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Preserving Expiring State-Funded Housing

Executive Director@ Note: Thanks to the efforts of many advocates, a lot of
attention has been focused on the need to preserve the state0s150,000 federally
subsidized apartments. What is less well known, is that there is a roughly equal
number of apartments with expiring state and local subsidies that are also at-risk in
California. This is the first of several editions we plan to dedicate to the subject of
preserving expiring state-subsidized housing. This month we focus on describing
properties funded by three early state loan programs. Later this year, we will
present a case study illustrating the policy options that we are exploring with
various stakeholders to preserve these affordable homes and the people in them.

The pre-1990 HCD Portfolio

In the 1980G, long before the days of the state® current Multifamily Housing
Program (MHP) or its predecessor, the Rental Housing Construction
Program (RHCP), the Department of Housing & Community Development
(HCD) made subsidized loans through three main programs: the Rental
Housing Construction Program-Original (RHCP-O), the Special User
Housing Rehabilitation Program (SUHRP) and the Deferred Payment
Rehabilitation Loan Program (DPRLP), the latter through local governments.
All three programs provided 30-year deferred payment loans with interest at
3% or 0% simple interest. These programs helped finance the development
of 147 properties consisting of 5,139 apartments, of which 4,359 have
restricted rents affordable to low and very-low income households.

Incomes were restricted to 50% and 80% of AMI, but due to strict limitations
on rent increases and a prohibition on increasing rents upon turnover, the
average incomes of households actually served is below 30% of median
income. The majority of tenants are paying 20-30% of their income for rent.
Unique to the RHCP-O program and its 1,340 assisted apartments is an
annuity fund from which HCD makes payments to owners to cover shortfalls
in operating expenses over income to insure that tenants pay no more than
25% of their income on rent. The annuity fund will be exhausted by 2012,
leaving owners without a clear way to cover the resulting deficits.

The Current Proble m

While the programs have clearly succeeded in effectively providing housing
that is affordable to extremely low and very low income households, the
strict limitations on increasing rents during occupancy and prohibition on
increasing rents on turnover, have made it difficult for owners (the majority
of whom are nonprofit organizations and housing authorities) to cover
gradually escalating operating expenses. These properties are now 15-20
years old and in need of extensive rehabilitation because building reserves
have not been adequate enough to pay for replacement of major systems.




The majority of these buildings now require additional capitalization but only
one of the 14 properties we have looked at is able to generate enough cash
CHPC Preservation | flow to refinance without substantial additional subsidies. Some owners are
Clearinghouse struggling with negative cash flow and are potentially at risk of defaulting.

Elyse Perry, Program

Coordinator Complicating matters significantly is the fact that loans in all three programs

are coming due in the next six to12 years and HCD does not have the
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(415) 433-6804 ext. 13 authority to extend them, meaning that they must be repaid. This will be
Email: financially challenging since most properties have substantial outstanding
eperry@chpc.net loan balances and limited access to additional subsidies from local

government for whom recapitalizing older properties is often a lower priority.
Matt Schwartz,
Executive Director Preserving the affordable housing now, before the HCD loans are due and
Phone: before the properties become uninhabitable is clearly more cost effective
(415) 433'6804 ext. 111 than providing new replacement housing or dealing with housing that is
rir:g']i,'vanz @chpe.net more deteriorated down the road. Most sponsors would be willing to accept

) extended affordability restrictions in exchange for recasting the loans but the
strict limitations on rent increases and the expiring annuities must be
addressed to arrive at a financially viable long-term solution.

Goals and Next Steps

The goal is clearly to preserve the greatest number of apartments at the deepest affordability possible
while maintaining the financial viability of these properties. CHPC has been working with HCD and Bay
Area LISC to conduct feasibility analyses of a sample of properties in the portfolio so that a solution can
be found that balances the interests of owners and low income residents, present and future.

CHPC held a workshop on these issues at Housing California® annual conference on May 23, 2006, in
Sacramento. Panelists included Rich Friedman from HCD, Linda Mandolini from Eden Housing, Lynn
Martinez from the Western Center on Law & Poverty, and Vicki Utley from the Los Angeles Community
Design Center. The discussion was lively and informative with many audience members providing input
and suggestions on the problems and potential solutions. There seemed to be broad agreement among
the audience on the following principals: 1) existing tenants must be protected from unreasonable
increases to their rents; 2) HCD needs the authority to extend loan terms and to defer and forgive
accrued interest when necessary; and 3) the variety of rent regulations needs to be streamlined. Several
issues remain unresolved including whether or not the rent formula for the RHCP-O program should be
changed from a percentage of actual income to 30% of an income band the way rents are set for other
funding programs.

In the coming months CHPC will be working with several owners with properties in each program to
develop refinancing scenarios to get a better sense of what is needed to insure the long term financial
viability of the properties. Working with LISC, NPH and others, we then plan to meet with stakeholders to
discuss the implications of what we find and potential legislation that may be needed to insure that we
have the tools to do what is necessary. If you are an owner of one of these properties or an interested
stakeholder please let us know so we can invite you to participate in finding solutions to these problems.
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