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Mr. Chairman and members of the Subcommittee, thank you for this opportunity to testify on the preservation of the U.S. Department of Agriculture (USDA) Rural Development financed multi-family housing properties.  The efforts to preserve the multi-family housing portfolio remain a top priority of this Administration.  At stake is an important affordable housing option in rural communities that addresses a critical need for rural residents with few housing alternatives.

Background

Under the multi-family housing programs, Rural Development makes loans to provide affordable multi-family rental housing for very low-, low-, and moderate-income families, the elderly, and persons with disabilities; and loans and grants for the development of housing for domestic farm laborers. As of May 2004, the nearly $12 billion portfolio consisted of over 460,000 units and over 17,000 properties.

Under the Section 515 program, market rate loans are made for terms of up to 50 years to developers to construct, purchase, or rehabilitate rental housing in rural areas.  Subsidized loans are made at an interest rate reduced to one percent through the use of interest credits.  Loans are made to for-profit developers, non-profit corporations and public bodies.

Section 514 loans are made to farmers, associations of farmers, family farm corporations, Indian tribes, nonprofit organizations, public agencies, and associations of farm workers.  Typically, loan applicants are unable to obtain credit elsewhere, but in some instances, farmers able to get credit elsewhere may obtain loans at a rate of interest based on the cost of federal borrowing.  Section 516 grants are made to farm worker associations, nonprofit organizations, Indian tribes, and public agencies.

The Section 538 guaranteed loan program provides federal government guarantees for loans made by commercial lenders to developers of multi-family housing for low- and moderate-income tenants in rural areas.  The U.S. Department of Agriculture guarantees up to 90 percent of a loan made by a qualified lender.
Rural Development has two primary types of multi-family housing properties – elderly and regular.  Our annual tenant data, last collected in January 2004, show the following characteristics of households residing in multi-family housing properties financed by Rural Development: 

· The average adjusted median household income was only $9,452.

· 94.3 percent of the tenant households meet the statutory definition of very low-income, while an additional 4.75 percent meet the definition of low-income.  Together, over 

99 percent of all households are very low or low-income.

· 57.2 percent are classified as elderly or handicapped/disabled headed households.

· 72.6 percent of households are headed by women.

· 28.5 percent of households are headed by minorities.

Because of the population we serve, Rural Development uses different methods to keep rents affordable: 

· Approximately 95 percent of new construction properties financed under the Section 515 program over the past 18 years use low-income housing tax credit proceeds as an additional source of development financing.  Additional sources of funds come from State Housing Finance Agency direct loan funds and tax-exempt revenue bonds, U.S. Department of Housing and Urban Development (HUD) HOME funds, and loans made by financial institutions participating under the Affordable Housing Program through the Federal Home Loan Bank network.

Rural Development is proud of our efforts to encourage partnering in our multi-family housing programs.  Leveraging our funding with other loan or grant funds results in savings to our borrowers, who are then able to help reduce rents charged to our tenants.

· Section 521 Rental Assistance is used to further subsidize rents to an affordable level.  This is a property-based program that provides the subsidy to property owners in exchange for reducing a certain number of tenants’ rents to no more than 30 percent of their incomes. As of May 2004, approximately 269,668 units in the portfolio are aided by rental assistance payments.

The Prepayment Process

An owner seeking to prepay their Section 515 loan must submit to a process required by statute. If Rural Development determines that the owner is qualified to prepay and eligible to receive an incentive, the owner is offered a financial incentive to stay in the program and continue the property’s restrictive-use status for at least an additional 20 years.  Under restrictive-use status, the borrower ensures that rents will remain affordable for tenants.  

Projects funded prior to December 1989 are eligible to prepay.  Any pre-1989 projects without restrictive use provisions are also eligible to receive incentives.  Incentives include equity loans, increased return on investment, and additional rental assistance.  If the borrower accepts the incentive, they sign a new restrictive-use provisions and the property remains affordable.  During FY 2003, Rural Development preserved 2,069 units of housing in 76 projects through the incentive and equity loan process, using over $21.5 million in Section 515 funding and $5.8 million in Section 521 Rental Assistance.

If the borrower rejects the incentive package, Rural Development determines if the prepayment will negatively affect housing opportunities for minorities and if there is a continued need for the affordable rental housing.    

If the prepayment would negatively affect minorities, Rural Development requires the owner to advertise the project for sale to qualified nonprofit organizations and public agencies. If no offer from an eligible non-profit or public agency is received within 180 days, the borrower may prepay with no further restrictions.  Since this outcome could adversely affect tenants, it is critical that an interested and qualified non-profit organization or public agency be available to help prevent the loss of affordable housing. 

If the prepayment would have no impact on minorities, but there remains a need for the housing, the borrower may prepay, provided they agree to protect current tenants from profit motivated rent increases, as long as the tenant remains in the property.

If there is no impact on minorities or no need for the housing, the borrower may prepay with no further restrictions.  On average over the last four years, approximately 100 Section 515 projects prepay annually, a third of which prepay with no restrictions.

During FY 2004, over 800 Rural Development financed properties became or will become eligible to apply for incentives, having met their 20-year restrictive-use requirement.  This adds to the current level of approximately 6,900 projects with no existing restrictive-use agreements.  Over the next five years, the number of properties eligible for incentives is expected to grow by about 4,000, as the restrictions expire for the remainder of projects initially funded with 20-year restrictions between 1979 and 1989.   The number of projects that either have prepaid or received incentives has been fairly steady over the last five years.  

Preservation Initiatives
Recently, Rural Development has refocused our attention on resolving the issues surrounding prepayment and the preservation of the portfolio and has taken a number of positive steps.  We designated a State multi-family housing preservation coordinator to concentrate preservation efforts through one individual in each State.  Section 515 and Section 521 Rental Assistance funds have also been made available in an attempt to resolve some of the preservation cases currently in court that had the potential to displace tenants.  

Rural Development has also made extensive use of existing servicing authorities to facilitate the preservation process.  These include the use of subordination authorities to encourage and expand the use of third party funds.  We have allowed for new asset management fees to encourage non-profit participation.  We will also utilize the advance available to non-profit purchasers, which increased from $10,000 to $20,000. 

Earlier this year, we reported that a comprehensive program assessment was being conducted and would provide an analysis of the Section 515 properties in our portfolio.  The physical and market analyses have been completed and will be available in the near future.  

We are currently developing and examining a number of options that will enable us to offer several positive alternatives to rural housing program borrowers. Progress continues to be made and we can note certain achievements which include:

· Finalization of a new Administrative Notice (AN) that explains how fundamental revitalization principles are incorporated into the transfer program. The transfer program facilitates the transfer of properties, their multi-family housing loans, and rental assistance to new owners.  This process is usually completed using a third party.  The AN also provides guidance on streamlining the existing transfer process and suggests new methods for using existing rural housing program authorities to make preservation transactions work.

· Collaborating with Rural Development’s Rural Business and Cooperative Service to encourage the use of cooperative housing ownership structures to preserve affordable rental housing.  The concept of empowering tenants facing displacement to take ownership into their own hands offers an innovative use of program authorities at a time when it is difficult to find conventional entities willing to take on the challenges of rural rental housing property ownership.

· Working closely with Fannie Mae and Freddie Mac to establish a simplified process of securing secondary financing for both rehabilitation and equity loans provided by third party lenders.  Both organizations are committing significant time and resources to develop and establish a new, steady source of preservation financing.  The process will be facilitated by written guidance issued by both Fannie Mae and Freddie Mac on how lenders are to obtain financing for transactions that support rural rental housing revitalization proposals. We are working with Freddie Mac to administer a pilot that will be implemented in Ohio and Indiana this summer.

The completion of the Adirondack Apartment transfer transaction is a successful example of how Rural Development and Fannie Mae have worked together to preserve a much needed property in upstate New York.  By working together, a 40-unit property with Section 8 assistance has been purchased and repaired using financing sold on the secondary market through Fannie Mae.  The property is now situated to continue to provide much needed affordable rental housing well into the future.

Interim Rule 3560 – Prepayment Policies and Procedures 

Interim final rule 3560 consolidates 13 regulations and a number of administrative notices affecting Sections 514, 515, 516, and 521 multi-family housing programs.  A significant number of the 3,000 comments received on proposed rule 3560 focus on the prepayment process. Borrowers commented that the process was complex and difficult to understand.  In response, interim final rule 3560, which is expected to be published this fall, will streamline the policies on the prepayment process.   

One change will be in the area of incentives.  The interim final rule clarifies the policy on incentives and adds several requirements to help ensure that available funding is used efficiently to benefit the program.  For example, the interim final rule more clearly outlines the process a borrower must follow when requesting permission to prepay and be deemed eligible to receive incentives.
In addition, the interim final rule clarifies that third party equity loans are an option for borrowers who are seeking equity loans through the prepayment process.  The use of third party equity funding stretches incentive funds by providing resources from alternative funding sources. All proposed third-party incentive loans must be underwritten and reviewed to the same standard as Section 515 lending to ensure that no property is made financially unfeasible as a result of a third party loan.

We continue to work with industry partners to develop options for the preservation of the portfolio.  Completion of the comprehensive program assessment and implementation of recommendations to improve program efficiency will enable us to better utilize available resources and identify opportunities for continuing partnership efforts.  

Rural Housing Program Update


I am pleased to provide you with an update on current highlights from our other major programs.  

Community Programs

The Community Facilities program provides essential community facilities and services such as schools, fire protection, rescue services, public safety, medical facilities, and childcare centers to rural communities. 

The Bush Administration has, during the first three quarters of FY 2004, assisted 76 rural communities by investing over $88 million in educational and cultural facilities, $36 million in fire, rescue, and public safety facilities and services to 206 rural communities, and over 

$154 million in health care facilities in 93 rural communities. Funding for these types of facilities totaled in excess of $375 million. The remaining balance was used for other essential community facilities.  Over $81 million of total funds expended financed 126 projects that meet the Bush Administration’s 1st  Responder Initiative program requirements.    For example in Lauderdale, Tennessee, we provided $21,500 to the Lauderdale County Rescue Squad to finance a watercraft for water rescues. So far in FY 2004, we have funded 290 direct loans totaling in excess of 

$227 million, 62 loan guarantees totaling in excess of $84 million, and 267 grants totaling almost $6 million.  By the end of FY 2004, we project to have participated with local governments, state governments, non-profit corporations, and Federally-recognized Indian Tribes in financing more than 375 new or improved public safety projects, 120 new and/or improved medical facilities, and approximately 110 new and/or improved educational facilities.

In response to the Administration’s Faith-Based and Community Initiatives, we have funded 4 projects totaling over $11 million.  In the Township of Springfield, Ohio, the Word of Life Outreach Center, Inc. is building a new 5,500 square foot community outreach building to house its food bank, clothing bank, and adult daycare center.  Rural Development is providing a direct community facilities loan of $650,000 for this project.

Single Family Housing

Homeownership is the cornerstone of the Bush Administration’s efforts to increase economic assets and the financial strength of rural Americans.  USDA Rural Development’s single-family housing programs provide opportunities for rural Americans with very low- to moderate-incomes achieve homeownership. The Bush Administration has invested more than $11 billion to assist over 130,000 rural families realize their dreams of homeownership.

So far in FY 2004, over $2.3 billion has been made available as loan guarantees of private sector loans. $786 million in direct loans has been used to create housing opportunities for low and very low-income families. In the 504 loan and grant program, over $45 million has already been provided to assist elderly persons and very low-income families that own homes in need of repair.  Additionally, $18.5 million has been provided through our self-help housing program.  

In response to President Bush’s Minority Homeownership Initiative, in October 2002 USDA issued a Five Star Commitment to expand homeownership opportunities among minorities. Minorities comprise approximately 13 percent of Rural America. As of July 1, 2004, we have provided 32,894 direct and guaranteed homeownership opportunities with approximately 18 percent going to minorities.  Of the 27,273 first-time homebuyers receiving assistance from Rural Development, 20 percent are minorities.  

In conjunction with the Bush Administration’s homeownership initiative, USDA recognized National Homeownership Month in June by holding over 150 events nationwide.  These events included housing fairs, homebuyer education seminars, groundbreakings and building of self-help housing developments.  Department of Agriculture Secretary Ann Veneman and many high level USDA officials were able to participate in many of these events.  In addition, USDA Rural Development, as a Dream Team member, partnered with HUD and participated in Homeownership Expos in Las Vegas, Nevada and Miami, Florida.  

Conclusion

Mr. Chairman and members of the Committee, we thank you for your support, and with your continued support, Rural Development looks forward to improving the quality of life in rural America by providing housing opportunities and building competitive, active rural communities.

We recognize that we cannot address the homeownership and rural community facilities issues alone, and this Administration will continue to identify and work with partners to improve the lives of rural residents. We will continue to reach out to and partner with lenders, the many non-profit organizations, as well as federal, state, local, and Indian Tribal governments to meet the housing and community needs of low-income families and individuals in rural communities.
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