NCDA

MATIOMAL COMMUMNITY DEVELOPMENT ASSOCIATION

To: Conrad Egan, Executive Director
Kris Sglin, Director of Policy
Millennid Housng Commission

From: Chandra Western, Executive Director
Vicki Watson, Legidative Director

Date: June 29, 2001

Subject: Recommendations to the Millennid Housng Commisson

Thank you for the opportunity to provide recommendations to the Millennia Housng Commission for
what should be included in the Millennid Housng Commission’s Report to Congress. Fird, let us
provide you with a brief overview of the Nationd Community Development Association (NCDA).
NCDA was created in 1974 and grew out of the Model Cities Directors Association which was
created in 1968. NCDA isanationd non-profit organization comprised of more than 500 cities, 45
counties, and four sates that administer federaly supported community development, affordable
housing, and economic empowerment programs that primarily benefit low- and moderate-income
people. NCDA is committed to the god of assgting governmenta entities to achieve high qudlity,
locally-responsive programs for making communities better placesin which to live. All of NCDA's
members administer the Community Development Block Grant (CDBG) and the HOME Investment
Partnerships (HOME) Program. These two flexible block grant programs form the backbone of local
housing and community development programs nationwide and, as such, most of our recommendations
focus on these two programs. We have aso provided recommendations regarding HUD’ s homeless
assistance programs and HUD' s lead-based paint regulation.

Many of the following recommendations are supported by severd other nationa associations, including
the National Association of Counties, U.S. Conference of Mayors, National Association for Local
Housing Finance Agencies, and the Nationa Association for County Community Economic
Development. Together with NCDA, these groups testified before the House VA, HUD and
Independent Agencies Appropriations Subcommittee on March 22, 2001 and the House
Subcommittee on Housing and Community Opportunity on May 22, 2001. Most of the
recommendations below reflect the testimony provided by the groups at these two hearings.
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HOME I nvestment Partnerships Program

Prior to the development of the HOME Investment Partnerships (HOME) Program in 1992, there was
little effort on the part of the federa government to directly assst locdities with their housing needs,
other than through the public housing and section 8 programs, which were tightly targeted. HOME has
enabled local governments to begin to meet the housing needs of low- and moderate-income familiesin
aflexible, yet predictable manner. Theflexibility of the program dlows locd participating jurisdictions
to use the program funds in combination with other federa, state and local funds, and to work with their
non-profit partners, to develop affordable housing, both ownership and rental, based on locally-defined
needs.

We Oppose the Administration’s Proposed $200 million set-aside within HOME

Even with the strong merits and the superb track record of the HOME program, it is facing a direct
assault on the amount of formula funding that is made available to participating jurisdictions. HUD’s FY
2002 budget proposes a $200 million set-aside within the HOME program for a down payment
assgtance program. NCDA is strongly opposed to this provison asit would subtract funding from the
HOME formuladlocation. Also, downpayment and/or closing cost assstance are dready digible
activities under the HOME program, so why carve out a separate set-aside for these activities?

Further, this set-aside chooses one ddivery system — state housing finance agencies — over the existing
system in which HOME funds are dlocated for no proven programmatic purpose. By proposing this
set-asde, the Adminigration is deciding what it believesis the critical need in communities. It iseroding
the flexibility of the program and foregoing local decison making.

A New Affordable Housing Production Program: Local Governments Must Have a Role

Severd proposas have been crafted in the last year to create anew affordable housing production
program. Most of these proposals recommend that the funding for the new program be alocated
directly to state housing finance agencies. NCDA sees this position as a direct assault on locd
governments and their ability to assst their communities. These proposds fly in the face of the block
grant approach, which has afforded loca governments the flexibility, the predictability, and, most
importantly, the control to provide for the housing needs of their most vulnerable citizens. Locd
governments are far more cgpable of understanding the needs of their communities than Sates snce
they work on a daily basis within the relm of loca housing and community development issues.
Furthermore, dlocating the funds to state agencies would create another layer of bureaucracy that
would serve to increase the time in which locdities receive the funds because of drawn out application
and award processes (this has been our experience with other state programs). Moreover, states add
their own factors -- or criteria-- for localitiesto receive the funds. What if you don’t meet the state's
gpplication factors? What if the factors are targeted only to smdler cities and rurd areas when the need
for housing production isredly in larger metropolitan areas? We caution you to be wary of drictly
alocating funds soldly to states under a new housing production program. Loca governments must be
direct recipients of a portion of the funds.



The argument has a so been raised that state agencies are in a better position to coordinate other
programs and resources to use in combination with a new affordable housing production program. We
have not seen thisto be the case. Coordination is very difficult at the Sate level. Thereisagreat ded
of “turfism” that exists and a politica climate in most cases that restricts state agencies from working
well with one ancther. We urge the Committee to examine this poor argument before making any
recommendations to shift the funds for a new production program to sates. Furthermore, most local
governments have better coordination and just as many resources to provide to anew program. For
example, many locdlities have established housing trust funds. Localities dso use generd fund monies,
tax bresks, and specid laws, such as affordable dwelling unit ordinances to target resourcesto
affordable housing. Furthermore, metropolitan areas drive our nation’s economy. In its recent report,
U.S Metro Economies. The Engines of America’s Growth, the U.S. Conference of Mayors notes
that metro areas generate more than 80% of the nation’s employment, income, and production of goods
and services. Metropolitan areas do generate agreat dedl of resources and should not be discounted;
however, the Federd government must continue to be a partner in providing resources for housing and
community development with loca governments serving to leverage the federa resources.

Finaly, we strongly believe that a new program would compete with the HOME program for
appropriations. It would be unthinkable to local governments to have the HOME program decreased
inlieu of anew program targeted to states. NCDA and other interest groups have to fight very hard
every year to make sure that the HOME program is even level funded. Itisavery difficult process.
We were ecdtatic to findly receive an increase in the program last year, and we certainly don’t want to
see the program cut to make room for a new, separate program. We are adamantly opposed to these
proposas which direct the funds to state agencies and carves loca governments out of the process.
Instead, NCDA, supports a proposa that would build upon the HOME program, as described below.

Build Upon the HOME Program to Provide New Housing Production

NCDA recommends that the HOME program be looked upon as the catalyst for increasing new
affordable housing production. The infrastructure is dready in place to implement such an affordable
housing production program, since rental housing production is aready an existing digible activity under
the HOME program. HOME is a sound program, with an excellent track record in developing
affordable housing for households at various income levels. However, HOME is limited by the amount
of funding that is appropriated each year. Funding for the program has increased very little snceit first
began in 1992. The amount alocated under the program in 1992 was $1.460 billion. The amount
appropriated for 2001 was $1.8 billion. In order to expand efforts to meet the enormous need for
affordable housing in this country, adequate resources must be gppropriated to programs such as
HOME; a program that works and has a proven track record. NCDA recommends that this new
element within HOME be funded at $2 billion in FY 2002, with the existing HOME program receiving
a$2.25 hillion dlocation in FY 2002. Thiswould mean atotd alocation of $4.25 billion for HOME in
FY 2002. The Adminigtration and many on capitol hill may bak & thisidea; however, we will never
solve the housing crisisin this country without adequate funding, no matter how many new programs are
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created. Money —alot more money — to adequately meet the demand that loca government agencies
face on aday to day basisfor affordable housing is needed. We urge the Commission to cdll for a
subsgtantid increase in funding for HOME.

The HOME program has been acatdyst in spurring new affordable housing development since its
incgption. HOME is extremey useful in providing funding for production, particularly for gap financing
for many renta projects. Theflexibility of the program alows locd participating jurisdictions to use the
program funds in combination with other federd, state, and loca funds, and to work with their non-
profit partners, to develop affordable housing based on locally-defined needs. According to recent
HUD data, the HOME program has helped to develop or rehabilitate approximately 595,000
affordable units for low- and very low-income families. Furthermore, the HOME program is deeply
targeted. The mgority of HOME funds have been committed to housing that will be occupied by very
low-income people and a substantid amount will assist families with incomes no greeter than 30 percent
of median (extremely low income). As of the end of May 2001, gpproximately 82 percent of HOME-
assgted rental housing was benefitting families a or below 50 percent of area median income, while 41
percent was assigting families with incomes at or below 30 percent of area median income. HOME
funds dso help families redize the dream of homeownership by providing for construction and
rehabilitation of housing as well as providing down payment and/or closing cost assistance.
Furthermore, HOME is cost effective and provides the gap financing necessary to attract private loans
and investmentsin projects. For each HOME dollar, $3.88 of private and other fundsis currently
being leveraged.

We recommend that any new housing production proposa be incorporated into the HOME program
and provide the following:

Eligible Activities - Our proposa would provide grants for new congtruction, substantia rehabilitation
and preservation of multifamily housing. Mixed income projects would be encouraged.

Targeting - All of the resources made available under our proposa must benefit households at or
below of 80 percent of median income, with at least 50 percent benefitting those households at or
below 30 percent of area median income.

Ongoing Rental Subsidy - NCDA supports the linkage of Section 8 subsidies to those tenants with
extremely low-incomes (those households at or below 30% of area median income). Some form of
ongoing subsidy is needed in order to ensure that these very poor families are ableto pay the rent on
the unit in which they resde.

Allocation and Distribution of Funds - Funds would be gpportioned using the existing alocation
scenario of the HOME program with 60 percent of the funds allocated to local participating
jurisdictions (including consortia) and 40 percent dlocated to states using a needs-based formula that
measures inadequate housing supply and other necessary factors.



We urge the Commission to embrace our production program with HOME.

In addition, there are severd other modifications to the HOME program that we offer for the
Commission’s congderation.
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We recommend that aloan guarantee program be added to HOME, modeled after the very
successful Section 108 program under CDBG. Such a program would enable participating
jurisdictions to “borrow” againg future entitlement grantsin order to underteke large-scae
housing projects.

We recommend that HOME ' s targeting requirements be smplified by conforming them to those
gpplicable to the Low-Income Housing Tax Credit Program, i.e., not less than 20 percent of
the units reserved for households at 50 percent of median income or 40 percent of the
households at 60 percent of median income, paying no more than 30 percent of their income for
rent.

We recommend a legidative change to sections 220(a) and 220(d) that would permit
participating jurisdictions to provide match on a program year bas's, instead of afiscd year
bass. This change will recognize the consolidated planning process, permit match accounting
and record requirements to conform with other programmatic requirements and smplify
program adminigtrations for participating jurisdictions and HUD.

We recommend permitting the subgtitution of a substantialy equivadent sate or loca
environmenta review requirement for the environmenta review requirements under NEPA.

We recommend providing an exemption from the environmenta review requirements for
rehabilitation of one to four units and al owner-occupied renta and homeownership projects.

We recommend deleting the current law requirement that the Secretary establish per unit
subsidy limits. The statute aready requires participating jurisdictions to certify that they have
not provided more funds than are necessary to assure a project’ sfinancid feashility.

Section 225(b) of the Cranston-Gonzalez Nationa Affordable Housing Act requires an owner
of aHOME-assisted unit seeking to terminate tenancy or decline to renew alease to provide
30 days advance written notice specifying the grounds for the proposed action. This provision
conflicts with many state and loca atutes that permit more immediate action, particularly when
the tenant isengaged in illegd activities or endangering the hedlth or safety of other tenants. We
recommend that the requirement for 30 days advance written notice be diminated and instead
require that any termination or refusd to renew alease be consagtent with State and loca law.

We recommend that the administrative fee under the program be increased. Currently, the
program provides a 10 percent adminigtrative fee for participating jurisdictions to administer the

5



program. Thisfee has not been increased since the program first began and many cities,
particularly larger cities are finding it difficult to administer their HOME program with this very
limited fee level, particularly with the need to monitor projects. We recommend that this fee be
increased at leadt to the leve of inflation annualy.

Community Development Block Grant Program

Now in its 27" year, the Community Development Block Grant Program is perhaps the most successful
federal block grant program. The CDBG program’ s success stems from its structure which provides
locd and state governments with a predictable stream of funding annually which is then used with
maximum flexibility to address the community devel opment needs that is unique to every community that
receives the funds, such as neighborhood revitdization, housing rehabilitation, homeownership, job
training, daycare and elderly services, economic development, and a myriad of other activities. CDBG
provides needed resources for housing too, primarily housing rehabilitation and homeownership.

Unfortunately, the program faces a direct assault by legidation — H.R. 1191 —introduced by Rep.
Carrie Meek that would take away much of the flexibility that communities now enjoy with the
program. The legidation would turn the CDBG program into an “ anti-poverty” program, something
Congress never intended. The hill increases from 70 percent to 80 percent the aggregate (i.e., over
three years) amount of funding that must benefit low- and moderate-income persons. Thelegidation
further limits the flexibility of the program by requiring that 40 percent of this amount be targeted
directly to low-income persons (those persons a or below 52 percent of the area median income).
The bill further targets CDBG funding by disalowing low- and moderate-income benefit credit for
activities undertaken in areas that are not primarily residentia in character. In other words, use of
CDBG fundsin downtown aress that are not primarily residentia would not count against the proposed
80 percent and 40 percent principal benefit tests. Y et, downtown business digtricts in many smaler
communities are the central location for services and commodities available for the low- and moderate-
income residents of these neighborhoods. We think it is ingppropriate to establish nationa policy and
restrictions on the use of CDBG funds, as the bill would do, to resolve what we understand is
essentidly alocd issue. We srongly urge the Commission to oppose this harmful legidation.

There are severd refinements to the CDBG program that we offer for the Commission’s consideration.

@ We recommend that the threshold for gpplication of the Davis-Bacon requirements for CDBG
conform to that of the HOME program (i.e., 12 units or more).

2 We recommend making CDBG expenditures for fair housng adirect digible activity, rather
than its being subject to the 20 percent adminigtrative cap. Thiswill take some of the pressure
off of the adminidrative cap.

3 We further recommend diminating the current law requirement that housing service activities
under CDBG be subject to the 20 percent adminigrative cgp. Thisisatechnica correction.
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The law prior to the 1992 amendment did not place these activities under the cap.

4 We recommend permitting the substitution of substantialy equivadent state or local environment
review requirements for the environmenta review requirements of NEPA.

We were pleased that Congress provided a $200 million increase in funding for the CDBG program in
FY 2001. Thiswasthefirg increasein the formuladlocation snce 1996. Since 1995, formula funding
had been eroding due to the proliferation of set-asides within CDBG. We strongly urge the
Commission to support an increase in the program thisyear. We are seeking formula funding of $5
billion for the program in FY 2002.

We dso strongly urge the Commission to recommend that a permanent technica assistance component
be incorporated into the CDBG program. In the last few years, Congress has not appropriated any
funds for technica assistance for CDBG grantees. Grantees need continued, ongoing technical
assistance in administering the program.

McKinney-Vento Homeless Assistance Programs

Many of NCDA’s member communities administer HUD’ s homeless assstance programs. The
programs are extremely important to communities in providing resources to meet the needs of homeless
people; however, severd of the programs — Supportive Housing Program, Shelter Plus Care, and
Section 8 SRO for M oderate Rehabilitation — require communities to apply for funding under these
programs every year, through a very rigorous gpplication process. We urge the Commission to urge
Congress to consolidate these comptitive programs into a formula-driven block grant that would be
alocated to local governments and state governments aong the same alocation scenario asthe CDBG
program, with local governments receiving 70 percent of the funds and state governments receiving 30
percent of the funds. NCDA has long supported this approach. In the last two congresses, Rep. Rick
Lazio achieved House passage of a combination formula-driven block grant and a 30 percent set-aside
for permanent housing. Last year, at NCDA'’s and other groups' urging, Senator Allard introduced a
pure homeless block grant bill. Such ablock grant should be funded at no less than $1.2 billion.

The problem of homeessnessis not solved by a* one szefitsdl” solution and it isfor this reason that
we advocate an gpproach which provides sates and locdities with the maximum flexibility to fashion a
program which best suits their particular loca needs. Furthermore, it takes entirely too much time to
goply for funding under HUD’ s competitive process. This not only includes the annua gpplication
process, but the enormous amount of time it takes HUD to announce the awards and didtribute the
fundsto grantees. Consolidation of the programs will enable locd jurisdictions to receive funding more
quickly. Moreover, consolidating the programs based on a formula distribution of funds would ensure a
stable commitment of resources and would dlow recipients to effectively plan for and address the issue
of homeessnessin their communities.



As part of ablock grant, NCDA believesthat the following principles should be considered:

Local Planning - The block grant should provide for extensve locd planning and priority setting to
taillor fundsto local needs. NCDA supports the creation of aloca planning board which is appointed
by the chief dected officid of each community and which conssts of a mixture of homeless service
providers, homeess individuas, advocates, and locd officids.

Access to Mainstream Programs and Services - The McKinney- Vento programs were originaly
intended to provide emergency assistance, and as such, are not equipped to provide dl the housing and
services necessary to end homelessness. Grester collaboration among federd agenciesis needed so
that dl of the federa homeless assstance programs provide greater access by loca communitiesto
receive as much funding asis available to assist in meeting their homeless needs.

Discharge Planning - In order to assst in addressing the enormous homeless population, al agencies
within a community must become involved, not just the local housing and community development
agency or socid service agency. Prisonsand jals as well as mentd hedth inditutions and other
agencies which release people into the streets with no housing must be required to develop responsible
discharge plans which provide housing for persons that do not have adequate housing.

Eligible Uses - The McKinney-Vento programs should alow for awide range of activitiesto be
included as digible uses. Included as digible uses should be: outreach, homelessness prevention,
emergency shelter, trandtiond shelter, supportive services, supportive housing, and permanent housing.

Administrative Costs - We support a 10 percent adminigirative fee for locd jurisdictionsin
administering the homeless assstance programs. We dso support the alowance of additiona funds for
technica assstance for grantees.

Hold Harmless Clause - We support atemporary “hold harmless’ clause for those communities that
have competed and received funding through HUD’ s Continuum of Care gpplication process, until a
more adequate formulafor the program is devel oped.

We dso urge the Commission to cal on Congressto renew expiring rent subsidy contracts under the
McKinney Act’s homeless housing programs. In order to assure continuity of services and rentd
assistance in these projects we recommend that the Supportive Housing Program renewals and the
Shelter Plus care renewd s be transferred to the regular Section 8 renta program. Thiswould alow
more funding to be available under HUD’ s homeless assistance programs for the development of new
projects to assist the homeless.

Lead-Based Paint

We support efforts to eiminate the hazard of lead-based paint in the nation’ s housing stock and are
committed to implementing Title X of the Housing and Community Development Act of 1992.
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However, we recognize that to do so will require a substantia increase in federa funding to address this
issue. We have been working with HUD and others to determine the additiona cost and to help build
the capacity in the public and private sectors to contain or abate lead-based paint, as appropriate,

under regulations promulgated by HUD. We have further called for an explicit exemption for
ownership housing occupied by the ederly. With the substantial cost need to address the need to abate
lead paint, we bdlieve that the priority should be on households at the greatest risk — those with children
under six years of age. Therefore, we recommend that the Commission urge Congress to provide
adequate funding to address this issue aswell asto provide an explicit exemption for ownership housing
that is occupied by the elderly.

We aso recommend that Title X of the 1992 Housing and Community Development Act be amended
to substantidly increase the current threshold requirement of $25,000 per unit in federd rehabilitation
funds that triggers “abatement” activities. Abatement is much more expengive than activities that focus
on lead-safe work practices, and such alow trigger level discourages many communities from investing
in rehabilitation projects. Furthermore, the threshold leve is unredigticaly low given today’s actud
rehabilitation costs. We recommend that this threshold level be substantialy increased.

We aso recommend that HUD provide permanent, ongoing training to grantees and other personnel
required under the rule (i.e., abatement supervisors, clearance technicians, ingpectors, etc.) to ensure an
educated, stable source of personnel to carry out the regulation.

Conclusion

We appreciate the opportunity to provide recommendations to the Commission on the core housing
and community development programs administered by local governments. We urge the Commission
to recommend to Congress that loca governments be active partnersin any new housing and
community development programs that are created in the future,

Since the Housing Act of 1937, Congress has enunciated, and repeated in subsequent housing acts,
that, as a matter of nationa policy, the Federa government has an obligation to assst states and loca
governments in providing decent, safe and sanitary housing for lower income households. Perhaps,
Congress said it best in a*“Declaration of National Housing Policy” included in Section 2 of the Housing
Act of 1949:

“The Congress hereby declares that the general welfare and security of the nation, and the
hedlth and living standards of its people, require housing production and related community
development sufficient to remedy the serious housing shortage, the dimination of substandard
and other inadequate housing through the clearance of dums and blighted areas, and the
redlization as soon as feasible, of the god of a decent home and suitable living environment for
every American family.”

We submit to you that, while progress has been made toward this god, it has not been fully achieved.
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The Federd government must continue its commitment to this National Housing Policy, backed by the

necessary resources, with which to continue the battle against neighborhood deterioration and a
decaying housing stock.

We urge the Commission to provide our recommendations to Congress in its upcoming fina report.
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