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SUBJECT:
USDA MFH Project Manager Bulletin #12

Managing for the Next 20 Years

Multi-Family Housing (MFH) Programs

TO: 
All USDA-Financed Rural Rental Housing & Farm Labor Housing Project Managers


in California

Last week, USDA Rural Development held its 2002 National MFH Policy meeting in San Diego.  Emerging from the meeting was a strong sense that USDA’s MFH portfolio is facing significant challenges:

a. Many Section 515 projects are now eligible, or will shortly become eligible, for prepayment.  In California, over 70% of Section 515 projects will be eligible to prepay by 2010.  USDA must be committed to working with owners and the nonprofit/public sector to find workable methods for preserving this important stock of affordable rural rental housing.

b. The MFH portfolio is aging.  The peak year for Section 515 loan-making was just over 20 years ago.  The median MFH project in California is 15 years old.  MFH projects were often developed with an emphasis on cost-containment, and not necessarily in a manner cognizant of today’s “life-cycle cost” analysis approach – i.e., that using a more expensive material up-front is sometimes cheaper over the long run.  A recent GAO report notes, “RHS and industry representatives agree that the overriding issue for Section 515 properties is how to deal with the long-term needs of an aging portfolio.”  (GAO-02-397, p.12)

c. Many MFH projects are facing cash flow problems.  The USDA budget process has kept rents low even when subsidies have been available.  This has limited the financial strength of projects, notwithstanding California’s relatively strong rental market. 

d. MFH reserve policies have not always been well-suited to the long-term capital needs of the projects.  Having been established based on 10% of the original total development cost, even fully funded reserves have not provided for inflation.  A background paper prepared for the Millennial Housing Commission “noted that reserve systems like RHS’s, are generally adequate to cover only between one-third and one-half of long-term capital needs.”  (GAO-02-397, p.12)

e. The rental housing industry as a whole is facing significant contingent liabilities.  Notably, moisture damage may lead to mold problems that can create significant cash drains on projects.

f. The advent of the tax credit program has brought affordable rental units into rural markets with greater square footages and more amenities.  Particularly in soft market areas of the state, this has placed MFH projects at a competitive disadvantage.

g. In the meantime, the supply of new USDA financial assistance is extremely limited.  Only $50 million of Section 515 rehab loans were available nationwide this year, and it seems likely that future MFH funding will remain at current levels or even reduced.  There is no indication that the supply of Rental Assistance will be increased.

These challenges are nothing new to MFH players or USDA staff.  Responding to them is our everyday assignment.  In this context, we can all be especially proud of our MFH portfolio.  California’s recognition as “MFH State of the Year – 2002” is a testament to our successful partnership for well over twenty years.  

Nonetheless, as good managers, we must be looking ahead.  We must begin to orient our projects and policies to respond to the challenges of the next 20 years – the theme of this year’s California MFH policy meeting.  

Managing for the next 20 years means successfully tackling three tasks represented in the triangle below:
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1. Preserve the portfolio as affordable housing.  This involves providing sufficient inducements to current owners to continue in the MFH program, and where this is not possible, finding ways to facilitate transfers to parties who are willing to.  It also means re-energizing our partnership with existing owners and managers.  By streamlining and simplifying USDA oversight and by working cooperatively, USDA can minimize owner dissatisfaction that motivates some to want to exit the MFH program.  

2. Sustain the portfolio.  This means assuring that each project has sufficient financial strength to support its current and long-term needs.  This means drawing on tenant and loan subsidies where available and being creative where they are not.  To quote from the recently released report of the Millennial Housing Commission, “The goal of sustainability and affordability must be placed on equal footing so that continued affordability is no longer the enemy of property physical maintenance.”

3. Upgrade the portfolio.  Not only must MFH projects be maintained, they must keep up with California’s evolving rental housing standards.  Enhanced architectural features, incorporating new amenities, and providing tenant services are all part of this.  We want MFH projects to remain valued assets that enhance the character of the communities in which they are located.

With this in mind, USDA’s MFH policy guidance for the year ahead will emphasize:

a. Simplified rules and processes.

b. Budget policies that support increased cash flow, while protecting unsubsidized tenants.

c. Long-term capital planning and sustainability.

d. Improved ways of cooperating with our MFH partners.

The purpose of the policy meeting and the management bulletins to follow is not to create new “California policy”.  Rather, it is to go back to the published USDA national regulations.  These provide ample guidelines that need not be layered with further rules or directives.  Thus, our goal is simply to implement the regulations and to implement them simply.  

You are again invited to attend our State MFH Policy Meeting in Sacramento, on July 11, 2002, from 9:00 AM to 4:00 PM.

Please feel free to contact the MFH Program Section or your local USDA office for additional assistance.  

JEFFREY D. DEISS

Multi-Family Housing Program Director

cc:
Rural Development Managers & Community Development Managers, USDA, CA
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