would evaluate current departmental programs and
regulations, and would propose or analyze recommendations for policy
changes or program initiatives,

The Assistant Secretary would solicit recommendations for individuals

or

organization representatives to serve on the Advisory Council, and

would be required to designate members to the Advisory Council not
later than 120 days following the effective date of enacting
legislation.
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AFL-CIO Proposed Housing Program

I. Housing for homeless families

2.

In order 10 meet growing needs for shelter by hometess families with children, who are
often housed in hotels, at great public expense, an alternative method that would
probably provide more suitable shelter at less public cost is proposed.

That would be a program of federal grants equal to 50 percent of cost of federally
approved low-cost shelters, with states to contribute at least 25 percent of the cost
and the balance to come from local governments, The shelters would have to include
low-cost private units with bathroom and minimal cooking facilities.

Low-rent housing needs

(a)

(b}

Preservation of present stock of public and private low-rent housing

There are approximately one million rental housing units in privately owned
projects whose use is currently restricted to low-rent occupancy, with federal
subsidies, under a contractual agreement which will expire in coming years.
Contract expirations will occur between now and 1995 for about 332,000 such
units that were built under Federal 221(d)}(3) and other Below Market Interest
Rate and Section 236 programs. There are another 728,000 units, under Section
8, that have contract expiration dates ranging between 1995 and 2025. Many
project owners may find it profitable to discontinue low-rent occupancy after
the restricted use contract term expires, in order to modernize and rent the
apartments at high rents; or convert the units to condominiums; or, where the
land has become valuable, to sell the property to someone who would demolish it
and rebuild for commercial use. In order to keep these projects in low-rent
housing use to the greatest extent possible, the Congress should authorize
extension of contracts for subsidized occupancy restricted to low-rent use. As
an added incentive to owners to accept such contract extensions, there should be
government intermediate-term loans available for major repairs and equipment
renewal where it is needed.

Increased construction of new public housing and continued use of old projects

The stock of some 1.3 million public low-rent housing units, most of which were
built when construction costs were much lower, is a valuable national asset
which should be preserved for low-rent use. Even where modernization
requirements entail additional federal financing, the public housing projects, for
the most part, entail the lowest subsidy costs for housing low-income people.
That will be true especially for those projects on which the mortgage bonds have
been paid off. There are now many projects in that status among those owned
and run by 3,200 local public housing authorities. After the 40-year bonds have
been repaid, with the help of federal subsidies, a local authority may sell a
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2.

project. In addition, the Reagan Administration has undertaken a demonstration
program of sale of projects to tenants. Any sales, whether to tenants or to
others, depletes the economical permanent stock of public units to meet low-
income needs.

The growth of unmet low-income housing needs is reflected in the growth of
homelessness, which increased as the construction of subsidized low-rent housing
was reduced to practically zero. It is essential that there be a return to
authorizations for 50 to 100 thousand public housing units a year.

Lease private units for 5 to 15 years in local markts which have a better than
3 percent vacancy rate of the size (number of bedrooms) of units needed.

There are some rmarket areas where there are very high vacancy rates in private
rental housing. In such instances, where the unit size mix is appropriate to meet
local needs and the rents are relatively comparable with the monthly cost for
newly built housing, leasing of units under Section 8 should be the program
vehicle. For that purpose, Congess would have to authorize increased Section 8
funds.

and moderate-income elderly and non-elderly housing needs

Continue the Section 202 program of direct government foans to non-profit
sponsors of housing for the moderate-inCome elderly and handicapped on an
expanded basis.

In addition, authorize a parallel program of loans to non-profit organizations to
provide rental housing for non-elderly occupants whose incomes are too low to
support payment of market rents. Financing for such housing could be provided
under a "special assistance" program, described in number 6, below.

4. Moderate-income homeownership assistance

{a)

(b

Enact and increase support of the Nehemiah housing opportunity program (which
may be enacted in the pending 1987 housing act); this program for non-profit
sponsors -~ modeled after the New York City Nehemiah program and the similar
Boston program projects sponsored by the local Bricklayers and Laborers unions
-~ would allow 3 $15,000 government second mortgage, repayable only when the
house is sold; in the New York and Boston projects, there have also been city
land ccntnbutmns, the extent of local land contnbutnon would be a factor in
project selection under the federal program.

For moderate-income homeownership (with incomes not in excess of 130 percent
of median income) expand the existing but largely dormant Section 235 program
which requires owner debt service payments equal to the lower of either
25 percent of income, or what the mortgage payments would be with a
9% percent mortgage.
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Farm housing programs should be continued; and to the extent that new programs are
made available in urban areas, there should be parallel provisions adopted for farm
housing programs.

Private non-elderly low- and moderate-income housing should be financed through a
government "special assistance” mortgage portfolio against which participations are
sold.

It would be a vehicle to finance moderate-income, non-elderly housing needs of
households with incomes above eligibility levels for public housing; housing projects by
non-profit sponsors for non-eiderly; and authorized farm housing and moderate-income
homeownership assistance programs for people who still have an affordability problem
and are ineligible for subsidized low-income programs. The program might be
operated by either the Government National Mortgage Association (Ginnie May), or a
special new government agency created for the purpose, or for a fee by the Federal
National Mortgage Association (FNMA) as a designated agent of the government,

Under the program, households with incomes that are below a private housing
affordability level would be eligible for "special assistance™ homeownership loans or
for occupancy in rental buildings financed with a "special assistance™ mortgage. The
mortgages would be avaijable to finance only new construction homes or projects that
have sale prices or rents below the median for new housing built in the local market
area during the preceding year. Income eligibility and maximum sales prices and rents
would all be established by HUD/FHA. All eligible mortgages would be either FHA-
insured, VA-guaranteed, or insured by Farmers Home Administration. The mortgage
interest rates would be established by HUD/FHA but under a statutory formula that
covered the current yield on 30-year Treasury bonds plus an allowance of a fraction of
one percent to cover administrative costs to the government and permitted loan
origination costs, including a lenders fee of up to a stipulated amount or percentage of
the loan amount. Loans could be made by approved FHA, VA, or Farmers Home
Administration lenders who could then sell the loans at par to the government for
inclusion in the "special assistance" portfolio. The government would from time to
time sell participations in the portfolio to recoup the funds.

Since all the loans in the portfolio will already be insured or guaranteed by a
government agency, there would be very little, if any, additional costs in placing a
guaranty on the participations. In fact, if the participations are guaranteed, they
might be sold to yield slightly less than the mortgage portfolio, to cover the
administrative costs and provide additional insurance against losses.

HBS:ehb
9/17/87
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L. NATIONAL HOUSING NEEDS

) 'ln the United States the housing stock meets high standards, and has
improved enormously over the years since World War II. Meanwhile, a growing and
mobile population has been sheitered in housing that surpasses the standards in
much of the rest of the world. Nevertheless, there are still 24 million occupied
ownership and occupied rental units, representing almost 30 percent of the entire
ﬁational housing stock, which are either substandard, crowded, or overly costly to
their occupants. There are almost 3 million households who live doubled up with
others, and there are large numbers of homeless people,

Home ownership has become a widely held status in the United States over
the last several decades, giving millions of people an important economic stake in
society. Nevertheless, in recent years, home ownership has been more difficult to
achieve for many, due to adverse and uncertain economic conditions, and the
percentage of all households owning their homes has declined. Young, first-time
potential home buyers have been particularly vulnerable. Their ability to buy
homes has declined.

While, for many decades, housing improved both in quality and quantity,
along with the generally rising living standards of the people in our industrial
society, things may now be turning around for the worse for many people,
especially those at the lower income rungs of society who are not sharing the
prosperity of society at large. This decline in living standards is reflected in
worsening housing conditions for the low income stratum of society, including

minorities, some of the elderly, handicapped, female-headed households, and

others.
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24 MILLION WITH HOUSING PROBLEMS

Based on its most recent comprehensive housing data, the Department of
Housing and Urban Development {HUD) estimates that about 24 million households
{29 percent of the total) have housing problems of one kind or another. Fourteen
million, a disproportionate number of them renters, occupy units where there is an
excessive cost burden. Renters are considered to be cost burdened when paying more
than 30 percent of income for gross rent or housing expenses.

Another two million are in crowded housing units. A crowded housing unithas
over | person per room used for living purposes, excluding bathrooms, halls,
pantries, and so on.

Another 8.9 percent of the entire housing stock, about 7.5 million units, are
physically inadequate, based on a number of measures of physical condition,
including defects related to plumbing, kitchen, maintenance, public hall, heating,
electrical equipment and sewage.

Thousand Units

Occupied Housing Units 84,842
Excessive Cost Burden 14,425 17%
Crowded 2,230 3%
Inadequate 7,561 9%
Total with housing problems 24,216 29%

Note: The table categories are seen as mutually exclusive, although some
units may have more than one characteristic as shown on the table. The
inadequate units include some cost burdened and crowded units. The
crowded and cost burdened units are all physically adequate, however.

Source: Housing Production in 1982 and 1983 and the Stock of Housing in
1981. Tables E-9, E-10. April 1987. Office of Policy Development and
Research. U.S. Department of Housing and Urban Development.
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SEVERELY INADEQUATE HOUSING

A smaller_number, 2.9 million or 3.4 percent of the total occupied units, is
classified as "severely inadequate.," Many of these 2.9 million units are more likely
than those classified as "inadequate" to need actual replacement, rather than
repair. In addition, over half of these severely inadequate units are occupied by
bersons of very low income.

Who lives in severely substandard housing? Looking more closely at the 2.9
million units of the housing stock which are severely inadequate, it is clear that
substandard housing is a social safety-net issue. Renters, the poor, minorities,
women who are heads of households, and the elderly are more likely to be
occupants of this worst housing than the entire population at large.

For example, blacks make up 9 million households or Il percent of the
total number of 85 million households living in housing units. Yet, blacks cccupy
800,000 or 28 percent of the total of 2.9 million severely inadequate units. This
dimension of housing need, showing the relative occupancy of severely inadequate

housing by households of different characteristics, is shown in the table below.

Household Share of severely
Characteristics Share of all housin inagthe housing
{percent) percent

Renters 35 59

Very Low Income 27 57
Hispanics 5 9

Blacks 11 28

Female Head Households 28 36

Elderly 21 24

Source: Based on tabulations contained in Housing Production in 1982 and 1983
and the Stock of Housing in 1981, Tables E-9, E-10. April 1987. Office of

Policy Development and Research, U.S. Department of Housing and Urban
Development.
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THE HOMELESS AND THOSE DOUBLED UP

In addition to the problems of excessive cost and physically inadequate
housing, there are significant numbers of homeless people in our society, and those
who are potentially homeless, living doubled up with relatives or other#. These
peo#le include people deinstitutionalized from mental hospitals, the unemployed,
and others who can't find permanent homes, as well as those who are working, but
who can't afford housing of their own and live with others. Some of the Jatter are
young people who cannot begin their own independent lives since they cannot
afford the high cost of housing.

Estimates of the number of actual homeless vary considerably, although
there seems to be wide agreement that the number of homeless is increasing, and
that the {facilities and other resources available to serve the homeless are
inadequate. Estimates of the number of homeless range from a 1983 U.S.
‘Department of Housing and Urban Development (HUD) report, citing 250,000 to the
figure of 2 to 3 million, cited by the National Coalition for the Homeless, based on
recent surveys.

As the Committee for Food and Shelter recently noted, "General
observations about the nature of the homeless population point to the varied
backgrounds and characteristics of the population. Perhaps the only common
element in their lives is the fact of their homelessness. The homeless are no longer
only the Skid Row bums and the Bowery alcoholics. They are white, black, Asian,
Hispanic. They are migrant workers and immigrants. They are families with
children and they are runaway children. They are the unemployed, the working
poor, the underemployed working in temporary or part-time jobs at minimum wage.
Most have no health benefits. They are battered women, the elderly, substance

abusers, and the chronically mentally ill.*



gy

VN

e

111

-5

There are a growing number of hidden homeless people, sometimes referred
to as "couch people,” since they are doubled up with friends, acquaintances, or
relatives.

. Earlier this year, for example, it was estimated that there were perhaps
100,006 doubled up families, including up to 200,000 children, in New York City
alone,

Such estimates are backed up by national population statistics published by
the U.S. Census. The census has found, for example, that there were 505,000
unrelated subfamilies living with others as of March 1986. There were over 2.2
million so-called related subfamilies, such as young couples living with parents, and
mother-child families living with relatives. Altogether, there were over 2.7 million

related and unrelated subfamilies. This number had roughly doubled from 1.4

‘million such families ten years earlier in 1976.

The number of doubled-up families, which grew by about 100 percent over
thé decade, grew much faster than the number of all households, which grew by
only 2! percent over the same period. This is a problem which is becoming more
serious. The number of unrelated subfamilies was a particularly fast growing
group, as was the growth of the mother-child group, retlecting the growth in the

number of the poor in the country, and the growth in the number of households

headed by women.

March 1986 March 1976

Tthousands) {thousands)
All Households 88,458 72,867
Unrelated Subfamilies 505 i89
Related Subfamilies 2,256 1,190
Total Subfamilies 2,761 1,379

Source: U. S. Department of Commerce, Bureau of the Census. Series p-
20, No. 412, Issued November 1986,
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An additional indicator of the shortage of housing for the poor is the
existence of long waiting lists for assisted housing, reflecting the growing number
~of the poor as well as the reliance on the existing low-income housing stock to
shelter those in need of housing and the related curtailment of production under
government assistance programs.

A Council of Large Public Housing Authorities survey done in the middle of
1986 showed that in a few places, the number of households lining up for public
housing actually exceeds the number of units in the whole public stock: for
exampla, New Orleans rents out 13,000 public housing units and has over 21,000
households waiting in line for them. More commonly, according to the Council,
there is a several year wait for units, given the historical turnover rates, as
indicated by the following data on numbers of units and applicants on waiting lists.

WAITING LISTS FOR PUBLIC HOUSING

Waiting Total Units
Akron 1,720 4,784
Baltimore 13,875 17,679
Buffalo 3,039 5,069
Chicago 54,000 49,155
Greensboro 1,177 2,220
Philadelphia 8,400 20,580
Pittsburgh 2,957 9,850
Sacramento 2,755 2,791

Source: Council of Large Public Housing Authorities
telephone survey, July 1986,
The National Association of Housing and Redevelopment Officials
(NAHRO), in the May/June 1987 issue of its official publication, estimated that
more than a half million families may be on the nation's assisted housing waiting

lists.



o & Gty g

b

e i o

kst g st

LY

e e

113

T

This figure includes families waiting for public housing units and Section 8 housing

ald, according to NAHRO.

L. THE PROBLEM OF AFFORDQNLITY

Increasingly, in recent years, more and more people have had a problem of
affording decent housing. As noted in the previous section, the problem of run-
down, unsanitary, and unhealthy housing has by no means been completely licked.
A big culprit is now affordability. A growing share of renters pay too much for
housing. Potential home owners have had problems in purchasing homes due mainly
to the high interest rates and high costs in some areas during the decade of the
1980s.

So?ne successful program approaches have been developed to address the
problem of encouraging home ownership for moderate income people, even in very
high cost areas, and for providing decent rental housing to meet the shelter needs

of lower income people.

MODERATE INCOME PEOPLE AND HOME BUYING

Home mortgage interest rates have declined from the peak levels of the
early 1980s, making homes more affordable to many would-be purchasers. It can
be estimated that for each one percentage point drop in interest rates, between
one and two million additional families become capable of atfording a home, all
other things being equal. Mortgage interest rates dropped from the 15 percent
range in 1982 to the 10 pefcent range last year.

The gain in affordability from lower mortgage rates, however, has been
partially offset by a rise in the price of bomes, including rapidly rising land prices.

New home prices, for example, rose by 9 percent during the low inflation year of

i
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1986; putting the purchase of a home out of the range of many. Affordability was
further hurt by the runup in mortgage interest rates beginning in the Spring of this »
year. Commitment rates on conventional mortgages jumped by over ’one
_percentage point between March and May of this year. In additjon, this year
inflation has resumed a significant rate of increase, so that average weekly
earnings adjusted for price changes, have been about one percent below a year ago.
Consequently, home affordability has been reduced and the seasonally adjusted rate
of new housing starts has declined significantly.

At the present time, the purchase of a home is a difficult accomplishment
for many families on limited incomes, in view of the still-high level of mortgage
interest rates, and the rising prices of homes. Young, first-time home buyers are
particularly at a disadvantage, in view of their limited incomes.

'This July 1987, the median price of a new home was $107,000 nationally. i
a"young family of modest income were trying to buy a home, they would have
difficulty.

H, for example, a family wanted to buy a $90,000 home with a fixed rate
30-year mortgage of $72,000, (equal to 80 percent of value) at 10.5 percent
interest, first they would need a down payment of 518,000, Then they would need
an annual income of about 545,500 to pay the monthly mortgage debt service and
the related expenses of home ownership including hazard insurance, real estate
taxes, maintenance and heat, and utilities with 25 percent of their income. I they
devoted one quarter of income to the purchase, only about | in & families could
afford to make the $947 monthly payments, and they are already likely to have a
house which meets their needs. In 1986, the national median income was over
$29,000. Although nominal median incomes are higher than they used to be,

younger families, first time buyers, are still more likely than others to
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have incomes in the lower ranges and thus are less likely to have the incomes
needed to afford homes.

‘ Thus, at present there is a gap between what moderate income home
buyers can afford to pay and the cost of home ownership. It is no wonder, then,
that younger households are increasingly finding themselves priced out of the
market. In the course of the 1980s, the rate of home ownership for the population
at large has declined, due to the severe recessionary economic conditions, lagging
incomes, high interest rates, and weak economic growth. After World War 1I, the
rate of home ownership rose steadily in the U.S, until the 1980s. The ownership
rate, however, has been declining steadily since 1980-81 when it w.as between 65
and 66 percent. In the first quarter of 1987, 63.8 percent of all occupied housing
units in the U.S. were occupied by their owners. According to the latest

government housing survey, there are almost 85 million occupied housing units in

" the nation. If the home ownership rate were only 2 percentage points higher than

at present, roughly one and one-half million more households would own homes.

The home ownership rate of younger families has particularly suffered
during the 1980s, as can be seen in the attached table on home ownership rates.
For example, the ownership rate of householders between ages 30-34 declined

steadily from 59.3 percent in 1981 to 54.7 percent in 1985,

BRIDGING THE OWNERSHIP GAP

Two important programs show how the moderate income home ownership
cost éap can be bridged: th? Nehemiah program in New York City, including
similar programs elsewhere, and the successful Section 235 home ownership

assistance program.
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The Nehemiah program in New York City combines a variety of subsidies
to bridge the cost gap for moderate income home buyers in a high cost geographic
area. A partnership of private and public sector participants provided a variety of
types of assistance, including land and part of the financing, to reducthhe costs
which lower income buyers must bear to achieve home ownership. A local not-for-
profit sponsor formed by church groups and public agencies at the state and local
levels to produce the needed housing. The Federal housing authorization legislation
for 1987 contains incentives to encourage this type of approach in the hope that it
can be expanded and replicated in other places outside New York where there is
need for housing, but little in the way of financial support.

Federal assistance has sometimes served to partially support such efforts
to encourage home ownership by way of not for profit entities, although in indirect
ways. The provision of land at below market prices by municipalities, for example,
has sometimes been a crucial ingredient for success.

In the high cost area of Boston, the Bricklayers and Laborers unions formed
a nonprofit housing company to build home ownership housing for lower income
people, using land provided by the city and based on loans from a local bank which
holds union pension funds. The $69,000 houses had 2 bedrooms, bay windows, living,
and dining rooms with |l-foot ceilings. Another partnership project with the city
is being built in the Charlestown Navy Yard area. k

During the 1970s the Section 235 program of home ownership assfstance,
* which was authorized in 1968, operated to provide hundreds of ﬂ\ousar;ds new and
existing houses to lower income families. From fiscal 1969 through fiscal 1976, for .
example, production under the original Section 235 program totalled almost
400,000 new and substantially rehabilitated units, of which 390,000 were new units

and the remainder were substantial rehabilitations, according to the Tenth Annual
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Report on the National Housing Goal published in 1979, In each of fiscal years
1971 and 1972 there were a total of over 100,000 Section 235 new construction unit
reservations. Under the Section 235 program lower income home buyers were
provided with interest subsidies on private loans insured by the government.
Federal subsidy substantially reduced the monthly payments they made. The down
payments were small and the amount of monthly payments to principal and interest
were limited to 20 percent of income. As income rose, the subsidy was reduced.

The existing home program was the subject of some problems during the
early 1970s and was subject to a moratorium as to new commitments under the
Nixon Administration. It was reactivated in October 1975 with the release of
contract authority to subsidize additional units of single-family housing and
condominiums. The reactivated Section 235 program differed considerably from
the old suspended program in several respects to eliminate the problems that arose
under the original program. However, the overal! goal remained that of widening
home ownership opportunities for those somewhat below the level that could
ordinarily otherwise become homeowners (95 percent of geographic area median)
remained.

Important changes in the program included adjustments in income
eligibility requirements; higher downpayment requirements; site [imitations
permitting no more than 40 percent subsidized units in any subdivision to avoid
concentration of subsidized units; a reduction in the maximum amount of subsidy
involved; and deletion from program eligibility of existing units not undergoing
substantial rehabilitation.

Statistics gathered covering activity under the revised program for fiscal
1978, and published in HUD's 1978 Statistical Yearbook, showed, for example, that
Section 235 served a diverse range of racial and ethnic groups. 67 percent of

mortgagors for the year were whites, not of Hispanic origin. The rest were blacks,

American Indians, Alaskan Natives, Asian or Pacific Islanders, Hispanics and
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others. For the year, about 50 percent of the new homes under the program were
in ur!;an locations. 47 percent were in suburban locations; the balance of about 2
percent were in rural areas. HUD statisticians classified 96.! percent of the
structure as being of excellent condition; 3.8 percent were in good condition, Low
down payments have made the program accessible to lower income buyers. The
average loan-to-value ratio was 92.3 percent, showing that down payments in
general amounted to about 7 to 8 percent.

The program was further restructured by the 1983 Housing and Urban-
Rurél Recovery Act which, among other things, set up a revolving fund financing
mechanism and authorized program activity based on a !10-year interest reduétion
subsidy. Under the restructured program, homeowners are required to contribute a
minimum of 29 percent of adjusted income toward monthly mortgage ﬁayments.
Assistance payments are calculated on the basis of the difference between the
‘current FHA maximum interest rate and a minimum of 4 percent.

Actual approval of additional Section 235 units never achieved the levels of
the early 1970s and the program has languished in recent years, despite the
significant program modifications adopted to help the program operate more

effectively. There is no new reservation activity projected for 1988,

RENTAL HOUSING FOR LOW INCOME PEOPLE

Critics of the Federal programs designed to produce rental housing for low
income people point to the large number of people paying a disproportionate share
of income for housing as evidence that affordability and not availability is the main
problem in rental housing. Further, critics point to the high rental vacancy rate at
present as evidence that there is sufficient rental housing to meet lower income

peoples' needs. These arguments are true up to a point, Rental housing needs in
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areas where there is a large supply of vacant housing can be met through existing
housing, provided that sufficient assistance through such programs as Section 8 and
housing vouchers is available. To meet tight area needs, it will be necessary to
build ‘public housing and Section 202 housing for the poor and those with special
problems, since the private market fails to meet these needs and since the
resources of states and localities are insufficient to properly address these
problems.

It should be pointed out that rental housing is not as widely available to
lower income people as is generally supposed despite high vacancy rates in rental
housing for the nation generally. .

The rental vacancy rates for the second quarter 1986 and the second
quarter 1987, 7.5 percent, were higher than any second quarter since 1967. The
comparable second quarter rate was 5.0 percent in 1931 and 1979, These were low
points.

At the present time, rental vacancy rates in many instances are Jower than
the 7.5 percent national average. In the Northeast region, for example, where the
rental vacancy rate is 4.0 percent, there would be far less choice in seeking rental
accomodations than in other parts of the country. So too, it would be difficult to
find rental units in larger apartments, and units with low rents. The rental vacancy
rate for 6-room units is 3.4 percent. It would be easier to find rental units in the
South, where rental vacancy rates are 10,6 percent, due, in some instances, to
overbuilding and in some other instances, to hardships based on the collapse of oil
prices, and problems stemming from the agricultural sector. More abundant would
be higher rent units, smaller units, and units lacking some plumbing facilities,

according to vacancy rates for these types of accommodations. The rental vacancy
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rate of units renting for more than $500 per month is 9.7 percent. This can be seen

in the statistics in the selected categories in the table below.

Selected Second Quarter 1987
Categories Rental Vacancy Rate
United States 7.5
Northeast 4.0
South 10.6
Inside Metro Areas/with all plumbing - 7.1
1 and 2 rooms in unjt 10.9
S-rooms in unit 5.0
6-rooms in unit 3.4
Rent $100-5149 4.9
Rent $500 or more 9.7
Lacking some plumbing facilities 13.9

Source: U.S. Department of Commerce, Bureau of the Census.
Current Housing Reports. Housing Vacancies, Second Quarter 1987.
H-111-87-Q2.

M. THE NEED FOR SUBSIDY FUNDS

At the present time, a number of housing needs for those of lower income
in the United States are going unmet.

Young families are increasingly finding themselves shunted aside, and not
allowed to share in the American dream of home ownership. The middle ‘class may
no longer be the open, growing, property-owning segment of society that it has
been in the past. Rather, society may increasingly be more polarized and home

ownership a less democratic and widely-enjoyed status than is desirable.
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The housing available for the poorest citizens is insufficient to meet their
needs. Resources should be allocated in the future to meet the needs of these
p?ople. There is a need to deal with the potential growth of the homeless
population suggested by the large number of households who live in government
assisted units who are in danger of losing their apartments, by the number of
people on public housing waiting lists and by the growing numbers of those who are
living in crowded or doubled up living conditions.

Assistance in the years to come will have to come from all segments of

.society to address national housing problems, including the federal government,

states and localities and the private sector.

No other sector of the economy apart from the federal government,
however, has the resources to address the national housing problem and to prevent
its becoming worse. And no other sector has done more to shirk responsibility for
national housing problems in the past several years. Accordingly, it is appropriate
that the national government lead the wa? in addressing the problem and to support
the efforts of other governments and the non-governmental groups and individuals

in meeting the needs of our citizens.
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Percent of U.S. Homeownership by Age of Householder

Age 1961 1882 1983 1984 1985
Total 854 645 648 645 64.1
Less than 25 20.7 193 188 179 174
2529 “7 388 383 386 377
3034 593 571 55.4 548 54.7
35-39 689 678 865 66.1 657
4044 \ 737 730 728 723 ns
4549 782 760 75.2 746 749
50-54 783 788 788 764 774
55-59 800 800 80.1 8a.1 701
60-84 800 80.1 7.7 799 796
85-89 ' 778 780 787 793 794
7074 754 75.2 753 755 767
75 or more 698 710 79 ns 704

SOURCE: Economic News Noma, Nationsl Association of Home Builders, January, 1986
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Dear Senator

In response to your request, and on behalf of the American Institute
of Architects, I am honored to submit the AIA's views on the future
federal role in national housing policy.

The end of the Reagan era coincides with a growing recognition that
this nation needs to reinvigorate its responses to varied even
desperate housing needs that persist throughout the country. At
the same time, the experience of the last six years has shown that
a simple return to the path of the 1970's will not suffice. The
future of federal housing policy requires not only new program
approaches but also realignments in traditional relationships
among all levels of government and between government and private
sector. At the same time, it must be accepted that the federal
government continues to bear an important housing responsibility
on which the success of new approaches and new partnerships depend.

We appreciate this opportunity to participate in the important and
exciting work on which your subcommittee has embarked to reshape

the nation's housirs fu -

We look forward as well to sharing our perspective with your
committee in hearings you may hold this year or next.

Sincerely,

Donald J. Hackl, FAIA
President

E—
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Toward a New Future in Housing Policy

Introduction

As the Reagan Administration nears its end, the time bas come to
assess the changes it has wrought on national housing policies.
The American Institute of Architects believes it will be
necessary to establish new legislation to guide the next
administration in addressing housing needs. The purpose of this
paper is to set forth what the AIA believes to be the key
elements that should be included in this legislation.

The Changed World of Housing

The world of housing policy is much different today that it was
on Inauguration Day 1981. Federal support for housing, either
through direct subsidies or indirectly through the tax code have
diminished substantially, except for the homeowners mortgage tax
deduction, which continues to grow. Since 1981, housing programs
administéred by the Department of Housing and Urban Development
and by the Farmers Home Administration have experienced cuts
greater than any other domestic program area.

These cuts reflect a dramatic shift in the federal government's
attitute towards the place of housing in the list of spending
priorities. As the deficit has scared, and priorities such as
defense have claimed greater shares of federal revenues, housing
assistance in its various forms have taken a back seat.

New construction and substantial rehabilitation programs have

been virtually wiped out, -— with the end of the Section 8 programs

for those purposes, the end of new funding for the Section 312

rehabilitation program, the end of the BNMA Tandem Financing

program, significant reductions in the Section 8 moderate B
rehabilitation program and the public housing construction

program, and sharp cutbacks in the range of programs delivered by

the Farmers® Home Administration for rural residents and

farmworkers.

The historically small Section 202 program of loans for the
development of housing for the elderly and handicapped is today
the premier federal construction assistance program, yet it is
responsible for only about 10,000 ~ 12,000 new units a year for
the entire nation. The Housing Development Action Grant Program
(HODAG) is a good effort to boost housing supplies in tight
rental markets, but it is too small and produces only two units
for low and moderate income people for every ten it builds.



Jpe—

g 1 e

©we e

e

A o o

e

irtoge e e it e

g o S

J—

125

Tax incentives for multi-family housing production, most
notably tax—-exempt mortage revenue bonds, syndications, and
depreciation, have been curtailed. By comparison, in 1980, the
federal government reserved almost 130,000 units of new
construction and substantial rehabilitation under HUD programs
alone.

In the place of major federal commitments to construction,

the Reagan Administration and the Congress have concentrated

on the existing housing stock to provide the resource for
housing assistance through the use of vouchers and Section 8
certificates. Not only is the number of such units low, but
their success in the marketplace presumes adequate availability
of suitable housing. In addition, housing assistance in the
existing housing stock cannot encourage an expanded housing
supply or improve housing quality.

The Result
As federal support for housing has declined, so have housing
opportunities and housing conditions. Today, as many as 7
million people pay S0 percent or more of their incomes in rent.
Feople living in structurally deficient apartments have increased
in number. Although the building industry has brought five
million new multi-family units on line between 197% and 1983,

a greater number have deteriorated. As costs for housing have
risen dramatically, homeownership has become barely a glimmer

of hope for millions, even with reduced inte-=:=t rates, and,

on the average, new homebuyers pay 44 percent of income for
mortoage payments.

These unfortunate results of the federal government’'s withdrawal

from the housing field have shifted responsibilities to local and f
state governments and the private sector, particularly private ;
non-profit entities. They have had no choice but to accept :
those responsibilities, knowing at the same time that they have
no capacity to replace in full what the federal government has
withdrawn. Still, in grappling with their new housing burdens,
states and local governments along with important segments of the
private sector have revealed themselves to be an essential
resource for housing. States in particular have entered the
arena in new force, and this emergence of new housing resources
represents a large silver lining in the dark clouds that the
administration’'s approach to housing has caused to gather.

Future Challenges

As we look ahead to the next administration and to the next

century, we find numerous challenges that future housing policy

must confront. We find a nation with large numbers of ill-housed i
people and communities ill-equipped .to help them. Housing costs §
are escalating, even as over-all inflation has abated, denying :
homeownership to the majority of young families. Special groups,

such as the elderly, the handicapped, and the displaced continue

to suffer not only from the shortage of housing but also from the
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shortage of housing options. Lurking on the horizon is the
potentially disastrous displacement of hundreds of thousands
from federally~assisted buildings where assistance contracts
are coming to an end.

The Future of Housing Policy - Principles

It is clear to the AIA that the experience of the last six years
has not resulted in much progress in meeting national housing
needs. But it has dramatically changed the nature of the debate
about how progress ought to be achieved. In the context of this
debate, the AIA believes that new legislation should incorporate
several principles, as follows:

First, we recognize the continuing importance of a meaningful
federal role in assuring decent, affordable housing in
reasonable supply. The condition of housing is a national
concern, for good housing provides the basis for wholesome
communities, social stability, and prosperous economies. While
the federal deficit may preclude a significant broadening of the
federal government’'s housing role, it is clear that only the
federal government has the financial depth to handle effectively
certain forms of assistance such as long-term rental assistance.

Second, the additional responsibilities thrust on states,
localities, and the private sector open the door to an excellent
partnership with the federal government in addressing housing
needs. As it becomes clear that funds for preserving and
expanding the housing supply for lower income people will not be
available in sufficient amounts from a single source, the
cambined resources of government and the private sector provide
the only route to ensure better housing opportunities.

Third, new legislation should rest on the firm foundation of
existing programs that have demonstrated success and cost-
effectiveness. It is a canard that housing programs are
failures. Most have worked well; some have not. All need to be
reviewed periodically to ensure that they remain up to date.

Fourth, states and localities must bave the flexibility to
fashion responses to their particular housing needs.

Fifth, new leqgislation must direct itself to the broad spectrum
of housing problems, both rental and homeownership, and encompass
housing quality, availability, and affordability. 1In localities
with housing shortages, concentration solely on assistance in the
existing housing stock will be far less successful than a

combination of such assistance and measures to boost the overall
housing supply.

Having offered these principles, we should point ocut that there
are few new ideas in housing, only old ideas whose time has come.
The bottom lineg, as always, is cost, and the essential question
is, as always, who pays? With these concepts in mind, the AIA
would like to submit several ideas, some of which we believe
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catch the prevailing winds of this time in the history of
American housing.

The Future of Housing Policy ~ Legislation

As a centerpiece of the new legislation, we propose that the
Congress establish a national trust fund for housing.

The fund should allow states and localities wide latitute in
ﬁnlyxng :ouiéng problems determined at the state and local level.
onies s i i

housing purposes, should sid in new CoRlPRITINRTLENHR NG ental
rehabilitation and should permit state and local governments to
offer a diversity of assistance forms, including interest rate
reductions and second trusts. A portion of the trust fund’'s
capital could come from certain existing programs, such as the
HODAG and Rental Rehabilitation programs, and the remaining
funds in the Section 312 Program, as the purposes of these

would be assumed in the trust fund approach.

Additional funds should come from direct annual appropriations,
as well as from dedicated revenue sources. Jurisdictions
receiving the funds could assist renter households earning

up to B0 percent of median income, and eligible homebuyers
earning up to the levels permitted under the Bection 235
homeownership assistance program. Allocations of trust fund
monies would occur by needs~based formula to the largest communities,
and to states for distribution to smaller communities, much like
the Community Development Block Grant Program operates now. A
principle of any trust fund program should be matching funds
from private, local, and/or state sources, in order to

recognize the federal government’'s funding limits, to extend the
program’s reach, and to foster the partnership that should form
the basis of housing policy in this country. In addition to a
trust fund concept, new legislation should:

1. Maintain the Section 202 Program for the elderly and
handicapped in recognition of the special need it must
fill and its overall success in filling it. In addition,
new legislation should revise HUD s cost containment
guidelines which restrict project quality.

2. Maintain the Community Development Block Grant and Urban
Development Action Grant Programs, in light of the
comprehensive development purposes of the former, and the
economic development focus of the latter.

3. Target for special attention public housing in need of
rehabiliation, in order to preserve this vital housing
resource which consists of over a million units nationwide.

4. Expand the Section 8 moderate rehabilitation program. -
This program is essential to preventing or minimizing
displacement that would necessarily result from substantial
rehabilitation.
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Maintain and expand the Section 8 existing housing and

housing voucher programs as tools to make existing

rental housing affordable for people with very low

incomes. It is clear, however, that the voucher

program is unsuited to bhousing markets beset by very

high costs and low vacancy rates. In these places, the program
may reduce housing costs but cannot make housing affordable.

It is not unusual in tight rental markets for vouchers to go
unused, particularly by larger families.

Thus, vouchers and Section 8 existing housing assistance should
be targeted more accurately to the areas where each program can
work most effectively. In addition, assistance under these
programs must continue in order to protect those whose contracts
are expiring.

The AlIA believes that steps must be taken to prevent
the wholesale loss of units that were originally
designed and built for low income populations under
the Section 8 new construction and substantial
rehabilitation programs. Units built before 1980

may get out of the Section B program before expiration
of the full term of the Section 8 contract.

This alarming potential problem has already received
Congressional attention, underscored by a BGeneral
Accounting Office study.

Incentives must be found to encourage current and subsequent
owners to retain the properties for low income residents, or
the nation faces the spectre of widespread hardship resulting
from displacement or the immense finmancial and logistical
burden of subsidizing the construction of replacement housing
or of aiding in the difficult process of relocation.

Retention of these apartments could be encouraged through
extension of remaining tax incentives or direct assistance in
rehabilitation and in refinancing to bring down project costs.

Restore historic preservation tax credits for landmark
properties used for low-income housing. The AIA believes

that historic buildings can and should be a housing resource
but since there are special costs involved in combining
historic preservation with the creation of housing for

people of modest incomes, it makes sense to revisit the Tax
Reform Act of 1984 and its restrictions on the historic
preservation tax credit. While the credit was retained, it was
reduced to 20% from 25%. As a result, historic preservation
activities have declined, and to the extent these endeavors
entailed the incorporation of housing into preservation
projects, we have lost a small but important opportunity for both
expanding the housing supply and for stabilizing older aresas.
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While not within the legislative purview of the Banking

Committee, this tax issue cannot be overlooked and should be
addressed in separate legislation.

8. Do not disturb the basic features of the FHA insurance
payment for homeownership. FHA works well and does not
need "fixing" through new or higher fees, or privatization.

?. Finally, in this era of rapidly changing technology, the AIA

believes it is important for the federal %overnment to su por%
basic research into buildings as complex technical systemg he

federal government has sharply cut back its support of buildings
research, particularly with respect to energy conservation, to
the point that the United States is falling behind trading
partners in the development and application of new efficient
building components that life cycle costs through reduced

energy consumption.

The Department of Energy Appropriation for the building and
community systems programs declined from $98,300,000 in
FY1980 to 30,450,000 in FY1987.

A recent report on energy conservation appropriations noted

that U.S. expenditures on buildings compare with the amounts

spent on research on razor blades. The Japanese spend 3% of their
construction industry sales on building research compared to

0.01% for the U.S. construction industry.

The future of American housing lies in partnership and in the
pragmatic approach for problem-sclving that has served this
nation well for 200 years. We hope this paper will help develop
legislation that advances these goals.

PR
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Senators Alan Cranston and Alfonse M. I’Amato and the Senate Subcommittee on Housing
and Urban Affairs have given this country a great opportunity -- the opportunity to rethink
and redirect our national housing policy. The American Planning Association is pleased to be
invited to join in this important effort.

The Federal retrenchment from support of housing programs during the past six years has, in
our opinion, proven two things:

1. That Federal support is abso!ute}{y essential to meet the housing needs of
low- and moderate -income households; and

2. That tremendous capacity exists at the state and local levels to design and
implement creative housing programs which are responsive to loeal
conditions, needs and opportunities.

Qur new housing policy must recommit Federal resources toward housing needs, and must
take advantage of the demonstrated state and local capacity to produce and maintain housing
for low- and moderate-income households.

L BASIC PREMISES

The American Planning Association’s recommendations for a new housing policy are based
on the following premises:

A. Decent housing in a suitable living environment is a basic human right to which all
Americans are entitled.

B. The private sector is, and will continue to be, the primary provider, owner, and
manager of housing; government’s role is catalytic, supplementary, and regulatory,
ensuring that the cumulative effect of individual honsmg market decisions does not
deprive any segment of society of the opportunity to live in decent housing.

C. The Federal government must increase and redirect the resources which it currentl
devotes to housing, seeking partnerships with state and local governments and wi
the | rl;;iste sector to maximize the impact of the limited funds which can be made
available.

D. A primary role of the Federal government is to address the root causes within our
economic system which create the gap between housing cost and the ability to pay for
80 many American households.

E. It is at the state and local levels that we are best able to design and implement
programs to produce and maintain housing which is affordable to low- and moderate-
income households.

F. It is more cost effective to maintain existing housing and its affordability than to
produce new housing.

G. Sound planning, which can coordinate the vast array of local bousing programs and
providers toward common objectives, is a critical ingredient of an effective housing
strategy.

II. RECOMMENDED FEDERAT ROLE

Based upon the above premises, the American Planning Association recommends the
following four-fold role for the Federal goyernment in meeting the housing needs of low- and
moderate-income households:
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A. Insure that very low-income households have the minimum resources
necessary to afford decent housing.

We recommend that the rental housing certificate program be retained and expanded
as needed, Consideration alsc may be given to combining housing certificates with
shelter allowances under the welfare system to provide a single more efficient and
more equitable financial support program for the most needy of our society. Programs
niust b]e designed and administered such that homeless persons are not excluded from
eligibility.

B. Remove systemic incentives to speculation and overconsumption, and provide
incentives for affordable housing production and maintenance.

In its regulation and stimulation of the national economy, the Federal government
must not contribute to those forces which tend to continuously drive up the cost of
housing. To the contrary, steps should be taken to stimulate construction and
maintenance of affordable housing. We recommend the following as the types of
taxatien and regulatory actions which should be taken to support a new national
housing policy:

1. Extend the tax benefits of homeownership to lower income homeowners by allowing
the taxpayer to choose either the full homeowner deduction or a partial tax credit
for mortgage interest and property tax payments.

2. Remove the homeowner tax deduction for second homes.
3. Extend the straight-line depreciation period for rental property.

4. Permit depreciation allowance for owners of 5 or more rental units only if they
submit every 3 years a certification from a local government, or, in the absence of
local capacity, from s licensed engineer or architect that the units comply with a
model housing code . ecognizea by the Council of American Building Officials; and
only if they submnit evidence upon sale that tenant associations were given the right
of first refusal to purchase. i

5. Establish a high capital gains tax for short-term resale of rental property which
declines on a sliding scale to the present capital gains tax rate as the length of
ownership increases,

6. Remove impediments to utilization of the low-income housing tax credit.

7. Classify tax exempt revenue bonds used to finance housing for low- and moderate-
income households as essential function bonds, thereby eliminating the provisions
which subject such bonds to state allocation caps and to the Alternative Minimum
Tax.

8. Provide controls and incentives in regulation of credit institutions to insure that an
adequate share of private credit continues to be directed toward construction and
rehabilitation of affordable housing.

9. Reject all proposals to privatize the Federal Housing Administration and Federal
agencies which provide a secondary market for housing finance.

C. Preserve the affordability of existing Federally subsidized housing.

The current policy of the Federal government is to divest itself of a direct role in
preducing and managing low-income housing. This withdrawal should not be so

2
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Erecipitous as to threaten the existing stock of housing for low-and moderate-income
ouseholds. Furthermore, we should not allow the 1.4 million units of housing which
are currently available to needy households through HUD-assisted programs, such as
Section B, Section 221(d)(3) and Section 236, to disappear as private developer
contracts expire. Therefore, we recommend that the Federal government:

1. Sell no existing public housing project until a thorough study has demonstrated
that the financial and management capability will exist to assure the long-term
availability of such units to tenants similar in income to present tenants. Existing
Fuhlic housing should be modernized and rehabilitated before it is turned over to a
ocal government, & tenant association, or & nonprofit organization.

If turned over to a tenant association, the Federal government should assist in the
formation of a limited equity co-op or mutual housing association to guarantee the
long-term affordability of the units.

2. Require all private owners of existing Federally subsidized housing to provide a six-
month notice {0 tenants and to local government of their intent to convert the units
to market rate housing and to give the right of first refusal to purchase the property
to the building’s tenant association, a local ?ovemment, a public authonity, or a
nonprofit organization. If displacement should oecur, the private owner should be
required to provide relocation assistance.

In addition, the Federal government should provide the financing and technical
assistance which may be needed to create a viable limited equity co-op or mutual
housing association to guarantee the long-term affordability of the units,

D. Delegate to state and local governments the responsibility and resources to

produce and maintain affordable housing.

During the past six years, state and local %overnments have valiantly attempted to fill
the void created by the withdrawal of the Federal government from housing programs.
The vast array of creative programs fashioned by public and nonprofit agencies to meet
the specific needs of their constituencies has demonstrated that housing production
and maintenance programs are most effectively designed and implemented at the state
and local levels. Moreover, it is at the local level that authority rests for the regulation
of housing production and maintenance, through tools such as subdivision ordinances,
zoning codes, development and design standards, and code enforcement.

The existence of public and private agencies which are implementing effective housing

Frcgrams at the state and local levels offers an unprecedented opportunity to leverage
imited new Federal funding to maximum impact. We, therefore, recommend two new

incentive housing block grant programs, to states and to local governments, as follows:

1. Create a new state incentive housing block grant program.

A portion of the funds should be allocated to every state based upon relative need.
The remainder of the funds, which should become the major portion of the block
grant program over time, should be allocated on an incentive basis to states to the
extent that they have raised matching funds for low-and moderate- housing
through mechanisms such as state housing trust funds, general obligation bonds, or
general fund appropriations. (It is recognized that direct Federal support will be
required to meet the housing needs of low- and moderate-income Native American
households residing within Indian reservations and villages, and may be required
to meet the housing needs of rural households through a strengthened Farmers
Home Administration,)

I —.
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Expand the Community Development Block Grant (CDBG) Program.

The CDBG program should be expanded to include a local housing block grant
element which would imvide additional funds to match funds raised locally for low-
and moderate-income housing. The expanded program might be called the Housing
and Community Development Block Grant Program, reflecting a requirement that
the major portion of the total funds (say, not less than 70 %ercent) be devoted to
housing for low-and moderate-income households. As with the present CDBG
program, funds should be allocated directly to metropolitan cities and urban
counties, and through the states to smaller cities.

. Permit state and local governments to direcdiuﬁlize housing block grant funds, or

to allocate them to private and non-profit housing developers and te housin
authorities, for a wide range of activities which benefit housing for low- an
moderate-income households, Included would be grants and loans for construction,
rehabilitation and improvement of housing, home ownership and rental assistance,
code enforcement, provision of emergency shelter and technical assistance/seed
money for non-profit community based sponsors. Block grant funds should be
allowed to be combined with other housing funds, as in the provision of “gap
financing” to leverage bond proceeds and conventional financing.

. Require each state or local recipient to prepare and adopt a housing plan before the

incentive funding is released, and to update such plans at five-year intervals. The
proposed planning process is intended to direct the expenditure of limited funds to
the most effective actions, to coordinate the vast array of public and private actions
toward common objectives, and to provide a mechanism for public participation and
review. The state plan should contain sub-plans by market regions, which could be
prepared by or in cooperation with existin&re ional planning agencies. All plans
should be part of and/or consistent wi e comprehensive plans for each
jurisdiction. Each plan should address, at a minimum, the following:

a. Analysisof current housiniproblems and issues, including gaps between suppl;
and demand, mismatches between cost and ability to pay, overcrowding, an
physical condition.

b. Long-range forecast of housing demand by type and price range. These forecasts
should take into account a fair-share allocation ameng communities of housing
for low-and moderate-income households. The fair-share approach should be
developed as part of the state plan and be incorporated in a consistent manner in
all local plans.

¢. Estimate of :geciﬁc housing needs during the next five years to serve all
segments of the population, including low- and moderate-income families, the
elderly, the handicapped, and the homeless. The estimate should include a
reasonable commitment toward meeting the long-range fair-share allocation.

d. Analysis of obstacles to development, maintenance, and improvement of
housing for low- and moderate-income households, including local land use and
building codes, cost and availability of mortgage loans, lack of developable land,
ete.

e. Long-range goals and short-range objectives. The objectives should be in the
form of specific, quantified (where possible) targets for the next five years,

f. Recommended action strategy. The set of recommended actions to achieve the
five-year objectives should be specific as to responsible agency, funding source,
and targeted output.
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Citizen participation. The srocess and products of citizen participation in
preparation of the plan should be documented.

Displacement and other negative impacts. The plan should seek to minimize
and/or mitigate its effect upon displacement and its other negative impacts upon
the overall environment, It should include an adequate relocation assistance
program.

e
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ABOUT THE AMERICAN PLANNING ASSOCIATION

The American Planning Association (APA) is a national organization of 21,000 members,
including public and private planners and elected and appointed officials at all levels of
government as well as educators, students and interested citizens, APA members belong to
45 chapters covering evel?' state and Congressional district. They can also belong to 15
divisions focusing on such functional areas as Housing and Human Services.

The Yrimary objective of APA is to advance the art and science of planning for the improved
development of the nation and its states, regions and communities.

APA was formed in 1978 through the consolihation of the American Institute of Planners,
founded in 1917, and the American Society of Planning Officials, founded in 1934.

Within APA is the American Institute of Certified Plﬁgers which focuses on xprofessional
development. Members of AICP are distinguished by having met experience requirements
and by having passed an examination on planning principles and practices.

The American Planning Association and its chapters have wholeheartedly supported
legislation at the national and state levels to make housing affordable for all Americans and,
in particular, for low- and moderate-income families.

APA'’s research activities have also been directed towards providing state and local
Eovernments with practical measures that they can adopt to increase the affordability of
ousing. In recent years, APA has developed and disseminated information on such topics as:

Planning Agency Ideas for Encouraging Low- and Moderate-Income Housing. 1977.

Integration in Housing: A Plan for Racial Diversity in Two Villages. 1978.
Inclusionarv Zoning Regulations: An Update. 1980.
Low- and Moderate-Income Housing: Part 1. Increasing the Supply and Accessibility. 1980.

Low- and Moderate-Income Housing: Part 2. Conserving What We Have. 1980.

Accessory Apartments: Using Surplus Space in Single-Family Houses. 1981.
Zero Lot Line Development. 1982.
Changing Development Standards for Affordable Housing. 1982.

Increasing Housing Opportunities for the Elderly. 1983.
Affordable Single-Family Housing: A Review of Development Standards. 1984.

Shared Housing: An Affordable Alternative. 1985.
Inclusionary Zoning Moves Downtown. 1985.
Regulating Manufactured Housing. 1986.
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This statement on National Housing Policy was prepared by a Special Committee of the
American Planning Association and was reviewed and commented upon by its Board of
Directors, its Chapter Presidents and its Division Chairs.

Members of the Special Committee include:
Robert Paternoster, AICP, Chairman

Member, APA Board of Directors
Director of Planning and Building
City of Long Beach

Long Beach, California

Kathleen Bartolini

Director, Qffice of Local and
Regional Planning

Massachusetts Executive Office of
Communities and Development

Boston, Massachusetts

Tomemie Birdsall, AICP
Senior Planner

City Planning Department
City Hall

Cincinnati, Ohio

Linda E, Hollis, AICP

Chair, National/State Policy
Coordinating Committee

Member, APA Board of Directors

Congultant

Tischler & Associates, Inc.

Falls Churcl., Virginia

Kristen Hughes, Director of Policy
and Government Relations
Department of Economic and
Community Development
Annapolis, Marylan

Staff:

Israel Stollman, AICP
Executive Director
American Planning Association

Nancy Schamberg Willis, AICP
Director of Government Affairs
American Planning Association

Daniel Lauber, AICP

Past President, APA
Planning/Communications
River Forrest, Illinois

Steve Leeper

Deputy Director of Housing

Pittsburgh Urban Redevelopment
Authori

Pittsburgh, Pennsylvania

Daniel Mandelker, AICP
fessor

School of Law

‘Washington University

St. Louis, Missouri

Susan Powers, AICP

Member, APA Board of Directors
Ezecutive Director

Denver Urban Renewal Authority
Denver, Colorado

George T. Marcou, AICP
Deputy Executive Director
American Planning Association

Penny R. Moore
Secretary
American Planning Association
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AN EVALUATION OF THE
NATIONAL MANUFACTURED HOUSING CONSTRUCTION
AND SAFETY STANDARDS ACT OF 1974, 42 U.S.C. 5401 et. seq.
AND THE HUD REGULATIONS IMPLEMENTING THE ACT
24 C.F.R, §3280, THE CONSTRUCTION AND SAFETY STANDARDS AND
24 C.F.R., §3282, THE PROCEDURAL AND ENFORCEMENT REGULATIONS

Submitted by:

ASSOCIATION FOR REGULATORY REFORM

Danny D. Ghorbani

Pregident

1331 Pennsylvania Avenue, N.W.

Suite 508 '
Washington, D.C. 20004

(202} 783-4087

October 5, 1987
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AN EVALUATION OF THE
NATIONAL MANUFACTURED HOUSING CONSTRUCTION
AND SAFETY STANDARDS ACT OF 1974, 42 U.5.C. 5401 et seq.
AND THE HUD REGULATIONS IMPLEMENTING THE ACT
24 C.F.R. §3280, THE CONSTRUCTION AND SAFETY STANDARDS AND
24 C.F.R, §3282, THE PROCEDURAL AND ENFORCEMENT REGULATIONS

FOREWORD

The National Manufactured Housing Construction and
Safety Standards Act of 1974, 42 U.S8.C. §5401, et seq.
("Act") (Attachment 1), was implemented by Construction and
Safeiy Standards and Procedural and Enforcement Regulations
promulgated as of June 15, 1976 {Attachment 2). In the
ensuing ten years, approximately three million manufactured
housing units have been produced by the industry. It is
appropriate, therefore, to consider the effectiveness of the
regulatory scheme at this juncture. This analysis will
attempt an evaluation, admittedly from the standpoint of the
producers of manufactured housing. Most of the data used is
based upon examinations of records and documents within the
custody of the Department of Housing and Urban Development
and the records of private companies,

By the early 1970's production of mobile homes had
risen to 566,920 units per year. Production and sales,
however, have never again reached such a high level.

Indeed, since the enactment of the Mobile Home Act,
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production has been nearly static, without any appreciable
increase.

Both industry and the public joined in supporting
the adoption of the 1974 Act. The industry saw the
preemption provision of the Act as a possible solution to
expensive and time consuming efforts necessary to comply
with multiple building codes in the states and local
jurisdictions. There also had been consumer complaints
regarding some industry products. These influences
encouraged Congress to establish a nationwide building code
for mobile homes. The original Construction and Safety
Standards were essentially similar to the American National
Standards Institute ("ANSI"} Standard Al1l19.1, which had been
developed jointly by various voluntary standard agencies.
{Attachment 3.)

Both ANSI Al19.1 and the new HUD Code incorporated
by reference thousands of standards for materials and
components, as did the building codes of the individual
state and subordinate entities. Consequently, the
Construction Code was published by HUD in December of 1975
with the understanding on the part of both industry and the
Department that the regulations were not the last word, but
rather that they represented an evolving scheme which would
be modified from time to time as needed. The Procedural and

Enforcement Regulations particularly were recognized as

-
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being awkward and in need of revision. The latter
regulations, for example, have never distinguished between
major, substantive, or significant deviations from the Code
and insignificant deviations which do not affect the
guality, durability, or liveability of a home. Furthermore,
it was generally recognized by all concerned that mobile
homes were affordable housing for low and middle income
Americans, and that this feature had to be maintained at all
costs. Attached are copies of the Act and the aforesaid

implementing Regulations.

BACKGROUND AND ENACTMENT

A. Qverview

'Manufactured Home' means a structure,
transportable in one or more sections, which, in
the traveling mode, is 8 body feet or more in
width or 40 body feet or more in length, or, when
erected on site, is 320 or more square feet, and
which is built on a permanent chassis and designed
to be used as a dwelling with or without a
permanent foundation when connected to the
required utilities, and includes the plumbing,
heating, air-conditioning, and electrical systems
contained therein; except that such term shall
include any structure which meets all the
requirements of this paragraph except the size
requirements and with respect to which the
manufacturer voluntarily files a certification
required by the Secretary and complies with the
standards established under this title.

The National Manufactured Housing Construction and Safety

Standards Act adopted this definition of a mobile home, now

e o 40
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called a manufactured home, 42 U.S.C. §5401. Composing the
definition of a mobile home was a difficult task. Mobile
homes have long been confused with recreational vehicles and
travel trailers. Indeed, many of the companies now
producing manufactured homes developed in the 1930's as
producers of travel trailers as well as mobile homes,
Furthermore, at one point in the development of the
manufactured housing industry, the same national trade
association represented both recreational vehicles and
manufactured housing. By trial and error, however,
manufacturers of mobile homes have evolved a design and plan
for housing units built entirely inside factories which may
be transported without damage to the home site.

This uniguely American approach to the problem of
housing, particularly in rural areas, has soclved a need for
housing which exists throughout America. Consequently, the
demand for manufactured housing rose dramatically from an
annual production level of approximately 1300 units per year
in 1930 to approximately 100,000 units per year in 1560, By
1966, approximately 200,000 units per year were shipped. 1In
the period 1968 through 1973, the shipments never slipped
below 300,000 and rose as high as 576,000 in 1972. 1In 1974,
however, production dropped to 329,300 and in 1976 to
212,690. Since the adoption of the Mobile Home Act,

production has never again risen above 300,000,
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The sudden decline in sales in 1974 and 1975
resulted In a decrease in the number of manufacturers from
approximately 330 to approximately 220, The number of
manufacturing plants also declined from about 800 to 500
during the same period. Today, there are no more than 170
mobile home manufacturers in the United States with
approximately 400 manufacturing facilities.

The manufactured housing industry has demonstrated
a genuine concern since its inception that its products be
manufactured to acceptable levels of safety and quality.
During the early 1950's, the industry trade association
instituted a long-term program of self-regulation in an
effort to implement a recognized national construction code.
Subsequently, in the late 1960's, with the assistance of the
National Fire Protection Association (NFPA) and the American
lational Standards Institute (ANSI)}, the A119.1 Standard for
mobile home body and frame design and construction was
published. In the states which adopted ANSI Al119.1, the
manufacturers were provided technical assistance through
trade association experts knowledgeable of the standard.
While pursuing this type of voluntary self-requlation, the
various manufacturers also promoted enforcement legislation
in each state where homes were produced and shipped.

By 1972, 36 states had adopted the ANSI All19.1

standard. Many of these states, however, did not have the

.
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resources necessary for effective enforcement. Similarly,

because the ANSI standard was not mandatory in all states,

because problems of upgrading 1egi$1ation in each state were
sizeable and, finally, because many states exercised

different levels of enforcement of thebééme standard, the

mobile home industry supported the development of 5 - T~
pre~emptive national standard.

The significance of a single national standard can
best be illustrated by remarks placed in the Congressional
Record on behalf of the industry in response to an inquiry
by Senator Brock, one of the sponsors of Senate Bill 3604 in
1872.

A single standard for mobile home
construction will allow manufacturers to market
their products on a national basis without having
to build to a variety of state and local
standards. If states are permitted to promulgate
standards which differ or exceed a Federal
standard they are, in effect, forcing
manufacturers to build as many different products
as there are states. A single standard will allow
producers to make a universal product, This
approach accommodates the elimination of costly
production line changes which otherwise add to the
cost of the home., A preliminary benefit of any
standardization is the resultant reduction of unit
cost Any Federal standards should seek to
realize and pass this benefit to the home buyin
public. (Cong. Rec. 5.7782, May 15, 1972) .
(Emphasis added.)

Senator Brock thereupon noted: "Rather than face a myriad of
State requirements and regulations with varying inspection

and enforcement procedures, a uniform code will offer the

s
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consumer a quality, reliable product wherever he purchases."
(xd.)

Although both the industry and Congress thus
recognized the need for a uniform code of standards in the
early 1970's, confusion still prevailed over the nature and
status of mobile homes as homes rather than vehicles.
Terminology was used in early bills proposing federal mobile
home regulation which was actually better suited to travel
trailers, recreatiocnal vehicles, campers, and even
autoﬁobiles. In part, this identity problem stemmed from
the fact that manufactured housing was considered by some
states and the Federal Trade Commission to be personal
property rather than real property, even though the home was
affixed to real property, and never moved again. Indeed, to
this date, the public remains confused about the very
different engineering and purposes of mobile homes,
recreational vehicles and travel trailers.

The practical impact of this type of confusion is
evident from the remarks of Representative Louis Frey of
Florida on May 2, 1972 introducing the first Bill in the
House of Representatives addressing the regulation of the
mobile homes industry, H.R. 14716: "The legislation which
I offer today is modeled to a certain extent on the Motor
vehicle Safety Act of 1%70. . . ." (Cong. Rec. H.3985,

May 2, 1972.) Similarly, of the four House Bills introduced

78-541 0 - 87 - 6
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in 1972 regulating the production of mobile homes, two
provided for a standard regulating both recreational
vehicles and mobile homes under the same Bill. When the
House failed to support mcbile home legislation in 1972,
however, Representative Frey introduced an amended version
of this Bill, H.R. 5224 in 1973. Unfortunately, the
misconception of mobile homes as vehicles was continued by
this legislation, which treated recreational vehicles as
part of the mobile home industry and relied upon the
National Traffic and Motor Vehicle Safety Act of 1966
{"Motor Vehicle Safety Act"}. Conseqguently, with the
exception of minor variations, the present Act was
substantially derived from identical sections of the Motor
vVehicle Safety Act, (Attachment 4.)

Sections 602 and 604(a) of the Act, for example,
were taken directly from the Motor Vehicle Safety Act,
Compared below is the language of the "Purpose" section of
the Motor Vehicle Safety Act of 1966 and the Statement of
Purpose to HB14716 and SB3604.

. « . That Congress declares that the purpose

of this act is to reduce the amount of insurance
costs, property damage, personal injury, and death
resulting from mobile home accidents without any
substantial increase in the retail price of mobile
homes. Therefore, Congress determines that it is
necessary to establish practical Federal safety
standards for mobile homes in interstate commerce;

to authorize mobile home safety research and
development; . . . (HB14716)
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* * *

Congress hereby declares that the purpose of
this chapter is to reduce traffic accidents and
deaths and injuries to persons resulting from
traffic accidents. Therefore, Congress determines
that it is necessary to establish motor vehicle
safety standards for motor vehicles and equipment
in interstate commerce; to undertake and support
necessary safety research and development; . . . .

15 U.s.C. §l381.

Similarly, Section 603 of the original Senate and House

Bills read as follows:

The Secretary shall establish by order

appropriate Federal mobile home safety standards,
Each such Federal mobile home safety standard
shall be practicable, shall meet the need for
mobile home safety, and shall be stated in
objective terms. )

This language is almost identical to Section 1392 of the
National Traffic and Motor Vehicle Safety Act, which reads:
The Secretary shall establish by order appropriate
F.deral motor vehicle safety standards. Each such

Federal motor vehicle safety standard shall be

practicable, shall meet the need for motor vehicle

safety, and shall be stated in objective terms.
15 U.s.C. §1392.

Despite the fact that The National Manufactured

Housing Construction and Safety Standards Act was patterned
upon the Act regulating Motor Vehicle Safety, both of its
sponsors, Representative Frey and Senator Brock, wished for
mobile homes to be treated as housing. (See Congressional
Record H,3985, May 2, 1972; Congressional Record 5.7782,

7783, May 15, 1972,) This emphasis coincides with the
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express purpose of the Act "to establish minimum uniform
safety standards." This phrase is virtually identical to
the "purpose™ section of the One and Two Family Dwelling
Code which states:
The purpose of this code is to provide minimum
standards for the protection of life, limb,
health, property environment and for the safety
and welfare of the consumer, general public and
the owners and occupants of residential buildings
regulated by this code. (1979 Ed., Chapter I,
Section R-102-Purpose.)
This language, moreover, is substantially the same as that
used in the "Purpose” section of the Uniform Building Code
and the Southern Building Code.

Although the sponsors of the Act believed that
mcbile homes should be treated as'housing, there was
contrary sentiment expressed in both the Senate and the
House. During 1972, for example, Senator Thomas Eagleton
attempted to amend the Food, Drug and Consumer Product
Safety Act to include the manufacture of mobile homes
because such homes ostensibly were a manufactured product
which might endanger lives. 1In early 1973, Representative .
Moss of California and Representative Eckhart of Texas,
attempted to clarify the scope of the Consumer Product
Safety Act to include mobile homes and recreational vehicles

as consumer products. These attempts to amend Senator

Brock's Bill, however, failed.
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The consequences of the misconceptions engendered
by these efforts are still being felt today. HUD has made
statements both formally and informally which would tend to
show that the employees charged with administering the Act
believe that mobile homes may be classified as "dangercus"”
products., Indeed, as the federal mobile home inspection
system has been expanded, reference has constantly been made
to the Act's Statement of Purpose which seeks "to improve
quality and durability," as well as to the language of
Section 604(a), which provides that standards shall meet the
"highest" standards of protection taking into account
existing state and local laws. This language was introduced
by Senator William Proxmire on October 4, 1973 in 5.2538.
However, the intent of this language, which remains in the
mobile home legislation, is not clear until the legislative
history of Senator Proxmire's Bill is considered. The
phrase "to improve quality and durability" was based upon
Senator Proxmire's analogy of mobile homes to motor
vehicles. In his statement to the Senate supporting 85.2538,
Senator Proxmire stated:

Automobiles are now subject to Federal safety

regulations. There are some similarities between
a mobile home and a car: both are built for
interstate sale; both are sold on conditional
sales contracts; both can have defects stemming
from design and bad workmanship. But now forced
recalls are mandatory on cars with defects. Not

so for mobile homes, The fact that both
automobiles and mobile homes both use the highways
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iz not a demanding similarity because the homes
are meant to be semipermanently situated.
Recreational vehicles are not covered by this
legislation because they are on the move and are
not used normally as permanent housing.

The purpose, then, of the legislation being
introduced today is to improve the safety and
durability of mobile homes, and thus reduce
deaths, injuries, property damage and insurance
costs connected with the design and construction
of mobile homes. {Cong. Rec. S, 18594, Oct. 4,
1973.) (Emphasis added.)

Whether or not Senator Proxmire believed that
mobile homes and automcbiles were similar, the Statement of
Purpose of S.2538 was followed by a statement which *
provided: "mobile homes will be supplied Qith a minimum
warranty to insure adequate levels of quality and durability
in mobile homes." It is a fair inference, then, that when
Senator Proxmire spoke of improving quality and durability
in mobile homes, he recognized that that phrase should be
considered in terms of assuring adequate levels of quality
and durability as the phrase was used in building codes.
Senator Proxmire stated that standards to improve the level
of mobile home safety, quality and durability to adequate
levels would be based on research, testing, and evaluation
conducted during the first year after the enactment of the
legislation. ({Cong. Rec. S.18594, October 4, 1973.) He
further stated that in setting such standards, the Secretary

"would consider, . . . whether any standard he set would
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increase the cost of owning a mobile home beyond the value
of the expected benefits to the public." (Id.}

When the final Bill was enacted, Senator
Proxmire's provision for a minimum warranty to ensure
adequate levels of quality and durability was deleted, while
the language that the purpose of the Act was to "improve the
gquality and durability of mobile homes" remained. Thus, if
read outside of the context of its original meaning, the
present language in the Statement of Purpose, "to improve
the éuality and durability” can be interpreted as a clear
directive for HUD to periodically upgrade the The National
Manufactured Housing Construction and Safety Standards Act
without statutory limitation. This interpretation is
favored by HUD personnel, regardless of whether current
levels of guality and durability are adeguate and
acceptable, and regardless of whether they are equivalent to
existing standards for site~built homes. Such an approach
discriminates, however, against manufactured housing because
it ignores the original Congressional intent that any
standard developed be reasonable, needed, and cost
beneficial to low income consumers. 42 U.S.C. §5403(f). It
is precisely for this reason that industry has objected to
the enlargement of the inspection and quality control system
and the constant pressure from HUD to improve quality and

durability to meet the absolute highest standards. It is
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obvious, then, that some action is needed to dispell the
confusion which has been engendered by the unconscious
comparison of mobile homes with motor vehicles in the
original legislation.

The use of the term "highest standards of
protection® must itself be understood in the context of the
legislative history of the Bill which was ultimately
adopted. When Senator Proxmire's Bill $.2538 was introduced
on October 4, 1973, there was a provision under Section 4({d)
stating "nothing shall prohibit state or political
sub~divisions from establishing a construction and safety
standard that is identical to or more stringent to the
federal standard.” Senator Proxmire was particularly
concerned about federal preemption because he believed that
Wisconsin had "recently passed a strong law wﬂich promise [d]
to increase "mobile home safety." (Cong. Rec. 5.18513,
October 4, 1973}. Thus, when Senator Brock in his statement
said "these standards shall meet the need for mobile home
safety, durability and quality and shall meet the highest
standards of protection, taking into account existing state
and local laws" (Cong. Rec. S$.22341, December 19, 1973}
(emphasis added), it was obvious that the language was
included so that the federal standard would meet the highest
of local standards then in place, not the highest

conceivable building standard.
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The term "highest standards™ was included in
Section 604(a) of the Act to ensure that the standards
developed during the first year after passage of the Act
would be at least as high as existing state standards at
that time. The term "highest standards® must be considered
in the context of the state and local laws being enforced at
the time the Act was passed. Following implementatién-of a
pre-emptive federal standard, adoption of additional more
stringent state or local laws was prohibited. The "highest
standard” language was not meant to drive construction codes
into super-safe functional levels, but was instead intended
to ensure that the federal code was at least as high as any
existing state code.

Failure to clarify this language will result in
future misinterpretations by HUD employees and HUD's
contract agents as to the intent of Congress with respect to
HUD's direction to establish standaxds. If such a
direction is interpreted as establishing a goal that mobile
homes be built to eventually meet the highest possible
building standards, mobile homes cannot and will not meet
the need for low cost, affordable housing in America. Such
a standard, moreover, would discriminate against
manufactured housing, inscfar as site-built homes are not

subject to ever more rigorous and unrealistic standards.
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B. Research, Development, Testing and Evaluation

Although HUD is now engaged in enlarging its
research, testing, and evaluation functions, the original
intent of that portion of the Act which refers to research
and testing was far different than is now being asserted.
{Cong. Rec. S5,18594, Oct. 4, 1973.) It was the intent of
Congress that research, testing and evaluation be conducted
primarily during the first year after passage of the Act.
(Id.). Additional research, testing, and evaluation was to
be conducted as necessary to ensure minimum standards of
safetj, quality and durability meeting reasonable levels of
protection considering relative costs, Research and
development were not to be conducted for the sake of mere
inquiry, nor to maintain the guality and durability of homes
beyond a reasonable level. The quality and durability
language of the Statement of Purpose, however, has led to
unnecessary and excessively costly inspections and needless

standard-making on the part of HUD.

C. The Availability of Affordable Housing

The industry is concerned that manufactured
housing continue to be produced in a cost~effective manner
so that this source of affordable housing will be available

to all Americans., In this respect, it is interesting to
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compare the spiraling cost of conventional housing to that
of manufactured housing. A large number of American
families are currently unable to purchase a conventional
site~built house. Manufactured housing, however, has
remained affordable and available for low and moderate
income families. It is estimated that approximately 250
man-hours are required to build a manufactured home on a
production line which runs day and night as long as needed
and is invulnerable to the weather. Due primarily to this
production efficiency, the average sales price of a
manufactured house can be one~fourth or one-fifth the
average sales price of a site-built home, 1In 1980, the
average cost per square foot for a manufactured house was
$17.80, although site-built homes had risen to $36.00 per
square foot., The United States Department of Commerce
indicated that in 1979, the average cost of a manufactured
house was $17,600 compared to the average price of a
site~built home of $71,900. These figures rose in 1981 to
$19,000 and $88,300, respectively, and to $21,500 and
$97,600 in 1584, $21,800 and $100,800 in 1985 and $22,400
and $111,900 in 1986. Thus, approximately 80 percent of the
houses s0l1d for under $40,000 in the United States are

manufactured in factories.
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D. Conclusion

The National Manufactured Housing Construction and
Safety Standards Act of 1974 has been successful in ensuring
that mobile homes are built to levels of quality, safety,
and durability equivalent to or better than conventional
homes. At the time that federal mobile home safety
legislation was first considered by Congress, the safety,
quality and durability of mobile homes had been criticized.
Any such legitimate criticism has now been remedied through
application of the Act. Unfortunately though, unfair and
uninformed criticism continues today, based in part, on the
argument that purported inadequacies of the ANSI standard
were incorporated into the HUD standard. But, as noted
earlier, the greatest inadequacies of the ANSI code
consisted in state enforcement procedures, rather than the
substance of the code itself.

The most comprehensive summary of the state of the
art in mobile home design and construction was made by Dr.
Arthur Bernhardt in 1978, in his report to HUD, "Building
Tomorrow: The Mobile/Manufactured Housing Industry,” MIT
Press, Cambridgé, Massachusetts, 1978:

The mobile home from an engineering point of view,
is a more sophisticated structure than the
conventional home. It is engineered to satisfy
the same loading conditions of a conventional home
while selling at a fraction of the cost. At the
same time, it must meet the greater, sharper, and

unpredictable, dynamic conditions caused by
over-the-road movement.
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* * *

The claim that the mobile home is of inferior

construction is not justified., The basis of this

claim is caused by a one-to-one comparison of

structural members in a conventional home and a

mobile home. Such a comparison, however, is

meaningless because of the difference in structure

design principles used. Mobile home design

principles are more efficient than those used in

the structural design of the conventional home.

{(Bernhardt {[Unpublished Study for the U.S.

Department of Housing and Urban Development]

"Manufacturing," pages 86, 93.)
The HUD standards included certain improvements over the
ANSI standard, but homes built to the HUD standard are
equivalent in every way to homes built to conform to any
building code currently enfor-ed in the United States.

American ingenuity has thus developed a unique

product which satisfies the need for affordable housing by
building each unit in a factory on a steel chassis which can
transport the home to the site. This concept satisfies the
need for rural housing, particularly where large scale site
housing cannot be made available. Unfortunately, there
remains a prejudicial attitude about manufactured housing
because of its origins., It was started at a time when
manufacturers were building both recreational vehicles and
mobile homes. But those two lines of products diverged
sharply and the idea of building a house in a factory has
resulted in production efficiency and cost savings.

Unfortunately, some of these misconceptions found their way
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into the National Manufactured Housing Construction and
Safety Standards Act. Despite such misconceptions, though,
the phrases which were used in such statements as the
Statement of Purpose of the Act were clearly not meant to
require an unlimited improvement in quality, durability and
safety without consideration of cost and the need for

affordable housing.
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ASSOCIATION OF LOCAL HOUSING FINANCE AGENCIES

Proposed New National Housing Policy and Program
October 5, 1987

THE PROBLEM
A. Magnitude of the Problem

The number of low-income households is increasing while the
supply of decent and affordable housing stock is declining, a
situation which has reached crisis proportions. Evidence
reveals that:

1. Between 1974 and 1983, the number of rental households
earning under $10,000 increased by 3 million to an
estimated 12 million. At the same time the number of
rental units affordable to these households declined by 2
million to 9.3 million.

2. Two-thirds of the 23 million very-low-income households (50
percent of median income or less) currently pay excessive
rents {more than 35 percent of income} or live in
physically inadequate structures.

3. Expiring federal contracts and low~income occupancy
restrictions have put at risk a substantial number of the
1.9 million privately~owned, federally-assisted. low-income
rental units under the Section B, S~~Tion 236, and Section
221(d)(3) programs; some estimates indicate that as many as
900,000 units could be lost from the low-income stock by
1995 as their mortgages are "prepaid.®

4. Estimates of the number of persons who do not have a
permanent address or means of shelter vary between 350,000
and 3 millioen.

5. Many low~ and moderate~income potential first-time
homebuyers are priced out of the conventional mortgage
market.

B. Recent Response toc the Problem

The federal govermment's recent response to the low- and
moderate-income housing crisis has been to:

1. Reduce by over 70 percent (from $30.2 billion in FY 1981 to
$7.4 billion in FY 1987) direct federal expenditures to
meet the housing needs of low~ and moderate~income persons.
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2. Eliminate or curtail tax incentives to stimulate new
production and rehabilitation of affordable housing for
low- and moderate-income persons including:

a. eliminate the incentive for private investors to
invest in low-income rental housing;

b. replace previous investment incentives with a new
low-income housing tax credit which, in the absence of
additional subsidies, is of insufficient value to
stimulate significant production of new rental housing;
and

¢. dramatically reduce the ability of state and local
governments to provide tax-exempt financing to
stimulate affordable housing opportunities for low- and
moderate~income renters and first-time homebuyers.

II. A POSSIBLE NEW RESPONSE

The federal government should reaffirm as national policy “the
goal of a decent home and a suitable living environment for every
AEmerican family" first enunciated in the Housing Act of 1949. To
achieve this goal, Congress should reaffirm the annual production
benchmark of at least 600,000 units mandated in the 1968 Bousing Act
but abandoned over the past several years.

Pursuant to this policy the federal government, in partnership
with local and state governments, the private sector, and thz non-
profit community, should stimulate affordable housing opportunities
for low~ and moderate-income persons.

Furthermore, Congress should rely on the lessons learned from
past federal policy and programs and build upen the considerable
capacity and expertise existing within local and state governments,
the private sector, and non-profit organizations, all of whom have
accepted greater responsibility for the provision of housing as the
federal government has stepped back.

A. Assuming Roles to Provide Affordable Housing

1. The federal government should provide direct federal
expenditures, provide appropriate tax incentives, and
provide credit supports to stimulate affordable housing
opportunities,

2. State governments should implement federal housing programs
as appropriate but should never serve as the exclusive or
primary deliverer of federal housing programs below the
federal level; provide capital and other assistance from
their own resources to local governments, to the private
sector, and to non-profit organizations to create affordable
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housing; and remove any legal constraints on the ability of
local governments to provide affordable housing
opportunities.

Local governments {and their designated agencies) should:
implement federal housing programs as appropriate, usually
serving as the primary deliverer of federal housing programs
below the federal level; to the extent possible provide local
capital and other assistance to themselves, to the private
sector, and to non~-profit organizations to create affordable
housing opportunities; and enact policies {such as
inclusionary zoning, impact fees, and linkage programs) which
increase affordable housing opportunities.

In partnership with local governments and their designated
agencies, the private sector should be relied upon to the
extent feasible to construct, own, and manage affordable
housing for low~ and moderate~income persons. In addition,
the non-profit sector, where appropriate and feasible,
should be utilized by local governments and their
designated agencies to provide affordable housing
opportunities through construction, ownership, and
management.. The financial, management, and creative
resources of each participant in these partnerships should
be leveraged in a way that results in the greatest benefit
to those in need of affordable housing.

Learning from Past Experience

A new national housing policy should incorporate lessons

learned from previous federal housing policies and programs.

1.

Mixed-income developments foster a positive housing
environment and have helped eliminate the stigma attached to
publicly assisted housing.

High-density public housing developments, with heavy
concentrations of households with similar, very low incomes,
are not conducive to a positive housing environment and are
often socially counterproductive. Conversely, public
housing units located on scattered sites have had much more
success in gaining neighborhood acceptance.

Despite the fact that deep rent-subsidy programs targeted to
the very-low-income persons are very costly, they are the
only way to respond to the housing needs of such persons and
should be maintained and adequately funded as separate
programs.

Flexible block grants to local governments have worked
very successfully in the community development area
and should serve as a model for housing programs.
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S. Many local and some state governments have developed
expertige in financing affordable housing which should be
capitalized on in future programs.

6. Many local and some state governments have become very
innovative in creating and packaging federal and other
resources to stimulate affordable housing opportunities.

III. PROGRAM PROPOSALS
A. Rental Housing Production

Congress should enact a new Housing Production Incentives
Program {(HPIP) to assist directly local governments and their
designated agencies (and, where appropriate, state governments)
in constructing, acquiring, and rehabilitating housing for low-
and moderate~-income persons. The private or nonprofit sectors
could also receive federal assistance ~-- through local
governments -- for these same activities.

The program should be adeguately funded and should at least
include funding now authorized for public housing construction,
Housing Development Actlon Grants, Rental Rehabilitation Grants,
Section 312 Rehabilitation Loan Repayments, and Section 8
Moderate Rehabilitation.

Funds could be used for capital grants for development,
acquisition, and rehabilitation activities; direct lecans; loan
guarantees; interest rate subsidies; rent subsidies; operating
assistance; and for programs designed to meet special housing
needs such as transitional housing and shelters for the
homeless, housing for large families, and housing for the
elderly. Each grantee would select one or more of these
activities for funding under the Housing Production Incentives
Program based on the relevant affordable housing needs in its
jurisdiction.

Most of the funds would be distributed as entitlements
directly to metropolitan cities and urban counties which would
designate a lead agency with a demonstrated capacity to carry
ocut a housing production program; the balance of funds would be
distributed to states or to the Department of Housing and Urban
Development for use in areas not receiving entitlements. A
minimum entitlement amount would be established, below which the
funds would revert to the state or HUD pool.

Eligible properties would include existing, newly constructed,
and rehabilitated housing with at least 20 percent of the units
available to those whose incomes do not exceed a specified
percentage of the area median income and with tenants paying no
more than 30 percent of their income for rent., [Congress should
acknowledge and address the fact that the income targeting
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requirements stipulated in the 1986 Tax Act make housing programs
unworkable in many urban areas, and can only be accomplished
through a more valuable low income tax credit and/or additional
subsidy.] The market rate rents applicable to the balance of the
units would help subsidize rents on the set-aside units.

Properties so assisted must retain occupancy restrictions
for at least 20 years.

HPIP grantees would develop a comprehensive housing plan
identifying local low~ and moderate-income housing needs, and the
specific activities which available rescurces would fund to
respond to those needs; adopt relevant policies providing for
affordable housing such as inclusionary zoning, impact fees,
density bonuses, linkage programs; demonstrate how they
would leverage federal funds with those from non-federal sources;
and demonstrate capacity to carry out a housing production
program.

Grantees would insure, to the maximum extent possible, that
activities undertaken would avoid displacing existing tenants;
assistance would be provided to those involuntarily displaced.

B. Deep Subsidy Program/Public Housing Modernization and
Operation

Apart from the Housing Production Incentive Program, Congress
should continue to provide separately operating subsidies and
modernization funds for existing public housing units as well as
funds for Section 8 Existing Certificates and Housing Vouchers,
since these are established, on-going programs.

C. Tax~Exempt Bond Provisions

Congress should define as "governmental"™ tax-exempt bonds
which are issued for multifamily rental housing projects meeting
specified targeting requirements. Conseguently, these bonds would
not be subject to the unified volume cap or the alternative
minimum tax, thereby facilitating their use in conjunction with
the Housing Production Incentives Program. Such a definition
recognizes that providing affordable rental housing for low- and
moderate~-income persons is indeed a legitimate and traditional
function carried out by local government.

Furthermore, Congress should continue to reguire that at least
20 percent of the units in any bond-financed multifamily rental
housing project be set aside for households whose incomes do not
exceed 50 percent of the area median {or .40 percent at 60
percent), adjusted for household size. As mentioned above, the
income targets must recognize the wide variations in local housing
markets and production costs across the country and result in
economically viable projects.



164

To enhance the effectiveness of the HPIP and bond program,
congress should add value to the low-income housing tax credit, as
described below.

D. Low-Income Housing Tax Credit Provisions

The current low-income housing tax credit requires that 20
percent/40 percent of the units in an eligible project be set
aside for those with incomes at 50 percent/60 percent of the
median, and provides a 4-percent credit on the set-aside units
financed with tax-exempt bonds or recelving federal funds or a 9-
percent credit if conventicnally financed. As structured, the tax
credit is of insufficient value, absent any additional subsidy, to
achieve the required targeting or to stimulate sufficient
production of new affordable rental housing. To overcome this and
other shortcomings in the credit, Congress should:

1. Increase the value of the credit by providing either a 3~
percent credit for all units in the project, with an
additional S5-percent credit on the set-aside units (not
figured on a present-value basis); or a 7-percent credit for
the set-aside units in projects financed with tax-exempt
bonds and an ll-percent credit for the set-aside units on
conventionally~financed projects.

2. Permit the carry-over of tax credit authority for up to three
yvears to accommodate projects which cannot be placed in
service during the year in which tax credit authority is
available for allocation.

3. Eliminate {(or at least extend for 5 years) the December 31,
1989 sunset of the tax credit.

E. Other Real Estate Provisions

Congress should allow multifamily rental housing projects
meeting targeting provisions enumerated in this proposal to be
depreciated over 19 years at a 175-percent declining balance.
This would distinguish such projects from the rest of
residential rental real estate and provide further incentive to
invest in such projects.

F. Preservation of Existing Low-Income Housing Stock

congress should provide incentives to help insure that the
existing low-income housing stock subsidized or insured under
the Section 8, Section 236, and Section 221{d4}{3) programs be
retained in the low-income stock., Specifically, it should:
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1. Create the Housing Production Incentives Program detailed
above to provide local governments with a source of needed
preservation incentives as well as with funds to replace any
lost units.

2. Allow local agencies the right of first refusal to purchase
projects that are slated for conversion to market-rate
rents.

3. Improve the value of the low~income housing tax credit for use

with these projects.

4. Regquire any projects receiving rehad financing to extend the
occupancy restrictions for the duration of the mortgage.

S. Ihcreasé the allowable rate of return {(currently capped at 6
percent).

G. Homeownership Opportunities for Lower-Income Individuals

The existing Mortgage Revenue Bond Programs, and in certain
areas the Mortgage Credit Certificate Programs, have served as
an effective, efficient means of assisting low- and moderate-
income first-time homeowner buyers. Therefore, Congress should
eliminate (or at least extend for 5 years) the sunset of the
Mortgage Revenue Bond (MRB) and Mortgage Credit Certificate
(MCC) programs to provide homeownership opportunities to first~
time homebuyers; increase the income limits for the MRB and MCC
programs to 120 percent of median in non-targeted areas; and
regquire by statute that, to the extent feasible taking into
account prevailing interest rates and local housing market
conditions, MRB and MCC issuers serve persons of lower income
before those of higher income.

The federal government should administer the Nehemiah
Housing Opportunity Grant Program to provide homeownership
opportunities through non-profit organizations for families in
distressed areas.

H. Role of Federal Housing Credit Agencies

1., Secondary Mortgage Market Participants
Ccongress has not provided a clear mandate for, and the
administration has opposed the active participation of FNMA
and GRMA in affordable housing programs through adequate
credit support. Consequently, these agencles have not
participated sufficiently to meet the credit needs of local
housing finance agencies. Furthermore, FHLMC has not
participated at all, in spite of the fact that savings and
loan institutions and savings banks are among the most
active real estate lenders, but lack the ratings required to
serve as credit enhancers.
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Therefore, a new federal housing policy should:

a. contain a clear mandate that the major federal housing
credit agencies - FNMA, GNMA and FHLMC provide credit
support for both tax-exempt and taxable housing
obligations of local governments. Beyond this,
the mandate should place a high priority on providing
credit support for affordable housing financings.

b. FNMA, GNMA, and FHLMC should impose security and
underwriting requirements on tax-exempt bond-finance
single-family programs that are less stringent than those
applied in conventional secondary market programs. These
agencies should develop underwriting criteria for
multifamily programs with input from local bond issuers
and financlal institutions.

c. Loan guarantee fees related to affordable housing
programs should be priced at cost, including risk
consideration, rather than at "market value."

d. Congress should not encumber these agencies' programs
with overall credit authority caps or excessive user
fees.

Federal Housing Administration

To counteract the deterioration of the agency over the past
six years, Congress should renew FHA's mandate to
participate fully in housing insurance and guarantee
srograms.  Congress should not privatize FHA nor restrict
its operations with volume limits, additional user fees, or
income targeting, but should instead revitalize the agency.
Specifically, the mandate should:

a. Increase professional staffing at FHA in the area of
multifamily insured programs;

b. Maintain FHA's role in single~family mortgage insurance,
given the demonstrated inability of the private mortgage
insurance (PMI) industry to serve moderate-income
homebuyers. The FHA should not increase fees to the
levels charged by PMI companies or limit the income of
borrowers utilizing FHA insurance; such actions would
weaken the ability of FHA to balance its risk
portfolio and to serve moderate-income borrowers;

¢. Revise the FHA insured mortgage limits to mirror the
limits applicable for mortgage revenue bond programs (S0
percent of the area average purchase price). This would
recognize the wide variation in local housing markets
and allow for more timely adjustments to the limits; and

d. Revise the FHA policy which delays payments of claims on
multifamily insurance defaults to allow more time for
defaults to be cured. This policy increases the
required debt-service reserve funds or GNMA collateral
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requirement, causing a hardship for local bond

issuers. Congress should revise this policy for thosge
cases when FHA insurance is used with a tax-exempt or
taxable bond to finance low- and moderate-income housing
projects.

3. New Credit Support Program
one of the most critical problems in financing rental housing
which is affordable to low- and moderate-iricome households is
the high cost of debt financing and the dearth of equity
capital since enactment of the Tax Reform Act of 1986. To
provide a ready market for these higher risk, non-enhanced
loans and to generate a source of equity investment for such
projects, Congress should establish a new secondary market
credit support program to buy and securitize below-market

first and second mortgages for low- and moderate-income rental

projects. Under this program local housing finance agencies
and/or local lenders approved for such a program would

underwrite mortgage loans using standardized lending criteria.

These mortgages would then be purchased by an arm of GNMA or
other appropriate agency, guaranteed and in turn packaged to

be sold in the private securities market as a means of raising

debt and equity capital, thus helping to make up a gap in the

project's financing. The debt service of the project would be

reduced to accommodate the reduced rents on units set aside
for lower income households, with the remaining debt service
raised through equity participation and if needed other
government subsidy such as through the proposed HPIP. The
ex:ent of tne targeting would be commensurate with the amount
of equity sold or available subsidy.

CONCLUSION

Adoptipn of this proposal would:

© Create two new mechanisms to provide affordable housing:
the Housing Production Incentives Program and a new
credit support program;

o Recognize a continuing federal role in housing
policy/programs;

o Utilize the capacity developed by local and state
governments, the private sector, and non-profit
organizations;

o Reward non-federal resource commitments;

© Recognize and leverage limited federal funds;

Prp—
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¢ Minimize federal approvals;
o Build upon the lessons learned from previous programs; and

¢ Allow for a flexible, tailored approach to housing
needs/solutions.

ABOUT THE ASSOCIATION OF LOCAL HOUSING FINANCE AGENCIES

ALHMFA is a non-profit assocliation of professionals in the housing
finance industry. Regular members are some 130 city and county
agencies which finance affordable housing for low- and moderate-income
persons through a variety of means ~- tax exempt bonds, taxable bonds,
Federal grant programs and state and local subsidies. Affiliate
members are those organizations and firms providing technical
assistance to local agencies.

10
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I Counve For Rura
Housivg Anp Deverovent

TOWARDS A NEW FRAMEWORK FOR HOUSING POLICY

The Council for Rural Housing and Development (CRED) is
pleased to have the opportunity to submit its thoughts on a
national housing policy for rural America to the Senate Committee
on Banking, Housing and Urban Affairs and its distinguished Task
Force. By way of background, CRHD is a national association of
over 175 member organizations, including 14 state associations,
actively involved in the construction and management of rural

rental housing through the Farmers Home Administration's Section

515 program.

I. THE NEEDS OF RURAL AMERICA ARE WELI, SERVED BY FmHA

The housing needs of rural America are very much different
from those of urban America. Very low incomes, reduced service
availability, and a dearth of existing housing stock in rural
areas impelled Congress in 1963 tc adopt the Section 515 program.
This loan program has been extremely effective in providing
decent, safe and affordable rental housing in rural areas. It
has an extremely low default rate of less than one percent, and
now provides over 370,000 units of housing to over 750,000
family, elderly, and handicapped citizens across the U.S. at a
construction cost which averaged less than $33,000 per unit in
1986.

In fact, the General Accounting Office {(GAO) recently
released a report ("Rural Rental Housing: Cost Information on
FmHA's Section 51% Program and other Rural Housing Options")
which substantiates the success of the Section 515 program in
serving the needs of very-low income households. GAO reported
that the program is benefitting mostly very low income households
in rural areas; almost half of the households contacted by GAO
paid reduced rents after moving into Section 515 apartments; and
of three rural housing programs analyzed -- Section 515, the
Section 502 homeownership program and housing vouchers -- Section
515 was found to be the least expensive way to serve very low
income tenants.

2300 M Strect, Northwest, Fourth Floor, Washington, D.C. 20037 (202) 955-97‘!_51”
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Because of the acute differences between rural and urban
housing needs, CRHD believes the rural and urban housing programs
should remain separate. The Farmers Home Administration provides
an excellent existing structure for delivery of housing to rural
America. We would be vehemently opposed to replacing FmHA with
an alternative housing agency or moving the responsibility for
FmHA housing programs to the Department of Housing and Urban
Development (HUD). "Urban" is HUD's middle name, while FPmHA is a
tradition in rural communities. 1Its delivery system and field
offices reach deep into the community, an important element in
developing and maintaining very small projects in remote
locations.

II. L NATIVES

To develop CRHD's position on future rural housing programs,
the president of CRHD appointed a special task force with the
charge to look at every possible option in addition to the
present Section 515 program, The task force made an extensive
canvass of possible methods of providing rural housing other than
Section 515.

Special scrutiny was given to a housing block grant program
as CRHD understand that several housing organizations are
forwarding this proposal., We concluded that while a block grant
program may be appropriate for urban areas, it would not be an
effective mechanism for providing housing in rural areas. The
success of a block grant program rests on existing government
agencies to administer the program. Rural localities do not have
the professional staff, knowledge, or expertise necessary to
administer complex housing programs. Most rural areas would be
incapable of even completing the required application.
Purthermore, a block grant program, if it were to involve an
allocation formula similar to any of those currently in effect,
would not provide small rural communities meaningful allocations.
The amount of money available would not be sufficient to provide
any significant new construction of housing. In short, a block
grant program would not work in rural communities because they do
not have the capability to administer the resources and because
such a program would not provide resources in sufficient amounts
to small communities to get any housing built.

III. RETAIN AND PROVE TION 5

A. Loan Guarantee Program

As a result of our analysis, we concluded that the Section
515 program should be retained in rural areas. However, there
are certain improvements that can be made to the Section 515
program to make it even more housing effective and cost
effective. For example, for the past several years, CRHD has
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advocated a demonstration program to explore an alternative
funding mechanism. Instead of FmHA making direct loans, in the
case of multifamily housing, it would be possible in many areas
for non-federal lenders to make the direct loan to the developer
with an FmHA loan guarantee analogous to the loan insurance
provided by the Federal Housing Administration. There is a very
important caveat, however To prod Efordable rentgl housin
the Farmers Home Administration would still have to subsidize the
interest rate on those loans.

Since this is a radical departure from present practice, it
is not recommended that this change be made all at once.
Instead, it should be attempted on a demonstration basis with 10%
of the funds allocated to Section 515 being utilized under the
loan guarantee experiment. If the experiment proved successful,
the program could be broadened to encompass a significant portion
of Section 515 multifamily loans over several years.

Statutory authority already exists for guaranteed loans,
pursuant to Section 517 of the Housing Act of 1949, authorizing
the Department of Agriculture to insure the payment of loans made
by lenders other than the United States., Likewise, the interest
credit mechanism set forth in Section 521(a) seems workable with
direct loans. Pursuant thereto, FmHA pays the difference between
the subsidized rents and market rate determined by the Secretary
of the Treasury taking into consideration the average market
yield on outstanding U.S. market obligations with comparable
maturities. {Whether this formula produces a true market rate
should be examined.) However, Section 521(a) provides for an
interest credit mechanism which may not be applicable if the
government is not the direct lender, necessitating a statutory
change to permit FmHA to make the interest differential payment
directly to the lender.

In all events, Farmers Home should be the lender of last
resort. Accordingly, if neither a private lender or state or
local agency is willing to make the 1loan, even with a loan
guarantee, then on a standby basis, FmHA should do the lending.

B. Better Serving the Rural Poor

The Farmers Home Administration on Qctober 1, 1986 increased
the required tenant contribution to rent from 25% of income to
30% of income. This increase, coupled with changes in how tenant
incomes are calculated for purposes of determining rents, has
resulted in acute project vacancies throughout the country.
Eliminating all deductions in income for families and increasing
the rent-income ratio has often produced rents comparable to
those charged in alternative conventional housing in the market
area. Often, the alternative conventional housing alsc includes
amenities prohibited in federally assisted housing. Where there

g S 2 iy
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is no alternative affordable housing, some families are forced to
move to substandard housing because the increase in the rent
income ratio has left them bereft of disposable income for
necessities. Obviously, 30% of a $25,000 income leaves much more
over for the necessities than does 30% of a $12,000 income.
Unfortunately, it is the family of four where both adults are
earning minimum wage that is hardest hit. The following examples
illustrate this problem:

EXAMPLE 1

Husband and wife with no children.
Both work 40 hour weeks and make minimum wage of $3.35

per hour. :
New Regs Qld Reqs

Combined Gross Annual Income $13,936 $13,936
Minus PmHA Adjustments Q0 (5%) 697
FmEA Adjusted Annual Income $13,936 $13,239
RENT (Adjusted Annual Income < 12

x30% -~ $70 utility allowance) $278 $206
EXAMPLE 2

Husband and wife with 2 children (ages 14 and 15j.
Both work 40 hour weeks and make minimum wage of $3.35

per hour.

New Regqs 0ld Regs
Combined Gross Annual Income $13,936 $13,936
Minus FmHA Adjustments for 2 minors 960 1,297
{and 5% deduction)
FmHA Adjusted Annual Income $12,976 $12,639

RENT {(Adjusted Annual Income + 12
x 30% - $70 utility allowance) $254 $193

One way to resclve the problem of decreased disposable

income would be to base the 30% contribution on after tax inconme.

- A second alternative would be to calculate rents at 25% on income

at or below the very-low level (i.e., 50% of median) and at 30%
for the remaining income above 50% of median.

B AR
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Market rent rates currently set by the Section 515 program
are not always indicative of true market rents in rural areas. A
truer reflection of actual market rents would best be obtained
through a local market survey.

The 30% of income to rent policy needs to be adjusted for
rural areas in order to make rural housing more competitive and
to ensure that tenants retain enough disposable income to provide
for necessities and market rents need to be established at an
appropriate competitive level in each rural community,

C. Targeting Use of Rental Assistance

In order to reach as many low-income tenants as possible,
rental assistance (RA, the deep subsidy making up the difference
between 30% of a tenant's income and the project's basic rent} is
necessary. The most logical way to allocate RA to a project is
to mirror the percentage of RA needy population in the project
area. For example, if 50% of the local population has incomes
below that required for 30% of income to meet basic rent, then
that same percentage of units in a Section 515 project in the
area should be eligible for rental assistance., This would help
to tie the occupancy in units to the true market. Such a policy
would reflect local needs and allow for the housing of those who
most need to be housed. 1In any event, 1f RA is not available, a
viable project should still be approved.

The Housing and Urban Rural Recovery Act of 1983 (HURRA '83)
requirement that 95% of RA go to families with incomes of 50% of
median or below should be eliminated. This requirement severely
restricts the use of RA in many areas experiencing vacancy
problems where RA is greatly needed. Ideally, rural areas should
be served on an individual basis based on demonstrated need
determined by market studies.

Consistent with RA allocations based on market need, units
for the elderly should receive funding priority. Although
present policy prioritizes this segment of the population, only
rental assistance can make it a reality. The elderly population
in rural areas, as elsewhere, is ever increasing; housing them
generally requires the availability of 100% rental assistance
because of their very low incomes.

Finally, steps should be taken to ensure that rural areas
receive their fair share of any housing voucher program.

D. Incentives to Induce Private Participation to Produce
Stock

Pou—
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Historically, there has never been a low income housing
program with enough economic incentives to induce private sector
participation. This fact was recognized in the Tax Reform Act of
1986 with the creation of the low income housing tax credit. By
and large, we believe that the credit will prove to be workable
in conjunction with the Section 515 program. We realize that the
Banking Housing and Urban Affairs Committee does not have
jurisdiction over the tax credit program, but we do request that
you inform the Senate Finance Committee of the following changes
needed in the tax credit progran.

At present, only taxpayers with adjusted gross incomes of
less than $200,000 per year can use the credit in full and tax-
payers with adjusted gross incomes over $250,000 cannot use the
credit at all., Use of the credit is effectively limited to $7500
per taxpayer. CRHD proposes that the income cap be removed in
its entirety so that all taxpayers can utilize the credit. We
realize that this would result in wealthy taxpayers utilizing
the credit., However, the mitigating factor is the $7500 use
limitation, which would be a very small portion of a wealthy
taxpayer's liability to the Internal Revenue Service. We
recommend retention of the $7500, except that it should be
indexed by the C.P.I. to account for inflation.

The Committee and the task force are well aware that the
most pressing issue facing the low income housing community today
is preservation of the low income housing stock. The difficult
task is to balance the owner's contractual right to prepay with
the need to preserve low-income occupancy in a particular
project. CRHD believes that the two goals can be reached if the
government assumes its proper responsibility of compensating the
owner for the fair market value of the project. This principle
is well-recognized in H.R. 4, authorizing the buy-out of owners
with pre-December 21, 1979 Section 515 contracts having the
immediate right to prepay.

In the alternative to the H,R. 4 mechanism, another
reasonable approach would be to allow Section 515 owners, upon
the owner's commitment to retain the project as low income
housing for another twenty years, to receive a subsequent loan
for the fair market value of the equity in the project at the
time that the twenty-year lock-in expires, or for purposes of
pre-December 21, 1979 contracts, when the owner wishes to
exercise his right prepay. Such an approach provides a viable
alternative to the non-profit buy-out envisioned in H.R. 4. It
is estimated that the cost of converting 5,000 eligible Section
515 units in this manner would be approximately $37 million.

Finally, in order to maintain housing stock, a maintenance
and rehabilitation program should be adopted to prevent
deterioration and default. FmHA should be authorized to make
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subsequent loans for that purpose, analagous to similar measures
contained in this year's housing legislation for the FHA
programs.

E. Homeownership Incentives to Tenants

A national housing policy should not only provide affordable
housing, it should encourage increased tenant welfare. One way
to accomplish this end would be to set aside that portion of a
tenant's rent currently constituting overage (rent paid in excess
of basic rent) in an escrow account to be used at a future date
as the downpayment for a home, If a tenant were to move out of a
project with no intention of purchasing a home, this sum would be
returned to the Rural Housing Insurance Fund. Such a
homeownership program would provide a real incentive for tenants
to leave subsidized housing.

F. Assuring Availability of Low Income Housing In All
Commuynities

There are some communities, rural and otherwise, that
thwart the location of low income housing within their boundaries
by restricted building codes, zoning and the like. In such
cases, we recommend that these communities not be eligible for
desired federal assistance, such as Farmers Home, Community
Development loans, business and industry loans, and grants from
other federal agencies. We do not believe that the federal
government should make its scarce funds available to communities
that discriminate against low income housing.

III. CONCLUSION

It is critical to realize that the proposals outlined here are
not intended to be a disjointed set of elements within the
framework of a rural housing policy. Each of the elements are
parts of a whole, which when taken together, form a comprehensive
and workable philosophy for housing our Nation's rural poor.

Each aspect of the program leads.to or complements another. It
follows logically that the best designed and thought out
technical program will fail if incentives are not in place to
attract developers. Thus, tax benefits become an integral part
of the program. At the same time, no benefit will make a program
successful if the technical requirements of the program are not

feasible. It is for this reason that a reworking of rent
calculations and the provision of homeownership incentives are
included. Taken together, these steps will both encourage

occupancy of rural rental housing by making it affordable, and
lead to short term tenancy in favor of homeownership. This would
be particularly effective in reducing the mentality of subsidized
apartment living from generation to generation.

Clearly, the policy recommendations outlined here are broad and
general in nature. Of course, we look forward to working with
the Committee and its staff in translating these proposals to
legislative reality, in an effort to create a truly comprehensive
and workable housing program for our rual citizens.
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CLPHA RECOMMENDATIONS TO THE CRANSTON/D'AMATO COMMITTEE

A,

Reaffirm and exgand the national housing goal. CLPHA asks Congress to
reaffirm the ational Housing Goal of decent, safe, and sanitary
housing for every American household, and add the words “affordable

housing.” It should be made clear that This goal also applies to those
oused or to be housed under federally-assisted housing programs.

These households, too, should have acceptable and affordable housing.

Identify in detail and prioritize the needs for housing assistance.

The need for low-income housing assistance in this country is large and
continues to grow,

Reports prepared recently by Dr. William Apgar of the Joint Center for
Housing Studies of Harvard/MIT contain the following findings and
conclusions.

o Ouring the period 1974-1983, average rents in the private rental
housing stock increased more rapidly than the incomes of
Tow-income households. The rents at the lower end of the rent
scale -- the only units accessible to low-income households -~
experienced rent increases greater than the average increases in
the rental stock as a whole.

o The rent burden (rent-to-income-ratio) of low-income households
increased substantially during this period (for those not living
in assisted housing). A growing number of low-income households
currently pay over 30, A0 and even 50 per cent Of Lheir incomes
for rent, As TabTe I shows, the proportion of households in the
Towest 1ncome grouE that was ga!ing SU% OF moré of 1Ls income for
rent grew trom 33, tn o 4l. n an . n .
Over one quarter [26.8%) of all households in the lowest income
c1ass paid over 75% of their incomes for rent in 1983.

0 The private rental housing stock available {in terms of price) to
low-income households shrank during the period under study.
Although there was a significant increase in the “assisted”
housing stock during the period 1974-1983, it barely compensated
for the shrinkage in the private market stock, and was not enough
to actually expand the supply available to Yow-income households.
{See Figure I,; Even though rental vacancy rates were high in
certain areas of the country in 1986 (see Figure 2) most of these
vacant units were not available to low-income households.

o The absolute number of low income households is growing., The
number 0f renter households with real income less than 310,000 {in
constant dollars) increased from 8.4 million in 1974 to 11.9

million in 1983, Only about one quarter of these households were
receiving any form of housing assistance in 1983,
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0 Although in the early and mid-1970's there was an adequate renta}
housing stock, available at reasonable costs, that could allow
rental assistance programs to work relatively well in most housing
markets, by the mid~1980's this was no longer true. Nor is it
expected by Ur. Apgar o be true In the future. Rather, the
problem is- expected to get worse. This seriously calls into

uestion HUD's current policy of proposing rental assistance as
%ﬁe S0 1é future venicle Jor ¥eaera1 Eousing assistance programs.

It should be a matter of federal policy that housing assistance be
prioritized and directed and allocated according to where the needs are
greatest.

Changes occur in the American population over time, including changes ;
in that segment of the population which is the target group for housing ¢
programs, The number of elderly persons is increasing, and the number b
of very elderly and frail elderly persons is especially increasing. H
Average household size is decreasing for the nation as a whole; but in ;
some regions the average size of poor households 1s growing. The

number of homeless families is increasing. The number of doubled-u ;
families 15 TAcreasing. The number of identified specfal Ticeds !
fiouseno1ds is increasing. .

We ask that Congress establish and provide funding for an on-going,
nonpartisan research program to evaluate the changing housing needs of
the American population, especially low-income, elderly and special
needs households, and to issue objective, regular and detailed reports
agnthe public. This function is not currently being carried out by

Many observers have pointed out that the elderiy in America are served
very well by governmental assistance programs, Medicaid and Socia}
Security; and have suggested that now is the time when more programs
for children need to be adopted.

While CLPHA 1s very concerned for the children in public housing, we
also recognize that many children in America are not in need of
additional federal assistance.

The funds simply do not appear to be available to provide additional
age-based programs, whether for the old or for the young, to all
members of any specific age group.

" Instead, CLPHA strongly recommends that priority be given, in all

federal programs including housing, to low-income households, since
this is clearly where the needs are greatest.

All age-based programs should be made sensitive to the incomes of
program recipients.

We also ask that Congress put low-income housing programs on the
“protected” 1ist of those exempt from automatic cuts under the
Gramm/Rudman/Ho11ings Deficit Reduction Act.



SOURCE: HOME OWNERSHIP AND HOUSING AFFORDABILITY IN THE U.S5. 1963-1985
"The 1986 Report"
By the Joint Center for Housing Studies of MIT and Harvard

Percentage Distribution of Rent Burdens 1974 1980 - 1983
Crrons Rerd a8 Perccre of e Grns Ront 2% Percem of focome Gimss Rerk 3 Peruerd of Income
CATEOORY £ 28% 28eAu% ArTe%  ow TSN € 25N 2549 SHTiN > w A% < 38 I8.49% S074% > = TIR
Alf Benter Households 59.85 2497 6.89 829 50.31 29.5% 9.13 LK 45.76 31.43 994 e
Hussehold Type °
1. Male Single Adult 6.31 21.86 5.22 .61 $8.62 26.04 6.68 866 54.55 2803 769 9.74
2. Femnake Singk: Adult 39.40 37.21 12.59 1080 EXAd 3736 13.24 11.69 36.51 37.31 12.98 13.20
3. Unrelated Adults 4680 32.06 9.77 1187 40.01 32.57 11.48 15.9% 34.34 3550 1272 12.0%
4. Married Couple Alone 73.37 18.13 3.03 5.47 65.68 2209 4.61 701 6225 2540 511 7.24
5. Married Couple, Other Rels,, No Childeen 68.03 20.80 3.86 7.31 59.69 22.61 6.36 14.34 53.04 25.47 6.16 15.32
6. Married Couple, Oldest Chitd < 6 72.87 19.00 2.90 5.23 s8.48 29.28 4.79 7.45 5166 31.05 7.57 9.72
7. Married Coupk, Oldest Child 6-17 73.08 15.69 2.25 897 61.5% 23.41 5.14 991 53.68 28.04 6.57 nn
8. Married Coupk, Children, Other Rels. 73.24 12.86 4.28 9.62 59.33 24.51 5.49 10.66 50.02 34.74 691 833
9. Muk: Singke Barent 62.79 25.06 4.6 746 52,58 29.93 962 7.87 4836, 29.1% 1171 10.78
10, Femaie Singke Parent, Child < 6 28.06 34.09 2116 16.69 24.11 2892 20.3¢ 26.67 17.37 27.50 20.58 34.55
11, Fernale Single Barent, Child 6-17 39.51 37.08 1478 H64 3124 3841 17.00 13.3% 25.70 3715 17.29 19.86
12, Femule Singl: Parent, Other Rels. 3880 3397 10.69 16.54 36.65 31.83 13.87 17.65 2560 3166 1783 2491
Age Brackes (for Houschold Head)
L« w24 54.01 27.30 a7 9.98 41.57 3208 1116 15,48 34.96 3203 13.86 19.15
22534 6804 2167 4 5.59 5549 28.42 7.05 9.04 49.44 30,42 880 11.34
3. 3544 57.39 1951 469 441 5510 27.86 7.18 287 5050 2940 818 1151
4. 45464 8236 2265 609 #90 54.55 560 863 11.23 5045 28.30 8.17 13.08
5> =88 42.89 35.64 1145 10.02 40.34 3522 13.34 1Ln 37.20 38.94 1262 11.24
Househokd tncome Class
1. Lomvest 3069 15.68 18.14 15.49 25.81 32.32 20.07 21.80 2092 3.7% 20.53 26.80
2. second T 598z 3745 275 027 @599 4806 516 07 4076 s073 769 082
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Rental Units by Gross Monthly Rent
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Endorse a strong role for the public sector, and the federal

overnment, and provide adequate funding accordingly. The private
aousing market does nOL provide adequate, a?faraaETe housing for many
households. The private sector needs to make a reasonable profit, or
at least to break even, on the housing it provides. Many low-income
households, however, cannot afford to pay enough to guarantee this, as

demonstrated in the expiring use crisie {see Section E below)l. For
these households, some type of public help is still needed.

The federal government is that level of government which is potentially
most equitable and efficient at tax collection and distribution. The
federal government should therefore continue to provide major funding
for housing programs. State and local governments should be encouraged
to contribute as much as they can to augment such programs, but they
can never be expected to substitute universally for federal low-income
housing assistance.

Funding for low-income housing assistance, i.,e. for those households
with incomes in the bottom 20% of the houseRoTd income distribution,
should be no less, on an annual outlay basis, than 50% of the annual
housing tax subsidies provided to all other American househoids through
federal tax deductions (e.g. local properily tax; home mortgage
interest; and tax exempt bonds Tor middle- income NOUSIng)., ouch

non- 10w~ 1ncome housing subsidies are currently estimated to run at over
$40 billion per year.

"Ladders up from Poverty."

Economic ladders need to be established to offer incentives and
rewards to low-income households for earning additional income if they
can. Housing assistance, 1like other assistance, should be tapered off
gradually as household income increases, rather than being cut-off
absolutely at a particular income level, The absolute cut-off of
benefits such as day care and Medicaid represents a de facto tax rate
that is extremely high and falls heavily on those trying to work their
way out of poverty.

In public housing, we suggest that the following be considered.

1. Homeownership assistance should be provided to appropriate public
housing residents to enable them to move out of public housing and into
their own homes, when they have the income to operate and maintain
these homes over the longer term.

2. Eligibility of such households for Medicaid and other related
programs such as day care should be maintained as household income goes
up, in order to avoid the disincentive inherent in a sharp cut-off of
benef {ts.

3. Programs such as the public housing "Gateway" program sponsored by
CLPHA should be adopted, to assist public housing residents in their
efforts to Improve thefr own economic condition.
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The Expiring Use Crisis.

An immediate crisis exists in terms of potential expirations of a
variety of federal housing assistance programs funded in previous
years. The most immediate crisis is the one of defaults in
HuD-assisted housing (and HUD's attempts to auction these units off
without subsidy), as well as the expirations of use restrictions on
previously subsidized developments. In additfon, there {s a massive
projected expiration of Section 8 assistance in the next 5 years.

A large Increase in new federal housing assistance over the next 5-10
years will be needed in order to deal with these varjous crises.

Efforts should be coordinated. Blue Ribbon Commission? Special
Congressional panel establishe

In many instances, public acquisition and ownership of some or all
units in individual devéTopments of LRis Lype may be fﬁe best solution,
and PHAs should be given the tools and the funding to take on this job
whenever it 1is deemed appropriate in the opinion of the PHA., The
expiring use crisis demonstrates the serious problems that exist with
private-sector low~income housing.

Our greatest concern, however, is that the expiring use crisis will
soak up funds which are essential for public housing., We are also
concerned that the crisis may "dump" many low-income households out of
their units at exactly the time HUD s trying to demolish or dispose of
the existing public housing stock.

Maintain strong support for existing public housing. There must be

strong, continuing federal support for existing public housing and
rental assistance programs, The major areas for this support are:

{a) operating subsidies;
{b) modernization;
(c) major redevelopment/reconstruction;

{d) new development (including atquisitfon, new construction, and
rehab); and,

{e) rental assistance.

Operating subsidies. The current formula and procedures used to fund
pubTic housTng operating subsidies have many shortcomings. One major
oversight in the formula, which has caused enormous shortfalls in
funding for PHAs, 1s the lack of a realistic basis for recognizing

the PHAs' actual insurance costs. This needs to be corrected.

A number of other substantial changes, however, many much more
significant, also need to be made.

The basis of all of these changes should be the fundamental principles
that Congress originally laid down when it established the operating
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subsidy system in the mid-1970"s, namely that the operating subsidy
should be adequate to cover the difference between:

(a) the reasonable costs of a well-managed PHA; and,

{b) PHA income from rents and other sources.

When the present Performance Funding System (PFS) was established in
1975, it was intended by Congress and HUD at that time that PFS should
be periodically changed and revised in response to changing conditions,
the changing circumstances of PHAs and improved information, in the
future.

Such a major revision has never been carried out, however., It needs to
be initiated now, and put into place within the next two years.

One direction CLPHA suggests Congress consider is to have the General
Acccounting Office {GAD} carry out an evaluation of present problems of
the PFS and make recommendations for changes.

The changes need to reflect the goal of recognizing public housing as
both:
{a) a professional real estate management operation; and,
{b}) an institution that must respond to a variety of special needs
of its tenant population,

The environment in which public housing operates has changed greatly
since PFS was established over a decade ago. The client groups have
changed. Occupancy has changed. Regulations have changed. Costs have
changed., Expectations have changed.

A revised PFS needs to provide the PHAs with adequate funding to carry
out the many new tasks society expects them to do.

Short-term "fixes". In the short term, operating subsidies especially
need to be adjusted in the following ways:

o revised inflation factor,

0 an appeals process;

o recognition of the added costs of housing certain groups such as
large single-parent households, the frail elderly, households
with disabilities, and certain housing configurations such as
scattered-site units; and,

o provide incentives to more efficient management
of the public housing stock.

Modernization

Bringing existing public housing up to livable standards and returning
viable units to ocupancy should be primary aims for the future of the
public housing program,

Four years ago, the Congress appropriated over $4 million for a study
of modernization needs in public housing, including an analysis of
those developments needing major redesign and redevelopment. As of
September 30, 1987, no final reports of that study had yet been
completed and issued By HUD.



~

o v g

-

Sl s

185

8-

A preliminary draft of the “national needs estimate” from the study
ind{cated that the total modernization “backlog" could well be over $20
bi11ion for the nation's 1.3 million housing units, which would be just
over $15,000 per unit on the average. When the final results of the
study are {ssued, they are expecfeg to show, however, that the great
majority of the current public housing stock has modernization needs of
under $15,000 per unit -- which means it is in relatively good
condition -- while a limited proportion of all of the nation's 10,000
public housing developments would cost significantly more per unit to
modernize, redevelop and/or restore to full occupancy.

The Comprehensive Improvements Assistance Program (CIAP) enacted by
Congress and initially funded in federal FY81 has made good progress in
restoring the public housing stock to good condition. Much more needs
to be done, however.

Some PHAs have now “CIAP-ed” most or all of the developments which
needed the “comprehensive” approach mandated by CIAP. These PHAs are
now ready to move on to a more flexible and routine annual approach to
modernization. Other PHAs have been less successful in past
competitions for CIAP funds, and sti1] need “comp. mod” money in
substantial amounts to begin cutting into their modernization
“backlog"”., Other PHAs have very small (per unit) modernization needs,
and would tike a routine annual funding allowance for modernization,
with the possibility of accessing some type of natfonal pool, from time
to time, for extraordinary needs or major systems replacement,

RECOMMENDAT IONS

1. More flexible types of systems for funding modernization in the
future are needed, systems which offer more predictability and more
Tocal control over fﬁ4 types of work to be carried out. %1ex15¥11€ .
predictabiiity and 10cal CONLrol are the wailchwords we would ask
Longress to provide in any future changes to the modernization program.

2. CLPHA would like to participate in efforts to modify the public
housing modernization program, and has made many Such recommendations
to HUD and the Congress in the past. However, CLPHA recommends that a
fundamental principle to be observed in any transition to a new or
revised system be that first priority in funding must be given to work
needed to reduce the exISting backiog of modernization needs; an

the Congress determines that additional funding can be provided above
what 1s d to.reduce the backlog on a reasonable timetable, Such
vextra® funding could be targeted to a routine annual replacement
allowance L0 deal with new modernization needs as they arise laccrue)

in the future.

3. Retain and Modfify CIAP in FY88., CLPHA recommends that the CIAP
program be retained and mo ed In the following ways fn FY88.

{a) Expand Specjal Purpose Modernization. The allowable uses of
speciat purpose modernization funds shouTd be expanded as per the
proposed Flake Amendment to H.R, 4. In addition, special purpose
funds should be usable for interim modernfzation of developments
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awaiting major redevelopment.

{b) Redefine Emergency Modernization. Emergency modernization
should TncTude all work needed to protect the health and safety of
residents, including work whose lack of funding would contribute to
2 worsening of an impending emergency.

{c) Technica) Changes. Several technical changes in the way the
program 1s administered should be made, including the folowing:
o begin any time 1imits on obligation of funds with ACC
execution, not with final application approval.
o develop realistic modernization cost guidelines,
instead of applying dated development guidelines to
modernization; and apply guidelines only to modernization
work at hand, instead of to the total of all work ever done
at a development.
¢ clarify to HUD regional and field offices regulations
which have been misinterpreted, and institute training
sessfons for PHAS.
0 cease forcing PHAs to use operating reserves for
modernization (although such use should always be
considered).

4, Hazardous Materials. Congress should direct HUD or the National
Institute of Building Sciences (NIBS) to make estimates of the need for
lead paint, asbestos and radon abatement in public housing, and provide
the needed funding for such abatement. These major efforts cannot be
addressed simply by making them priorities within existing
modernization programs, without providing the additional funding
needed.

Congress should also direct HUD to contract for a technical assistance
center, supervised by a board of PHA executive directors, to offer PHAs
technical assistance in assessing PHA problems with hazardous
materials, developing optimal abatement strategies, and implementing
such strategies.

5. A revised system in FY89. CLPHA recommends that the following
types of revisions be made in the modernization funding system in the
future., If it is possible to develop these changes in time to be
adopted by Congress for the FY89 funding year, this would be desirable;
otherwise the changes might have to wait for FY90.

{a} Backlog Needs. Continue to fund "backlog” needs through an
amende: ection 14) modernization program, considerably
simplified to make 1t more flexible, predictable and subject to
local control over the activities to be undertaken. The
aTTocation system Tor this program woulg bé Dased upon a study to
be mandated by Congress {(that would be carried out by HUD,
preferably by the Office of Public Housing), and the program would
not be adopted until such an allocation system, based upon
identified needs, had been authorized by the Congress. The
results of the HUD/Abt study of modernization needs in public
housing may possibly be usable to allocate such backlog funds at
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least to the HUD Field Office level, for 51 such Field Offices
across the country.

(b) Newly accruing {on-going) modernization needs. To the extent
that additional funding can be provided by Congress, CLPHA
recommends that a new annual replacement allowance be provided to
PHAs. The watchwords again are flexibility, predictability and
local control. It is possible that the annual amounts to be
provided under such a replacement allowance could be based upon a
percentage of the capital value of the developments to be
nominated for inclusion in the program. In addition, developments
which receive the annual replacement allowance should also be
eligible for a natfonal "pot" of funds for extraordinary items or
major systems replacement. Such a national "pot" could either be
a new source of funds or else periodic eligibility by such PHAs
for access to the modernization "backlog” pot.

The new replacement allowance program should be targeted primarily
at developments that meet one or more of the following criteria:

(1) are new;
(11) have been recently modernized; or,
(iti) have relatively low (per unit) modernization needs.

Based upon the funding available, HUD could offer a certain
dollar-per-unit amount to PHAs under a replacement allowance, and
PHAs could nominate certain of their developments for such an
allowance under a multi-year (e.g. 5-year) contract. The PHA
would continue to apply for modernization funding for its other
developments under the revised “backlog" program.

CLPHA recommends that no more than 5% of the total funding
available for modernization be issued through the replacement
allowance program in its first year. That ratio would be
increased gradually in the future as the existing backlog of
modernization needs in public housing 1s reduced.

6. HUD/Abt Study. CLPHA asks Congress to direct HUD to complete this
study, Tssue the results, and make the date base available for public
use. This is very important.

Development. CLPHA proposes that major funding be provided for a
revifalgzea and reformed development program. Figure 1 shows the
continuing decrease in units available to low-income households.

1. Purpose: to expand the supply of low-income housing, including:
Ta) publicly-owned housing; and (b) non-publicly-owned housing -
dedicated to low-income use. Elfgible recipients would be Public
Housing Authorities. Low-income means “"public housing eligible”.

2. Application process: HUD would issue a Notice of Funding
AvailabiTity (NOFAT and PHAs would apply.

H
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3. Eligible uses: Funds could be used for a variety of eligible
purposes (somewhat similar to the CDBG program) in the discretion
of the PHAs, including:

{a) conventional public housing development {acquisition,
rehabilitation or new construction};

(b} contribution by the PHA to a "deal” being packaged by someone
elso {e.g. non-profit, CDC or private developer) to leverage an
increase in the number of low-income units; [*]

{c) commitment of funds for long-term rental assistance {operating
subsidy) to a non-PHA as an incentive to build, rehabilitate or
acquire units for long-term low-income occupancy; OR, [*]

{d) provision of assistance to a low-income household living in
public housing to achieve homeownership outside of public housing,
thereby freeing up a unit of public housTng.

Use of funds for condos and coops would be explicitly permitted and
encouraged,

4. De-Regulation. The development process needs to be substantially
deregulated, or else it will not work, no matter how much it is
revised statutorily. PHAS should be able to get the money, and use
it much more in their own discretion. For example, PHAs should be
able to quickly change the use of the money in response to changing
local housing market conditions, without HUD's approval. (HUD
would of course continue to have audit responsibilities to ensure
that all use of funds complied with statute and regulations.)

5. MNames. The development program would have three sections, each
With its own name:
{a) the Elderly Housing Program;
{b) the Family Housing Program; and,
{c) the Special Needs Housing Program.

Congress would specify the amount of the development appropriation
to be used for each purpose. PHAS would be allowed to combine
units under the various programs on a single site, or as part of a
single development project. A new way of calculating the operating
subsidy eligibility Allowable Expense Level {AEL) would be needed
for the three types of developments. (But this would not affect
the AEL for units previously funded under the present PFS.)

6. Amount/level of funding to be requested. For purposes of CLPHA's
recommendations at this Time, we refer only to the level of need
there appears to be nationally for low-income housing assistance.
{See Section B above.)

[*] for purposes of 4(b) and 4(c), "long-term" would be 30 years.
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Size of development.
CLPEA endorses & strong statement of principle that in general

there be a 1imit on the size of new low-income family developments,
e.g. "for example, in most communfities, the best size for new
family developments would be from 10 to 100 units,” while
acknowledging that in some cities the limit could be higher*,

CLPHA endorses the provisfons of present statute strongly
discouraging any more family high-rise developments unless there
are no practical alternatives, e.g. where construction of
non-high-rise family units would exceed cost guidelines.

Bedroom distribution. CLPHA supports the elimination of the
present statutory requirement that development funds go only to
large units {e.g. 3+BR). While there is an urgent need Tor such
units, there is an even larger need for ZBR and even 1BR units.
Projects consisting solely of 3+BR are much more difficult to
manage and maintain, and consequently become less viable, too.

Rather than establishing rigid cost guidelines for development, HUD
should rely on the competitive 1ng process, on an individual
project basis, perhaps supplemented by a panel or Jury review that
would include persons in addition to HUD staff., Cost figures
should be looked at "per square foot" rather than "per unit".

If the Nehemiah program is adopted by Congress, there should be a
set-aside to the PHAs to help encourage homeownership among
currently existing residents of public housing, who could move out
and free up an existing public housing unit.

CLPHA endorses continued use of tax-exempt financing by PHAs and
state and local Housing Finance Agencies to develop additional
housing; and tax-exempt financing should also be restored for
public housing development.

CLPHA endorses the Low-Income Tax Credit Program and it should be
made more workable {along the Tines of the Assn. of Local Housing
Finance Agencies proposals). Among these proposals are:
{a) remove 25% passive loss restriction for individuals; and,
{b) use in conjunction with tax-exempt financing (9% credit),
and loosen up criteria for the 9%.

Planning and local needs.
Ta] An €11gible use Tor development funds should be to fund Tocal

planning efforts aimed at preparing “inclusionary zoning" and other
similar proposals that would help expand the local low-income
housing supply.

* For example, in larger cities such as New York and Philadelphia, family
high-rise might be specially defined as bufldings over six stories.
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{b) CLPHA endorses the principle that each PHA's approach to
meeting local housing needs should be flexible and reflect local
housing market conditions.. For example, a PHA should always
evaluate whether or not it would be feasible to meet local needs
using rental assistance, acquisition, etc., before deciding to do
new construction. [Note, however, that sometimes, although units
might be available for acquisition, the age and quality of such
units might make them more expensive, in the long run, than new
construction.] Figure 2 shows that the vacancy rate in the rental
housing market varies widely by section of the country, indicating a
need for different approaches in different regions. It is important
to note that a high rental vacancy rate, however, does not always
mean that new low-income housing development is not needed, since
most of these vacancies are usually in higher rent units.

{c) PHAs should be funded to hire their own planners to carry out
the above tasks, and also to help find sites for new development
that are responsive to the "impaction" issue. New and rehabilitated
housing should be designed to fit well into the surrounding
neighborhood environment - and should strengthen {and be coordinated
with) local neighborhood improvement efforts.

{d} PHA's should be required to participate in, and sign off on,
local Housing Assistance Plans (HAPs). Input to HAPs should be
based to a large degree on PHA waiting list information.

14. If long-term operating subsidy is provided to new low-income
housing development not undertaken by the PHA (e.g. by non-profits),
such subsidy should go through the PHA.

15. CLPHA encourages PHAs to work to ensure a better "fit" between
households and housing units in public housing, in terms of size of
household/unit. This could increase the number of larger units
available for use by large families.

16. Public Housing Design.
PubTic housing design has changed and been vastly improved since the
1950's and 1960's, yet much remains to be done.
{a)}) Need to change HUD regulations that now require minimum
standards only.
{b) Need to sponsor information exchange on new directions in
improved public housing for families, the elderly, and
special needs groups.

J. Major Redevelopment/Reconstruction

(1) Substantially expanded funding should be provided for the purpose of
major redevelopment. Adequate funding for a major redevelopment
project should include enough funding for replacement housing where
needed. ’

(2} Targeting: attention would be targeted especially to large
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developments and those with serfous vacancy problems, e.g. for
hi-rise, those with over 15% vacancy rate, and for low-rise, those
with over 30% vacancies), or other serious problems resulting in the
development being severely stressed according to the PHA. .

(3} Plans. PHAs should be required to submit a statement to HUD, for
deveTopments identified in (2) above, which would fnclude:

- the name, size and characteristics of the development and its
occupancy history;

- a preliminary survey of the physical and other conditions of the
development and an estimate of its mod./redevelopment needs; and,

- the PHA's proposed future general strategy for addressing the needs
of this development,

The plan would explicitly recognize that strategies for addressing
the needs of these special developments might require a long-term
multi-year implementation schedule {e.g. 10 years). Multi-year
planning grants would then be awarded by HUD to undertake the major
kinds of detailed planning and other activities that would be
required to address these needs.

4

——

The viability question should be addressed more professionally.
HUD's present procedures require more bureaucracy, but not
necessarily more good judgement.

{5) In addition, the definition of "special purpose mod." should be

expanded to include interim modernization for developments where
major redevelopment is being planned.

Reshaping the role of public housing.

Although it was once occupied primarily by the "working poor”, public
housing has increasingly come to have a negative stereotype in many
communities as housing of last resort for those who "won't work to
support themselves," especially for those dependent on welfare, Public
housing has also come to be increasingly minority occupied. The role
and image of public housing needs to receive serious attention.

Some PHAS see their goal as being to achieve sound, stable, long-term
communities in public housing; while others fear that such “stability"
will only result in ghettofzation and the spread of a long-term culture
of poverty,

Some principles need to be established, redefining the role of public
housingﬁ e.g.:

1. Reduce the isolation of gublic housing,
The natTonal housing policy is Lhat housing assistance should go to

those who need it most. Yet this should not mean that assisted
units should be isolated from the rest of the community.
Major efforts must be made to overcome the isolation of public

housing,
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The local community should be responsible for providing adequate
gsecurity in public housing, but PH funds should be devoted to
supplementing and targeting these efforts.

Service providers {e.g. day care, health care, education, etc.)
need 1o Ee encouraged to reach out and enroll more of their clients
from those living in public housing, and in some cases establish

service centers in public housing developments (subsidized by the
PHA without a loss of operating subsidy).

2. Encourage uguard mobility economicallg.

HousehoTds receiving housing assistance should be helped to improve
their own abilities to seek and take advantage of economic
opportunities, for example through job training. {See “ladders"
section D above.) “Up and out” strategies should be encouraged and
supported by the structure of housing assistance programs, to the
extent that viable alternative housing opportunities are available.
Consideration should be given to establishing a maximum time limit
for continuous occupancy of family public housing, with limited
exceptions for emergencies,

3. Integration.
Integrated public housing communities should be the goal,

and this should be achieved not only by desegregation policies and
tenant selection policies, but also by approval of plans for
maintaining existing racia) balance, This is one of the most
critical issues in public housing today, yet the current
Administration's policies are muddled and self-contradictory. This
is a highly complex issue and needs a variety of sensitive
implementation policies and procedures.

4., Expanded role for residents.

The role of the residents themselves must be expanded, in
preserving and maintaining the quality of life in their own
developments.

Improving the Housing Development and Management System.

The present structure for governing, overseeing, regulating and
managing the country's assisted housing programs is cumbersome, rigid
and bureaucratic. It is not goal-oriented. Authority and
responsibility are widely divided. The system has become almost
totally unworkable. No large private real estate operation would be
run this way.

The rules for the public housing program are made and approved by HUD's
ce of Public Housing, with advice of the HUD General Counsel.

The interpretation of the rules, and oversight of individual PHAs on a
day-to-day basis 1s carried out by HUD Regional and Field Offices.
These offices do not report directly to the Office of Public Housing,
but to the Undersecretary of HUD. They are widely perceived as being
responsive primarily to the political and policy mandates of any
incumbent Administration of HUD,
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Local PHAs are responsible for managing the public housing units within
their jurisdiction; yet they must operate within very rigid guidelines
and regulations laid down by HUD's Offfice of Public Housing, as
interpreted in a wide variety of ways by the HUD Regional and Field
Offices. The PHAs have 1ittle authority or autonomy of their own.

The “actors® in the process, whether at HUD Central, in the Regional
and Field Offices or in the local PHAs, see themselves by and large as
competitors, each trying to achieve their own objectives, and usually
at the expense of the others. Sometimes there is cooperation. Equally
of ten, however, there 15 a lack of communication and a failure to
cooperate in achieving what should be common goals.

RECOMMENDAT [ONS

1) De-Regulation (short-term, immediate)
We ask the longress to direct HUD to take all steps possible,
consistent with statute, to de-regulate publiic housing. This

should be entirely compatible with the current Administration's
alleged organizational philosophy.

what we mean by de-requlation is that HUD, for now, should
establish rules and regulations for the public housing programs,
and then should carry out reviews and audits to check that PHAs are
obeying statutes and rules,

HUD should withdraw, however, from the process of approving or
disapproving every major {and many minor) decisions which must be
made by the PHAs in the course of their day-to-day operations.

The present degree of HUD "oversight” and interference in routine
local administrative decision-making processes is intolerable, and
highly detrimental to the professional and efficient management of
the public housing stock.

2} Major change in the system
{a) The management of the public housing delivery system needs to
be completely overhauled. There should be a single Public Housing
Admin{istration, established for the purpose of ensuring
professional management and administration of the nation's
vitally-needed public housing stock, which now includes over 1.3
million units. The policy direction of the agency should be
established by an appointed Board of Directors. Al1 of these
officials should hdve a long and outstanding experience in the
management of the public housing stock, and should understand the
problems facing Tocal PHA managers.

{b) Public housing should be run as a professional real-estate
operation.

{c) The staff of the agency that adminfisters public housing

programs (whether at HUD or in a new agency) should be revitalized
and augmented. 3taff should be required to demonstrate extensive
knowledge in housing management skills. Promotions should be on a

s
(
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merit basts, with PHAs involved in the performance-evaluation
process.

{d} The new agency must be held accountable, not only for
rule-making, but also for the condition of the natfon's assisted
housing units. The agency must work cooperatively with local
agencies in the pursuit of a common goal: to house low-income
people that need such housing, under decent, safe, sanitary,
affordable conditions.

{e} Local Authorities (PHAs) need greater flexibility and autonomy
in:

{1) establishing their own budget priorfties;

(11) personnel and salary policies;

{i11) establishing program directions and needs;

{iv) carrying out programs such as modernization and development.

Rental Assistance. ({(For CLPHA historical review of Section 8 and
Voucher experience, see Appendix III.)

1. CLPHA strongly supports expanded funding for additional
{incremental} Section 8 "existing” and “mod. rehab.” units; and is
opposed to any expansion of the so-called "Youcher® program at this
fgme, pending & Tull assessment of Lhe ~voucher option', including but
not 1imited to whatever further reports HUD may release of the Abt

Voucher Demonstration evaluation. {See attached CLPHA summary of the
first and only evaluation report released to date, in Appendix II.)

If, as the result of such an assesment, it is concluded that there are
advantages associated with the greater flexibility in rents {and
rent-income ratios) allowed under the Voucher program, then such
greater flexibility should be introduced as modifications to the
Section 8 "existing” and "mod. rehab.” programs, with Congressional
authorization. These changes need not be made by throwing out the
current Section 8 “existing" and “mod. rehab.” programs, which in most
respects are highly successful in their present form and should be
preserved as much as possfble. They can simply be modified.

2. Rent reasonableness and Timits on rent-income ratfos. If such
modiTications are introduced in the future, Tt may be desirable to put
1imits on the range of allowable rent-income-ratios, by household size;
and in any event to allow PHAs to evaluate “rent reasonableness”.
However, before an evaluation has been conducted, it is premature to
specify exactly what these provisions should be.

3. It is clear that vouchers have the potential for costing more on an
average, per-unit basis, that Section 8 certificates, since With
Section 8, if a certificate-holder pays less than the Fair Market Rent,
the subsidy equals the difference between 30% of income and the actual
rent, while under Vouchers, the subsidy always equals the difference
BeTween 30% of income and the payments standard.
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4. The present administrative provisions of the Section 8 "existing”
and "mod. rehab." programs should by and large be continued under any
future, modified program. These Erovisions should also be extended to
certificates currently under the "Voucher” program. The 1ist of such

administrative provisions includes but is not necessarily limited to
the following:

(a) Maintain the present way of calculating Fair Market Rents
{FMRs). Any “payments standard” under a modified or voucher program
should be required to equal 100% of the FMR, and HUD should continue to
allow annual cost amendments to the ACCs and provide additional funding

for such amendments accordingly. Update FMRs and payments standards
annually.

{b} The procedure for allocating money under any modified or
voucher program should be the same as currently used for Section 8,
i.e., tenant contribution should not be deducted from the calculation,
s0 that PHAs can build up project reserves in the same manner as
currently.

{c) Continue to allow exception rents and allow similar exceptions
to payments standards, backed up by additional funding where required.

{d} Maintain the same provisions regarding adjustments to the
subsidy of individual certificate-holders as currently with Section 8.

{e} Restore the administrative fee for Section 8 “existing” and all
vouchers to 8.5%, VYouchers are not cheaper to administer.

(f) Maintain the current provisions for damage payments and PHA
payment of rent when a unit is vacated.

5. Require HUD to calculate true voucher costs more accurately.
Congress should direct HUD ta show, when 1t reports Lo Langress, what
the costs are of the number of Vouchers actually fundable by the
Housing Authorities, given the money provided by HUD, not the
theoretical cost of the number of units that HUD says TRE PHA ought to
be able to fund. Any cost comparisons between Section 8 and vouchers
should also be made using the same methodology with regard to whether
or not the fenant contribution 15 included in the calculations.

6. Term of Budget Authority and ACC. In order to allow greater
flexibiiity 1n the Congressional authorizing and appropriating process,
it may be useful to reduce the term of the Budget Authority {and ACCs)

for the Section 8 “existing™ program {and for any modified program in
future years).

CLPHA could support a five-year term for the Section B "existing”
program. One of the difficulties with this, however, is that it might
contribute to the problem in the early 1990's when massive amounts of
current Section 8 budget authority are already scheduled to expire.

Also, the ACC term should be counted from the time of amendment
authorizing additional units under the ACC, not from the initiation
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FIGURE 2

RECENT TRENDS IN REAL RENTS, by William C. Apger, Jr.,

with the assistance of Rufjue Peng and Jennifer Olson, Joint

Center for Housing Studies of MIT and Harvard University,
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date of the first ACC. The latter is current HUD practice.

7. Al program modifications should be brought about through the usual
Notice and Comment process required under the Administrative Procedures
ACT {APRT.  Thé use of NOFAs for rulemaking, as a way of sidestepping
these requirements, {s unacceptable.

8. Variety of program approaches need to be maintained. Although there
should be only one "certificate” program in the future, CLPHA
recommends that Congress alsoé continue funding housing programs that
expand the supply of physical structures in areas where these program
approaches are needed. (See Section I. above.) In particular, even
though rental vacancy rates may be high in some areas of the country
(see Figure 2}, new development may still be needed if these units are
unavailable to low-income households.

9. Expirations of Budget Authority. CLPHA is extremely concerned about
the massive expirations of Budget Authority scheduled to occur in the
Jate 1980's and early 1990's for Section 8 and voucher programs. This
makes it all the more important to begin to plan for this crisis
immediately. CLPHA recommends that Congress establish a crisis study
committee to begin developing recommendations for steps to be taken as
this Sudget Authority expires, in order to anoid the loss of housing
assistance by thousands of low-income households across the country
within the next few years. ({See Section E above.)

N. Rents and Incomes in Public Housing

Two important changes have occured in statute since 1980, affecting the
rents residents pay in public housing.

Eligibility. The eligibility limit for admission to public housing has
béen dropped from 80% of an area's median income ("low income”) to 50% of
the median {"very Tow income”). Making this change has set into motion a
process which will, if not amended, eventually result in public housing
becoming an entirely “very low income” program.

Rent-income ratio. In addition, the rent-income ratio has been raised from
a maximum of 25% to a mandatory 30%.

Since these changes have been made, a growing number of PHAs have found
that a significant proportion of their residents ir the *50 to 80 percent
of median” income category have moved out of pubiic housing, or are
strongly considering doing so. The reason is that the difference between
public and private housing rents is no longer great enough to make public
housing attractive to many of these households.

Many PHAs see these households as providing a core group of a stable,
socialized community in the public housing developments. If the PHAs
continue to lose this whole category of residents, many PHAs believe there
will be increasing social destabilization, and that the developments will
become increasingly difficult and costly to manage. As rents go down and
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costs go up, the average subsidy level would have to increase,
RECOMMENDAT IONS

1. Eligibility Timits for assisted housing programs should be restored
to 80% of median income. Economic integration is necessary for
long-term viability in public housing.

2. CLPHA endorses the provisions of H.R.4 which allow up to 25% of all
units to be used for households between 50% and 80% of medfan fncome,

3. The calculation of adjusted tenant income (for rent-determination
purposes) should be revised to provide larger deductions (at least 10%)
for earned income {and for health costs of the elderly). The former
will provide an increased incentive for residents to seek and to
maintain employment,

4. In the case of & household living {n public housing whose income
exceeded the initial occupancy eligibility 1imit, it would be eligible
for the homeownership funds listed in Section I1.4(d) above, as lang as
its income did not exceed 100% of median.

5. Rents

CLPHR €ndorses seeking ways to reduce the effective rent-income ratio
for all households, but especially for large low-income families, either
by reducing the mandated 30% rent-income ratio, or else by increasing
allowable deductions,

6. Housing Authorities should be allowed to grant a maximum rent (rent
cap) to some limited proportion of the residents, based either upon:
{a) a maximum rent, Vinked to private market comparables; or {b} a rent
which reflects actual cost to the PHA,

7. CLPHA also recommends that PHAs be given discretion to reduce rents

{rent-income-ratios) in any development with serfous vacancy problems,
to help in marketing the units in that development.

0. Homeownership in Public Housing.

The need for assisted housing for low-income individuals and households
ts growing, not shrinking, for a variety of reasons, including: {a) the
increasing disparity between the income of the lowest {ncome groups and
that of the general population; and {b) the elimination of most of the
major tax preferences for rental housing in the recent "tax reform"
amendments.

As a result, the waiting lists for public housing have never been
Tonger; and an ever growing proportion of both those living in public
housing and those on the waiting 1ists consists of “very low income"
households.

Homeownership is generally beyond the reach of low and very low income
households, without very deep subsidies; and the provision of very deep
subsidies to a limited number of households, while others continue to
suffer without any housing assistance, is poor public policy.
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In addition, low-income households find it very difficult to support
the “"carrying costs" of operating their own housing, when owned, such as
fuel, utility, maintenance costs and taxes.

HUD has cited the British example of selling large amounts of public
housing to its residents as a model for this country. However, some of the
many reasons why the British model has very limited applicability to the
U.S. are the following.

1} At the time when the sale of public housing in the U.K. began,
nearly a third of the population lived in public housing, much of which

had been build since WWII and had been better maintained than in the
u.s.

2) The units that were sold were generally in garden
apartment/row-house types of structures, not in walk-ups or high-rises
which are the more prevalent type of structure in America.

3) There were essentially no upper income limits for eligibility to
live in public housing in the U.K. Any household that wanted to live
there could. Therefore, the median income of households living in
public housing in the U.K,, relatively speaking, was much higher than
in the U.S.; and the households that purchased their own units had a
much higher income, relatively speaking, as well,

4} The units that were purchased tended to be those in the best
physical condition, and had been the best maintained over the life of
the program, generally in large part by the occupants themselves.

There was therefore a well-documented pattern of ‘skimming” in which the
best units were sold to the higher-income residents, while the units
that remained in the public housing stock were those of poorer quality,
occupied by lower-income residents. The benefits realized through the
sale of public housing, in other words, went largely to the residents
with the smallest needs.

In additfon to the above reasons why the British experience is not directly
applicable to the U.S., HUD is currently involved in what is now a
relatively unsuccessful Homeownership Demonstration of its own in public
housing. Before the Homeownership Program is expanded, the results of this
Demonstration need to be received, reviewed and analyzed by the Congress
and the low-income housing community.

CLPHA policy recommendations

1) CLPHA supports the idea of federal financial support to
lower-income households to assist them in purchasing their own housing
in the private market, especially existing or rehabilitated housing
{rather than new construction). CLPHA would like to work with Congress

to de;elop the provisions of such new programs. ({See Section I.3.d
above

2} Homeownership programs should be as equitable as possible, and
should provide a moderate leve)l of subsidies to the greatest number of
people, not very deep subsidies to only a few, such as would occur
under certain amendments under consideration by the Congress.
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3} CLPHA supports homeownership in public housing under the following
conditions:

a) The sale is voluntary on the part of both the PHA and the
resident.

b} Any unit sold must be replaced on a one-for-one basis by an
actual, physical housing unit unless the PHA and the local government
both certify that such physical units are no longer needed and
therefore either: (1} do not require any replacement; or (i{) may be
replaced by non-project-based housing assistance (e.g. Section 8 or
voucher certificates).

¢} Units to be sold must be in standard condition at the time of
sale. This may require modernization of units prior to sale.

d} 1In order to purchase 3 unit, a household must be able to show

that the total carrying costs of the unit will not exceed 25% of the
household’s after-tax annual income; and there must be evidence of
Eonti?ugng employability and Income on the part of the household
head{s}".

e} Resale provisfons must be tightly written to prevent "windfall”
profits from the resale of the units. An example that might be
considered is the FmHA "502" homeownership program, which provides
that the government has a lien on the unft that would enable some
percentage of the increased value of the unit to be recaptured by the
government at the time the unit is re-sold.

4) Any Homeownership Amendments that do not contain provisions

resembling those listed above would be stFongly and unequivocally
opposed by CLPHA.

P. Homelessness and the Need for More Low-Income Housing

Hundreds of thousands of individuals and families currently live, but
barely survive, in the natfon's streets, in cars, in overcrowded hotel
rooms, or crowded into other temporary accommodations, In a recent survey
by the U.5. Conference of Mayors, 1t was found that in one year alone,
1986, the number of fam{lies with children seeking emergency shelter grew
by 20 percent. The survey further found that the lack of permanent housing
was the most common cause of homelessness.

wWitnesses at a recent Congressional hearing also identified the lack of
permanent housing as a major cause of the current epidemic of homelessness.
These witnesses included such diverse groups as the Natjonal League of
Cities, National Assn, of Counties, Council of Jewish Federations, Catholic
Charities, Salvation Army and the United Way, the agency charged with the
administration of the FEMA Emergency Food and Shelter Program funds.

The reasons for homelessness and the needs of the homeless are as
diverse as the population itself. Some are alcoholic individuals, male and
female, young and old. Some have mental or emotional problems, including
but not limited to those whose problems have been severe enough to require
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previous institutionalization. Some are handicapped. Some are chronically
i11 physically. Most have more limited job sk1l1s than the general
population. Most are very poor, with few if any assets. In the case of
families, many have recently gone through some traumatic disruption of
family life, often including the loss of a major wage-earner through death
or the break-up of the family. Most are "well socialized," but some are
not. Many are young mothers. Many are minorities.

Their needs range from comprehensive physical and mental health
assistance, to employment assistance, to day care and assistance in finding
a new place to live. The common thread 1s the need for a roof over one's
head, since without some kind of stable living situation it is difficult if
not impossible to effectively provide other types of assistance. [In
addition, some programs require a permanent address as a condition of
eligibility.]

A great variety of efforts are needed to address these problems, pubiic
and private, by individuals, groups and organizations, working together.
There is no single key to the solution.

The crisis in homelessness is expected to worsen in the future, for a
variety of reasons.

Most significantly, the gap betwen average housing costs and the
incomes of the very poor continues to grow. The people in the lowest
segments of the income distribution nationally cannot afford to obtain
housing without assistance. {See Table 1 above]

Recent changeS 1n the tax codes have eliminated many of the tax
incentives for rental housing, which has led to predictions by industry
sources as well as HUD Secretary Pierce that the shortage of affordable
rental housing will get worse in the future. {See Section B above)

Despite the clear and close linkage between the shortage of affordable
housing and the increase in homelessness, federal assistance for assisted
housing has been cut by 70% in the last five years. The availability of
Tow-cost housing in the private market is also shrinking, (See Figure 1.)

RECOMMENDATIONS
any approaches to dealing with the problems of the homeless are

needed. However, the backbone of all of these approaches, for which
there is no substitute, s expanded federal assistance for more
ermanent housing for low-income families and ingiviguals. Oonly in this
way can adequate funding be provided to address The Tong-term, permanent
housing needs of those who may be temporarily homeless for a variety of
reasons.

2} Such assistance needs to be provided to PHAs and other groups that
are addressing a variety of special housing needs fn their communities
such as housing for:

the physically and mentally handicapped;

young mothers;

alcoholits;

the deinstitutionalized mentally i11; and,

those in need of special education, job training and/or day care.

COoOOOO

3} Operating subsidies for public housing should be supplemented in
cases where PHAs are providing housing to specia) needs households. In
addition, operating subsidy funds should be allowed to help subsidize
the rents of essential service providers that wish to locate some of
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their operations in public housing developments., [HUD currently forbids
this by regulation.] In addition, PHAs that increase their percentage
of single-room-occupancy {SRO) under HUD's proposed new rule, in order
to serve “special needs”™ indfviduals, should be granted a higher level
of per unit operating subsidy in recognition of those needs. (Also see
Section G above)

4) Adequate modernization funding should be provided to enable the
return of vacant public housing units to occupancy.

5) The Section B certificate program should be expanded and some of the
certificates set aside to help meet the special short-term needs of the
temporarily homeless.

6) In order to prevent evictions from both private and public housing
for nonpayment of rent, HHS should require every state to participate in
the AFDC Emergency Assistance Program, and to remove restrictions on the
duration of such assistance.

71 Clearly, more is required than simple physical buildings in order to
address the problems of the homeless., Homelessness, in fact, is usually
a symptom of other problems.

Preventing homelessness is more effective than trying to "fix" it once
it has occurred.

Public, private and community efforts need to be made:
o to maintain Single-Room Occupancy {SRO} buildings;
o to prevent loss of funds by doubled-up AFDC families;
o to assist those displaced by downtown or neighborhood renewal and
gentrification activities; and,
o to require housing for the mentally 111 who have been “dumped”
through deinstitutionalization programs.

Coalitions must be established among all groups to establish a national
housing policy and get housing production programs moving again. These
programs should be extended to support a variety of "nontraditional”
housing types in the community, such as SROs, whose demise contributes
to homelessness.

In some cases, public hgusing units may be converted into shelters, with
City Council and HUD approval.

However, to the extent that PHAS become involved in the problems of
homelessness, they will need increased federal, state and local funding
assistance so they may begin to address the special needs associated
with the homeless. Services must be provided, along with shelters,
‘temporary housing and assistance in finding permanent housing resources.

The activities that PHAs routinely perform every day is one of the
biggest deterrents to a household becoming homeless, namely, providing
an alternative place to live for a2 low-income household. Homelessness
is on the increase, and it is not an accident that this trend
corresponds to the enormous cuts in the federally assisted low-income
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housing programs over the past six years.

Q. Tenant management in public housing

Virtually all PHAs recognize a need for “tenant involvement" in guiding
and steering the management and renovation of the developments in which
they live. (See also Section K.4 above.) From time to time, the idea of
tenant management of public housing developments {5 also recommended. This
concept has many meanings for many different people. For some it means the
development is turned over entirely to the residents, on a contract basis,
and the tenants either carry out themselves, or arrange to have otherwise
provided, all required management and maintenance functions, including the
modernization of the units. A more limited concept of tenant management is
where the residents contract to perform certain specifically-defined
management functions on a routine basis, or supervise the performance of
such limited functions by a sub-contractor.

Historically, some of the most well-known examples of tenant management
of the “comprehensive” type have occured where conventional management by
the Authority had failed and the development itself had sunk into severe
disrepair and socfal anarchy. Under these circumstances, not only was
anything better than the current Authority’s management, but the residents
themselves were the only ones adequately positioned to carry out the
sometimes drastic measures required to return the developments to viability
and habitability.

In less extreme circumstances, tenant management experiments have been
more circumscribed, and relate to specific problems the development may be
facing, e.g.: {a} security; (b) rent collections: (c} tenant selection; (d)
evictions; and (e) setting priorities for maintenance and modernfzation
activities to be carried out by the Housing Authority.

CLPHA Policy Recommendations

1} The general functions of management, maintenance and modernization
of public housing developments are the responsibility of the Housing
Authorities, However, when mutually agreeable to both Authorities and
residents, there are circumstances when selected management functions
may be advantageously contracted to tenant organizations either to carry
out themselves or to sub-contract to other providers.

2} Tenants should always be involved in helping to establish priorities
for management, maintenance and modernization activities in the
developments in which they live.

3} No Authority should be forced into accepting tenant management for a
development except in extreme cases where an emergency has been
determined to exist due to the failure of the quEori%y to perform even
the basic management services that the development needs.

4) Under ordinary circumstances, when a PHA contracts with a tenant
organization to carry out certain management, maintenance or
modernization functions, it shall be under the same terms, standards and
criteria applicable to other developments where there is no tenant
management, i.e. the funding Tevels for various activities shall not be

g ey R
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increased (or decreased) because there is tenant management.

5) Any operating or modernization funds going to developments with
tenant management shall be-channeled through the Housing Authority, not
be provided directly to the tenant organization by HUD.

In general, tenant management is an option which PHAs and residents may
currently pursue under existing statute and regulations. Proposals under
consideration by Congress that would mandate such activities or provide
funding directly to TOs for management activities are opposed by CLPHA.

MisCL3-6
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APPENDICES

THE RAPID INCREASE IN RENT BURDENS

Perhaps the most striking feature of the
1974-83 period in the rental housing market
was the steady, rapid increase in rent burdens,
i.e., in rents plus heating payments as 4 percent-
age of household income. The median rem
burden went from 20 percent of income in
1970, 10 27 percent in 1980, 10 29 percent in
1983. Furthermore, the share of households
with rent burdens below one quarter of their
income dropped from 60 percent in 1974 to 40
percent in 1983, The share of households with
rent burdens above seventy-five percent of
income rose from 8 percent to 13 percent.

The changes in the rent burden distribution
for the poorest houscholds were particularly
dramatic. In 1974, the median rent burden for
households in the lowest income class was 35
percent of income. By 1983, the median rent
burden for households in this income class had
risen to 46 percent of income, and over one-
quarter of the households in this class had rent
burdens above three quarters of income. The
median rent burden in the second income class
rose from 21 percent of income in 1974 wo 27
percent of income in 1983, In addition, this
income class experienced a large increase in
the number of households with rent burdens
berween 25 and 50 percent of income, By
1983, almost half of the houscholds in this
class had rent burdens of this magnitude. These
shifts are iflustrated in Exhibit 18,

While rent burdens rose in ali locations, the
increase was somewhat higher for residents of
central cities, where rent burdens were the
most onerous to begin with. The median rent
burden for blacks remained about 3 percentage
points higher than for whites.

These results must be irterpreted with grean
care for two reasons. First, some households
fall temporarily into the lowest income class
because of iliness or the loss of a job. For these
households, high rent burdens do not persist
but do add to the difficulty of recovering from
unfortunate circumstances. On the other hand,
high rent burdens represent an ongoing prob-
lem for the Jong-term poor.

Second, these rent burdens are based on
households’ cash income and therefore
exclude income in kind, such as food stamps
and Medicaid. Between 1974 and 1980, the
in-kind benefiis received hy houscholds, par-
ticularly low-income houscholds, increased
significantly. As a result, the figures cited above
overstate the increase in rent burdens as a per-
centage of total income. While the exact incre-
ment to income from in-kind benefits is diffi-
cult to determine, one study estimates that
including all such benefits reduces the median
rent burden in the lowest one-fifth of the
income distribution from 62 percent (o 39 per-
cent.” For the second fifth, the drop in median
rent burden would be from 30 percent to 27
percent. In-kind income does make a differ-
ence, but even accounting for in-kind transfers,
rent burdens in this lowest income class are
now at extremely high levels.

1t is important to note, however, that in-kind
transfers stopped rising in 1980, Indeed, the
real market value of non-cash transfers
declined 4 percent between 1980 and 1983,
The value of non-cash transfers per houschold
declined by even more because the number of
recipients also increased over this period.® The

above results therefore understate the increase

SOURCE:  "Home Ownership and Bousing Affordability in the United
States: 1963-1985," the 1986 report, by the Joint Center
for Housing Studies of MIT/Harvard.

7. N l4 ion of Home Buils “Lour and Mod-

evate-income Housing."

8 See LIS Census Bureau, “Estimates of Foverty Including

the Value of Non-Cash Benefits, 1984."
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in rent burdens between 1980 and 1983,
Recent incréases in rents as a fraction of
income could, in principle, reflect improve-
ments in housing quality. The evidence does
not support this possibility. The number of
houscholds — particularly a1 the bottom of the
income distribution — residing in structurally
inadequate housing, has risen sharply. Further-

B

same period, real renas for households in the
$20,000-30,000 income class rose just 2.3 per-
cent ard those for renters with incomes above
$30,000 were unchanged. The higher reat bur-
dens for lowrincome houscholds therefore pri-
marily reflect 2 rapid growth in the amount
these houscholds must pay for housing of any
given quality,

more, #appears that rents have increased the
most rapidly for lowerincome households.
One recent study found that between 1974 and
1983, renter houscholds with 1974 incomes
below $5,000 saw a mediun increase in real
rent of 9.9 percent and renter households with
1974 incomes between $5,000 and $10,000
saw 2 median increase of 9.6 percent.? Over the
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APPENDIX 11

Ao 1/21/87

Alasha

Baltmore SUMMARY OF THE FIRST REPORT FROM THE VOUCHER DEMONSTRATION: A

Bowst COMPARISON OF VOUCHERS WITH SECTION 8 CERTIFICATES,

Butisie

Cambnige

51‘2‘31“ 1. Success rates.

Chevatand . Over~all success rates for vouchers were sbout the same as

Columbuz OH for Section 8 certificates: just over 60%. This finding contradicts

g’:m":‘;";f the theoretical expectacion for the voucher demonstration. By remov~

Houston ing restrictions on rents and rent burdens, vouchers were supposed

Jursey Ciry to offer & greater housing choice and therefore have a higher success

::'3::_‘:“ “e rate., #According to the report, "Proponents of a housing voucher pro-

Louasdle gram tend to see its greater housing choice as allowing recipients to

Miam more closely match their housing to individual housing needs....This

:Z‘.“.‘;;. viev would expect that {vouchers) will lead to higher applicant success

Mabite rates.” (1) 1In fact, this did not happen.

Momgomury Cty  MD

Rew Bediord 2. Rent burdens. Under all currently existing low-income housing

Naw Yotk asgistance programs, including Section 8 "existing"” and public housing,

Newark the tenant contribution is mandated statutorily ro be 30X of income,

g;:ng;:‘c:w The distribution of remt burdens for voucher recipients in the demon-

Omsta stration was as follows: {2)

‘;::ﬁ"‘““ Rent/income ratio L of

Ponlnndmﬁﬁ recipients

Frowdarce Under 302 46,391

Sasamenio 30-402 27.74%

s i

' + .7

Sun Famenes Total  T00.00%

Seaitw

lj’;::f;w b 3. Shopping incentive. One of the major advantages claimed by

Wimngion voucher proponents 1s that, wunlike the case of Section 8 cercificates,
a voucher household that moves to find auwitable housing will make a
special #ffort to £ind such as housing at rent levels below the pre-
vailing Fair Market Rents (FMRs), since it gets to "keep the differ~
ence," -- whereas in the case of Section 8 certificates the admin-
istering authority keeps the differsnce, There is nc data in the
report that makes the comparison between the renta of movers and the
local Fair Market Rents; and since there surely would have been had
the shopping incentive been proved to exist, it can be reasonsbly
concluded that there was no such proof. The report doea state: "It
doea not appear that the reduced out-of-pocket costs offered by
{vouchers) to recipienta who rent below the FMRs ia in fact leading
recipients to economize in rent." What this seems to indicate is a
relative lack of units available to movers belov current Fair Market
Rent levels.
(1) Source: page 7.
{2) Source: page 161 (categories combined)

509 C Straet NE Washington DC 20002 {202} 543-4900

N Main Office: Seven Marshall Street Boston Massachusetts 02108 {617) 7420820 mewmemesmmiennr—snd
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4. Cost of vouchers.

The average subsidy payment for vouchers ($299/month) is $23 higher
than that for certificates ($276/month). This is because the savings which
occuyr when a household rents below the FMR goes to the household, while such
savings go to the government under the certificate program. [Note that this
effect is different from the "shopper’s incentive" discussed above. A house~
hold that stays in place can realize a "windfall profit" while staying in place,
if its rent is below FMR, without doing any "shopping" at all,]

Conceivably the average cost per voucher {(to the government) could
increase at a slower rate than certificates in the future, but this would
be because the voucher, as presently designed, 18 allowed a subsidy increase
only twice in five years, while the certificate subsidy 1s increased annually.
The "savings™ would come at the expense of the tenants.

5. Rent increases.

During the course of the Demonstration, forty six per cemt (46%) of
the voucher households that did not move experienced rent increases of +3$25/month
or more, and 161 experienced increases of +$100/month or more. This is a poten-
tial danger sign, indicating that vouchers may astimulate rent increases.

6. Success rate by demographic groups. (*)

Households that had to move to meet program requirements had much
lower success rates than those who stayed in place; and the former were much
more likely to be very low~income; or minority; or dependent on welfare for
some part of their income; or a combination of all of these. There appeared
to be no difference between the success rates using vouchers or certificates
among demographic groups:

Success rates

VYouchers Certificates
White 75.6% 71.2%
Black 57.0% 56.1%
Higpanice . 46,62 47.1%

7. Housing quality. The report did not provide any information on housing
quality. Therefore, it is impossible to cell whether voucher recipilents
paying above FMR are getting better housing for their money or simply paying
more for the same quality. This apparently {s to be the subject of further
research. .

(*) Note that lived in adequate housing initially had higher success
rates than those who did not; whites had higher success rates with both
vouchers and certificates than did blacks and other races.
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CLPAA

SECTION 8 AND VOUCHERS

Council of Large Public Housing Authorities

APPERDIX II1

A.v DIFFERENCES BETWEEN SECTIOR 8 AND VOUCHPRS

There are two major types of differences between Section B
“axisting” cartificates and Vouchers. The first is a conceptual
diffarence: under Section B, rents snd rent/income ratios are
capped and subsf{dy depends on rent; under Vouchera there are no
caps and the subsidy is fixed. The second type of difference is
an sdainistrative one: BUD has demfgned rules for administering
the Voucher prograsm that are different from the adminietrative
rules for Section 8. HUD's voucher rules tend to make Vouchers
cheaper, sccording to AUD; but thia is largely becsuse of HUD's
administrative fist, nmot because Vouchers are in fact Lnherently
leas expensive.

The most faportsnt sdainistrative differences are aa follova
{for more detsil see sttschment A):

1. Onder Vouchers, the paysent atandard atarts out st, but
does not necesssrily keep up with, FMR (this msy have been
changed by s NOFA published on 2/1%).

2. The Section 8 ACC sllova cost smendments; the Youcher ACC
does not. .

3. Funding reservations for Secticn B and Vouchers are wade
ditferently. Preliainary fudications are that Voucher funding
reservations may not allow for encugh project reserves, snd PHAs
will have to fssue fever Vouchera to pay for subsidy focresses (o
the final years of the ACC.

4. Under Section 8, exception rants of up to 110X of FMR are
slloved; under Vouchers there are no exceptions to the paywent
standard.

5. Sectfion 8 subsidies can be increased annually; Voucher
aubaidies can only be increased tvice in 5 yesra.

6. AMdnfnistrative fess ara higher for Section A than for
Vouchers .

7. The PAA can pay mors demags claims to the landlord nnder
Section 8 than under Vouchars, and can aleo reimburss a landlord
for unpaid reat whan a unit fa vacated.

Thars are soms sdditional important facts sbout the way ths
Voucher program is being run. Pirst, HUD's funding allocations
for Youchers are besed on Lts estimats of the cost of two badrocm
units and the estimsted tenant contribution. Becauss the average

A

509 C Street NE Washington DC 20002 {202) 5434900
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78-541 0 - 87 - 8


http:Prellal".rr
http:daUI1I-eartHl.,.tu

210

23—

unit bedroom size usually ends up being larger than two bedrooms, and HUD
sometinmes miscalculates the tenant contribution, PHAs are ocanly able to fund
70 to 80T of the number of unite HUD originaliy stated the Budget Authority
would cover. .

Second, The ACC term for Vouchars ie only 5 years. This makes it
difficult to plen for their administration and will causs large nusbers of
VYouchers to sxpirs in the sarly 1990s, when the first batch of Section 8
ACCa, bagun in the =1d4-1970s, will slso expive. Finally, the rulemsking for
Vouchere has besn done through NOFAs, not ths standard procedure raquired
under the Administrative Procudures Act (APA).

B. AUTHORIZING AND APPROPRIATIONS HISTORY OF VOUCHERS

1. Authorizstions
Vouchers were originelly authorized by the Housing and Urben-Rurel
Recovary Act of 1983. HUD has established two categories of Vouchers: (a)
Rental Rehadb Vouchars, which are sisilsar to Section B Moderaste RBehab; and
(b) Freestending Vouchers, wvhich are 1ike Section & existing. Fraestanding
Vouchers are used in four weys, as shown below:

1. Small Rural Dsmonstration~ a dewonstration program designed to test
how Vouchers work in small rursl areas.

2. Large PHA Demonstretion another demonstration to show how Vouchers
work in large urban aress.

3. Formula Vouchers~ theae ars given to families, not se & part of »
dezonstration, but as just another way of subsidizing rentel housing.

4. Opt out, loan management, and FHA demolition Vouchers~ these are
given out to families fuvolved in subsidized houaing which {s dfecontinued
(236, 515, etc.), as an incentive for private developers to buy end develop
HUD-owned lsnd, and to families living in public housing units which are
deprogranmed, respectively.

2. Appropriations
The following table sh the bar of VYouchers for which funds were
appropriated in FYBA-87 and the Administration proposal for FY88:

RKental Small Rural Lerge PHA Opt Out, Loen
" Rehab  Dewo Dezo Yormuls MngéDemolition
FY84 10,000 3,000 *
FI8S 30,000 3,000 4,300 1,000
FY86 14,585 20,914 961
FY87 10,000 35,500 1,000
FY88 79,000 14,000

.

C. THE LARGE PHA DEMONSTRATION

This progras, run by Abt Associstes, tests Vouchers dy fssuing them to
households et the saze time that a Section 8 Cartificiate of equal bedroca
size {s fasued to another household. The dscfaion on vhich household gets
vhich kind of subsidy {s totslly random, and extensive dats is kept on the
subsequent sxperience of both houssholds.
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The first demonstration Vouchars were L{ssusd to PHAs in April, 1985,
Soon thareafter the 20 PHAs in the demonstration had received roughly 200
Vouchera ssch. Data will be collectsd until sometime batween November,
1987 snd November, 1988, when the final report should bs ready. The first
dreft of the firet report of findinge is currently baing veviewed by BUD,
and is expacted to be relessad to the public by April.

The study's methodology should theoretically sllov it to accurstely
test Vouchers, but there are two csvests one should keep in mind. Firet,
HUD may axtensively edit the results of the Demonstrstion befors velsssing
then, 5o thet they will support HUD's own determination to prove that
*Vouchers work.” (Anothsr factor is HUD saretwieting . Some PHAs have
recently reported thet HUD officfsle have threatensd their CIAP funding
will ba reduced unless thay make the Vouchere in their Damonstration work!)
Second, it {s possible thet, for & variety of edministrative ressons, sny
ssjor problams with Vouchers will manifest themeelves only in the fourth or
£ifth year of the ACC, dut the dats from the study will only cover the
first 3 years, at the most.

The esrly tesults of the Voucher demonstretion indicete that the lack
of ceps on rent and rent/incoms ratio doas in some circumstances allow
tensnts to move into bstter units in.better locstions thanm would be
possible under Section 8. However, a substantial number of tenants end up
paying over 40% of their income for rents, and some pay as such es 602.
Bacsuse the Voucher subsidy is fixed, some tenents ars rewsrded for
choosing cheap units; however, most of these are psople who were living in
an scceptable unit before the program, not “smart shoppers”.

Some very praliminary results from the Vouchsr Demonstration will be
presented by psnelistd st the CLPHA meetings st the end of Pebruary,
including the Directors of Leaeed Housing for the Boston, Wew York City end
Omahs Housing Authorities. .

D. EHAP- WEAT DID IT REALLY SROW?

Youchers do not work as well for large families, minorities, the very poor, sod
people living in substsndard houeing.

‘The Experimental Housing Allowance Program, a $150 million experiment which
compared different mathods of aubsidising low income housing, is often cited by
BUD as heving proved that Vouchers work. Although thers may be soue adventages
to Vouchers, the following dats from ERAP show that they do not work wall for
averyone! .
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" Success ratas in EHAP for different groups

PITISBURCH X PHOENIX
number number succass number nunbat succass
spplying finding rate spplying finding rats
for scceptabla for accaptsbls
subaidy unit subsidy unit
HOUSEROLD SIZE .
7 persons 153 100 651 178 119 672
3-4 persons 209 123 592 245 154 63X
5-6 persons 86 &4 512 89 45 512
7 or mors 35 13 3z 59 19 32
RACE OR ETHNICITY .
OF BOUSEROLD HEAD
non-minority 448 - 266 59% 439 289 663
bleck 144 65 451 41 16 39%
hispanic - - - 182 a6 47X
INCOME
10,000 or mors - - - 11 5 43%
8,000 - 9,999 - - - 27 15 56%
6,000 - 7,999 63 34 -1 4 136 88 65%
4,000 - 5,999 190 119 63% 238 156 65%
2,000 ~ 3,999 264 145 55% 174 97 56%
1,000 -~ 1,999 73 33 452 75 30 40X
QUALITY OF HOUSING
AT OUTSET
Meets program .
standards 39, 39 1002 57 57 100X
Does not mset .
progran standards 229 69 302 240 106 (134

NOTE: The dats listed here comes from tha portion of ERAP which is most similar
to today'a Vouchers, the housing gap payments with housing quality standards in
Pittaburgh and Phoenix. There are, howvever, significant Jifferences between
this part.of EHAP snd todey’'a Vouchers. Nothing in EHAP reseabled Section 8 as
closely as thie part rasembles Vouchars.

SOURCE: [Kennedy and MacMillen Participation under Alternatives Bousing
Allovance programs: Evidence from the Housing Allowance D d_Experiment.
Abt Associstes, Canbridge , 13980. ]
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Part |
COSCAA Housing Policy

As a cornerstone of a responsible national housing policy,
COSCAA proposes a new partnership hetween the federal and state
governments to help meet the acute housing needs of low- and
moderate-income households. COSCAA’s proposed State Housing
Incentive and Partnership Program (SHIPP) provides federal funds
to encourage states to contribute their own resocurces to help
solve housing problems. Because both the nature of housing
problems and the appropriate organizations to deliver housing
resources vary enormously across the country, states are in the
best position to blend federal resources and their own resources
and capabilities with those of the private sector, the nonprofit
community, and local government to address housing needs. The
SHIPP envisions an even stronger state commitment to design, help
fund, and implement housing policies and programs. Part II of
this policy statement gives a detailed description of
the SHIPP.

COSCAA’s housing policy envisions the SHIPP as the primary
national housing program for low-~ and moderate-income housing
production. However, COSCAA’s housing policy includes two other
major elements. First, the federal government must continue its
role in rental assistance by adeguately funding rental assistance
payment programs. Second, the federal goverrnment must maintain
primary responsibility for ensuring that existing low- and
moderate-income housing be sustained as fully and as adequately
as possible for low- and moderate-income households. Thus, the
federal government, working cooperatively with state and local
government, the private sector, and the nonprofit community, must
provide the financial resources necessary for dealing effectively
with at-risk, privately-owned subsidized housing and to repair
and maintain existing public housing.

Additionally, COSCAA advocates making federal housing
programs that are not folded into the SHIPP more efficient;
recommends changes in tax policy to make the low income housing
tax credit more effective, continue the use of mortgage revenue
bonds, and facilitate the use of state and local government
general obligations bonds for housing; and encourages the
maintenance of federal insurance and secondary market activities.

A. Prologue

The need for affordable housing in the United States is more
acute than at any other time in the last 20 years. In 1983 an
estimated 29 percent of the country’s household experienced one
or more of these serious housing problems: overcrowding,
excessive costs, or substandard dwellings. The economic growth
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of many communities is threatened by the absence of housing
affordable by workers. The time has come for a renewed major
commitment to providing affordable housing for low- and moderate-
income households. COSCAA believes that providing safe,
sanitary, and decent housing for every American is essential for
the health and well-being of our families and communities.
Bousing is a basic necessity that must be affordable if
individuals are to have an opportunity to develop their talents
and become productive citizens.

To help meet the nation’s housing needs, COSCAA proposes
that the federal government form a new partnership with states by
creating a State Housing Incentives and Partnership Program
{8HIPP}, a program that would challenge states to combine
creatively a variety of housing resources in response to each
state’s unique housing needs.

In the last six years over 100 new housing programs have
been initiated by states using state funds. The experience of
states in housing shows that state housing programs can
effectively leverage public and private funds to increase the
supply of affordable housing. However, state resources alone are
not sufficient to solve the problem. A significant federal
financial commitment also is required.

The basic objective of the SHIPP is to provide a federal
financial incentive so that every state contributes its own
resources to help solve housing problenms. These resources
include not just additional dollars but also the expertise of
people, from state and local government, the private sector, and
the nonprofit community, who know best the state’s housing
problems and how to solve thenm. What is anticipated is a
stronger state commitment to design and implement a coherent
statewide housing peolicy.

States are in the best position to design and implement
housing assistance programs that must effectively respond to the
wide wvariations in housing markets across the country. From
Alaska to Arizona, from Texas to Minnesota, and even within
states, conditions of supply and demand, price and income,
reqguire that housing programs be attuned to specific
circumstances 1if public funds are to be used wisely. In some
areas or times, homeownership programs may be best; in other
areas or times, rental programs may be most needed, By stressing
flexibility, the SHIPP encourages the creation of cost effective
housing programs responsive to unigue situations, including the
proper mix of ownership and rental programs.

In addition to disbursing funds, states are in the best
position to deal most effectively with a wide range of issues
that affect housing affordability. Issues such as land use
regulations, building code standards, real estate tax policies,
and equal opportunity in housing, for example, have traditionally
been the domain of state and local governments. The SHIPP can

2
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function as an incentive for states to work with local
governments to take positive actions in all of these areas,
actions that will result in more affordable housing. State
governments loock at a much breoader housing market than do local
governments. Additionally, states are often more removed from
the intense details of site~related politics than are localities.
States are in the best position to assegs problems and establish
priorities,

The availability of substantial federal funds for housing
programs to be administered by the states can generate new grass
roots support for housing programs. Stronger and better
organized housing constituencies would most certainly appear in
states where past public support for housing has not been
salient. The SHIPP can create and energize a partnership between
state and localities that in the long run would strengthen state
and local involvement in and commitment to housing. States can
energize the appropriate mix of local, nonprofit, and private
sector participants ~- whose relative strengths and capabilities
vary enormously across the country ~-- to help meet housing needs.

States alsoc are in the best position to achieve for the
first time a coordination between the development and
implementation of housing policy and the development and
implementation of policies concerning welfare shelter allowances,
job training, day care services, and other related services. The
present arrangement of separate delivery systems for welfare
shelter assistance and housing assistance, for example, is
ineffective and inequitable. States can take creative steps to
address these problems with the opportunity provided by the
SHIPP.

COSCAA believes that homeownership and equal housing
opportunities should be basic goals of national and state housing
policies and that the SHIPP can help further those goals.
Community revitalization and neighborhood stabilization are
enhanced by a sense of ownership, whether it takes the form of
single family units, limited equity cooperatives, mutual housing
associations, or greater tenant participation in the management
of rental housing. Housing funds are an important resource that
can be used to preserve neighborhoods and prevent the
displacement of the poor. The SHIPP is intended to support those
objectives.

Regarding equal housing opportunity, states should support
existing federal fair housing laws and work to adopt at least the
equivalent of federal law as state and local policy. Where
stronger enforcement mechanisms are needed to make equal housing
opportunities a reality, those mechanisms should be adopted at
the federal, state, and local levels.

one of the nation’s most dramatic housing policy issues in
1987 is the ever increasing number of homeless families
throughout the country. Partly because of the absence of enough

3
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affordable housing units, thousands of persons are being denied
the opportunity to develop their abilities and contribute to
their family's and society’s well-being. This nation’s housing
policy must address these needs. It is time to invest enough
resources in housing to meet one of the basic, fundamental needs
of human beings, the need for shelter.

The problem of homelessness is directly related to another
basic housing issue, the issue of long~term affordability. The
threat of increasing homelessness is very real as federally-
assisted units become eligible for conversion to market-rate
housing. A commitment to long term affordable housing is an
essential part of COSCAA’s proposal. Spending additional funds
to increase the supply of affordable housing may result in
little achievement if in five or ten years residents can no
longer afford to live in units initially assisted with public
funds. Long term affordability must be a goal of federal, state,
and local housing policy.

The SHIPP uses federal funds to challenge states to become
full partners in initiating, administering, and helping fund
programs that will increase the supply of affordable housing for
low- and moderate~income Americans. COSCAA believes states are
ready to accept that challenge.

B. State Housing Incentjive and Partnership Program (SHIPP)

COSCAA recommends that the primary federal funding program
for the production of rental and homeownership housing for low-
and moderate~income households be the State Housing Incentive and
Partnership Program. SHIPP would channel funds to the states for
a variety of housing production-related activities for low- and
moderate-income households in a way that would encourage
increased state financial commitment to help meet housing needs.

SHIPP would be funded primarily through new funds
appropriated by Congress, although COSCAA understands that
several small-scale housing programs may be eliminated and theix
appropriations folded intec the SHIPP. With initial funding at $4
billion the SHIPP would provide an effective and much needed
complement to the Community Development Block Grant Program. In
no way should the SHIPP even partly replace the CDBG program.

In the first year, 20 percent of the SHIPP funds would be
allocated to the states on a housing needs basis. Fifty-five
percent of the SHIPP funds would be allocated to states on a
housing needs basis but would be accessed only by those states
that contribute a threshold amount of own-source revenues to
housing. This threshold amcunt would be based on a state’s
capacity to provide such financing. Twenty percent of the SHIPP
funds would be made available on a pro-rated basis to those
states whose own-source financial commitment exceeded their
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thresheld amount. Five percent of the funds would be reserved
for a Secretary’s discretionary fund.

States would use the funds for a multitude of activities
related to providing housing for low~ and moderate-income
households. Twenty percent of the funds would have to be used
for households with incomes of 50 percent or less of median, 80
percent of the funds would have to be used for households with
incomes of 80 percent or less of median, and 100 percent of the
funds would have to be used for households with income of 110
percent or less of median.

States would have the ability to distribute funds among
state agencies, local governments, public housing authorities,
nonprofit organizations, and the private sector to achieve the
purposes of the SHIPP. The governor would designate the state
agency responsible for administering the SHIPP. States would be
required to undertake a public process in developing their plan
for administering the SHIPP, would be required to prepare a
statement of housing needs and how its administration of the
SHIPP would address these needs, and would be required to prepare
reports on its implementation of the SHIPP.

Part II of this policy details the SHIPP.

C. Federal Rental Assistance Programs

The federal government must continue assuming full financial
responsibility for present and future rental assistance programs,
such as Section 8 certificates, vouchers, and the rental
assistance program of the Farmers Home Administration. Although
some states may elect to use part of their SHIPP and state
resources to fund rental assistance programs on a limited basis,
rental assistance programs are much more appropriately funded by
federal resources.

As part of increased state involvement in housing and
efforts to forge a coherent statewide housing policy, states
should have the option of assuming the primary responsibility for
allocating, if not administering, new rental assistance funds as
well as current rental assistance funds when these are being
ineffectively used. This includes the Existing Section 8
certificates, vouchers, and the FmHA’s Rental Assistance program.
States should work with public housing authorities and other
organizations to develop the most effective statewide delivery
and monitoring system possible. Additionally, as states gain
experience in administering the SHIPP, they should increasingly
have the option to administer and then fully use in a flexible
manner federal housing programs such as FmHA 502, FmHA 515, and
HUD 202.
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D. Existing Public Housing Stock

COSCAA recognizes that housing managed by local public
housing authorities plays an important role in providing
affordable rental housing for low~income families. In hundreds
of communities public housing provides an essential focal point
for social services necessary to helping low-~income families
acquire the skills and resources necessary to enter the private
housing market.

As it was originally designed, the public housing program
regquired no on-going operating subsidies. Beginning in the late
19608, however, a series of changes tc the basic program
destroyed its financial integrity. Wwhile some of these changes
were sound in concept, the system put in place to compensate for
them did not provide PHAs with adequate means to continue running
financially viable housing projects.

Several changes are necessary for PHAs to regain their
financial integrity. PHAs should be allowed to rent a greater
portion than 5 percent of their units to households that have
incomes between 50 and 80 percent of median. The current income
limit of 50 percent or less of median income unduly restricts
rent receipts and tends to concentrate very low-income, multi-
problem households in a small geographical area.

Congress should direct HUD to review closely both the
performance funding system (PFS) formula and the allowable
expense levels used in the formula. Also, while the PFS does
make allowances for "costs beyond the control®” of authorities,
time limits should be set for HUD to respond to requests from
PHAs for this type of waiver.

Third, PHAs should be reguired to collect and manage reserve
funds to cover major rehabilitation expenses. With PHAs managing
reserve accounts, the need for a modernization program will
gradually be reduced. However, until reserve accounts are built
up, the federal government should maintain responsibility for
adequately funding the modernization program.

Conversion of units to resident ownership should be
permitted, but only if the conversion is accompanied by
replacement rental units. Tenant management programs should also
be encouraged as a means of empowering tenants.

COSCAA recognizes that new public housing units are
desperately needed to house homeless famillies, as well as
familles living in over crowded conditions or paying more than 50
percent of their income for rent. Additional public housing
units can be most effectively produced through the use of SHIPP
funds.

e
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E. Existing Subsidized Housing Stock

If nothing is done, up to 3.5 million rental units occupied
by low- and moderate-income households may be removed from the
housing inventory over the next sixteen years, cutting the supply
of low income housing from 12.9 million units to 9.4 million
units. At the same time that these affordable housing units are
disappearing, the number of households needing low rent units is
projected to increase by 5.3 million. If nothing is done, in
sixteen years 8.8 million additional households may be in need of
affordable housing =~ 18.7 million Americans faced with the
threat of homelessness.

To avoid the dramatic impact on families and communities of
persons being evicted from their homes, COSCAA urges the federal
government to act decisively to maintain the existing federally
supported housing stock for low-income persons. The most cost
effective method of housing low income persons is to maintain the
housing units in which they now live.

Congress should ensure that extensive displacement of low-
or moderate~income persons does not occur until Congress and
other interested parties have a comprehensive agreement about the
scope of the problem and solutions that will protect the tenants
and other interests involved.

Intermediaries such as nonprofits, PHAs, states, and local
governments should be used as much as possible to help derive and
implement solutions. Each rental housing development has its own
unigue set of conditions affecting its marketability and the
amount of funds required to preserve it as housing for low-income
persons. Intermediaries can be very effective in achieving the
goal of long term affordability.

Congress should consider the relative merits of the
following examples of ways to deal with the long term
atfordability problem.

1. A right of first refusal by tenants or nonprofit
organizations identified by tenants to purchase federally
subsidized properties from their current owners when such owners
opt to prepay their current mortgages can be established. The
right to purchase the properties can be extended to state and
local governments when the tenants either fail to exercise or
waive their right.

2. Federal funds can be appropriated to provide grants or
loans to nonprofit or governmental organizations to assist in the
purchase of the properties. In return for this assistance, the
purchaser would pledge to maintain the housing for low-income
persons for the life of the buildings.
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3. The current tax treatment of financial gain realized on
the sale of low~-income properties can be changed so that current
owners have more incentive to sell to new owners who agree to
maintain the units for low- and moderate-income use.

F. More Efficient Federal Programs

COSCAA believes that the delivery system of those federal
housing programs that are not folded into the SHIPP should be
made more efficient and responsive to the particular needs of
individual states and to those administering the pregrams. Every
effort should be made to allocate federal housing resources in a
manner that is consistent with state priorities and in a manner
that encourages the appropriate federal-state-~local-nonprofit-—
private partnership.

COSCAA recommends that all administrative and regulatory
regquirements of existing federal housing programs be
comprehensively reviewed with the objective of minimizing the
administrative cost burden and eliminating program duplication.
To achieve this goal Congress should direct HUD and FmHA to
establish a national commission on federal housing administrative
requirements. States and localities and agencies that administer
the programs at the local level should be well represented on the
commission.

Two examples illustrate the administrative burden imposed on
states and other service providers. First, the Section B8
Existing Housing Program can take 20 pages of paperwork to
quallfy one person for a certificate. Second, the Section 8
certificates and voucher programs both subsidize the rent
payments of low-income persons and have many similarities. Yet
to administer the programs, the service provider must prepare two
different sets of landlord and tenant information packages, two
different sets of computer programs for issuing checks, and two
different training packages for local administrators.

COSCAA urges that maximum effort be invested in reducing
administrative costs by minimizing paperwork requirements.

G. Tax Policy
1. Low Income Housing Tax Credit

The legislation authorizing the low-income housing tax
credit should be amended to make the credit a more workable tool
for developing low income housing and to ensure its compatibility
with the SHIPP, Congress should consider the following examples.

a., Under current law a proiect must be placed in gervice in
the specific year in which it has been granted a credit
allocation. If the project is not completed and in service by

8
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the end of the yvear, the credit allocation is lost -~ both to the
project and to the state which provided it. Congress should
consider changing the law to allow the credit to be carried over
to the next calendar year when at least half of the cost of a
project has been incurred by the end of the allocation year and
when the project is placed in service the following year.

b. The tax credit statute currently denies credit on the
acquisition cost of an existing project if the project has
changed hands within the preceding ten years., Congress should
consider making the credit usable with any federally-assisted
housing that is financially distressed or in danger of being
converted to upper income housing. The entire inventory of
federally~-related housing should be viewed as a present or
potential resource for lower income persons and a prime target
for the use of the credit.

(= The statute sets limits on the income of low-income
tenants at 50 percent or 60 percent of the area wmedian,
depending on whether the %20-50 test" or "40-60 test" is used.
Rents are restricted to 30 percent of the applicable income
ceiling. In the poorest areas of the country, particularly in
rural areas, these restrictions combine to produce permissible
rents so low as to make it financially impossible to support
construction costs. Congress should consider permitting the use
of the higher of the state nommetropolitan or county median
income as the basis for determining rent levels.

- Congress should consider allowing states to set the
value of the tax credit when the credit is allocated rather than
having te wait until the project is placed in service.

2. HMortgage Revenue Bonds

The use of mortgage revenue bonds, which have proven to be
effective in offering homeownership opportunities to limited
income, first time home buyers, should be extended beyond the
current sunset date as proposed in H.R. 2640 and §. 1522.

3. General Obligation Bonds

No restrictions should be set on the use of state or local
government general obligation bonds to finance housing
activities. These bonds, which are backed by the full faith and
credit of states and localities and are retired by general funds,
should not be constrained by the federal government.

H. Insurance and Secondary Market Activities
COSCAA supports maintaining and strengthening the federal

loan insurance and guarantee programs of the Federal Housing
Administration and the Veteransz Administration, which have
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enabled millions of Americans who otherwise would not have been
able to purchase a home to achieve the dream of homeownership.

COSCAA opposes efforts to privatize or to restrict or
encumber the operation of these programs, such as through the
imposition of restrictive volume limits, additional user fees, or
income targeting.

The federal and federally sponsored secondary wmarket
institutions -~ the Government National Mortgage Association, the
Federal Mational Mortgage Association, and the Federal Home loan
Mortgage Corporation =-- have greatly increased the availability
of mortgage capital and reduced homeownership costs for millions
of Americans. These institutions provide nationwide access to
residential mortgage credit at a uniform cost and at all stages
of the credit cycle. COSCAA strongly opposes any attempt to
“privatize® unnecessarily or weaken any of these secondary
mortgage institutions. Attempts to increase the cost of
securities issued by FNMA and FHIMC through the imposition of
user fees would diminish homeownership opportunities and reduce
economic growth. Other restrictive proposals would be counter
productive and undermine the expressed public purpose of these
institutions.

I. Conclusion

The housing policy COSCAA proposes would substantially
improve the quality of housing for low- and moderate-income
households. It would orchestrate the most appropriate
partnerships among the federal, state, and local governments, the
private sector, and the nonprofit community. The policy builds
on the housing initiatives of the recent past and seeks to make
safe and decent housing a realistic goal once again for all
Americans.

14
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Part i
State Housing Incentive and Partnership Program
A Statutory Outline

A. Authorization

The Secretary is authorized to make grants to States and
Indian tribes to carry out activities in accordance with this
title. There are authorized to be appropriated for purposes of
assistance under this title $4,000,000,000 for fiscal year 1989,
$4,500,000,000 for fiscal year 1990, and $5,000,000,000 for
fiscal year 1991. [Most of these funds would be new
appropriations, but COSCAA understands that Congress may
eliminate several small-scale housing programs and fold their
appropriations into the SHIPP.]

B. Definitions

The term "“state" means any state of the United States, or
any agency or instrumentality thereof approved by the Governor,
and the District of Columbia and the Commonwealth of Puerto Rico.

The term "“general purpose local government® means any city,
town, township, parish, village or other general purpose
political subdivision of a state; Gaum, the Northern Mariana
Island, the Virgin Islands, and American Samoa, or a general
purpose subdivision thereof: a combination of political
subdivision recognized by the Secretary, and the Trust Territory
of the Pacific Islands.

The term "Secretary" means the Secretary of Housing and
Urban Development.

The term nonprofit housing organization" means a 501{(c) (3)
organization that has the provision of housing services as one of
its purposes of incorporation.

The term “"instrumentality of local government®™ or
"instrumentality of state government" means a special district or
special authority established for a public service pursuant to
local or state legislation.

The term ™initial allocation” means the portion of state
Housing Incentive and Partnership Program funds allocated among
the states without any requirement for a state contribution.

The term "incentive allocation" means the portion of State
Housing Incentive and Partnership Program funds allocated -among
only those states that contribute a threshold amount of own-
source revenues for housing.

11
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The term “partnership allocation® means the portion of State
Housing Incentive and Partnership Program funds allocated on a
pro rata basis only to those states that have exceeded their
threshold contribution amount.

The term "threshold contribution amount® is the minimum
amount of own-source revenue that a state must contribute to

housing annually to receive its annual portion of the incentive
allocation.

The term Yown-scurce revenue" means direct appropriations
from a state’'s general fund, authorizations to issue state
general obligation bonds, and state levied fees and special taxes
dedicated to housing.

C. Statement of Activities and Review

Prior to the receipt in any fiscal year of a grant under
this act, the grantee shall have prepared a final statement of
housing objectives and use of funds and shall have provided the
Secretary the required certifications.

The statement of the projected use of funds shall consist of
the policy the state will use in distributing funds, including
administrative funds, to local general purpose governments, to
nonprofit housing organizations, to private for-profit
developers, to local instrumentalities and agencies, and/or to
state instrumentalities and agencies. This policy shall
reference the general extent and kind of housing needs that exist
in the state, especially as those needs affect persons of low-
and moderate—income. The policy shall also (1} outline the
state’s housing priorities, (2) briefly describe the state’s
overall strategy for addressing its housing needs, including the
relationship to non-housing resources and policies, and (3)
provide information on how the state will attempt to minimize the
displacement of persons as a result of activities assisted with
these funds and on how the state will assist those actually
displaced as a result of these activities.

The grantee shall in a timely manner (1)} furnish citizens
and general purpose local governments information concerning the
amount of funds available for proposed housing activities as well
as the grantee’s plans for minimizing the displacement of
persons, (2) publish a proposed statement to provide citizens,
local governments, and other interested parties the opportunity
to review and comment, (3) hold one or more public hearings, (4}
provide citizens and local governments reascnable access to
records regarding the past use of funds under this act, (5)
provide citizens and local governments with reasonable notice of
proposed substantial changes in the final statement, (6) make the
final statement available to the public, and (7) provide a copy
to the Secretary along with the required certifications,
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Before receiving funds under this act, the grantee must
certify to the Secretary that (1) the grantee is in full
compliance with the review requirements identified above and (2)
the grant will be conducted and administered in conformity with
Public Law 88-352 and Public Law 90-284 and that the grantee will
affirmatively further falr housing.

D. Reporting Requirements

Each grantee shall submit to the Secretary, at a time
determined by the Secretary through the process identified
herein, a performance and evaluation report on the use of the
funds made available through this act, together with an
assessment by the grantee of the relationship of such fund usage
with the grantee’s final statement. The report on fund usage
shall include information on the number and types of households
served, including the income levels of those served. The report
shall be made available to the public so that citizens and local
governments have a chance to comment on the report prior to its
submission as the grantee may determine. The report shall
include a summary of any comments received from citizens, local
governments, and other interested parties.

The Secretary shall consult with national associations of
states, local governments, and other housing interests to develop
uniform recordkeeping, performance reporting, and auditing
requirements. Based on the Secretary’s approval of these
recommendations, the Secretary shall establish such requirements
for use by the states.

The Secretary shall make such reviews and audits as may be
necessary to determine whether the grantee has carried out its
activities in a ¢timely manner, whether the grantee has
distributed its funds in conformance with its final statement,
whether the grantee has carried out its certifications in
compliance with this act and other appllicable laws, and whether
the grantee has made such reviews and audits as may be necessary
to satisfy the requirements of this act and other applicable
laws.

E. Revolving lLoan Fund

States receiving funds under this act may draw down funds in
a lump-sum basis to establish, either directly or through a
recipient, one or more revelving loan funds in private financial
institutions for the purpose of financing rehabilitation
activities. These rehabilitation activities must begin within 45
days after receipt of such lump sum(s) and substantial
disbursements from these funds must begin within 180 days after
receipt of such lump sum(s).

13
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F. Program Income

States may require as a condition of any amount distributed
through this act that a recipient shall return to the state
income realized from the amount distributed.

G. Setaside of Funds

The funds authorized under this act shall be divided into
four parts as follows.

1. Twenty percent of the first year’s funds shall be made
available to all the states for their distribution and/or use for
activities identified in this act. This portion of the funds
shall be called the "initial allocation.”™ fThe Secretary shall
distribute in a state the amount of the initial allocation if a
state elects not to distribute and/or use its initial allocation.

The amount of funds in this allocation shall remain the same
in the next and subsequent fiscal years notwithstanding any
increase in overall funding authorization for this act.

2. Fifty-five percent of the first year’s funds shall be
made available to those states that certify the expenditure of
state own~source revenue in an amount equal to or greater than
their threshold contribution amount. This portion of the funds
shall be called the "incentive allocation.®

The amount of funds in this allocation shall increase with
each increase in funding authorization in the next and subsequent

fiscal years by 11715 of the amount of increase in funding
authorization in each year.

3, Twenty percent of the first year’s funds shall be made
available on a pro-rata basis to those states that certify an
expenditure of state own-source revenue in an amount greater than
their threshold contribution amount. This portion of the funds
shall be called the "partnership allocation.®

The amount of funds in this allocation shall increase with
each increase in funding authorization in the next and subsequent
fiscal years by 4/15 of the amount of increase in funding
authorization in each year.

4. Five percent of the first year’s funds shall be made
available to the Secretary to be used at his or her discretion
for the following activities.

Up to one-half of this discretionary fund may be used by
the Secretary to assist states in undertaking their
responsibilities under this act. Provided, however, that the
maximum amount of funds that may be used for this assistance
shall decrease to 40 percent in fiscal year 1990 and to 30
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percent in fiscal year 1991 and thereafter. Such assistance may
include grants made directly to states and/or through contracts
to provide (1) technical assistance in planning, developing, and
administering funds provided through this act, (2) technical
assistance to prepare states for administering funds provided
through this act, including states that have temporarily declined
to accept their initial allocatieon, and (3) data and information
that will be useful in the implementation and evaluation of this
act.

The Secretary may use up to 75 percent of the discretionary
fund to provide financial assistance to projects that show great
potential for demonstrating innovative and cost effective
building materials or construction processes, for projects that
may otherwise take an inordinate percentage of a state’s
allocation under this act, for projects that show unique and
potentially transferable partnership arrangements, or for other
innovative and creative projects that otherwise show potential
for reducing housing costs or meeting unique housing needs.

In making decisions about housing project applicatiocns to
fund, the Secretary shall heavily weigh the actions taken by the
state in which the project is located to address the goals and
meet the purposes of this act, other than the state’s own-source
financial commitment. The Secretary shall especially consider
state actions that potentially lower housing costs through
regulatory related activities, particularly those affecting the
availability and cost of land for affordable housing, and to fair
housing and other measures that reduce discrimination in the
sale, rental, lease, or construction of housing.

The Secretary ls also authorized to make grants from the
discretionary fund to Gaum, the Virgin Iszlands, American Samoca,
the Northern Marlana Islands, and the Trust Territory of the
Pacific Islands.

The Secretary is also authorized to make grants from the
discretionary fund to Indian tribes.

H. State Threshold Contribution

To vrecelve funds from each fiscal vyear’s incentive
allocation, the governor must certify the amount of state own-~
source revenue that the state will spend on housing during the
same period of time that the state distributes and/or uses funis
from its incentive allocation. This amount must be equal to or
greater than the threshold contribution amount determined for the
state. Each state’s threshold contribution amount shall be based
on a measure or measures of its ability to pay. The atates’
total aggregate threshold contribution amount shall equal 10
percent of the total amount of funds in the incentive allocation,
or $220 million, The states’ aggregate threshold amount shall
not increase with any increase in the aggregate total of the
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incentive allocation. However, any decrease in the aggregate
incentive allocation shall result in a pro rata deduction of the
states’ total threshold contribution amount.

[NOTE: Table I illustrates <three possible threshold
contribution amounts for each state based on representative tax
system capacity, per capita income capagity, and a ccmbination of
the two. Although data were not available for Puerto Rico and
the District of Columbia, they are intended to be eligible
grantees of funds through this act. The appendix provides a more
thorough explanation of Tables I.]

Each state’s threshold contribution amount must be provided
from own-source revenues, such as direct appropriations from the
general fund, authorizations to issue general obligation bonds,
and state-levied fees and special taxes dedicated te housing.
However, any fees or special taxes levied on the housing assisted
through this act shall not be included in determining the state’s
threshold contribution.

While each state’s threshold contribution must be spent on
housing, these expenditures need not meet the eligibility
requirements or other constraints of this act. State
expenditures for developing state housing plans, undertaking
housing market research, housing policy analysis, and housing
needs studies, providing housing technical assistance, and
administering housing programs may be considered in determining
the state’s threshold contribution.

Within 90 days of the expenditure of the last of the state’s
incentive allocation funds, or within the three-year anniversary
date of the award of incentive allocation funds to the state,
whichever comes Ffirst, the governor shall send to the Secretary a
statement certifying that the state has met the own-source
revenue requirements related to the state’s receipt of incentive
allocation funds. However, the Secretary shall grant cne six-
month extension to this date upon receipt of a written request
for an extension by the governor.

If the amount certified by the governor is less than the
state’s threshold contribution amount, the Secretary shall
withhold an amount equal to 1.5 the shortfall amount from the
state's receipt of its next portion of the distribution of
initial allecatien funds. All such withheld amounts shall be
pooled and distributed on a pro rata basis to all the other
remaining states as an increase in their initial allocation
amounts.

I. Allocation Of Funds To The States
The initial allocation and the incentive allocation shall be
allocated to each of the states on the basis of a formula

representing housing needs. The formula should use the latest

16

.



[

. el uf'ts W' [T L <) ' 'l 'y Burssip
wsoenm SEI'STE  LFBSE WEt gRen S UEE et s
TR RO 4B L8008 S29'818 L] 'l 1i's iy vy
vk bz v s st LTI DR L { I
b factes W00 Lt el L Y e L i
L T TR T SR <L - I 3 GR'zs Bl st ey
B BRI el el YRIE M IR i
SUBL SKG'CIIe ISSTMIES STUURINE forlelns WS wed S seaay
wmIal Ry BOIN N9 SBO'TH BT L A L ]
G 5 RETE SN ' eeg'er wreg s W norrg g
LIRS R T R A O O < 091 BT st weneae g
PORIST AAME SLCIE SN BETele al'els Bise sag'se 49'58 puris Aoy
R TR U A T <ot S o T S < T av'ol GUen W Sumgheesg
whig KA IRE XYEE o Wa'Bs R ok ke
L 4] L 3 4180 a4 6i'et g
LA bR'OES O9CBBN SPNT WEn ol v
REE LR ] we'se LU T L N I A Yoty %
T K 580 LT 4] SEUTORE Lavels [ TU R VIS YU
1O AN I6T S BH'OAIE LDI'EOY LI T o L T oy
oI AN LIS Lie $64°288 3e2'IDN 'y 27 ) [Sa] oang aig
Avvany wop on'2us ULV = 'S DI ar e
“ysdan wow $14°4¢ PG TS foa] (] “yrteny noy vor N apnbeey) 159
bt B ] [A: 3] we'es LA §16°58 oy fuioaany 10 “
AL A Q'L Lienil] @' U AL R e R B LR TR Ll 23
ronleod bagtiy we'is a15's o' i [aLis=] vy Wpng 180T g
oA JISUEH (SD'SK R (02 uem g frea
leiat B200 1 S of o S L1302 S i nf ] 9%'ats Ssase ddiseinRy Al ehamy
- AR - T S Al T T ST g LTI ] NS
o whwaW  veetqs  klsrt ety e WS ST oy
e L s T T P T YW Il v 403) 10803 AEnbepr 3G¢ 3
Ww POAAY  LISOE GBPULE ON'SE IREURgE ae'slE et peepay Burpetsy 36 -t
W I MR BO'SH TeIne LS aurey s3] 1907 WY 20T
oY IGers SN'IM TIElE TR 3 I P toeniney waping WY L0k
. Ageeay coU'sly  SEIUELE It LeRse [0 3T B 41 Aonpag
ey gl BIERE IIR'EIS jorsn ‘e 123'9 seaury 111 Ty
L AT L AT (AT TR LT 24 wen e o
wORL SR BTN B NS A %0 rueron
FOOUD COTHE WU U008 RPN us' Btn e wTIpuey Bjerbaprep 1oy
LD L U L P L avep) Butprosy 103
Vel prtes R0 erar avess e et ] sy 1907 WY 100
e IR N e Al DR {TA S g Y Qutsts 989El vibany vapmg 1803 ¢
LU TIE S TURNE 1oy YN B TP T S § Uit L ) Lt
et gty gty W'w uew ne'n Hinet) 11 Tieaoy
AT (8 BA'eDr B WAl %5t 3t3maEa)
PRI wi'ile GRUZF Im'my i e BR8]
YIOITTE 2 BERE MO'eSIE v on fx ] Fhm ey w3193} yenbaprut 1a¢
LA - BT R H A~ U ) et seserLy fvro004) 101
I IRCIS LOBNTE IWRS 9US'SLS 150'8k roazya Y] 1] Tey 200
AT Ao R o LI - X T S F ®eN KOl e ey w9209 7503 ¥
WOME LU LUDE pElen LA [t SPME fal'tir rerorty
LTS TR 16 ER 8 B L 0T et oot o010 1Py
FYIMA0L [T] VPN IL VIR ] oy ALY (1] H{MS [T YIS0 { vy nmg
WO'IZ Y ~—- W1ty A YN 09510088 ~-or - WTER 1Y (RT3
0] WIS 4y
SIS 01 STM02 491HS 30 MOLLVODYN
wTw
B U O e e s T TP o T e e e R Bt T o

g e

e

T

| g T P o

s 0



data available from which housing needs of all the states can be
adequately measured and should be weighted so as to reflect the
intensity of the various components of housing need. However, no
state’s portion of the initial share shall be less than the
amount of funds obligated or allocated to the state during the
average of the last two years for which data is available from
the programs terminated be this act.

[NOTE: Table II illustrates four possible allocations to
each of the states. The allocation formulas are based on four
measures of housing need: cost burden, housing cost, physically
inadeqguate housing, and crowding. Although data for Puerto Rico
and Washington, D.C. were not available, they are intended to be
eligible grantees. The appendix provides more information on the
allocation formulas.)

If a state does not gualify for receipt of its portion of
the incentive allocation, that amount shall be distributed on a
pro rata basis to all the states that do qualify. To qualify for
this extra incentive allocation, the governor has 90 days from
notice of its availability given by the Secretary to certify that
the state’s threshold contribution amount will be Iincreased
proportionate to the percentage increase in the state’s incentive
allocation represented by the pro rated extra incentive funds.
On the expiration of the 90 days, any incentive allocation funds
unqualified for shall be pooled and added to the partnership
allocation and distributed to states accordingly.

The partnership allocation shall be allocated to a state on
the basis of the proportion that the state’s contribution in
excess of the threshold contribution amount, including the amount
as determined through any 90-day reallocation of incentive
allocation funds as noted above, is to the aggregate of all
states’ contribution in excess of their threshold contribution
amount. However, no state’s partnership allocation share may be
more than 12 percent of the total amount of partnership funds
available for allocation. Such excess funds shall be
reallocated on pro-rata basis among states whose share of the
partnership allocation does not exceed 12 percent.

States receiving partnership allocation funds shall bke
subject to audit certification procedures and reduction of
initial allocation funds similar to those required for incentive
allocation funds.

J. Eligible Activities
Funds received through this act may be used or contracted to

be used by states as grants, loans, interest subsidies, and/or
loan guarantees and insurance.
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Funds may be used to finance the repair or rehabilitation
of publicly or privately owned residential properties, to finance
the construction, reconstruction, or acquisition of privately or
publicly owned residential dwellings, to finance the repair,
rehabilitation, reconstruction, or acquisition of publicly or
privately owned properties for use as privately or publicly owned
residential properties, to purchase land to be used for privately
or publicly owned residential properties, to develop land to be
used for privately or publicly owned residential properties
provided that such development is limited to on-site development,
to reduce mortgage payments for owner occupants, to provide down
payment or other assistance to first-time homebuyers, to reduce
rental payments by tenants in privately owned residential
properties, to facilitate reverse annuity mortgages to those 65
years of age and older, to provide seed money loans to nonprofit
organizations, to provide mortgage insurance, and to provide
overnight shelters for the homeless.

Up to two percent of the initial allocation and up to one
percent of the incentive allocation may be used by states, local
governments, and non-profit organizations to pay for the pro rata
share of the cost of administering programs and projects funded
by this act. The distribution of these administrative funds
shall be determined by the state after consultation with local
governments and non-profit organizations.

States receiving funds from the incentive allocation or the
partnership allocation may set aside up to 10 percent of these
funds in a governor’s discretionary account. In addition to the
eligible activities identified above, the governor’s
discretlonary account may be used to provide housing counseling
services and day~care and other services necessary for low-~income
or special needs populations to make effective use of their
housing, to pay for the pro-rata share of the costs of off-site
infrastructure, to strengthen and carry out fair housing and
other housing anti-discrimination activities, to provide
transitional housing and related services to the homeless, to
provide permanent or transitional non-institutional housing for
the mentally ill, the physically handicapped, alcohol and drug
abusers, and other special needs populations as defined by the

Secretary, and to provide congregate housing for the frail
elderly.

For states receiving funds from the partnership allocation,
up to cne-half of the governor’s discretionary fund may be used
to finance housing research or housing demonstrations that
otherwise do not meet the eligibility and income requirements of
this act provided, however, that the research or demonstrations
are designed specifically to encourage, promote, or test housing
practices that may further the purposes of this act and/or may be
used to provide technical assistance to local governments,
nonprofit organizations, or other potential recipients of housing
funds provided through this act.

18
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For purposes of this section a 501(c)(3) not for profit
corporation is considered a private organization.

K. Income Requirements

One hundred percent of the households directly benefiting
from the housing provided through this act shall have incomes not
higher than 110 percent of median income. A minimum of eighty
percent of the households directly benefiting from the housing
provided through this act shall have incomes of not more than 80
percent of median income. A minimum of twenty percent of the
households directly benefiting from this act shall have incomes
of not more than 50 percent of median income.

For purposes of this act, median income in jurisdictions
located in metropolitan areas shall be the median income of the
county in which the jurisdiction is located. Median income in
jurisdictions outside of metropoclitan areas shall the median
income of the nonmetropolitan portion of the state. The
Secretary shall adjust median income for household size.

L. Distribution Within A State

The governor shall identify the state official to receive
initially funds from this act and to manage the funds according
to the requirements of this act,

Funds provided through this act may be used by state
agencies, by instrumentalities of states, by general purpose
local governments, by nonprofit organizations, by private for
profit organizations, and by instrumentalities of local
governments to provide housing that meets the purposes and
requirements of this act. A state may use and/or distribute
funds provided through this act to meet its housing goals and
needs as it determines provided that the state meets the review
and activities requirements specified in this act.

States may entitle one or more local general purpose
governments to receive a portion of the funds provided to the
state through this act. If a state entitles one or more local
governments to receive funds, the entitled jurisdiction is
responsible for undertaking all the obligations for which the
state would otherwise be responsible.

The entitlement by the state of one or more local
governments shall not replace or lessen the state’s requirement
relative to meeting its threshold contribution amount in order to
receive a portion of the incentive allocation or to exceeding its
threshold contribution amount in order to receive a portion of
the partnership allocation.
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A state may require a local jurisdiction to contribute own-
source revenues to be entitled to receive a portion of a state’s
incentive allocation or partnership allocation provided, however,
that a local government’s required own-source contribution shall
not be more than one-~half the per capita amount contributed by
the state to receive its incentive allocation.

The entitlement of one or more local governments by a state
shall not preclude the expenditure of funds received by the state
through this act in such local jurisdictions.

The state shall require an applicant submitting a proposal
to the state for financial assistance under this act to notify
the chief elected official of the jurisdiction in which the
project is located of the major characteristics of the proposal
within 15 working days of submitting the proposal to the state.
Prior to funding the proposal, the state shall respond in writing
to the written comments or questions submitted by the chief local
elected official.

M. Nondiscrimination

No person in the United States shall on ground of race,
color, national origin, or sex be excluded from participation in,
be denied the benefits of, or be subjected to discrimination
under any program or activity funded in whole or in part with
funds made available through this act.

N. Remedies For Noncompliance

If the Secretary finds after reasonable notice and
opportunity for hearing that a grantee has failed to comply
substantially with any provision of this act, the Secretary,
until he or she is satisfied that there is no longer any such
failure to comply, shall (1) terminate payments to the grantee,
or {2} reduce payments to the grantee by an amount of such
payments that were not expended in accordance with this act, or
(3) limit the availability of payments to programs, projects, or
activities not effected by such failure to comply, and/or (4)
refer the matter to the Attorney General of the United States
with a recommendation that an appropriate civil action be
instituted.

0. Reporting Requirements

Not later than 180 days after the close of each fiscal year
in which the assistance under this act is furnished, the
Secretary shall submit to the Congress a report that shall
contain a description of the progress made in accomplishing the
objectives of this act and a summary of the use of funds provided
through this act during the preceding fiscal year.
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APPENDIX
Notes to Table | and i

T H te

COSCAA believes that a state’s threshold amount, the amount
of own-source resource that a state is required to contribute to
housing to receive a share of the incentive allocation of SHIPP
funds, must be based on a state’s ability or capacity to pay.

The most accurate currently available measure of a state's
fiscal capacity is the "representative tax systems "(RTS). The
U.S. Advisory Commission on Intergovernmental Relations (ACIR),
which has long advocated the use of the RTS, annually calculates
each state’s RTS.

Briefly, the RTS combines all sources of tax revenue into a
composite index of state tax capacity. The RTS provides a
comprehensive measure of each state’s overall tax base by
estimating the amount of revenue that each state would raise if
each used an identified set of tax rates. Because the same rates
and used for every state, estimated tax yields vary only because
of differences. in the underlying bases. The RTS is neutral among
high and low tax states in its calculation of tax capacity.
Table I uses the 1984 RTS as determined by ACIR.

The . second measure of capacity used by Table I is state per
capita income. Although per capita income is not a very good
indication of capacity, it is a widely known, often used, and
readily available measure. Table I uses the 1986 state per
capita income as determined by the U.S. Bureau of Census.

The third and final measure of state capacity used by Table
I is a combination of RTS and per capita income weighted equally.

The basis for determining the state threshold amount is the
per capita own-source revenue appropriated for housing in the
state of Maryland in 1986. Specifically, the threshold amount
for each is based on the premise that each state should he able
to put forth an amount of own-source revenue for housing
approximately one-third of the per capita amount appropriated by
Maryland in 1986, adjusted by state’s ability to pay. Thus,
Maryland’s RTS and per capita income are used as an index of 1.0.
The amounts so determined for each state are adjusted so that the
sum total of all state threshold contribution amounts
approximates 10 percent of the incentive allocation.

e : O]

COSCAA believes that the allocation of funds to states
should be based solely on housing needs. The latest available
data on housing needs is the 1983 annual housing survey of the
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H U.S. Department of Housing and Urban Development (HUD). One
. interpretation of the data suggests that 8.9 percent of all
J occupied units are physically inadequate, 2.6 percent are
H crowded, and 12 percent are cost~burdened. (See, Iredia Irby,
f "Attaining the Housing Goal?" Housing and Demographic Analysis

s Division, Office of Economic Affairs, HUD, July 1986). Another
: interpretation suggests that the housing affordability problem
affects 24.3 percent of all households and not 17 percent. (See,

anthony Downs, Low-Income ousin roblems n Polic
Considerations: A Discussion Report itten r Urban Land
Institute, The Brookings Institute, Washington, D.C., June 1987,
p.6.)

Depending on the interpretation of the 1983 annual housing
survey data, the distribution of problem units is either 60
percent cost-burdened, 32 percent physically inadequate, and 8
percent crowded, or 68 percent cost-burdened, 25 percent
physically inadeguate, and 7 percent crowded.

L M i g

, Unfortunately, HUD’s annual housing survey cannot be used on
§ a state basls because its methodology limits analysis only to the
: more populous states. Thus, Table II generally uses data from
: the 1980 census.

In Table II, Formula I, Formula II, and Formula III each use
4 the same four wvariables, but the variables are weighted
M differently.

Formula I approximates the first interpretation of the
distribution of housing problems: "Cost~burden”" represents a
H state’s share of renters paying more than 30 percent of their for
3 gross rent and homeowners paying more than 35 percent of their
f income for principal, interest, insurance, taxes, and utilities.

The variable is weighted 70 percent for renters and 30 percent
“ for homeowners. “Cogt-index® is a ratio of a state’s weighted

average fair market rent to the national weighted average Ffair
market rent, 1985, for two bedroom units. This variable is used
both to update in a surrogate fashion the 1980 data on Cost~
burden and as a variable in and of itself. Together the two
variable account for &0 percent, 40 percent for Cost-burden and
20 percent for Cost-index, of the weight of formula I.

*Crowding" is the share of a state’s households, renter and
homeowner, who are living at a density of more than 1.0l persons
per room. It is based on the 1980 census.

e i R

"Inadequate Condition® is the state’s share of housing that
is physically inadequate. In part this is a surrogate variable
comprised of three factors: (1) renters in poverty living in pre
1940-units (weighted 50 percent), (2) renters and owners without
plumbing (weighted 25 percent), and (3) owners in poverty
. {weighted 25 percent).

o b i
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According to one interpretation of the 1983 annual housing
survey, Formula I may underweight the cost-burden problem, but
COSCAA’s policy calls for the federal government to fund adequate
rental assistance payment programs, so this under weighing is not
serious.

Formula II reduces the weight given to the Cost-burden and
Cost-index variables and increases the weight given to the
Inadequate Condition variable. This reflects not only the
federal responsibility for rental assistance payment programs but
also the fact that Inadequate Condition is probably the most
accurate of the four housing problem variables.

Formula III reduces the weight given to crowding and gives
more weight to Inadegquate Condition. This reflects the fact that
crowding is the weakest variable ~- it may change radically over
a short period of time and may tend to represent in part
traditional patterns of living rather than housing problems per
se.

Formula IV keeps the same welghts as Formula III but
slightly alters the Cost-index wvariable by including a factor
that represents a weighted ratio of a state’s cost of
constructing a unit of public housing compared to the weighted
national average (New York state is adjusted so that New York
city comprises only 40 percent of the state’s average). This
factor is based on HUD’s Cost Containment Standards for typical
residents of public housing. The Fair Market Rent index is
weighted 7% percent and the Construction Cost Containment
Standard is weighted 25 percent.

For most states, the four formulas give fairly similar
allocations. The exceptions occur among several states whose
housing affordability problems are relatively very small and
whose physically inadequate housing conditions problems are
relatively very large. All the formulas allocate funds based
sclely on measures of housing needs.

Taken together, Table I shows that states with low fiscal
capacity have to put up a lesser amount of own-source dollars on
a per capita basis and Table II shows that states with more
severe housing problems receive more SHIPP funds on a per capita
basis, other things being equal.
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Execulive summary

A half-century has passed since the Congress first
committed the resources of the nation to expanding
homeownership opportunities and improved housing quality.
This historic commitment {o housing has recently been tested as
housing expenditures have suffered dramatic reductions and the
use of the tax incentives has been curtailed. The efforts of
Senators Cranston and D'Amato are thus both timely and
valuable. A reaffirmation of the nation's commitment to housing
is in order. More important still, is the opportunity to reassess
the strategy for meeting the policy goals.

State Housing Finance Agencies (HFAs} bring an important
perspective to this task. Over 900,000 homes for predominantly
first-time homebuyers and over almost 650,000 units of rental
housing been financed for by HFAs. Responding to opportunities
and their public purpose mandate, HFAs are both providing an
essential conduit for mortgage capital and participating as an
entrepreneurs in the housing market. The latter HFA role has
necessarily evolved as federal efforts to stimulate private sector
activity have diminished.

To a greater extent than any time in the past two decades, a
public role in housing is needed. Although this nation fs generally
the best housed in the world, due largely to the strength of a
robust housing industry, the private sector alone cannot meet
the full housing needs of the nation. Evidence of this is the
declining rates of homeownership. Families who only a decade
ago could expect to purchase a home now find the "American
Dream" to be just that . . . a dreamn. Moreover, increasing numbers
of poor Americans cannot find affordable rental housing. A high
rent burden exists at a time when the overall supply of low-rent
housing is declining. It is not surprising then that homelessness
has emerged as a national embarrassment. Equally troubling is
the sight of "ordinary working-people” who find themselves
unabile to afford housing which the market provides, yet ineligible
for or unable to secure housing program assistance.
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A Basis for Public Involvement in Housing

Public sector involvement in housing has made a difference
in expanding housing opportunities and improving the quality
and availability of housing. Whereas once, basic housing quality
was the paramount policy concern, the nature of the housing
problems have changed. Housing affordability and the related
problem of availability represent the fundamental housing
concerns today. As was necessary a half-century ago, a
concerted effort on the part of the public and private sectors is
needed today.

The fundamental national housing policy goals have
remained virtually unchanged over the decades . . . expanding
opportunities for homeownership and ensuring an
affordable/available supply of safe, decent, sanitary rental
housing. But, after a period marked by declining federal
involvement in housing, diminished federal capability, and the
prospect of tight resources in the coming years, careful thought
must be given to devising the strategy for reaching these goals
and the implementing vehicles.

A Strategic Approach

The Council of State Housing Agencies recommmends a new
strategic approach based upon fundamental principles. First,
increased public resources are needed. Any ideas that cheap
solutions exist are fancy. Second, the base of existing federal
housing programs must be improved as a foundation for future
efforts. Third, new resources and existing programs must be
integrated and coordinated for maximum impact. No longer
should direct expenditure, tax expenditure, and credit and
secondary market support programs be viewed in isolation. To do
so squanders the potential for a geometrically expanded impact.
Fourth, program flexibility is vital. The diverse nature of housing
problems across the county renders inadequate any generic
national solutions. Finally, federal resources must leverage state
and local resources, and the public resources must leverage
private for- and non-profit resources.
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States As Program Delivery Vehicles

State financial resources are limited. They are not equal to
the problem. Nonetheless, federal resources in the form of new
and improved existing programs can be combined with state
resources. Thus a key element of the housing strategy should be
an expansion of the state role. This expansion begins with a more
effective use of state housing finance agencies (HFAs). The
traditional role of HFAs as conduits of capital in the national
housing finance system should be strengthened. Moreover,
HFAs are experienced in administering and allocating federal
resources. Lastly, as an innovative and creative delivery vehicle,
their carrying capacity can be efficiently expanded, allowing a
greater portion of federal resources to go more directly to meet
state and local housing problems.

New Housing initiatives

CSHA recommends that Congress create a Housing
Affordability Fund through annual appropriation. Funds should
be awarded to states on a formula basis to expand
homeownership and improve rental housing. Uses of the funds
should be prescribed and participant eligibility should conform
with the tax-exempt bond programs which states operate. A
special "Challenge Grant" portion should be created to encourage
additional state resources, reward innovative programs, and
target special housing problems.

To demonstrate the opportunity to integrate and coordinate
resources, an HFA/ Farmers Home Administration {(FmHA)
Demonstration Program is recommended. HFAs would assist
FmHA by providing services in support of FmHA programs. The
housing and financial skills of HFA staffs would thereby augment
FmHA field office operations.

CSHA also recommends passage of Congressional
legislation aimed at expanding the Nehemiah Plan nationwide,
creating an Individual Home Account . . . the "Homebuyer IRA,"
and expanding nationwide the HUD Distressed Project
Demonstra-tion.
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Building Upon the Existing Program Foundation

The fundamental principals set-forth above should guide
the strategy for delivering existing federal housing programs
directed toward expanding homeownership opportunities and
rental housing affordability/availability. Improvements to these
programs are needed both in response to changing housing
problems and to alleviate problems created by recent changes in
federal law.

Perhaps nowhere is the latter problem manifest more
clearly than in the federal tax-expenditure programs. Too
frequently, the full programmatic impact of changes are not
anticipated or understood. Mortgage Revenue Bonds (MRBs),
Multifamily Development Bonds (MFDBs) and the new Low-
Income Housing Tax Credits (LIHCs) each suffer from twin goals
of Congress to limit the revenue expended and to increase
program targeting. The result are programs which are too
constrained to accomplish the desirable program targeting goals.
CSHA recommends changes to these programs to improve their
effectiveness.

Secondary market and credit support programs are vital to
continued smooth functioning of the housing markets. These
institutions facilitate flow of private capital to housing markets
which would otherwise not be served. Especially when operated
in tandem with MRBs, MFDBs, and LIHCs, federal secondary
market and credit support programs further the national
housing goals. Recommendations to improve these programs are
also proposed.

Finally, CSHA proposes major changes in existing federal
direct expenditure programs which have suffered dramatic
reductions in recent years. A hybrid Rental Assistance program
derived from the existing Section 8 Certificate and Voucher
programs is proposed. Nowhere will the need for combined
program approaches built around direct expenditures be more
important than in the up-coming efforts to arrest the declining
assisted rental inventory.

No reading of the current situation can ignore the limited

potential of individual programs relative to the magnitude of the
nation's housing problems. Progress will be made in meeting the

iv
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nation's housing policy goals only if efforts and resources are
coordinated and combined. States are prepared to deliver
programs and contribute resources, but need the flexibility to
craft appropriate program solutions. A firm, significant
commitment of federal resources is needed, both to leverage those
of states and locals, and especially those of the private sector.
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Sechon |

The National Housing Policy

With the creation of the Federal Housing Administration
fifty years ago, Congress established housing as an issue of
national concern. Now, as the national housing policy is
revisited, it is important to reaffirm those basic policy goals. It is
even more important to devise an updated strategy for
implementing the national housing policy.

An Historic Commitment to Housing

In 1934, recognizing that many families were losing their
homes and others had lost any hope of ever owning one,
Congress passed landmark legislation creating the Federal
Housing Administration. Throughout the New Deal, a variety of
housing programs were developed which still shape the public
sector's involvement in housing.

In 1949, Congress clearly articulated the nation's housing
goals:

"[That] the general welfare and security of the Nation
and the health and living standards of its people
require housing production and related community
development sufficient to remedy the serious housing
shortage, the elimination of substandard and other
inadequate housing...and the realization as soon as
feasible of the goal of a decent home and a suitable
living environment for every American family..."

In an effort to implement this national housing objective,
Congress employed a strategy that relied upon the following
premises:

4+  private enterprise should be encouraged to serve
as large a part of the total need as possible;

+ governmental assistance should be utilized
wherever feasible to help private enterprise serve
more of the need;
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4+  state and local entities would be encouraged to
assist by undertaking programs of housing and
community development;

4+ governmental assistance should be provided to
eliminate substandard and inadequate housing
and neighborhoods and to assure that adequate
housing is available to families who cannot secure
it in the private sector;

4+  governmental assistance should be available for
decent, safe and sanitary farm dwellings where
the farmowners' credit and resources are
insufficlent to secure them on their own.

These national housing goals, and the basic approach to their
implementation, have been reaffirmed by Congress at several
junctures over the last five decades.

Housing "Have-Nots"

When the first national housing policy statements were
articulated in the Great Depression, the policy makers felt
government had to act where "private enterprise” was unable. The
programs created to implement this policy covered the entire
spectrum of housing needs beyond the private sector housing
markets; including expanding homeownership opportunities,
stimulating private rental production of low- and moderate-
income units, assisting low-income renters, providing public
housing, and more recently, providing some funding to house the
homeless.

Despite the appearance of a robust housing industry, the
private sector by itself still cannot meet the entirety of the
nation’s housing needs. As Dr. James Brown, the Director of the
Joint Center of Housing Studies at the Massachusetts Institute
of Technology and Harvard University, has testified to Congress,
there exists a growing segment of the nation's population who
are "housing have-nots.”

The assertion that there are "housing have-nots" is based

upon the private sector’s limited ability to meet the full housing
needs of the nation. The needs of the very low-income are all too

2
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apparent. People affected by this problem are frequently the
blue-collar tradesmen, teachers and low-level white collar
workers who are simply trying to get ahead. We are witnessing
an erosion in housing affordability that directly affects families
who only a decade ago had promising prospects.

In graphic form, Chart 1 below illustrates that where the
ability of the private sector ends, public resources are needed.
Farther down the income scale, a greater amount of public sector
involvement and resources are needed either to encourage private
sector activity, or ultimately to provide needed housing.

Chart 1

Areas Needing Public Sector Involvement in the Housing Market
1115% I Madian | 180% | 50% of Median Income

P
R
1

v
A
T

E

In many ways, the array of housing programs which have
been created reflect a tacit understanding of the public sector role.
For example, funds from the mortgage revenue bond program are
available in certain targeted (economically distressed) areas to
prospective homebuyers whose incomes are as high as 140
percent of median. Any prospective first-time homebuyer with
an income of up to 115 percent of the state or area’s median can
receive mortgage revenue bond assistance with their home
purchase. Thus a family with a combined $30,360 income in a
small town in Texas can take advantage of this program. Public
policy goals are met because many of these young families could
not purchase a home without the assistance of lower-interest
rates and an available loan source.

Likewise, households with incomes of only 80 percent of
the median income have traditionally been eligible for assistance

3
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in securing suitable rental housing, Unfortunately, in recent
years, the income limits on many federal assistance programs
such as Section 8 Rental Assistance have been lowered to 50
percent of median income. This change in eligibility has meant
that a family with an income of $10,500 retains eligibility for
rental assistance in rural Arkansas, while the family next door
with an income of only $16,000 is now ineligible.

Implicit in the crafting and evolution of housing programs
over the years has been a recognition that the public sector's role
begins at the point where private market activity alone is unable
to meet housing demands. Much of the debate has focused upon
the type and level of public support that is needed to serve those
with lower incomes. As incomes decrease, the economic viability
of private sector involvement decreases as well. Today, it is
important to refocus national housing policy on the whole
spectrum of housing needs unfulfilled by the private sector, a
broader spectrum than has been recently acknowledged.

National Housing Policy Goals

Today, our fundamental housing policy goals remain as
easily recognizable as they were fifty years ago.

ﬂFirst i-*ixpanding opportunities for homeownership,
and

Second  Ensuring an affordable/available supply of]
safe, decent, sanitary rental housing.

Nonetheless, changing perceptions are coloring our view of
national housing policy. Over the years there has been a growing
recognition that many Americans have special housing needs
which the public sector must consider. These people include the
hon;{eless. the elderly, the handicapped, and migrant farm-
workers.

The following concerns make the efforts to implement a
national housing policy more difficult.

4+  Programs have been targeted so narrowly that many
households find themselves both ineligible for
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assistance and simultaneously unable to access the
private housing market. This current policy trend
represents a form of programmatic "triage” that is an
inadequate strategy for meeting the nation's housing
goals.

+  Our society has historically placed an extremely high
value on homeownership and on safe and decent rental
housing. If families cannot afford to purchase or rent
quality homes, this important social value is placed in
jeopardy.

Fifty years of housing program history affirm that
government can be a catalyst for improving the nation's housing
opportunities. Hence, it is necessary to reaffirmm the nation's
housing goals. Beyond reaffirmation, it is essential that we
reassess our strategies for implementing these goals. This
reassessment must consider the delivery of housing programs.
Unlike the past, implementing strategies must consider an
increasing role for the states.

An Increasing Role for the States

As domestic matters gained more and more prominence in
the post-war era, states began to take an active role in housing
policy, an area that historically had been the exclusive purview of
federal and local governments. The need for state involvement
became more and more apparent throughout the 1950's so that
by the early 1960's they began to form housing finance agencies
{HFAs). The mission of HFAs was to facilitate the flow of mortgage
capital into the state. This money would then be used to provide
below market mortgages to developers of low-income rental
housing. The early HFAs were so successful that the Housing Act
of 1968 encouraged states to create them as a means of
leveraging federal rental housing dollars. States were also able to
provide mortgage capital for low- and moderate-income first-time
homebuyers through these agencies.

Today 48 states, the District of Columbia, Puerto Rico and
the Virgin Islands have housing finance agencies. Their collective
roles as providers of low- and moderate-income housing continue
to grow. Illustrative of this is the statistical growth over the six-
year period from 1980 to 1985. By 1980, HFAs had cumulatively

5
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provided only 210,800 single family mortgage loans. Through
1985 the HFAs had provided 889,866 such loans. Seventy-six
percent of the mortgage loans issued by HFA's have been closed
since the beginning of the decade.

By the end of 1984, HFAs had provided 476,999 mortgage
loans to homebuyers. By the end of 1985 this number had grown
to 889,866. Through 1984 the average purchase price was
$51,931; in 1985 it was $55,343. Average borrower income
through 1984 was $25,896; in 1985 it was $26,713.
Interestingly, 1985 borrowers paid down 8.0%, while the prior
year average shows 9.7% was required.

The rental housing production numbers are just as
impressive. Through 1980, 210,800 units of rental housing had
been financed by HFAs. By 1984, the number had risen to
446,594 units of rental housing. After fiscal year 1985, this
number was 636,515, representing a threefold increase in rental
housing units financed by HFAs during a six year period.

While it would be naive to believe that HFAs could continue to
shoulder such a large share of the burden, especially in light of
the Tax Reform Act of 1986, their record of high quality public
purpose growth is indicative of the ever expanding willingness
and capability of state governments to assist in the provision of
affordable housing. As federal resources for housing have
diminished, state HFAs have increasingly turned to new program
initiatives developed at the state level to provide affordable
housing opportunities for low- and moderate-income renters and
homebuyers.

The number of new homeownership program initiatives are
indicative of the evolution within HFAs away from homogeneous
approaches of service delivery in favor of multiple programs
which match specific local market areas or the special needs of a
unique population. These new programs stiress a partnership
approach such as that of the public and private sectors, or
various levels of government.

The integration of such scarce resources promotes greater
program efficiency, and allows for deeper targeting. For example,
lllinois and West Virginia have developed a new construction
program with the state Home Builders Association; Wisconsin

6
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developed a risk sharing program with a private mortgage
insurance corporation; Washington contracted with a private
mortgage service corporation to administer the Mortgage Credit
Certificate Program; Maine, Rhode Island, Wisconsin, Minnesota
and New Jersey are working with nonprofit organizations; and,
Massachusetts, New Jersey and Virginia are working with local
units of government.

A common technique HFAs use for providing affordable
homeownership opportunities for lower income households is to
combine tax-exempt mortgage revenue bonds with interest rate
subsidies that permit targeting to a lower income market
population.

The 1986 Tax Act had a profound affect on the HFAs' ability
to develop and finance multifamily rental housing., While the full
ramifications of the Tax Act on rental housing are still unknown,
the resolve of HFAs to continue to provide affordable rental
housing opportunities for low- and moderate-income families
has not waivered.

Four states have developed rental housing production
programs which feature the new Low Income Housing Tax Credit
(LIHC) as a critical component . Rhode Island is combining the
tax credit with multi-family development bond financing and zero
percent second mortgages, Texas is utilizing the tax credit to
address the rental housing needs in the Rio Grande Valley of
south Texas which suffers the highest incidence of poverty in the
nation. Washington has implemented a comprehensive
marketing and training program which has generated
applications for forty-one percent of the state's credit authority
for 1987, and West Virginia has combined LIHC with State
Investment Board funds to initiate a substantial rehabilitation
program to convert downtown structures to rental housing

HFAs have proven their capacity to recognize and respond
to innovative housing efforts that would not be possible without
the creative use of state and/or agency funds. Conventional
financing is appropriate for most housing activities, but private
lenders are often unable or unwilling to provide the specific type
of financing needed for many low- and moderate-income housing
projects, especially the financing for pre-development and
construction activities. Agencies in Ohio and California have

7



256

implemented development loan programs and Ilinois has created
a construction loan fund. Following the example of Minnesota,
home repair loan programs have been established in Michigan
and North Carolina. New Jersey created a separate corporation
to assist developers of low-income housing in financial packaging
and to be a developer of "last resort” if necessary. Unique
permanent financing programs have been created by Missouri
and Arkansas, involving a "blended rate” mortgage pool to lower
interest rates, and by Connecticut, which has initiated a
statewide reverse annuity mortgage program for the elderly.

Programs to increase minority and women business and
lender participation in state housing finance agency activities are
underway in California and New York. In Rhode Island the
agency is offering small grants to distressed families in an effort
to prevent homelessness and is offering loans to nonprofit
organizations to acquire valuable land for future low income
housing developments. Oregon is providing grants to support
the creation of new group homes for disabled individuals.
Kentucky has operated an affordable housing construction
training program for Vietnam Veterans that since 1984 has
provided better housing for over 500 households and valuable job
training and career opportunities for almost 200 veterans.

Four HFAs have obligated significant agency reserves to
create a long-term, flexible financing source for low- and
moderate-income housing programs. Rhode Island is using
funds for special program efforts. Virginia set aside $45 million
in agency reserves to create the Virginia Housing Fund, the
nation's largest HFA capitalized revolving loan fund. During the
last four years the "Dividends for Wisconsin" program has made
available $33 million from agency reserves to fund a variety of
housing and economic development programs and in Maryland
$16 million in agency funds have been combined with $200
million in state funds to support nineteen housing programs.

State HFAs are often the only source of assistance available
for those most in need of special housing. The plight of the
homeless has dominated current policy discussions. In
response, HFAs have created a variety of programs. In addition,
housing programs have been created to assist single parent
households, in Kentucky and Missouri, the handicapped and the
elderly.
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These, and other new initiatives developed, and often funded
by the states, illustrate the capacity and willingness to imple-
ment national housing policy goals. They could not occur at a
better time, for housing trends of the past few years are troubling
and are reason for public concemn.
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cvidence of Growing Housing Probiems

The nation's housing problems have been changing. Until
now, the fundamental problems of housing related to quality
the absence of indoor plumbing, inadequate heating systems,
severe over-crowding and basic structural problems. Now, the
problems are more related to quantity . . . involving the availability
and affordability of housing rather than quality of life style. The
scope and magnitude of the availability/affordability problem
differ from state to state, area to area. The great challenge in
forging effective national housing policy today is envisioning
policies and programs that can effectively address the diversity
and disparity of multiple housing markets.

Although housing quality continues to be a concern, the
presence of code enforcement and the funnelling of major federal
dollars for housing production in years past have dramatically
reversed this situation. Today's central problem is the disparity
between housing costs and incomes resulting in an inability of
many to afford housing.

Within both the homeownership and rental markets, the
private sector's ability to meet housing demand has eroded as the
costs of producing housing have risen at rates faster than
peoples ability to for it. This situation creates a duality of housing
need: affordability and availability.

Concurrent with the rise of the affordability problem has
been a dramatic decline in the level of federal support for housing.
Additionally, those federal dollars which remain have been
targeted to lower income households more than ever before.
While it is clear that the housing needs of the low and very low-
income funds are significant and will continue to exceed the
availability of public resources, it is also true that housing
problems of affordability and supply are not restricted solely to
the lowest income households.

Changes in the housing industry and mortgage markets,
and redirection in federal assistance have placed many
households in a "housing gap.” Families and individuals unable
to afford to rent or to buy in the private sector often find either
they are ineligible for federal assistance, or that they are eligible,

10
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but the assistance has been exhausted. Caught in jeopardy, the
people become victims of simultaneously increasing housing gaps

and shrinking funding sources. Tough policy decisions must be
made,

Troubling Housing Trends

Because some now contend that housing is no longer an
issue of national concern, it is important to examine what is
happening. Whether considering homeownership or rental
housing, there is clear evidence of a mounting problem.

Homeownership Rates Are Dropping

In our culture, the best barometer of troubling housing
trends is reflected in the declining homeownership rates, Since
1980, the trend in homeownership has been one of erosion.
Chart 2 shows the trend clearly over more than a decade. After
gradual, consistent increases in the rate of homeownership
beginning in the 1940s, a reversal has begun.

Chart 2

(R National Trend In Rates of Homeownership,
Household
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ource: U.S. Census Annual Housing Survey, National Association of Homebuilders
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Today the homeownership rate is at its lowest level in over a
decade. Moreover, the impact of the affordability problem on
younger households is now becoming quite clear. The detailed
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picture presented in Chart 3 shows the homeownership rate
from 1981 to 1987 according to the ages of the heads of
household. Most distressing is the decline in homeownership
among those households 39-years-of age and under. A decline
was 15 percent in the past five years occurred for those aged 25-
29, and eight percent for those aged 30-34. In addition,
homeownership declined by nearly five percent for households
headed by a 35 to 39 year old, an age bracket in which the
financial capability of the household should traditionally be
nearing its strongest level.

i

Homeownership Rat
By Age Groups
1981 - 1st Qir 1987

Source: U.S. Census Annual Housing Survey, National Association of Homebuilders

Equally important to an objective understanding of
contemporary housing issues is the extent of lost opportunities
for homeownership. Had homeownership remained at the 1980
levels, an additional 1.6 millon households would own their
homes today.

nt Burden Risin Low I Rental Housing § fi
Decling A

Since the 1940's, a twenty-five percent rental cost to income
ratio was considered an appropriate housing cost burden.
Recently, that ratio has been raised to 30 percent. Households
who must pay 30 percent or more of their incomes for rent, are
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considered to bear a high rent burden. As Chart 4 so graphically
indicates, the incidence of high rent burden has been increasing
over the past decade.

In 1983, 66 percent of all rental households were bearing a
high rental cost burden, indicative of the private sector's difficulty
in supplying affordable rental units. Notably, the information
gathered in both 1975 and 1983 by the Census Bureau shows
that the high rental cost burden is most widespread and is
increasing most rapidly among very low income households.
Equally discouraging is the increase in the number of households
thus affected among low- to-moderate income households.

Chart 4

ercent of Rent
‘Households Paying
:Over 30 Percent of;

ncome For Ren

WAl HouseholasRE ory-Low- All Other Middiole

Source: HUD Housing and Demographic Diviston, Office of Economic Analysts

One reason so many renters are paying a high portion of
their income for rent is the inadequate supply of low rent units.
As Chart 5 indicates, in 1974 the supply of low rent units
exceeded the number of households able to afford only low-rent
units. The changing supply and demand relationship between
1974 and 1983 is alarming. Over that decade, the situation
reversed and a fundamental supply/demand problem emerged.
This situation limits the actual available supply for those unable

13
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to pay more. If the trend proceeds unabated, the problem will
become all the more severe in the future.

While Chart 5 shows that in 1983, the total supply of low
rent units exceeded by one million the demand for those units,
Chart 6 indicates that when the rental units, which receive some
federal subsidy, are removed from this picture, the supply of low
rent units provided by the private sector is 3 million fewer than
the demand.

Chart

SUP y
Compared With Demand
7 (Milfion Unifs)
129
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ALK Q D58 J Eres 2l ', come Ren
Resources. Neighborhood Relnvestment Corporation, Author: Philllp L. Clay,
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Thus, the trends in Chart 6 are even more troubling. The
picture that emerges is one which clearly indicates a collective
failure on the part of both the public and private sectors to
effectively meet the rental housing needs of low income
households.
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Chart 6

Supply of Unsubsidized
Low Rent Units Compared
With Demand
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Assis Rental Housing Uni ¢ B Lost

Chart 7 indicates that the problem of increased demand
verses dwindling supply of low rent housing is exacerbated by an
impending loss of federally assisted rental housing.

The inventory of federally assisted low-income rental
housing will shortly begin a period of reduction as assistance
contracts on these units made during the 1970's reach their
expiration date. Chart 7 contains the analysis of the General
Accounting Office of projected changes in the Section 8 Certificate
and Voucher inventory, assuming minimum contract terms.

There is a growing national debate about the appropriate
responses to this problem. It is unclear if all of these units from
the inventory of low income housing, or even a majority of them,
will be lost. Yet, the loss of any number is troubling in light of
rental housing trends.
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—Projected Changes
In the Section 8—
Assisted Inventory__
Assuming Minimum
\ Contract Terms™
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Source: Potential Reduction in the Section 8 Existing and Voucher Inventory, General
Accounting Olffice, October 1986

Understanding the Causes of Current Housing Trends

Simply identifying trends is not enough. The factors that
contributed to their formation must be understood, in order to
describe strategies for reversing these trends.

Access to Hgmegwne;;ship Is Stymied By Higher Annual and
Entry Costs and Mortgage Market Chandes

After a decade of inflation, mortgage lending practices were
liberalized during the early 1980s when the industry was being
transformed by deregulation. Increased competition forced the
creation of a host of new and innovative financing vehicles for
directing capital to mortgages. Industry observers point to a
proliferating number of mortgage lenders that are increasingly
concentrated in metropolitan areas as evidence of fundamental
changes taking place.

These changes have narrowed the profit margins on
mortgage market: transactions, increasing the concern for the
risk of each loan involved. As a result, homebuyers are forced to
pay higher down-payments and meet more stringent
underwriting criteria. Although the mortgage industry
continues to deliver a competitively priced product, it is a product
that is increasingly unavailable to many households which, just a
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decade ago, were qualified borrowers. Moreover, the lack of
interest in supplying low volume areas has resulted in the
industry’'s inability or unwillingness to direct mortgage capital
outside of metropolitan and large urban areas.

Along with changes in the mortgage market, land costs have
continued to increase and although construction costs have
moderated in recent years, the overall effect has been an increase
in home prices. Rising home prices have frequently driven the
price of housing beyond the reach of the moderate income
American. By contrast, certain regions of the country are seeing
housing prices and values decline. Economic problems translate
into housing problems, especially for households who made pre-
deflation home purchases only to see their investment erode. A
similar situation was once the primary catalyst for federal
involvement in housing.

As home values escalated, homeowners saw their equity rise
dramatically with inflation. The result has been a lucrative
opportunity to sell their home and "trade-up” using large down-
payments. By contrast, the typical prospective first-time
homebuyers must select from high priced homes, but frequently
do not have the means for making significant down-payments.

'w-Income Re; is Not Feasible in the Absence o

Subsidies

Rental housing development is a complex and variable
process which relies on certain basic ingredients to ensure
feasibility. The cost of purchasing the land, preparing the site,
constructing the units, financing the construction and
mortgage, and managing the property must not exceed the
income which can be gained from the rents. In order to attract
private investment, the project must generate sufficient earnings
to provide a return to the investor comparable to other
investment options. Finally, there must be enough people
present who are able and willing to pay the needed rents, or else,
operating losses will occur.

Rental property owners who saw rental increases lag behind
other cost increases throughout the late 1970's and early 1980's
now face the need to raise rents. As a result, Willlam Apgar of the
Joint Center for Housing Studies at the Massachusetts Institute
of Technology and Harvard University in an analysis has found
that real rents (current rents adjusted for inflation) are
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increasing at a rate faster than at any time in the last twenty
years.

Where then does the low-income renter fit in such a
market? In testimony before Congress this year, Apgar noted

"For a household earning $10,000 a year, $250 per
month is a high rental payment, an amount equal to
30 percent of income on an annual basis. Yet a rental
payment of $250 per month is not sufficient in most
housing market areas to cover the cost of operating
and maintaining rental housing. A rent of $250 is
simply inadequate to cover the costs of utilities,
property tax, debt service and the like, let alone provide
property owners with sufficient resources to maintain
their dwelling units in good condition. Consequently,
over the period 1974 to 1983 the number of rental
units with real rents less than $250 per month
declined by over two million units.”

It is an unrealistic to expect that low-income rental housing
will be constructed in the absence of some type of subsidy to
bridge the gap between the revenues which low rents generates
and those needed to generate a rate of return which can attract
investors. While non-profit sponsors of rental housing are less
interested in retained earnings, no way has yet been found to
remove the other fundamental costs of a project short of some
form of subsidy. Moreover, private, non-profit, and public
sponsors must be present if the needed volume of low- and
moderate-income housing will be provided.

Declining Federal Resources for Housing

Without question, Congress has limited the use of federal
resources. Moreover, federal programs are increasingly geared
towards the lowest income households. In virtually all major
programs, direct federal funding assistance is now targeted
primarily to households with less than 50 percent of area median
incomes. Reductions in federal outlays have limited the number
of eligible people who will receive assistance. Whes eligible’income
limits for programs such as Section 8 Existing Housing were
lowered from 80 percent of area median to 50 percent, many
households found themselves no longer eligible for assistance,
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but still unable to afford the housing available in the market place.

In addition, a 71.1 percent reduction in budget authority for
HUD assisted housing programs since 1981 affects those still
eligible. Long waiting lists for public housing and Section 8
Certificates, as well as the growing problem of homelessness are
just two results.

Since 1980, the laws governing the use of tax-exempt bonds
for housing have been changed to mandate deeper and deeper
income targeting. Another major constraint is the Alternative
Minimum Tax {(AMT) on these bonds. The AMT is imposed upon
taxpayers whose portfolios contain excessive tax shelters. For
these taxpayers, certain tax preference items are included in a
formula which produces a minimum tax standard. For the first
time, the Tax Reform Act places certain tax-exempt bonds among
the tax preference items counted for the AMT. The AMT has
raised, by as much as one-half to two-thirds of a percentage
point, the mortgage Interest rates to first-time homebuyers.
Ironically, bond traders do not expect typical investors in
housing bonds to be subject to the AMT, but they nonetheless
enjoy the resulting benefits of higher bond yields.

The AMT was a major factor in the low volume of bonds
issued under the tax reform rules. Between August 15, 1986, and
July 1, 1987, only $930 million of the $5.3 billion of Mortgage
Revenue Bonds issued by state housing finance agencies (17
percent} were issued under the new rules promulgated In tax
reform. The availability of unused bond proceeds and excess
mortgage prepayments resulted in numerous current refunding
bond issues. Current refundings have not been subject to many
of the post-tax reform rules, resulting needed flexibility in
structuring MRB programs.

In addition, virtually no rental housing production has
occurred using the Multifamily Development Bond (MFDB) since
tax reform. One goal of Congress in tax reform was to increase
the targeting of these bonds. Where previously 20 percent of the
units in a project had to be reserved for households with incomes
of less than 80 percent of the area median, the law now requires
that either 40 percent of the units be set aside for households
within 60 percent of median income or 20 percent of the units for
those within 50 percent.
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The Act also substantially changed the package of incentives
for developers to participate in low income rental housing. The
depreciable life of low income rental housing increased from 15 to
27-1/2 years. The effective capital gains tax rate is now the rate
for the income tax bracket in which the developer is taxed. The
passive loss provisions of previous tax law were effectively
removed. Many other provisions of the new tax code remove or
curtail private sector developer incentives for participation in
housing developrnent,

Moreover, the newest tax-based rental housing program,
the Low-Income Housing Tax Credit, seems unable to offer
sufficient incentives for development. As of yet, this stimulus to
equity investiment has failed to supplant the tax incentives that
existed prior to the Tax Reform Act of 1986.

It is not too early to ascertain that these constraints have
critically harmed the program. The financial reality is that a
rental project's costs must be borne substantially by the market
rate units. Tax reform reduced the size of market pillars
supporting the low-income units while adding to the load. Not
surprisingly, the structure collapsed.

The result is a virtual end to the willingness of private sector
developers to put money at risk for low income rental housing. A
survey of its members conducted by the Council of State Housing
Agencies in April 1987, indicated that of 394 developments in
process at the time of tax reform, 56%, or 222 developments,
terminated processing. As an example, in Connecticut in 1986,
following the passage of tax reform, 38% of the developments
being processed were withdrawn, where as before 1986, the
Connecticut agency had an annual development dropout rate of
approximately 8%.

Income targeting requirements further restrict rental
housing production. For instance, in Minnesota it would be
foolish for any developer to risk capital for a long-term rental real
estate investment in rural Minnesota subject to the required
targeting. Incomes are too low to support high production costs.
Though the income limits for the metropolitan area are higher,
they still do not provide an adequate cushion for assuming a 15
year market risk.
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Although there will be some 1987 multifamily construction
starts by state housing finance agencies, these starts are mainly
the result of developments financed in 1985 and to a lesser extent
in 1986, where only the construction begins in calendar 1987.
Moreover, a survey of 1987 multifamily bonds activity in Georgia
found that no bonds were being issued under the new tax rules.
Instead, governmental bonds not subject to many of the rules
and bonds issued under the transition rules compose the whole
sample.

Income targeting requirements on tax-exempt bonds are
restrictive and tax incentives to developers to produce low income
housing are eliminated. It is not surprising that state housing
finance agencies, with few exceptions, have virtually no rental
developments in process and there is little, if any, prospect of this
situation changing.

The longer term outlook is that only a few states with
resources created by strong economies and/or favorable political
climates will be producing affordable low-income rental housing.
Even in these areas, the state resources are insufficient to
supplant lost federal funding.

Thus, tax reform raises fundamental intergovernmental
policy issues for the future. Only a very few states are able to
produce limited amounts of affordable rental housing. The
majority of states, because of the lack of federal resources and
because of local political and economic conditions, are simply not -
able to produce affordable rental housing. States can respond
through housing finance agencies with state and agency
financial resources, but only Congress can fully address the
resource issue.

The challenge for federal, state, and local government is to
address the broad spectrum of housing needs that begin where
the private sector activity ends. Homeownership opportunities
for ordinary working people must be reestablished, and
affordable rental housing produced. Further, rental assistance
must be combined with rental production to house the lowest
income households.
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§acflon 3

A S}rafegx for lmglemenﬂng the Nafional Flousing Policy

Thus far this report has established the need to reaffirm
traditional national housing policy goals by demonstrating the
breadth of the housing problem besetting the nation. As
preparation of new responses begins, certain fundamental
principles must be met by each program recommendation, as well
as by the combination of new initiatives and program
improvements, When state HFAs design their new program
components, they uses many of the same criteria as set forth
below:

+ Increase Public Resources

Improve and Build Upon Existing Program
Foundations

4+ Integrate and Coordinate Public Resources
4+  Provide Flexibility
4+  Leverage Additional Resources

These same criteria should guide any specific legislative changes
resulting from the current federal policy effort.

Increase Public Resources

The federal government uses tax expenditures, direct
expenditures, and support for mortgage credit and secondary
market activity as vehicles for directing capital to housing.
Particularly with direct expenditures, the federal government
does not provide the level of support necessary to address
national housing problems. However, a stronger commitment is
necessary if a serious attempt is to be made at solving these
problems. CSHA recommends a new program initiative involving
direct expenditures: the Housing Affordability Fund. The program
should have two components, a transfer of funds to states for use
in conjunction with state resources, and a package of incentives
to increase state efforts and innovations.

22



R

271

Politically, the least risky response is to take the dollars
within certain existing programs and redirect them as necessary.
While it will be necessary to combine a number of small
production programs, these alone will not be enough. Additional
federal funding will be needed if this approach is to be effective.

improve and Build Upon Existing Program Foundations

The array of existing federal programs must be analyzed.
Much can and should be saved. Tax expenditure programs such
as the Mortgage Revenue Bond and Multifamily Development
Bond programs are proven performers when properly channeled
and must be included in future efforts, along with the new Low-
Income Housing Tax Credit. The rental assistance program and
the rural programs of FmHA are examples of direct expenditure
programs which must be retained, reenergized and improved. To
ignore their past successes, is to ignore their yet to be realized
potential, and would preclude a comprehensive federal response.
The FHA insurance and VA guaranty programs provide essential
mortgage credit support nowhere else available. Moreover, the
historic public purpose of the federal secondary market
institutions, Fannie Mae, Freddie Mac, and Ginnie Mae, remains.
CSHA recommends a number of improvements to federal
programs covering tax expenditure, direct expenditure, and
mortgage market support taking into account past experience
using and administering these programs.

integrate and Coordinate Public Resources

Today's environment of scarce resources dictates maximum
use of every available direct and indirect resource. Opponents of a
strong federal effort in housing often use the "double-dipping"
argument to defeat new or expanded initiatives. It could be argued
that a single federal program which provides the critical mass of
federal dollars is the best approach.

However, an analysis of residential real estate ventures, be
they homeownership or rental, reveals several key elements,
including debt, hard costs, tax-related costs and benefits, and
credit enhancements, which compose an economically feasible
transaction. CSHA argues that in order for the federal response
to be most effective it needs to address all of the above factors.
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From a practical perspective, the operative phrase is "critical
mass". Many have argued the inefficiency of the bond and
similar tax driven housing programs, citing a larger portion of
foregone revenues being spent on program costs as opposed to
being used as subsidies. However, the real inefficiencies stem
from the lack of coordination between individual programs,
whether they are tax incentives or direct spending.

The existing programs often work at cross purposes with
one another. For example, Mortgage Revenue Bond targeting
provisions have in certain cases restricted eligibility to
prospective homebuyers whose incomes are too low even to merit
federal mortgage insurance. Thus a mortgage loan cannot be
made for want of credit support. Likewise, the rental
requirements of the Low Income Housing Tax Credit are in direct
opposition to those governing the Section 8 Rental Assistance
Program complicating the effective combination of these
resources. CSHA urges a comprehensive integration of the varied
programs to allow for a simpler design and more efficient
management.

Provide Flexibility

Flexibility is an equally important criterion for designing
future programs. A host of categorical responses might have
been appropriate in the past and in some individual instances
still hold legitimacy. Today's housing problems and their
solutions require flexible approaches. A static, narrow program
will not allow for the creativity and entrepreneurialship
necessary to meet the diverse needs. CSHA recommends that
future housing efforts take into account two major premises.

1} The housing problem covers a spectrum from
home-ownership to homeless, low income to moderate
income, involving problems of both availability to
affordability. Any new initiatives must allow for states
to direct these resources to those most in need as they
define their priorities; and

2) Although factors contributing to these problems

will vary dramatically, a few traditional techniques are
generally employed in housing programs. Optioned
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use of the appropriate technique for each problem
should be granted.

Leverage Additional Resources

The final key criterion is a concept relatively new to federal
programs, but inherent in both the UDAG and HODAG
programs--leverage. Public dollars, be they federal, state or local,
must induce and leverage private and non-profit resources,
particularly in this period of scarce resources. Equally important
is the necessity that federal dollars leverage additional public
monies from states and localities. A "Challenge Grant"
component of the Housing Affordability Fund initiative is
recommended to meet this requirement.

In developing it's recommendations, CSHA has considered
"private resources” in the widest context. In addition, CSHA
acknowledges the necessity to increase states’ roles in terms of
both in the responsibilities given . . . assessing and determining
the value of the Credit on individual projects or undertaking
several demonstration programs . . . and in the financial
commitment required . . . the concept of a Challenge Grant.

* + 4

The above criteria represent an acid test for all new
initiatives and program improvements recommended to follow.
Each criteria should be viewed by policy-makers and program
designers as threshold objectives for future housing efforts at
the federal, state or local level.

In addition, CSHA recommends that this effort must
seriously consider the role for states in the new generation of
housing programs. It is our contention that states possess a wide
range of strengths which must be challenged and expanded
beyond any efforts of the past.

Increased State Role

The state's role can be expanded in two general ways:
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1) by strengthening their traditional roles in
the national housing finance system as conduits of
capital; and,

2) by expanding upon state capacity through
an increasing program delivery system role in
administering and allocating federal resources.

This is a natural evolution of the public sector's participation
in national housing policy. Housing problems are as diverse
geographically as they are financially.

States are in the unique position of identifying those
problems in their distinct market settings, setting priorities
across the urban-rural, homeownership-rental spectrums,
categorizing need among various income groups, and crafting
programs more responsive to the particular economic and
political environs.

In addition, states are familiar with their local housing
delivery system. Representing more than a cursory knowledge of
housing needs, HFAs have an in-depth appreciation of individual
participant's strengths and weaknesses, both substantively and
politically. This understanding translates into a higher
probability of programmatic success.

In the end, any housing efforts require hard cash.
Economic feasibility, or profit, is not illusory; developers and
lenders, like all members of the private sector, demand a
reasonable economic return. However, this is a value which is
highly negotiable in both form and political terms. States,
because of their proximity to the scene, are the most appropriate
government component in this financial equation.

Lastly, states are becoming stronger participants in
housing, increasing both their programmatic capacity as well as
their commitment of financial resources. In this regard two
points must be made. First, these increases have not only taken
place in a time when the federal role has dramatically decreased
on all fronts, but have brought about a host of innovative
initiatives characterized by creativity and entrepreneurial ability.
States today are much more than conduits and implementors;
they are also designers, developers and risk-takers. Second, the
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increase in committed state resources still falls considerably
short of the levels necessary to meet the housing needs.
Individual states have no control over regional capital shortages
or economic cycles.

From a national perspective, there is little choice. The
problem outstrips the resources of individual states even when
combined. Therefore, it is in the mutual interest of the federal
and state governments to accelerate the momentum toward
greater state involvement in delivering state resources. This will
require trust in the form of flexible and coordinated federal
programs. The benefits will be programs more successfully
directed toward the unique and varled housing problems in any
given area market.

27



276

Sechion 4

New Housing Program Inificfives

New federal initiatives are needed to respond to the
troubling trends now facing the nation. These initiatives must
provide hard cash to create housing opportunities, whether
assisting low and moderate income homebuyers pay the down-
payment and closing costs on their first home, providing a one-
percent interest rate second mortgage to attract private capital to
a low-income rental project, or adding rental subsidies to low-
income units in order to meet monthly cash flow need.

The most appropriate vehicle to bring cash resources to bear
on housing opportunities is to grant to the states the authority
to administer and allocate federally appropriated funds. This
approach mirrors the basic principles underlying the public
sector housing strategy CSHA recommends. First, resources are
available at the point of activity where the housing finance
agency, investment and mortgage bankers, private and non-
profit developers, builders, Realtors, homebuyers and rental
owners and tenants are continually interacting.

Next, an annual appropriation of federal funds to states for
housing facilitates the ability of the HFAs to integrate direct
federal funds with other resources such as tax-exempt bonds,
the low-income credit, rental assistance, and state or local funds
to create the needed mix .

Third, the funds can be deployed where the need is greatest
as determined by the knowledge of housing markets which HFAs
possess. As the cost of various factors comprising the mix of
essential project ingredients changes, the amount and use of the
funds must and can be altered to meet the new situation.

Finally, the essential goal of leverage is achieved. A well
placed dollar can attract additional public resources, whether in
the form of land grants, infrastructure, direct cash, tax
abatements, or technical resources. This combination of public
resources can in turn attract private capital which would
otherwise go elsewhere.
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A new, innovative federal housing program initiative, such
as the Housing Affordability Fund program referred to earlier,
that adheres to the above principles should be created. The
proposed program involves two basic elements: a major formula
driven flexible housing funding program for states, and a
"challenge” supplement that awards additional funds to states
committing their own resources and undertaking innovative
programs.

Housing Affordability Fund

The concept behind the Housing Affordability Fund initiative
is simple and familiar, having been used by federal/state
partnerships across the whole spectrum of program areas. An
annual appropriation from a minimum five year program
authorization is made to each state based on a formula that
considers both economic factors and housing needs. The formula
is created to achieve a funding balance between predominantly
rural and urban states.

Application of the funds should be restricted to low- and
moderate-income housing efforts. When used to expand
homeownership opportunities, the funds must be limited to
households eligible to participate in the MRB program, while
those used for rental programs must conform to project-based
MFDB and LIHC program targeting.

Depending on financing variables and state approval,
Housing Affordability Program dollars can be used in tandem
with any of the tax-exempt housing bond programs, the Low
Income Housing Credit, state housing programs, or other direct-
funded federal programs. When used together, the combination
of resources would enable a deeper subsidy to be provided as a
means of expanding homeownership and affordable rental
housing opportunities to the lowest income households.

Eligible uses should include at a minimum and not be limited
to: new construction, acquisition, or rehabilitation flnancing
involving interest write-downs, down-payment grants, second
mortgage loans with deferred payments, and credit
enhancements. Among other potential uses are: reducing rental
development costs, and providing project-based rental
assistance.
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*Challenge” Grant Funding

Augmenting the base Housing Affordability Program
funding would be a supplemental fund awarded by the federal
government to states on the basis of innovative state housing
program initiatives, special housing needs, or the contribution of
state cash resources to housing efforts . . . such as the creation of
housing trust funds, direct appropriations, or state agency
revenues.

The challenge grant must also be used to respond to the
s)recial housing needs that exist in poor states or regions, arising
from disproportionately low median incomes, pockets of poverty
or the effect of localized economic problems.

Demonstration Program . . . State Housing Finance Agencies and
the Farmers Home Administration

A demonstration program is proposed that incorporates
the use of coordinated and combined resources to meet national
housing policy goals. CSHA recognizes the essential role FmHA
plays and recommends that it remain an independent program
vehicle. To facilitate the goal of cooperation, a demonstration
program involving state HFAs and the Farmers Home
Administration is recommended as an opportunity to combine
the strengths of two program delivery vehicles for a greater
impact on rural housing programs. The Farmers Home
Administration has played, and continues to play, an effective
role in improving rural housing through both homeownership
and rental programs. An extensive network of field offices provide
a critical resource for implementing these programs.

Such homeownership programs as Section 502 {Home
Ovwmership Loans), Section 504 (Low Income Repair Loans and
Grants), and Section 533 (Housing Preservation Grants) are
administered by FmHA. Section 533 (Housing Preservation
Grants), and Section 515 (Rural Rental Housing) are important
means for producing and maintaining rural rental housing.
Importantly, the powerful coalition that has kept FmHA
programs alive during the past several years of budget cuts
would probably dissipate should the programs be folded into an

all-purpose block grant.
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State housing finance agencies can augment FmHA in
several ways. HFA staffs offer many skills that can augment
those possessed by agriculturally trained FmHA staff including:
loan application processing; underwriting; loan servicing;
appraisal; annual recertification of tenant assets, income, and
family composition; disbursing loan funds; pre- and/or post-
application counseling; collecting/disbursing escrow funds for
taxes and insurance; and coordinating all possible resources,
including the Low Income Housing Tax Credit.

The proposed demonstration program would create a "fast
track" processing mechanism for the 515 program. In addition,
HFAs would provide financial services to FmHA offices which
would "originate” homeowner loans.

Many of these services have been provided by FmHA at
federal expense, thereby enhancing the ability to serve very low-
income families, HFAs would need to retain this feature in their
involvement.

Current Congressional Initiatives

Three important Congressional initiatives can be used with
other federal, state, and local resources. These deserve
implementing.

Nehemiah Plan

The current housing authorization bills under deliberation
by Congress would expand upon an ambitious homeownership
program that produced 1,000 of the proposed 5,000 single family
homes in East Brooklyn, New York. Funding is made available to
non-profits which provide loans to families purchasing homes
constructed or substantially rehabilitated according to program
guidelines. In some communities, homes under this program are
affordable by families earning as little as $15,000 per year, and in
almost all communities, are within reach of families earning
$20,000 per year.

Components of the program include: non-federal public/

private contributions of land, non-federal public/private financial
or in-kind assistance, use of construction methods which reduce
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the costs, involvement of local residents in the planning, and
locating the program in areas of social/ economic blight. The State
of New York Mortgage Agency provides mortgage money for the
Nehemiah project.

ual Home Account . . . the Hom "IRA"

Recognizing that with limited disposable incomes, young
families are unable to amass sufficient funds to make the down-
payment and pay the closing costs on a home, Congress has
considered creating "Individual Home Accounts” modeled after
Individual Retirement Accounts (IRAs). Recently, Senator
Dennis Deconcini [(D-Az) introduced legislation, S 1534, to
exempt from tax liability up to $2,000 per year if set aside in
special savings accounts exclusively for purchasing a first home.
A limit of $20,000 would established for the account. This
program would benefit any household that has a tax liability and
would encourage the type of savings which are difficult to amass
when disposable incomes are limited.

HUD Di sed Pro; D ion

Section 166 of HR 4 currently before Congress proposes a 3 year
HUD demonstration program regarding the disposition of
distressed HUD held properties. The section stipulates that HUD
provide the Massachusetts Housing Finance Agency with the
option to provide the long-term financing on any properties in
Massachusetts it plans to sell. Through this mechanism MHFA
could gain oversight of these properties to insure their successful
rehabilitation and management. The approach offers an ability to
maintain valuable low-income rental housing stock. As has been
already suggested, CSHA recommends that Congress should
expand this demonstration program nationwide.
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Bﬁl’laing Upon The Exisfing Program Foundatfion

In spite of federal funding reductions and new volume and
targeting restraints on tax-exempt housing bonds, a foundation
comprising of existing programs exists to bolster the
recommended new programs initiative. These resources are
essential to meeting the nation’'s housing goals. Yet if the
optimum impact from them is to be achieved, they must operate
under the basic principles described in Section 3. Frequently,
this approach conflicts with natural tendencies to view individual
programs in isolation. Yet the potential impact of carefully
combined and targeted public resources cannot be ignored.
Private resources will not be brought to bear on many of housing
problems unless sufficient public resources are present.

The federal policy efforts should pay careful attention to
how certain existing federal programs are deployed, or the
potential impact of new program initlatives such as the Housing
Affordability Fund approach will be squandered. These programs
operate within the three avenues through which public resources
have traditionally been brought to bear on housing problems. Of
central importance to HFAs are the tax expenditure programs,
Mortgage Revenue Bonds, Multifamily Development Bonds, and
the Low Income Housing Tax Credit. The Rental Assistance
program, with which many HFAs are involved, provides essential
access to private housing for very low-income households and
has unrealized potential. HFA involvement with federal mortgage
credit support mechanisms is long-standing. When these
programs function smoothly, HFA lending programs tend to do
likewise. The other federal mortgage market support vehicle, the
secondary market institutions, are becoming increasingly
involved with HFAs in meeting their public purpose.

In view of the extensive relationship between existing federal
programs and HFAs, CSHA is compelled to present detailed
recommendations for improving these programs. As the
national housing policy and implementation discussions
proceed, more detailed examination of each will be needed.
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Housing Bonds and the Public Purpose

Certain tax-exempt bond changes in 1986 adversely
affected both Mortgage Revenue Bonds (MRBs) and Multifamily
Development Bonds (MFDBs).
historic role these programs played in implementing national
housing policy. Recognizing the "public-purpose” nature of these
bonds and the presence of policy-based targeting provisions,

special treatment is warranted.

CSHA recommends the following revisions to the basic tax-

exempt housing bond legislation.

+

Remove alternative minimum tax (AMT) . . . the one-
third to two-third percentage points AMT adds to the
mortgage interest ultimately borne by the family
which the program seeks to help, exacerbating their
affordability problem. As a result, AMT works against -
the targeting goals of the 1986 tax reform act at a time
when use for lower income households is mandated.

Current refundings . . . managing bond proceeds and
cash flow from outstanding mortgages is sound fiscal
practice. Current refundings provide a means to
preserve the financial integrity of the program without
increasing the amount of tax-exempt debt out-
standing. This capability should be preserved when
the MRB sunset date is removed.

Arbitrage . . . Limits on the use of bond proceeds are
needed to arrest potential abuse of the tax-exempt
resource. Yet earnings on invested idle bond proceeds
should not be constrained if the funds can be
channeled for public use. Needed changes to arbitrage
provistons include:

1} removing restrictions on the investment of bond
proceeds in non-mortgage instruments ("non-purpose
investments" under the 1986 Code);

2) expanding the "temporary period” for MRB

proceeds until used to allow investments at a’mutually
higher" yields; and
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3] removing restrictions on state or agency
contributions to bond programs invested along with
bond proceeds.

The funds generated from arbitrage earnings should
then be directed to program purposes.

Federal Secondary Market Support for Homeownership and
Rental Housing

Mae Freddie Mac

FNMA provides a secondary market conduit for single
family loans with a public mandate to assist moderate-income
homebuyers. Currently, efforts are underway to "privatize”
FNMA and FHLMC. By implication, privatization implies that no
longer a public purpose remains for these organizations to serve.
Yet declining homeownership and the increasing difficulty of the
private mortgage industry in serving the first-time homebuyer
market in many geographic areas dispel this notion. Continuing
participation in the secondary markets by institutions having a
public purpose mandate remains as essential today as in the
past. Moreover, it is difficult to discern what is gained by cloaking
FNMA and FLHMC in the mantle of “privatization.”

GNMA also serves an essential role in providing capital for
VA and FHA supported mortgages. Nothing should be allowed to
diminish this capability.

These institutions have not impeded the on-going develop-
ment of an active private secondary market industry, but have
served to augment private activity. Recognizing their valuable
role, CSHA recommends:

4+  Public mandate for FNMA and FLHMC . . . continuation

is essential.

+ GNMA fees . . . recover only the cost of services
provided.

+  Relationship with HFAs . . . HFAs approved as sellers/
servicers.
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Homeownership Program improvements

Mortgage Revenue Bonds

Mortgage Revenue Bonds (MRBs) are directed to
households with income not in excess of 115 percent of state or
area median, and in targeted areas not in excess of 140 percent of
state or area median. Purchase prices on homes are limited to 90
percent of the area median and 110 percent in targeted areas.

MRBs have faced almost continuous uncertainty over the
past seven years. The volume of bonds which may be issued is
now limited and strict targeting restraints imposed.. Moreover,
the program has been subject to imminent "sunset” throughout
this period. This unfortunate situation has diminished the
effectiveness of the program, since continuity is critical in
working with mortgage lenders, builders and real estate
professionals. Moreover, it has inhibited the ability of housing
finance agencies to deliver a continuous stream of capital to
prospective first-time homebuyers.

CSHA recommends the following improvements to the MRB
program.

+ Elimination of the Sunset on use of MRBs . . . 1) the
program is proven and 2) under the volume cap, states
deserve discretion in directing a portion of this
resource toward homeownership

4+ Improve MRB targeting . . . two essential
improvements are needed. 1) The process for
calculating “"Safe-Harbor Purchase Prices” must be
changed. Larger samples should be gathered more
frequently gather . A streamlined appeals process
must be established, with the option for state to
compile their own data according to a Treasury
approved process. 2) High cost areas should be given
an option in lieu of using state or median incomes to
determines income eligibility using "reasonable
underwriting standards” and an interest rate one
percent below the Federal Home Loan Bank Board
contract mortgage rate for the preceding month to
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calculate the maximum allowable income for
participants purchasing the Safe-Harbor Purchase
Price Home under the MRB program.

4  For designating targeted areas . . . only residential
areas should be included.

4+  Redefine "Residence” ... to include new construction of
2 unit bulildings, allowing the purchaser to rent the
additional unit.

4+  Provide exceptions to the 3 year rule . . . for:

1)  single heads of household where recent divorce or
death of spouse caused the loss of the home;

2} elderly owners purchasing a smaller, less
expensive home to free equity for living expenses;

3) households displaced due to economic distress.

4+  Create a six-month cure period for handling ineligible
borrowers . . . as an option (for agencies who have no
flve percent "bad money" portion of bond proceeds
rernaining) to avoid placing the tax-exempt status of
the bond in jeopardy.

Mort redit Certifi M

MCC program is currently used in many states to
complement the MRB program. While limited in its ability to
provide a conduit for capital to the difficult first-time homebuyer
market, MCCs are nonetheless an attractive subsidy vehicle.
For MCCs, CSHA recommends that:

4  Sunset ... be eliminated for MCCs.

4+ Consistency with MRBs . . . the MCC program
guidelines should be consistent with the MRB
program.

4  To reach the lowest income families - allow MCCs to be
used in tandem with MRBs
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Veterans Mortgage Bonds

Veterans mortgage bonds are used in five states to assist
veterans in becoming homeowners. CSHA recommends:

4+ Continued availability to previous users . . . in those
states using these bonds, the bonds should be treated
in the same manner as MRBs to provide for expanded
homeownership.

FHA Mort: Insuran A ran

FHA credit support is limited to single family home
purchases of $67,500 or less, except in high cost areas, while the
VA will cover 60% of a loan up to $27,500 exposure. These
programs provide opportunities for homeownership and
contributed for over forty years to increasing homeownership.
Their value is virtually unquestioned. Yet recent developments
erode the effectiveness of the programs.

FHA recently tightened underwriting criteria on loans
thereby denying opportunities to people who in the past would
have benefitted from the program.

Moreover, in periods when the pace of mortgage activity
quickens, major processing back-logs have occurred, occasionally
grinding the first-time homebuyer market to a halt.

Finally, fees have been attached recently to VA loans. These
fees adversely impact upon affordability to households having
the greatest problem. The federal government should stop
looking to the programs for additional revenue, using fees only to
cover costs.

CSHA recommends the following improvements to federal
credit support programs.

4+ FHA underwriting . . . a return to traditional
underwriting standards and an emphasis on the
young homebuyer.

4+ State HFAs as designated underwriters . . . State
Housing Finance Agencies who underwrite loans
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should receive automatic designated underwriter
status for FHA insurance and VA guarantees on MRB
loans subject to reasonable standards

4+ No VA user fees . . . current VA user fees should be
cancelled.

Rental Housing Program Improvements

Two primary tax expenditure vehicles exist to encourage
rental housing production, the Multifamily Development Bond
and the Low-Income Housing Tax Credit. The Tax Reform Act of
1986 created the latter, and increased the targeting
requirements on the former. The ability of the Low-Income
Housing Tax Credit to stimulate private sector involvement in
rental housing production is not being realized, while the
Multifamily Development Bond capability has been severely
impaired through unworkable program restrictions. ‘

Multifamily Development Bonds

Multifamily Development Bonds {(MFDBs) have a proven
record of effectiveness in producing low-income rental units
where otherwise they would not have been produced. In the 1986
Tax Act, MFDBs were placed under the uniform state tax-exempt
volume cap. More stringent targeting requirements were
enacted, along with the Alternative Minimum Tax, arbitrage, and
current refunding provisions. Limitations on the cost of
issuance make it difficult to finance legitimate costs. In its efforts
to improve the program, Congress effectively removed the
incentives for private developers to include low-income units in
their projects.

Since passage of the Act, the level of MFDB activity has
declined dramatically, National construction indicators continue
to reflect an appreciable level of rental housing production.
However, the only low-income rental housing being financed is
that which was in.the "pipeline” prior to tax reform. In view of the
rental housing trends discussed earlier, it is clear that Congress
went too far in imposing limitations on the use of these bonds.
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To breathe new life into the program CSHA recommends:

Income limits ... based upon state or area median to
accommodate rural area projects.

Affordability index used to designate high-cost areas . .
. based upon a numerator equal to construction and
land costs, the state or area median income as the
denominator.

Recertification . . . on a biannual basis to reduce an
administrative nightmare.

Projects removed from a bond issue after TEFRA notice
. . . replaced by projects under the same guidelines and
conditions as the original subject to revised public
notice.

Arbitrage . . . provide the same option as with MRBs
that full excess investment earnings can be
reimbursed to the borrower and only those excess
earning that might remain would be subject to rebate
to the U.S. Treasury.

Use in meeting special housing needs . . . redefine
"residential rental property” to allow 100 percent
elderly or handicapped projects without requiring full
kitchen and bathroom facilities and for "single-
occupancy hotels.”

Removing family size adjustments for 100% elderly
and congregate care projects.

Low-Income Housing Tax Credit

Credit (LIHC).

Historically, Congress has recognized that capital is not
attracted to low-income housing production without some
economic or tax stimulus. Anticipating that removing passive
losses against income and changes in depreciation would
adversely affect the ability of developers to raise equity for low-
income projects, Congress created the Low Income Housing Tax
This vehicle was intended to provide needed

stimulus for private equity investment.
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As with any new program, uncertainty exists within the
development and investment community. Yet it is nonetheless
clear that the economic value of the credit is not high enough to
achieve the purpose Congress intended in the absence of basic

clarifications and technical changes.

CSHA recommends the following changes to make the

program more viable:

+

Removing the Sunset . . . recognizing that in improved
form, it can effectively stimulate low-income housing
rental production.

Adjusting the Credit rate to increase value . . . because
increased value is essential for the LIHC to be effective
beyond small, heavily subsidized projects, one of the
following options should be enacted,

1) increase the Credit rate tied to units to a level
needed to make the project feasible under standard
underwriting scrutiny, regardless of the type of
financing used

2)  fix the Credit rate at lower than current levels, but
apply it across the entire project basis

3} shorten the credit's life to as few as five years to
raise the equity needed during construction and lease-
up, to avoid deep discounting of the credit when
syndicated, and to avoid additional financing costs,
while retaining the 15 year holding period

Unlimited carry forward if sunset not eliminated
One year carry-forward . . . applied in two cases:

1) for any state allocation not used in a calendar
year, and

2) for projects which were not completed in the

expected year due to unforeseen and unavoidable
circumstances
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Income limits based on higher area or state limits

Placed-in-service . . . For purposes of the credit agencies
actually making allocations:

1) new construction of a building (project if the
regulations are changed) . . . date the first unit is
available for occupancy (Generally, that date would be
indicated by a certificate of occupancy and occasionally
by a temporary certificate of occupancy. For purposes
of determining eligible basis, however, the cost of
legitimate construction period expenses incurred after
the "placed in service" date, should be allowed.)

2) acquisition of an occupled existing project . . . date
of acquisition

3) substantially vacant or being vacated for
substantial rehabilitation by the new owner . . . when
the first rehabilitated unit becomes available for
occupancy

4) rehabilitation of project "systems” (heating,
electrical, ete.) not requiring tenant relocation: . . . at the
time of completion of the rehabilitation work

Setting the date of Allocation . . . (for administrative
rather than tax purposes) the date at which the entire
project can be said to be placed-in-service rather than
requiring separate allocations to be applied to each
individual building in a project.

Ten year walver . . . include federally assisted HFA
financed projects, not insured by FHA, in the section
on waiver of the 10 year placed in service requirements
for credit eligibility.

1) HFAs allowed to designate distressed projects for
purposes of the watver.

2) allow use of the waiver for projects where
prepayment is imminent.
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Elderly housing . . . facilitate participation by:

1}  deleting the term "retirement home” from the list
of housing not eligible for the credit.

2} removing family size adjustments for 100%
elderly and congregate care projects.

Rental Assistance

The Section 8 Existing program is a primary vehicle for
serving households with incomes less than 50 percent of area
median. Through Section 8, critically needed rental assistance is
provided to low income families and it has proven its effectiveness
in making rental homes affordable to low-income tenants. Yet an
important problem plagues this program which can be readily

addressed and can dramatically increase its effectiveness.

Administering separate (although similar) voucher and

certificate programs is both confusing and inefficient.

combining the two into one “hybrid” rental assistance program,
with unifled guidelines, productivity would be vastly improved.

The program's goals and objectives would remain the same.

CSHA recommends combining Certificates and Vouchers.

4

Creating a "Hybrid" Rental Assistance Program .
based upon an improved format that includes:

1} claim procedures as cutlined under the voucher
program

2) funding reservations 5 times 115 percent of the
estimated first year's actual subsidy expenditure
(calculated on Payment Standard for each bedroom
size minus the estimated tenant contribution at 30
percent of area median}, plus estimated administrative
fee. Any excess to be credited to Housing Voucher
Subsidy or Fee Reserve Fund, to cover increased
program costs, or to assist more families
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3] each Annual Contributions Contract (ACC) to
have a term of 15 years

4) Voucher Payment Standard concept used to
determine amount of subsidy provided to family and
paid directly to landiord

5] after initial contract, Comparables, Fair Market
Rent limits, Exception Rents, and Annual Adjustment
Factor (AAF), would all be eliminated (These don't exist
in the voucher program, which allows families to
determine the amount of rent they are willing to pay,
thereby allowing them greater choice in the housing
market.)

4+ Section 8 and emergency and transitional housing
programs for the homeless . . . allowing a family to
move directly from transitional housing to permanent
Section 8 {perhaps even remaining in the same unit if
the landlord is willing). (Entering by separate waiting
list on a first come first serve basis, families accepted
into the program are automatically placed on the
Section 8 waiting list for future permanent status.)

FHA Co-In

The FHA Co-Insurance program provides an attractive
vehicle for supporting Multifamily rental projects. Currently only
one state HFA has received final approval to work with HUD as a
co-insurer of new and existing rental projects. Once approved as
a co-insurer, agencies assume the responsibilities of the HUD
Field Office in underwriting mortgage loans as well as those
responsibilities of an FHA-approved mortgagee. In exchange for
_authority to underwrite, service, manage and dispose of
property, the approved mortgagee assumes responsibility for a
portion of any insurance loss on the co-insured mortgage. The
lender is allowed to retain a share of the insurance premiums as
compensation for assuming a portion of the risk.

Although one additional state HFA is nearing the final

approval stage as a co-insurer, it is unlikely that many other
states will participate until some program modifications are
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made. These have been discussed with HUD's Co-insurance staff
on various occasions and revolve around two basic premises:

1) state HFAs' proven track record of successful
Multifamily project underwriting

2) HFAs' traditionally private sector involvement
including contracts for professional services such as
appraisals as an alternative to costly "staffing-up”

CSHA recommends the following to increase HFA participation in
the co-insurance program.

+  HFAs approved to co-insurer if performance standards
are met . . . HUD must be more flexible, respecting each
agency's individual operating procedures, rather than
bureaucratically imposing one, federally determined
processing structure. For those states ascribing to
standard and proven underwriting criteria, HUD
should not require systemic changes.

The Assisted Rental Inventory Problem

Rental housing projects developed in the late sixties and
carly seventies with contracts for long-term federal assistance
are reaching a point where the mortgage may be prepaid and the
project lost from the assisted inventory. Approximately 650,000
of these low-income rental units were produced and financed
under the Section 221(D}(3) BMIR and Section 236 programs. A
portion of these, perhaps as high as one-third, will have an
economic advantage to prepay their mortgage as their 20 year
subsidy contract terms or lock-in periods expire.

Based on surveys, state housing finance agencies were
involved in the financing of 118,000 Section 236 and later
243,000 Section 8 units. Without more precise numbers, the
current understanding of the potential magnitude of the
emerging prepayment problem is limited.

It may be aséumed that assisted projects will fall into one of
three categories:

1} those projects which are economically attractive
and could return a substantial profit to the current
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owner through sale and/or conversion to a market rate
development;

2} those projects which are subject to sufficient
economic and market uncertainty that the feasibility
of pre-payment remains questionable;

3) those projects which are in economic distress,
not in the market for conversion, but could benefit
from refinancing and the infusion of additional capital.

Another issue which is even less well understood than
prepayments is that of the maintenance and repair needs of
projects which will remain in the inventory throughout the 40
year term. Although some of the cost pressures of recent years
are easing a bit, these projects are aging. Financing their repair
and renovation will require creativity, because the cost will be

significant.

The tax code provisions which once allowed for changes in
ownership from non-profit to limited dividend partnership for
financing repairs are no longer available. This mechanism was
traditionally used to fund needed physical repair to aging
projects and to those in economic difficulty.

Implications of the existing assisted inventory problem are
only now beginning to be understood. As a policy issue, the
problem requires a patient, long-terrn commitment.

CSHA recommends a balanced approach that attends both
to the needs of tenants and the opportunities to keep the projects
in the assisted inventory.

+  To protect tenants . . . those below 80 percent of median
income who are being displaced should be assisted in
finding comparable replacement housing affordable at
30 percent of income and receive rental assistance as
needed. (CSHA urges caution in imposing restrictions
that require projects to remain low-income in
perpetuity. Such a "permanent fix" may be simplistic
and not viable in the long-term. A more flexible
approach must be taken. The availability of affordable
housing is the key to the problem.)
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For owners who otherwise would opt-out of their
contracts . . . make available an array of incentives to
facilitate a flexible, cost-effective approach, allowing
negotiation with individual owners based on the
character and needs of individual projects, and
specifying a time period during which the incentives
will be made available to encourage their use.

Carefully crafted incentives . . . allow use of MFDBs and
the Credit in refinancing assisted projects or financing
projects to house displaced tenants, without being
subject to state volume limitations. Other tax
incentives should include: tax forgiveness for projects
remaining as low-income, a return to passive losses,
maintenance and enhancement of the low-income

- housing credit, and a return to prior depreciation

assumptions. Non-tax incentives should include:
increasing owner dividends, increasing rents in
certain situations, increasing access to reserves, and
allowing for refinancing or subordinate financing.

A public-private partnership . . . in financing,
developing and managing affordable rental housing
including, but not exclusively involving public (and or
non-profit) ownership. State and local agencies can
define local market needs, and primary and secondary
lenders can facilitate negotiations involving their
interests in mortgage contracts. The federal
government, however, must retain primary financial
responsibility, using its resources to leverage state,
local, and private resources.
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I. Foreword

The Housing Assistance Councll, Inc. (HAC) 1s a national
nonprofit housing organization whose mission is to promote
decent housing for low-income rural households. Since 1ts
formation in 1971 HAC has worked to improve and increase the
delivery of decent, safe and sanitary housing to rural elderly,
handicapped and low-income families. In addition to assisting
local organizations gain access to and use rural housing
financing, HAC has been directly responsible for many’
improvements in the Farmers Home Administration (FmHA) rural
housing programs. Among these are rural rental assistance and
targeted allocations of rural housing funds to states. Unlike
some organizations with a strong interest and commlitment to rural.
housing, HAC exists only to assist low-income rural consumers,

with particular emphases on minorities, American Indians, and
farmworkers.

We believe that the call by the Senate Subcommittee for
consideration of change in the federal housing programs is
timely. Much of the federal government's current rural housing
effort is valuable and worth preserving, but significant changes
are needed if the nation is to fulfill its obligation to ensure
that all Americans have opportunities to choose and live in
decent and affordable housing.

Rural areas have unigque problems which can be satisfactorily
addressed only through programs specifically targeted to rural
areas. Remote communities, dispersed populatlons, weak
institutional and technical support structures, limited private
credit resources, lack of sewage and potable water facilities,
and depressed economic bases present formidable challenges for
rural housing development, Like the equally idlosyncratic
challenges of 1inner cities, they require highly tallored
approaches and separate treatment.

This paper outlines & set of policy requirements to meet
rural housing needs. It introduces a comprehensive array of
program alternatives, designed to address the diverse housing
problems of low-income rural households. In many cases, the

.programs proposed here not only offer cost advantages over those

they would replace but would also enable service to households
with incomes lower than those currently reached. In addition,
they wWould foster preservation of the low-income housing stock
- and avold tenant displacement - by expanding program
participation of public and private nonprofit organlzations.

We alsc believe that the time has come to change the
structure of rural housing delivery. Dissatisfaction with the
attitudes and performance of current federal programs is
increasingly widespresad. The Department of Housing and Urban

1
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Development (HUD) has continually demonstrated the low priority
it gives to rural housing need, as for example in 1ts recent
request to Congress to waive the requirement that 20 to 25% of
its low-income housing resources be allocated to nonmetro areas.
The U,8, Department of Agriculture (USDA)'s influence over the
programs of the Farmers Home Administration (PFmHA) has been
consistently negative,

Accordingly, HAC recommends creation of a cabinet-level
Department of Rural Development to administer and-carry out the
programs proposed here. HAC supports the localized nature of
FmHA's delivery system, and has incorporated its most positive
elements-into the proposed agency. Until Congress creates such
an agency, HAC strongly recommends that FmHA administration be
significantly reformed, along lines suggested ln this paper.

Finally, BAC urges Congress to adopt a comprehensive approach
to housing low-income rural Americans. The components of such an
approach described in thils paper are based on cost-saving
principles. However, Congress should not lose sight of the stark
fact that It costs money to properly house people with limited
incomes. In good conscience, HAC must implore the Senate
Subcommittee to endorse adequate resources - structural,
programmatic and financial - to address rural housing need.
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II. Executive Summary

This paper proposes a comprehensive approach to rural
housing, including programs, alternative dellvery systems,
potential contributions of states, and & new - or significantly
reformed - administrative structure.

Programs

The proposed rural housing agenda includes some existing and
several new programs. Programs with proven effectiveness, such
a8 the PmHA "Iow-income" homeownership (S. 502) and multifamily
(S. 515) programs, should clearly be continued. In addition, HAC
proposes several homeownership programs to replace the existing
"yery low-1income" portion of FmHA's S, 502 program. To sarve
familles earning up to 50% of area median, HAC recommends (1)
market rate loans, to the level of affordabllity, combined with
grants covering remalning capltal costs; (2) deferred mortgages
with subsidized Interest, and (3) a competitive home ownership
grant program, similar in design to the current housing
preservation grant program (S.533). (Ed. Add the appended
Turn-key program?)

Programs and polliciles to enhance the capacity of the
nonprofit sector are recommended in Sections IV and V. HAC
believes that nonprofit ownership 1s the only way to ensure that
assisted housing will be retained for 1ts Intended public
purpose., Accordingly, thils paper proposes to gradually shift
rural houslng projeets to nonprofit operation and ownership.

For example, 1t suggests that 20% of the S. 515 appropriation be
get aslde for nonprofit organizations to finance the capltal
costs of rental housing.

Delivery and Administration

The paper critically examines the Farmers Home Administration
{FmHA) and recommends a cabinet-level department to replace 1t as
the provider of direct rural housing assistance. The proposed :
Department of Rural Development would absorb FmHA and the rural |
resources now residing in EDA, HUD and other agencies. The new
Department would enable a more Integrated approach to meeting
rural development needs, and a fresh initiative 1n the provision
of federal service. Untll the new department 18 1n place the
paper offers alternative recommendations for reform of FmHA and
its programs, with provision for state government role in
shaping and augmenting rural housing resources.

Cost

The programs proposed in this paper are designed to meet
stringent criteria for cost-effsctiveness. They are Intended to
accomplish (1) maximal use of low-income housing resources for



300

{(2) benefits for the neediest at (3) the least possible cost,
through direct subsidies, targeting, and safeguards over the
long-term use of the subsidized housing stock.

»

III. Rural Housing Need

Poverty continues to be disprogortionately rural. Nearly
every persistently poor county - with more than a third poor in
both 1970 and 1980 - is outside metropolitan areas, Moreover,
rural poverty has grown from a low-water mark or 13.5% in 1978,
to 18.3% from 1983 through 1985. although the recently released
Census report, Money Income and Paverty Status of Famlilis and
Persons in the United States: 1986, indicates that nonmetro
poverty declined to 13.1% in 1986, 1ts declline was slower than in
metropolitan areas (where poverty dropped from 12.7% 1n 1985 to
12.3% 1in 1986). Most tellingly, for the first time in many years
the poverty rate In nonmetro areas exceeds that of the 1inner
city.

The extraordinarily high level of rural poverty is of major
concern to housing advocates, slnce the rural poor tend to live
in areas where decent housing 1s scarce, and urban solutions are
largely inapplicable. In many urban areas, the paramount housing
need of the poor may be for rent, supplements to provide access to
available units. In contrast, the quality of existing housing in
Appalachla, much of the Deep south, the Uzarks, the Hispanic
Southwest, Indlan reservatlons, and many other rural areas 1s so
inadeyuate that resources for housing development, in addition to
rent and mortgage supplements, are essentlial to ensure decent,
safe, and sanltary shelter for poverty~level households.

For example, in 1983, less than a third (32%) of occupled
units but nearly half (4#7%) of those defined by HUD as "severely
inadeguate” were Iin nonmetropolitan aeas. Half (49%) of the
nation's very’low-1ncome households 1in severely lnadequate units
were in nonmetropollitan areas., Altogether, HUD's analysis found
4.5 milllon very low-income households with "housing problems” 1in
nonmetropolitan areas. (Housing problems include cost burden,
overcrowding, or physically deflclent units.)

The Congressional Research Service (CRS) has also reported
that housing production in rural areas 1s falling far short of
meeting housing needs (Housing Requirements in Rural Areas,
January 1986). Data from Lhat report are shown in Tabie A.

A major factor in the shortfall is the lack of private credit
resources .
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The prlvate credit issues most affecting housing for the poor
are (1)} the extent to which private mortgage credit is avallable
in rural areas and (2) the extent to which 1t 1is avallable for
low-income and very low~income households.

Concerning the firts issue, rural development groups have
long emphasized that private credit 1s generally scarce in rural
areas. GCurrent analyses are handlcapped, however, by the
uncertainty surrounding the effects of recent deregulation.

HAC analysis of Federal Home Loan Bank Board data found that
in 1984 over 500 mainland rural counties, including 5.3 million
people, lacked federally insured savings and loans. Less than
half of nonmetro counties have a savings and loan assocclation
headquarters. Moreover, most bank headquarters are in
metropolitan areas, and the great majority of loans, including

real estate mortgages, are held by banks headquartered 1in urban
areas.

The effects on rural credit of the 1980 Depository
Institutions Deregulation and Monetary Control Act are still
uncertain, but, by relleving banks from interstate merger
restrictions, the Act has encouraged a decline in the number of
banks and a subsequent decline in the numbers of bank
headquarters in rural areas. Branch banking could compensate for
this decline, but overgoing studles indicate that the large banks
engaging 1in branching are not interested in small, long-term and
residential loan-making. ’

Rural lending practices are conservative, and mortgages
géenerally requlire relatively high down payments and short terms.
The shortage of private credit on favorable terms reinforces the
rural reliance on self-help in housing construction. In metro
areas, most newly bullt homes for owner-~occupancy are bullt by
contractor, and conventlonally financed. In nonmetro areas,
however, most are bullt by the owner, and financed wilth cash. i
{Census Construction Report, Characteristics of New Housing: !
1985.) Such self-rellance may work well with households who can ;
afford the materials for decent housing and who are capable of
quality construction; however, these households generally fall

outslde the very low-income populatlion of concern to this paper.

It 1s unlikely that private mortgage credit resources are
accessible to the rural low-income population currently served by
federal mortgage programs. The FmHA homeownership program in
particular serves borrowers who must demonstrate with letter of
rejection that they were unable to obtaln loans elsewhere. The
reasons for private lender rejection are usually linked to the ‘
low incomes of these borrowers, rendering them unable to meet :

monthly mortgage payment requirements under private market rate
conditions.
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TABLE A

Excerpt Data from 1986 CRS Report No. 86-5178

Housing Problems in Nonmetfopclitan Areas

Total Very Low Income
Inadequate unlts 3,320,000 ‘ 1,735,000
Crowded units 660,000 227,000
Cost burdened units 3,221,000 2,513,000
Total units with
housing problems 7,202,000 4,475,000

Estimate Annual Housing Need and Froduction
In Rural Areas

Need Production
Additional households 350,000
Replacements ) 230,000
Vacancy/Mobllity 45,000
Total 625,000 |
Housing Starts 300, 000
Moblle home shipments 200,000
Conversions and

Rehabilitation 50,000
Total 550,000
Annual Shortfall 75,000

IV. General Policy Requirements for a Comprehensive and Adeyuate
Rural Housing Program and Commitment

A. The goal of a decent home in-a sultable eunvironment for
every American must be resurrected, amended to stress affordable
housing with a freedom of cholce, and seriously pursued by the
federal government.

"Sec. 2. The Congress hereby declares that the general
welfare and securlty of the nation and the health and
Living standards of 1its people requlre housing production
and related community development sufficlient to remedy the
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serious housing shortage, eliminate substandard and other
inadequate housing through the clearance of slums and
blighted areas, and reallze the goal of a decent,
affordable, home and a sultable living environment with
freedom of cholce for every American family, thus
contributing to the development and redevelopment of
communities and to the advancement of the growth, wealth,
and security of the Natlon.," (Added words underlined)}

8. A National Rural Housing Pollicy must be adopted that works
to eliminate substandard housing and shelter cost overburden, It
must recognize the importance of technology in meeting goals
without diminishing the overriding need to address income,
affordabllity and an absolute necessity for the use of
householder subsidies. It must recognize'that our nation cannot
merely enact jJust laws, but must also provide the financial means
to make them a reality. A sound rural housing polilcy must:

1. Be national in scope, but readily supplemented by state
programs. Its administration should be as local as

possible but held to a high and consistent national
standard.

n

Have well~designed finance, 1insurance and subsidy
mechanisms. Tried and effective systems should not
be discarded for new, programs unless reseach and
testing proves then do to be better.

Lt
.

Be adaptable, work well witn public and private
initiatives and resources, and permit direct programs
to it Individual and/or area needs. ’

4, Be consistently available, with safeguards agalnst the
fluctuations of past programs which have often resulted
in diminution of local response capaclty.

5. Offer programs large enough to be effective, rather
than demonstrations.

6. Be equitable, and meet income and equal opportunity
tests, °

— e—

.
7. Be responsive to consumers,
8. Integrate water and sewer with rural housing resources.

9. Provide a favorable climate for program use by public
and consumer-based private nonproflt organlzations.
Non-profit organizations will use and keep the programs
for their intended public purpose, and should receive
priority consideration as applicants.

10. Be directly funded by the federal government. The
direct federal role 1s mandated by geographic and otner
4
i
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factors that are unique to rural areas, lncluding the
lack of local housing lenders. -

11. Participation by all states, each of which must adopt a
housing policy and develop wWorking programs
complementary or supplemental to those of the federal
government, Taxpayers in any state not complying would
lose thelr federal home ownershlp tax deductlions.

C. Federal efforts and rescurces (national programs) should
concentrate on targeting assistance to:

1. Low and very low-income households,
2. Occupants of substandard and overcrowded housing,

3. Special groups, including minoritles, farmworkers,
American Indians and the homeless, and,

4, Low-income communities.

D. Resources must be provided to develop the capacity of
housing authorities, consumer-based nonprofit organlzations and
assoclations for using programs and maintalining housing in the
public interest. HAC recommends expansion of the S. 525 and 533
programs, technical assistance and housing preservatlon grants,
respectively, front-end financing, and funding of the S, I-II
Planning Grant Program (expanded for use by American Indlan
tribes and states) as initial steps toward achleving this
objective.

E, Homeowner tax deductions, should be capped, and converted
to a credit.

F. Pederal data resources on housing conditions and trends,
including those in the Census, should be malntained.

o Existing resources should be preserved ,
particularly the housing information included in the
form for the 1988 dress rehearsals for the 1990
Census, With housing quallty characteristics such
as plumbing preserved 1n the 100% sample, and number
of bathrooms and water and sewer facilitles kept iIn
the one-in-six sample;

o The American Housing Survey should be restored to
its prior sampling capablility, including the extra
sample in rural areas, and published annually.

3. Annual reports to the Congress, by the finanelng agency,
which provide complete statistical data on housing costs, .
incomes, rents, ages served, minority service, etc., should be
required. 3
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H. Site and project selection policles should be adopted
which are adaptable to the needs of each rural community. Cost
may dietate high density housing in one community, whereas groups
of medium density units scattered throughout a town may be more
acceptable 1n other communities. As long as cost is reasonable
and veriflable relative to local conditions, 1f feasible 1t
should be permitted. Such an approach would better mesh the
programs wlth local planning objectives.

. Separate and self-supporting federal asslstance should bpe
provlded moderate~income households whose incomes are too high %o
qualify for FmHA assistance and too low to meet private or state
HFA requirements. To enhance affordabllity, deferred payments
would be permitted, but borrowers would repay any such subsidy
with interest.

o The moderate-income borrover, whose income falls
within 80~100% of the area median, 1s continually
excluded from government assistance, and
increasingly unable to afford home ownershlp as a
result, he or she reacts negatively against efforts
to help house the poor;

¢ See the recommended guaranteed loan program.

J. Mortgage revenue bond programs should continue as a
resource for housing moderate-~income households, who are unable
to afford private financing.

K. & simple, efficlent, just and responsive complaint or
appeal procedure, adequate for use by local consumers, should be
adopted. Penalties should be included for federal officlals who
fail to respond to complaints or adeguately pursue appeals
procedures.

V. Programs and Financing

Workable, existing programs must be revised to permit meeting
national goals. New programs must be added so that a flexible
approach can be adapted to varylng needs. We have examlned the
present FmHA Title V programs and recommend several changes and
additlions to match resources to rural need.

A. Home Ownership

1. Continuation of the S. 502 program with 60% set aside
for low-lncome households.

2. 40% of S. 9502 funds set aside for very
low~income households:

a. Three alternative programs are recommended.: An
tAffordable Housing Program" which utllizes capltal
9

78-541 0 ~ 87 - 11
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cost (grant) financing, a "Deferred Mortgage
Program®, and a grant program to consumer-based
nonprofit organizations and public bodies, modeled
after the S. 533 Housing Preservation Grant -
Program.

{1) Affordable Housing Program

(a)

(b}

(e

(ajy

(e)

(£

The borrower receives a market rate loan to
an affordable level, but feor no less than
10% of the cost of the housing unit.

Up to 90% depending on income, téxes, ete,
is provided as capltal cost filnancing.

Mortgage payments may be partially deferred
whern lncome decreases or taxes and insurance
increases affect affordabllity.

The capital cost financing would be treated
as principal 1n the event of sale except

that partial forgiveness would begln at the
15th year and culmlnaté in a 50% charge off

‘when held for the full term of the mortgage.

Deferred mortgage I1nterest 1s subject to
recapture upon disposition of the property.
As an 1incentive for home malintenance a
deduction of 10% on government recapture
would be made after 15 years in resildence,
Another 10% deductlon would be permitted
after 25 years, and borrowers holding thelr
loans to full term would have recapture cut
by 50%.

Capital cost financing reduces the
affordability threshold by eliminating
principal and interest payments. It has
less of a budget impact than loan plus
annual subsldles. (Note: Senator Chiles'
credlt reform proposal, if enacted, would
constrailn the current subsldized loan
program.)

(2) Deferred Mortgage Program:

(a)

(b}

Borrower recelives a loan for the full amount
needed.

The loan 13 subsidlzed in that the borrower
pays at a 1% rate to his/her level of
affordablity. The balance is deferred.

10
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(¢) Deferred mortgage may be converted, in
$1,000 increments, as a borrowers' repayment
ability improves. Alternatively, mortgage
amount can be converted to deferred status
when payment ablility decreases;

{d) Recapture of subsidy 1s the same as for
current S. 502 program; revised to include
the incentives noted in (1){e), above.

(e} A deferred mortgage program enables FmHA to
assist those with considerably lower incomes
than can now be assisted.

Competitive Home Ownership Grant Program

50% of S. 502 very low-income funds would he
granted on a competitive basis to consumer-based
nonproflt organizations and publlc bodies,
including units of local government. The
program would enable grantees to use the funds

-as grants, loans or subsldy to assist very

low-income households purchase new or existing
homes . It would operate similar to the S. 533
preservation grant program with a weighted
competition based on:

(a) housing need and substandard housing 1in the
community area;

(b) the extent of very low-income households 1n
need of houslng;

{c) matching funds, with & priority for
subsidized matching funds;

(d) distance from metropolitan centers; and

(e) affordabllity by the client population.

b. Comparison of the Three Plans

(1) Affordable Housing Program reduces 1lncomes served,
from current levels, with maximum cost savings to
the government.

(2)

(3)

By virtue of using subsidized loans, the deferred
mortgage program reaches lower incomes than those
served by the affordable housing program, but at

somewhat more cost to the government.

The competitive grant program offers local :
flexibllity and initilative, whlle still restriecting
benefits to lower-income families.

11
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Options Within All Programs

(1) Use of self-help housing to increase borrover
equity and decrease government subsidy cost.

{(2) Construction of expandable starter homes, with
understanding borrower may obtain additional
funding as either affordabllity increases or family
Increases in size, ete.

(3) Modest housing variations such as *"warm and dry"
houses, provided they meet voluntary natlonal
model, or state-wide codes (and FmHA thermal
standards).

(4) Use for new construction, purchase or repaipr and/or
rehabllitatlon (competitive grant program not used
for repalr and rehabilitation except as incidental
to purchase of existing dwellings).

Expand the Housing Preservation Grant program (S. 533)
for repair and rehabllitatlion in areas with
concentrated need. It should be funded at a minimum
annual level of $100 million.

Continue the 5. 504 very low-income repalir program
for meeting needs 1n areas not covered by S. 533.

a. Permit 33-year term when property will be repaired
to meet standards

b. Encourage combinations of loan and grant,

¢, Establish a pool of grant and loan funds to be used,
in addition to state allocation, by organizations
who obtain non-federal matching funds (as an
incentive for participation by states and local
organizations).

d. Permit nonprofit organizations who do more than 10
S. 504 repairs per year to charge reciplents for
reasonable administrative costs. This will
encourage formation of rehabilitation firms in areas
where they are lacking.

Mandate implementation of 8. 527 condominium financing,
with an emphasis on 1ts possible use in areas with high
land cost or limited avallable land. Permit a full
range of multifamily designs in order to reduce costs,
particularly land costs.

12



e g A 55T, ke

o e 523~

S e iy

ERp

s e e Bugr -

g o S g

v i v 0

O

309

B. Rental and Cooperative Housing

1.

Prohibit prepayment of S. 515 S50-year subsidized loans
{current program), or permlt prepayment after 20 years
if the borrower repays all subsidy to the government.

Legislate S. 515 Capital Cost Financing in lieu of
loans and Interest subsidy, to consumer-based nonproflt
and public sponsors, for projects limited to low-and
very low-~income households. Reyulre permanent
retention of the units for intended purpose, or similar
public use,

a. 3. 521 rental asslstance would be provided with loan
approval for a minimum of 50% of units (simllar to
the HUD 8, 202/S. 8 combination). These projects
Wwould receive a priority for rental asslstance
beyond 50% of units, ,

b. A minimum of 50% of tenants must have very low
income.

¢. The overall purpose of the capital cost financing
program l1s to provide more affordable housing, and
build publlc capaclty to avold prepayment, housing
stock loss, and tenant dlisplacement.

d. A prliority would be given to S. 515 spending with a
minimum 20% of the annual appropriation reserved for
the capltal cost financing program. Unused funds
will be merged wilth the appropriation for the
following fiscal year.

3. To promote Farm Labor Housing, increase the level of

appropriations commensurate to need. Leglslate =
five~year increase in funds to 2 $100 milllion level.

a. Provide grant priority for migrant housing and
expand loan program for year-around workers.

b. Continue permitting use of a small percentage of the
grant approprlation as administrative funds - for
nonprofit developing and packaging of applications.

¢. Legislate change in FmHA appraisal process 1in order
to recognlze imposed costs (Davls Bacon, for
example) not required in comparable rental
structures. Leglslate right to appeal multifamily
housing appralsals.

Rental Assistance. Increase appropriation to provide
subsidy for a minimum of 75% of units produced under
Seetion 515 and 100% of rarm labor housing units.

13
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Leglslate exemption commensurate to those of the
Internal Revenue Service for computling tenant payments.

Expand S, 533 Housing Preservatlon Grant program for
areas with extensive rehablilitation needs. Current law
permits thls but a paucity of funds and administrative
inactlon have prevented implementation.

Legislate & new loan and grant program to purchase and
rehabllitate facilitles toc be used as shelters for the

..homeless. Make avallable to any sponsoring organi-

zation with commitment and or financlal ablility to
provide accompanying services and administratlon.

Other Housing Programs

1.

Reserve 5% of total program funds for use in states
which provide new or expanded complementary programs,
without diminution of existing programs.

Loans and capitsl cost flnancing to public bodies for
facllities to house comprehensive migrant farmworker
services.

Convert and expand the dollar level of the rural
housing site loan program {avallable only to public and
private nonprofit organizations) to a limited subsidy,
by charging a flat 5% interest. Maintain 3% interest
for self-help land development fund.

Provide predevelopment loans for publlec and private
nonprofit organizations.

Substantially increase the level of funding for Section
525,

a. Use outreach funding to build consumer nonprofit and
public capacity, with a priority for areas with
substantial need and limlted nonproflt response.

b. Continue housing counseling as an eligib1e>rund use,

¢, Provide an in-state pirlority when S, 525 leverages
funds from state or local government. '

Require that county offices notify borrowers of
legitimate local organizations who provide gratultous
counseling to delinquent borrowers., County offlices not
in compliance would have liguildation requests delayed.

. Use of rural housing programs on Indilan reservations.

a. Pledging of leasehold interest in alloted or trust
land 1s an acceptable form of securlity upon which to
base a loan.

14
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b. In the event of default, where the security interest
15 in alloted or trust land, FmHA may only ligquldate
after offering a right of first refusal toc transfer
the interest to: .

1) an eligible tribal member,

2) the trive,

3) a wholly owned tribal corporation,

4) an Indian housing authority established by the
trive.

(
(
(
{

¢. Once liquidated the FmHA shall not sell, transfer,
or otherwise allenate the property, except to:

) an eligible tribal member,

} the tribe.

)} & wholly owned tribal corporation,

) an Indian housing authority established by the
trive.

{
(
(
(

8. Last resort housing. In areas where an extensive need
i3 not beling met by private, local, state or federal
programs, the agency would be given authorlity to
.directly contract with a local, state, reglonal or
national consumer based nonproflt housing organization
or provider to:

a. purchase and subdivide land (including surplus
federal land);

b. develop and sell housing units;
¢. construet and operate rental housing;

d. transfer rental housing ownership to eligible
organizations. :

Approval authority for this program would be vested only with
the PmHA Administrator.

9. Housing inventory 1s required t6 be used in the
following priority order: .

a. resale to eligible particlpants;
b. tranafer to Section 515 use;

¢. transfer to organizations as housing for the
homeless;

d. offered to local goveranment for retention and/or
use;

i5
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e. offered to state government for retention and/or
use; .

f. sale to anyone..

10. Guaranteed housing program for households with moderate
income {up to 115% of median). Leglslate a degarture
from traditional time~consuming procedure., Agency
would provide lenders with rules - housing slzes,
codes, income ellgipbility, etc - and establish a
procedure to certify them. Once certified, lenders
approve loans and provide certification to the agency,
who automatically guarantees. Agency and Office of ’
Inspector General will make perlodic account audits to
assure program 1s properly operated and meeting
objectives.

11. Authorize agency to "land bank" Iinventory land,
including site loans and farm lnventory properties
situated adjacent to eligible rural communities.
Subsequent use for rural development purposes, limited
to housing, employment or services for low-income
people. The agency would dispose of repossed property
by:

a. offering it to a consumer based nonprofit-
organlzation;

b. offering 1t to the local government for land banking
until the public had determlned a good use;

c. offering it to the state government for land banking
in accordance with a state land use plan;

d. holding 1t until a consumer-based nonproflit,
locallity or state had developed a land use plan.

NOTE: Priority for purchase of all other FmHA farm ilnventory
should be for sale to eligible family farmers.

12. Require grandfathering of approval for previously
approved plans and specifications, which meet agency
thermal standards, and permit reuse of ceprtified plans.

13, Provide suthority for elther self-insurance or for the
agency to contract for insurance in areas where the
costs of llability and/or fire and extended coverage
have become prohibitive, and negatively affect the
program and/or eliglble consumers.

14, Expand the self-help technical assistance program.
Require agency officialg to perform outreach functions
hl
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to publicize and encourage use of this program. The
cost of self-help grants are more than offset by
subsidy savings resulting from lowered housing cost.

VI. A Delivery Structure for Meeting Rural ﬁouaing Needs

HAC proposes the creation of a cabinet-level Rural
Development Department (community, economle, farm and housing
programs) to meet the needs of rural America. To meet immediate

"objectives we have added a section which restructures and reforms'

the Parmers Home Administration.

A. The Farmers Home Administration (FmHA) currently lacks
the mandate, and commitment to scelal purpceses that are necessary
to provide necessary services IiIn Rural America. This proposal 1s
a practical attempt to use the best of what 1s now in place at
PmHA as 2 foundation to create a better vehilcle.

Its cnlef features are:

o A mission to promote the welfare of low-income rural
households and communitles, through social services
and development programs.

o Comprehensive scope of services, including community

. and economic development, family farm programs,
housing and related programs.

o Program coordination.

o Consumer lnvolvement and monitering.

6 Outreach to potential rural consumers, especlally
those in the greatest need of service.

o Improved appeals processes.

¢ Strengthened merit system for State Director
appointments,

© Reglonal Administratars.

o Incressed employment entry and training
opportunities, particularly for minorlties.

o Pocussed treatment of farmworker an American Indian
issues.

o State and local government roles in program delivery,
use, and supplementation

17
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B. The following programs would be transfer to the proposed
Dept. of Rural Development.

1. All of FmHA programs except farm programs not intended
for family farmers;

2. Other rural development functions now vested wlth the
USDA Undersecretary for Small Town and Rural
Development;

3. The Economic Development Administration, except for
its urban programs; '

4, The rural portion or share of Community Development
Block Grant, S, 8 and other HUD programs;

5. Other selected programs from other agencles;
C., Congressional Jurisdiction:

The Congressional committees wich now have Jurisdiction
over existing programs would retain jurisdiction., In some cases’
some administrative funding responsibllity might be transferred.

D. Outline of the Department of Rural Develegment"

1. Agencles:

a. Beonomle Development Administration (EDA)
(1) EDA programs !
(2) FmHA B & T program
(3) FmHA rural development loan and grants
b, Family Farm Administration

(1) Existing FmHA programs
(2) Small farm cooperative program

c. Rural Community Development Administration
e {1) _Water & Waste loans and grants
{2) Community facilities loans
. {(3) Planning grants

d. Rural Housing Administration {See Sectlon V on
programs for scope of service)

2, Other Department Offices {(not zall inclusive)

a. Administrative and flnanclal support
offices

b. Regional finance cegters
1
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¢. Office of Research, Planning and Coordination

d. Office of Consumer Affairs

.

8

b.

{1) Outreach services
(2) Omsbudman services

Organizational Structure

Secretary, Deputy Secretary
UnderSecretary for Rural Development Programs

(1) Asslstant Secretaries for each of the
four agenciles

UnderSecretary for Administratlion and Support
Programs

(1) Assistant Secretary for Administration
{(2) Assistant Secretary for Support Programs
(a) Office of Consumer Affairs

(b) Ofrfice of Research Planning and-
Coordination

(c) General Counsel
+{d) Inspector General
UnderSecretary for Indian and Minority Programs

(1) With authority to enforce compliance within
total department

Area Directors

(1) Same as PFederal regions

(2) Supervise State Directors’

(3) Technical support staff

(4) Finance centers {replaces single FmHA center)
(5) Outreach

State Directors

(1) Administrative responsiblity for supervising
local field offices

19
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{2) Coordlinatlion with state and/or Indian tribes
g. District Directors
(1) Application and processing center for all
programs except farm and single family
housing
h. County Directors
(1) Parm and single family housing programs
(2) Outreach for department

E. Essentlal Elements for the New Department

. 1. The basic physical structure of the PFmHA would be
utilized, but modified as noted throughout thls Section.

National office

Regional Directors and Regional Finance Centers
State Offices (46)

District Offices {250+)

County Offices (1,900+)

The FmHA structure and division of responsibilities 1s ideal
for convenient service to rural people and communities. State
Directors, at times, have proven an impediment to full
utilization of existing programs. HAC urges leglslation
requiring reinstitution of the Area Director position. Ten Area
Directors {(corresponding to the 10 federal regions) would relieve
the Administrator of an impossible supervisory burden of 1:46
persons {not including National Office Staff). The use of
regional flnance centers would decentrallize one of FmHA's biggest
problems, and enable provision of improved financial and
‘management services and data to agency managers and the public.
The Area Director position should be "Schedule C" to permit each
new administration the opportunity to develop and
institutionalize policy change.

2. The State Director position should remaln political.
However, selection of State Directors should be changed to limit
chances that unqualified persons will be appointed. The
following criteria should be adopted:

a. Published gualifications and experience criteria

b. A merit system, ineluding equal employment
opportunity, used for selection of qualified
candidates

2. A Senator would ncminate up to 5 persons
from the qualified 1ist. The final decision would

20
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be made by the Secretary.(Senators normally
nomlinate State Director candldates. In the event
nomlnations are through different political agents,
the same rules would apply.)

3. State Directors could be rotated, by the Secretary
perhaps every 4 to s1x years, to inhibilt development of
Individual poliecy in a given state.

4. State offices would be required to develop & planning
process, 1lncluding needs, goals and prlorities, for using the
departments programs and for coordination with state and tribal
governments. The use of the last resort housing program would be
incorporated in these plans.

5. Congress would mandate immedlate escrowing of taxes
and insurance in the housing programs.

6. Training: In addition to technical program training, a
concentrated effort must be made to stress the role of soclal
service, Training should include sensitivity to minority
populations and a focus on the degree of thelr needs for
department programs. Training center orientation for new
professional employees should be required. -

7. Minority Hiring: Would be intensified so that
employment more closely reflects the raclal composition of the
eligible (target) population.

8. A pareprofessional (aide) position, would be
established with a range of grades, and ultimate hiring
preferance, to permit employment entry by the agency's
constituent population.

9. An ombudsman office would exist in the department's
national headquarters. This office would be independent
(somewhat akin to that of an Inspector General) and required to
flle an annual independent report to those committees of Congress
with oversight for department programs.

10. Require outreach by fleld offices, and include it
within the performance rating criteria,

11. Provide speclal recognition for 3State Directors and/or
other employees who:

a. use all allotted loan and grant funds,
b. cooperate with state, tribal and local agencles to
the point supplemental and/or joint funding

increases the scope of the program or reduces
income served.
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12. Create a housing advisory committee with rotating
terms and & membershlp balance among development, advocate and
user groups, to advise the Assistant Secretary for Housing.

a, nominatlions t¢ the commlttee would be published
in the PFederal Register, for comment. This
procedure would lessen the possibility for a
"eaptive commlttee"; one which tends to agree
too readlly;

b. thils committee would be glven the oportunity to
make Input to regulation changes prlor to
* publication;

¢. committee would bring problems to national
attentlion at an early state, and enhance
poasibillity for early solutions; thus saving time
for the wWork at hand;

d. the commlittee would be charged to make a separate,
and annual report to the Housing Subcommlittees in
each House of Congress.

13. Establish similar, but separate, advisory commlttees
for farmworker and Indlan housing.

14, Establish realistic delegation of approval authority,
commensurate with technical skllls, and reduce the number of
levels in clearing process to save time and money for the publie.

15, Computerize loan servicing to reduce disproportionate
time spent on thils part of the program.

16. The, thrust for all programs administered by the
Department must be:

a. provislon of a broad range of services with
flexibllity for adaption to local needs

b. servies targeted to those most 1in need.

VII, An Alternatlve Dellvery Structure

A. The recommendations in this part are made for the Farmers
Home Administration (FmHA) as a transition agency prior to
ultimate establishment of the Department of Rural Development.

B. FmHA would be reformed. This reform would include

changes to the housing programs as noted in Part V, and incude a
number of structural changes.

22



< o B s

-

N s

NG Ry 3

Ul ey Oy

Mourors it

oyt =

e g,

bt

i P s an 3

s s 9

sy

319

C. Structural changes, closely related to those for the
Department of Rural Development.

1. Establishment of Area Directors and Area Finance
Center

State Director appointments and rotation

.

.

Escrowing taxes and insurance

Training reform

Minority hiring gocals

Paraprofessional positions

Outreach and performance ratings
Awards or recognition for loan and grant making

. .

Wwoe~ o U W N

National Housing Advisory Committee

—
e
H

Streamlining loan approval
11. Increased computer'capacity

12, Targeting of programs

D, Other Reforms

1., Establish a separate Deputy Administrator gesition for
farm worker and Indian programs. Both of these groups have
distinct problems and are more difficult to provide services to,
than those for other rural populations. The incumbent of this
position would be given authority to enforce program delivery for
his/her constituency. The Deputy Director level 1s necessary to
ensure participation in policy and decision meetings with the
Administrator.

2. Staff should be expanded, but without agricultural
graduate requirements, to meet soclal objectives. FmHA must have
an infusion of personnel from nonfarm disciplines. Fileld Office
staff should also more closely mirror the minority composition of
the FmHA eligible population. Indians should be provided

" preference for hiring and placement on reservation offices.

3. Agency must eliminate idea that it 1s a bank and adopt
a service agency concept.

4. Reduce the number of review levels for multifamily

loan and grants. Currently the number of reviewlng officials
leads to time loss and intra-agency contradiction.
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5. Changé the appeal process to include use of either
special appeal officers or Administrative law Jjudges., Include
multifamily housing loan appraisals as appealable.

6. Change all exception authorities, within program
regulations, to permit applicants the right to reguest
consideration. Currently, only state directors can inltliate a
reguest for an exception. R

7. Change philosophy that loan servicing is the ultimate
priorlty. Strive to incorporate a more humanistic servicing
policy within a balanced program of loan and grant making and
servicing.

VIII. Relationship of States to Rural Housing Needs and Programs

A. Pederal and state programs should complement or
supplement, not supplant each other. The housing needs of this
country surpass the avallable resources of elther.

B. Federal rules must include walver authority to enable
agencles to participate in joint funding proposals which beneflt
local communities or enhance affordability.

C. Suggested state roles. The categories noted below
represent roles supportive of federal program, and are not an
implication that state financing programs be diminlshed. Quits
the contrary. States should expand thelir own programs, but act
to supplement individual federal programs as necessary to target
assistance.

1. Administrative support for public and consumer based
nonprofit housing programs.

2. Develop outreach components (for federal and state
programs) within state government.

3. Use excess HFA reserves (améunt beyond that needed to
maintain bond rating) for housing subsidy.

) 4, Provide state rental assistance, which can be used for
tenants in Section 515 projects.

5. Pass statewlde anti-exclusionary zoning ordinances.
6. Require states to have a housing plan and programs to

be ellgible for federal rural housing programs. In states
without these, homeowners would lose thelr federal home owner tax

deductions .

24
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7. Provide construction financing for low-income housing.
8. Provide funds to leverage federal resources.

9. Pinance land banking. Sell developed land at dilscount
when used for low-income housing.

25
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Appendix A

Comparing Cost to the Government of Alternative Home Ownership

Finance Mechanisms for very Low-lncome Housenc.lds

I, Basic Assumptions

IL.

A

B.

For comparison purposes a $45,000 dwelling 1s used.

For affordablllity purposes taxes are $400, insurance
$200, maintenance and utilitles -$1,000. While these
figures vary widely in actual clrcumstances, they serve
here as a uniform constant.

Recapture of subslidy 1s not 1ncluded, in any of the
examples, except that princlpal 13 recovered in the
deferred mortgage example. Where caplital cost financing
1s used (grants), 1t 1s loglical to expect that a major
portlion would be recovered (recaptured) upon sale, since
1t 1s prineclipal. However, 1n thls example no recovery 1s
shown, to prevent distortion.

These data assume that borrower circumstances and subsidy
remain constant. While not probable, it keeps the
computations simple and uniform.

Alternative Mechanisma

A,

502 Loans wilth Interest Subsidy

1. Pormula:

a., Monthly amortlzation factor (1% per annum in
this case) x total months (33 years) = cost per
$1,000 of loan.

b. Subtract principal{from a).

c. Multiply'result by number representating
difference between interest rate (1%) and
government rate of borrowing (currently 9%).

d. Multiply thls result by the unlt cost (which,
divided by 1,000 = principal amount). This 1is
cost to the government.

2. 45,000 loan & 1% for 33 years

a. 2.97 x 3956 = 1176.12

b. 1176.12 - 1000 = 176.12

¢. 8 x 176.12 = 1408.96

d. 45 x 1408.96 = 323,&03.20 cost to government
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3. Explanation « up front costs are puffered by initial
sale of notes {(certificates of beneficlal ownership)
to the Treasury and/or the publie.

B, Capital Cost Flnancing (grant) plus Market Rate Loan to
the Limit Affordable

1. Formula:

a. Market rate (9%) mortgage to the extent
affordable. No cost to government (this 1s a
presumption, since servicing costs are a real
factor, and are not added).

b. Capital cost finance - inltlal capiltal cost
only. Example assumes direct appropriation and.
no return to government (program 1s based on an
FmHA recapture formula on any sale). Amount is
that beyond applicant affordabllity at market
rate.

2. $30,000 capital cost finance and $15,000 9% loan
a. $30,000= cost to the government

3. Assumes ~ no subsldy on market rate mortgage for 1life
of the loan.

C. Subsidized Deferred Mortgage

1. Formula:

a. Payable mortgage portion, same formula as in II

.

b. $10,000 deferred mortgage € 9%.

1) amortization rate x total months,

2) result x number of thousands in house,
project or program,

3) deduct principal. This = cost to the
government.

¢. & + b equals total government cost.

2, $35,000 loan at 1% - 33 years and 10,000 deferred
mortgage at 9% cost to the government:

a. 1} 2.97 x 396 = 1176.12
2) 1176.12 - 1000 = 176,12
3) B x 176.12 = 1408.96
4y 35 x 1408.96 = 49,313.60

27
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be 1) 7.92 x 396 = 3136.32
2) 3136.32 x 10 = 31,363.20
3) 31,363.20 - 10,000 = 21.363.20

c. 49,313.60 + 21,363.20 = $70,676.80 cost to the
government,

D, Competitive Grants to Organizations with Matching Funds

1.

Asumption - grantee used 20% of grant for administration
(in this example $9,000) and matches the amount needed
for capital costs. Government cost per unit 1s based on
$22,500 plus $9,000 administration, or $31,500 per unit,
Formula: Same as in IXI B,

Cost to government = $31,500.

23
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E. Summary

Capital Cost

Subs . Finaneing & Deferred Competive

Loan Afford Mtge. Mtge. Grant
1) Housing Costs $ 45,000 $ 45,000 $ 45,000 $ 45,000
2) Unsub. Loan 15,000
3) Sub. Loan 45,000 35,000
4) Grant 30,000 31,500
5) Defer. Mtge. 10,000 .
6) Cost to Gov't. 63,403 30,000 70,677 31,500

i As low as

7) Afford. Income $ 10,680 $ 10,087 $ 9,490 $ 5,333%

% Actually unknown and totally dependent on the form of finance
the reciplent organization uses and the form of matching funds.
The $5,333 assumes total grant.

F. Alternative Program Affordability at Maximum Subsidy Level

Affordable Income at 30% for PITIUM

$50,000 Unit  $45,000 Unit $40,000 Unit

Current FmHA Loan

Subsidized to 1% $ 11,273 $ 10,680 $ 10,087
90% Capital Cost

Financing, 10% Market

Loan 6,917 6,760 6,600
90% Deferred Mtge.
10% Subsidized $ 5,927 $ 5,866 $ 5,810

29
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Appendix B

A Turnkey Approach

Homeownership is the tenure option preferred by many rural
households, inclﬁding many who are poor. A recent study by HAT
finds that most of the applicants to the FmHA Section 502
homeownérship program were previously renters, some in subsidized
projects, who had been unable to obtain mortgages from other
lending resources. The study also indicates that for such
households and for a variety of reasons homeownership assistance
may be a less expensive subsidy than rental project financing.

Given a homeownership demand among low-income rural renters and
the presence of major rental and homeownership programs within
FmHA, it may be surprising that these resources provide little
opportunity for transition from rental to ownership tenure. A
turnkey approach, permitting low~income renters to buy their
homes as their incomes rise, would appear particularly suitable
to the rural tradition. However, legitimate concerns over the
preservation of the low-income housing stock have erected
tremendous barriers to a turnkey approach. In particular, FmHA
requires that units whose rent it subsidizes be occupied by
low~income renters for at least 20 years, and reinforces this
requirement with mortgages whose 50~year terms are the longest
regquired by any federal program.

Nevertheless, a.major problem at present faced by FmHA may offer
a unigue opportunity for transitional housing. FmHA's inventory
of repossessed single-family homes is a tremendous agency burden
which could become a tremendous resocurce. These units could be
rented, with a first option to buy, to households who may not
currently qualify for FmHA's homeownership program because of
their youth, lack of demonstrated creditworthiness, incomes, or
economic setbacks. Rental assistance could be tied to these
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units until the owners exercise their purchase option. Although
the subsequent owners could then sell the units out of the
program, the loss would be no greater than that entailed by the
current homeownership program, and would be far less than the
losses now accruing from carrying the units in inventory or
selling them at hugh discounts.

Nonprofit organizations and public agencies would be eligible
owners and managers of turnkey projects financed by FmHA. They
would assume mortgages from the S§. 502 program, with a portion of
the payments deferred until the units are purchased by the
tenants. Rent to cover the remaining PITI, operating and
management costs would be subsidized through FmHA's rental
assistance program.

31
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RESOLUTION OF THE BOARD OF DIRECTORS
OF HOUSING ROUNDTABLE, INC.
ON THE INGREDIENTS OF A NEW NATIONAL HOUSING POLICY
October, 1987

Background

over the past six years as the current Administration has initiated
and adhered to several broad poli objectives, the perception is
that housing as a national priority has diminished and Federal
support for housing (in terms of direct financial assistance and
tax incentives) has been dramaticelly reduced or changed. As a
result, the nation is experiencing the lowest percentage of home
ownership since the end of World War II. In fact, this percentage
has been declining since 1980 with first-time homebuyers being the
most dramatically affected.

In an effort to fill the vacuum created by the sharp cuts in
Federal housing support many local and state governments and
private entities have worked hard to adapt to these dramatic
changes and to be creative in the initiation of housing
developments to meet local needs, through public-private
initiatives. Yet, the procblems associated with Thousing
affordability and availability, particularly for the low income and
elderly, have minimized the impact of these efforts because of the
magnitude of the housing need, especially in urban areas.

The housing gaps that have been created by the Federal withdrawal
of support in housing that are not likely to be filled by local and
state efforts and the rising pressure and public awareness of the
homeless situation have intensified the concern of those in housing
of the lack of commitment to housing as a national priority.

As a result, there has been a ground swell of support first in the
private and public sectors, through individuals, groups, and local
and state governments, and now at the U.S. Congressional level to
reevaluate and redefine the nation's commitment to housing. This
axercise will be difficult because it will have to be accomplished
being mindful of the need to reduce the Federal budget deficit. A
necessary reality for any future national housing policy must
appreciate the need to use all resources at the private, 1local,
state and Federal levels, learning from past mistakes, soc that the
maximunm housing needs of this country can be met.

RESOLUTION

THEREFORE, BOUSING ROUNDTABLE ENDORSES THE FOLLOWING BASIC PREMISES
AS THE FOUNDATION FOR A STRONG NATIONAL HOUSING POLICY:

1) Home ownership should be actively fostered because it leads to a

more stable form of government and a citizenry that is more

involved in improving community life. Home ownership is one of the
1
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single-most important accomplishments in the United States that
attracts the attention and admiration of the rest of the world.
Home ownership has helped provide the foundation from which this
country has become an economic leader. The realization of the
"American Dream" for our citizens should never be forgotten. It
should be viewed as the number one priority after national
defense.

2) Safe and decent sheltar should be available toc all of our
citizens who make a 7reascnable effort to obtain it. Wwhen
assistance is rendered, everyone should pay part of the cost for
it, the individual, the city, the state and the Federal government.
Although the costs of such assistance are substantlial, the benefits
derived far outweigh thenm.

3) At least minimal shelter should be provided for all others.
There is a core group of people who no matter how much assistance
and home ownership facilitation is provided will not be able to
obtain their own shelter. Their basic right and need for shelter
should not be ignored.

HOUSING ROUNDTABLE SUPPORTS THE FOLLOWING FEDERAL HOUSING
ASSISTANCE EFFORTS THAT ARE WORKING WELL:

1} Federal tax incentives, such as tax deductability of home
mortgage interest and real estate taxes, should be maintained. Tax
incentives are an efficient and cost effective way to stimulate and
encourage home ownership. :

2} Capital market access with government backing for middle and low
income buyers is working well and should not be tampered with at
this time. The stable and less expensive supply of mortgage credit
provided by the Federal National Mortgage Association, the Federal
Home Loan Mortgage Corporation and the Government National
Mortgage Association through the secondary market is a wvaluable
operation in minimizing the affordability constraint and should be
maintained. The Federal Housing Administration and the Veterans
Administration are essential Federal housing programs. Recent
refinements in their operations have been good steps towards
reducing costs to the govermment, minimizing fraud and abuse and
reducing high foreclosure rates.

HOUSING ROUNDTABLE HAS IDENTIFIED SEVERAL SPECIFIC OBSTACLES OF
CONCERN WITHIN THE HOUSING AREA AND ENDORSES THE FOLLOWING
POSITIONS: ’

Thrift Industry. The thrift industry, the former primary vehicle
for housing ffnancu and government subsidy is in transition moving
towards providing broader-based financial services. The
subsidized, weaker thrifts which have been paying substantially
highers rates to attract savings and charging a lot less for
mortgage loans in an attempt to grow their way out of their
difficulties, must be restrained from hurting the healthy thrifts
2
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as well as other mortgage lenders. Enforcement activities should
be monitored and strengthened so that regulators can fulfill their
job responsibilities as specified.

The Management Consignment Program (MCP), as developed by the
FSLIC, to substitute new management in failing thrift insitutions
should be expanded and should incorporate and foster a management
philosophy that first increases the marketability of the thrift by
disposing of its bad assets and then selling the thrift in the
market place. "Shrink and sell"™ should be the MCP marching
orders.

Appraisal Industry. The efforts in Congress initiated by
Representative Doug Barnard from Georgia, and within the appraisal
profession itself should be supported and strengthened. The
appraisal is one of the most important elements in the mortgage
lending process. Therefore, establishing industry-wide standards
to ensure the correctness and accuracy of the appraisal is
essential as well as minimizing possible appraisal fraud and abuse
through industry regulation.

Housing Requlation. The housing delivery system has been impeded
by its over regulation. Efforts should be initiated to minimize
regulation and certainly to stop the continual changing of the
rules. While consumer protections and safety are important,
unnecessary housing regulations do hamper mortgage lenders' and
prod?cers' efforts to provide affordable housing as efficiently as
possible.

For example, the Real Estate Settlement Procedures Act (RESPA) no
longer fulfills its intended purpose and in fact interferes with
the housing delivery system. Section 8 of the Act, in particular,
which prohibits fees for referrals of business for related
services, incident to or part of the settlement service, cannot now
be considered proconsumer. It interferes with the systems that are
available to enhance the industry and its efficliencies. Combined
services, which the Act inhibits, are often the most efficient.

There is a real need within the mortgage lending industry to
minimize corrupt activities, in general. There should be higher
penalties for fraud and other crimes as well as stricter
enforcement to eliminate repeat infractions as well as
discouragement for violators to remain in the profession.

Housing Assistance/Home Ownership Facilitation. The housing needs
of low income families are not being adequately met by existing
governmental assistance programs.

Private, religious and 1local government participation, as

exemplified in the Nehemiah project developed by the East Brooklyn

Churches in New York City, should be fostered and encouraged. The
3
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axcitement about and worthiness of the Nehemiah project is that it
not only provides affordable housing to families earning incomes
between $20,000 and $40,000, but frees up public housing units
previously occupled by these families who had no other place to
find affordable housing, thus enabling public housing to be used
for its intended purposes.

The maintenance and retention of expiring, subsidized housing units
needs to be addressed. The supply of affordable rental housing
stock 1s limited in many markets. With the Section 8 Certificates
approaching the twenty year maturity mark, owners will be tempted
to convert these units to market rate, and thereby exacerbate the
existing low income rental housing stock crisis.

In markets where insufficient low income housing exists, =some
governmental incentive programs need to be considered, to foster
housing development in these market where 1local and state
governments have limited resources to meet these pressing housing
needs. In many markets, the waiting list for affordable housing
units is large and continues to grow. Although a return to Title B
housing is not recommended, some creative incentives for the volume
production of affordable, low income housing are needed. The tax
credit provision of the 1986 tax bill has proven to be flawed and
inadequate to the task.

Housing needs of the first-time homebuyer should be monitored and
programs encouraged to assist this group. The legislation,
introduced by Senator Dennis DeConcini from Arizona, to establish
individual housing accounts, to aid first-time homebuyers to save
ioz gownpayuants should be supported and other similar legislation
nitiated.

Housing needs of the first-time homebuyer have occasionally and
successfully been met through development of sweat-equity programs.
Sweat equity programs should be allowed to develop to their fullest
potential, through revision of government regulations., These
programs are by nature small scale in terms of the number of units
produced and require a certain level of demonstrated skill on part
of the participants. The benefit of sweat equity programs is that
they have tremendous success in fostering individual accomplishment
and pride in having a "hands on" participation in the building of
one's home. The support of sweat equity programs should be
tempered with a realiziation of the potential for appraisal fraud
to the detriment of the homeowner. Therefore, appropriate
precautions should be incorporated in these programs. Sweat equity
programs should be part of the nation's commitment to housing.

Homeless. The permanent and temporary housing needs of the

homeless need to be addressed. However, the plight of the homeless

is the result of root causes other than just the lack of affordable

housing. Other components, such as lack of education, mental

health problems, loss of basic industry 3jobs (i.e. structural
. 4
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unemployment) and the development of a T"ghetto mentality"
contribute to the sericus homeless situation that deserves
immediate attention.

Affordability. state and local govarnments should not.
unnecessarily burden housing development with builder taxes and
fees, and unnecessary zoning and building codes and delays that
aggravate an already seriocus affordability problem. In addition, &
reexaminiation of a process where local governments require certain
infrastructure developments or improvements before the building
permit is approved only result in higher housing costs for the
consumer as well as delays in the process. The gquestion of
financing infrastructure should be addressed separately so that
those who use it should share fairly in its cost.

Single-Family Mortgage loan Limits. A conforming loan limit indes
should be developed for the Federal National Mortgage Association
and the Federal Home Iloan Mortgage Corporation based on local
markets and should proportionately reflect conditions in each
market (similar to the FHA 1limits), but with differentials,
primarily related to variations in median income.

Each year FNMA and FHIMC may raise their purchase limits as
determined by an index of home prices compiled by the Federal Home:
Loan Bank Board. This limit, presently at $153,100, while probably
adequately serving the market in Oklahoma, for example, would be
grogsly iinadequate in a higher priced market, such as southermn
California.

Product Liability and Related Issues. Radon, asbestos, toxic
wastes and other similar substances raise product 1llability
concerns that need to be treated sensitively and fairly by Federal,
state and local governments.

Communication of the issues should be presented in a balanced way
enabling a more reasonable and intelligent approach to be developecd
to address these concerns. Consciousness raising publicity
concerning these substances often is emotional and thus acts as &
catalyst to influence the development of mandatory standards and
costly new construction requirements by state and local governments
before the effectiveness of the standards can be proven. This rush
to solve the problem often results in unnecessary delays and coste
for the builder and others in the housing delivery system. The
issues involved are very complex and thus warrant careful
examination before standards are established and enforced.
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The Manufactured Housing Institute and the National
Manufactured Housing Federation appreciate the subcommittee's
invitation to participate in its landmark effort to develop an
effective new framework for national housing policy. We believe this
is a timely and bold response to a challenge of great public importance
and burgecning public need. The Manufactured Housing Institute and the
National Manufactured Housing Federation are two separate organizations
that have worked together to develop the following comprehensive set of
ocaments . ’

The Manufactured Housing Institute

The Manufactured Housing Institute (MHI) is a national trade
association representing builders of manufactured homes. There are
about 120 companies producing homes in more than 300 factories across
the United States. About one-third of those companies are members of
MHI. These manufacturers, however, account for more than 50 percent of
all manufactured hames produced annually in the U.S. MHI members also
include 160 companies that supply a wide variety of goods and services
to producers and consumers of manufactured housing.

The National Manufactured Housing Federation

The National Manufactured Housing Federation (NMHF} is a
national trade association comprised of thirty-eight state and regional
manufactued housing associations. These state and regional
associations contain within their memberships over 8,000 retailers and
20,000 developers active in manufactured home sales, service and land
development. Ninety percent of all new manufactured hames sold in the
U.S. in 1986 were sold by NMHF affiliated retailers. NMHF affiliated
developers own and operate over 1.5 million manufactured hcme sites
across the U.5,

Background

Shelter is one of the most basic needs of humanity and the
availability of decent, affordable housing has long been an object of
our national policy. However, over the years, the cost of building and
maintaining residential housing, whether single~ or multifamily, has
risen dramatically. With that rise, the deeply rooted dream of home
ownership or a safe comfortable rented dwelling is fading into
financial impossibility for an increasing number of Americans. The
most effective way to restore these basic dreams to a growing segment
of the population is by reducing the cost of creating and maintaining
housing. However, even with great efficiencies, the time and expense
of hames built “"stick by stick" on site cannot be substantially
reduced, Manufactured housing represents a viable means of cracking
this price barrier and providing affordable, safe, decent and
attractive housing for a multitude of Americans.,

H
H
H
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The manufactured housing alternative is a difficult option at
present because of a complex and, at times, hostile legal and
regulatory enviromment that exists. However, it is within the power of
Congress and the executive agencies acting at the direction of Congress
to revise the environment to allow the increased use of manufactured
housing. Ultimately, this will help answer the nation's growing
housing needs in a way that site-built housing alone cannot answer.
Manufactured housing—affordable, decent, safe housing-—nust be a part
of any overall sclution to the nation's housing shortage.

First a brief look at the history of the federal government's
interaction with the manufactured housing industry and the role of
manufactured housing in the general housing industry. Then we will
turn to the ways in which legislative initiatives in the Congress can
further the more general use of manufactured housing.

In the overall housing market, manufactured homes are
dwellings built in compliance with a federal regulatory system and are
fabricated in an off-site manufacturing facility for installation at
the building site. Presently, manufactured homes are almost
exclusively single-family dwellings. Residents may own or rent any
cambination of hame and real property {(i.e. owns home and property;
owns home, rents property; or, rents both home and property). The
relatively inexpensive price and the value received from manufactured
housing makes manufactured homes very attractive for people of low- and
moderate~ incames.

Although manufactured homes were originally referred to as
"mobile homes" the vast majority are never moved except from factory to
home site., This reality was recognized in Public Law 96-399, where
federal laws and regulations were amended to substitute "manufactured
home" for "mobile home," Historically, manufactured homes have
generally been restricted by local zoning laws to specific industrially
and commercially zoned areas that are environmentally and aesthetically
less attractive than traditional residential zones. However, in recent
years this trend is changing in many, but not all localities, Many
local governments are changing restrictive land use policies to treat
manufactured housing like all other forms of single~family housing.
Currently, 16 states have adopted laws that prohibit zoning
discrimination against many forms of manufactured housing,

Today, manufactured homes are regulated at the federal level.
Although for many years, the states were the principal regulators,
making it nearly impossible for manufacturers to fabricate dwellinys
that complied with hundreds of separate state and local statutes and
regulations. Furthermore, many states were not enforcing standards for
manufactured hames, and there were legitimate concerns about health and
safety. So, in 1976 the Natiocnal Manufactured Home Construction and
Safety Standards {("NMHCSS" or "the HUD Code") went into effect
providing a preemptive, performance oriented, nation-wide set of
standards and regulatory scheme for manufactured housing. The HUD Code
ensures that manufacturers meet uniform standards., This both protects
consumers and enables manufacturers to build to one standard, not a
patchwork of codes. The HUD code is a performance code rather than the
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prescriptive building codes of site built homes. It is uniguely
designed for caompatibility with the factory production process and it
sets stringent performance standards for all aspects of design and
construction. To ensure guality, hame design and construction are
monitored by both HUD and the National Conference of States on Building
Codes and Standards. The HUD code allows greater econamies and
mxderates the overall costs of manufactured homes. Furthermore, a
preemptive building code fosters the application of new building
technologies, a critical factor for a healthy and adaptive housing
industry.

Approximately 12 million people live in over 5 million
manufactured homes, according to U.S. Bureau Census statistics and an
analysis of the Full Time Cccupied Life of Manufactured Homes completed
by MHI in 1986,

A 1984 nationwide survey of nearly 10,000 manufactured hame
residents by Foremost Insurance Campany showed that more than 70
percent of new manufactured hame buyers are under 40 years of age with
an average age of 36.6 years. Their median family income is $19,800,
The cost per square foot of a manufactured hame is almost half the
square footage cost of a site built hame. In 1986 the average square
footage cost of a site built home was $49.05, whereas the cost of a
manufactured hame was only $20.18 per square foot.

CANDIDATE ISSUES FOR A NEW HOUSING FOLICY

while the following camments are specific suggestions for
changes within the current framework of federal housing programs and
tax policy, MHI and WMHF find a fundamental flaw in the existing
framework. The organizational structure of the Department of Housing
and Urban Development (HUD) has resulted in a fragmented and unfocused
approach to housing. The result has been that not enough attention and
resources have been effectively focused on providing quality, safe,
durable shelter in a cost effective manner. This is particularly
evident in HUD's administration of the manufactured housing program.

As we have mentioned, manufactured housing is the most
affordable form of housing being produced today. HUD plays a primary
role in our industry, and yet its focus on manufactured housing has
been towards punitive actions which work to discourage the growth and
development of the industry. This is partly due to an organizational
structure that is driven by the single family insurance program needs,
rather than efforts to target assistance towards low income housing.
Consideration should be given to reorganizing HUD by establishing a
specxfic entity within 1 the Department that would ) be responsible for the
implementation of all low income housing poll,cies and programs.

The HUD Code did not deal with all the problems facing the
consumers or manufacturers of manufactured housing. For example, there
is virtually no method or provision for the use of manufactured housing
in multifamily construction—the fire, insulation, structural strength
and chassis requirements make this impossible. Likewise, neither
individual consumers nor owners of large manufactured housing
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facilities can qualify to participate in various federal financial
programs or for the same kind of beneficial treatment under the
Internal Revenue Code, as the site-built industry. Moreover, there is
no federal requirement mandating nondiscriminatory treatment of
manufactured homes by states and municipalities in their land-use
policies. MHI and NMHF believe that many of these issues can be
adkiressed most effectively at the federal level and by doing so,
Congress will put safe, affordable and decent housing within the reach
of a far greater number of Americans.

Manufactured Housing Construction and Safety Standards Program

One of the six principal initiative areas that needs to be
addressed by a new housing policy is the preservation and improvement
of the National Manufactured Home Construction and Safety Standards
Program,

The Department of HUD has taken a number of actions, and
proposes others, that seriously threaten this preemptive building code
system., The department has proposed to deregulate minimum energy
requirements for manufactured homes, thus subjecting manufactured home
builders to a variety of building codes that literally would gut the
advantages of a preemptive building code system that allows simplified
shigment in interstate cammerce. Congress should enact legislation to
require the secretary of HUD to adopt preemptive uniform energy
conservation standards for manufactured homes and oppose any further
efforts to repeal the National Manufactured Housing Construction ;_a.rg
Safety standards (NMACSS) Act.

In addition, the industry urges federal government retention
of its responsibility for developing standards for manufactured
housxgg HUD recently delegated the federal role of developing and
maintaining standards to the Council of American Building Officials
(CABO), Not only is CABO ignorant of manufactured housing techniques
and technologies, but CABO is an organization controlled by local code
officials and our competitors (the site-assembled home builders). This
abdication of authority leaves the "fox guarding the chicken coop.”
The Commerce Department saw this conflict, urged HUD to avoid it and
was ignored, This move is imprudent and improperly delegates HUD's
regulatory authority in this area. HUD should be directed by Congress
to fulfill its statutorily mandated responsibilities and neither
delegate them out nor contract them away,

Congress should investigate ways of refining the current
enforcenent system and focus efforts on health and safety rather than
every single aspect of production. This latter responsibility
rightfully belongs with the manufacturers and their quality control
systems and market competition.

In addition (bngress should consider amending the m&s& Act

in the construction of manufactured homes. Specifically it should
clarify the definition of “"permanent chassis™ under the act.

—g



kgt ¢ gy

ER

ot e e

iioagn iyt b

s ity oo

R

L

o i iy

Bt e

339

Because the act is unclear, in 1986 HUD reversed a
ten-year-old policy and now insists that the two I-beams and
crossmembers that serve as a transportation platform during delivery of
the hame from the factory to the home site must remain attached to all
manufactured homes whether or not they are needed for structural
support on site.

Once the manufactured home reaches the hane site, this
delivery system very often serves no structural purpose whatsoever., In
fact, it is a detriment to permanent placement of many manufactured
homes because it impedes installation over basements, adds unnecessary
cost and discourages floor design evolution and multilevel development.
Further, in some cases the removable platform could be reused in order
to reduce costs to the homebuyer. Requiring its permanent attachment
constitutes a dreadful waste of financial and natural resources.

A revision in the statutory definition of a manufactured home
e specify that the metal delivery system need not remain with the hame
unless structural integrity on site requires it . and a revision Of § the
HUD Code to provide for coverage of multifamily manufactured housing
contruction standards would cure these difficulties and benefit both
consumers and industry. Likewise, a broader definition of dweilings
covered by the HUD Code—-especmlly with revising the chassis
definition—would allow other factory built housing players into this
building arena.

Presently, for instance, manufacturers of factory assembled
modular housing must build to a patchwork of state and local codes. By
eliminating the "chassis" requirement or instituting a broad definition
of chassis in the HUD Code, another form of inexpensive, factory-built
housing would became available to the public. It would also likely
bring additional manufacturers into the market place, thus increasing
campetition to the benefit of consumers.

This would alsc negate the need for language currently in H,
R. 4. to provide a study of the feasibility of a separate code for
modular housing.

Consistent with the concept of federal preemption of certain
aspects of the housing industry regulation, the industry supports
legislation that would apglx the HUD Code to site-built housing in
jurisdictions where ne site built code exists. 1nis legislation would
prcw1de needed safety and habitability standards where none presently
are in place and does so by use of a system of standards whose
performance has been proven over the last 11 years. If a local
jurisdiction wanted other than HUD-Code provisions, it would need only
enact a local code. Thus, this legislation would spur localities to
take responsibility for their own building codes and in the meantime
protect consumer safety and economic welfare.

In order to ensure a more streamlined regulatory system for
the development and adoption of a national preemptive building code and
enforcement system, Congress should consider revisions to the
Administrative Procedures Act to provide for negotiated rulemaking of
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HUD standards. This plan was endorsed by the President's Cammission on
Housing in its 1982 report. Briefly, the proposal would allow the
agencies and industry jointly to identify and address the issues,
putting before the agency more pertinent information needed to develop
practical and cost effective regulations. This process would allow the
parties to focus their efforts on the real issues, bringing relevent,
not extraneous, data to the regulatory process. Negotiated rulemaking
also would compel the early involvement of managers and technicians in
the process, increasing the likelihood that pragmatic, workable rules
would result. Hand in hand with negotiated rulemaking must go a
legislative strengthening of the Freedom of Information Act to protect
from disclosure sensitive business information provided to the agencies
in the process. The effect of these revisions would be to diminish the
adversarial climate which presently exists between agencies and the
people and businesses affected by their rules. The diminution of
conflict would produce substantial savings to govermment and industry.

Housing and Cammnity Development Programs

Federal housing assistance is available to communities in a
multitude of forms, ranging from direct grants, to mortgage insurance
to tax incentives., In each case, a whole host of preconditions rmust be
met by a comunity in order to be eligible to receive the funds,
However, many communities discriminate against various forms of
affordable housing, especially manufactured housing, by either
restrictive zoning and covenants which relegate all manufactured hoames
to undesirable industrial sites or prohibit their use altogether.

There also might be discriminatory tax treatment or prowvision of
municipal services. For example, many communities eliminate the
options for reasonably priced housing by virtue of zoning ordinances
which limit single family homes to minimum acreage requirements (of 5
acres), Land costs therefore became prohibitive for moderately priced
homes. When these actions are examined, they are seen for what they
are: discrimination. Not only discrimination against the manufactured
housing producers and their jobbers, but, by extension, their
consumers— low— and moderate— income Americans. To attempt to
segregate them or eliminate them from a community by making affordable
manufactured housing unavailable is reprehensible. To permit this de
facto discrimination is unacceptable in our society.

MHI and NMHF urge Congress to tackle this problem with a
two—pronged approach. First, Congress should provide camunities with
strong incentives to develop affordable housing. For example, a
camunity might have increased access to mortgage insurance prograws,
block grant funds or favorable tax treatment, in exchange for an
aygressive affordable housing development program. Congress should
include in the statutory criteria for evaluating a community's
eligibility for such programs an evaluation of the commnity's use of
affordable housing. In short, equitable treatment would allow program
participation. Of course, the second prong is that in the event a
cammnity discriminates against affordable housing, its eligibility to
participate in these federal housing assistance programs would

disappear.
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Similarly, federal assistance through HUD is presently
available to rehabilitate rental housing. These HUD funds not only
assist in the rehabilitation of the units themselves, but help provide
assistance for the displaced tenants which is attendant to the
rehabilitation process. Many old rental mobile home parks are in
desperate need of rehabilitation. However, because of the definitional
language of the statute, these funds cannot be used to rehabilitate
them. MHI supports legislative initiatives that would enable mobile
hame parks to participate in the HUD rental rehabilitation program.

Flood Insurance Programs

The industry is greatly concerned about the potential
displacement of over 300,000 low and moderate income families currently
residing in existing menufactured home communities. Flood insurance
regulation changes pramilgated by the Federal Emergency Management
Agency in 1986, will in effect close thousands of existing manufactured
home communities.

With passage of the Supplemental Appropriations Act of 1987,
Congress has effectively barred FEMA fram enforcing these regulations
until September 30, 1988. Wwhile the industry is appreciative of
Congress' expedient action, we continue to have deep concerns about the
ultimate resolution of this issue.

We support FEMA's goal to encourage effective flood plan
management, however, the goals must be counter-balanced with concerns
for displacing low and moderate income families currently residing in
manufactured homes in flood plains. Congress should indefinitely delay
implementation of the new FEMA regulations and provide funding for
additional research on the related issues. Research funding should
authorize demonstration projects where various alternatives could be
developed and tested.

Public Housing Programs

Hand in hand with rehabilitation programs for low- and
moderate— income manufactured housing are public housing programs. The
most econamic expediture of scarce public housing funds would be to
purchase manufactured housing. Funds from these programs cannoct
presently be used to purchase manufactured housing. To remedy this
problem and ease the strain on our public housing programs, MHI and
MMHF urge that statutory changes be made so that public housing program
funds can be used to purchase manufactured housing and develop projects

involving manufactured housing.

The Congress should sericusly look for ways to encourage
public housing developments such as vantage Glen in King County,
Washington. With diminishing federal subsidies for public housing, the
King County Public Housing Authority has the answer for providing
low-income housing in a pleasant, accessible and safe environment. The
project for senior citizens, uses manufactured housing in their
traditionally sited manner, where the home is owned and the site is
rented from the housing authority.
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The King County Housing Authority made use of several
resources in developing the 168-unit manufactured home commmnity.
First, it financed the purchase of the site with a community
develomment block grant, which averaged $3,500 per unit. Park
construction and development, which ran to nearly $10,000 a unit, was
financed with tax exempt bond anticipation notes. The housing
authority worked out an arrangement with a local bank to provide
attractive financing of the homes. Residents pay fram between $100 to
$300 per month less than the cost of a traditional high~rise project
while enjoying the attractiveness and spaciousness of a single~family
hame community. In King County, public subsidizes were reduced by at
least 50 percent over the cost of a naticnally subsidized high rise
construction project.

while not appropriate for all areas where public housing is
needed, the Vantage Glen project can be duplicated by the public sector
or private nonprofits, and costs of public subsidies can be
substantially reduced.

Public housing would also be well served by revision of the
permanent chassis definition in the federal statute (see above) because
it would greatly facilitate multiunit housing projects rather than only
single-family dwellings. The creation of multiunit, multilevel public
housing projects from manufactured homes would preduce tremendous
savings because real estate costs would be kept to a minimum. By
redefining the HUD code, to include both single- and multifamily
construction, manufactured homes could be assembled into multiunit,
multilevel housing projects., The savings in real estate costs alone
would help spread public housing dollars to a larger mumber of
projects.

Housing Finance and Tax Issues

The key to the future in any medern industry is research and
development., Without R&D, there is no opportunity for improvement of
product. or manut'acturing techniques or for reducing costs. Money
invested in Rs&D is money spent in the public interest. MHI supports,
therefore, amendments to the Internal Revenue Code and any related
federal income tax me tax regulations to provide for a deduction or Y credit for
furds expended g{_ manufacturers o or service  providers in their R&D
activities.,

within the field of finance is the issue of the Mortgage
Credit Certificates (MCCs) created by the Tax Reform Act of 1984. The
MCs are issued to home purchasers by a state or local housing finance
agency as an alternative to issuing tax exempt mortgage revenue bonds.
The purchaser then uses the MCCs to produce a dollar—-for-dollar tax
reduction in an amount equal to the amount of the credit. This program
makes home buying a real possibility for many low— and moderate— income
purchasers.

There is a sunset provision to the MCCs program of December
31, 1988, MHI and NMHF urge the Congress either to lift or extend this
sunset date to continue this valuable program.
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One of the most troubling problems facing manufactured
housing is its continued treatment as personal property. Unlike
site~built housing, manufactured housing is often thought of as an item
of personal property stuck on real property. Often times, two
different entities own the personal and the real properties., Because
of this peculiarity of the method by which manufactured hames and their
sites are owned, they do not fit into the formula established by
Treasury Department regulations defining homes that are eligible for
mortgage revenue bond financing.

In short, a state or local governmental authority cannot
issue mortgage revenue borks, whose income receives preferential tax
treatment, on manufactured hames unless they are owned with the real
estate on which they are sited and are treated as a real estate entity.
Therefore, MHI and NMHF support legislative action to revise the
Internal Revenue Code and instruct the Treasury Department to y amerd its
regulations so that manufactured homes not owned in conjunction with
the real estate on which they are sited will still ! be eligible for
mortgage revenue bond financing.

Continuing in the area of tax reform, in the Tax Reform Act
of 1986, the recovery period for residential rental property was
increased to 27-1/2 years and accelerated depreciation was replaced
with straight-line depreciation. In order to qualify the land,
improvements and residence must be owned by the same entity, here the
developer. MHI and NMHF support a lifting of this ownership
requirement because In a manufactured home rental cammunity the land,
improvements and residence are seldom owned by the same entity.
Presently, many manufactured hare cammunities are not classified as
residential property (which would allow them a 27-1/2-year
straight-line depreciation schedule}. Rather, they are classified as
nonresidential property campelling a 31-1/2 year straight-line
depreciation schedule. In this connection, the industry supports a
redefinition of residential rental property to include all manufactured
home cammunities not merely those in which the manufactured home is
permanently affixed to the real estate and both home and land are
financied as real estate and owned by the the | landlord. This simply is a
Jogical and straight-forward amendment which recognizes the reality
that these communities are residential properties occupied prusuant to
a lease. This reclassification would also allow developers of
manufactured housing-based residential rental projects to avail
themselves of the incentives under the 198¢ act providing for
low-incame housing credits. These credits on new construction or
rehabilitation of low-incame rental housing would go a long way when
applied to less expensive manufactured housing than to more expensive
site~built housing.

The redefinition of manufactured hame rental communities as
residential rental property would, obviously, appiy to low-incame
residential rental property. But, the elimination of the accelerated
depreciation system in the 1986 act has severely hampered the
development or redevelopment of manufactured hame rental cammunities
for low-incame residents. MHI and NMHF urge the specific limited
reinstatement of accelerated depreciation over a ten-year period for
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manufactured bawe cammunities for low-income residents. Manufactured
housing communities can provide one of the least-expensive means of
providing low-income housing, and the quicker this housing is
available, the better for the public at large, These tax reform items
can provide sufficient inducement for the manufactured housing industry
and developers to systematically respond to the acute shortage of
low-incame housing.

Finally, within the area of finance are the matters relating
to Federal National Mortgage Association (FNMA) and Federal Home Loan
Mortgage Corporation (FHIMC) authority to purchase and sell personal
property loans used to finance the purchase of manufactured housing.
The agencies could do this just as they purchase and sell mortgages for
site~built housing. However, for reasons best known to themselves,
neither agency chooses to exercise this authority. Therefore, the
industry supports a Congressional direction to these agencies either in
the form of a joint resolution or other appropriate wvehicle to begin to
use their authority to purchase personal property lcans by a date
certain in the near future.

We feel that the absence of conventional secordary market
programs as mentioned above, is at least a part of the reason that a
loan to purchase a manufactured home typically carries an interest rate
that is 2-3 percent higher than interest rates on real estate
mortgages. Having programs operated by FNMA and FHIMC for manufactured
housing personal property loans could help close that gap in interest
rates and help housing affordability greatly.

Housing Insurance Issues

Within the field of insurance, there are several issues of
importance to the manufactured housing industry.

First, the present system of Veterans Administration (VA)
loans and loans under Federal Bousing Administration's (FHA) Title Iof
the National Housing Act should be preserved. Likewise, the present

System of VA and FHA insurance of personal property loans on the
purchase ¢ of manufactured hames should be preserved. “The | pzesent system
of the FHA insuring manufactured M\lsmg loans only as a portfolio must
be broadened to encourage the insuring on a loan-by-loan basis.

Related to the portfolic loan policy is the FHA's practice under the
National Housing Act to issue loan insurance that covers only
10-percent of the portfolio, less the amount of any claims made. This
coverage is autamatically reduced 10 percent each year, even if there
are no claims. MHI and the NMHF support an elimination of the 1u
percent coverage limit by amending the National Housing Act. . And MHI
and NMAF urge Congress to prohibit HUD's automatic annual reduction in
insurance coverage.

Second, the availability of mortgage insurance for
cordominium-style manufactured hame developments needs to be expanded
if more low- and moderate— income condominium manufactured home
developments are to be built. Presently, section 234 of the National
Housing Act limits mortgage insurance available to new or rehabititable
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condominium developments to those that are multiunit, multifamily
developments. This reflects the nature of condominium development in
the early 1960's when the National Housing Act became law. At that
time, most, if not all, condaminiums were multistory, multiunit
buildings, often converted apartment houses, although new construction
was beginning to be done. Through that historical quirk, the National
Housing Act's language is keyed to those sorts of condaminiums. Since
that time, condominium-style ownership has been applied to all sorts of
dwellings including detached homes or townhouses where there is a fee
ownership of both the lot and the hame, and camnon ownership of other
areas. Condominium ownership plans have also been applied to
manufactured howe communities in which the homes and lots are sold as a
package, and to commnities in which the hame sites are organized under
a condominium regime and the resident purchases and locates a
manufactured home as a seperate function. Unfortunately, the
provisions of section 234 have not kept pace with developments in the
housing industry,

Moreover, the office of the general counsel at HUD issued a
legal opinion in 1979 explicitly concluding that the agency had no
legal authority to insure developments of manufactured housing pursuant
to section 234. Therefore, the industry supports legislation that
would specifically include manufactured housing developments owned
under a condominium regime as eligible condaminiums for the purpose of
having their mortgages insured under section 234, As an \ alternative,
MHI and NMHF suggest legislation that would permit mortgage insurance
under section 234 for condominium developments other than multiunit
high-rise-type structures.

In addition, MHI and NMHF support revisions to section 207 of
the National Housing Act that would revitalize and update that
Insurance program o make it suitable for current development or
rehabilitation of manufactured home rental cammnities. For example,
communities financed through the section 207 program cannot restrict
their rental of a home site to residents who have purchased or rented a
manufactured home from a specific dealer or manufacturer. This
restriction is ultimately more costly to both residents and the
government because it discourages both joint venturing by retailers or
manufacturers and discourages developers selling shares in a
cooperative community (one in which the hames and land are developed
together and owned by the community). Similarly, in cooperative
comunities purchasers of manufactured hames with Title I mortgage
insurance must separately finance purchase of their share in the
cooperative, even though the cooperative is financed through the
section 207 program. MHI and NMHF support bringing consistency to
these cases and the others like them in an effort to revitalize the
section 207 program.

Rural Housing

We believe that manufactured housing can make one of its
greatest contributions by providing affordable housing to rural
citizens. The Farmers Home Administration (FmHA) implemented a Section
502 manufactured housing program on November 18, 1986. It is too early
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to predict the programs ultimate success, however, we believe the
program should be revised to reduce cumbersome and unneccessary
requirements.,

FmHA has the Congressional authority to implement a program
under Section 515 (Rental Rural Housing) but has not done so. We
believe that a Section 515 program for manufactured housing would be
tremendously successful because the program procedures would be more
broadly accepted by retailers and developers in the manufactured
housing industry.

In conclusion, the Manufactued Housing Institute and the
National Manufactured Housing Federation support the efforts of the
Congress to examine and develop an effective national housing policy.
with the ever-expanding need for housing in the nation and ever-rising
costs, scarce dollars must be carefully spent by both the public amd
government to ensure our citizens safe, decent and affordable housing.
Through thoughtful reform of the statutory framework applied to
manufactured housing and through a consistent and uniform application
of the law, this goal can be achieved.

Thank you very much for inviting the Manufactured Housing
Institute to participate in these hearings.
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I. Housing as a National Priority

A, THEISSUE

Where will we live —we Americans—in the decade ahead and in the next century?
Our parents, our children, and our children’s children all face rising housing costs and
many face diminished housing choices. Housing remains one of the basic human
needs, yet until recently it had fallen off the national agenda.

‘Whether aspiring to be homeowners or renters, whether in vibrant urban
growth areas or in older towns or in the rural countryside, for the first time in our his-
tory young people entering the housing market typically cannot achieve housing equal
to what their parents could afford.

Homeownership costs have outstripped the growth of typical household in-
comes. Rents are absorbing ever-higher shares of poor families’ incomes. This is
happening at the same time that Federal domestic policy attention has shifted to other
priorities. Housing as a vital national issue has been crowded out by the problems of
energy, agriculture, manufacturing, health costs, and general welfare.

For nearly a decade, the Federal commitment to housing has been on the
decline. The housing budget has been slashed by two-thirds, more than any other sec-
tor of the national budget. The major Federal housing assistance programs of the
1960s and 1970s either have been eliminated or are being phased out. Public housing
is undermaintained and is wasting away. The stock of federally assisted units faces a
long-term decline as existing subsidy contracts expire.

As an industry, a group of people, involved full time in financing housing as
well as places of work, shopping, and recreation, we at the Mortgage Bankers Associa-
tion of America welcome the opportunity to share our research and views on what na-
tional housing policy should be. As we lock toward the coming session of Congress,
to the next national elections, and to the balance of this decade, we see that this is the
time to weave housing back into the fabric of national policy. The way we house our-
selves is too important a part of what we are — how we view ourselves as a people —~to
be neglected any longer.

This report is an expression by the Mortgage Bankers Association of
America of where we are and where we believe we should be heading in national
housing policy. We have chosen to focus not just on the elements of finance with
which we are most familiar, but on a fuil range of issues that we believe we are com-
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petent to address. The fabric of housing issues is an intricate tapestry that can only be
comprehended when looked at as a whole.

B. FROM VISION TO REALITY - THE FRAMEWORK OF THIS REPORT
Senators Cranston and D’Amato—
—you ask us to propose “building blocks” for a major new housing bill.

We will try to do more. Before the building blocks should come a design.
And before that, a vision — in the mind of an architect or of many architects. Housing
policy needs to start with a vision of what it is we want to accomplish, and for whom.

That vision needs to have foundations in reality. A starting point of this
report is to depict a clear sense of what our shelter conditions and their shortcomings
are. This report looks in detail at the qualitative and quantitative dimensions of hous-
ing needs.

This assessment of housing needs in turn is set in a larger landscape of
demographic and economic forces. Fundamental to a successful housing policy is a
realistic understanding of the directions imposed by emerging demographic,
geographic, and other trends. Public policy works best when it uses or reinforces the
underlying wishes and powerful natural trends at work among people throughout the
economy. We examine demographic, geographic, and other such forces in separate
chapters of this report. ‘

Part of the environment within which housing policy will be shaped are the
constraints imposed by limited resources and by competing priorities. Housing is a
major user of labor, building materials, and land. We face serious choices in both our
private and our public activities between building new housing and new communities
or preserving the structures and neighborhoods already in place.

Housing is also the single largest user of credit in the nation’s financial net-
work. Dependence on long termm mortgage financing makes housing especially vul-
nerable to cycles and volatility in interest rates and to the effects of Federal monetary
and fiscal policies. These realities, too, are examined in this report.

Once the economic and demographic landscape is in focus, and the dimen-
sions of housing needs are in view, we get on with the business of articulating the

building blocks of housing policy. Each of these building blocks rests on one of three
concepts, which are central to the whole structure of this report.
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1. First, homeownership, while not for everyone, is a cornerstone of the
American way of life. It provides opportunity for independence, self-expression, and
a sense of fulfillment. Homeownership gets people involved in their communities,
and with their government. It builds good citizens. Homeownership, therefore,
should be a goal of Federal housing policy. It can and should be pursued primarily
through the updating and refinement of the mortgage insurance and secondary
market programs already in place and working.

2. Second, government has an obligation to help people who cannot help
themselves. This should be done primarily through rental housing assistance
programs. To be cost-effective, and to preserve existing communities and the exist-
ing housing stock, where market conditions allow, it should rely first on rental assis-
tance in occupying existing housing. In the many markets where this is not feasible, a
program is proposed for new construction and substantial rehabilitation that com-
bines the best features of past and present programs. State and local governments
should have a major role in deciding on suitable delivery systems and management of
the housing assistance process.

3. Third, private markets should be allowed to function competitively, and ef-
ficiently, so as to keep housing and mortgage credit costs to 2 minimum. Also,
numerous opportunities exist for streamlining and reducing the costs related to
buying a home. Recommendations are made for removing unnecessary cbstacles to
the free flow of credit and other resources, and for reducing costs.

Housing policy also needs commitment and follow-through from people
who care. New laws must be transformed into regulations and procedures, and into
organizational structures and managements to carry them out. We need people to run
those organizations who are committed to their programs. We need leadership with
the energy to initiate and sustain action, or, to put it another way, to translate inten-
tions into reality and sustain it.

This report presents MBA’s view of the vision, foundations, and the “build-
ing blocks” for a new national housing policy. To respond to your request, each major
section of the report includes specific suggestions for public policy action. These
recommendations are summarized in the concluding chapter of the report.

I-3
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II. The Economic Framework For Housing Policy

A. OVERVIEW

The development of a new framework for national housing policy begins with a
broad overview of housing and the national economy. Improvement in the quantity
and quality of housing for American families must continue to be a major objective of
economic as well as social policy. Methods to achieve that objective have to recog-
nize other important national goals, limitations on available resources, and progress
made in the past to provide more satisfactory living quarters for U.S. residents.

The period since the end of World War II has been one of substantial
progress in increasing the quantity, and improving the quality, of housing for the
average American family. The stock of housing has grown faster than real gross na-
tional product (GNP), with the result that the quantity of housing services enjoyed by
American families has risen as a share of real output (Exhibit II-1). In constant dol-
lar terms, personal consumption of housing services was just over 6 percent of GNP
in 1946; by the middle years of the 1970, the figure had risen to around 9.5 to 10 per-
cent, and has generally stayed in that range during the past decade.

Aggregate measures of housing quality are not readily available. One rough
aggregate indicator comes from statistics published by the U.S. Department of Com-
merce on prices of new homes of the kind sold during a particular year. These statis-
tics indicate that improvements in the amenities provided in newly constructed homes
account for over one-third of the increase in new home prices from 1963 to 1983.

The largest part of the postwar increase in personal consumption of hous-
ing services relative to GNP, shown in Exhibit 11-1, reflects the services of owner-
occupied homes. Until relatively recently, families increasingly realized the dream of
owning their own home. The homeownership rate (the percentage of households
owning their own home) grew steadily over the first three decades of the post-World
War Il period, to 65.6 percent in 1980 {(Exhibit 11-2). A strong economy, relatively low
mortgage interest rates, and a solid Federal government commitment to improve the
quantity and quality of housing were all contributing factors to this increase,

More recently, cracks have begun to appear in this wall of housing progress.
For example, the share of housing services in GNP has declined in recent years, even
though the share attributable to tenant nonfarm space rent was gradually increasing,
as indicated in Exhibit II-3. The decline stemmed in part from a reduction in the
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Exhibi 22
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Exhibit 113

Personal Consumption of
Housing Services
Percent of GNP

Constant Dollars A
Owner- Tenant-
Occupied Occupied
Nonfarm Nonfarm
Space Space All
Total Rent Rent Other

1980 9.81 6.65 2.31 85
1981 9.82 6.66 2.36 80
1982 10.14 6.89 2.46 ' 19
1983 .9.92 6.72 243 77
1984 9.51 6.46 2.34 1
1985 9.45 6.39 2.38 .68
1986 9.43 6.35 : 2.41 - .67

Source: U.S. Department of Commerce, Buteau of the Census,
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number of farm families and the abandonment of a substantial number of farm homes.
However, it also stemmed from a reduction in the share of GNP attributable to
owner-occupied nonfarm space rent. This may be a reflection of the decline in the
homeownership rate from 65.6 percent in 1980 to 63.8 percent in 1986.

The decline in homeownership since 1980 has been concentrated among
younger households (Exhibit I1-4). Among households headed by persons 50 years or
older, the rate of homeownership has been essentially unchanged over the past six
years. In contrast, among households headed by persons less than 35 years of age,
homeownership rates have declined quite dramatically, The available evidence indi-
cates that reduced housing affordability is mainly responsible for this decline in
homeownership.

B. HOUSING AFFORDABILITY
1. Rental Housing Costs

Measuring the affordability of housing is relatively straightforward for
rental housing, because it involves mainly a comparison of the costs of rent and
utilities with median family income.

- Exhibit II-5 shows percentage changes in residential rent, utilities, and
median family income for selected periods since 1970. During the 1970s, average an-
nual growth of median family income exceeded by a substantial margin the increase
in residential rent, but fell well short of the increase in the cost of utilities —which
were driven up by dramatically higher world oil prices. Since 1980, the rise in median
family income has slightly exceeded the rise in utility costs, but has fallen short of the
increase in residential rents. Over the entire 16-year period, however, residential
rents rose less than median family income and less than the rise in overall consumer
prices.

For families headed by persons 35 years and over, average vearly increases
in median family income from 1970 to 1986 were well-above the average increase in
rent, but generally below the increase in utility costs. For younger families, the figures
are much grimmer. For those headed by persons in the 15-25 age group, the average
yearly increase in median family income from 1970 to 1986 fell below the rise in rents
and far below the increase in utility costs. The income shortfall was particularly acute
for younger families from 1980 to 1986.

To a large degree, rental housing problems can be traced to probleins of in-

adequate income. Rents have continued to rise as a percentage of real GNP, and in
recent years apartment building construction has been so substantial relative to

-5
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demand for rental space that the vacancy rate has risen considerably. Moreover,
residential rents since 1970 have risen less than overall consumer prices, and less than
median family income. Such aggregate facts are, of course, small comfort to families
and nonrelated individuals whose income levels are so low that they cannot afford
decent rental housing. But they are facts that should be kept in mind in addressing
national rental housing affordability problems,

2. Costs of Homeownership

The costs of owning a home, as opposed to renting, may be measured in al-
ternative ways — before or after taxes, focusing just on the monthly payment of prin-
cipal and interest (P&I) or including other homeowner costs, measuring cash costs
only or including other opportunity costs as well. None of the available indexes of
ownership affordability deals with the various elements of homeowners’ costs in a
fully satisfactory way. But they all indicate that homeownership is less affordable now
than in most postwar years prior to 1977.

The most well-known index of housing affordability is published by the Na-
tional Association of Realtors (NAR). This index focnses on the principal cash costs
faced by a homebuyer — the monthly payment of interest and principal. Other cash
costs such as property taxes, utilities, insurance, and maintenance and repairs are not
explicitly included. Moreover, the interest cost is treated on a pre-tax basis. While
these simplifying assumptions are a limitation, it is widely recognized that variations
in mortgage interest rates and home prices are the principal sources of change in the
cash costs of homeownership.

In the NAR index, monthly payments of interest and principal are estimated
based on prevailing mortgage interest rates, the median price of existing single-family
homes sold, and an assumed 20 percent downpayment. The amount of income neces-
sary to qualify for such a loan is calculated based on underwriting guidelines estab-
lished by the Federal National Mortgage Association (Fannie Mae) and the Federal
Home Loan Mortgage Corporation (Freddie Mac). The magnitude of income
needed to qualify for a loan relative to median family income determines the affor-
dability of a home.

The NAR index, shown in Exhibit II-6, indicates that homeownership af-
fordability in the first half of 1987 regained levels not seen in almost a decade. The
NAR index also indicates that, from a cash costs standpoint, homeownership is con-
siderably less affordable today than it was during the early years of the 1970s.

Exhibit II-7 seeks to identify some of the underlying reasons for the
deterioration in the affordability of owning a home in the 1970s, and the more recent

-8



e Yy bt

O e s

w s

:
4
H

359

Exhive 6

NAR: Affordability Index 1971 to 1987 Q2
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Peréent Change,
Annual Rate

1970-81 1981-86

Median Family Income 7.7 5.0
Monthly Payment of Interest and Principal 15.4 -32

Home Price 10.1 39

Mortgage Rate 55 ~-7.5
Consumer Prices 8.0 38
Average Gross Hourly Eamnings' 7.4 38
Average Gross Weekly Earnings' 7.1 36

'Private Nonfarm Economy

Source: U.5. Department of Commerce, Bureau of the Census, and U.S. Department of Labor, Bureau
of Labor Statistics.
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improvement, reflected in the NAR index. Shown there are annual rates of change in
median family income and the monthly P&I payment from 1970 to 1981, and from
1981 to 1986, along with annual rates of change in consumer prices and wages over
the same two periods.

The message in these statistics is rather simple. The 1970s were years of
high inflation. Real incomes showed little increase, because productivity growth was
low and rising prices of foreign oil were draining income from the U.S. Inflation led
to a dramatic increase in mortgage interest rates, and home prices rose sharply as well.
The cash costs of housing increased much faster than family income. Since 1981, in-
flation has come down, mortgage interest rates have fallen, and home prices have
risenn more slowly. The cash costs of housing have actually declined, while median
family income has advanced at a pace somewhat above the rate of inflation. Changes
in the rate of inflation are clearly the principal source of changes in the cash costs of
homeownership and in this measure of affordability.

Exhibit I1-8 shows estimates by the MIT/Harvard Joint Center for Housing
Studies of the relation between cash costs and total costs of homeownership, each
shown as a percentage of median household income. During the 1970s, rates of home
price appreciation were high compared with the level of mortgage interest rates.
During those years, the total costs of homeownership were low relative to cash costs.
More recently, rates of home price appreciation have been low relative to the level of
mortgage interest rates, so that the total costs of homeownership have risen sharply
relative to the cash costs. In 1986, total costs of homeownership as a percent of
median income were much higher, relative to the years of the 1970s, than was the case
for cash costs.

This difference between cash costs and total costs of homeownership cor-
responds roughly to the difference between nominal (actual) and real (after adjust-
ment for inflation) mortgage interest rates (Exhibit 1I-9). From 1970 through 1978,
increasing nominal mortgage interest rates were accompanied by an even faster rise
of home prices. Consequently, real mortgage interest rates declined and were nega-
tive from the mid 1970s until 1981. Real mortgage interest rates rose to dramatic
heights during the first half of the 1980s before turning down. Today’s level of real
mortgage interest rates is still very high by historical standards.

The two measures of homeownership costs are both important because they
have relevance for potential homebuyers in different financial situations. To an in-
dividual whose annual income is barely enough to meet the qualifying income of a
typical mortgage lender, the cash costs of homeownership are likely to be more criti-
cal. Anincrease in the cash costs may prohibit such an individual from buying a house,
even though future appreciation in the value of that house might make it an attractive
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Exhibit I8 )
Housing Costs as a
Percentage of

Median Household Income

Recent Purchasers

Alter-tax
Total Costs® Cash Costs"
1970 1.6 219
1971 15.4 229
1972 7.0 23.5
1973 11.0 26.6
1974 1.0 285
1975 13.0 299
1976 9.2 30.7
1977 ) 8.1 " 314
1978 7.1 34.8
1979 1.6 35.7
1980 240 36.9
1981 35.5 357
1982 41.6 374
1983 322 31.8
1984 33.7 32.0
1985 302 31.6
1986 278 304

*Total costs equal after tiax castt plus the oppottunity cost of the homeowners egquity asouy the
expected snnal appreciation of the hoine.

PAfter-tax cash casts cqual the sum of alter tax mogage payinents, after lax propery tx payments.
expenses for utilites, maintenance aed repears, and insurance sl FBNKIO0 costy,

Source: 1970 to 1985, MIT /Harvard Joind Cettter bt Housimg Studies; TURE, extunate by MBA,
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Exhibir £

Nominal and Real Mortgage Rates
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investment. For a person whose current income is well above qualifying levels, the
total costs of homeownership may be the more relevant measure. High total costs of
homeownership may encourage such an individual to meet his or her needs for shel-
ter by renting rather than purchasing, or by acquiring a smaller home.

Both concepts of costs and affardability help to explain why homeownership
rates have declined since 1980, High cash costs early in the 1980s kept many younger,
first-time, homebuyers out of the market for several years. At the same time, the con-
tinued relatively high levels of real mortgage interest rates and total homeownership
costs help to explain why single-family housing starts and sales in the past two years
have remained below the levels of the late 1970s, when nominal mortgage interest
rates were close to those prevailing today.

Exhibit 11-10 shows indexes of cash affordability by age of family head. Be-
tween 1970 and 1986, cash affordability declined by nearly one-half for families in the
15 to 24 age group, one-third for those in the 25 to 34 age group, and about one-fourth
for older families.

For younger families, families in lower-income brackets, and first-time
homebuyers, high cash costs are not the only obstacle to homeownership. Often, the
principal hurdle that must be surmounted is the size of the downpayment. To il-
lustrate this point, Exhibit II-11 shows what a 10 percent downpayment on an average-
priced home of constant quality amounts to as a percent of median family income by
age of family head. For families in the 15 to 24 age group, the figure rose from 41 per-
cent in 1970 to 62 percent in 1986; for those in the 25 to 34 age group, the increase
was from 29 to 35 percent. For alder age groups, the increase was smaller, and it ac-
tually declined for families in the 65 and over age bracket.

With regard to homeownership, problems of affordability partly reflect the
distribution of income, but there are more general problems as well. The costs of
homeownership have risen much faster than median family income over the past 15
to 20 years. The reason is that interest rates today —in both real and nominal terms —
are far higher than they were two decades ago. Methods to improve the ability of
American families to own their own home are unlikely to be very successful if they do
not take account of that fact. ‘

C. OTHER NATIONAL PRIORITIES

These aggregate statistics point to an increasingly serious problem of af-
fordability in recent years, although the nature of the problem differs as between
rental housing and owner-occupied homes. Affordability problems in both areas are
particularly acute for younger families. Disaggregated statistics shown elsewhere in

1I-14
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it B-10 .
Indexes of Cash : :
Affordability By Age of :
Family Head i
1524 2534 3544 4554 5564 Over ;
1970 105.1 12 170.4 181.0 155.1 T4 :
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this report reveal an even starker picture of housing inadequacies for large, and grow-
ing, numbers of American households. In considering what should be done about
these problems, consideration needs to be given to other important national
economic priorities. If more resources are devoted to housing, where should they
come from?

It would be widely agreed that the list of urgent national priorities is a long
one, Three stand out as major problem areas whose solution impinges directly and
indirectly on the ability to increase the amount of resources available for housing.
They are: 1) the need to increase productivity growth; 2) reduction in the Federal
budget deficit, and 3) reducing the U.S. trade and current account deficits with the
rest of the world.

1. Productivity Growth

One of the widely discussed disappointments of recent years is the slow-
down of productivity growth in the U.S. economy. Over the first 25 years of the post-
war period, productivity in the private nonfarm business economy (output per unit of
labor input) increased on average about 2.25 to 2.5 percent per year. Since then, in-
creases have averaged around 1 percent a year, or somewhat less, depending on which
years are used as end points for measurement purposes.

The sources of this slowdown in productivity growth are not well under-
stood, nor is there any obvious solution at hand to accelerate the growth of produc-
tivity — which is so important to future living standards. It would probably be general-
ly agreed, however, that an indispensable part of a program to improve productivity
in the nonfarm business sector would be to increase the rate of net investment in non-
residential fixed capital. As Exhibit II-12 indicates, the ratio of net investment in non-
residential capital to GNP in recent years has been unusually low, barely over 2.5 per-
cent, compared with figures of 3 percent or more during most of the postwar years.

2. Reducing the Federal Budget Deficit

Progress in reducing the Federal budget deficit in fiscal 1987 has been
heartening: the deficit this fiscal year will be $60 to $70 billion below the $220 billion
figure of fiscal 1986. Substantial further reductions are needed over time to bring
Federal outlays and revenues into reasonable balance. It would be difficult to iden-
tify any single step that would be of greater long-term benefit to housing than to move
toward reducing the Federal deficit, reducing direct Federal borrowing, and reducing
real interest rates. Short-term efforts to improve the affordability of housing must
keep this long-term linkage between the Federal budget and housing clearly in mind.

-17
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Exhibit 112
Net Investment in
Nonresidential Capital

Constant Dollars Percent of GNP
1946-50 - 4.08
1951-60 297
1961-70 3.67
1971-80 3.26
1981-86 2.60
Source: U.S. Department of C: e B of Labor Statistics.
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3. Reducing the External Deficit

The U.S. trade and current account deficits with the rest of the world must
be reduced substantially, if not eliminated altogether, over the next three to five years
to avoid a massive further increase in U.S. debt to the rest of the world. The servic-
ing of this debt reduces real incomes of American citizens, and it is therefore crucial
that the rapid rise in U.S. external debt during recent years come to an end.

Closing the gap between imports and exports of goods and services, a
process underway in 1987, acts as a stimulant to the U.S. economy. Export-led growth
requires more modest increases in domestic aggregaté demand if inflationary pres-
sures are to be avoided. Programs to foster greater housing affordability must keep
this fact in mind also.

4, Economic Policy to Improve Housing Affordability

The broad-brush treatment of housing and the overall economy presented
in this section of the report suggests a few general conclusions about the overall direc-
tion of housing policy for the future.

First, our nation needs to avoid a resurgence of inflation that would raise in-
terest rates, increase the price of homes, and reduce housing affordability. The un-
derlying or core inflation rate (the rate of inflation excluding food and energy) is now
in the range of 4 percent, well below the rates prevailing in the late 1970s and early
1980s. During the course of the current economic expansion, which is now in its fifth
year, the underlying inflation rate has not increased, and that is certainly a notewor-
thy accomplishment. But there is no reason to be satisfied with 4 percent inflation.
We can, and should, aim to do better. A further reduction of inflation would be most
beneficial for younger households and first-time homebuyers, because it would
reduce nominal interest rates and the cash costs of homeownership, which are par-
ticularly critical for this segment of the population.

Controlling inflation is partly the province of monetary policy, but other
government policies can affect inflation as well. Federal budgetary policy is one of
them. We cannot realistically expect to bring down inflation further unless the
Federal budget deficit continues to decline. Equally important in the outlook for in-
flation is the avoidance of protectionist measures, which would increase prices and in-
terest rates and reduce the affordability of housing,

Second, a concerted effort needs to be made to bring down real interest
rates, which are still quite high by historical standards. Perhaps we can never return
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to the very low real interest levels of the 1970s or the earlier years of the postwar
period. During those years, there were substantial blockages of credit flows to various
segments of the economy because of usury laws, ceilings on the rates that depository
institutions could pay to attraci deposits, and other factors. Removing those barriers
to credit flows has made money and capital markets function more efficiently, and has
opened access to credit to individuals and businesses that would otherwise be unable
to borrow. The consequence, however, is that real interest rates now do the lion's
share of the rationing of available funds among potential borrowers. They are there-
fore higher than they would be in a world in which a substantial amount of nonprice
credit rationing occurred. Nonetheless, even under present circumstances, real inter-
est rates would be lower if the Federal government reduced its borrowing.

A step that would help lower real interest rates could be to consider tax
policies that encourage a higher rate of personal saving. Individual retirement ac-
counts (IRAs), which first became tax deductible in 1982, have been of little help in
this endeavor; by and large, most of the funds going into IRAs reflect transfers of
financial assets from one form to another, rather than increased saving relative to in-
come.

An alternative approach to increasing national savings could be to consider
ways of reducing our heavy reliance on the individual income tax, as a source of
revenue, and shift toward some use of a broader based sales tax or value added tax,
with appropriate exemptions to avoid regressivity. Direct taxes on consumption
would alter substantially the price of consumption relative to saving, and would thus
encourage additional saving out of income. This would be a dramatic shift in the
structure of Federal taxes and therefore should only be pursued through careful and
thorough study. It would be based not just on grounds of improving the affordability
of housing, nor need it be. Improving the quantity of saving available for investment
would benefit all forms of investment, and it therefore may be justified on much
broader grounds.

Consideration also might be given to the possibility of permitting first-time
buyers to withdraw funds from IR As, without tax penalties, to make downpayments
on homes purchased. Existing IRAs could be used for that purpose, and persons
eligible for IRAs under current tax law could look forward to future withdrawals of
funds from their IRA for making a downpayment on their first home.

Such ause of IRAs would not involve the creation of a new tax shelter, but it might in-
volve some loss of revenue to the Treasury. The reason is that some taxpayers eligible for IRAs
under current tax law are not taking advantage of that eligibility because all the funds they save
are destined for a downpayment on a home. Permitting IRAs to be used for downpayments by
first-time homebuyers could enable such taxpayers to accomplish two objectives at once.

1120

78-541 0 - 87 - 13




370

II. Demographic and Geographic Forces

A. INTRODUCTION

Among the building blocks of a national housing policy for the remainder of this cen-
tury and the start of the next are the underlying demographic and geographic trends
expected for that period. Demographic trends play a critical role in the determina-
tion of the quantity, quality, and location of future demands for housing. Projected
growth of the aggregate number of households, which is based upon population
growth, the age structure of the population, and the propensity of members of the
population to form households, provide a guide to the aggregate number of new hous-
ing units needed to maintain an adequate stock of housing. In turn, these household
formation decisions are strongly influenced by economic and social factors, par-
ticularly the cost of housing. The age of the households, marital status, and income of
these new households suggest what type of additional housing will be needed. Final-
ly, migration patterns within the country indicate where this additional housing will
likely be located.

B. GROWTH IN THE NUMBER OF HOUSEHOLDS

Since the middle of this century the rate of growth of the population has
been slowing and, based on U.S. Bureau of the Census projections, this trend is ex-
pected to continue well into the future. Exhibit III-1 shows the U.S. population for
1960-85 and projections out to 2000, along with percentage shares of selected age
groups {also depicted in Exhibit III-2). Exhibit III-3 presents the actual and projected
percentage changes in population in selected age groups over ten-year intervals from
1950 to 2000. Overall, the population growth rate is clearly decelerating. The com-
pound annual growth rate was 1.7 percent in the 1950s, 1.3 percent in the 1960s, about
1.0 percent from 1970 to 1985, and is expected to decelerate further to about 0.6 per-
cent by the late 1990s. The primary factor behind this slowing growth rate is the
decline in the birth rate, In 1960, the birth rate in the U.S, (live births per 1000
population per year) stood at about 24, By the late 1970s, the birth rate had fallen to
just below 15. Since then, the rate has increased somewhat, but appears to have sta-
bilized between 15 and 16,

Despite this trend of declining aggregate population growth, the changing
age structure of the population has caused the number of persons in the various age
groups to increase or decrease precipitously. In particular, the baby boom, a large
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U.S. Population by Age
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Total and by Age Group

1950 1960 1970 1980 190

0 to to to to

1960 1970 1986 1990 2000
Al Ages 187 135 I 9.6 13
Under 16 Years 353 53 ~ {08 4.8 a3
160 24 Years 9.8 488 9.2 -16.8 -2
250 34 Years ~4.6 1.5 48.6 5.7 ~163
35 ko 44 Yeurs 113 ~4.4 7 463 156
45 10 54 Years 173 133 -24 e 46.}
55 to 64 Years 156 198 65 -33 29
65 Yaars and Over s 206 18 253 0.2

Source: {15, Bureass of the Censicy, Cumens Frpukavus Zepowts, Serws 25, Mos. 3EE 519, 917, snd 965,
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cohort of individuals born between 1945 and 1964, has moved like a large bubble
through the age structure and has had major social and economic impacts,

From 1985 on, the proportion of the population in the 25 to 34 age group is
projected to decline as the baby boomers move into the 35 to 44 and 45 to 64 age
groups. The population 65 years and older represents a growing share of the total —
largely the result of better medical care and increased life expectancies. After 2010,
growth in this age group is expected to accelerate as the baby boomers arrive. The
large and growing retired population will have many significant economic and social
implications, and must be considered carefully when designing programs, housing or
otherwise, that serve the elderly. Ultimately, these programs must be financed by
those working —a declining share of the population in the future.

The effects of growth in the population and shifts in the age structure of the
population on housing demand depend on the propensity of the population to form
households. Exhibit III-4 contrasts the growth in households with population growth
over the period from 1960 to 2000. Growth in households peaked at about a 2.5 per-
cent compound annual rate in the 1975-80 period, decelerated sharply to about 1.5
percent in the 1980s, and is expected to further decelerate to a little over 1 percent in
the 1990s. Over the entire period, the houschold growth rate exceeded the popula-
tion growth rate.

Exhibit ITI-5 presents actual and projected average annual increases in the
number of households in total and in selected age groups for five-year intervals from
1970 through 2000. From 1970 to 1975 an average of 1.5 million new households were
established each year, while from 1975 to 1980 the average annual increase was nearly
2.0 million. The bulk of these increases occurred among the baby boom age groups
and the elderly.

From 1980 to 1985, unfavorable economic conditions, such as relatively
high unemployment and high housing costs, reduced the average annual increase in
the number of households to 1.2 million.

It is generally recognized that 1980 was a major turning point from increas-
ing to decreasing household formations. The fastest growing age group during the
decade of the 1980s is 35 to 44 years, which in 1980 had a headship rate just 1.6 per-
centage points higher than the 30 to 34 age group. In the decade of the 1990s the
fastest growing age group will be 45 to 54 years, which in 1980 had a headship rate just
0.7 percentage points above that of the 35 to 44 age group.

In addition to the age structure of the population, other factors are also
likely to promote a slower rate of household formation. One of the most important

11-5
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Exibt 4

Growth in Population and Households
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is housing affordability, as discussed elsewhere. With respect to marriage and
divorce, there is evidence that as the baby boom generation passes from young adult-
hood to middle age, a period in which marriage is more prevalent and divorce less
prevalent, the divorce rate is declining while the marriage rate is rising.

The combined effect of these economic and demographic influences is that
the annual increase in the number of households is expected to average about 1.5 mil-
lion during the period from 1985 to 1990. From 1990 to 1995 this figure is expected
to decline to about 1.2 million. As shown in Exhibit III-6, this slowdown in the rate
of household formations implies a decline in the number of new housing units that
need to be constructed. During the period from 1996 to 2000 an estimated 1.5 mil-
lion housing units per year will need to be constructed to keep pace with demand,
nearly 500,000 units less than during the period from 1970 to 1985.

C. THE TYPES OF NEW HOUSEHOLDS

Exhibit III-7 (and Exhibit III-8) show that, while the annual increase in the
number of households is expected to decline in the future, there is also evidence that
there will be a change in the mix of family versus nonfamily households. Over the
period from 1970 to 1985, over half to all new households were nonfamily households
while about one of every four was traditional husband/wife family households. As a
result, married couple households declined from 70.5 percent of all households to -
§8.1 percent. Growth of the number of families with no spouse present —a reflection
of the increase in the divorce rate and a large increase in the rate of births to unmar-
ried women —also contributed to the slower growth of married couple households.

Over the remainder of this century it is expected that married couple
households will represent a larger proportion of new households than was the case
from 1970 to 1985. For example, from 1985 to 1995, over half of all new households
will be family households with about one-third being married couple households.
Again, this reflects the fact that the bulk of the new households created over this
period will be headed by individuals aged 35 to 54 years, an age group where marriage
is more prevalent and divorce less prevalent. However, the proportion of all
households which are married couple households is expected to continue to decline,
albeit at a much slower rate than in the past.

Also significant is the tenure of the new households expected to be formed
over the remainder of this century. The individual household’s tenure choice decision
is determined by the cost of owning relative to the cost of renting. In the aggregate,
the proportion of new households formed which are owners versus renters also
depends on the ages of the heads of these new households, since the likelihood of
ownership increases with age. It is expected that relatively high proportions of

-8
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Exhibit -6 )
Estimates of Average Annual Need for
New Housing Units*
Million of Units

1970-1985  1986-1990  1991-1995  1996-2000
Total 1.95 1.90 1.60 1.50
Increase in
Households 1.65 1.60 1.30 1.20
Replacement .30 30 .30 30

*Includes allowance for “normai” vacancy rate.

Source: Patric H. Hendershott, “Houshehoid F jon and H hip: The impacts of
Demographics and Taxes,” mimeo, Seplember 1986.

Exhibi f1l-7
Average Annual Increase in
Households by Marital Status*
Thousands
1970-1985 1985-1990 1590-1995 1995-2000
Total 1,560 (100.0%) 1,480 (100.0%) 1,210 (100.0%) 1,120 (100.0%)
Family 760 (48.7%) 780 (53.4%) 620 (50.8%) 500 (44.6%)
Married .
Couple 380 (24.4%) 520 (35.6%) 380 (31.1%) 286 (25.0%)
No Spouse
Present 380 (24.4%) 260 (17.8%) 240 (19.7%) 220 (19.6%)
Nonfamily 800 (51.3%) 680 (46.6%) 600 (49.2%) 620 (55.4%)

“All numbers have been rounded.

Source: (1.5 Bureau of the Census, Current Pnpulation Reports, Series P-20, No. 412 and Series P25,
Ho. 986.
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households to be formed in the future would prefer to be owners. As shown in Ex-
hibit III-9, the proportion of new households which were owners declined to 41
percent during the 1980 to 1985 period, causing the aggregate homeownership rate to
decline. From 1986 to 2000, an estimated 70 to 80 percent of new households will be
owners thereby boosting the aggregate ownership rate.

Given the types of additional households expected to be formed in the fu-
ture, it is possible to project the likely mix of future housing construction. As shown
in Exhibit III-10, it is expected that while the number of units constructed declines,
single-family homes will represent a larger share of the total than has been the case.
Moreover, these single-family homes are likely to be larger, with more amenities, to
satisfy the demands of move-up or repeat homebuyers.

D. MIGRATION PATTERNS

Slower growth in the number of households is not the only demographic fac-
tor to consider in assessing future demand for housing. If there are significant
regional shifts in the population, this factor too must be taken into consideration. Ex-
hibit III-11 and Exhibit ITI-12 show the actual and projected U.S. resident population
by region. From 1960 through 1985, the share of total resident population declined in
the Northeast and the Midwest, but increased in the South and West. These migra-
tion patterns are expected to continue in the future. Because people move, while
houses do not, these regional shifts in the population imply more housing demand
than would be the case if regional shares remained stable. Additional housmg must
be provided in the rapidly growing regions.

Im-12
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Exhibit 19

Actual and Projected Additional
Households by Housing Tenure

Aggregate
Homeownership
Rate at End
Owner Renter of Period
1971-75 67.9% 32.1% 64.6%
1976-80 72.9% 27.1% 65.6%
1981-85 41.1% 58.9% 63.9%
1986-90 1% 29% 64.5%
1991.95°* 80% 20% 65.4%
1996-2000* 7% 23% 66.0%
*Forecast: Source: Patric H. Hendershott, “Household Formation and H hip: The Impacts
of Demographics and Taxes,” mimeo, September 1986.
Exhibit 8110
Supply of New Housing
Units by Type, 1970-2000
Miltions of Units
Average Annual Level
1970-1985 1986-1990 1991-2000
Single-family
construction 1.00 1.20 1.00
Multifamily
construction 60 50 40
Manufactured
housing 35 20 20
Total supply 1.95 1.90 1.60
Sources: Dwight M. Jaffee, “The D d for Housing Units,™ Sak 8roth Inc.. December 1986
and Population Reference Bureau, Inc.. "Demographics and Housing in Amwrica.” Population

Bulletin, Vol. 41, No. 1, January |, {986
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U.S. Resident

Population by Region

Region

Year Total, Alt Regions Northeast Midwest Scuith Wes(

Millions: 1960 t793 4.7 SI6 550 28.1
1870 233 49.1 56.6 523 1Y
1580 2265 431 589 754 4432
198% 2387 499 5932 813 418
1990 249.2 44 603 8786 23
2000 678 464 597 988 823

Percent of totat: 1960 0.9 43 288 0.7 1586
1970 000 . 218 09 173
1980 1000 A7 2.0 83 184
1985 iws 25 a8 343 20.0
1990 1000 %94 242 352 22
2000 1000 174 23 A 234

;2 Maine, New | ire. Vermoni. Massachusetts, Rhode Island. Connecticut, New York, Rew Jersey, Pennsyivania
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IV. Defining Housing Needs

A. INTRODUCTION

The passage of the Housing Act of 1949 established as a national goal a general
upgrading of the nation’s housing stock to culminate in “a decent home and suitable
living environment for every American family.” The following 30 years (1950 to 1980)
witnessed massive investment in housing and supporting infrastructure, fueled by
rapid economic growth, relatively stable financial conditions, advances in both hous-
ing construction and finance, and government policy which clearly encouraged this in-
vestment. The results were dramatic. Roughly 60 percent of all year-round housing
units in existence today have been built since 1950. The quality of the housing stock,
in terms of its physical condition, amenities, and spaciousness, significantly improved.
The rate of homeownership increased to the point where roughly two of every three
households owned their home.

This achievement does not mean, however, that the housing situation is
without problems and that the goal set forth in the Housing Act of 1949 has been
achieved. Millions of households continue to live in housing that is physically inade-
quate or overcrowded. Moreover, particularly in the decade of the 1980s, for a larger
and growing number of households, acquiring physically adequate and uncrowded
shelter represents a financial burden.

B. THE MEASUREMENT OF HOUSING PROBLEMS

A recent study by the Department of Housing and Urban Development
(HUD) takes a close look at the current housing situation based on data from the An-
nual Housing Surveys (AHS) of 1975, 1977, 1981, and 1983.1 In this study, as has
traditionally been the case, housing problems are separated into two categories,
quality and affordability. Housing quality is measured by the physical condition of the
housing unit and by the number of people who reside in the unit. Affordability is
measured by the extent of financial burden that housing costs impose on the

1 Irby, Iredia, “Attaining the Housing Goal?” U.S. Department of Housing and Urban Develop-
ment, Housing and Demographic Analysis Division, Office of Economic Affairs, July 1986. 1983
is the most recent year for which data are available. A new survey, the American Housing Survey,
was conducted in 1985. Results from that survey should be available by late 1987 or early 1988,
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household. In this HUD study quality and affordability are measured by the follow-
ing three criteria:

1. Physical Inadequacy

A housing unit is judged to be physically inadequate when plumbing, heat-
ing, electrical, sewage, maintenance, or public hall defects or flaws exist. A housing
unit is judged to be severely inadequate when these defects or flaws are determined
to be most serious in terms of health, safety, and repair cost.?

2. Crowding

A housing unit is defined as crowded when there is more than one person
per room.

3. Cost Burden

A renter is considered to be cost burdened when more than 30 percent of
gross household income is devoted to housing costs. (A renter’s gross housing cost is
gross rent which includes contract rent plus the cost of utilities and fuels paid by the
renter.) A homeowner paying on a mortgage on that property is considered cost bur-
dened if more than 40 percent of gross household income is devoted to housing costs.
(A homeowner’s housing costs include mortgage principal and interest, real estate
taxes, property insurance, utilities, fuel, and garbage and trash collection. Main-
tenance costs are not included.)

Exhibit IV-1 presents measures of these criteria of housing problems for
four years, 1975, 1977, 1981, and 1983. In 1975, 7.7 million or 10.6 percent of the 72.6
million occupied housing units were deemed to be physically inadequate. Of those,
3.1 million or 4.3 percent of the total were severely inadequate. By 1983, physical in-
adequacy had declined in both absolute terms, down to 7.6 million units, and relative
to the total occupied housing stock, down to 8.9 percent. In total, the number of in-
adequate units declined by 1.8 percent over the eight-year period. The number of

2The AHS gathered 35 indicators of housing condition and quality. These indicators are used to
precisely define the conditions of inadequacy and severe inadequacy. Other researchers have used
these same indicators to derive somewhat different definitions of physical inadequacy.
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Extent of Housing Problems in the U.S.:
1975, 1977, 1981 and 1983*

Units in Thousands
. Percent Change
1975 1977 1981 1983 1975 to 1983
Occupied Housing
UnityHouseholds 72,583 75398 83,203 34,642 +16.9%
fnadequate Umits: * 7,704 7.641 769 7,361 - 1.8%
L] 10.6% 10.1% 2.3% 8.9% e
Severely inadequate Units: . 3ia 2949 2,985 2,876 - 7.9%
% 4.3% 19% 3.56% 3.4% -
Crowded Units: * 2742 2458 2,489 2230 - 18.7%
% 3.8 3.3% 3.0% 26% -
Cost Burdened Househoids: * 8782 19,101 12899 14,425 +64.8%
% 12.1% 13.4% 15.6% 17.0% —
Total tnits With Housing # 19,158 2,197 23.083 24216 +26.1%
Problems. % 26.5% 26.8% 27.8% 286 s
* et Cabegories. of e y Cromedted uoms. ty it are
P Rty sotuase whike houretiohty wotft 3 Com Darden ane Snly those 0 Physcally sdequaic,
uncrowded units.
Source: hy. iNdia. “Anaunsy e Housing Goats?™ U5 Depitment of Housing and Urban Derclop
overm, Houseng and Demogragic Aniysss Desson, Office of Econonc Aa, July 1985,
Iv-3
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units regarded as severely inadequate declined by an even greater percentage, down
nearly 8 percent to 2.9 million units or 3.4 percent of the occupied stock.

The incidence of overcrowding declined even more substantially over this
period, In 1975, 2.7 million units representing 3.8 percent of the stock met the
criterion for overcrowding. By 1983, that number had declined about 19 percent to
2.2 million units or 2.6 percent of the occupied stock.

In contrast, the number of households that were cost burdened rose sharply
between 1975 and 1983, In 1975, a total of 8.8 million households were considered to
be cost burdened, representing 12.1 percent of all households. By 1983, that number
had risen 65 percent to 14.4 million or 17.0 percent of all households.?

On balance, the number of households or occupied housing units with a
housing problem rose by 26 percent to 24.2 million, over one-quarter of the total.
Declines in physical inadequacy and crowding were more than offset by increases in
cost burden. Moreover, by 1983 the number of cost burdened households exceeded
the number of physically inadequate and crowded units. Thus, it is clearly the case

at affordability has surpassed housing quali the pril housing problem facin;
the Nation.

C. TYPES OF PHYSICAL DEFECTS

Data on actual physical defects indicate that the number of housing units
lacking basic facilities, such as kitchens, bathrooms, and plumbing, has been declin-
ing as units lacking such facilities are removed from the housing stock. For example,
from 1975 to 1983, the number of housing units lacking kitchens declined 45 percent
to just 0.8 percent of the stock. Similarly, the number of units without private
bathrooms declined 33 percent to 0.4 percent of the stock. However, the data also in-
dicate that the incidence of poor maintenance, as evidenced by such defects as plumb-
ing breakdowns, exposed wiring, and interior ‘walls, ceilings, and floors with cracks
and holes, has been increasing. The number of units with recurrent breakdowns of
sewage, septic tank, or cesspool equipment increased by 56 percent from 1975 to 1983,
while the number of units with exposed wiring increased 69 percent. This trend is not

3The terms household and occupied housing unit are used interchangeably, due to the fact that a
household is defined as a person or group of persons who occupy a housing unit. The major
categories of housing problems are mutually exclusive. Crowded units are only those in physically
adequate, uncrowded units. In 1983, 2.9 million households living in physically inadequate and/or
crowded units were also cost burdened, bringing the total number of cost burdened households to
17.3 million or 20.4 percent of ail households.
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inconsistent with the tremendous increase in the incidence of cost burden. For ex-
ample, bomeowners facing affordability problems likely delay or forgo maintenance
expenses that they otherwise would incur if their income allowed. Similarly, landlords

apparently delay or forgo maintenance expenses which they would be unlikely to
recover in higher rents.

b. THE CHARACTERISTICS OF HOUSEHOLDS FACING HOUSING PROBLEMS

Housing problems are considerably more common among renters than
among homeowners. In 1983, 6.2 percent of owner-occupied housing units were
physically inadequate compared to 13.8 percent of renter-occupied units (see Exhibit
IV-2). Similarly, 2.2 percent of owner-occupied units were severely physically inade-
quate while 5.7 percent of renter-occupied units were severely physically inadequate.
With regard to crowding, 1.9 percent of owner-occupied units were crowded com-
pared to 4.0 percent of renter-occupied units. Moreover, in absolute numbers,
crowded owner-occupied units declined by nearly 35 percent from 1975 to 1983 while
the number of crowded renter-occupied units increased by 3.4 percent.

This increase in the incidence of crowding among renters is likely due to the
high and rising incidence of cost burden. By 1983, roughly one-third of all renter
households were cost burdened. The incidence of cost burden among owners in 1983
was much lower —8.4 percent. However, the number of cost burdened owners had in-
creased nearly 80 percent from 1975 to 1983, substantially faster than the rate of in-
crease among renters. Overall, in 1983 half of all renter households experienced
some type of housing problem compared to about one of every six owner households.

This sharp divergence between owners and renters in the incidence of hous-
ing problems is attributable to two factors. First, owners have greater control over the
physical quality of their residence. If a plumbing, heating, or some other defect arises,
an owner can either fix the problem personally or contract to have the work com-
pleted. In contrast, a renter likely would have to call the landlord and request that
such problems be corrected.

The second factor is that the incidence of housing problems, particularly af-
fordability problems, is heavily concentrated among the nation’s poorest households,
a large proportion of which are renters. As shown in Exhibit IV-3, very low-income
households, which made up 27 percent of all households and 43 percent of all renters
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Extent of Housing Problems in the U.S. by
Housing Tenure: 1975 and 1983

Units in Thousaods
. QOwners Renters
Percent Percent
1975 1563 Change 1975 -1983 Change
Number of Households 45,920 54,890 +17.0% 25,613 23,952 + 16.8%
Percent of Total Households 84.7% M4.7% e 35.3% 35.3% o
Inadequate Units: * 3,507 3420 ~2.5% 4,187 4,141 - 1.3%
k] 7.5% 8.2% o 16.4% £3.8M
Severely Inadequate Units: * 1203 1,178 -2.4% 1920 1,688 - 11.6%
. % 26% 2.2% — 7.5% 5.7% ——
Crowded Units: * 1588 1034 ~34.8% 1,157 1,196 + 3.4%
% 3.4% 1L9% — 4.5% 4.0% -
Cost Burdened Households: # 2,882 4581 +79.5% 6200 9,844 +58.8%
% S4% 84w — 24.2% 32.9% —
Total Units With Housing * 7844 9.035 +18.2% 1.5 15,181 +314%
Problems: % 16.3% 16.5% - 45.1% 50.7% B
Source. Uty fredw. At the Howats Goaby? U S Depaiment of Bawog st Urtban Drerp
ment. Howsstet ated Demoraphc Acaies Devivion. Offce of Exomanc At fole 1906
Exhibat V-3
Distribution of Housing Problems by
[ncome Class: 1983
Low- T
Very-low  Moderate-
Al lrcome fncome Al
He H hy Other
Qccupied
Housing Units/
Househalds 100.0% 27.0% 18.2% 54.8%
Renters 100.0% 43.0% 21.7% 35.3%
Inadequate
Units 100.0% 50.3% 20.5% 202%
Severely
fnadequate
Units 10.0% 56.8% 18.1% 25.1%
Crowded Units 100.0% 41.5% 2.6% 35.9%
Cost Burdened
Households 100.03 L% 19.2% 29%
Units With
Housing
Problems 100.0% 62.4% 15.9% 17.7%
.
A kv otk i wcome §) &
NS0 i Oee

Sowce: iy, \redia. Mg ihe Housing losh?™ U.S. Department of Howsing and Urban Develop-

e, Houmon s Desomraphic Analysis

Dmsisin, (Xfice of Froncene: Afsies, Jily 1986
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in 1983, represented about 72 percent of all cost burdened households and occupied
about half of all physically inadequate housing units.?

Overall, very low-income households occupy about two-thirds of all units
with housing problems. Low- to moderate-income households make up about 18 per-
cent of all households and occupy about 20 percent of all units with housing
problems.

Housing affordability problems among very low-income households wor-
sened dramatically over the period from 1975 to 1983. The number of cost burdened
very low-income houscholds increased sharply in both relative and absolute terms
over the period. By 1983, 45 percent of very low-income households were cost bur-
dened.

At the same time though, the incidence of physically inadequate units while
very high, declined in absolute terms, and the number of very low-income households
living in crowded housing declined in relative terms (see Exhibit 1V-4).

Overall, two of every three very low-income households experience some
type of housing problem, based on these latest available data.

Exhibit IV-5 and Exhibit IV-6 present additional information on the charac-
teristics of very low-income households. For example, half of all very low-income
households are female headed, about one-third are headed by an elderly individual,
nearly 20 percent are black, and about 8 percent are Hispanic. (Note that these
groups are not mutually exclusive.)

Each of these subgroups of very low-income households is experiencing a
high incidence of housing problems, particularly affordability problems. For ex-
ample, 67 percent of very low-income, female headed households were experiencing
housing problems in 1983, with 48 percent being cost burdened, 16 percent living in
physicaily inadequate units and 3 percent living in crowded units. For black- and
Hispanic-headed households the incidence of housing problems is even greater. For

4 very low-income houschold is defined as having an income 50 perceat or less of the local area
median family income. Cash income only is used in making this classification.

5 A low- to moderate-income household is defined as baving 51 to 80 percent of the local area median
family income. Cash income only is used in making this classification.

v-8
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Trends in Housing Problems
Among Very-Low Income Households:
1975 and 1983*

Units in Thousands

Percent
1975 1983 Change
Number of
Households 19,117 22,943 +20.0
Percent of All
Households 26.3% 27.0% —_
Inadequate Units: # 3918 3.805 -29
% 20.5% 16.6% ——
Severely # 1.876 1,633 -13.0
Inadequate Units: % - 9.8% 7.1% —
Crowded Units: # 856 926 . +82
% 4.5% 4.0% —
Cost Burdened # 7.049 10,368 +47.1
Households % 36.9% 45.2% e
Total Units
With Housing .# 11,823 15,099 +21.7
Problems % 61.9% 65.8% _—
A very-low-i household is defined as having an income 50 percent or less of the local area

median income.

Sauree: irby, Iredia. “Attaining the Housing Goals"‘ U.S. Depastment of Housing and Urban
Development, Housing and Demographic A Division, Office of Ec ic Alffairs, 1986.
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Exru 825

Extent of Housing Problems for Selected Groups of

Very-Low-Income Households: 1983°

Uints 0 Thexesands

Femate Elderty Black Hispanic
Headed Headed Headed Headed
Households Househokls 5
VeryLow-Income Househokds 11,474 1867 4.402 1,89%
Percent of Total Households {3.5% 93% 5.2% 2.2%
Percent of Very-Low Income Households 50.0%% 34.3% 19.2% B8.3%
Percent of Group 49.0% H.i% 48.0% 41.1%
{padequate Urits: * 1.875 113 1313 451
% 16,4% 4.4% 29.8% 238%
Severely Inadequate Urits: # 743 502 62 i
% 6.5% 6.4% 12 8% 8.6%
Crowded Units: * 306 15 7 267
W% 2% 0.2% 54% 14.1%
Coxt Bunjened Housefiolds: # 3,351 2649 1875 75
% 48.4% 13.7% 42.6% 40.5%
Tesal Units With Housing Probiems: # .732 3797 342 149
% 67.2% 71.8% 78.6%
Crou ae nck mtually exchusewe. For exanpie. » lemale headed rarsehokd may aiso be 4 biack,
PApaC. oF ederly eacied hoasenokd.
Source: kby. redia. “Atuurung the Housing Gouis™ 11.5. Depantment of Hounnd o Urban
Development. Housing ant Demographuc Anaivsas Gemsion, Ofice of Ervenmw. Allass. 1996
Extin 5
Distribution of Housing Problems
Among Sefected Groups of
Very-Low-Income Households: 1983
Female Elderly Black Hispanic
aded Headed Headed Headed
Households Hou i Households
Percent of Toial 13.5% 93% 52% 2.2%
Percent of inadeguate Units 24.8% 15.0% 174% 6.0%
Percent of Severely Inadequate Unts 25.8% 17.5% 19.5% 5.7%
Percent of Crowded Units 13.7% £7T% 10.6% 12.0%
Percent of Cost Burdened Households 38.5% 18.4% 13.0% 5.4%
Percent of Units With Housing Problems 31.9% 15.7% 14.1% 6.2%

ACroups 2 10k MUty sxciuseve. For exanpie. & lemaie headed houseold may aiss be a Black.
ispanic, v eieety headied household.

Source: . ivedia, “Atasning the Fousing Goals™™ {1 5. Deparnment of Heusing s Urben
Devriogment, Housing and Demograpinc Acatysts Divison, Office of Econome: Aflars. 1985
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both groups, nearly eight of every ten very low-income households were experiencing
some form of housing problem.

Elderly headed households with very low incomes had a relatively lower in-
cidence of housing problems than the other groups. About one-third of very low-
income, elderly headed households were cost burdened, while about 14 percent lived
in physically inadequate units. The incidence of crowding is extremely low for this
group. One factor in this relatively favorable housing situation for the very low-in-
come elderly is that the homeownership rate among this group is around 60 percent,
significantly higher than for the other groups. Thus, earlier in their lives when they
likely had higher incomes, larger numbers of the elderly became homeowners, which
helped to stabilize their housing costs. Later in their lives, incomes typically fell, in-
creasing the burden of housing costs and leading to some deterioration in the physi-
cal quality of the unit.

The cost burden is not confined to the very low-income group. As shown in
Exhibit IV-7, cost burden worked its way up the income scale over the 1975 to 1983
period. The incidence of cost burden increased from 10.2 percent of lower to
moderate-income households to 17.9 percent. Similarly, the incidence of cost burden
increased among middle- and upper-income households as well.

The data presented, in summary, illuminate several important facts regard-
ing the housing situation in the United States. First, while the physical condition of
the housing stock has vastly improved since the end of World War I, millions of
primarily lower income households continue to live in housing plagued by serious
physical defects. Second, for an even larger and growing number of households, ac-
quiring physically adequate and uncrowded shelter represents a serious financial bur-
den. Moreover, while the affordability problem is largely concentrated among lower
income households, it is increasingly becoming a problem for middle-income families
as well. Clearly, housing costs are rising faster than income for an expanding segment
of our society.

Iv-12
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Incidence of Cost
Burden Among Income Groups:
1975 and 1983

1975 1943
All Households 12.1% 17.0%
Very-Low-lncome 36.9% 45.2%
Low-to-Moderate Income 10.2% 17.9%
All Other (Middle-and Upper-Income) 0.8% 2.8%

Source: Irbv. Iredia. "Agauung the Housing Goals®” U S, Departent of Housing and Ut

Devetopment, Housing and Dermmg

ic Analysas Division, Olfice of Ec

il

- Affairs, July 1986,
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V. The Unique Role of Homeownership

A. THE MEANING OF HOME

The concept of home connotes not only a physical cube of space, a“place,” but, more
significantly a sense of “state of being” in the essence of “home.”

The word for home comes from the Dutch culture of the late 1600s, where
“hejm” was used to describe a place where the family came to live. During prior
periods, the place where people lived was a self-contained living and working space.
1t included not only a mother, father, and children, who ate and slept and relaxed
there, but relatives and workers who contributed to the economic success of the main-
tenance of the place. The “hejm” of the Seventeenth Century Dutch was much more
intimate and concentrated. The home of the Dutch was no longer a workplace. Nor,
as had been the circumstances of the manor houses of the Fifteenth and Sixteenth
Centuries, were the homes of the Seventeenth Century Dutch augmented by ser-
vants — live-in or otherwise.

The “hejm” of the Dutch was much more than 2 “dwelling”. Rather, it in-
cluded too the contents, the surroundings, and the people in the dwelling. Most im-
portant, it was the sense of contentment and satisfaction that all these, in unity, con-
veyed.

There is a pithy expression that “home” is the place where, when you knock
on the door, those inside will always welcome you in. This sense of refuge, and of wel-
come, of resident affection, was, to the Seventeenth Century Dutch, more than a
building; it was a state of being, synthesized into a physical structure.

There is, in the concept of home, a sense of privacy and domesticity. The
“hejm” of the Seventeenth Century Dutch evolved an additional element as the ex-
perience of the relatively isolated social unit of the family became accepted. The ele-
ment of comfort entered into what is needed to make a building a home, Furniture,
kitchens, plumbing, and entertainment for the inhabitants became —and coatinue to
be — elements distinguishing between a shelter and a home.

All of these features and feelings, imbedded in a single, simple Dutch word,
combine to describe the aspiration of most Americans to own a home of their own,
The Housing Features Consumer Survey, recently conducted by the MIT/Harvard
Joint Center for Housing Studies, provides important new evidence that the vast

V-1
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majority of Americans prefer to own their homes. Homeownership has long been
recognized as a benefit to society in general. The 1931 President’s Conference on
Housing and Home Ownership observed,

A family that owns its home takes a pride in it, maintains it better.
They have an interest in a social system that permits an individual
to store up the fruits of his labor. As direct taxpayers they take a
more active part in local government. Above all, the love of home
is one of the finest instincts and the greatest inspiration of our
peaple.

The reasons reflect the response of the Seventeenth Century Dutch to the
industrial development of their economy that allowed the family to live in a structure
that was no longer required to be shared with outside workers needed for the family
business enterprise or distant relatives who had nowhere else to live. A single-family
home with privacy and all that it entails—a yard, a space for the private use of the
family —are attractive to over 80 percent of homebuyers recently interviewed in
Builder magazine’s 1987 annual survey.

Perhaps most significantly, Americans with the financial ability to do so
have voted their dollars for homeownership. But the question that is left is: “Do
those with a lesser income, if assisted in doing so, also aspire to homeownership?”
Every survey reported indicates that they do. The issue then becomes: “Can and will
the Federal government recognize and take steps to facilitate the opportunity of
Americans to own their homes, and if so, how?”

B. THE ECONOMIC VALUE OF HOMEOWNERSHIP

Homeownership has other dimensions in the national consciousness.
Owner-occupied homes represent a major portion of our real economic wealth.
Wealth accumulation plays a key role in planning for retirement, determining con-
sumer saving and spending, providing bequests to descendants, and influencing na-
tional capital formation and economic growth. In short, the accumulation of wealth
through homeownership has significant economic impacts and is a key element of the
nation’s econormic well-being.

Owner-occupied homes have a value of over $3.6 trillion, as shown in Ex-
hibit V-1. This constitutes about 22 percent of total household assets, down from over
25 percent in the late 1970s.

Since owner-occupied housing is a leveraged asset (i.e., part of the value is
financed), and home mortgages do not automatically increase with inflation, home

V-2
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Household Sector Assets, Liabilities, and Net Worth

Biliions of dofars, exvept winere fOMd.

Ansets Nt Wt Owner-{3ccupued

Real B Home Equity

Ownws Oxcupmd ™ & Perrenl 24 & Fercens of

Y'-I_. Towt Rew L “Fotmd Hewaw Equaty of Touat Axsety. Total Nes Worsh
1960 1973.9 3728 17457 2356 1839 135
1961 2486 880 18033 2385 8.0 12,8
1962 21818 403.8 1893.7 2405 187 127
1963 23285 414.7 20303 348 178 L6
1964 495.7 411 2168.3 2438 177 nz:
1965 2691.1 462.2 23324 2479 17.2 106
1966 27884 510.5 2408.9 @9 18.3 7
1967 3087.5 370 2679.0 2963 174 11
1968 345.7 600.4 3000.5 3427 174 14
1968 35155 655.6 3038.1 379.4 186 125
1970 36710.2 689.8 31692 3998 188 128
87 4043.8 7679 34948 453.4 130 130
1972 44764 859.3 38602 506.3 192" 131
1973 47093 9%7.5 0124 600.7 212 149
1974 49503 Hivy 4209.1 706.3 30 16.8
1975 55519 1233.1 47606 T634 22 159
1976 82155 1415.9 5387.7 886.5 26 16.5
97 69588.7 1685.0 5%00 1065.8 242 i79
1978 7386.7 2015.8 £788.7 1288.1 52 19.8
1973 N2 36 TROS 1476.7 53 189
1380 105371 2568.9 90282 16256 24 186
1981 11434.2 2845.6 9796.4 1822.6 243 186
1982 119816 2103.4 101849 1638.8 27 16.1
1983 131416 3062.6 112164 1887 % a3 168
1984 14006.7 3230.5 115492 19271 p=<4] 163
1985 15336.2 g7 128734 1882.7 217 (23
1986 16808.5 3677.2 140493 20364 219 1.5

Compound annual growth rates (percent):

1960-86 86 92 84 5 — -
1960-70 64 6.3 6.1 54 e —
157080 1.1 (LN} i1.0 15.1 — —
1580-88 8.1 6.2 76 38 — —

Scxwee: Bomed of Goverrors of e Fedaeni Reserse Syvm, Saigece Sheets X itw US. Economy (96735 (M 1967).
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equity increased more rapidly than the inflation rate. For this reason, homeowner-
ship has been viewed as an effective hedge against inflation. Home equity as a share
of net worth increased during periods of accelerating inflation, such as 1972-74 and
1976-79, and, generally, decreased as a share during periods of decelerating inflation,
such as 1974-75 and 1980--86.

In any case, homeownership clearly plays an important role in accounting
for growth in aggregate household sector net worth. However, the significance of
homeownership becomes much more pronounced when considering the distribution
of wealth. . '

Siguificantly, the investment benefits of homeownership are not limited to
middle- and upper-income people. In fact, home equity is one of the most equally dis-
tributed components of net worth. Furthermore, homeownership is a relatively more
important source of asset accumulation for low- and middle-income households than
for the wealthy.

Exhibit V-2 shows the homeownership rate by income quintile and il-
lustrates several important points. First, the overall homeownership rate is about 60
65 percent—an important indicator of the widespread distribution of this type of
asset. Second, even in the lowest two income quintiles, nearly one-haif of all
households owned homes, Third, over time, homeownership rates have declined in
the lowest income quintile, but increased in the highest income quintile. Reasons for
this include demographic changes and trends in interest rates. Over the 1960-83
pericd, single mothers and persons living alone — population subgroups that tradition-
ally experience relatively low homeownership rates at all income levels —have be-
come increasing proportions of low-income households. But over the same period,
nominal interest rates have trended dramatically upward and have made it far more
difficult for low-income households to afford to buy a home.

To review: Homeownership has been an important contributor to the
growth of aggregate household wealth in the United States. Homeownership has
been an effective inflation hedge. When inflation and inflation expectations were
high, appreciation in owner-occupied real estate contributed to increases in the rela-
tive importance of homeownership as a compotent of net worth, And, homeowner-
ship has played a crucial role compared with other types of assets in making the dis-
tribution of wealth in the United States more equitable.

V-4
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Houieownership Rate by
Income Quintile

Percent
Income Quintile
All
Year Lowest  Second Third Fourth Highest Quintil
1960 510 50.8 59.2 70.0 783 618
1970 49.9 §1.2 60.8 724 80.2 62.9
1975 465 S39 635 738 85.5 64.6
1980 46,1 54.1 62.1 7.7 83.0 656
1983 434 4.0 63.0 758 87.2 64.7

Soarces: For 1960 and 1970: U.S. Depantovent of Commerce, Bureau «f the Census, Comsus of
Housing For 1975, 1980, anet 1383: 11.5. Department of Commerce, Bureau of the Census and US,
Deparmmenst of Housing and Urban . Office of Policy aed Research, Annugt
Mowsing Survey: Fioancial Characrensiucs of the sty fnoeniory. (rutiile splits were estitnated by
using grouped data from ihe volumes noted abowe,

€. CONCLUSION

Homeownership should be a cornerstone of American housing policy.
Homeownership provides opportunities as varied as the American people them-
selves. It provides the opportunity for independence, individualism, self-expression,
and a sense of fulfillment. Homeownership also gets people involved in their com-
munity, its government, and in the private property system —it builds good citizens.
Homeownership provides a place of security and sense of belonging that forges
stability and solid family ties.

The next two chapters examine in detail programs for achieving widespread
opportunities for homeownership, and ways in which they can be improved.

V-5
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VL. Federal Mortgage Insurance

The comerstone of the Federal government’s structure of programs to promote
homeownership over the years has been the use of Federal mortgage insurance. (The
same approach has been effective also in more recent years for multifamily housing
as well.) In contemporary jargon, we would refer to this approach as “credit enhan-
cement.”

The mortgage insurance concept takes advantage of the power, the absolute
security, of the Federal credit assurance to act as an engine to generate private capi-
tal for housing. Its appeal is heightened by the fact it has proven an effective way to
lower interest costs to homebuyers, and increase the flow of housing credit, at no
budget cost to the government.

Each of the programs discussed in this section of the report is based on this
remarkably simple yet equally remarkably effective idea of Federal credit insurance.
Each of these programs should be continued, but further improved in the ways recom-
mended.

A. FEDERAL HOUSING ADMINISTRATION

1. Introduction

The Federal Housing Administration (FHA) was created in 1934 to address
the serious economic and housing problems facing our nation at that time. In addi-
tion to the immediate goals of stimulating the economy and putting people back to
work, FHA was charged with the more far-reaching responsibilities of broadening
homeownership opportunities and providing stability and uniformity to a beleaguered
housing industry.

FHA insurance has allowed lenders to offer more liberal terms to bor-
rowers, expanding greatly the number of families who can afford to purchase their
own homes. Amortization of loans over longer periods and lower cash investments
are two examples of how FHA experience transformed mortgage lending practices in
this country and offered homeownership opportunities to families who otherwise
would be unable to purchase homes. In addition to its financing innovations, FHA
has improved the quality of single-family and multifamily housing construction
through the development of building requirements that have since become the stan-
dard for the industry.
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Unlike many other Federal government initiatives, FHA was founded on
the concept of a public/private partnership. Other than the funds required to set up
the agency, which were paid back in 1940, FHA’s basic unsubsidized program [Sec-
tion 203(b)] has not cost the American taxpayer any money. The more than 15 mil-
lion families who have benefited from FHA mortgage insurance have borne the en-
tire cost and, in fact, have made substantial contributions to the U.S, Treasury. Over
the last three fiscal years alone, over one-half billion dollars in net profits have been
realized from the FHA Section 203(b) program.

Over the years, two principal missions have evolved for FHA’s programs.
They are (1) to serve the housing needs of Americans who are not adequately served
by the private sector alone, and (2) to be at the forefront in the development of in-
novative mortgage financing techniques necessitated by changing market conditions.
These, together with FHA’s underlying social purpose, compose the foundation on
which FHA has built its programs.

FHA has surely exceeded the expectations of its founders. Like any suc-
cessful organization, however, FHA cannot remain constant. Times change and new
problems arise requiring innovative solutions. In this section, the impact of changing
market conditions on the role of FHA is analyzed and proposals are presented to keep
FHA current with the needs of the homebuying public.

FHA'’s overall share of the home finance market has shifted dramatically
over the vears, as has that of the Veterans Administration (VA) financing. The role
of these agencies is significantly smaller today than it was in the 1950s, as private
mortgage insurers have grown in importance in serving a wide range of middle- and
upper-income homebuyer financing requirements. Exhibit VI-1 shows the growth
and changing importance of the various forms of home mortgage insurance over the
past three decades.

While FHA has been tremendously successful in its first 50 years, there are
several forces at work in the marketplace that must be addressed if FHA is to be as
successful in its second 50 years. There are two factors which particularly exemplify
the problem that FHA faces in striving to fulfill its two fundamental objectives out-
lined above. The “affordability crisis” threatens to undermine FHA’s ability to
provide lower income families with homeownership opportunities. The compelling
demographic data, presented elsewhere, and the growing housing needs of elderly
homeowners, necessitate that new financing mechanisms be developed to meet these
emerging needs.

For many elderly families, the equity in their home represents their prin-
cipal source of savings. At the same time, studies clearly indicate that the elderly
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Residential Single-Family Mortgage Origination Activity

4 Millions of Doliars Conventional

* Total FHA VA FmiA AN Insured Uninsured

B 1986 455.205 62,038 30,881 1162 3sh 12 46,138 314983

s 1985 244873 28,436 15.582 1787 193,058 50,475 148583
1584 205,556 165,600 12,024 1,851 175,081 53,403 11678
1983 204,006 28753 18,580 2144 154229 42363 111,866

2 1982 99,438 11482 7,687 2,487 T 18753 029

4 138 100,700 10,538 7,534 2,607 80,141 18,079 62,062
1980 136,626 14.955 12102 2865 106,704 19.03 87,669

.

; 913 189,488 20,682 18,831 289 147,082 2327 121,755
1978 187.739 14,581 16.026 2,703 154429 707 127,102
1977 164,549 10:469 14,582 2,576 136,622 21595 115,027

3 1976 115885 6998 16,426 2,900* 95361 14,600 0,761

: 1975 9843 6.265 8 1331 623811 10,024 52781

3 1974 69,100 a5 7.869 1.5% 55,088 9,220 45,868

; 1973 80,366 5.185 151 1740 6,364 2,627 53,737

j 1o 77430 B4SE 774 1566 59,659 3,158 50,501

] 1871 59,156 10994 6830 1,358 39,94 3526 35,438
1970 36,49 8,769 3,546 R 297 18 21,856

*irchudes Transition Quarier Fiscat Yoy 197677
Sewrta: U3, Duurtomnnt. i Yomcsmng ol Urin Dveedopawest, Vetiewcs Swivisicshun ul Forvnars Nuse iditniistas
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prefer to stay in their current housing situation and only a change in life
circumstances, usually deterioration of personal health or death of a spouse, has been
the prime motive behind a decision to move to retirement housing. As a result, new
initiatives must be developed that allow the elderly to tap their equity without having
to change their housing,

2. Proposals

In this section, a variety of proposals are offered to address the issues raised
above as well as to improve FHA's existing programs.

a. General program improvements. Changes should be made to the cur-
rent FHA single-family program to improve its operation and ensure that
homeownership opportunities are available equally throughout the country.

(1) Maximum mortgage ceiling. The maximum mortgage ceiling is in-
tended to target FHA activity to moderate-income homebuyers. However,
it is important that they have generally equitable applicability for the entire
country. While the indexing concept introduced in 1979 legislation is sup-
ported, the maximum cap of $90,000 has served to exclude many middle-
income families in high-cost areas. The scarcity of FHA mortgage activity
in many of the metropolitan areas around New York, San Francisco, and
other high-cost cities documents this problem. For that reason, MBA
recommends that the current statutory language be revised to eliminate the
$90,000 limitation on FHA mortgages and substitute for it a requirement
that the FHA mortgage limit be the greater of §101,250, or 95 percent of the
area’s median sale price. In that way, FHA activity would generally be con-
fined to the lower half of the housing market, but would be available on an
equivalent basis to homebuyers regardless of where they live.

(2.) FHA ARM program. When interest rates rise, alternative mortgage
instruments become critical to keep homeownership affordable for many
Americans. The current limitations on the volume of FHA adjustable rate
mortgages (ARMs) of 10 percent of the previous year’s origination activity
and the 1 percent cap on an interest rate adjustment in any one year severe-
ly curtail the use of this program. As a result, it is recommended that any
cap on ARM activity be removed and FHA be permitted to insure ARMs
with 2 percent interest rate increases per year with a 5 percent lifetime cap.

(3.) FHA’s credit budget limitations and insurance authority. FHA’s
ability to insure loans is subject to a need for annual reauthorization by Con-
gress. In addition, Congress now sets each year a limit, called a Federal
credit budget limit, on the dollar volume of loans that may be insured.

Vi-4
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During 1986, delays in the extension of FHA insurance authority and the in-
crease of FHA's credit authority severely disrupted lenders’ ability to work
with FHA's programs and therefore adversely affected homebuyers. These
disruptions delayed closings several weeks and created severe hardships for
homebuyers and sellers who depended on the continued availability of
FHA programs in making necessary plans involved with buying and selling
their homes. In addition, homebuyers were subjected to considerable un-
expected costs when interest-rate commitments ran out in times of rising in-
terest rates when lenders had no authority to close loans after insurance
authority was suspended. Delays have often resulted from FHA insuring
extensions or from credit increases being held hostage to other more con-
troversial issues.

MBA recommends that FHA’s insurance authority be made permanent,
and the FHA credit budget limitation should be eliminated.

FHA should insure all loans to qualified borrowers. As noted earlier, the
mortgage limits effectively constrain FHA’s market share to low-, mod-
erate-, and middle-income borrowers. If elimination is not feasible, a rea-
sonable cap should be adopted with a notification procedure that gives Con-
gress adequate notice to modify the cap as the need arises.

(4.) Shared-equity program. Since 1983, FHA has allowed shared-equity
arrangements where the investor has no interest other than a financial one
to obtain high-ratio loans, As a result, sellers have used this program as a
means of selling their homes to borrowers who might not qualify for a loan
on their own. MBA believes that the loan-to-value ratio (LTV) should be
reduced to 85 percent on shared-equity arrangements where the relation-
ship between the parties is strictly a financial one, as it was prior to 1983,
This change would not affect shared-equity arrangements involving family
members or an unrelated person who can demonstrate an established per-
sonal relationship to the occupant that did not arise from the transaction.

b. Responding to demographic change. It is essential that HUD, consis-
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tent with its tradition, be at the forefront in the development of a financing
mechanism to address the housing needs of our changing population.
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(1.) Senior citizens. Because of the uncertainty with the secondary
market acceptance of a reverse annuity mortgage instrument, as well as
problems dealing with the elderly at the end of the annuity period, HUD
should take a very active role. As a starting point, HUD conducted a study
on reverse annuity mortgages pursuant to the Housing and Urban-Rural
Recovery Act of 1983. Currently pending legislation has provisions for a
demonstration reverse annuity loan program. MBA heartily recommends
that HUD continue its research on this issue as well as other possible alter-
natives in this area, and in any event implement a demonstration RAM
program as soon as possible.

(2.) Housing in rural areas. FHA has opportunities to enable lenders to
more easily do business in rural and exurban areas. For example, while
FHA permits lenders to use local personnel who do not work for the lender,
the mortgagee still must conduct face-to-face interviews and perform other
duties that discourage lender participation. These requirements should be
reviewed and exceptions should be considered for rural areas. In addition,
currently loan correspondents must fulfill a $25,000 net worth requirement,
which inhibits participation in the program. This could be waived for loan
correspondents in rural areas if the lender purchasing a loan from a cor-
respondent assumes liability for quality control over the purchased loan.

¢. Improving the Quality of FHA Loans

(1) Investor program. FHA-insured loans on one- to four-family homes
used as rental housing, so-called “investor loans,” have received careful
scrutiny from all quarters of the residential finance industry. FHA took
prompt action by prohibiting such refinancings in May 1985 when abuses
cropped up with investors who were refinancing for more than the current
loan balance and then permitting the new loan to become delinquent.
MBA applauds the action that FHA has taken in this area. While the easy
answer would be to preclude investors entirely from FHA programs in the
future, MBA is concerned about the impact of that decision on the rental
housing market. ‘

For large lower income families, renting a single-family home is often their
only option for housing large enough to accommodate them. We believe
that the underwriting problems and losses can be addressed in a more
precise fashion without reducing housing opportunities for low-income
families. For this reason, MBA recommends that FHA’s investor program
be retained, but with the loan-to-value ratio lowered to 75 percent of ap-
praised value.
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