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THE IMPACT OF THE FORECLOSURE CRISIS
ON PUBLIC AND AFFORDABLE HOUSING
IN THE TWIN CITIES

Saturday, January 23, 2010

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON HOUSING AND
COMMUNITY OPPORTUNITY,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 12 p.m., in the
Minneapolis Central Library, Pohlad Hall, 300 Nicollet Mall, Min-
neapolis, Minnesota, Hon. Maxine Waters [chairwoman of the sub-
committee] presiding.

Members present: Representatives Waters and Ellison.

Also present: Representative McCollum.

Chairwoman WATERS. This hearing of the Subcommittee on
Housing and Community Opportunity will come to order. Good
morning, ladies and gentlemen.

AUDIENCE. Good morning.

Chairwoman WATERS. Welcome to the Subcommittee on Housing
and Community Opportunity’s Minneapolis field hearing on, “The
Impact of the Foreclosure Crisis on Public and Affordable Housing
in the Twin Cities.” I would like to begin by thanking the Min-
neapolis Central Library for graciously allowing us to use this
space for today’s hearing. I would also like to thank Congressman
Ellison’s staff for their effort and assistance to ensure a successful
and productive hearing.

Of course, I must also mention the leadership of Congressman
Keith Ellison, a very engaged member of the Housing Sub-
committee and the Congressional Progressive Caucus. Mr. Ellison
has been a champion for individuals and families bearing the brunt
of this foreclosure crisis, particularly for renters displaced as a re-
sult of foreclosure. As many of you know, he was the author of the
Protecting Tenants at Foreclosure Act of 2009, which was signed
into law by the President in May. Go ahead, you may applaud. And
Mr. Ellison has been my ally on the subcommittee as we work to
preserve public and assisted housing during this severe economic
downturn, and to rid our housing of the hazards caused by lead
paint. Give him a round of applause for that too.

I would also like to thank Congresswoman Betty McCollum of
the 4th District of Minnesota, a strong supporter of labor and
working families through her role on the very important Appropria-
tions Committee. Ladies and gentlemen, without her work on the
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Appropriations Committee, no matter what we authorize, we would
not be able to get it unless it was funded. So give her applause for
being able to do that. And she is a Member who has taken the lead
in confronting the global AIDS pandemic. Thank you for making it
here to support and engage in this important discussion. And I
would, because we have to do it according to our procedures, re-
quest unanimous consent that Congresswoman McCollum be con-
sidered a member of the subcommittee for this hearing. Without
objection, it is so ordered.

The foreclosure crisis has devastated neighborhoods all across
the country, from the district I represent in Los Angeles to here in
the Twin Cities. In Hennepin County, mortgage foreclosure sales
have increased by nearly 800 percent in 2008 compared to 2002. In
the next 5 years, the Center for Responsible Lending predicts that
thzre could be as many as 13 million additional foreclosures nation-
wide.

Because the foreclosure crisis has created so many vacant homes,
one would think that the silver lining of this horrible situation
would be lower prices for renters. Unfortunately, this is not the
case, primarily for two reasons. First, the growing number of low-
income households far outpaces the amount of available affordable
housing. With long-term unemployment at its highest levels since
1948, affordable housing production can’t keep up with need.

Second, we know that foreclosed housing doesn’t necessarily be-
come ownership or rental opportunities. Often, banks unload fore-
closed properties for pennies on the dollar to speculators and flip-
pers, who frequently fail to do basic maintenance or rehabilitation.
As a result, the neighborhoods in which these homes are located re-
main blighted, and communities are deprived of a potential renting
housing resource. We have all heard the stories of boarded-up
houses stripped of their piping and sinks, ignored by their owners
and attracting crime to neighborhoods.

These trends are putting strains on our public and assisted hous-
ing system. I know that in L.A. County, there are about 17 times
as many families on the waiting list for public housing as there are
units. This is the case in Minneapolis as well. One of our witnesses
today, Chip Halbach, noted in an article that 12,000 households ap-
plied when the public housing waiting list was opened in 2008. If
our housing resources remained as they are today, the 12,000th
person will not be able to get assistance until July 2034.

Nearly 2 years ago, I drafted the Neighborhood Stabilization Act,
recognizing that we need to connect the foreclosure crisis with the
lack of affordable public and assisted housing. After a hard fight
with the previous Administration, I was able to secure $4 billion
in Neighborhood Stabilization Program funds in the summer of
2008. The following February, we were able to get an additional $2
billion in funds through the economic stimulus bill.

Last week, we were very pleased to announce and to learn that
HUD made their grant announcements for the second round of
NSP, and both the City of Los Angeles and the Twin Cities had
winning grant applications. With over 300 grant applications
scored by HUD, and only 50 or so grants granted or awarded, it’s
a testament to both the work of people on the ground, and to the
magnitude of the problem in our communities.
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I know that over $100 million in NSP funds were awarded di-
rectly to public housing authorities under the second round of fund-
ing. Other housing authorities are working with their cities and
States to pair NSP funding with other funding sources such as
project-based voucher assistance to expand the number of units for
the most vulnerable citizens.

Besides NSP, we have been fighting to preserve public housing.
In the stimulus bill, we worked to secure $5 billion in public hous-
ing capital funds, which are now being used to make critical re-
pairs and keep units in the public housing stock, along with addi-
tional homelessness prevention grants and project-based rental as-
sistance.

We realize this problem isn’t over and the need for resources
hasn’t been satisfied. That’s why Congressman Ellison and I, along
with seven members of the Congressional Black Caucus who serve
on the Financial Services Committee, worked hard to get an addi-
tional $1 billion in Neighborhood Stabilization Funds in the Wall
Street reform bill that passed the House in December. We also
worked to secure $3 billion in assistance for unemployed home-
owners threatened by foreclosure. We still need to get this bill
through the Senate. The fight isn’t over and it won’t be easy. But
Congressman Ellison and I will be advocating for this funding over
the coming months.

I'm eager to hear more from our witnesses about both the fore-
closure crisis, and the shortage of public and assisted housing.
Again, thank you for welcoming me to Minneapolis today. I would
now like to recognize Congressman Ellison to make his opening
statement. Thank you very much. Congressman?

Mr. ELLiSON. Chairwoman Waters, let me thank you for coming
to Minneapolis, and let me offer a very hardy and warm welcome
to you and your staff who worked so hard to make this hearing a
reality. Let me also thank you, on behalf of our State and our Na-
tion, for all the work that you have done, not just in the area of
housing, but on the critical issue of Haiti relief, which is something
you have been working on for many, many years, and on the issue
of Hurricane Katrina relief, which is something that you have been
absolutely relentless on, and also your work over the years for
equal opportunity for women, communities of color, and all Ameri-
cans. Thank you very much.

Let me also thank my twin sister from St. Paul, Congresswoman
Betty McCollum, for joining us today as we address regional efforts
to increase affordable housing. Congresswoman McCollum is an ap-
propriator and on the Appropriations Committee, and therefore is
an essential partner for us as we move forward to try to make sure
that our policy and our resources match up together to serve com-
munity.

Also let me thank State and local leaders, many of whom are
here today, for their excellent work. It’s an honor to serve with you,
in partnership with you, and I would like you to know that over
the time that I have been able to serve as a Member of Congress,
your assistance and your information has been indispensable to our
overall program, and so thank you very much.

I would like everyone to consider also that the advocates and the
citizens who keep us informed are essential players, and that we
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think that you are essentially the most important component of our
efforts, and we thank you for coming and all of the work that you
do. Please continue to keep us informed and please keep your ideas
coming; they are essential to our success.

Please consider this hearing today to be an important informa-
tion-gathering hearing, just like any other congressional hearing
you might have on Capitol Hill, but unique in the sense that it is
in our community and gives us an opportunity to talk about some
of the unique challenges that we’re facing as residents of the Twin
Cities, but also things that may apply generally throughout the
country. Many ideas gathered at field hearings make their way into
national legislation, and I hope that we’ll be able to honor some of
the important details that can lead us in that direction in this
hearing.

According to data from RealtyTrac, 3 million households received
foreclosure notices in 2009. While the national foreclosure rate has
slightly decreased, Minnesota posted a 56 percent increase in fore-
closures from 2008. Last year, 6,000 households in Minneapolis
alone received delinquency notices. These displaced households are
looking for help to find safe and adequate housing that they can
afford. That’s why Representative Waters and I fought for in-
creased funding for the Neighborhood Stabilization Program, to get
help for our communities. And as I indicated earlier, I look forward
to working with all of you to make sure that the legislative intent
of the NSP program gets carried on through right to the end user,
and so I look forward to working with members of the community
and local and State officials to make sure that this happens.

NSP was created to allow local communities to purchase and re-
habilitate foreclosed property and create affordable homeownership
and rental opportunities. Before the foreclosure crisis, our commu-
nities experienced intolerable rates of housing insecurity. Now the
need has grown even greater. Federal rental assistance programs
are facing unprecedented requests for help. Shelters are seeing as
many as 10 percent of their clients directly linked to foreclosure
displacement as affordable rentals disappear. Today, we seek input
from a broad range of witnesses on how to promote affordable
housing in the midst of this mortgage foreclosure crisis.

To our witnesses, I would like to extend a hearty welcome and
my appreciation for taking time on a Saturday morning to come to
this committee to testify. I want to thank you each for your time,
and I know we are looking forward to hearing from each of you.

Chairwoman WATERS. Thank you very much, Congressman Elli-
son. Now, we will hear from Congresswoman Betty McCollum. I
thank you so very much for joining us today. I know today is a
busy day and you won’t be able to stay for the entire hearing, but
we welcome you, and I would like to offer you time for your open-
ing statement.

Ms. McCoLLuM. Thank you very much, Madam Chairwoman. I
am pleased to have the opportunity to be here with you today, but
I'm really pleased to welcome Congresswoman Maxine Waters to
Minnesota. She can really walk on water when it’s hard, as she
found out today, because she wore her boots. So she’s smart. She’s
a national leader on housing issues and a long-time advocate for
the needs of the most vulnerable in our Nation and throughout the
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world. She has been one of the great advocates in Congress, as
Keith pointed out, for American response to the earthquake in
Haiti. She is a woman I admired greatly before coming to Congress,
and I was thrilled that I had the opportunity to serve with her my
first term, and she was a mentor. But there’s a song that says it
all, I wish all of our daughters would be like Maxine Waters.

And it’s always great to be with Congressman Ellison. We work
together on a lot of issues, and people see our heads together on
the House Floor with great frequency. We are twins; I'm the eldest,
however.

I'm also a history teacher, social studies, and I think it’s impor-
tant, in order to move forward positively into a future, we have to
reflect on the past to see where we are in the present. So our com-
munity is doing that, and we’re doing that today in this hearing,
like so many other communities across the country struggling to
meet the basic needs of housing for our neighbors, for our friends,
and for our families. You all know that there’s a housing crisis
today, and it’s because affordable housing and the needs of low-
and middle-income Americans were neglected for most of the past
decade. The Bush Administration also failed to properly regulate
the housing market, which led to reckless loans and high-stake
gambling on Wall Street. When those bad debts all started to un-
ravel, American families were left with a housing crisis, a financial
crisis, and the most painful recession since the 1930’s.

The victims of this current crisis are working families and those
families who want to work but have no job opportunities in this
tough economy. We're committed, our party is committed as Demo-
crats, to work towards solving these problems. We are fighting in
Washington for the attention and the resources this housing issue
deserves.

The Recovery Act, which passed in 2008, was an essential step
toward stabilizing the housing market, but there’s much work to be
done, there’s much retooling to be done to the legislation. Many of
our panelists this afternoon were responsible for putting those Fed-
eral dollars to work in Minnesota, and we look forward to hearing
about what worked well and what can work better.

I want to, again, thank Congresswoman Waters and Congress-
man Ellison for the opportunity to be with you here today, even
though briefly, because I have to go back to the other side of the
river, but I want you to know that we stand united in working for
you, and Keith and I are putting the needs of our districts, Min-
nesota and our country first. Thank you.

Chairwoman WATERS. Thank you very much. And I’'m pleased to
welcome our distinguished first panel.

Our first witness will be Ms. Erika Poethig, Deputy Assistant
Secretary, Office of Policy Development and Research, U.S. Depart-
ment of Housing and Urban Development.

Our second witness will be the Honorable Linda Higgins, mem-
ber of the Minnesota Senate.

Our third witness will be the Honorable Jim Davnie, member of
the Minnesota House of Representatives.

Our fourth witness will be the Honorable Gail Dorfman, commis-
sioner, Hennepin County, Minnesota.
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Our fifth witness will be the Honorable Dan Bartholomay, com-
missioner, Minnesota State Housing Finance Agency.

Our sixth witness will be Mr. Tom Streitz, director of housing
policy and development, Minneapolis Department of Community
Planning and Economic Development.

And I would like to say to our panel here, I thank you for ap-
pearing before the subcommittee today, and without objection, your
written statements will be made a part of the record. You will now
be recognized for a 5-minute summary of your testimony, starting
with our very first witness, Ms. Erika Poethig.

STATEMENT OF ERIKA POETHIG, DEPUTY ASSISTANT SEC-
RETARY, OFFICE OF POLICY DEVELOPMENT AND RE-
SEARCH, U.S. DEPARTMENT OF HOUSING AND URBAN DE-
VELOPMENT

Ms. PoOETHIG. Thank you, Madam Chairwoman, Congressman
Ellison, and Congresswoman McCollum for inviting me to testify
before you today. It’s great to be in Minnesota. While I will focus
my testimony on the national housing market and the new chal-
lenges we face as a result of the foreclosure crisis, I also want to
talk about the housing conditions here in the Twin Cities and Min-
nesota.

Preserving the affordability of rental housing, especially for low-
income households, is a crucial challenge for the Nation and its
many housing markets. Under Secretary Donovan’s leadership,
HUD has reasserted its role as a catalyst for expanding the avail-
ability of decent and affordable rental housing. If this crisis has
taught us anything, it’s that the Nation needs a balanced com-
prehensive national housing policy, one that supports homeowner-
ship, but also provides affordable rental opportunities, and ensures
nobody falls through the cracks.

Rental affordability is a key priority of Secretary Donovan, but
HUD also remains focused on restoring stability to the Nation’s
homeownership market. In my testimony today, I will cover three
issues based on the questions submitted by the committee on this
important topic. First, I want to cover the trends in rental afford-
ability across the Nation and here in the Twin Cities. Second, I will
discuss the relationship between the foreclosure crisis and dynam-
ics in the rental market and steps that have been taken to address
the displacement of renters. Third, I will highlight HUD’s efforts
to stabilize communities affected by the recent foreclosure crisis.

First, you probably have seen in the press national indicators cit-
ing high vacancy rates in the U.S. rental market. But I think it’s
really important to understand that while some new renters have
benefited from this softness, drawing concessions from distressed
property owners that have resulted in lower rents, many, many
more low-income renters, as Chairwoman Waters pointed out,
whose incomes have fallen as a result of unemployment and lost
hours worked, have difficulty affording their housing. I want to
stress that this softness in the broader rental market has not sub-
stantially eased affordability concerns for low-income renters. So in
2008, there were 8.7 million renter households paying more than
50 percent of their income for rent. This is up from 8.3 million
households in 2007.
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But let me dig under these national statistics and describe how
this plays out at the local level. In tight markets such as New
York, Los Angeles, and San Francisco, constrained supply and
strong demand creates real affordability challenges for renters up
the socioeconomic ladder. In other markets, low- and moderate-in-
come renters have an easier time finding affordable options, but
they are often located in neighborhoods with high concentrations of
poverty and the least opportunity.

A shortage of rental housing affordable to extremely low-income
renters is a problem across virtually all housing markets. The
American Housing Survey indicates that for every 100 extremely
low-income renters in the United States, there are only 44 units af-
fordable and available to them.

In the Minneapolis/St. Paul metro area, extremely low-income
households—households earning approximately $25,000 for a fam-
ily of 4—face a similar challenge. However, for low- and moderate-
income renters, the Minneapolis region does remain considerably
more affordable than similarly sized coastal metros, which brings
me to my second point, and the central focus of this hearing, what
is the impact of the foreclosure crisis on the access to affordable
rental housing in the Twin Cities region?

Although it is really difficult to untangle, there is anecdotal and
some quantitative evidence suggesting that families are doubling-
up with friends or relatives, which has depressed demand for the
rental market and contributes to some rising vacancies. The impact
of the foreclosure crisis on the rental stock is still unclear. In the
same way that the foreclosure crisis has taken single-family prop-
erties off the market, foreclosures on multifamily properties have
also removed rental housing from the available supply. At the same
time, though, there have been some additions to the rental inven-
tory because newly built multifamily units that were intended to
be condominiums are now converting back to rental housing.

This problem of displaced renters from foreclosed properties is
particularly acute in the Twin Cities area, where 20 percent of the
rental stock is in single-family homes and another 12 percent is in
2- to 4-unit buildings. Research from the Humphrey Center at the
University of Minnesota suggests that in Minneapolis, nearly 60
percent of foreclosed buildings in 2006 and 2007 were renter-occu-
pied, nearly 60 percent.

Recognizing the tumultuous experience these renters faced dur-
ing foreclosure, Congressman Ellison introduced, and President
Obama signed, as Congresswoman Waters said, the Protecting Ten-
ants at Foreclosure Act in 2009. This Act protects renters in fore-
closed properties by allowing them to fulfill their lease unless the
property is sold to someone who will be the primary resident, and
importantly, requires that tenants receive 90 days’ notice before
eviction.

What is HUD doing to mitigate the impact of the foreclosure cri-
sis on neighborhoods and renters across the Nation and this re-
gion? Under the first round of the Neighborhood Stabilization Pro-
gram funding, jurisdictions in Minnesota received just over $57
million to buy, rehabilitate or demolish properties and help home-
owners finance the purchase of foreclosed homes. A quarter of this
money must be spent to assist households earning less than 50 per-
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cent. In Minneapolis, about 52 percent of the units that are ex-
pected to be preserved or produced with this funding will serve
very low-income households. Last week, Secretary Donovan award-
ed just under $2 billion in the Neighborhood Stabilization Program
funding through this, a competitive process. The City of Min-
neapolis was awarded $19.5 million in a consortium agreement
with the City of Brooklyn Park Community Development Depart-
ment, Hennepin County Housing Community Works, and the Tran-
situDepartment. In addition, the City of St. Paul was awarded $18
million.

This region’s approach to neighborhood stabilization is a model
of coordinated, cohesive community development that makes suffi-
cient use of existing housing development capacity and sets a high
bar for providing jobs and other benefits for members of the af-
fected communities. Working in partnership with the Twin Cities
Community Land Trust LLC, these jurisdictions have launched an
innovative approach to using NSP funds. The Land Bank acts as
an intermediary to identify, purchase and coordinate the disposi-
tion of foreclosed properties to a pre-identified group of nonprofit
developers.

[The prepared statement of Deputy Assistant Secretary Poethig
can be found on page 127 of the appendix. ]

Chairwoman WATERS. Thank you very much. I did want you to
get the part in about how much money they got, that’s why I didn’t
stop you at 5 minutes, but I'm going to have to move on to Ms. Hig-
gins now. Thank you very much.

STATEMENT OF THE HONORABLE LINDA HIGGINS, MEMBER
OF THE MINNESOTA STATE SENATE, DISTRICT 58

Ms. HiGGINS. Chairwoman Waters and honorable members of the
committee, my name is Linda Higgins. I am the Minnesota State
Senator from District 58, and I proudly represent north and down-
town Minneapolis.

For several years, I have carried and passed legislation related
to foreclosures and the devastation that results. Visitors to my of-
fice are used to seeing maps showing the foreclosures by year in
Minneapolis. Jaws drop when they see, graphically displayed, the
density of foreclosures in my district and the change from year to
year. Many comment that there are so many dots overlaid on the
other dots, that you can’t see the base map. Clearly, we are ground
zero for foreclosures in our City, our County and our State. Our
mayor says it this way: “When Minneapolis gets the sniffles, North
Minneapolis gets pneumonia.”

I would like to describe the state of my district after years of
foreclosure. Thousands of families have lost their homes. They have
moved away or they have moved in with their friends or families.
They’re still hurting from the loss of that family home, and the op-
portunity to purchase another home seems a distant dream. The
foreclosed-upon properties are being repurchased for considerably
less than the previous price that was paid. Some families have
been able to purchase great houses that are in pretty good shape.
Others are buying homes that have been rehabbed with NSP funds.
Others are taking a chance and buying a house that could kindly
be called a fixer-upper. Many homes have been vandalized, had
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copper stripped, sometimes had fires, and many of those are now
demolished.

Other homes are being snapped up by investors. Some of those
investors are clueless about how to rehabilitate a house and get
good tenants. Others think that the laws really aren’t meant for
them. They buy a house for pennies, paint some of the walls,
maybe they’ll scrub the appliances, and then they rent it out. They
forget the small details, like maybe the house was condemned, and
that there are requirements for lifting the condemnation and get-
ting a new certificate of occupancy and a rental license.

A case in point is a condemned fourplex near my home. It was
bought by a consortium of investors from North Dakota. The con-
sortium has bought about 50 properties in North Minneapolis, and
they hired someone local to get them in shape to rent out. It has
now been 8 months since this gentleman started having work done
on this building. A couple of weeks ago, he failed what was to have
been the final inspection, so it’s still condemned. He lied about
being an asbestos abatement contractor, and illegally and dan-
gerously removed the asbestos himself, and he got caught. I under-
stand, unfortunately, that his work at his other properties is equal-
ly shoddy.

There are still many blocks in North Minneapolis with more than
one vacant house. This proves challenging in the winter especially.
The sidewalks might go unshoveled, the pipes will freeze if they
haven’t been winterized. Sometimes people move in. If the house
becomes open to trespass, it will get boarded-up.

And according to a 2001 study in Philadelphia, houses within
150 feet of a vacant or abandoned property experience a net loss
of $7,627 in value, making it more of a burden on the neighboring
residents. In addition, a study in Austin, Texas, found that blocks
with unsecured vacant buildings had 3.2 times as many drug calls
to police, 1.8 times as many theft calls, and twice the number of
violent calls, as blocks without vacant buildings.

In 2007, I carried and passed a Predatory Lending Prevention
package in the Minnesota Senate which: requires mortgage lenders
to verify the borrower’s ability to pay the loan; prohibits refi-
nancing that does not benefit the borrower; requires the mortgage
lenders to act in the best interest of the borrower; requires that
people receive mortgage financial counseling before refinancing a
special mortgage, like those no-interest loans from Habitat For Hu-
manity; bans financial penalties for early repayment; requires a
mortgage originator to orally inform a borrower of the additional
taxes and fees that are associated with the loans; allows the bor-
rowers to sue if they are harmed by predatory lending or an over-
inflated appraisal; and finally, it makes mortgage fraud a specific
crime all on its own. Minnesota has also passed several progressive
measures to address protections for renters affected by foreclosures.

In 2008, I carried a bill that requires landlords to tell prospective
tenants that the property is in foreclosure, and to waive any pen-
alty if the tenant in the foreclosed property withholds the last
month’s rent. Another bill in 2008 provided for mandatory
expungement of an eviction if a tenant vacated a foreclosed prop-
erty before the expiration of the redemption period or if the tenant



10

never received the required notice to vacate. We will continue
working on renter protections in 2010.

Minnesota appreciates the Federal resources that have been sent
out to the States to address the foreclosure crisis. However, some
Federal policies actually impede our progress here in the States.
For example, Federal legislation preempts the State control of fed-
erally-chartered lending institutions, making State efforts less ef-
fective than they would ordinarily be. Our 2007 bills were called
the strongest in the Nation, but in actuality only State banks were
actually affected. Since most State legislatures are considerably
more nimble than Congress, removing the preemption would allow
us to do what needs to be done in a more timely fashion than wait-
ing for a Federal solution. Thank you again for being here today.
We really appreciate your interest in this issue, because it affects
all of our constituents. Thank you.

[The prepared statement of State Senator Higgins can be found
on page 101 of the appendix.]

Chairwoman WATERS. Thank you very much. Our next witness
will be the Honorable Jim Davnie.

STATEMENT OF THE HONORABLE JIM DAVNIE, MEMBER OF
THE MINNESOTA HOUSE OF REPRESENTATIVES

Mr. DAVNIE. Thank you, Madam Chairwoman, and members of
the committee. I'm grateful for the opportunity to testify before you
today. I don’t need to review for members of the committee the de-
tails of the foreclosure crisis that has swept our Nation for the last
number of years. While Minnesota did not lead in experiencing that
foreclosure crisis, I do like to think that we have led in responding
to that foreclosure crisis. And I would like to stress that I believe
we did that by working collaboratively across jurisdictions, as this
panel reflects, as well as in ways that are broadly inclusive of the
multiple stakeholders in our community and across our State.

In 2007, as the foreclosure crisis was first being recognized, we
established a working group led by our Attorney General Lori
Swanson and a group of stakeholders that she had assembled, and
proposed and passed an aggressive platform of foreclosure preven-
tion and mortgage lending reform proposals. I was privileged to au-
thor the lead piece of that legislation in the Minnesota House. Sen-
ator Higgins, my colleague and friend on this, has explained the
critical elements of that proposal in her testimony.

Additionally, to the work that she has described, we worked that
year to close loopholes in State law that were being exploited by
equity strippers to the detriment of challenged homeowners.

The following year, as our recognition and understanding of the
foreclosure crisis evolved and received wider acknowledgment, a
broad array of stakeholders was brought together, and drafted a ro-
bust package of reforms aimed at easing the fallout, not just for
homeowners, but, as has been discussed, the large number of rent-
ers who are being caught up in the foreclosure crisis, as well as
owners of manufactured homes.

Those initiatives prioritized increased emphasis on foreclosure
prevention outreach, to provide assistance to struggling home-
owners earlier in the foreclosure process, strengthening and pro-
tecting the position of renters swept into the foreclosure crisis, and
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providing owners of manufactured housing greater rights and pro-
tection.

Additionally, that year both Houses of Legislature bipartisanly
passed the Minnesota Subprime Borrower Relief Act, a narrowly
targeted proposal that would have allowed lenders and borrowers
more opportunity to work together to create mutually agreeable
loan modifications based on the ability to pay of the borrower. Un-
fortunately, that legislation was vetoed by Governor Pawlenty.

Over the same time period, Minnesota Legislatures have in-
creased funding for housing programs and capital investment in af-
fordable housing. We have created the ability for renters to take
over the payment of utility bills that are in arrears and deduct
those payments from their monthly rent, and fashioned a mecha-
nism for the automatic expungement of eviction records where a
renter is a victim of foreclosure.

Looking forward to the 2010 Minnesota Legislative Session that
will begin in just a few weeks, we're looking at a significant pro-
posal for bonding, for affordable housing, and proposals to stream-
line the foreclosure notification process, to, again, get to those chal-
lenged homeowners as early in the process as possible.

Looking forward to Federal assistance, we are, as has been stat-
ed, extremely grateful for the $19.5 million that Minneapolis has
received and other communities from the American Recovery and
Reinvestment Act. In speaking with advocates in preparation for
this hearing, what they called for, and I hear their voices, is a 1-
2 punch from the Federal Government. Punch 1 is additional re-
sources for affordable housing, and punch 2 is aggressive reforms
of our financial system in ways that create more responsible lend-
ing and protection for consumers, so that they can go into the
homeowner process secure that their investment in their families
and communities will remain.

Again, I want to thank you for the opportunity to testify before
the committee today.

[The prepared statement of State Representative Davnie can be
found on page 87 of the appendix.]

Chairwoman WATERS. Thank you very much. Our next witness
will be the Honorable Gail Dorfman.

STATEMENT OF THE HONORABLE GAIL A. DORFMAN,
COMMISSIONER, HENNEPIN COUNTY, MINNESOTA

Ms. DORFMAN. Chairwoman Waters, on behalf of the residents of
Hennepin County and my colleagues on the County Board, I am
pleased to welcome you here today to Minneapolis and Hennepin
County for this important field hearing. Our own Congressman
Keith Ellison has been at the forefront of efforts to effectively re-
spond to the foreclosure and housing crisis both nationally and
here at home. We are thankful for his leadership and representa-
tion, and we know that we’re lucky to have this strong congres-
sional team of Congresswoman McCollum and Congressman Elli-
son.

I want to say up front that the most important and effective ac-
tion we have taken is to come together as a community to collabo-
rate and innovate as partners through the Minnesota Foreclosure
Partners Council. We have a coordinated plan focused on data col-
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lection, counseling and outreach, community recovery, and legisla-
tive and legal strategies, some of which you have heard about. And
while the pace of new foreclosures slowed a bit in 2009, and our
prevention and revitalization efforts grew, in large part due to the
influx of Federal support, we cannot say yet that we have turned
the corner on this crisis. Instead, we have seen the foreclosure
problem shift from the city to the suburbs, and from being caused
by mortgage products to now being impacted by job loss and unem-
ployment.

Hennepin County is the largest unit of local government in Min-
nesota. There are 46 municipalities, with a population of just over
1 million people. The number of annual mortgage foreclosure sales
in Hennepin increased from over 3,000 in 2006, to 5,600 in 2007,
to more than 7,300 in 2008, and went back to the 2007 level this
past year. That’s just shy of 22,000 foreclosures in 4 years, rep-
resenting 4 percent of our overall housing stock and particularly
devastating urban and suburban communities with the highest
concentrations. As a result, home values have fallen dramatically
in the neighborhoods with the most foreclosures, with a 14 percent
decline in home values in North Minneapolis, and 10 and 12 per-
cent declines in the Cities of Brooklyn Park and Brooklyn Center.

Let me just touch briefly on what we have been doing at the
County. We have provided prevention counseling resources for at-
risk homeowners and renters through the Minnesota Home Owner-
ship Center, HOME Line, and Legal Aid that have been accessed
by more than 3,200 households. We have held 25 foreclosure work-
shops at our libraries, like this one, and distributed a workshop
video seen by thousands more.

We have stepped up efforts through the Sheriff's Office and com-
munity partners to make sure that both owners and renters facing
foreclosure understand the process and their rights under the law.

We have been aggressively prosecuting mortgage fraud cases
through County Attorney Mike Freeman’s office. To date, 24 per-
sons and companies have been convicted, and charged cases involve
210 properties with over $60 million in fraudulent loans.

Hennepin County was awarded $8.6 million in NSP funding to
work with 7 targeted suburban cities, along with Habitat and the
Land Trust, to acquire and rehab abandoned and foreclosed homes
and to primarily assist first-time home buyers, with our NSP goal
of providing affordable homeownership for 200 households this
year. We have invested an additional $2 million through the Coun-
ty Affordable Housing Capital Fund and Federal HOME Program
to rehab another 79 foreclosed and vacant properties in 2009. And
since 2000, the County has provided over $35 million in local coun-
ty funding to assist in the preservation and new construction of
over 3,400 affordable units.

We are targeting some of our Homeless Prevention and Rapid
Re-Housing (HPRP) funds to help renters at risk of homelessness
due to foreclosure—65 percent of the foreclosures in the City of
Minneapolis involve rental properties, and approximately 10 per-
cent of the families who showed up in our homeless shelters over
the past 2 years are renters coming from these properties.

HPRP, frankly, is the best tool we have right now to address the
problem of renters impacted by foreclosure, through our City/Coun-
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ty HPRP partnership and our contracts with community agencies.
Legal Aid is providing the legal assistance that buys the family a
little more time, and St. Stephen’s provides the relocation assist-
ance so that families never have to even enter a shelter to get help.
Just since October, these two agencies have served over 130 people
and 40 families.

Let me share just one story to illustrate how well this is working.
Legal Aid has been working with a single mom with two children
who has rental housing with a Section 8 voucher. She moved in
last year, and was notified just before Thanksgiving that she had
to move out within 48 hours because the house was in foreclosure.
Despite the requirements of State and municipal law, the landlord
had not disclosed the foreclosure. Legal Aid attorneys were able to
get the 48-hour notice retracted. The bank then issued the 90-day
notice, but Legal Aid informed the bank of her Section 8 status and
was able to extend the family’s stay to when their lease ends this
summer. Legal Aid is now working with the family and St. Ste-
phen’s to make sure the utilities stay on and that the family is re-
settled into a new home next summer. Without this help, this fam-
ily would surely have ended up in a shelter this winter.

So in Hennepin, we're tackling the foreclosure and housing crisis
from every angle we can, but we’re still falling short. For every
family who gets out of a shelter, there’s another family in line to
take their place. For every family we work with to prevent fore-
closure or find alternative housing, there are new families walking
away from their homes because they owe more than their home is
worth.

NSP is working to leverage other public and private resources,
to stabilize our communities and provide affordable housing, but
it’s not a model that works well for renters and for households of
30 percent or below the average median income. We're also strug-
gling with NSP dollars in competition with private investors and
speculators who put cash down and can move much more quickly
to acquire the properties, because they don’t have to comply with
environmental assessments, appraisals, discounted prices, and in-
spections. We worry that we’ll not be able to meet the September
30th deadline of having all our NSP funds committed.

We are thankful for the new Federal assistance, but Hennepin
County and our local governments cannot solve this problem alone.
We have stepped up to fill the gaps, to help our neighborhoods im-
pacted by foreclosures and families who have lost their housing.
And for Hennepin, responding to the foreclosure crisis, frankly,
didn’t fit neatly into our organizational structure or mandated serv-
ices, but we did it anyway. But we don’t see the financial sector
doing that. It’s time for the financial sector to do what the rest of
us are doing, step up and help us turn the corner on this crisis.
Thank you.

[The prepared statement of Commissioner Dorfman can be found
on page 92 of the appendix.]

Chairwoman WATERS. Thank you. The Honorable Dan
Bartholomay.
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STATEMENT OF THE HONORABLE DANIEL M. BARTHOLOMAY,
COMMISSIONER, MINNESOTA HOUSING FINANCE AGENCY

Mr. BARTHOLOMAY. Madam Chairwoman, members of the com-
mittee, Representative Ellison, and Representative MecCollum,
thank you so much for the opportunity to testify today and for
holding this hearing in Minnesota. As Commissioner of the Min-
nesota Housing Finance Agency, the State’s affordable housing fi-
nancial institution, my testimony relates primarily to finance
issues. It is Minnesota Housing’s mission to advance affordable
housing opportunities to low- and moderate-income Minnesotans.
And since 1971, Minnesota Housing has invested more than $8.7
billion and assisted more than 750,000 households.

Every other year, we go through a process to develop an afford-
able housing plan that describes the Agency’s sources and uses of
funds. For the 2010-2011 biennium, the Agency will invest about
$1.4 billion of Federal, State, and agency-generated funds to fi-
nance new affordable housing opportunities, preserve existing af-
fordable housing, end long-term homelessness, and address fore-
closures.

A large portion of Minnesota Housing’s resources are dedicated
by law to specific purposes. Of the Agency’s discretionary budget of
about $180 million, the Agency has specifically allocated 18 percent
for addressing foreclosures. Our Agency has used both the State
and Federal resources through the Neighborhood Stabilization NSP
1 mortgage revenue bonds and home funds to address foreclosures
in the areas with the highest need. Mortgage revenue bonds rep-
resent a large portion of the resources available to Minnesota
Housing and other State housing finance agencies and local govern-
ments. It’s important to note that earnings on the loans financed
with bond proceeds are used flexibly to create more affordable
housing. They constitute 15 percent of our 2010-2011 affordable
housing plan and have enabled the Agency to dedicate $50 million
to end long-term homelessness. As a result, a well-functioning bond
market has implications well beyond affordable mortgages that the
HFAs provide.

The impact of the foreclosure crisis on bond markets is not well-
known. Access to bond market capital is critical to financing afford-
able housing. So turmoil in the market has a significant negative
impact on HFAs’ ability to meet their missions. Because Minnesota
Housing and other HFAs did not participate in the exotic mort-
gage-making practices, their portfolios have fared significantly bet-
ter than other lending institutions. Despite this performance, the
market did not differentiate between predatory and subprime mort-
gages and HFA mortgages.

The foreclosure crisis drove bond investors away for two primary
reasons. First, the disintegration of the subprime mortgage port-
folio was generalized to all mortgages because investors either were
not able to differentiate between subprime mortgages and healthy
mortgages, or they didn’t trust the information that would have en-
abled them to do so. Thus, housing bonds in general were tainted
overall, and some corporate investors went so far as to prohibit the
purchase of any housing related bonds, regardless of the credit rat-
ings. Also, declining profits due to mortgage-related losses meant
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investors had less money to invest, and yields on housing bonds
were higher.

During some portions of late 2008 and early 2009, yields were so
high that the debt issuance was infeasible, effectively shutting
down lending by public entities. Matters worsened for HFAs once
the Federal Government intervened to subsidize the broader hous-
ing market by purchasing mortgages at artificially low interest
rates without extending the same benefit to public bond issuers,
thus the most powerful tool available at housing finance agencies,
the tax exemption of the mortgage revenue bond, lost most of its
value. As a result, many of the housing finance agencies and vir-
tually all local housing authorities ended their mortgage lending
programs. Potential borrowers, our clients and customers whose ac-
cess to credit was already strained by the broader economic forces,
had lost yet another source to support housing.

The recently implemented Treasury/HFA initiative will help re-
store some lost funding capacity, which will improve earnings po-
tential prospectively as we look ahead. This new one-year program
will provide about $275 million to Minnesota Housing to finance
both homeownership and rental housing. Despite this, however, the
Agency has and will continue for some time to have fewer funding
resources due to two factors related to foreclosures: First, the sig-
nificantly reduced 2009 lending volume has had a long-term impact
on our ability to internally generate flexible revenue to plow back
into housing; and second, losses in our existing loan portfolio, due
to the declining real estate values of foreclosed loans, impaired our
earnings in both 2008 and 2009. Both of these factors reduce our
ability to provide housing assistance from internally generated re-
sources, which, as mentioned earlier, are our most flexible re-
sources, and constitute about 15 percent of all of our resources.

So I urge Congress to continue funding foreclosure remediation,
but in addition, to look at ways of improving the current NSP re-
sources, which could move houses from the foreclosure inventory to
homeownership much more effectively with temporary waivers of
statutory requirements regarding processes of the Uniform Reloca-
tion Assistance and Real Property Acquisition Policies Act, URA
Act, and also the National Environment Policy Act. These changes
would permit final purchase offers to be made when acquiring fore-
closed properties before completion of an appraisal and environ-
mental review, putting the NSP purchaser on a more equal footing
with investors who are not obligated to improve substandard hous-
ing or to make homes available to lower-income households.

I also urge Congress to continue providing funding for foreclosure
prevention, and Congress should explore new approaches to avoid-
ing foreclosures. Providing relatively short-term financial assist-
ance to homeowners in certain circumstances so they can continue
to make loan payments during their economic troubles, may be less
costly both to the homeowner, lender, and neighborhood in the long
run, rather than foreclosure.

The Tax Credit Exchange Program that permits States to ex-
change low-income housing tax credits for grants from the Treas-
ury should be extended to permit continued development of low-in-
come housing for families, including those who have lost their
homes through foreclosure.
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Before closing, I would just like to thank you again, and Con-
gress for the financial support provided to both State agencies but
also local governments over the last few years. The Tax Credit Ex-
change Program and the Tax Credit Assistance Program have both
been essential to continuing to support and develop affordable rent-
al housing. The NSP 1 and now 2 are invaluable to turning around
foreclosure-impacted neighborhoods. We take pride in our partner-
ships with the Federal Government, the State government, and
with local government, but also the private sector, in providing and
preserving affordable housing in Minnesota. Thank you very much.

[The prepared statement of Commissioner Bartholomay can be
found on page 77 of the appendix.]

Chairwoman WATERS. Thank you very much. I believe the cor-
rect pronunciation of the last name of this gentleman, I have
missed. It is spelled “S-t-r-e-i-t-z.” Would you please tell us the cor-
rect pronunciation of your name?

Mr. STREITZ. Madam Chairwoman, it is “Streitz.”

Chairwoman WATERS. All right. I knew I was saying it wrong.
Mr. Tom Streitz, you are the next witness.

STATEMENT OF THOMAS STREITZ, DIRECTOR, HOUSING POL-
ICY AND DEVELOPMENT, MINNEAPOLIS DEPARTMENT OF
COMMUNITY PLANNING AND ECONOMIC DEVELOPMENT

Mr. STREITZ. Madam Chairwoman, Representative Ellison, Rep-
resentative McCollum, thank you, first of all, so much, and wel-
come to the great City of Minneapolis. I just want to take a mo-
ment to say thank you for your efforts. I am the former deputy ex-
ecutive director of the Minneapolis Public Housing Authority. I
spent 7 years working in public housing with this great agency
here and Executive Director Cora McCorvey, and I'm well aware of
your long record to support the public housing residents, and the
work that you all do, I really, really appreciate, so I wanted to say
that right out of the gate, so thank you.

I would like to express my appreciation on behalf of the mayor
and the council members of the City of Minneapolis and our part-
ners for this opportunity to share our viewpoint and recommenda-
tions on the successful implementation of the Neighborhood Sta-
bilization Program. I would also like to thank the Subcommittee on
Housing and Community Opportunity for bringing NSP implemen-
tation issues forward.

Finally, I would also like to thank the United States Department
of Housing and Urban Development, not only for awarding funds
to Minneapolis, but for the changes they have made in developing
a Neighborhood Stabilization Program in response to our program
suggestions to improve the feasibility of carrying out the program
in our local housing markets.

The NSP resources that you have provided have proven critical
to addressing the foreclosure crisis in our neighborhoods. However,
the current allocation is only a first step when looking at the chal-
lenges faced by our communities most highly impacted by fore-
closures. The stability of these Minneapolis neighborhoods is sig-
nificantly and uniquely impacted by the high percentage of decline
in property values, the level of fraudulent mortgage activity, and
the disproportionate effect of foreclosures on people of color.
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One notable manifestation of the high level of fraudulent activity
in Minneapolis was the investment company known as TJ Waconia
which purchased and flipped more than 150 homes in North Min-
neapolis. The City, with the assistance of the County, was success-
ful in prosecuting the principals who are now in Federal prison.
The homes that were—thank you. It’s a huge victory. The homes
that were a part of this scam have now been recovered and are
being rehabilitated and sold to homeowners. It should be noted
that low-income neighborhoods in our community have also lost
hundreds of millions of dollars of equity, stripped from the neigh-
borhoods.

Residential mortgage foreclosures continued to rise in Min-
neapolis until 2009, when we have detected a slight downturn in
foreclosures. The decreases are partially due to lenders’ voluntary
moratorium on foreclosures and the increase in foreclosure preven-
tion loan modifications or short sales.

In 2006, 1,610 homes in Minneapolis went to foreclosure sale,
over half of them in North Minneapolis. In 2007, 2,895 homes went
through foreclosure sale, 54.7 percent of these were in northside
wards of the City. In 2008, there were 3,000 foreclosures. Fore-
closures, as I mentioned, decreased slightly in 2009, with 1,896
through the end of October. Many of these foreclosures are inves-
tor-owned properties that we have heard about from various panel
members. Minneapolis neighborhoods hardest hit by foreclosure are
in South Central, Northeast, and North Minneapolis, as discussed.

My testimony now will address the following specific issues or
questions raised by the committee. The first question asked how
the NSP program in Minneapolis is tailored to address the fore-
closure crisis in the City. Well, Minneapolis, as mentioned earlier,
has some unique strategies that we have put in place, and they are
focused on: number one, prevention; number two, reinvestment,
purchasing and rehabilitating homes; and number three, repo-
sitioning these neighborhoods for market recovery.

Minneapolis received $14 million in NSP 1 resources and has
dedicated an additional $3 million in non-Federal funding to the
Minneapolis Advantage Program to assist low-income households
with downpayment and closing cost assistance in the purchase of
foreclosed properties. Minneapolis, through a consortium agree-
ment with Hennepin County and the City of Brooklyn Park, was
awarded $19.5 million in NSP 2 resources to be allocated to eligible
activities.

With the additional funding, the City of Minneapolis and our
community partners, many of whom are here, will be poised and
able to purchase and rehab and get back in the hands of home-
owners over 700 homes in our hardest-hit neighborhoods.

The City is putting NSP 1 dollars to work. Over 43 percent of
the funds that we received in the first round have been obligated.
We have nine nonprofit developers that are in the neighborhoods
buying homes for closing them, and people are moving into the
homes, so I want you to know that we’re acting responsibly, we're
investing quickly, and the money’s being obligated.

In response to question two, Minneapolis has located and been
able to purchase REO properties, real estate-owned properties—I
didn’t know that word 2 years ago, REO, but I have learned it
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now—and ensured the participation of banks and other owners of
REOs.

As was mentioned earlier, Minneapolis uses two novel concepts
in its efforts to purchase REO properties. As has been discussed
here today, the major issue confronting many of our neighborhoods
are investors coming in from outside of the community with no con-
nections to the community, and we’re in a race against cash inves-
tors in our City.

And one of the unique things that we have been able to do, work-
ing through the First Look Program, part of the National Commu-
nity Stabilization Trust, we formed something called the Twin Cit-
ies Community Land Bank. The First Look Program, in combina-
tion with the Land Bank, has been central in our efforts to get our
properties out of the hands of banks and back into the hands of
homeowners. The Twin Cities Community Land Bank is a public-
private venture with a focus on community re-building efforts. The
First Look Program is coordinating the transfer of REO properties
from financial institutions nationwide to local housing organiza-
tions in collaboration with State and local governments. A key com-
ponent of recovery efforts is to gain control of properties and then
manage the disposition and redevelopment of those properties at a
scale large enough to build confidence and stimulate investment.

Finally, the third question asked of me was, what challenges are
we facing when dealing with NSP 1 and NSP 2? As mentioned ear-
lier, I think there are three areas that we really need to focus on
in our future efforts. Number one is, again, a recognition of the fact
that we’re in competition with investors. As the commissioner
pointed out, there are regulations in the NSP program that are
very burdensome, and when we’re competing against cash inves-
tors, we have willing buyers who are told to wait 30 days, we have
other requirements, such as the environmental, etc., that are sim-
ply making our efforts to purchase these homes extremely chal-
lenging. I encourage HUD to look at these regulations and work
with communities to make changes.

Finally, I would like to advocate that the definition of eligible
properties under NSP 2 be redefined to include short sales. That
is the new—the new foreclosure is a short sale. So we have a one-
month inventory of foreclosure properties in the City of Min-
neapolis, Twin Cities area today, and we have a 12-month inven-
tory of short sales. Cities, communities, our partners who are try-
ing to purchase these homes are stymied every step of the way by
incoherent recordkeeping at multiple banks, and servicers fighting,
and the homes remaining vacant and a nuisance to the adjoining
neighbors.

In addition, we recommend some changes to address limited
funding. I hope NSP 3 will come forward, and I would encourage
whatever future efforts we have, that they be more focused on
being upstream. As has been mentioned here today, we have larger
issues, and if we can keep families in homes, mortgage foreclosure
prevention counseling is key, emergency crisis repair funds to help
low-income seniors and other low-income people who are choosing
between paying mortgages and their roof or a boiler, employment
services to increase household income, and foreclosure-related as-
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}slistance to stabilize renters in particular who have been very hard
it.

Finally, I commend the subcommittee today for focusing on the
impact of foreclosures on low-income renters. In Minneapolis last
year, over 50 percent of all foreclosures were rental properties,
many of the tenants affected paying their rent and given no notice
of the default of the landlord, and many ended up homeless, as de-
scribed earlier. Finally, I want to thank you again for this oppor-
tunity, and I look forward to working with you and stand ready to
answer any questions you may have.

[The prepared statement of Mr. Streitz can be found on page 137
of the appendix.]

Chairwoman WATERS. Thank you very, very much. I would like
to thank you all for appearing before the subcommittee today, and
without objection, your written statements will be made a part of
the record.

I would now like to begin our question period. Let me—there’s
so many things that I would like to discuss, but let me just kind
of gear in on these foreclosed properties, these REOs. And since we
have HUD here today, I want to talk about FHA a bit. Before I say
that—are you getting ready to leave?

Ms. McCoLLuM. I'm going to have to leave in a few minutes.

Chairwoman WATERS. Well, I have to yield my time to you to
raise your questions first before you leave. But let me just say that
we are so pleased about HUD. Secretary Donovan is like a breath
of fresh air. We have gone through a period of time where we had
a Secretary who did not care very much or know very much—that’s
a bad combination. And so Secretary Donovan is working very
closely with us, and I'm very pleased, and I just want to say that.
I'm going to yield the first 5 minutes to Ms. McCollum to raise her
questions. I know she must depart very soon.

Ms. McCorLuM. Madam Chairwoman, that’s very generous of
you, and I thank you and Congressman Ellison. I'm going to go
back and ask a question on something that I mentioned when we
were talking together earlier, and that was short sales. And thank
you so much for bringing that up. I have been working with Real-
tors who have been trying to do short sales and paperwork, they
think they have it done, time on hold, and they’re up against a
crunch.

One of our financial institutions here is actually sitting down and
working—I had people get together in the room to try to address
it, because the financial institution, quite frankly, it wasn’t getting
up the food chain, for them to know that there was a problem. And
so they’re also working to address it. Because this is kind of new
for them, too, to be involved in this. So if I could just maybe—the
only question I would have is, to educate us a little more about
your experience with short sales and what we can do. Some of it’s
not governmentally, some of it’s going to be leadership, in getting
people at the table to talk. Would you just give us your background
on short sales and what you think we can do or should do?

Mr. STREITZ. Madam Chairwoman, Representative McCollum,
thank you for that question. Absolutely, short sales are what I call
the new foreclosure. And as I mentioned earlier, we have a one-
month inventory of foreclosures, 12 months of short sales.
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I can give you one example. A home became vacant in North
Minneapolis and was caught in the short sale process, and it took
22 months, working with 7 different servicers, banks, to determine
even who owned the property, because of confusion with paper-
work, etc. Now that may be an extreme example, but I also talk
to Realtors, and we meet on a monthly basis with local Realtors,
who encounter significant issues of getting the banks to respond.
Now there are multiple reasons for that, I believe, and the one is,
of course, we have many, many banks, particularly locally, that act
as servicers. Wells Fargo, U.S. Bank, Bank of America, are some
of the biggest servicers of mortgages. However, as you know, be-
cause of the investor-related sale of these mortgages, often deter-
mining who the investor buyers are and getting their consent to
the short sale is extremely problematic.

I would like to suggest that we engage in what I like to call—
we introduced the First Look Program to foreclosures. I think we
need something that I'm terming the “Last Look Program” for short
sales, and that is to incentify, as the banks and servicers, like we
did with HAMP and our First Look efforts, to sit down with com-
munities and Members of Congress and others, to have an expe-
dited short sale process. I understand that the Obama Administra-
tion has proposed something like that, and maybe one of our other
panelists from the Department of Housing and Urban Development
can talk about it, but I think we do need to sit down with lender
partners, we need to pilot a new program that would allow us an
expedited access to these properties.

As you know, Congresswoman, the properties sitting vacant at-
tracts crime, it declines further the property values surrounding
the properties. So getting banks and servicers to sit down together
and, frankly, figure this out, is something that I think we’re going
to have to encourage very strongly, from Congress, from our regu-
latory agencies. Otherwise, our communities are going to continue
to have negatives impacts of foreclosed and, well, frankly, vacant
homes.

Ms. McCoLLuM. Maybe that’s something Congressman—while
we work congressionally, Congressman Ellison and I can do. Be-
cause I do know two of the financial leaders that you mentioned
here, both Wells Fargo and U.S. Bank, want to turn this tide
around. They have been very receptive. We have been very fortu-
nate with the leadership here with both of those banks. When we
sit down and talk to them about something, theyre very open to
address it. And I see you’re nodding your head as well. Maybe sit
down with Realtors and some of their folks to look at it. And,
Keith, we could do that together while we work on a congressional
solution, because many people—I don’t think the right people nec-
essarily were aware of what the problem was, with even faxes just
sitting because there was so much stuff going on. A dedicated fax
machine for short sales might even be a solution in some areas. So
thank you, Madam Chairwoman.

Chairwoman WATERS. Thank you very much. I would like to ad-
dress my question to Ms. Erika Poethig. Pronounce your name for
me also.

Ms. POETHIG. “Poethig.” You said it wonderfully.
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Chairwoman WATERS. Oh, thank you, I got that one right. I'm
concerned about the FHA foreclosed properties, the REOs, and not
just as relates to FHA, but for the other banks and mortgage com-
panies also. I'm hearing a lot about what is happening and what
is not happening with these properties. First of all, before I came
here, I heard in Los Angeles about the speculators and the inves-
tors who have an edge up, who have the possibility of getting ac-
cess to these properties in ways that compete with legitimate
would-be home buyers, often who are bidding on these properties.
And they are not just underbid by the investors, sometimes these
properties are going for less than they could be sold for because
there’s some kind of special relationship between something called
the Association of REO Brokers, who have an organization where
they get access to these properties, and not everybody can even join
the association. They have cut out people from being able to join
the association by saying they’re limited to only a certain number,
which I think may be questionable. It may be something that needs
to be looked into.

But with the FHA properties, how are they being disposed of? Do
we have the same kind of problems of speculators being able to
have access to these properties over others and would-be buyers,
etc., etc.?

How are the listings done? That’s another problem that I'm told
by some of the Realtors in the communities that have been tar-
geted by these institutions that have caused the foreclosures to
begin with. But many of the local Realtors who work in these com-
munities don’t have access to the listings, because the Association
of Real Estate Brokers seem to have the first possibility for this.
What is going on with this? Are we entering into another problem
with these foreclosed properties by the same people who created
the problem to begin with? What is happening here?

Ms. POETHIG. You raised so many important questions, Madam
Chairwoman, so let me take the—I think the first one, which is
this more global issue of the relationship between HUD homes or
FHA foreclosed properties and the NSP program, and tell you what
we’re doing in relationship to NSP 2. Our office of FHA is mapping
our foreclosed properties on to the target areas for the NSP 2 pro-
gram, to facilitate and help communities target those homes as
part of the Neighborhood Stabilization Program. So that’s one step
we're trying to take to improve the coordination, to ensure that
those homes get into the hands of low- and moderate-income buy-
ers.

The other thing that I want to say, addressing your question, is
that the HUD homes program and the foreclosed program features
a priority period for most sales, where the sales have to go—be
available only to purchasers who will occupy the home as their pri-
mary residence, or to nonprofits, or the local jurisdiction, who will
probably turnkey to an eligible borrower. So we are trying to—

Chairwoman WATERS. Does this include the housing authorities
also? Because they're selling to the Section 8s; right?

Mr. STREITZ. That’s right.

Ms. POETHIG. To local government? I am not the expert on this.
We can get back to you in public record to clarify that point. Estab-
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lishing this preference, though, is one way we’re trying to mitigate
this issue related to speculation.

The other question you raised—and I actually looked into how
many foreclosed homes there are in Minneapolis. So there are 40
HUD homes in Minneapolis, 20 are actually under contract to sell
right now, and our Office of Single Family Asset Management is
really working with a contractor to improve, to your issue the way
listings are done. But I can provide in the public record a more de-
tailed description for you about the more national sort of issues
and particularly those in your district.

Chairwoman WATERS. Let’s just talk about here in Minneapolis.
Of those 40 homes, who controls the listings on those?

Ms. PoETHIG. We have a contractor who is responsible for the
sale of those homes.

Chairwoman WATERS. Who is the contractor?

Ms. POETHIG. I'm sorry, Madam Chairwoman, I don’t know the
name of the contractor.

Chairwoman WATERS. Probably some of the real estate people
know who it is.

Ms. POETHIG. I'm sure, yes.

AUDIENCE. Best Assets.

Ms. POETHIG. Best Assets.

Chairwoman WATERS. Okay, all right. And what is the contrac-
tor’s responsibility?

Ms. POETHIG. To manage the REO process, to, on behalf of HUD,
put forth those properties for sale.

Chairwoman WATERS. So they actually do the upkeep on those
properties also?

Ms. POETHIG. (nods affirmatively)

Chairwoman WATERS. And they’re also involved in the sale of
those properties to individuals who want to buy them or to specu-
lators or investors also?

Ms. PoETHIG. Well, we have a priority period, and that priority
period is intended to, of course, guard against speculation. How-
ever, after that priority period, those properties are available for
sale. Because we have to—of course, FHA, as an insurance pro-
gram, has to try to recover any losses. But we are trying to protect
against speculation.

Chairwoman WATERS. Do you feel that your contractor here in
the Minneapolis area is carrying out the program in ways that
would be consistent with your rules, your laws, about how to do
this?

Ms. POETHIG. Madam Chairwoman, I am not the expert on this
issue, but our Office of Single Family Asset Management can cer-
tainly provide something for the record that speaks to the contrac-
tor’s capabilities.

Chairwoman WATERS. Is the contractor doing a good job here, au-
dience?

AUDIENCE. No.

Chairwoman WATERS. Okay, thank you so very much.

Ms. POETHIG. You're welcome.

Chairwoman WATERS. Congressman Ellison, please, for as much
time as you would like.
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Mr. ELLISON. Madam Chairwoman, I love the way you run a
meeting, because we get real participation. I'm a little bit embar-
rassed to ask this question, but I have no pride, so let me just put
it out there. How do you think we might improve NSP legislation?
What are the barriers to participation for city-owned or State-
owned entities that might help us acquire properties that we can
then turn around and try to sell? I have been picking up earlier,
before today, and also today, that there are certain institutional ad-
vantages certain cash investors have over public entities. What are
those? And are these advantages in the Federal legislation, are
they in local implementation, are they—is it statutory, is it regu-
latory? Who feels that they could sort of hit that pretty hard?

Ms. DoOrRFMAN. Congressman Ellison, I can start. I think they’re
in the NSP rules. In order to acquire property in the suburbs, we
have to do an environmental assessment, you have to give a 1 per-
cent discount on the price, you have to do an inspection, and there
are probably other regulations. And while we're going through that
process, the house disappears right under us, to somebody who can
just put down the cash, doesn’t have to do any of that sort of regu-
latory work and can walk right in and take it. And that’s hap-
pening to us in the suburbs and hard-hit cities like Brooklyn Cen-
ter, Brooklyn Park, Richfield, over and over again, which is slowing
down our ability to really use NSP dollars.

Mr. ELLISON. Commissioner, to your knowledge, is this some-
thing that the Feds sent down to you? Is it in the statute? Is it in
how HUD has promulgated rules?

Mr. BARTHOLOMAY. It’'s embedded in the statutes, I believe, that
govern the process overall that are applied to NSP. So some of
these regulations existed pre-NSP, but then NSP has to comply
with them. And that’s why in my testimony I talked about waivers,
short-term waivers for NSP programs. There is more detail in my
testimony on that, but that’s—the nub of the issue is that potential
buyers cannot sign a purchase agreement or make an offer without
first having an appraisal and also going through these hoops, if you
want to call them, the environmental assessment. And so what
happens is that a private investor is able to sign a purchase agree-
ment, go get an appraisal and then do their work, and our partners
have to do all the work before they can make an offer. And that
essentially makes it really difficult for them to compete with the
private sector.

Mr. ELLISON. In your testimony, which I did read last night but
apparently not thoroughly enough, do you lay out how we can put
the NSP buyer on equal footing with the private cash investor?

Mr. BARTHOLOMAY. Not in detail, but we could certainly put
something together that would allow us to lay that out in a much
more thorough and detailed way.

Mr. ELLISON. If we were to be able to put folks on equal footing—
NSP buyers on equal footing with the private—and it’s the cash in-
vestor, it’s the person who doesn’t need to worry about a bank loan;
am I right about that?

Mr. BARTHOLOMAY. I think it’s the cash investor, but it may ac-
tually relate to other investors as well who would get a loan; right?
Maybe you know more about that detail, but—
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Mr. ELLISON. Let me ask this one question. This is a congres-
sional hearing. If we could get the NSP buyer on equal footing,
what kind of a difference would that make?

Mr. BARTHOLOMAY. I would say it would make a huge difference
on a couple of fronts. One is, they would be able to buy properties
that were in better condition, so they wouldn’t have to buy the
worst of the worst. They are going to get the better properties. And
the money and the properties are going to move faster.
hMg. ELLISON. Okay. Mr. Streitz, do you want to elaborate on
that?

Mr. STREITZ. Yes. Congressman Ellison, I think this is exactly
getting to the issue that’s very much a phenomenon in the City of
Minneapolis and Los Angeles as well, and that is the cash investor.
I can give you numerous examples, and I'll submit additional testi-
mony with the examples, if you would like, where we have had a
buyer who wants to invest in the neighborhood, live in the home,
and we were told by the selling agent, no, we’re not going to accept
your offer because we have a cash investor, you don’t have to go
through the environmental, we don’t want to wait for the FHA ap-
proval of the loan, which was a big, big issue, so you wait 30 days,
and the people say, I'm going to take the cash. And that happens
repeatedly.

I think the default under the statute, Congressman, is that it ad-
heres to CDBG regulations. And so—and I see our HUD represent-
ative here shaking her head. CDBG are the default regulations
under the NSP program, and therein lies the problem, of the envi-
ronmental and—I see Alfred shaking your head. Thank you, Alfred,
because if I'm getting this wrong, tell me. He’s our guy on the
ground. But those are the main issues we’re facing. And when
you’re in a climate where every house is being bid on, and you have
a buyer—once again, I'll submit additional testimony—who is look-
ing to invest in the neighborhood, live there with their children, be
a neighbor, and they have multiple hoops to jump through, the en-
vironmental, the historic preservation, the waiting period for FHA,
and then you have a guy standing there from outside the commu-
nity, typically a lot of them are working with REO agents who have
hundreds of listings, and they come and they offer cash, and the
seller takes the cash.

Mr. ELLISON. Can you all help get us a little bit more up to speed
on the problem here? It seems to me that we could—if it’s a Fed-
eral statutory issue, we might be able to really weigh in on that
front. Would you all mind putting some things together?

Mr. STREITZ. We would be happy to.

Mr. ELLISON. That’s a good one. The other thing is—

Mr. STREITZ. And, Congressman, could I just make one more
point on that?

Mr. ELLISON. Sure.

Mr. STREITZ. And then the result is, when there’s a cash inves-
tor—not all investors are bad, but most of them are from outside
the community, they don’t live here, and the difference is this: The
home becomes, in many cases, very minorly repaired. I call it the
caulk-and-paint job, unlike NSP. In NSP, our developers, our non-
profits and for-profits, we require them to meet green community
standards.
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So here’s the difference. A family walks into a home with a new
roof, new windows, essentially a new boiler. They’re going to save
thousands of dollars in utilities. They have gone through fore-
closure prevention counseling. They’re working with a counselor ac-
tively. So we're creating sustainable homeownership. Compare that
with the outside investor who buys a home in cash, does the paint-
and-caulk job, moves a family in, often without adequate ventila-
tion or heating, and mold in the basement, we see that repeatedly,
and then when things go wrong, you call them, and that person
lives in Florida or North Dakota or South Dakota. We have people
in North Minneapolis sending rent to Puerto Rico, for example. So
when problems occur with the property, and the neighbors try to
contact someone, there’s no one to be contacted, because they have
no connection to the community.

Thank you for indulging me. I just wanted to share the difference
and what happens to the community in one circumstance versus
the other.

Mr. ELLISON. And my thought is, all these things that NSP regu-
lations seem to require are good. Of course, we want some kind of
environmental assessment; of course, we want to make sure these
things are done. But if these requirements are essentially
disadvantaging that NSP buyer, then what we’re doing is we're de-
feating our own purpose. We're like the dog chasing his own tail.
And I think we have to find a way to preserve those considerations
without—but still be able to operate with the kind of speed that we
need and get through that red tape. So that would be a great thing,
if we can work on that, and I appreciate any input you have, and
so, good. I knew something good was going to come out of this hear-
ing.

Ms. DORFMAN. And, Congressman, those dollars have to be com-
mitted by September of this year, and that causes a crunch.

Mr. ELLISON. Right. Well, I was going to go to you next, Commis-
sioner. Commissioner, you're actually the next on my list of ques-
tions. Because if we're having trouble meeting our September dead-
line, September 30th, can you tell me, are you getting the kind of
technical assistance from HUD that you think that you need? And
what more can be done in Hennepin County?

Ms. DORFMAN. Congressman, thank you, that’s not the problem.
The problem is, we’re having trouble acquiring homes. We're doing
a really good job of identifying families who are ready to move into
homes, and giving them the downpayment assistance through NSP.
We have done over 100 already that we’re processing. But the ac-
tual acquisition and rehab, that’s where we’re slowing down. It’s
just tougher to get those properties. And so we’ll have to turn back
any money that we don’t spend, if it’s not committed.

Mr. ELLISON. Can you guys talk about what we’re going to do to
make sure we don’t have to turn back money?

Ms. DORFMAN. Well, we are scrambling.

Mr. ELLISON. Right. But what can we do, perhaps, to help you?
Extend it? Extend the deadline?

Ms. DorRFMAN. Extending the deadline would help. It’s tougher in
the suburbs. The average acquisition price is considerably higher
than in North Minneapolis or in the City. It makes it tougher.
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Mr. ELLISON. Okay. All right, good. If there’s anything else you
think of—extending’s a good one. Anything else, Tom, you want
to—

Mr. STREITZ. Congressman, can I mention one other thing, since
I see you making a list over there? I appreciate that. The discount
requirement is a very large impediment. When you have cash in-
vestors who are willing to pay more than the discounted price, the
seller’s not going to sell to you. And so that is a major issue for
us as well. So if we—since we’re taking notes here, I would be
hopeful that we could address that issue as well, the discount re-
quirement. Because we’re simply not seeing discounts in an envi-
ronment where you have multiple investors and purchasers willing
to buy the home.

Mr. ELLISON. All right, good. Another question for the Commis-
sioner of our State Housing Finance Agency. The housing finance
system is something that the Financial Services Committee has
identified as a priority in this upcoming year. Can you expand on
what types of policy changes would be most beneficial to Minnesota
with regard to housing finance?

Mr. BARTHOLOMAY. Well, there has been a lot of work done this
last year, year-and-a-half, to put some pieces in place that made a
big difference for us and agencies like ours to be able to finance af-
fordable housing in this market. Ultimately, the market is going to
have to change, for things to progress. But we do think some of the
recommendations or things that I was urging you to consider, ex-
tending the Tax Credit Exchange program, will—provided the econ-
omy continues to be like it is, and it doesn’t seem like it’s moving
as fast, the recovery, as anybody would hope, that’s going to be
very important.

I could certainly follow up with additional information for you on
that too. My policy director is an expert in that area, and I could
have her put together a list. We did submit a list to HUD of some
ideas. I'm not sure that we shared that with you, but we could cer-
tainly do that.

Mr. ELLISON. We would appreciate that, thank you. Representa-
tive Davnie, I was interested to hear about your bill. As you know,
you and I have talked about it before, and I thought it was a great
bill, and I mean now the Minnesota Subprime Borrower Relief Act,
which would have required lenders to make a good-faith effort to
restructure mortgages before foreclosure.

I'm working on a similar bill, H.R. 3451, which I introduced last
year, which would require the lender, upon default of a federally-
related mortgage loan, to engage in loss mitigation activities that
provide for: one, long-term affordability of the loan; and two, max-
imum retention of home equity. The bill I have in mind, I hope to
move forward in the coming year. Could you tell me, from your per-
spective, what’s needed to move forward on mortgage servicer re-
form?

Mr. DAVNIE. Madam Chairwoman, Representative Ellison, thank
you for the opportunity. I think you know, through your conversa-
tions in the community, Congressman, the frustration experienced
by many homeowners who are in trouble and foreclosure preven-
tion counselors in engaging the financial institutions who hold the
loans on modifying those loans. In my real life, I work for one of
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the major social service agencies in the State, and have frequent
contact with some of the housing counselors there, and repeatedly
get stories of the difficulty, first, of identifying, as has been identi-
fied here, who is the lender? They may be able to identify who the
servicer is, but who is the lender? And then the issue we come to
of the secondary market and the securitization of mortgage loans
making identifying who gets to make the decision on modifying the
loan more and more difficult.

Any efforts that could be done to simply bring the transparency
that’s needed to the process, from the Federal level, would be a
great help, I think, to those both as borrowers and to the folks who
are trying to assist them in that.

The work that you have done on looking to create a Federal sys-
tem of consumer protection, I think, where we can get on the front
end of assisting homeowners, as I spoke to in my earlier testimony,
so that when they make the commitment to homeownership, they
are assured that the product that they’re using to get there for
them and their family and their community is a stable product that
will allow them to continue in homeownership, is critical as well.

Mr. ELLISON. And this question is both for you and Senator Hig-
gins. I know that you all were working on mandatory mediation
programs in the last session, which I was really excited about. But
we’re not the only State looking at a mandatory mediation pro-
gram. I think in Pennsylvania, Connecticut, and Florida, they were
looking at these programs. Can either one of you talk about the
mediation bill that you all worked on? And please explain why, if
you can, the governor vetoed the bill—Governor Pawlenty vetoed
the bill.

Ms. HigGINs. Madam Chairwoman, Representative Ellison, I
can’t say it kindly, so I won’t say it at all. I'm probably—were you
the author of that bill?

Mr. DAVNIE. No, Representative Hillstrom.

Ms. HIGGINS. Oh, okay. So you have two people here who were
not authors of the mediation bill, so we probably don’t have the de-
tail that we should have. But it would have set out a process where
there would have been a 6-month, 7-month period where mediation
would have been required. It was a serious and honest attempt to
get the lender to the table, which is something that we heard and
continue to hear from one and all, that is the piece that we just
can’t get compliance on, is getting the lender to the table to have
an honest discussion on how a mortgage can be restructured, how
both parties can win in going forward.

Mr. ELLISON. I'm all done with my questions, Madam Chair-
woman, so I yield back.

Chairwoman WATERS. Thank you very much. I'm very appre-
ciative for the presentations that have been made by this panel,
and the Chair notes that some members may have additional ques-
tions for this panel, which they may wish to submit in writing.
Without objection, the hearing record will remain open for 30 days
for members to submit written questions to these witnesses and to
place their responses in the record. Thank you very much, panel,
for your very informative presentation. The panel is now dismissed.
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Ladies and gentlemen, I'm pleased to welcome our distinguished
second panel. We're going to move forward with our second panel.
Please take your seats. We have a lot of good information for you.

Our first witness will be Ms. Cora McCorvey, executive director,
Minneapolis Public Housing Authority.

Our second witness will be Mr. Chip Halbach, executive director,
Minneapolis Housing Partnership.

Our third witness will be Mr. Michael Dahl, public policy direc-
tor, HOME Line.

Our fourth witness will be Mr. Mark Ireland, staff attorney,
Housing Preservation Project.

Our fifth witness will be Mr. Richard Amos, director of housing
services, St. Stephen’s Human Services.

Our sixth witness will be Mr. Marion Anderson, constituent, and
renter displaced by the foreclosure crisis.

And our seventh witness will be Ms. Christina Louden, con-
stituent, and Section 8 voucher resident.

Without objection, your written statements will be made a part
of the record, and each of you will now be recognized for a 5-minute
summary of your testimony. We will begin with our first witness.

STATEMENT OF CORA A. McCORVEY, EXECUTIVE DIRECTOR/
CHIEF EXECUTIVE OFFICER, MINNEAPOLIS PUBLIC HOUS-
ING AUTHORITY

Ms. McCorvey. Chairwoman Waters, Representative Ellison, I
am Cora McCorvey, the executive director of the largest Public
Housing Authority in the State of Minnesota, with over 6,000 units
of public housing and 5,000 housing choice vouchers. I am honored
to be here on behalf of the Minneapolis Board of Commissioners,
our staff, and over 21,000 residents and housing choice voucher
participants.

I welcome you, Madam Chairwoman, to Minneapolis. I am per-
sonally delighted you have decided to visit our great City today, as
you are one of my role models. I proudly watched you on television
over the years, regimenting comments in the newspapers, and
know you have spent over 30 years of your life being a fierce and
tenacious advocate for women, children, people of color, and for the
most vulnerable among us. I applaud you, Chairwoman Waters,
along with thanking you for your leadership, courage, and service
to humanity.

Chairwoman WATERS. Thank you, thank you, thank you.

Ms. McCoORVEY. Representative Ellison, I have worked with you
on many important issues during your career, and I am grateful for
your steadfast support of affordable housing programs. I want to
talk a little bit this afternoon about some of the need. The Public
Housing Authority is a bastion of safe, decent and affordable hous-
ing for our community. This resource, while critical, is woefully in-
adequate, when measured against the need that we see. A family
waiting list has been closed since 2007, and we have almost 3,000
people on that waiting list now, as I speak. And Chairwoman
Waters mentioned that there are 12,000 people on the Section 8
waiting list. There were 15,000 who actually asked for applications,
and, yes, there are 12,000 who are on the waiting list today.
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At our central office headquarters, we have a resource room
where people can come in off the street or just call and request in-
formation. We have 900 contacts each and every month. That’s
nearly 12,000 people, desperate people, in need of housing who con-
tact us that we can’t serve.

The Public Housing Authority turns away literally thousands of
people each year because there are no vacancies in our operations,
either our public housing programs or our Section 8 programs.
Those programs were often a step up and out of homelessness and
out of transitional housing. We literally have no room. Families are
forced to choose between food and shelter, shelter and medicine,
medicine and school needs for their children. Wilder Research esti-
mates that on any given night in the metropolitan area, there are
4,700 people who are homeless. And of those 4,700, 45 percent of
those are children.

The Public Housing Authority is working hard and is committed
to respond to these needs as best that we can. We have established
seven assisted living and housing with services and programs for
our elderly. These supports help our seniors to live more independ-
ently and remain in their homes longer. We have worked with our
partners in the community to develop two women’s shelters, a
youth shelter, a transitional housing program for chemically de-
pendent women that is funded through a program called Publically
Owned and Transitional Housing (POTH). This is funded by the
State of Minnesota.

We have two self-sufficiency programs, one through our public
housing programs and one through our Section 8 program. We
have pursued very aggressively and won nearly $32 million of
ARRA funds, that’s American Recovery and Reinvestment Act
funds. With these funds, we are developing a senior center on the
north side of Minneapolis in our Heritage Park development and
a 48-unit memory care development. We believe this is the first in
the country where public—it’s a public housing development we’re
envisioning we will develop, providing comprehensive support for
vulnerable elderly who have Alzheimer’s or suffer from forms of de-
mentia.

We're investing $12 million in significant injury improvements in
our over 700 scattered site family units. We have obligated 96 per-
cent of the $18.2 million of capital ARRA funds that we received
last year. With those funds, we believe that we will be creating
nearly 300 jobs in our community.

We have entered into a second energy performance contract, this
is with a new provider, Honeywell International, which is going to
upgrade our energy infrastructure. And we have structured this
deal so that Honeywell guarantees a savings that will be enough
to pay for the cost of the improvements that are going to be made
in our facilities.

We are responding in small but we think very important ways
to the foreclosure crisis. We have created a Section 8 foreclosure
prevention demonstration program, and it’s called Saving Homes,
for families in North Minneapolis who are under threat of fore-
closure. The same prevention strategy is available to the 185 fami-
lies who have previously purchased homes through the Public
Housing Authority’s homeownership programs.
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We have partnered with the City of Minneapolis and a nonprofit
agency to project base some of our Section 8 vouchers in foreclosed
properties. These properties are being purchased and they’re going
to be rehabbed and made affordable for low-income families.

We have used ARRA dollars to purchase 20 foreclosed
townhomes in North Minneapolis, and those townhomes will be
created for a rent-to-own program for low-income families.

The Public Housing Authority has many strategies to respond to
these needs, but we don’t have the resources to do so. Madam
Chairwoman, thank you so much for the opportunity.

[The prepared statement of Ms. McCorvey can be found on page
115 of the appendix.]

Chairwoman WATERS. Thank you so much. Our second witness
will be Mr. Chip Halbach.

STATEMENT OF CHIP HALBACH, EXECUTIVE DIRECTOR,
MINNESOTA HOUSING PARTNERSHIP

Mr. HALBACH. Thank you, Chairwoman Waters, and Representa-
tive Ellison. Thank you both for the emphasis of today’s hearing on
rental housing. As was said by the HUD speaker, there is a need
for more balanced housing policy in this country. I'm going to speak
about the urgency for providing affordable rental housing for the
lowest-income residents, and I'm going to put it in the context of
the economic problems this country is facing. Certainly, there has
been a recent substantial downturn in the economy, but for many
low-income households, this economic challenge has been around
for at least 30 years.

So with Minnesota, we have now 7.4 percent unemployment. And
an equal number of households, percentagewise, are also under-
employed and have faced job losses or partial job losses. That’s over
200,000 people in this State. And that economic challenge facing
the State has manifested across the housing continuum.

For instance, for the homeownership we have seen over the last
2 years—or since 2005, that is, a default rate, people 60-plus days
in default, that has gone from under 2 percent to just about 8 per-
cent; 8 percent of people with mortgages in this State now are 60
days behind in their mortgage payment. And while there have been
reforms that have been discussed earlier, that trend is continuing
upward.

With rental housing, we have, of course, the cost burden placed
on many low-income families. But one of the things that we have
been able to observe, in partnership with nonprofit developers
across the State, is that many of the households that are in afford-
able housing now are falling behind. In fact, it’s about 23 percent
of the residents of the 3 largest nonprofit affordable housing devel-
opers in the State are now at least 1 month behind in their rent
payment. We have an economic situation where our policies and
programs have helped a lot, but they’re still not reaching people,
particularly as the job losses continue.

And, of course, there’s homelessness, which is the trend, which
is the ultimate of people not being able to afford housing. Looking
at family homelessness in Hennepin County, where we have the
best records, over the last 3 years, there has been a 70 percent in-
crease in family homelessness here in Hennepin County.
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Focusing more on renters, what we have here is that about 1 in
5 renter households across the State are paying more than 50 per-
cent of their income for housing. And that is particularly burden-
some on those who are called extremely low-income, those with in-
comes at 30 percent of median and below. That is about $21,000
or less in annual income for a family of four. In the State, we have
85,000 households who are in that situation, who earn $21,000 or
less and are paying over half of their income for housing. That’s a
number that continues to increase. And as I said before, this is a
long-term trend.

Since 1980, rents across the State have increased by 19 percent,
while at the same time, renter incomes have declined 10 percent.
We need help for people now in being able to afford rental housing,
but also we need to be able to prepare for our expanding popu-
lation, and more low-income people, we expect, will be residing in
Minnesota. For instance, the Metropolitan Council projected, for
this decade we’re just beginning, we need about 5,100 affordable
housing units per year added to the stock, whereas our current
ability to provide affordable housing is about 1,000 units per year.

Where do we go from here? Well, of course, our primary need is
to be able to transcend that gap between what it costs to create
and maintain housing, and what people can afford.

NSP, which has been talked about here, is a great program and
extremely important. However, it is not a good program for helping
people at the bottom end of the income spectrum.

There are four areas where we need help. I'll just list them
quickly. The Low Income Housing Tax Credit, which has been men-
tioned, our State uses that tax credit program, not only for the
$700 to $1,000 apartments, but also for chronic homeless, ex-
tremely low-income. The tax credit needs to be preserved.

The National Housing Trust Fund, which if we get—that has
been authorized in the Housing and Economic Recovery Act, and
we’re hoping to get it capitalized. We're looking at a billion dollars.
The two of you have been leaders in doing that, seeking that fund.
The two of you have been leaders in seeking that fund. But a bil-
lion dollars will only bring 140 units to Minnesota.

And then vouchers, SEVRA, and then preserving existing afford-
able housing, including public housing, where the economic stim-
ulus has been able to provide important resources but less than 20
percent of the resources needed for Minnesota’s public housing
backlog and needed repairs. Thank you.

[The prepared statement of Mr. Halbach can be found on page
95 of the appendix.]

Chairwoman WATERS. Thank you very much. Our next witness
is Mr. Michael Dahl.

STATEMENT OF MICHAEL DAHL, PUBLIC POLICY DIRECTOR,
HOME LINE

Mr. DaHL. Madam Chairwoman, it is an amazing honor to meet
with you, and, Congressman Ellison, you have been an unparal-
leled leader on affordable housing, and I'm thankful that you are
having this hearing. Thank you for the opportunity to testify. My
name is Michael Dahl, and I'm the public policy director with
HOME Line. HOME Line is a statewide organization that provides
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free legal, organizing, education, and advocacy advice to tenants, so
they can solve their own problems, and we work on public and pri-
vate policies that advance that goal.

As a part of our work, we operate a statewide tenant hotline. The
hotline provides renters with legal advice. And it has grown from
suburban Hennepin County in 1992 to serving the whole State ex-
cept for Minneapolis, which has its own tenant and city-funded
service. Last year, we took 11,000 calls, setting an unfortunate
record for the number of tenants who are seeking our advice in
troubles with their landlord or help in affording their rent.

As you would expect in today’s market, the number of tenants
calling us because of foreclosure has increased. It has gone way up.
In 2000, we received 18 calls from all of Minnesota from renters
who had a question about foreclosure. This year, the number was
at 1,265. We're seeing a dramatic increase, and that increase is
seen in Congressional District 5 as well. Last year, we received 273
calls from tenants in Congressman Ellison’s district. That’s a four-
fold increase in just the past 3 years.

So obviously we are very happy, Congressman Ellison, that you
took a leadership role on this and got the Protecting Tenants at
Foreclosure Act passed. Since that legislation went into effect,
HOME Line’s work has changed in two ways. One, tenants have
more time to move, which this is something that’s—prior to the
change, a bank only needed to give someone 60 days, now they
have 90 days. And that extra time gives them time to save up for
a move, and not choose just the first place that comes available,
but, instead, the place that works for them.

Next, holding owners to the tenant’s lease is a good change as
well. When a property is transferred normally, the new owner steps
into the shoes of the old owner, and the new owner must respect
the tenant’s lease. That had not been the case in foreclosures. And
making one rule that applies throughout the market is a good one.

The increased call volume for foreclosures is one that shows no
sign of abating. And so we ask that one of the first things you can
do is make the Protecting Tenants at Foreclosure Act permanent.
Its sunset in 2012 is something we would think—we need to extend
this forever. It’s a good idea—it was a good idea before, it’s a good
idea now, and I think that in 2012, we’ll be seeing that it continues
to be an issue that we need to address.

More, however, needs to be done in this for extremely low-income
households. And I'll leave NSP to Mark Ireland’s testimony, to talk
about that. I just want to focus on some of the issues that Chip had
trie}cll to bring up towards the end of his testimony that we agree
with.

America’s affordable housing crisis predates the foreclosure cri-
sis. And we have people who were on the Section 8 waiting list in
2005. They still haven’t gotten to the top of the list. And that’s be-
fore all of this foreclosure thing sort of hit the media screens and
became the thing that we’re all talking about.

There are two things that we need to do, basically, to address the
crisis that we’re in: We need to increase the supply of affordable
housing; and we need to make more rental assistance available.

In the 5th Congressional District, if someone needs help right
now, all of the waiting lists that they could be on are closed. Min-
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neapolis, Richfield, St. Louis Park, Metro HRA, all the lists are
closed. And if you manage to be lucky enough to need help the day
that a list opens, maybe you’ll get on the list, and 17,000 people
will be ahead of you on all of the lists that are out there. So we
need to do something to increase the stock and the availability of
rental assistance.

Chip had talked about the need for our Nation to recommit to a
production program, and that’s why Congress needs to pass signifi-
cant funding for the National Housing Trust Fund. There are two
steps that can be taken for this. One, the United States Senate
needs to put, like the House did, $1 billion into the National Hous-
ing Trust Fund through the jobs bill, and that’s something that can
happen in short order. The next step, and this is an area where
we're happy for leadership from Senator Franken, is asking for the
President to include another $1 billion for the Trust Fund in his
annual budget.

But these two steps are just partial steps, because we need $5
billion annually for each of the next 10 years. And so we—that’s
one request that we have, is to find a way to provide permanent
funding, at least for the next 10 years, to the National Housing
Trust Fund.

And then lastly, we need more money for vouchers. Nothing will
reduce the waiting list better than providing more money for
vouchers. And housing vouchers—it was already stated that we
have thousands of people who are waiting for help. There are
230,000 renter households who cannot afford where they live. Chip
talked about the 85,000 who are extremely low-income and are
paying more than 50 percent of their income. Congress needs to
make the HUD budget reflect the number of eligible people who
need a voucher.

Madam Chairwoman, Congressman Ellison, we will stand with
you and provide whatever you need to reach these goals. We know
that you have the vision to make them happen, and we’re there
with you.

[The prepared statement of Mr. Dahl can be found on page 83
of the appendix.]

Chairwoman WATERS. Thank you. Thank you very much. Now,
we will hear from Mr. Ireland.

STATEMENT OF MARK IRELAND, STAFF ATTORNEY, HOUSING
PRESERVATION PROJECT

Mr. IRELAND. Thank you, Chairwoman Waters, and Congressman
Ellison. Thank you for inviting the Housing Preservation Project to
come here and testify today.

You can really break down the proposals and the ideas into two
broad categories. One is opportunity, and one is need, and they cer-
tainly overlap. But I think the first is that we have an opportunity
here. It is a financially smart move to invest in rental property, to
expand our voucher programs, to expand the availability of afford-
able housing tax credits.

All of these programs, now is the time that we can do that. And
we have a lot of community development agencies, nonprofits, that
want to do that, but they need access to capital, they need access
to funding, to do it. We have the potential today to access houses
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and bring multifamily units, single-family units, into these afford-
able housing programs in areas that are close to jobs, close to tran-
sit corridors and other areas where people want to live, and where
you come and you raise that standard of living for people who are
renting property in Minnesota and the country. So this is an oppor-
tunity. It’s financially a good move.

The second, and this was touched upon a little bit by the first
panel, is that by expanding these programs, we’re going to create
standards and oversight. And sometimes standards and oversights
are a little bit too much and they impair the ability to expand
these programs and make them work. But we have right now that
competition between speculators and the nonprofit affordable hous-
ing organizations. And we found that 81 percent of the foreclosed
properties in the City of Minneapolis had 911 calls. The median—
and these were properties that were foreclosed upon 3 years ago.
The median number of 911 calls related to that property was five,
and the average was eight. So by bringing these properties into the
Federal programs and putting them in the hands of responsible
owners, responsible lenders, we’re going to increase the stand-
ards—the standard of living for our renters, we’re going to—and
we're also going to help strengthen those neighborhoods.

The fourth is—or the other opportunity and need is to subsidize
scattered site rental. Our community development corporations,
our Public Housing Authority, they have experience. And that ex-
perience has taught them that it is time consuming, it’s expensive,
but the opportunity, what it provides for the renter, far outweighs
that, but we need that need. We need the management of scattered
site housing to be subsidized in a greater degree by Congress, and
Congress could provide that. So we meet up that opportunity and
that need, and we access that.

And then the final is to loosen some of the restrictions on NSP,
and we talked about that in the first panel.

And lastly, it’s an issue that hasn’t been raised by any of the
panelists, but I think it relates both to where we are and where
we’re going, and that’s the issue of race. Nobody seems to really
talk about it all that much, but in every study that I have seen and
every article that I have seen, the disproportionate impact of the
economic crisis, the foreclosure crisis, on renters, on homeowners,
has been on communities of color and people of color. And so, there-
fore, as we develop these programs for scattered site rental hous-
ing, expanding vouchers, expanding tax credits, we have to talk
about race, and we have to talk about those issues and see it as
an opportunity to have a conversation that’s long overdue about
race, both in Minnesota and the Midwest and then in our country.
Thank you.

[The prepared statement of Mr. Ireland can be found on page 106
of the appendix.]

Chairwoman WATERS. Thank you very much. Next, we will have
Mr. Richard Amos.
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STATEMENT OF RICHARD AMOS, DIRECTOR OF HOUSING
SERVICES, ST. STEPHEN’S HUMAN SERVICES, INC.

Mr. Amos. Thank you, Chairwoman Maxine Waters, and Con-
gressman Keith Ellison. Thank you very much for giving me the
opportunity to share what we’re seeing at St. Stephen’s.

The mission of St. Stephen’s is to end homelessness through ef-
fective collaborations and programs, and we do that by serving over
6,000 people, and we serve them with street outreach, shelter op-
portunity, transitional housing, employment services, support serv-
ices, shelter, a free store, and multiple programs that we believe
people need. Because you can give people a job or you can help peo-
ple fill out resumes, but the populations we work with never really
had a job or an opportunity of employment, so they wouldn’t have
anything to put on a resume.

Looking at the foreclosure crisis, we're seeing people who have
never called before for services. They are working class people, and
they kind of get embarrassed and intimidated when we ask them
questions about their personal lives. We're seeing people who were
in shelters because they had their houses foreclosed upon, and then
when we locate them housing, they go into that housing, only to
find out that house was in foreclosure, and we have to rehouse
them again.

We're working with a variety of people, families and single
adults, some have mental health issues, some have addiction
issues, some have multiple barriers that prevent them from obtain-
ing housing on their own. So we have a program that’s called Rapid
Exit. The Rapid Exit Program is funded by Hennepin County
through money that passes through the State.

One bout of homelessness costs about $5,000. We can save some-
one from being homeless for $1,000. Now that makes economic
sense. An adult without children, it costs about $850 to prevent
them from being homeless. But if we pay for them to be in a shel-
ter or to go in and out of emergency rooms, because all they can
use is emergency services because theyre homeless, then it costs
about $2,000. So when we look at the economic issues, we can actu-
ally save money by keeping people out of shelters and not being
homeless.

The Hennepin County Homeless Prevention Program helped
nearly 2,000 people, families, and 477 adults between 2007 and
2008—95 percent of those families and 90 percent of the single
adults were stable in their house for about 6 months. And it costs—
when we look at the costs, again, $875 for family, $610 for an adult
without children, that’s a cost savings we look at. And those are
our tax dollars.

Between 2007 and 2008, the Hennepin County Rapid Exit Pro-
gram prevented people from being homeless. When we look at pre-
vention, we look at saving people from being homeless. Don’t wait
until they get homeless, because it costs a whole lot more, once
they’re homeless, to get them back into housing in order to get
them back on track. Some people assimilate in the homeless cul-
ture, and it’s a climate and it’s hard for them to get out of. So we
don’t want to wait until they have assimilated in and they’re used
to being homeless. Then it’s harder to get them back on track and
out of that.
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We have prevention programs, where people can call in who are
in a rental crisis. Maybe they have lost their job, they have broken
an arm. We say, when you're poor, you can’t get sick. Because if
you get sick and you miss 2 days at work, there goes your rent
money, and you may be homeless again.

So we have prevention assistance funds, where we can pay a por-
tion of the rent and help them stay on track and in that housing
until they get past that crisis, whether it was a broken arm, wheth-
er it was a child sick and they missed a couple days at work and
they can’t pay their rent.

There are a whole lot of issues that contribute towards people be-
coming homeless. I haven’t met anybody who volunteered to be
homeless or who would volunteer to be homeless. So we need to
think about this when we’re thinking about addressing homeless-
ness. It’s not just those people over there. I was homeless in my
life for 20 years, and people wouldn’t look at me, they would look
around me, they would look down, because they were afraid I
would ask them for something. And sometimes I wanted to ask
them for something, but I knew they wouldn’t give it, because they
already had their minds made up.

So homelessness, we look at it at St. Stephen’s as a way to reach
out and grab a person’s dignity, to talk to people and embrace
them. Because if you’re not going to reach out and embrace some-
one’s dignity, then you might as well not talk to them in the first
place. We have all kinds of programs, and they try to address
homelessness. But if you don’t have that compassion and you don’t
reach for their dignity and you don’t believe that they can make
it in the first place, they won'’t.

I sit down at work sometimes and I help people go through the
newspaper and look for housing, and I want them to call landlords
and talk to them, after I have talked to them and they know how
to do it, because I want to teach them to fish, rather than give
them fish every day.

And I hate to say it like this, but I'm going to say it anyway.
Sometimes we can create plantations for the homeless. And I say
that because we have mastered trying to show people which way
to go, when you can teach them how to go and they can go for
themselves, rather than create an industry called homeless pro-
viders and keep on serving the populations, and that population
just keeps on growing.

So we look to the Federal Government to create some subsidized
housing, to create some short-term subsidies, not just long-term
subsidies like Section 8. And I know that may not be politically cor-
rect, but what about short-term subsidies, people who need help for
2 or 3 years, until they can get an education or a skill or something
that will help them sustain their housing, rather than just all Sec-
tion 8s, which are for a lifetime and people just kind of never go
off. I think we need both short term and long term. And with that,
I will stop.

[The prepared statement of Mr. Amos can be found on page 52
of the appendix.]

Chairwoman WATERS. Thank you very much. Next, we have Mr.
Marion Anderson.
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STATEMENT OF MARION ANDERSON, CONSTITUENT, AND
RENTER DISPLACED BY FORECLOSURE CRISIS

Mr. ANDERSON. Thank you. I hope you’ll bear with me, I'm not
used to public speaking at all. Thank you, Madam Chairwoman,
and members of the subcommittee, for inviting me to testify about
my experience as a renter affected by foreclosure. My name is Mar-
ion Anderson, and for over a year my life has been affected by the
foreclosure of my rental unit.

Just to give you a little history, it was exactly a year ago, I had
just gotten—6 months prior to that, I had gotten a job with a mul-
tinational company locally, 3M. I was a machine operator, and I
had just bought a car with no notes, paid off in full. Life was look-
ing good. I signed a lease for $900 a month. I said, I can do this
now.

Well, in November 2008, I signed a one-year lease on a two-bed-
room apartment in a fourplex in North Minneapolis. What I didn’t
know at the time was that my landlord was already in the early
stages of foreclosure. In fact, my landlord had two mortgages on
the property, and both had gone into foreclosure. Okay, then, one
of the sheriff’s sales was in August 2009, and the other was in Sep-
tember 2009. In addition, my landlord had filed for bankruptcy.

Our first suspicion that something was wrong, as far as the ten-
ants went, was about 4 months into our lease. In February 2009,
our landlord started taking appliances out of the property without
any explanation. The first things to go were the washer and dryer
in the basement. About that time, we got really concerned.

The next month, we started getting utility shut-off notices at our
building. In our original lease, the utilities were paid for by the
landlord, which was—$900 a month, no utilities, I can make it.

The next month, April, the building was posted by the City for
a lack of utilities, but the landlord was still asking for rent and not
addressing the utility issues. So myself and my roommate, we orga-
nized, contacted the utility companies, and agreed to pay the utili-
ties at the unit, all—it was a fourplex, so each tenant was supposed
to pay their portion of the water bill, the heating bill, whatever.

As it worked out, on April 15th, our landlord came by the prop-
erty and manually turned off the furnace. From April to July, we
had no contact from our landlord. In July, our landlord showed up
at the property and threatened us with evictions for nonpayment
of rent. Well, at this point we knew, okay, as long as we paid our
utilities, she really couldn’t hold us accountable for the rent, as
long as we kept a record, etc., etc .

At this point, we were no longer paying rent, but we were paying
the utilities ourselves. We had already received numerous water
and gas shut-off notices. She continued to strip the basement of ap-
pliances and never showed up again. One of the words I became
familiar with was “abandonment,” I got that notice in the mail. I
wasn’t quite sure what that was, but it was addressed to my land-
lord, that she had abandoned the property completely, and wanted
nothing else to do with it.

So right about this time—well, actually we weren’t doing too
badly. We didn’t have to pay rent; we just had to pay utilities. I
was unemployed. And so, you know, I'm a “cup-is-half-full” kind of
guy. I'm looking—I can see the future a little bit.



38

And, well, right about—in the fall, mostly—right around October,
really. It says here in August, but right around October is when
they had the shut-off notices and turn-off notices for utilities, espe-
cially because of the weather. If you're not from Minnesota, October
15th is about the time it starts getting cold, and the furnaces go
on.

And so the fire inspector showed up at our property and put up
two notices on the door. A really nice lady, her name is Melanie—
I can’t say her last name, it’s Polish, but she’s really, really good
help; right? I tell you, she was really—she had a lot of empathy.
She worked the north side, nice uniform and everything. She post-
ed these psychodelic posters on our doors saying you had 72 hours
to either get that furnace turned on or the building would be con-
demned. And we had from that time until January 1st to have a
new rental license for that property. Evidently our landlord hadn’t
renewed our old license in August.

So by this time, it’s, like, fall, October. So we say, well—I had
been a little depressed before, but I got a little hint of—with 72
hours, I had a little hint of what clinical depression really was. But
like I said, she was really empathetic, told me they were changing
some of the laws and some of the rules as far as what they did for
condemnations. And we were able to get the furnace turned back
on with help from their contacts with CenterPoint, with, I'm say-
ing, the fire department, Legal Aid.

A woman in particular, Genevieve Gaboriault from Minneapolis
Legal Aid, she was on it from the minute I called her. These are
resources I really wasn’t aware I was eligible for. So she contacted
them. They made an agreement with CenterPoint. We got the fur-
nace turned on by that Saturday. We could still stay in the build-
ing. That means all the tenants who were still in there could still
stay there. I'll hurry up.

And Legal Aid also—Genevieve, she also tried to get the City of
Minneapolis to allow the tenants in our building to pay for our
rental license ourselves, so that we could stay throughout the win-
ter—well, at least throughout the redemption period. There is a 6-
month redemption period if the old landlord doesn’t buy the prop-
erty back, you can stay there, just pay the utilities. I'm, like, yes,
I can make that too. March 29th would be the end of the redemp-
tion period.

Well, that didn’t look like that was going to work out, because
the City wasn’t really willing to do that for a fourplex. Maybe more
with a single ownership, a single-family home, but for a fourplex,
I guess they weren’t really able to do that.

Legal Aid then connected me with St. Stephen’s Housing Human
Services, and their housing advocate, her name is Susan Dunn—
I mean Sara Dunn, I’'m sorry, she helped me greatly. She—as soon
as she got wind of what was going on, and her contact with Legal
Aid and Genevieve, they had their own assistance program for
renters who were affected by foreclosure. I didn’t know this pro-
gram was available. And since we found out the property had been
in foreclosure and had been in—had numerous utility shut-off no-
tices—this is about the time when I found out from Sara that, yes,
I was eligible for some financial assistance, if the property was
foreclosed on, that maybe she could help me with relocation fees,
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relocation money, that kind of thing, which was a great burden off
my mind.

Since it was in foreclosure, the old building manager left the
unit, and some of his family moved in upstairs. No lease, they were
basically squatting. Another unit up above me, who were receiving
Section 8, they moved out to another Section 8 property, once they
found out about the foreclosure. And they left and allowed their
friends and family to move into their unit. There have been three
or four squatters in the vacant units and in the basement, which
does not have a secured door, and it has been hard or impossible
to get the squatters there to contribute to the utility payments.

In fact, what just happened last week was, the new owners—the
new owner—and I just found this out from Senator Higgins. What
happened was, the new owners bought this property from one of
the banks, one of the mortgages—okay, I'm finishing.

Chairwoman WATERS. Your time has expired; however, we want
to hear the end of this story. So, please, keep going. There’s unani-
mous consent to grant this gentleman additional time to finish this
story.

Mr. ANDERSON. Well, to make a long story short, the squatters
made it impossible to—they brought other problems to the build-
ing. We actually had police come out last week to take one of the
squatters out. The new landlord, I think he’s a landlord, he came
in and asked to see the apartment, and the guy opened the door
with a wrench and said, “You're not coming in my house, white
dude; you’re out of here,” and he closed the door on him. And this
is one of the squatters, I don’t even know his name. And the guy
left, the supposed new owner, and the squatter came out of the
house with a wrench and followed him to his truck, and they got
to scuffling out there.

To make a long story short, it’s not safe for us or any other ten-
ants who are qualified to be there or supposed to be there. And
they told—the fire inspector came back out and told us that the
building was at risk of being condemned again for suspected meth
use by this person upstairs.

At any rate, from March to December, our building had virtually
no management or ownership. This has created an unsafe environ-
ment for the remaining tenants. There’s no accountability, and we
have no one to address our safety, utility, and maintenance con-
cerns.

Right now, as of December 28th, we have a new owner who is
selling it to another owner, an Irishman from Australia named Ber-
nie O’Brien. And he says—he promises he’s going to close by Sep-
tember 20th and we’ll get a new stove. That’s a wrap, and thank
you for your time.

[The prepared statement of Mr. Anderson can be found on page
75 of the appendix.]

Chairwoman WATERS. Wow. Ms. Louden?

STATEMENT OF CHRISTINA LOUDEN, CONSTITUENT, AND
SECTION 8 VOUCHER RESIDENT

Ms. LOUDEN. I want to say thank you for giving me the oppor-
tunity to testify. My experience is with Section 8 and the waiting
list. My name is Christina Louden. I'm a 31-year-old single parent
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of two daughters: Ruby Rose, age 9; and Danista, age 5. I am cur-
rently unemployed but pursuing my bachelor’s degree online in
business administration while actively looking for employment.

When I first applied for Section 8 assistance in May 2003, I was
a single parent of one child and paying more than 50 percent of my
income towards rent. During my 6% years on the Section 8 waiting
list, I had another child and managed to make my rental pay-
ments, however rarely on time. On February 12, 2009, I lost my
job due to health concerns. I recently had a pacemaker put in and
have suffered significant injuries in an automobile accident.

I was on the verge of losing my apartment and was unable to pay
my rent. I did not receive child support or any childcare assistance,
and my income was significantly reduced to some welfare for my
children and unemployment insurance. I called the Section 8 de-
partment in March 2009 and was informed that I was near the top
of the waiting list, and was finally approved for the Section 8
voucher in July of 2009. I found an apartment and was leased up
in November 2009.

My two-bedroom apartment rents for $960 per month, and my
share of the rent is $432 per month. And this is more than half
the rent I would be required to pay if not for my Section 8 assist-
ance.

This housing assistance allows me to make sure my children
have adequate food, clothing, and shelter, as well as being able to
provide them with what is needed for school and other day-to-day
requirements.

My lower rent also enables me to be able to prepare for a better
future. I'm attending the University of Phoenix online, and I expect
to receive a bachelor’s degree in business administration in 2011.
I hope to be able to use this degree to find a better job and put
myself in a position where I will no longer need Section 8 assist-
ance, and someone else who needs the help can have the same op-
portunity that Section 8 has brought to me.

I am not an expert in what Minneapolis needs, nor in affordable
housing. I can tell you that waiting 62 years to receive assistance
is not a realistic way to help people who so desperately need assist-
ance. If I would have lost my job 2 years ago, or experienced any
other kind of setback that would have impacted my income, my
girls and I would have been homeless.

I think of all the families that I hear about who are homeless,
and wonder, knowing that the miracle I experienced may not be
there for them. The waiting list is closed, and I'm told that thou-
sands of other families have to wait as long as I had to wait to get
help. Thousands of others can’t even apply for help at this time,
and Minneapolis needs more Section 8 vouchers to help families.
They need more landlords willing to accept Section 8, and they
need more just plain old affordable housing.

There is an economic crisis, and so many families are impacted
by it. I know, from my 6% years on the waiting list, that for low-
income people working or on welfare, there has always been an eco-
nomic crisis. Rents of over $1,000 per month, car payments, insur-
ance, food costs, clothing costs, medical, and other day-to-day costs
associated with just living, are almost impossible to meet with a
low-paying job or welfare benefits.
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It is hard to even have to ask for assistance. And I want you to
know that assistance should be viewed as an investment instead of
a handout. With the investment you are making in me and my
family, you will see a big return. I will graduate college, find a good
paying job, and help my children, so hopefully they will not have
to experience the difficulties that I have had to face.

[The prepared statement of Ms. Louden can be found on page
111 of the appendix.]

Chairwoman WATERS. Let me thank all of our witnesses for
being here today. Each of you, in some way, has touched on what
we work for and about every day. And the issues that you raised
are at the centerpiece of our legislative agenda, serving on the Fi-
nancial Services Committee and the Subcommittee on Housing and
Community Opportunity.

Let me just briefly say, this Nation is a little schizophrenic about
public housing. On the one hand, we have a lot of people who are
supportive of public housing, yet we have people who want to see
public housing not as an opportunity for the least of these or people
who really find themselves in a position where they cannot afford
to live anyplace else but public housing. But they want to change
the requirements and the makeup and a lot of things about public
housing to basically eliminate trouble, rather than providing the
resources and the money to assist people to change their lives and
to be able to manage their lives and be given opportunities. And
we have some people who want to just eliminate public housing al-
together and maybe deal with the Section 8 and scattered housing,
and who just believe that there should not be a public housing kind
of footprint.

I support public housing. I support the upgrade of public hous-
ing, money for renovation, repairs. But I also support money for
services. And I appreciate what you described to us today and what
you’re doing. You certainly are innovative in creating that center
that you referred to. So some of us, despite a growing call for al-
most getting rid of public housing, some of us are supportive. And
even when we are not so sure, we know that some public housing
in some cities would like to renovate and to downsize, but we’re
going to insist, for the time being, one-for-one replacement on all
public housing. We're going to do that because we are not going to
go down this road of getting rid of units.

You have heard described here today so passionately the need for
low-income housing. The Housing Trust Fund, yes, we had $1 bil-
lion. We supported—Barney Frank has put his life on the line for
it, and we have passed it, I believe, in the House. And we don’t
know what’s wrong with the Senate, but the Senate never can
seem to get its act together. But, yes, we intend to get that billion
dollars. And, you're right, we should have the goal of having a per-
manent funding Housing Trust Fund for years to come, whether
it’s $5 billion or whatever. That’s an ideal, that’s a goal that we
would like to reach, we would like to support. We worry about it
when we have more and more people crying about the deficit and
talking about cutbacks, but we’re going to fight for not only the bil-
lion that we have already passed out of the House, but we will con-
tinue. Because, you're right, there is a need for low-income housing
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that has never been met in my career, my time in public service,
and we have to continue to work for that.

Know your rights. I can remember, I guess in civics classes when
I was young, that there was a program called Know Your Rights.
And they always talked about how it’s important for people to pur-
sue justice and how it was important to have agencies that would
assist people in knowing their rights. And you’re absolutely correct,
we're not against the landlords. We need landlords to provide hous-
ing. But we need landlords who are fair and who will treat the ten-
ants right and who will invest in the properties. And sometimes
the landlords forget that they have lease contracts and arrange-
ments, and they just overlook that and they try and do whatever
they want to do. We have to make sure that we deal with this busi-
ness of cutting off utilities and pulling out the washing machines
and all of that stuff. But I'm so pleased about the work that you
do in helping to assist people with legal services.

For homelessness, we reauthorized the homeless program. And
one of the things we are focused on is permanent supportive hous-
ing for the homeless. We want—and we will continue—I think we
put some money in to—we authorized money for permanent sup-
portive housing, and we’re going to have to expand on that. The
idea that somehow homeless people cannot manage an apartment
or do not want permanent housing, they kind of lack the way
that—we have to get rid of those notions. And we have to show
that with supportive services, most of the homeless can be put off
the street, and you don’t even need a transition period. You can go
right into permanent supportive housing, if you have the services
to go along with assisting people who need some assistance. So
we’re going to work toward that end. We have $1.8 billion—$1.5
billion we put into the stimulus package, above and beyond what’s
in the budget, we have additional money.

And so—the City that I come from is perhaps the homeless cap-
ital of this country, and it is heartbreaking to walk through down-
town Los Angeles and see what is going on there. And I'm com-
mitted to it, Congressman Ellison is certainly committed to it, and
we're going to do everything that we can with this Administration
to do what has not been done for far too long. Thank you for dedi-
cating your life to this work; we really do appreciate it.

I want you to know, it was just today that someone, and I forgot
who it was, asked what were we going to do about tenant owner-
ship of some of these foreclosed properties. Who was it that asked
me that?

Mr. DAHL. (raises hand)

Chairwoman WATERS. That was you who asked me that. What
was just described by Mr. Anderson, where the tenants were aban-
doned and you were left in this property and all that you described,
I was just sitting here thinking, what can we do, with the kind of
proposal that you alluded to, that would provide the opportunity
for tenants to have taken over that building and to own that prop-
erty and manage that property? There needs to be capital, there
needs to be well-thought-through programs about how you do it,
but it’s certainly, certainly needed. So you have put that on our
radar screen, and we will do everything that we can to pursue ex-
amining those possibilities. And thank you for just hanging in
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there. You could have just said, well, let me just go on and try and
find some shelter to live in until—but you—you're pretty tough.
And so for those squatters, you can handle them. Yes, that’s going
to be great.

And I'm appreciative for the testimony that you were able to give
about Section 8. I appreciate—well, first of all, you frightened me,
when you first started to talk, about being 31 years old with 2 chil-
dren and without a job, and then further, about the medical prob-
lems that you had. But you evidently are in control, no matter
what. And you have said, in so many ways, to people, that they,
too, can be in control, no matter how difficult it gets. You have to
pursue opportunities and stick with it.

And I'm appreciative for the testimony that you gave for Section
8. We need so much more. And the reauthorization, I have asked
for 150,000 more vouchers. That’s just a drop in the bucket, but we
have to fight for that. And I think—did we get that off the Floor?
It’s out of committee, but it’s not off the Floor yet. But we’re going
to fight, and I'll do anything I can to try to increase that and keep
increasing it. But we know how important it is and how it certainly
saves families.

Let me just say to all of our advocates and all of our panel who
have made their lives and their careers a part of this housing
struggle for all of our people all over the country everywhere, I cer-
tainly appreciate you. I'm certainly dedicated to the proposition
that we can do a lot better than we’re doing, creating housing op-
portunities, maintaining sustainable neighborhoods, utilizing and
expanding resources that make good sense, and we’re going to keep
working toward that end. And I believe that we’re going to be able
to do more under this Administration than has been done in many
years, and so just keep working with us. Keep working with us.

I like advocacy on the ground. I like people to act up a bit and
to make noise and to keep saying to their elected officials, these are
the things that you have to do. Because politicians tend to get
nervous around election time, particularly when they talk about
deficits and we can’t spend any more money and the government’s
getting too big and all of that. You have to help back them down,
and talk about our need as a free and prosperous country to be able
to supply a safety net for the least of these. And so the more you
act up, the better we’ll be. Thank you very much.

Congressman, please, please, go right ahead.

Mr. ELLISON. Can we have another round of applause for our
chairwoman? My first question is for you, Mr. Anderson. When did
you first get notice that the building that you had just rented a
unit in was going to be under foreclosure?

Mr. ANDERSON. Actually, we signed the lease in November, got
laid off in January, and got a foreclosure notice in March. And they
sent the mail—I don’t know if it was supposed to come to us, but
we got it addressed to the landlord. But we got two foreclosure no-
tices, first and second mortgage, at our address.

Mr. ELLISON. So it was never sent to you? You were never told
directly, this building is in foreclosure?

Mr. ANDERSON. No—well, not until later on. But in the mail, it
came addressed to the landlord, the foreclosure. Even the bank-
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ruptcy mail came to us. That’s the only way we knew what was
going on, really, because she never contacted us again after that.

Mr. ELLISON. Well, I think there should be an affirmative duty
for somebody, perhaps the landlord, but somebody to tell you as
soon as they know.

Mr. ANDERSON. Right.

Mr. ELLISON. I think that that’s something that we might want
to start working on. Because it certainly would put you in a better
position pursuing this idea of, perhaps, tenant ownership. You
could, perhaps, get busy working on that the earlier you know.

Mr. ANDERSON. Right.

Mr. ELLISON. Let me also say that, Ms. Louden, I think your
point about investing, together with the point that Mr. Amos
made—Mr. Amos made the point that it’s actually fiscally respon-
sible to prevent people from getting into the homeless situation, be-
cause it costs more to get a person out of homelessness than to pre-
vent somebody from ever becoming homeless. And then your point
about investing in people. Here you’re going to—about to be a col-
lege graduate, significantly increasing your earning potential. This
program, which you almost—it seems like it’s just a blessing that
you were able to take advantage of.

Ms. LOUDEN. Absolutely.

Mr. ELLISON. How do you all respond to this? Do you think that
it is fiscally responsible and actually saves money and actually in-
creases wealth in our community by investing in people, by keeping
them in homes and avoiding homelessness? Could you all—anybody
on the panel address this issue? Ms. McCorvey? And everybody is
welcome to answer.

Ms. McCoORVEY. Absolutely. Absolutely. Because it’s providing a
stable environment, not only for the parent or the parents, it’s also
the environment for the children. The children cannot prosper in
chaos and confusion. Children need to be stable, they need struc-
ture, they need to have a base, like we all do. And so having the
Public Housing Authority, Section 8 or those kinds of programs be
there for people, it’s critical. And I have built my life—spent my
life with these programs for over 30 years in various levels, and I
have seen how Section 8 and our public housing programs have not
only stabilized families, but also seniors and people who are dis-
abled. I know people who have had serious health problems and
felt that public housing allowed them to live for as long as they had
to live in dignity here. And they ended up dying, but they were
very grateful to have that dignified place to live, where they didn’t
have to worry about their rent and whatnot. So, yes, absolutely.

Mr. ELLISON. Well, what about this issue—I know that Ms.
Louden has—go ahead?

Mr. HALBACH. Just to add a quick note to that, I know it was
4 to 5 years ago, there was a study of Minnesota’s TANF program,
a welfare program. And one of the conclusions of the study was
that people who had stable housing did much better economically
than those that didn’t. So in addition to what Cora was saying, in
terms of her experience, there is documentation of that, at least in
terms of recipients of TANF.

Mr. ELLISON. Well, when you think about housing instability,
how does it—do any of you have any either personal experience or
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secondary experience on how it impacts children? I do know that—
I'm not sure which one of you said this, but I heard somebody say,
about 4,700 people are homeless and some major percentage of that
are children.

Ms. McCORVEY. 45 percent of those are children, yes, based on
the Wilder Research, yes.

Mr. ELLISON. Now, Ms. Louden, you are a mom?

Ms. LOUDEN. Yes.

Mr. ELLISON. What are some of the challenges that a parent
might have when—for raising their kids, and how does it affect the
grades, how does it affect all these things, when a parent is facing
housing instability?

Ms. LOUDEN. Yes, and moving. There should be—they do thrive
and grow on stability. It’'s—they have a place to call home, they
have their bedroom, whatever, their area. It’s very important. Get-
ting them back and forth to school, extracurricular activities, they
have a routine, but they always have that home to go to. And when
we have moved and had to move—I see, like, my oldest, she’s nine.
Now my five-year-old’s starting to come into it and notice what’s
going on. And, like, my nine-year-old will start—she asks a lot of
questions, starts acting up and just kind of goofing off because
there’s no stability. She doesn’t know what we’re doing from one
day to the next, so—

Mr. ELLISON. And how do the kids—how does it affect the kids?
I am curious to know, maybe Mr. Amos can share, if a child is liv-
ing in a shelter, and they go to school, and the other kids say,
where do you live, how does that impact the kids?

Mr. AMOs. When 1 first started as a case manager, it bugged me
to death that—I heard one of the children say that, when we were
looking for housing, that they hated to be dropped off at a shelter,
coming from school, because the other kids would tease them about
where they lived, so they couldn’t wait to get out of there. And that
just made me want to get them out of there a lot faster. But now
they have different buses that go to the shelter and drop them off.

But there are studies that have shown that if a family is home-
less, if the parent is homeless for a long period of time, that child
will grow up to experience homelessness also. So we don’t want to
start a pattern of homelessness within families. We want it to be
as short as possible, back in housing, and stable as possible. As she
said, having your own room, your own toys, your own place to go
to, is stability in life. We all want that. And shelter should be a
basic right.

Mr. ELLISON. I guess my last question is for Mr. Ireland. You
ventured out into that unsafe water of race. And I was going to say
that I thought that was a courageous thing for you to do. I think
I can speak for people of color generally. When we hear people who
are White speak about systemic racism, it makes us all feel a little
bit better, because we know what’s going on. And when it’s like—
and it makes me feel like, look, we're all Americans. Some have—
we have different ethnic backgrounds, but we’re all Americans. And
you really can’t totally maximize your resources as a society if one
part of it is sort of relegated to the side, because we’re not getting
maximum production from that part because it’s not fully included.
What do you think we should do, and how do you think we might
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communicate the message of racial justice and inclusion as we pur-
sue this work?

Mr. IRELAND. I think that any discussion of race, particularly
from some 6-foot White guy like me, has to be done with humble-
ness and done very carefully. Because race is a conversation, a dis-
cussion, about racial justice. And just the historic draining of re-
sources and assets and money from communities of color, it’s just
something that has to be done very carefully. But I think that it
was—we just celebrated Dr. King’s day. And in his last book,
“Where Do We Go From Here, Community or Chaos?”, he set out
a structure for that conversation to occur. I think that it would be
in the best interests of everybody to follow that structure. First,
you identify, where are we at right now? The second thing is that
you assert the dignity and worth of all people, and assert that vig-
orously. And then you identify the structural impediments to mov-
ing forward, and then you fight like hell, in a nonviolent way.

And so, for that to occur, and with race underpinning and being
the unspoken issue in the financial crisis, in the foreclosure crisis,
you have people like Ann Coulter who blames the Community Re-
investment Act for the financial crisis. So you're stepping into a
dangerous environment where a discussion about race could, if
done incorrectly, backfire. But I think it has to be done, because
that’s going to inform how you target the resources.

Because every initiative, it seems like, over the past 50, 75 years,
you start out with the intention that you’re going to improve com-
munities, improve neighborhoods, and then all of a sudden those
resources start getting split off, and the people who are most in
need of those resources, it doesn’t quite get to them. Somehow all
of a sudden you're building a stadium or a prison, instead of infill
housing in North St. Louis or North Minneapolis. And so those re-
sources start being peeled off. So as we talk about expanding Sec-
tion 8 vouchers, as we talk about expanding affordable housing tax
credits, now we have the point where we can do that—if we have
that conversation about race, we can target those, to make sure
that affordable housing, low-income housing, is put in communities
where it’s going to provide that ladder. Leveraging mass transit,
good schools, located near jobs, all those goals that have been there
all along, but making sure that it happens.

Mr. ELLisSON. Well, I think it’s important to be able to discuss
issues of race in a non-polarizing way that brings people together,
as opposed to just sending people into their corners. And so I want
to thank you for introducing that important topic into this congres-
sional hearing. Let me tell you, it’s not often that congressional
hearings have that element of the conversation brought up.

And so I just want to, again, give praise and honor and thanks
to you, Madam Chairwoman, and also all of our witnesses who
have testified so eloquently. I just want to remind people, if they
want to get something into the hearing record, I think we can ac-
commodate that. And this is a real congressional hearing, just like
one we have in Washington all the time. Before I yield back, I'll
hand the floor to Mr. Anderson.

Mr. ANDERSON. Well, since this is on the record, down here on
the ground, I really would like to see how we’re going to get jobs
back into the community. From where I stand, if I can’t work, I
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can’t eat, and I can’t afford affordable housing. And so laying off—
I have never been laid off twice in one year before, and it happens.
And so I'm just saying, most of the jobs that pay anything in the
Twin Cities—I'm originally from New York, but in the Twin Cities
now, most of the jobs that pay any kind of money, whether skilled
or semi-skilled, are out. Transportation is an issue, the weather’s
an issue, all of that. But there was a time, when I first came here,
where you could practically walk to your job. The good paying jobs
were right in the community or close enough to it. Is there any
way—is that going to happen, infrastructure coming back, monies,
anything?

Mr. ELLISON. Well, let me just tell you, it’s funny, because actu-
ally both Congresswoman Waters and I are very focused on issues
of jobs. And I can tell you that based on my—what I hear in our
democratic caucus meetings, that most members of our caucus are
very focused on jobs. We have the Senate issue to overcome, but
a lot of members really, really want to see a jobs—we passed a jobs
bill right before the Christmas break. It included some extensions
of unemployment insurance, COBRA—COBRA, when you lose your
healthcare, and then—and some food stamps and then some infra-
structure investment.

Many of us are still focused on a jobs bill. We’re trying to figure
out how to get the Senate to come along with it. But I think we
need—but jobs are our front strategy. I have told more than one
Member of Congress, if we don’t figure out how to get some jobs,
we're going to be looking for them ourselves.

And let me just tell you this. I have a jobs bill that calls for—
we put $40 billion that would create 1 million full-time jobs, with
nondisplacement procedures, like prevailing wage, stuff like that,
together with an infrastructure investment, because all the—not
only do we need the jobs, but we need the work done. Our roads
and bridges are crumbling. You all know, we could walk to 35W
from here, where the bridge fell down, Madam Chairwoman.

And so jobs are a key focus element. We want to put money into
State and local government, so that we can retain essential city
and county and State services, which you know are being cut. And
with the LGA cuts, they're really hurting locally around here—39
States are facing a deficit right now, and are cutting. So with that,
I'm going to yield back to our chairwoman. Thank you very much.

Chairwoman WATERS. Thank you very much. As we wrap up, I
would like very much to thank all of our panelists for participating
in this hearing. We were not able to talk about all of the public pol-
icy work that we’re involved in.

In this conversation that was held just a moment ago about race,
we just had a hearing on a piece of legislation that was initiated
by Congressman Al Green, where he’s asking now for $20 million,
and I'm suggesting that he increases it to $50 million, for what is
known as the PIP program. This is a program, fair housing pro-
gram, where the testers go out. And I was kind of surprised to dis-
cover, in that discussion, that there are many cities that don’t even
have this at all. So we’re going to increase that. We’ll get that leg-
islation passed out of our committee.

In addition to that, we’re going to talk about appreciation for
Secretary Donovan. St. Bernard Parish down in New Orleans had
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developed local laws to prevent multifamily housing, because they
didn’t want those people in their neighborhood. And it had gone
into court and to the court system, and the courts had ruled
against them, but they defied the court. Secretary Donovan came
in and said, you’re not going to get any Federal money unless you
change these local laws. And so they began to understand that they
have to eliminate those laws, reverse themselves, in order to get
any Federal money to have in their parish at all. So sometimes it
doesn’t take legislation or litigation, it just takes a person with the
power to exercise it. And I’'m very appreciative about the way that
Secretary Donovan is moving in that way.

And another little story is this. As you know, there was a lawsuit
that was filed against Wells Fargo, because they were accused of
targeting minority neighborhoods in the subprime meltdown. I
think the NAACP Legal Defense Fund and some others were in-
volved in that. They didn’t win. But I called the CEO of Wells
Fargo, Mr. Stumpf, to talk to him about the lawsuit. And he
seemed very humble, and he said, yes, but they were going to do
more. He said, I remember you told me that we weren’t doing well
in these loan modifications, and I need to get our servicers on the
ground, I need to get more storefront operations, I need to be avail-
able to the people. He says, I'm going to do that. He said, I think
that we can do more. And so I was appreciative to hear the CEO,
even though they won that lawsuit, really in many ways acknowl-
edge that they needed to do better.

So we are all working on some of these issues. And as you said,
the discussion must take place. And those of us who have the
power to do something constructive about these issues, must use
their power to do so. So I want to thank you all for the issues that
you have brought up today.

And I'm reminded by my staff that the memorandum that you
just gave me about what Chairman Barney Frank wanted to do on
preservation in relationship to the first refusal memorandum,
there’s more going on than I knew about. Right of first purchase,
it seems that Barney Frank is now in the process of trying to work
out how to put it in his preservation bill. And it’s not easy, because
we have a lot of the owners of multifamily properties who threaten
to drop their support of preservation if the right of first purchase
is in.

Now I want you to know that sometimes the wheels of progress
move very slowly. And when you’re moving something like preser-
vation, which is extremely important, and you have the support of
the multifamily owners, that’s good support. But when you start to
lose that support, it threatens the legislation, and sometimes it
takes time to keep working on it, and it may have to go beyond,
certainly, this legislative session. But it is on the radar of Barney
Frank, and we will talk with him about it when we get back.
Thank you all so very much for your participation.

Also, the Chair notes that there may be additional questions for
this panel, which we will submit in writing. And without objection,
the hearing record will remain open for 30 days, so that we will
be able to submit written questions to these witnesses, and place
their responses in the record, and this panel is now dismissed.
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Before we adjourn, however, I'm told the written statements will
be made a part of the record of this hearing. We have some written
statements we’re going to insert, from the City of Lakes Commu-
nity Land Trust and Mr. Robert Roedell. We will make sure that
their statements are included in the record.

Thank you all so very much, and this panel is dismissed and the
hearing is adjourned. Thank you.

[Whereupon, at 3:10 p.m., the hearing was adjourned.]
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Written Testimony of Richard Amos, Director of Housing Services at St. Stephen’s Human Services, Inc.

The mission of St. Stephen's Human Services is to end homelessness. We carry out our mission of
ending homelessness by serving over 6,200 people each year through homelessness prevention
assistance, street outreach, shelter, transitional and permanent housing, support services, employment
programming and more. Our programs fulfill immediate needs and help people grow increasingly self-
sufficient in arder to not return to homelessness. Our vital partnerships with other service providers,
government, and the community ensure services are not duplicated and the need for systems change is
addressed.

PROGRAMS
1} Emergency Shelter provides safe, sober shelter, meals, advocacy and housing assistance to men
experiencing homelessness. We also offer a specialized Shelter Employment program and an on-
site savings program to save toward independent housing.

2) Kateri Residence is a transitional housing program for homeless American Indian women in
recovery and their children. An alumnae aftercare program provides subsidized housing and
support as women transition to independence and work toward long-term sobriety.

3) Housing Services helps families and singles move out of shelters with subsidized housing and
support services. We provide homelessness prevention assistance and special housing for
pregnant women and we also run an ex-offender housing program and partner to operate the
STRONG (STRengthening Our Next Generation) program for young mothers,

4) Employment and Family Services works with parents to help them transition from government
assistance to self-reliance by obtaining and maintaining employment.

5) Alliance of the Streets publishes and distributes the Handbook of the Streets, a resource guide for
area homeless services. We provide monthiy representative payee services, assist people in
obtaining birth certificates and voicemail boxes and provide holiday meals.

6) The Free Store provides clothing and small household goods to people in need.

7) The Human Rights Program assists formerly or currently homeless individuals in self-advocacy.
Together, we organize to improve public policy and educate community groups about
homelessness with a learning opportunity called A Day in the Life.

8} Programs to End Long-Term Homelessness works to find permanent housing for long-term
homeless individuals and support them in their new housing. Programs include the Collaboration
on Housing Resources (COHR), Frequent User Service Enhancement initiative (FUSE), and the
Street Case Management project (Street CM).

9) Street Outreach works with people living on the streets in Minneapolis and community members
who are concerned about them. The outreach team is a first contact for the homeless to begin
the process of finding housing and services needed for stability.

10) zAmya Theater Project (formerly an independent 501 (c) (3) organization) recently became a
program of St. Stephen's Human Services. zAmya works with people experiencing homelessness
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to perform community-based theater with an emphasis on increasing awareness and
understanding about homelessness.

New Activities

¢ Our Housing Services program developed specialized housing for pregnant women and mothers
with young children and began a housing partnership with Twin Cities RISE to provide housing to
the homeless men of color in their employment training program.

e 5t Stephen's Human Services is leading an effort to create an Oral History of Homelessness by
documenting this socio-economic time in our nation’s history through the collection of first-
person narratives and portrait-style photographs of people experiencing homelessness. Over
250 interviews/portraits have been collected throughout the state to date.

CLIENT POPULATION

St. Stephen's Human Services assists families with children and single adults who are experiencing
homelessness and poverty. We have the expertise to serve a diverse population including homeless
recovering American Indian women and their children, families and single adults staying in shelters and
those who are at risk of eviction or foreclosure, homeless pregnant women and young mothers, ex-
offenders, the long-term homeless on the streets and the most frequent homeless users of detox,
shelter, and jail who are cycling through the system with barriers such as joblessness, mental illness,
addiction, criminal history and a lack of education.

ORGANIZATIONAL SERVICE STATISTICS (July 1, 2008 to June 30, 2009)
For the last fiscal year, we have accomplished our mission of ending homelessness by:

Serving the most vuinerable

Households served (unduplicated) 3,905
Adults served (unduplicated count)... 3,949
Children served {unduplicated count)... 2,252

Long-term homeless housed & received support services (unduplicated count) 546

Creating housing opportunities and preventing homelessness
Families and Adults without children housed & received support services........ 946
Households prevented from eviction or foreclosure.........oceeeceeeeevineriene, 488

Housing stability maintained 12 months after being housed...............cc............90%
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Building capacity for self-support

Job placements by Employment and Family Services {EFS}) and

Shelter EMployment ProBram.......... oo veerecerinenenes s esseeenseseenens 345
Percentage of EFS clients retaining job for 6 months..........c.ccocoovviveee. 85%
Handbook of the Streets distributed.....coveoe v 26,064

Women in Kateri programs learning parenting and life skills .............. 100

Educating the community

326

Participants in A Day in the Life learning program about homelessness.....

What trends are you seeing in terms of the number and types of people seeking assistance? How is
the foreclosure crisis impacting ourwork?

We are seeing more working people seek housing /rental assistance a few months ago the shelters were
busting at the seams and the Rapid exit workers had to increase the numbers of families they moved in
order to not use hotels. Our prevention line receives calls daily where families have moved into housing
only to find out that the house is in foreclosure and they’ll have to maove again. Also, there is
competition for the rental affordable housing, and it reduces the selection options for the population we
serve. As an innovative process we are working with legal aid to prevent these families from going into
shelters by assisting them with their relocation search/funding if their house has been foreclosed on.

The Rapid Exit Program is a program where families are screened before going into shelters, accessing
their level of barriers e.g. evictions, criminal history, bad credit, no rental history, and other then
referred to the case manager who best serves these levels to obtain housing and assist with stabilizing
their housing during the 6 month Supportive Housing Program process and we utilize Family Homeless
Prevention and Assistance Program funding. Our program places around 3,905 persons a year into
housing and we are having an 85% success rate with people staying out of Hennepin County funded
shelters over 1 year.

The federal lawmakers can speed the process up from beginning to end it may take a project 9 or 10
months to turn around and we aren’t even talking funding released yet. If there could be a fast track
process for tried and true developers where the lawmakers work with them to turn a project around
and not cause the neighborhood to look bad waiting on this development to come online it would be

great for all concerned.

What other resources are needed from the federal level? How could those resources be better
targeted to meet your needs?
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We know how to end homelessness. We simply need to go to scale with the effective interventions that
are for the most part, being implemented.

A three-pronged strategy of

¢ Prevention,
e Rapid Re-Housing for the 80% of the homeless who end up on the streets/shelters
e Affordable housing with support services for the 20% of the homeless who are disabled

The greatest resources that are currently missing from the federal level are housing subsidies. It is ironic
and tragic that while federal housing assistance for low-income renters has been reduced dramatically in
the past 30 years, federal housing assistance for homeowners has doubled since the early 80’s.
Providing low-income renters with subsidies will end homelessness for the vast majority of households
who end up on the streets. The withdrawal of the federal government from intervening in the housing
market at a meaningful level has left state housing authorities and local governments to come up with

their own meager resources to take on the challenge.



Fast facts

A Hennepin Countys
Homeless Prevention
program helped nearly
2,189 families and more
than 477 adults between
2007 and 2008; 95
percent of families and 95
percent of single adulis
were stable for six months
or more. The average cost
was $875 per family or
$610 per adulr.

A Between 2007-2008,
Hennepin County’s Rapid
Exit program helped more
than 1,276 lamilies and
451 adults leave shelter
for permanent housing;
95 percent of families
and 90 percent of adults
remain out of shelter for
at least six months after
their cases are closed.

The average cost is
approximately $1,100 per
family and $850 for adult
households.

A One episode of
homelessness for a family
is estimated Lo cost
$5,000.

A People at risk of losing
housing can call 2-1-1
for the United Way’s
First Call for Help for
information about
programs that may help
1f you need legal help to
keep your housing, call
Legal Aid (Minneapolis
residents: 612-334-5970)
or lHomeline (suburban
residents: 612-728-5767).

Hennepin Counry
Public Affairs/tS
HSPHD 40
0409
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Housing: Homeless Prevention, Rapid Exit
are programs aimed at ending homelessness

Media contacts:

Markus Klimenko, Housing and Homeless Initiatives: 612-596-7036
Marge Wherley, Rapid Exit Program: 612-348-4829
LuArn Schmaus, Public Affairs: 612-348-7865

Closing the door on homelessness in Hennepin County

Hennepin County uses a variety of strategies and programs in an effort 1o end homelessness.
Two of the county’s programs, Rapid Exit and Homelessness Prevention, have drawn national
attention for their innovative approach and cost-effectiveness. These approaches impact both
the front and back doors of homelessness.

Homeless Prevention program helps keep families in housing

Homeless Prevention provides shorl-lerm {inancial help or legal assistance to help keep
people in their existing housing. The target population for this program is people who
normally can afford their own housing but are at risk of losing it due Lo an unforeseen
financial crisis. The program is funded by a mix of state, federal and county funds.

Rapid Exit helps homeless families find and secure housing

Despite efforts to prevent homelessness, there are still people who lose their housing and
end up at an emergency shelier or in secure waiting. Rapid Exit strives 1o get people out of
shelters and back into stable living situations as soon as passible.

Rapid Exit is unique because it quickly and efficiently assesses the specific housing barriers
that people must overcome and gets them immediately referred to services that address the
issues, This helps get people out of shelters and into stable housing as rapidly as possible.
Services are provided by nonprofit organizations. A citizen-based advisory commiitiee assists
n program planning and implementarion. The program is funded by a mix of state, federal
and county funds.

How much do the programs save?

One episode of homelessness for a family is estimated to cost $5,000, which js mostly paid
with county dollars. Flomeless Prevention spends approximately $610 to help an individual
or $875 to help a families maintain their housing. Rapid Exit spends less than $1,100 to help
a family and $850 for adult households,

Why is Rapid Exit on the list of national best practices?

The Rapid Exit services are tailored to clients’ needs. This is accomplished with a flexible

provider system that:

*  Offers the ability to quickly change services to respond to changing chent needs.

*  Uses aclient assessment-and-referral process to assure that the “right™ amount of
services is provided.

«  Focuses on outcomes, not pracesses or services.

< Allows for greater creativity in providing services.
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Foreclosures

THE MINNEAPOLIS FORECLOSURE RESPONSE

Three Point Plan

City of Minneopolis / CPED

City of Minneapolis

Department of Community Planning
& Economic Development —-CPED



PREVENTION

Counseling Assistance

[Homeowners were two months behind on their
mortgage payments, duc to unforeseen medical
expenses, when they arrended a City-spansored
foreclosure workshop. At the workshap, they
were able to speak dircecly with rtheir lender. As
2 sesul, the family was able to work out a plan

and prevent foreclosure.

What the City is Doing

“T'he City is continuing aggressive prevention
sraregies as long as foreclosure rates remain
higlh The costs associated with a foreclosed
property average $78,000. Foreclosure
counscling and prevention costs, on average,
$500 per person assisted. Minneapolis has
invested $1.1 million in prevention since
2007. This annual investment assists 1000
houscholds, and half of these receiving

intensive support will avaid foreclosure.

Strategy

City of Minncapolis Mortgage Forcelosure
Prevention Program funds will continue to
assist the Minnesota Homeownership Center in
homebuyer education, foreclosure counseling
and rhe issuance of loans for reinstatement.
Proposcd funding for these programs will be
$660,000 in 2009,
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REINVESTMENT
Cluster Development

Make big changes in a small area. Thar’s the
idea hehind the City's focus on six rarpeted
geographic areas or “clusters” on the Northside.
In partnership with the Northside Home Fund
and neighborhood organizations, the City is
focusing on the redevelopment of vacant and
boarded homes, communiry outreach and
organizing, foreclosure prevention and the
escablishment of a development partnership to
identify and implement residential development

opportunities within the clusters,

The Hawthorne neighborhood’s FeoVillage
Clusier, designed co become 1 green, stable

and healthy neighborhood, is supported by
a $500,000 grant from the Home Depot

Foundation,

Courtesy,

What the City is Doing

The Ciry is working with partners to rebuild
neighbathoods chac have experienced large
numbers of foreclosures. The City acts
aggressively to acquire propercy and remove
blighted structures as a top priority. A single,
abandoned property on a block can reduce the
value of nearby homes by 15 percent. The City
works with partners to acquire properies that
are in foreclosure, and then rehabs them to

resell w eligible buyers

Strategy

The City is at work envisioning a healchy
housing market, ensuring thar development
helps rebound rhe masker. Housing and
Economic Recovery Act funds will provide sub-
sidies for rehabilitation of up to 100 properties.
T'he National Communicy Stabilization Trust
may make available hundreds of foreclosed
properties for bulk purchase at a reduced rate
and provide access to $30 million to assist in

acquisition and rehabilitation,

REPOSITIONING
NOMI Marketing Strategy

“Get to NOMI” (short for North Minneapolis)
is a grassroors marketing campaign geared (o
promote the Northside’s arts, parks, businesses,
alfordable housing and other amenities. The
NOMI branding strategy is led by neighbor-
lhood groups, residents and local real estate
agents. The community has led various home
tours throughout the Narthside, showcasing
the amenities of the neighborhoods and attract-
ing new homebuyers.

What the City is Doing

As propertics are acquited, the City and

irs partners are working collaboratively

to reposition neighborhoods for market
recovery. To rebuild a healthy housing market
in neighborhoods affected by forcclosurcs,

the City works with neighborhood and
commmunity-based marketing efforts to bring
new buyers to the neighborhoods. The Clty's
goal is to engage the private marker as much as
possible in achieving a stable, healthy housing

market in its communities,

Collaboracion on other neighborhood-based
initiatives w market and promot neighbor-
hoods and city living includes Universicy
Alliance, Phillips Partncrship, Norchside Home
Fund cluster developments, Northside Arts
Coliective and many others.

Strategy

The City will expand its homeownership
incentives, like the Minneapolis Advanrage
program, which provided down payment and
closing cost assistance to 50 homebuyers in
areas highly impacted by foreclosure in 2008,
and has proposed funding to assist an addi-
tional 50 homebuyers in 2009, Federal Home
Loan Bank funds, if awarded, could expand

the Minncapolis Advantage progeam, targeting
down payment assistance to 150 low-income

homebuyers of forcclosed propertics.
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Foreclosure Recovery Plan

CITY OF MINNEAPOLIS DEPARTMENT OF COMMUNITY PLANNING AND ECONOMIC DEVELOPMENT {(CPED}

In Minncapolis 3,077 properties were foreclosed in 2008 and another 3,000 are projected for foreclosure in 2009. About onc-

third of the foreclosed homes are condemned and boarded, or registered as vacant. The Ciry of Minneapolis’ {ocus on prevention,

reinvestment and market reposition in 2009, and beyond, will lead to market recovery in its communities.

Foreclosyrs
Prevention

Aquisition

REINVESTMENT

Aggressive Property

Property Developmont

REPOSITIONING

Community Boilding:
and Marksting

PREVENTION

Strategies to Recover a Healthy
Housing Market

Employ foreclosure prevention outreach
and counseling as foreclosures rise and as the
housing market begins to decline. Continue
aggressive prevention strategies as long as fore-

closure rates remain high.

REINVESTMENT

Pursuc aggressive properfy acquisition
when the housing market is low and properties
are inexpensive. Develop multiple strategics to
compere with investors in order o preven the

turnover of single-family homes to rental.,

Promotw property development when the
market is poised for recovery to drive the market
back towards a healthy housing market. Clearly
envision a healthy housing market prior to the
development stage t ensure that development
helps to drive the market o rebound. Some
factors 10 consider include income mix, rental

and homeownership mix, design and amenicics.

REPOSITIONING

Engage in community building and
marketing efforss to prepare the marker for

4 rebound. Expand homeownership incentives
and engage in neighborhood-based nitiatives to
market neighborhoods and city living.

Far mare information on the City of Minneapolis’
response to fureclosure, please visit our websire

wine.ci.minneapolis.mn.uslforeclosurel




60

HERA Neighborhood Stabilization Program (NSP)

MINNEAPOLIS FORECLOSURE
RECOVERY PLAN

* HERA's Neighborhood Stabifization Program requires that 25% of the funds received must be targeted to households of or below S0% of area median income [AMI), or $40,450
in Minneapolis. 175 properties willyisld 236 units,

Notes: There may be duplications in the numbers of coordinated proparties. The number of properties may project the ability 1o recycle funds
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government, improves the public’s und ding of county go , assists counties in finding and sharing innovative solutions through
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Introduction

Economic shifts in housing markets combined with the po-
tential for a recession have generated a climate of financial
instability for many U.S. vounty governmenis. Foreclosures,
declining property values and property tax revenue shortfalls
are consistently making headlines, but county governments are
also aflected by spillovers from these trends such as a tighten-
ing of credit markets and added demand for social services,
This issue brief provides background on economic trends,
explains how the trends impact counly budgets in different
regions, and finally describes some ways that some countics
are responding to particular chalt related to forecl
and revenue shortfalls.

.
County budgeting

A county budget is essentially a plan for using a county gov-
emment’s financial resources. The plan details expected rev-
cnues and projected expenditures. From county o county,
the length and timing ol budget cycles vary. For example,
Iohnson County, Towa has an annual budget with the fiscal
year beginning in July and ending m June'. In contrast, Hills-
borough County, Florida has a biennial cycle lasting two fis-
cal years, each from October through September’.  During
the fiscal year, current budget performance analysts compare
the “approved” budget with “actual” revenues and spending,
Unexpected cvents such as a widespread decreasc in property
values, new state or federal mandates, or anincrease in cnergy
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federal income tax revenues would likely result in cuts in fed-
cral appropriations for state and local government programs.
In addition, most state governments collect income taxes
but are almost uniformly subject to state constitutional bal-
anced budget requirements. Therefore, barring a substantial
“rainy day” reserve fund kept by the state government, or an
increase’ in state taxes, a slowdown would result in reduced
state contributions to county budgets®.

Locally, a slowdown can by itself affect nultiple comnty
own-source revenue streams. A slowdown would probubly
coincide with a reduction in demand for housing, lower prop-
crty values and then lower property tax revenues. Tn addi-
tion, since people with lower incomes or lower wealth tend
to consume less, sales or gross receipts tax revenues arc also
affected by an tc stowdown and declining property
values. These frends would reduce revenues.

On the expenditure side, county governments may have dif-
ficulty controlling costs during a downtum. Contractual wage
Increases, health insurance costs, energy costs, and mandated
program costs may continue to risc even as revenues decline
relative to budgeted amounts. This year, the exccutive [rom
Putnam County, New York projected in his state of the county
speech’ that if revenue did not increase 1o keep pace with
Tising costs, property tax payers would face a 22 percent
increase. Since this would not be politically feasible, the
county executive concluded in this seenario that discretionary
programs would have to be cut severely. Cther counties are

costs may lead 10 a situation where costs exceed revenues.
The effect of these events may be immediate as with a spike
in energy prices or more lagged as with shortfalls caused by
a downward trend in property values. Depending on how
events unfold, county staff and elected officials make adjust-
ments to balance the budget.

County revenues and changes in

the economy

According 1o the 2002 Census of Governments® published
by the U.S. Bureau of Census, county governments generally
collect sixty-two percent of revenues from “own sources”
such as property taxes, sales taxes, fees and charges or, less
commonly. income taxes. Intergovernmental revenues ac-
count for the rest. Allogether, counties recetve three percent
of their revepue from the federal government, 33 percent of
their revenue from their home states, and two percent from
focal governments

A conmbination of fore es and an slowdown
affect most if not all these components of county revenue.
First, since property taxes account for 57 percent’ of coun-
ties” sclf~generated funds, declining property vatues related to
foreclosure clcarly impact county revenues. Less directly, an
economic slowdown can have a significant impact on inter-
governmental sources of revenue, Without increased [ederal
spending in response to economic instability, reductions in

1 See Johuson (2007).

2 See Hillshorough (2006).
3 See Census (2005).

4 See Census (2003).

June 2008

sirnilar chall as they look ahead to the next
budget cycle.

A slow down

The prevailing assessment is that the U.S. economy has
slowed, and is currently in, or at sk of, a recession. Fsti-
mates of gross domestic product {GDP) do indicate a slow-
down, though not yet a clear indication of a national level re-
cession. The Burean of Economic Analysis (BEA) estimates
that real® GDP grew 2.2 percent from 2006 to 2007, In the
last quarter of 2007 and the first quarter of 2008, annualized
rates of growth were 0.6 percent and 1.0 percent respectively.
Growth rates vary regionally, though. Looking at particular
regions, from 2006 to 2007, real GDP growth was negative in
Delaware, Michigan and New Hampshire according to BEA
estimates. [n contrast, growth was positive and above four
percent in Oklahoma, Texas, Washington, the District of Co-
lumbia, New York and Utsh.

5 For an interesting discussion of local governments’ fiscal
options during a recession, see Orszag and Stighitz (2001).

6 For analysis of early state reactions to the recession in
1991, see Gold and Richie (1991). The authors found a mix
of actions to cut spending, or alternatively support local gov-
ermments.

7 See Bondi {2008). The county entered the 2008 budget cy-
cle with a surplus, but the executive expressed concem about
the impacts of a potential recession and foreclosures.

8 Economists adjust for inflation when calculating real GDP.
Tn contrast, nominal GDP is reported in the current year’s dol-
lars.
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Trends look more recessionary for some sectors and groups.
In line with housing market difficulties discussed below, in-
vestment expenditures on new? residential housing declined
in both 2006 and 2007. Labor market trends also present sig-
nificant challenges ahead. Total non-farm payroil employ-
ment declined in each consecutive month from January to
June 2008, according to the Bureau of Labor Statistics, The
latest employment figures add to the concerns already raised
by troubled housing markels.

Housing market instability and
foreclosures

Numbers tracked by the National Association of Realtors
(NAR), the Mortgage Bankers Association (MBA), the U.S.
Bureau of Census and several other financial and housing
sector institutions illustrate an underlying instability in hous-
ing markets. Consider the following items.

# Tlousing starts' for one-faruily units declined by 28.6 per-
cent from 2006 to 2007. Housing starts for buildings with
2 units or more declined 8 percent. Numbers in both of the
categories also decreased from 2005 to 2006."

® U.S. home prices fell three percent from January 2007 to
the same month in 2008, according to OFHEO data.'?

® The number of sales of existing homes declined 23 per-
cent, and the numbcer of monthly sales of new homes de-
clined 34 percent, Gom January 2007 to January 2008, ac-
cording to NAR.

® More than 2.2 million foreclosure filings were logged

against 1.3 million propertics nationwide in 2007, accord-

ing to RealtyTrac'™.

The seasonally adjusted delinquency rate for mortgages

on one-to-four-unit residential properties stood at 5.82 per-

cent of all loans owstanding in the fourth quarter of 2007

and then 6.35 percent for the first quarter of 2008, accord-

ing to the MBA. These are record rates.

® The percentage of loans in the foreclosure process was
2.04 percent of all loans ontstanding at the end of the fourth
quarter 0f 2007, accordmg to the MBA. The percentage in-
creased to 2.47 percent in the first quarter of 2008.

For the last quarter ol 2007, the rate of {oreclosure starts
and the percent of loans in the process of foreclosure were
at their highest levels ever, according to MBA ™.

Home equity — the value of the properties minus the mort-
gages against them - has fallen below 50 percent for the

9 See BEA; the residential component of real gross private
domestic investment showed negative growth at -4.6 percent
in 2006 and -17.0 percent in 2007.

10 The number of residential building construction projects
begun during a specific period of time.

11 See Census (2008).

12 See OFHEQ (March 25, 2008); based on purchase prices
of houses with mortgages that have been sold Lo or guaran-
teed by Fannie Mae or Freddie Mac.

13 See RealtyTrac (January 29, 2008).

14 Scec MBA (March 6, 2008).

National Association of Courities

first time, according to the Federal Reserve’

® The Congressional Joint Economic Committee recently
estimated that 2 million Americans would lose their home
in 2008 or 2009, according ta Forbes.com'®

The above items illustrate problems in the housing and
mortgage banking sectors as well as the significant impacts
on many homeowners” ability to pay mortgages or maintain
home equity.

Given counties’ involvement with property transactions and
sheriffs’ sales, county officials will likely have quality ac-
cess Lo local foreclosure information. Evaluation of recent
and longer term [oreclosure trends will aid county officials
as they consider community solutions and weigh potential
‘budget impacts.

Hoqsingl market challenges vary
regionall

While real estate volatility and foreclosures have been in
the national headlines, certain areas of the country have been
more affected than others.

Shifts in home prices are one measure. Data released in
February by the NAR comparing the 4th quarters of 2006
and 2007 show a general decline in existing U.S. median
single-family horoe prices and median condominium prices.
However, prices for these types of properties rose in about
hall the metro area markets tracked by the association.”

Table 1. Counties with high numbers of foreclosures end nega-
tive equity in 200/,

2

Source: Woolsey, Matt. 2008. America's hardest-hit foreclosure spots.
Forbes.com. January 28,

15 See Bajaj (2008).

16 See Woolsey (2008).

17 See NAR (2008). See also Krauss and Nixon (February
15, 2008).

Ecanomic Trends, Foreclosures and County Budgets
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As for foreclosures, according to the MBA, Califomia and
Florida accounted for 30 percent of foreclosure starts in the
U.S. in the last quarter of 2007. The states of Michigan, Ohio
and Indiana also had high starts.'® According to RealtyTrac™®,
the overall foreclosure rate for the 100 largest U.S. metro ar-
eas was 1.3 percent of houscholds. However, the five metro
areas in this group with the most foreclosures had rates above
three percent. On the bottom end of the top 100, five metro
areas had foreclosure rates below 0.2 percent of households.

Homeowners in regions or neighborhoeds in declining ma-
kets may experience “negative equity” that in turn increases
the likelihood of foreclosures. In this situation, houses are
worth less than the amount that homeowners owe on their
home loans. Forbes.com, using data from RealtyTrac, has
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loans outstanding, represent a farge proportion of foreclosures
started.

Table 2. Pexcent loans outstanding per type of Joan, and fore
closure starts per type of loan fourth gua .

Prime AR

highlighted counties experiencing ol

with negative equity as shown in the Table 1 above for 2007.
For example, Forbes reported that, 39 percent of owners who
foreclosed in Wayne County, Mich. held negative equity.

If there are county and state level differences and differ-
ences from yeur Lo year, economists have not fully identified
why foreclosures are high in one area but not the other. Still,
economists have studied mortgage industry practices, region-
al income trends and the extent to which bomes in an area are
appreciating or depreciating to find at least partial answers™.

Changes in loan and mortgage
practices

Several changes in loan practices have been identified as fac-
tors affecting foreclosure’!, Foremost, subprime loans were
offered to individuals who might not qualify for prime rate
toans. In tine with new practices, loans were also structured
with more flexible interest rates, lower down-payment™ re-
quirements, and combinations of standard mortgages with
“piggy back™ or secondary loans. Subprime lending in-
creased dramatically, so that by 2006, these loans accounted
for 20 percent of all one-to-four unit family morigage origina-
tons®.

Flexible loan options were offered through adjustable rate
mortgage (ARM) loans that would be “reset” to becomne flex-
ible after a three- or five-year period. Large numbers of these
{oans were reset in recent years as interest rates increased. A
substantial number of loans - about 1.5 million - are sched-
uled to reset in 2008%, which may result in balloons ar higher
payments for existing borrowers, depending on interest rate
setivity. Table 2, with data from MBA, shows that both prime
and subprime ARM loans, though a smaller percentage of

18 See MBA (March 6, 2008).

19 See RealtyTrac (February 13, 2008).

20 McGranahan (2007).

21 See Gerardi and coauthors (2007).

22 The median down payment on a home was 9 percent in
2007, down from 20 percent in 1989; see Leland (February
26, 2008), citing a survey by the National Association of Re-
altors.

23 See Bernanke (2008), citing Inside Mortgage Finance.

24 See Bernanke (2008).
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Source: MBA, 2008, Press release: Delinquencies and forectosures in-
crease in latest MBA national delinguency survey. Washirgton DC

Morigage Bankers Association, National Delinquency Survey March
6.

Changes in loan and mortgage practices have combined with
other developments in what might be called spiltovers.

. .
Spillovers, credit markets

Fareclosures on both prime and subprime mortgages have
had a range of impacts on a variety of credit markets, some af-
fecting local g One way this | d is through
“securilization,” where banks or brokers re-package mort-
gages into financial instruments and sell them to investors. In
turn, investors use the securities, or anticipated revenues from
the securities, as collateral to make additional loans or invest-
ments. 'The increase in mortgage defaults has led rating agen-
cies, such as Moody’s, to reduce ratings on firms or funds
holding larger amounts of the more risky mortgage-backed
securities™, In this way, foreclosure problems have spilled-
over into other credit markets that aflect county governments
in at least four ways.

First, county governments collect revenues from taxes and
other sources and hold reserves during the budget year as pe-
riodic budget altocations are made. For example, property
tax revenues may be collected at once, but county employees
are paid every month, To increase revenucs, counly treasur-
ers often invest reserve funds in local banks or in local gov-
ernment “investment pools™ often run by their state govern-
ment. A pool’s investments may be affected by an economic
stowdown, and a small* number of pools with investments
in mortgage-backed securities have experienced problems.
Notably, Florida locul governments” access to funds was dis-

25 See Wong (2007).
26 See S&P (2007).
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upted”” when the state froze withdrawals from its pool in late
2007. The action was in response to rapid withdrawals made
by local governments that had become concerned about the
investment pool’s exposure 1o risks related to subprime mort-
gage securities or “distressed assets™” This example illus-
trates that county government liquidity and revenucs can be
affected in surptising ways by information about an invest-
went pool’s portfolio,

Second, the ratings of bond insurers influence local govern-
ments” ability to sell bonds, which are often insured before
sale. [lowever, rating institutions have considered down-
grading several major bond insurance companies due to ex-
posure from mortgage-backed securities. As a consequence,
the ability of Jocal governments to issue bonds with the most
secure ratings was called into question. I unable to obtain
high ratings on bonds, local governments would be required
to pay a higher return to offset the added risk to investors. Tn
brief, the cost of issuing debt increases™ adding to the cost-
side of the county’s budget ledger.

Third, and related to the second point, Jocal governents
have had difficulty issuing or financing debt, and they have
been less able to obtain new funds or to refinance existing
debt. Miami-Dade County™, for example, faced the prospect
of higher interest. tates when its aviation department bonds
failed to attract mvestors in the auction-rate securities market
in March 2008. This type of security may have a term of up to
30 years, but interest rates are reset periodically at shori term
intervals. Typically, investors have the opportunity to sell this
type of security at ¢ach auction. When an auction fails how-
ever, current investors are unable t sell. But, they do receive
4 higher rate of interest from the local government® In the
Miami-Dade casc, some of the auction rale securities were
to be insured by bond insurance companies. But these bond
insurance companies’ own ratings were under review. With
that and the tightening of credit markets, investors declined to
buy the securities. So, in the short tenm, the local government
had to accept higher debt {inancing costs.

Finally, troubled credit markets affect retailers. Commer-
clal-retail sales vary dramatically from scason 1o season, and
retailers depend on short term loans to {ill inventories during
the year. The slowdown, coupled with credit market trends,
has caused lenders to withhold loans or increase interest rates
in cerlain areas of the country. This situation increases aper-
ating costs and may add to the number of store closures that
aceur in (he retail sector. Due to the trends, the International
Councii of Shopping Centers 15 projecting an increase in
store closings relative to 2007”. The projection raises ques-
tions ahout a spillover to yet another sector.

27 See Murakami {December 4, 2007); see also S&P (2007);
and see SBA (2008).

28 See Sink {(December 10, 2007).

29 See Byers (February 11, 2008).

30 See Ortiz (March 6, 2008).

31 See Smith (February 25, 2008).

32 See Levy (March 31, 2008).

33 Barbaro (April 15, 2008).
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Higher lending costs, disruptions in liquidity or Jower re-
tums from investment pools all generate budgetary challeng-
es. With all the other emerging constraints on local govern-
ment revenue, the tightening of credit markets could not be
less timely.

.
Spillovers, foreclosures and
local revenue

The effect of foreclosures on property taxes is fairly direct.
First, distressed borrowers may stop paying taxes, and fore-
closures that lead to demolition may result in properties be-
ing removed from the tax base altogether. Second, research
shows that foreclosures affect neighboring properties. For
example, in a case study focused on Chicago using data from
the end of the last decade, analysts* found that “a conven-
tional foreclosure within an eighth of & mile of a single-fam-
ily home results in a decline of 0.9 percent in value” As
property values are din ities with declini
housing markels, property tax revenues also decrease.

Other county revenue streams will also be affected. A re-
duction in wealth among hemeowners will cause them to
reduce consumption; local businesses will have Jlower sales;
and counties with sates taxes will collect less revenue. To the
extent that counties operate utilities or collect fees for water,
gas or electricity services, revenues may also decline.

Spillovers, new costs and
expenditures for local
government

An economic slowdown coupled with foreclosure activity
affects more than just revenues. Counly governments af-
fected by foreclosures will increase expenditures on preven-
tion programs, property maintenance and legal resolution.
Tn an economic downturmn, demand for social services also
TRCFEAses.

A study™ of foreciosures” impact om the City of Chicago and
Cook County provides a sense of associated local expendi-
tures. Researchers {rom the Home Preservation Foundation
(HPF) found that the foreclosure process involved ceordina-
tion of more than a dozen city and county agencies. New ex-
penges arose {rom policing and fire suppression, demolition
contracts, building inspections, legal fees, and recordkeeping
cxpenses Tated with the losure process.
Even afler the foreclosures occusred, costs mounted with
the responsibility for sccuring and/or demolishing housing
units, and for maintaining yards or clearing trash. Finally,
police noted in interviews that abandoned properties had
to be monitored for signs of gangs, drug dealing and other
criminal® activity. The HPF study established several local
government cost scenarios for the city of Chicago as shown
in Table 3. While the numbers will vary from community to
comimunity, county govemments may use the cost scenanos

34 See Immerghuck and Smith (2006).
35 Apgar and Duda (2005).

36 See Immergluck and Smith (2006) for citations on a rela-
tionship between foreclosure and violent crime.
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as a starting point to generate local cost estimates. Table Ta
in the appendix shows the particular line item costs that were
used in scenario calculations.

Table 3. Foreclosure cost scenarios in the city of Chicage

THerian

A Home Preservation Foundaten study established the following
local gavernment cost scenarios of foreclasures usirg Chicagoe and
Cook County budget and acrninistrative data for 2003 and 2004,
Source: Apgar, m C and Duda, Mark. 2005, Colistera! damage:
the municipal impact of today’s mertg foreclosure boom. Min-
reapolis, Mirn: Homeownership Preservation Toundation. May 11,

A different set of expenditures relate to social services. Fore-
closures combined with homelessness clearly affect counties
that work with shelters, food banks and provide services to
children. Many renters and owners evicted from foreclosed
properties will face substantial moving costs and possibly
‘higher rent situations. Others will move n with friends of
Family or become homeless. First Fecus, a children’s advo-
cacy group estimates that 2 million children will be directly
affected by foreclosurcs. The estimate suggests substantial
dissuptions for & range of public services such as shelters and
schools”. Inadequate resources to attend to these disruptions
will in turn have long term consequences and generate long
term costs for affected communities.

Aslowdown or also has i for social ser-
vices. As an example, Putnam County New York’s cxecutive
observed in his 2008 state of the county speech™ that, dur-
ing the 1991 recession, Home Relief case loads more than
doubled, and Aid to Families with Dependent Children in-
creased from 166 to 281 families®. In 2008, the county esti-
mated that costs for its “Safety Net” program would increase
by $324,000 before any cost-shifting that might oceur as a
result of proposed changes to the state governiment’s budget.
Putnam county also projected a $71,000 increase in expendi-

37 See Amour (June 25, 2008) and Lovell and Tssacs
(2008).

38 See Bondi (2008).

39 The county population was roughly 84,000 in 1990; in
2005 it had increased to about 102,000,
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wres for Temporury Assistance for Needy Families (TANF),
again, before any cost shifting by the state. These elements
of Putnam County’s program history and its projections il-
lustrate the pressures of an economic slowdown on county
social service systems.

Other analysis is helpful in projecting impacts of unemploy-
ment on health programs. A Kaiser Foundation® study fo-
cused on healtheare indicates that a one percenl increase in
the unemployment ratc would drive up enrollment in Med-
icaid and SCHIP by one million non-elderly adults and chil-
dren. The same sise in unemployment would also increase
the number of uninsured by 1.1 million people. As counties
have a role in health care delivery and finance in the majority
of states, thesc cffects of an increase in unemployment would
add new costs and responsibilities for counties.

The U.S. poverty rate in 2006 was 123 percent,” which is
higher than in 2001 when many state and focal governments
also faced significant budget pressures. These poverty figures
suggest that state and local governments may be less able to
confront the emerging budget situation with all the spillovers
from the troubled housing and mortgage sectors.

Pressures on county social services:
A Kaiser Foundation study estimates thata

one percent increase in unemployment will
increase the number of uninsured by 1.1
million people.

N .
Local responses, adjusting
budgets

Depending on when {inancial difficulties arise, pressures
may affect the current operating budget, a proposed budget
for the next liscal year, or several budget cycles down the
line. A slowdown that affects constiments’ income is lkely
10 allcct fees and/or sales taxes in both the immediate and the
longer tenm since residents will decrease use of utilities and
retail consumption. On the other hand, changes in property
values will have a lagged affect on property tax revenues. This
ocours since property lax assessments are readjusted periodi-
cally with the timing varying from county to county. When
assessed values change and revenue shortfalls or surpluses
become apparent, county officials respond to imbalances.

In a recent budget address, the mayor* of the Lexington-
Fayeite Urban County Government noted that there are “three
ways to solve such a problem: increase revenue, decrease ex-
penses, or some combination of the two.” ANACo Research
Division scan' of recent media reports of counties facing
budget shortfalls also shows counties taking steps along these
lines. In terms of reducing expenditures, the media reports

40 See Dorn and co-authors (2008).
41 See Census {2008a).

42 See Newberry (2008).

43 See NACo (March 24, 2008).
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provided examples of counties proposing or adopting the fol-
lowing strategies:

salary and wage freezes;

reductions in overtime allocations;

hiring freezes;

postponement ol recruitment for new or vacant positions;
postponement of cost of living increases;

early retirement programs;

layoffs;

departmental spending cuts;

departmental reorganization;

service reductions, such as reducing library hours or jail

visitation hours;

@ postponement of capital spending for projects without ex-
ternal support; and

@ deferred maintenance.

Pressures on county social services:
First Focus, a children’s advocacy group esti-

mates:that 2 million children will be directly
affected by foreclosures.

As for increasing revenues, the scan of news reports pro-
vided examples of counties proposing or adopling the [ol-
lowing stralegics:
® increasing fees (e.g. sewer, water, garbage fees, recreation

programs);
® passing a levy to support a particular county service (e.g.
swimming pools);
® increasing property tax rates on residential and‘or com-
mercial properties;
increasing income tax rates;
increasing (he sales tax rate or utility rates;

sclling assets {¢.g. nursing home); and
pursuing supplementary funds such as 1obacco settlement
monies.

® 0 00

Some county governments have also invited public or ¢x-
pert panels to weigh-in on choices.  In responsc to 2008 bud-
get difficulties, Shelby County, Tenn. and Macomb County,
Mich. each held meetings to allow for input and recommen-
dations on strategies and options for cost-savings™.

With or without this kind of public discussion, county gov-
emments face tough choices. Reducing spending on social
services, education, infrastructure, or on maintenance of cur-
rent capital assets may have negative consequences lor the
economic environment that influences long term quality of
life and a county’s fiscal health. Other tough choices relate to

44 See Meek (February 22, 2008) and Selweski (March 19,
2008).
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how countics will deal with the fallout from the housing and
mortgage markets. County strategies are evolving.

Some local responses to
foreclosures

Many county governments are establishing or reinforcing
initiatives to prevent current foreclosures and Lo reform the
foreclosure process to affect future trends. In addition, ab-
sorbing vacant and foreclosed properties into low income
or worklorce housing inventories has also found a place on
county officials’ agendas.

Prevention initiatives make use of the significant informa-
tion resources and communications capacity ol county gov-
emments and their conrmunity partners. County recorders,
with access 1o propertly databases and foreclosure filings, are
in a position to alert homeowners of certain risks. For ex-
ample, a county recorder in Montgomery County, Ohio has
taken steps to identify the most active subprime lenders in
the county and alert their customers of potential problems
before interest rates are reset®. A Hennepin County, Minn.
foreclosure task force similarly recommended® contribut-
ing data to the Minneapolis “Early Warning System.” More
broadly, Minnesota state legislators are exploring options for
a statewide database to compile city and county foreclosure
information®. While privacy issues are a concern, better ac-
cess to information could lead to more timely application of
prevention initiatives.

Generat counseling, referral services and hotlines have also
been among the tools adopted by state and county pariner-
ships.  As examples, Dakota County, Minn., Washtenaw
County, Mich., Lucas County, Ohio and Summit County,
Obio provide information cither directly or through commu-
nily partners on some or more of the lollowing:
® credit counseling options;
® Joan modification options;
® tactics to avoid predatory lending;
® residents’ rights aller a sherfPs sale;
® foreclosure redemption periods;
® state, county and federal financing programs; and
® county delinquent tax assistance and installment pro-

grams.

Counties are largely limited in their authority® to require
changes in mortgage practices of lenders and brokers in their
communitics. Nevertheless, prevention programs and cre-
ative uses of properly information may have an effect on lo-
cal outcomes.

45 See Greenblatt (2008).
46 See Ilennepin (2008).
47 See Crump (2008).

48 Counties do have the option to participate in state level
reform coalitions, however. Several states have adopted leg-
islation in response to the rise in foreclosures. See for ex-
ample, HF1004 adopted by Minnesota Legislators in 2007 or
Ohio’s SB 185 also enacted in 2007.
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In addition. streamlining and reforming the foreclosure pro-
cess has been a priority [or counties such as Ohio’s Cuyahoga.
A compuissioners’ report®® written in 2005 inchudes the fol-
lowing strategies:

® carly intervenlion programs;

® counseling assistance to families in default;

targeted assistance and support of non-profits in hotspot
areas;

redevelopment through blight prevention initiatives;
priority proc
streamlining foreclosure hearings;

ng of vacant propertics in court dockets;

adding staff in the clerk of courts office;

increasing staff and equipment in the sheriffs office for re-
lated tasks;

augmenting the surcharge on foreclosure proceedings to
offset cost:

® increasing education around and prosecution of related
fraud; and

lobbying for state kegisiation affecting county government
responses to foreclosures and abandoned properties.

The commissioners have since esiablished several partner-
ships based on their earlier recommendations.*

Other policy alternatives are geared toward filling vacant
properties subsequent 1o foreclosure. These include a range
of acquisition proposals wilh goals focused on community
stability, workforce housing and fow-income housing.

Land baoks are one option. For example, Wayne County,
Mich. runs & land bank that acquires and resells vacant prop-
erties, as well as foreclosed and criminally seized homes.
Working with partners, the county resclls the homes to resi-
dents within six months, and any revenues generated go 0
fund foreclosure prevention programs for county residents®’,

In the past several years, coumties with high value real estate
have also studied workforce-housing problems. For instance,

49 See Cuyahoga (2005),
50 See the Website: wwindontborrowtroublece org.
51 See Gray (April 13, 2008).
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Placer County Calif. performed community surveys™ m 2005
to identify income-housing gaps for several catcgories of
public employees. The income gap measured for teachers —
with a starting salary of $34,000, but facing a median home
price of $420,000 dollars —was $89,000. The calculation for
anew sheriff’s dispatcher revealed a similar gap.

Fairfax County, Va. and Montgomery County, Md. have also
both struggled with housing afTordability g Ity and with
worlkforce housing, There are proposals among Fairfax su-
pervisors and Montgomery commussioners to purchase and
then sell foreclosed properties as affordable units™. In Wayne
County, foreclosures are numerous, and local governments
there are actively seeking to acquire foreclosed praperties
and provide incentives for focal govemnment employees (o
live within local jurisdictions, The county and its tocal juris-
dictions are cooperating with HUD to respond to foreclosure
problems in this way.

.
Conclusion

Current instability in housing markets and the threat of a
slowdown have fed 1o challenges for many county budget
makers. The threats have the potential to aflect all sources
of county revenue as well as a county’s ability to issuc debt
for capital projects. The combination of troubled housing
markets and a recession would reduce resources available to
counties when they are most needed. Counties provide nu-
merous social, environmental and community services. In
hard economic times, demand for social services such as aid
to foster care children as well as health care for children, the
elderly and the indigent is likely to increase, Many counties
are ling with chall iated with forech

and associated costs. Dialogue among county, state and fed-
eral officials is essential to plan combined strategies and an
appropriate federal fiscal poticy response.

52 See Placer (2005).
53 See Gardoer (March 29, 2008); see Miller (Aprit 2,
2008).
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Appendix

Tabie 1a. Net Foredosure-Related Municipai Costs n Chicago
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Subcommittee on Housing and Community Opportunity
January 23, 2010 hearing: “The Impact of the Foreclosure Crisis on Public and Affordable
Housing in the Twin Cities”
Written Testimony from Mr. Marion Anderson, Constituent

Thank you, Madame Chairwoman and Members of the Subcommittee, for inviting me to testify about
my experience as a renter affected by foreclosure. My name is Marion Anderson and for over a year my
life has been affected by the foreclosure at my rental unit.

in November 2008, | signed a one year lease on a 2-bedroom apartment, in a four-plex in North
Minneapolis. What1didn't know at the time was that my landlord was in the early stages of
foreclosure. In fact, my landlord had 2 mortgages on the property, and both have gone into foreclosure.
One sheriff's sale was in August, 2009 and the other in September, 2009. In addition, my fandlord had
filed for bankruptcy.

Our first suspicion that something was wrong was when about four months into our lease, February,
2009, our landlord started taking appliances out of the property without any explanation. The first
things to go were the washer and dryer out of the basement. There were rumors among the tenants
that the building was in foreclosure.

The next month we started getting utility shut off notices at our building. In our original lease, the
utilities were to be paid by the landlord. The next month, April, the building was posted by the city for
lack of utilities but the landlord was still asking for rent and not addressing the utilities issues.

The remaining tenants organized, contacted the utility companies, and paid 1o keep the utilities on. On
April 15th, our landlord came by the property and manually turned off the furnace.

From April to July we had no contact from our landlord. In July our landlord showed up at the property
and threatened us with evictions for non-payment of rent. At this point we were no longer paying rent,
but were paying all the utilities ourselves. We had already received numerous water and gas shut-off
notices. She stripped the basement of appliances, and never showed up again.

In August, the fire inspector came to our property and put up two notices. One gave us 72 hours to get
the furnace turned on, or the property would be condemned. The second notice gave us until lanuary,
1, 2010, to get a rental license on the property, or it would be condemned.

The tenants were able to get the furnace turned back on by paying current charges forward. [ contacted
Legal Aid who helped us with the rental license issue. Legal Aid tried to get the City of Minneapolis to
allow the tenants in our building to pay for the rental license so that we could stay there throughout the
redemption period. Legal Aid then connected me to St. Stephen’s and their assistance program for
renters who are affected by foreclosure.

Since we found out the property has been in foreclosure, we have dealt with numerous utility shut-off
notices. The old building manager left his unit, and some of his family moved into the vacant unit.
Another unit of tenants who were receiving Section 8 moved out of the building once Section 8 found
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out about the foreclosure. These tenants left and allowed some friends and family to use their unit.
There have been 3-4 squatters in vacant units and in the basement, which does not have a secured door.
It has been hard or impossible to get the squatters to contribute to the utilities.

The squatters have brought other problems to the building too. The police were called out last week to
the property to take out one of the squatters, who was a threat to others. The fire inspector came to
the building again and told us one unit was at risk of being condemned for suspected meth use and
production. In addition, there are rumors of prostitution going on in the basement of our building.

From March to December 28, 2009, our building had virtually no management or ownership. This has
created an unsafe environment for the remaining tenants. There is no accountability and we have no
one to address our safety, utility, or maintenance concerns.

As of December 28, 2009, a new owner has turned up. He apparently purchased the property from the
foreclosing bank on the first mortgage. He did get a rental license on the property, so it was not
condemned on January 1, 2010. But hé is also requesting $200 more per month in rent for the units
than our original leases, and, so far, is not offering the remaining tenants new leases.

in addition to the foreclosure problems at my apartment, | have been laid off twice in the past year. |
am working with a job program, but so far, have only been able to find part-time employment. At my
current income there is nothing comparable for rent in the area. | feel like the new owner is pricing the
current tenants out of the building. If | have to move, most places want a security deposit, first and last
month rent. With Emergency Assistance in Minneapolis getting cut for single adults this year, | have few
options.

The whole experience has been very stressful. | have an apartment full of stuff and have often thought
that 1 had 24-72 hours before I'd be out on the street. | am being displaced, and not by choice. When
you sign a lease, you expect to be able to comfortably stay in the apartment for the duration of that
Jease. You do not plan to have to move during a Minnesota winter. In this situation, a tenant must have
the wherewithal to follow up with everyone and stay on it. Many people don’t, and it is easy to end up
in shelter when you experience foreclosure. There are times that | worried that | would end up at
Harbor Lights (Salvation Army shelter) but so far, | have been able to stay in my apartment.

For me, | think employment is the key to stability, security, and self-esteem. Even to be able to afford
affordable housing, you have got to be working. With many jobs no longer available it is hard to sustain
a living wage and a decent place to live. it is a vicious cycle. | have been able to work with many
organizations on my housing and employment issues: Legal Aid, MN Workforce Center, HIRED, St.
Stephen's, and Minneapolis Urban League. You need fo get connected to the right places and get
referred to different places for different services. Without the non-profit network in Minnesota, |
probably would have ended up in shelter.
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Testimony on the Impact of the Foreclosure Crisis
on Public and Affordable Housing in the Twin Cities
before the House Committee on Financial Scrvices
Subecommittee on Housing and Community Opportunity
by
Daniel M. Bartholomay, Commissioner
Minnesota Housing Finance Agency

January 23, 2010

Madam Chair, Representative Ellison, and members of the Subcommittee, I am Dan
Bartholomay, Commissioner of the Minnesota Housing Finance Agency (Minnesota Housing). I
am thankful for the opportunity to testify today about Minnesota [ousing’s mission, resources,
the impact of foreclosurcs on the housing bond market, and how the federal government can
further assist states in addressing the crisis.

Mission

Minnesota Housing is a state agency that serves as the state’s affordable housing financial
institution. It is not a regulator or an owner/operator of affordable housing. The Agency is a
leader in an alliance of government, private sector, non-profit and faith-based community
interests working to affordably house Minnesotans.

It is Minnesota Housing’s mission to advance affordable housing opportunities for low and
moderatc-income Minnesotans to cnhance quality of lifc and foster strong communitics. Since its
inception in 1971, Minnesota Housing has invested more than $8.7 Billion and assisted more
than 750,000 households.

Funding Sources and Uses

Over the 2010-2011 bicnnium, Minnesota Housing will advance its mission by investing $1.4
billion of federal, statc, and agency-generated funds to finance new affordable housing
opportunities, preserve existing affordable housing, end long-term homelessness, and address
foreclosures. The chart below shows the amount of resources by source that Minnesota Housing
anticipates being available to it in the 2010-2011 biennijum.

Affordable Housing Plan 2010-2011 program resources
new activity, in thousands and percentages
Hous:ng Affordadility Fund
Agency Resources (Pool 3Houndatior)

$210,920
15.0% 0%

Housing

e tFen )
$156,750 Federal Resources
"o 462,379
33.0%
Sond Frocesds State Appropriations.

$110,888
8.0%

$618,000
44.0%



78

A large portion of Minnesota Housing’s resources, especially federal resources, are limited in
their use, project-based Section 8 rent subsidy, for example. The Agency will allocate its
discretionary funding as described in the chart below.

Estimated distribution of discretionary 2010-2011
Plan resources ($.18 billion) by strategic priority

Financing new

Addressing housing opportunties
foreclosure $39,635,997
$32,809 964 " 21%
18%
Ending
{ong-term
homelessness
$10,808,000

6%

Preserving affordable
housing
$103,251,522

55%
Addressing foreclosures constitutes 18% of the Agency’s discretionary funding, a level of
commitment that is not apparent in the allocation of all discretionary and nondiscretionary
resources. However, even 18% under-represents the total foreclosure response effort as it docs
not include the portion of funds allocated to financing new housing opportunities that will be
used to assist the purchase of foreclosed homes.

Minnesota Housing’s Neighborhood Stabilization Efforts

In 2008, Minnesota Housing awarded S11 million of statc and Agency resources for acquisition,
rehabilitation, and resale of foreclosed properties on Minneapolis® noerth side: $10 million as a
loan and $1 million as a grant. The agency also awarded a $500,000 grant to St. Paul for the
same purpose. The goal is to stabilize these neighborhoods before they deteriorate further.

The $11 million for Minneapolis’ north side has been expended and almost $5 million recycled
to acquire additional properties. In 2008 alone there were 3,185 sheriff sales. Even with 184
properties acquired and 57 rehabilitated and sold to homeowners under this $11 million Agency
initiative, the required scale of effort is clear. Increasing its commitment, the Agency has
provided an additional $10 million in loan funding for thc Twin Citics Community Land Bank
which is helping NSP1 developers to acquire bank-owned propertics before they are released to
the general market.

Minnesota Housing devoted still more of its resources to address foreclosures, including
Mortgage Revenue Bonds and downpayment assistance for the purchase of foreclosed homes.
Downpayment assistance is provided through the HOME Investment Partnerships Program. The
Agency has allocated over $9 million of HOME for this activity over the 2010-2011 biennium.
We anticipate 45% of the downpayment assistance, in combination with low-interest rate
mortgages of $106 million, will help 900 first-time homebuycrs purchasc foreclosed homes.
Since the beginning of the HOME downpayment assistance program in June 2008, 306 singlce
family homebuyers have either received or have commitments of downpayment assistance to buy
foreclosed homes.

With passage of HERA, Congress stepped up and provided Minnesota Housing $38.8 Million of
Neighborhood Stabilization funds to help address the impact of foreclosures. Minnesota Housing
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sub granted its NSPI funds to 21 communities for use in areas of greatest need throughout
Minnesota. To date, approximately 164 units of housing have been addressed in Minnesota
Housing’s NSP1 program and uscd 32.8% of the funds.

Federal resources are substantial, with the Neighborhood Stabilization Program being a key
component of the state’s responsce to the foreclosure crisis. From the beginning, Minnesota
Housing wanted to maximize the impact of NST on areas of greatest need by tightly targeting the
funds to those arcas, giving preference for localities that brought other resources to the table to
address the other needs of the areas, and by implementing Green rehabilitation standards.

The Agency originally anticipated addressing 700 housing units with NSP, but final production
numbers will be less due to higher than anticipated costs. Costs are higher for a number of
reasons, including the inability of homeowners and local governments to compete on equal
footing with privatc investors duc to certain federal compliance requirements, thercby limiting
the pool from which they can purchase homes to houses that require more rehabilitation. We
belicve these requirements could be temporarily changed without harming the goals of the
underlying statutes and hope that Congress can consider such action.

Private investors arc able to avoid the requirements that NSP-assisted buyers can not. To meet
the requirements of the Uniform Relocation Assistance and Real Property Acquisition Policies
Act (URA) and National Environmental Policy Act, offers on foreclosed houses in the NSP
program must usually be made contingent on the properly being appraiscd at a certain value
before a final offer can be made, and passing an environmental review. When competing for
foreclosed properties with investors who are not obligated to comply with those requirements,
potential buycrs arc at a great disadvantage. Tn response, many of our subrecipients have
modified their programs and moved from relatively inexpensive downpayment assistance, to a
purchase/acquisition/resalc model.

While the return of private investors brings large amounts of investment into an area, we are
concerned that thcy may not take actions that support the housing and help stabilize the
neighborhood. For example, they are not required to bring their acquired properties up to
standard condition and, unlike NSP- or HOME-assisted homebuyers, investors are not required
to make the housing available for use by low- and moderate-incomc houscholds, raising the risk
of futurc problems with those properties.

Over time, individual markets and the nature of challenges faced by subrecipients have changed.
Minnesota’s NSP program will continue to evolve to meet changing conditions.

Forcclosure prevention counseling has been an important element in preventing foreclosures
with Minnesota Housing receiving over $9.6 million of foreclosure prevention counseling funds
from NeighborWorks since 2008. Minnesota Housing has allocated over $3.3 Million of State
funds for foreclosure prevention counseling since 2007.

Since March of 2008, over 25,100 households have received foreclosure prevention counseling,
and 10,793 foreclosures have been prevented or 54% of closed cases.

Impact of Foreclosure Crisis on Bond Market

The genesis of the foreclosure crisis is widely known, but its impact on the bond markets less so.
Acccss to capital in the bond market is critical for financing affordable housing, so turmoil in the
market has a significant negative impact on HFAs’ ability to meet their missions. It is important
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{o notc that Minnesota Housing and other HFAs did not participate in the cxotic mortgage-
making practices of so many others. As a result, their portfolios have fared better comparcd to
other lending institutions. Minnesota Housing foreclosure rate is typically less than 70% of the
Mortgage Bankers Association member rates for Minnesota. Despite this performance, the
market did not differentiate between predatory and subprime mortgages and HFA mortgages.

The foreclosure crisis drove bond investors away for at least two reasons: (a) the disintegration
of the sub-prime mortgage portfolio was gencralized to all mortgages because investors either
were not able to differentiate between sub-prime mortgages and healthy mortgages or they didn’t
trust the information that would have enabled them to do so; thus, housing bonds, gencrally,
were “tainted” and some corporate investors went so far as to prohibit the purchase of any
housing-related bonds, regardless of credit ratings; (b) declining profits due to mortgage-related
losses meant investors had less money to invest. Fewer investors meant the supply of housing
bonds was greater than demand for them, driving yiclds on housing bonds higher.

Prior to federal intervention i the broader mortgage market, higher yields on housing bonds
meant that public issuers of housing bonds were borrowing at higher rates and either had to pass
the added cost along to borrowers or take little or no profit margin. During some portions of latc
2008 and early 2009, yields on housing bonds were so high as to make debt issuance infeasible
altogether, effectively shutting down lending by public entitics.

Matters worsened for [TFAs once the federal government intervened to subsidize the broader
housing market by purchasing mortgages at artificially low (i.e. not market-driven) interest rates,
but did not extend that benefit to public housing bond issuers. HFAs and local housing issuers
werc left to cope with the full force of an unassisted market. Market interest rates for housing
bonds resulted in mortgage rates m cxcess ol those offered by the federally assisted commercial
mortgage market. Households that borrowed from HFAs did so at higher interest rates than were
available from the commercial mortgage market solely to access down-payment assistance.

The most powerful tool available to HFAs — the tax-exemption of the mortgage revenue bond —
lost its value when forced to compete with federal subsidy of commercial mortgage rates. Asa
result, many HFAs and virtually all local housing authorities ended their mortgage lending
programs due to the gross inefficiency of the mortgage bond market. Potential borrowers, whose
access to credit was already strained by broader economic forccs, had lost yet another resource.

Throughout the crisis, Minnesota Housing was fortunate to maintain a reduced level of lending
capacity due in part to careful management of its own liquidity and due also to the sheer luck of
timing of certain bond transactions paired with careful management of certain tax-related tools
(yield management). The following data illustrates the dramatic reduction in our ability to
support of low- and moderate-income households as a result of the mortgage market crisis and
the crippling of the bond market despite our continuously having mortgage funds available to
lend:

2006 2007 2008 2009
| Loans Purchascd during Fiscal Ycar (millions) | $394 $424 $436 $207
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Effect of the crisis on Minnesota Housing’s Ability to Support Low- and Moderate-Income
Households

The recently implemented Treasury/HFA initiative will help to restore some of the lost lending
capacity illustrated by the table above, which will improve camings potential prospectively.
This new one-year program will provide over $275 Million from the purchase of Minnesota
Housing’s bonds for the financing of affordable homeownership and rental housing. However,
Minnesota Housing has and will continue for some time to have fewer resources to support low-
and modcrate-income houscholds due 1o two other factors:

(1) A significantly reduced lending volume during 2009 has a long-term impact on our
ability to internally generate resources for housing.

(2) Losscs in our existing loan portfolio duc to the declining real estate values of foreclosed
loans impaired our carnings in 2008 and 2009.

Both of these factors reduce our ability to provide housing assistance from internally-generated
resources, which constitute 15% of all resources available to the Agency. These internally-
generated resources are invaluable and allowed the Agency to allocate $50 million to its
initiative to end long-term homelessness. We estimate a reduction in our most flexible resources
(Pool 3) of at least $30 million. Half of this reduction was realized for fiscal 2009; the remainder
is expected at the conclusion of fiscal 2010.

Additional Federal Resources

* I urge Congress to continue funding for foreclosure remediation. However, while additional
resources would be very helpful, existing resources could more effectively and quickly move
houses from the foreclosure inventory to homecownership with temporary waivers of statutory
requirements regarding processes of the Uniform Relocation Assistance and Real Property
Acquisition Policics Act (URA) (42 USC, Chapter 61) and the National Environmental Policy
Act (42 USC, Chapter 55). These changes would permit final purchase offers to be made when
acquiring foreclosed properties before completion of an appraisal and environmental review,
putting the NSP purchascr on a morce equal competitive position vis-a-vis investors.

+ I urge Congress to continue providing funding for foreclosure prevention.

= Congress should cxplore new approaches to avoiding foreclosures. Even though Minnesota
Housing’s mortgage portfolio has performed well compared to other mortgages, foreclosure rates
and delinquencies have increased over the past year due to general economic conditions of
foreclosure and diminished cquity, as they have for other mortgages.

The Agency's ability to provide assistance to avoid forcclosurcs due to reduced income is
limited. The Agency’s Homelessness Prevention Program allows for temporary assistance to be
made available to familics that arc at risk of losing their housing from a number of causes,
including foreclosure; but the funding is inadequate to sustain large numbers of households for
long periods. Additional tools to help homeowners remain in their homes arc needed.

Although Congress provided temporary aunthority in HERA to HFAs to use Mortgage Revenue
Bond authority to refinance mortgages, Minnesota Housing and other lenders are not positioned
to refinance loans to homeowners who may be capable of paying a new loan bascd on current
values rather than what is owed. This situation is frustrating since relatively short-term assistance
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to homeowners in certain circumstances to continuc making loan payments during their
economic troubles may be less costly to the homcowner, lender, and neighborhood in the long
run than foreclosurc. However, resources for such assistance are not available.

» Due to continued difficultics in the Low-Income Housing Tax Credit market, the Tax Credit
Exchange program that permits States to exchange Low-Income Housing tax credits for grants
from the Treasury needs to be extended 10 permit continuced development of low-income housing
to provide affordable housing for families, including those that have lost their housing through
foreclosure.

Before closing, I would like to take this opportunity to thank you and the Congress in general for
the support it has given states and local government by providing the resources it has over the
last few years. The Tax Credit Exchange and Tax Credit Assistance Program have been essential
to continue the development of affordable rental housing; and NSP 1 and 2 are invaluable to turn
around foreclosure-impacted neighborhoods. We take pride in our partnership with the federal
government, local government, and the private scctor in providing and preserving affordable
housing in Minnesota.

Thank you for the opportunity to address the Subcommittee on this important topic. I welcome
any questions you may have.
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Testimony presented by Michael Dahl, Public Policy Director with HOME Line

Madame Chairwoman, Congressman Ellison, and Members of the Subcommittee, thank you
for the opportunity to testify regarding the state of affordable housing in today’s economy and
the current housing market. My name is Michael Dahl, and I am the Public Policy Director for
HOME Line. HOME Line provides free legal, organizing, education and advocacy services so
that tenants throughout Minnesota can solve their own rental housing problems. We work to
improve public and private policies relating to rental housing by involving affected tenants in
the process.

As part of our work, we operate a statewide tenant hotline. HOME Line's Tenant Hotline
provides renters with legal information about their tenant rights. The hotline has grown from
serving suburban Hennepin County in 1992 to serving the whole state except Minneapolis,
which continues to operate its own city-funded service. Last year, we took over 11,000 calls,
setting an unfortunate record for the number of tenants that asked for our assistance.

As should be expected in today’s market, the number of tenants calling us because they live in
a property faced with foreclosure and do not know what to do has gone up ... way up. In 2000,
we took 18 calls for all of Minnesota from tenants asking a question about foreclosure. In
2009, the number was 1265! Foreclosure now accounts for over 10% of all calls to our hotline.
The problem in Congressional District 5 has been particularly acute. Last year, we received
273 calls from tenants faced with foreclosure issues in Congressman Ellison’s district —a
fourfold increase in just three years. The table below illustrates the increase in foreclosure
calls HOME Line has received from individual cities in the 5% Congressional District from the
last 3 years and compares the district totals to Minnesota overall:

Tenant Advocacy in Minnesota
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Tenant Foreclosure Calls

2007 2008 2009 Last 3 years
Columbia Heights 7 15 13 25
Crystal 2 3 14 19
Fort Snelling 0 0 o] o]
Fridley 6 12 14 32
Golden Valley 3 5 2 10
Hilltop [¢ o} o] o
Minneapolis 36 136 175 347
New Hope 3 9 14 25
Richfield 4 14 5 23
Robbinsdale 3 17 12 32
Saint Anthony o} 1 1 2
Saint Louis Park 4 11 23 38
All of District 5 68 223 273 564
All of Minnesota 427 1,082 1,265 2,774

Obviously, with the inereased distress faced by renters who have no control over whether their
home goes into foreclosure, we are so glad Congressman Ellison fought for and passed the
Protecting Tenants at Foreclosure Act. Since the legislation went into effect on May 20, 2009,
HOME Line’s work has changed in a two important ways:

1.

First, the tenants we advise receive more time to move. Prior to the change, a bank
only needed to give a tenant 60 days notice to vacate. Now, a tenant is entitled to 90
days. The extra time is valuable because it gives tenants time to plan their lives. The
extra time can be used to save up for the impending move. A tenant can wait for a
rental property that fits their needs, not commit to the first thing that comes available.
The extra time can be used to wait until the school year comes to a close or until a
harsh winter ends.

Holding the new owner to the tenant's lease is a good change as well. When a property
is transferred normally, the new owner steps into the shoes of the old owner. The new
owner must respect the tenant's lease. That rule did not hold true for foreclosures.
Making one rule for all property transfers makes the law constant and easier to
understand.

For the last 2 years, foreclosure calls have made up about 10% of our call volume. It is the
often the 4th most common reason people call. The increased call volume has shown no sign
of abating. That is why it is unfortunate the Act is set to sunset in 2012.

HOME Line would recommend making the tenant protections in the Protecting Tenants at
Foreclosure Act permanent. Let’s take a look at Pamela Patterson as an example of why
Congress should permanently extend the Act. Pamela Patterson is a low-income tenant on
disability with a Section 8 voucher. She lives in Crystal. The sheriff’s sale on the landlord was
on 4/23/09. The redemption period expired (and bank purchased) on 10/23/09. The
protections Congressman Ellison fought for went into effect 5/20/09, so there is a gray area

Tenant Advocacy in Minnesota
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here about if she should have been protected. In any event, bank threatened her (and several
neighbors) to be out by early November 2009. She complied, only because she found good
housing nearby that would accept her Section 8. She is frustrated with the situation, since she
was a good renter paying her rent on time and feels bad for some of her neighbors for their bad
experiences too — they were not aware of the current tenant protections. Pamela is glad that
go0-day protection is there now, but believes renters need more protections in these
circumstances as it is no fault of theirs. HOME Line agreed with Pamela before the Act went
into effect, agrees with her now, and thinks the same protections would be warranted beyond
2012. Permanently extend the Tenant Protections in Foreclosures Act.

More, however, must be done to alleviate the situation extremely low-income renters find
themselves in.

That is why we agree with the recommendations from the Housing Preservation Project to
make Neighborhood Stabilization (NSP) funds more flexible. Anything that can be done to
turn vacant properties to good use right now would be helpful. I will let Mark Ireland address
the issues in NSP.

1 would like to focus the remainder of my remarks, instead, to broader needs regarding
affordable housing. These are recommendations you would have heard from HOME Line with
or without a foreclosure crisis. Why talk about such recommendations now, at a hearing about
what to do for low-income renters and affordable housing in an environment awash in
foreclosures? Because America’s affordable housing need predates the foreclosure crisis. We
have people on the Section 8 voucher waiting list that were on that waiting list five years ago ...
as I said earlier, when HOME Line received on 47 calls from across Minnesota from tenants
living in a property faced with a foreclosure. If we do nothing except address the foreclosure
crisis this year, additional fundamental problems with the housing market will remain.

Someone needs rental assistance today. What will they find for help in the 5% Congressional
District? They will find that all the lists are closed — the Minneapolis, Richfield, St. Louis Park,
and Metro HRA Section 8 voucher lists all closed. Now, let’s just say that person is lucky
enough to need help on the day that one of these lists reopens. Some will apply to get on a
waiting list that gives them the privilege of waiting another three to five years before even
receiving a voucher. That is because a combined 17,000 people are ahead of them on the
various HRA lists.

Unless we do two things — increase the supply of affordable housing and provide more rental
assistance — we are going to continue to have a serious problem on our hands — with or
without the foreclosure crisis.

1. Our nation needs to recommit to an affordable housing production program —
something that has been sorely missing from America’s affordable housing strategy for
years. That is why we recommend Congress provide significant funding for the
National Housing Trust Fund. To build, preserve, and rehabilitate 1.5 million homes
affordable to low-income people over the next 10 years would require an investment of
$5 billion annually for the next 10 years.

a. As a first step towards that goal, we hope the United States Senate follows the
House’s lead and puts $1 billion in the Jobs Bill to provide the initial funding for
the National Housing Trust Fund.

b. As another step in the right direction, we hope the President includes at least $1
billion for the National Housing Trust Fund in his FY 2011 budget. This is

Tenant Advocacy in Minnesota



86

something we are pleased Senator Al Franken has asked for as a co-signer on
Senator Merkley’s (D-OR) letter to the President.

c. But these two steps arc just partial, one-time steps towards our goal: $5 billion
annually for the next 10 years. Congress must identify ongoing funding to reach
the goal.

2. We need more housing vouchers. Nothing will reduce the number of people waiting
for help than actually funding more help for more people. Housing Choice Vouchers
(rent assistance) help low-income renters bridge the gap between the cost of privately-
owned apartments and their incomes. In 2008, 29,785 Minnesota families received
vouchers. In Minnesota, 230,000 renter households live in housing they cannot
afford. HOME Line has two recommendations for Congress regarding housing
vouchers:

a. Renters with housing choice vouchers should pay no more than 30% of their
income for modest housing.
b. Congress must expand the HUD budget to fund vouchers for all eligible renters.

Madame Chairwoman, Congressman Ellison, and Members of the Subcommittee, thank you

for the opportunity to speak to you. Please know that HOME Line will help you reach these
goals.

Tenant Advocacy in Minnesota
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State Rep. Jim Davnie
Testimony — Saturday, January 23, 2010

Subcommittee on Housing and Community Opportunity

Madam Chair, and members of the Committee, I am grateful to have the opportunity to speak with you today.

The foreclosure epidemic that has swept our nation over the last several years continues to infect our
neighborhoods with fear, uncertainty, and injustice.

As elected officials at the state and federal levels, we have a shared responsibility to meet this crisis together.
Wielding the full resources of the Minnesota and United States governments, we can and must stop the
hemorrhaging trend of foreclosures that has alrcady scverely damaged our economy; a crisis that continues to
strip hope from the lives of countless Minnesota familics.

The foreclosure crisis has hit Minnesota hard, particularly the Minneapolis neighborhoods I represent. Between
2005 and 2007, over 38,000 mortgages were foreclosed in Minnesota. Another 28,000 homes were forcclosed
in 2008. And last year alone, more than 35,000 Minncsota homes went into foreclosure. Homeowners lost $7.8
billion in value in the Twin Cities metro area alone in 2009. And today, 15.5 percent of Minncsotans with a
mortgage owe more than their home is worth.

Even though the writing was on the walls for years, the devastating outcome of a widely unregulated housing
markct were largely unforeseen — until it was too late. Since this crisis began, Minnesota has taken the lead in
correcting the fundamental problems that caused it.

At the same time, we have been struggling with limited resourcos — like so many other states — to provide
affordable housing opportunities for tens of thousands of homcowners displaced by the ongoing foreclosure
crisis, and the nationwide cconomic recession.

Please discuss your cfforts in the Minnesota House of Representatives in trying to address foreclosure
prevention, and in trying to address the after-cffects of the foreclosure crisis.

2007 Legislative Session

1n 2007, the Minnesota Legislature focused heavily on addressing predatory lending and a wave of home
foreclosures sweeping our state. Working with stakeholders from all parties, we created and passcd an
aggressive platform of smart, responsible forcclosure prevention bills that have set a national standard for
homeowner protection.

A bill I authored in 2007 (HF1004) prohibited mortgage brokers from making loans to borrowers who have not
demonstraied the ability to repay the loan and from refinancing mortgages to the detriment of the borrower. Tt
also required mortgage brokers and lenders to accurately disclose the total monthly payment including taxcs and
insurance. Brokers in Minnesota are now required to act in the borrower’s best interest when sccking out a loan
rather than matching the borrower with the lender that gives the largest kickback to the broker.

Mimnesota also enacted HF931, a bill that complemented HF 1004 by creating criminal penaltics and private
rights of action against brokers who violate the law. It also prohibited prepayment penalties on subprime
mortgages and required borrowers to receive financial counseling before refinancing an especially favorable
mortgage.
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Additionally, Minncsota passed HF1209 addressing the problem of “equity stripping.” In particular, the law
closed several loopholcs in the existing law (MS 325N) regarding the unscrupulous practice of taking advantage
of homeowners facing foreclosurc by stripping their home out from under them. Among other things, the bill:

1. Permitted homeowners to stay in their homes while they contest their
evictions by their new landlords in housing court; and

2. Eliminated the ability by foreclosure “rescucrs” to engage in one mortgage
rescuc before becoming subject to the law.

2008 Legislative Session
With a softening economy and new foreclosure-related problems coming to light, Legislators recognized that

morc needed to be done to provide economic relief to homeowners and tenants who faced losing their homes to
foreclosure, and to protecting neighborhoods.

The 2008 Legislature passed a robust package of new foreclosure measures aimed at easing the economic
fallout of foreclosure for homeowners, owners of mobile homes and renters. These measures included an
incrcased cmphasis on forcclosure prevention outreach in the early stages of foreclosure, regulating mortgage
broker practices, strengthening the position of renters living in foreclosing propertics, and new forcclosure
rights for owners of mobile homes.

The Legislature also invested in new measurcs aimed at increasing the stock of affordable housing and building
emergency shelters, and temporary or transitional housing units for those who were struggling with
homelessness both short and long-term.

Many of the housing related bills introduced and heard during the 2008 Legislative Session were products of a
seven-month working group process that began in Junc 2007. The bills represented consensus among
stakeholders participating in the process including elected officials, government agencies, nonprofit
organizations, Legal Aid, lenders, neighborhood groups and citizens.

A broad varicty of changes in the law were passed to clarify and improve the fairness of foreclosure procedures
for homeowners and renters. Most importantly, the law required the default notice to inform the borrower that
foreclosure prevention counseling services are available, and inform them their loan has been provided to an
authorized foreclosure counscling agency. In addition, the borrower is required to refer specified information to
an agency and the agency must notify the lender if it is providing counseling services to the borrower (SF2912).

The hallmark initiative of 2008 was a bill I authored (SF3396) that could have helped save the homes of more
than 12,000 Minncsotans facing forcclosure. The Minnesota Subprime Borrower Relief Act would have given
homeowners facing foreclosure an opportunity to work out an arrangement with their lenders and keep their
homes.

The explosion in foreclosures does not just harm the individual homeowners, but neighbors and the entire
community as well. The Minnesota Subprime Borrower Relief Act was targeted for homeowners who took out
a subprime mortgage prior to August 2007 and were committed to making monthly mortgage payments and
receiving counseling to avoid foreclosure.

Those homeowners could have deferred their pending foreclosure up to a year or until the lender made a good
faith offer to restructure the mortgage based on the borrower’s ability to pay. The purpose of the bill was simply
to avoid foreclosures where possible.
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Unfortunately the bill was vetoed. Just months later, Amcrica’s financial industries collapsed, tens of thousands
of Minnesota homes fell into foreclosure -- unnccessarily hurting families that could have kept their homes, and
kept paying their mortgages, had SF3396 been signed into law.

2009 Legislative Session
The Legislature continued its commitment in 2009 to fighting the foreclosure crisis.

A provision (HF 2088) passed in 2009 provided significant relicf for homeowners facing foreclosure. It allowed
homeowners to postpone the foreclosure sale by five months as long as they agreed to shorten the redemption
period (following the foreclosure sale) by the same amount of time. Lenders and homeowners both supported
the bill, as the postponement gives homeowners greater opportunity to bring their mortgage payments up-to-
date and keep their homes.

The Legislature also changed the foreclosure process to allow rental property owners to postpone mortgage
foreclosure sales for five months and reduce the post-sale redemption period by five weeks. The changes give
homeowners more time (o reinstate their mortgage loan, and allow homeowners to pay only the amount in
default plus the lender’s costs of the foreclosure, instead paying off the entire amount of the mortgage loan alter
the foreclosure sale (HF 19).

We also made significant efforts to pass a bill (HF 354) that would have given homcowners the opportunity to
participate in mediation with their lenders so they could rencgotiate the terms of the mortgage in a way that
would avoid foreclosure and allow homcowners to stay in their homes. The bill was modcled on the Farmer
Lender Mediation Program, which was cstablished in the 1980s to dcal with the farm crisis.

In response to concerns from banks and credit unions, the bill was changed to shorten the mediation period so
the overall foreclosure process was not extended. Nonctheless, the Governor vetoed the bill noting, among other
things, his concern about mediators being appointed by the Attorney General’s office.

The Governor also vetoed a bill (SF489) that sought to strengthen Minnesota’s law on reverse mortgages.
Reverse mortgages are marketed to senior citizens, and lenders sometimes cngage in predatory behavior. The
bill would have stepped up existing counseling requirements, given borrowers a 10-day rescission period, and
required lenders to determine that a reverse mortgage was suitable for cach borrower. Despite passing 63-2 in
the Scnatc and 106-26 in the House, the Governor vetoed the bill.

What other legislation have you worked on to address affordable housing?

2007 Legislative Session
In 2007, Minnesota aggressively addressed the issue of affordable housing. Our state has the highest growth in

number of households that spend more than half their income on housing. This fact motivated the House to pass
the strongest housing package in a decade. The package provided increased funding of $39.6 million in
programs to help Minnesota families achieve housing security, $12.1 million for ongoing investments, and
$27.5 million in one-time funds.

This landmark legislation was vetoed by Governor Pawlenty, but a comprise negotiated between the
Governor and the Legislature reduced the investment in affordable housing by $4 million to offer a final
housing package of $114.5 million; a $35.6 million increase over the last budget cycle.

The package restored cuts to housing programs from 2003 and provides new investments 1o increase affordable
housing stock and improve the capacity of programs that support low-income familics trying to purchase a
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home for the first time. In its original form, the bill took aim at the fallout from predatory lending-related
mortgage foreclosures with investments in homeownership counseling programs and an cconomic model to
help predict possible pockets of activity for sub-prime lenders and brokers.

The final bill climinated funds for the predatory lending prediction model but retained, in a reduced amount,
funds for homeowner education and counscling.

2008 Legislative Session
In 2008 we enacted a new law (SF 2909) allowing tenants to pay current charges owed for the most recent

billing period, and mandating the utility or municipality to restore the service for at least one billing period.
Under the new law, the landlord can be restored as the customer of record upon payment of or on completion of
an agreement to pay all arrcars and latc charges. After submitting documentation to the landlord of the tenant’s
payment to the utility company or municipality, a tenant may deduct that amount from the next rental payment.

‘We also passed a bill (SF 2910) requiring mandatory expungement of eviction records where a tenant is a
victim of forcelosure and either vacated prior to the end of the redemption period or before the commencement
of the eviction action. This law also applics where a tenant did not receive requited statutory notice.

Additionally, we put a new law (HF 3477) on the books that fills an important gap for owners of manufactured
homes. The law outlines notice requirements to manufactured homeowners in default, extends the time for
mortgage redemption by manufactured homeowners and applics predatory lending protections to manufactured
home borrowers.

Unlike traditional site built homes, many manufactured homes arc not cligible for traditional mortgages. This is
due in large part to the fact that Minnesota law classifies manufactured homes as personal property. Instead of
traditional mortgages, manufacturcd home owners have chattel or personal property loans, which lack the
protections that exist for mortgages.

What is the state of public and assisted housing in your district?

The outlook for public and assisted housing in my south Minneapolis neighborhood remains challenging;
however the federal funding of $19.5 billion that was directed to Minneapolis as part of the American Recovery
and Reinvestment Act will help us in our efforts to turn mect the need for affordable housing.

Programs like the Minneapolis Public Housing Authority’s Home Ownership Made Easy (HOME) program in
partnership with private lenders arc helping low-income families make home-ownership a reality. Since the
program’s inception, 144 former public housing and Section 8 families have purchased their own homes, and
more than 700 families have received HOME Program counseling. Of those, there has been only one known
foreclosure to date, comparced 1o a national default rate (for all incomes) of 5-6% and a Minnesota default rate of
less than 5%. Additionally, the HOME Program produces a "win-win" result with regard to affordable housing
for families in our community, as each time a family successfully purchases a home, the public housing unit
they were living in or Section 8 rent assistance they were utilizing becomes available for a family off of
MPHA's waiting lists - thus benefiting two families at once.

Additional resources will help programs like HOME further ease the affordable housing challenges we face in
Minneapolis.
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Pleasc describe what other federal resources arc needed to address the foreclosure and affordable
housing crises.

Onc of the biggest challenges Minnesota faces is that lenders who arc not licensed in other states are not subject
to our more stringent regulations. That makes it difficult to hold those out-of-state lenders to the same high
standards that we hold Minnesota lenders to.

Uniform federal regulations that apply the same restrictions that we’ve successfully implemented in Minnesota
would address thesc issucs and climinate the “patchwork” system that currently exists from state to state and
that allow lenders to subvert meaningful regulation by simply operating out of states with looser policies that
guide their business practices.
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Chairwoman Waters, on behalf of the residents of Hennepin County and my colleagues on the
County Board, [ am plcasced to welcome you to Minneapolis and Hennepin County for this
important field hearing of the Subcommittce on Housing and Community Opportunity. Our own
Congressman, Keith Ellison, has been at the forefront of efforts to effectively respond to the
forcclosure and housing crisis both nationally and here at home. We are thankful for his
leadership and representation of our community.

I am Gail Dorfman. I have served as a Hennepin County Commissioner for eleven years and
Chair the Health and Human Scrvices Commiitee of the County Board. Today you are hearing
from leaders in our community who have been wrestling with the neighborhood devastation and
the displacement of thousands of our residents wrought by the foreclosure crisis. I will say up
front that the most important and eftective action we’ve taken is to come together as a
community to collaborate and innovate as partners through the Minnesota Foreclosure Partners
Council. And while the pace of new foreclosures slowed in 2009 and our prevention and
revilalization efforts grew in large part due to the influx of federal support, we cannot yet say
that we have tumed the comer. Instead, we have seen the foreclosure problem begin to shift
from the city to the suburbs, and from being caused by mortgage products to now being impacted
by job loss and unemployment.

Hennepin County is the largest unit of local government in Minnesota. There are 46
municipalities within the County, with a population of just over one million people. The number
of annual mortgage foreclosure sales in Hennepin has increased from 3,055 in 2006 to 5,668 in
2007, to 7,348 in 2008, and returned to the 2007 level this past year. That’s just shy of 22,000
foreclosures in four ycars, representing 4% of our overall housing stock and particularly
devastating for urban and suburban communities with the highest concentrations. As a result,
home values have fallen dramatically in the ncighborhoods with the most forcclosures, with a
14% decline in home valucs in North Minncapolis and 10% and 12% declines in the Cities of
Brooklyn Park and Brooklyn Center. We’ve also seen an increase in commercial foreclosures,
with 150 last year.

Let me report on what we have been doing at the County to address this crisis. Our focus has
been on foreclosure prevention through education and outreach, providing affordable housing
opportunitics for impacted renters and homeowners, investing in communities with
concentrations of boarded and vacant housing, and prosccuting mortgage fraud.
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We've provided prevention counseling resources for at-risk homeowners and renters through the
Minnesota Home Ownership Center, IJIOME Line and Legal Aid that have been accessed by
more than 3,200 households. We’ve held 25 foreclosure prevention workshops at libraries across
the County and distributed a workshop videco seen by thousands more.

We’ve stepped up cfforts through the Sherift’s office and community partners to make sure that
both owners and tenants facing foreclosure understand the foreclosure process and their rights
under the law.

We’ve been aggressively prosecuting mortgage fraud cases through County Attorney Mike
Freeman’s office. To date, twenty-four persons and companies have been convicted, and charged
cases involve 210 properties with over $60 million in fraudulent loans.

Hennepin County was awarded $8.6 million in Federal Neighborhood Stabilization Program
funding to work with scven targeted suburban cities to acquire and rehab abandoned and
forcclosed homes and to primarily assist first-time homebuyers, with our NSP goal of providing
affordable home ownership opportunities for 200 households. We have invested an additional $2
million through the County affordable housing capital fund and the federal HOME program to
acquire and rehab another 79 foreclosed and vacant properties in 2009. Since 2000, the County
has provided $35.6 million in local county funding to assist in the preservation and new
construction of over 3400 affordable housing units. We also contributed $1.25 million to assist
the City of Minneapolis in the demolition of foreclosed properties that were beyond saving.

We are targeting some of our federal Homeless Prevention and Rapid Re-housing (HPRP) funds
to help renters at-risk of homelessness due to foreclosure. Sixty-five percent of the foreclosures
in Minneapolis involve rental properties, and approximately 10% of the families in our homeless
shelters over the past two years are renters coming from these foreclosed properties.

HPRP is the best tool we have right now to address the problem of renters impacted by
foreclosure, through the HPRP City/County partnership and our contracts with community
agencies. Legal Aid is providing the legal assistance that buys the family a little more time and
St. Stephens provides the relocation assistance so that families never have to enter shelter to get
help. Just since October, these two agencies have served over 130 people in 40 families.

Let me share one story that illustrates how well this is working. Legal Aid has been working with
a single Mom with two children who has rental housing with a Section 8 voucher. She moved in
last ycar and was notificd just before Thanksgiving that she had to move out within 48 hours
becausc the house was in forcclosure. Despite the requirements of statc and municipal law, the
landlord had not disclosed the foreclosure. Legal Aid attorneys were able to get the 48 hour
notice retracted. The bank then issued a 90 day notice, but Legal Aid informed the bank of her
Section & status and was able to extend the family’s stay to when their lease ends next summer.
Legal Aid is now working with the family and St. Stephens Housing Services to make sure the
utilities remain on and that the family is resettled into a new home next summer. Without this
help, this family would have ended up in shelter this winter.

So, in Hennepin County, we're tackling the foreclosurc and housing crisis from every angle that
we can, but we’re still falling short. For every family we get out of shelter, there’s another family
in line to take their place. For every family we work with to prevent foreclosure or find
alternative affordable housing, there are new families walking away from their homes because
they owe more than the home is worth.
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While NSP is working well to leverage other public and private resources, to stabilize
communities and provide affordable housing for primarily first-lime homebuyers, it is not a
modcl that works well for renters and for households at 30% or below the average median
income. We’re also struggling with NSP dollars to compete with private investors and
speculators who put cash down and can move more quickly to acquire properties, becausc they
don’t have to comply with environmental assessments, appraisals, 1% discounted prices, and
inspections. We worry that we’ll not meet the September 30" deadline of having all our NSP
funds committed.

We are thankful for the new federal assistance we’ve received over the past year to address the
foreclosure and housing crisis, but government cannot solve this problem alone. Ilennepin
County, our cities, and our community partners have stepped up to fill the gaps, to help our
neighborhoods impacted by foreclosures and families who have lost their housing. For Hennepin
County, responding to the foreclosure crisis didn’t fit neatly into our organizational structure or
mandated services, but we did it anyway and took on roles that we normally wouldn’t do. I don’t
see the financial sector doing that. While we have some strong partnerships with banks, for the
most part lenders have been unwilling or unable to manage scattered-site single family rental
properties or aggressively work on homeowner loan modifications. It’s time for the financial
sector to do what the rest of us are doing — step up and help us turn the corner on this crisis and
do right by our communities.

Thank you for being here today and for the opportunity to testify.
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Testimony before the House Financial Services Committee Subcommittee on
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“The Impact of the Foreclosure Crisis on Public and Affordable Housing
in the Twin Cities”

January 23, 2010

Testimony presented by Chip Halbach, Executive Director, Minnesota Housing Partnership

I am submitting this testimony on behalf of Minnesota Housing Partnership. We are a nonprofit
organization that promotes affordable housing through public education and public policy
advocacy. We also provide technical assistance and grants o support the efforts of Minnesota
communities as they create and preserve affordable housing. Since our incorporation in 1989 we
have provided assistance to more than 300 Minnesota communitics and nonprofit agencics.

Since 1995 we have also been HUD’s primary partner for the delivery of technical assistance in
Minnesota, serving nonprofits and communities receiving HOME, Community Development
Block Grant, and McKinney-Vento homeless program funding.

This working relationship with HUD carties over to our efforts to help communities respond to
foreclosures. In 2009, Minnesota Housing Partnership led a three-agency consortium that was
selected by HUD as one of nine national providers of technical assistance for the Neighborhood
Stabilization Program.

The focus of my remarks will be the plight of renters in the current economy, which is
characterized by tight credit, high unemployment, and decreasing capacity of state and local
governments to intervene without support from the federal government. I will conclude by
outlining what we believe are the most important steps the federal government can take to keep
renters adequately and affordably housed.

The economy and its impact on housing stability

We believe that for the last two years the primary housing challenge facing Minnesotans stems
from the loss of income. Job losses and cut-backs have led to increased foreclosures, evictions,
and increased homelessness.

‘The unemployment rate in Minnesota is now 7.4%. While Minnesota unemployment has closely
tracked the national unemployment rate, we’ve done better than the national rate over the last
several months. Still unemployment was only 4.8% twao years ago, and since then, the number of
unemployed Minnesotans has increased by nearly 60%, with 218,000 workers unemployed this
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past December. This does not include those who have quit looking for work, nor people working
part-time because their hours have been cut.

[Slide one, Minnesota vs. National Unemployment}

While the foreclosure crisis was instigated by bad loans and loose money, inflating house prices
to unsustainable levels, job loss is now the primary cause for people losing their homes. Fifty
percent of those seeking assistance through Minnesota’s foreclosure prevention counseling
program reported that reduction or loss of income led to default on their home mortgages. In
2008 the Home Ownership Center, the sponsor of Minnesota’s counseling programs, reported
that 59% of those counseled had prime, {ixed rate loans.

While safeguards against toxic loans have been put in place, defaults continue to increase in the
weak economy. The delinquency rate is now about four times what it was in early 2005.

[Slide two, Minnesota Mortgage Delinguencies & Pre-foreciosure Notices]

It is more difficuit to pinpoint the impact of the economy on renters. However, we have evidence
that renters in “affordable” housing arc having a hard time meeting their rent payment
obligations. Our agency, in partnership with three of the state’s largest nonprofit affordable
housing developers, tracks late rental payments by tenants in neatly 5,000 units statewide. The
latest data, from the third quarter of 2009, shows that 23% of their tenants are late on paying
their rent by at least one month. Another indication of the impact of the economy on renters is
that turnover of apartments has increased considerably in recent months.

[Slide three, Tenants in Non-Luxury Units with Rent Past Due]

At the extreme, challenges in paying mortgages and rents result in homelessness. Minnesota
shelters are facing significant increases in use. Job loss, resulting is foreclosures or evictions, is
increasingly being reported to shelter intake workers as the cause of homelessness. Furthermore,
shelter use by people using shelters for he first time in their lives is up, and is another indicator
of a tough economy. The number of families seeking shelter in Hennepin County-contracted
shelters has increased by about 70% over the last 3 years, based on November counts.

[Slide four, Hennepin Family Homelessnessj

Across the housing continuum the impact of the recession is felt as people fall behind in their
housing payments. For too many, this economic downturn is leading to homelessness.

Affordability trends for Minnesota renters

Overall, almost half of Minnesota’s renters pay more than 30% of income for housing. More
than one in five renter houscholds pays more than half of their income for housing, which means
these families struggle to cover the costs of other necessities, such as food and transportation.

The impact of severe rent cost burden falls mostly on lower income households, particularly
those with fixed income. Of renters who are paying more than half their income for housing, the
majority, more than three-quarters in fact, are considered extremely low income. This means that
a family of four would be earning less than $21,500 annually. Many of thesc families, of course,
are on SSI or want to work but are un- or under-employed.
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Over the long term the main culprit in the cost burden increase for renters is the divergence of
income and housing costs. In Minnesota between 1980 and 2008 rents increased 19% while
incomes for renters decreased 10%, stretching families increasingly over time.

[Slide five, Median Rents and Renter Incomes, Minnesota]

More recently, vacancy rates have been increasing, even for “affordable” units. In the T'win
Cities, this is true both for apartments overall, as well units renting under $1,000 per month. The
increased vacancy rates are likely due to families doubling up when they are urable to support
themselves on their incomes. With higher vacancy rates, apartment owners have begun offering
rent and amenity incentives to entice rental applications. Currently the apartments are out there,
but people simply can’t afford them.

[Slide six, Twin Cities Rents & Vacancy Rates]

Looking longer term, projected population growth and demographic changes, including
increasing numbers of seniors, will require additional rental housing in the Twin Cities. The
Twin Cities Metropolitan Council projects that for the 201 1-2020 decade, the metro area will
annually need 5,100 additional housing units affordable to households with incomes below 60
percent of median. But the current level of production of affordable housing is only about 1,000
units per year statewide.

Currently, more families are finding themselves unable to find jobs with decent pay, and
subsequently not able to afford existing rental housing. This is leading to doubling up and, as
well, increased homelessness. Without a significant change in resources for affordable housing
production, many more families and seniors will struggle to cover housing costs and their other
living expenses.

Solutions

Since loss and inadequacy of income is the most important reason people are losing their homes,
a primary federal strategy to keep people sheltered must be to address the gap between what
people can afford to pay and the cost of housing. This, of course, is most critical for extremely
low income households where the gap is largest.

Minnesota has many excellent state and local housing programs and an impressive statewide
infrastructure of public and private organizations delivering housing assistance and producing
affordable housing. However, state and local governments face significant challenges in
maintaining programs. For the current budget period state appropriations for housing declined
24% from the previous biennium, which was a $28 million cut. Just to maintain our current
levels of housing production and support, Minnesota will need a significant increase in federal
resources, though cven these current efforts leave us further behind each year in addressing
actual need.

I conclude my remarks by identifying steps the federal government can take to support what is
being done at the statc level. We need federal assistance to both create and preserve the supply of
affordable housing and to provide additional rent subsidies, so that low income tenants can
access apartments in the private market.

Low Income Housing Tax Credit

Minnesota, like other states, has most of its affordable rental housing capitalized through the
Low Income Housing Tax Credit program. Through these tax credits Minnesota finances 1,500
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units of rental housing production and preservation annually. With rents targeted to serve
households with incomes up to 50% or 60% of median, it can be argued that the tax credit
program does not help those most in need. But Minnesota has effectively used tax credit
resources to provide affordable homes for extremely low income households, or those at 30% of
median income. Recently, for instance, tax credits, along with additional assistance, funded St.
Paul’s 48 unit Lexington Commons, which provides housing exclusively to individuals who are
chronically homeless, as well as Minneapolis’ 45-unit Clare housing project, which houses
people with HIV/AIDS.

As is widely known, with the collapse of the investment market, the Low Income Housing Tax
Credit program is in trouble, since tax credit equity is hatd to come by. The short term solution is
to extend the tax credit exchange program, which was part of the Housing and Economic
Recovery Act of 2008. The exchange program allowed states to exchange a portion of 2008 and
2009 tax credits for cash from U.S. Treasury. The exchange should be made available for both
the 9 percent and 4 percent tax credits. Longer term, we need better incentives to encourage
investors to acquire tax credits. Any rewrite of Community Reinvestment Act should include
strong incentives for CRA-compliant lenders to invest in tax credit projects. Also, a restructaring
of Fannie Mae and Freddie Mac should put these agencies, which were formerly key investors in
tax credits, back into the tax credit market.

National Housing Trust Fund

The [ederal government must follow through with funding for the National Housing Trust Fund.
The Fund also passed in 2008 as part of the Housing and Economic Recovery Act, and dedicates
capital to building or rehabbing units for the nation’s lowest income people. If the Trust Fund
were funded nationally at $1 billion as proposed, Minnesota would receive approximately $ 4
million, as estimated by HUD. At $100,000 per apartment, this amount would create 140 sorely
needed apartments. But we need even more.

Related to the trust fund, $65 million for project-based vouchers, an amount which has been
proposed in conjunction to the trust fund, should also be funded. Even when capital costs for
creating rental units are paid for entirely by charitable or public sources, ongoing monthly
operating costs cannot be covered by rents from the lowest income renters. In Minnesota the
operating costs for a two-bedroom apartment run about $500 monthly. With tenants paying the
standard of 30% of their gross income for their apartments, a tenant must earn at least $20,000
annually to cover operating costs such as maintenance, utilities, insurance and taxes. Owners of
properties who serve at affordable levels any households with incomes below $20,000 need some
subsidy in order to break even.

Section 8, Housing Choice Vouchers

About 30,000 Minnesotans utilize the Section 8 Housing Choice Voucher program, in which
tenants pay about 30% of their income to rent basic apartments, with the unaffordable portion of
the rent covered by a voucher payment. While this program is a lifesaver for many families who
might otherwise be homeless or unable to meet basic needs, many more vouchers are needed.
The number of low income Minnesota renter households who are cost burdened exceeds the
number of vouchers by more than ten times.

We need an effective, efficient voucher program. The Section Eight Voucher Reform Act
(SEVRA) will help get us there. We look forward to the simplifications and rationalization in
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income determination, rental inspections, portability rules, and budgeting that the legislation will
bring. Also, SEVRA authorizes 150,000 new rental vouchers nationally, a big step in the right
direction.

Preserving Existing Affordable Rental Housing

Preservation of our existing rental housing is another area in which the federal government can
have a large, positive impact on housing in Minnesota. We appreciate the step Congress took last
year to ensure that the HUD public housing program has enough funding so that housing
authorities that administer the program can meet their basic operating costs. After years of severe
underfunding for public housing operations, this is of enormous benefit in preserving public
housing. More resources, however, need to go toward public housing capital costs and
improvements. The public housing stock is aging and the backlog of capital needs for
Minnesota’s public housing now exceeds $400 million. The state of Minnesota has prioritized
preservation of the public housing stock by contributing $12 million to public housing rehab.
But the state’s resources fall far short of the need to preserve Minnesota’s 20,000 public housing
units.

Similar to public housing, it is critical that the state preserve the affordability and function of
other federally assisted housing. Legislation is needed to facilitate use of project-based Section 8
assistance to preserve propetrties, to offer purchase rights to preservation-minded purchasers, and
to enhance tenant protections and participation in preservation decisions.

Conclusion

The harmful impact of the poor economy on the ability of people in Minnesota to afford their
housing is likely 1o continue for the next several years. State and local government and private
philanthropic resources are declining, and unable to fill the affordability gap. Minnesota, of
course, is not the only state in this situation. We join those in other states who look to the federal
government to provide resources and leadership to stem the tide in rising foreclosures, evictions,
and homelessness, and to provide hope to those of us who cannot meet the cost of housing.



100

Chip Hatbach, Minnesota Housing Partnership,
Testimony to the Subcommitiee on Housing and
Community Opportunity, January 23, 2010/ 21/2010
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Written Testimony of Linda Higgins, Minnesota Senate, District 58
Before the Subcommittee on Housing and Community Opportunity
January 23, 2010

Chairwoman Watcrs and honorable members of the Committee, my name is Linda
Higgins and 1 am the Minnesota State Senator from District 58 and I proudly represent
North and Downtown Minncapolis. In the Minncsota Senate, I am the chair of the Public
Safety Budget Division.

1t is an honor for me to appcar before you today to discuss housing issucs and forcclosure
prevention in Senate District 58.

For several years, I have carried and passed legislation related to foreclosures and the
devastation that results. Visitors to my office are used to seeing maps showing the
foreclosures by year in Minneapolis. Jaws drop when they see, graphically displayed, the
density of foreclosures in my district, and the change from year to year. Many comment
that there are so many dots overlaid on other dots that there is no base map that can be
seen. Clearly, we are ground zero for foreclosures in our city, our county, and our state.
Minneapolis Mayor RT Rybak says it this way, “When Minneapolis gets the sniffles,
North Minneapolis gets pneumonia.”

I’d like to describe the state of my district after years of foreclosures. Some of the 16
neighborhoods are slowly recovering. Foreclosed properties have been repurchased for
considerably less than the previous price. Some young familics have been able to
purchase great houses that are in pretty good shape. Others are buying homes that have
been rehabbed with NSP funds. Others are taking a chance and buying what could
kindly be called “fixer-uppers.”

Other homes, however, are being snapped up by investors. Some are clucless about how
to rchabilitate a building and get good tenants. Others think that the laws really aren’t
meant for them. They buy a house for pennies, paint the walls, scrub the kitchen
appliances, and rent it out. They forget the small details like the condemnation order and
the requirements for lifting the condemnation and getting a new certificate of occupancy
and the need for a rental license.

A case in point is a condemned four-plex near my house. It was bought by a consortium
of investors from North Dakota. The consortium bought about 50 properties and hired
someone local to get them in shape to rent. It’s now been eight months since he started
working on the building. He’s failed the final inspection, so it’s still condemned. He lied
about being an asbestos-abatement contractor and illegally removed asbestos, and got
caught. City inspections staff have told me that his work at other properties is also
shoddy.

Another four-plex near my house also was recently sold. It’s been neglected for decades
and has been the scene of shootings, fires, and fights. The neighbors contacted a
reputable nonprofit organization and asked if it would bid on the building. The nonprofit
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inspected the building and determined that it would be a good addition to its other
properties, which are rented to low-income families. It had the high bid, but the lender
would not scll to it because it was using NSP funds and the lender didn’t want the red
tape. It was sold to someone else, who recently re-sold it to another nonprofit developer
who I believe will be a good, responsible owner.

Many residents in our neighborhoods are sceing opportunitics in the availability of homes
at modest prices. They are buying properties near their homes and are restoring them.
They usually become responsible rental property owners, in part because of the proximity
of their home and rental property.

But still, there are many blocks in North Minneapolis with more than one vacant house.
That proves challenging especially in the winter. The sidewalks go unshoveled, pipes will
freeze if they weren’t winterized. Sometimes squatters move in. If the house becomes
open to trespass, it will get boarded up. And according to a 2001 study in Philadelphia,
houses within 150 fect of a vacant or abandonced property experienced a net loss of
$7,627 in value, making it more of a burden on nearby residents.’ In addition, a study in
Austin, Texas, found that “blocks with unsecured [vacant] buildings had 3.2 times as
many drug calls to police, 1.8 times as many theft calls, and twice the number of violent
calls” as blocks without vacant buildings.”

The Minneapolis Public Housing Authority scrves members of our community and
provides approximately 5,800 public housing rental units city wide, many of which are in
my district.” There is a great need for additional affordable housing in the community.
The most recent opening of the Section 8 waiting list took place on June 12 and 13, 2008,
with applications available both online and in paper. In these two short days, close to
14,000 applications werc received.?

We need more affordable housing options and morc funding for affordable housing. We
faced a budget deficit in Minnesota for the 2008-2009 budget, we are currently
addressing the deficit for the 2010-2011 budget and we know we will face a tremendous
deficit for the 2012-2013 budget. So in Minnesota we have a very challenging budget
deficit 10 deal with now and in the next few years, and it makes it impossible for us to do
the investments we need to in affordable housing.

! Temple University Center for Public Policy and Eastern Pennsylvania Organizing Project, “Blight Free
Philadelphia: A Public-Private Strategy to Create and Enhance Neighborhood Value,” Philadelphia, 2001,

2 William Spelman, “Abandoned Buildings: Magnets for Crime?” Journal of Criminal Justice 21.5 (1993):
481.

¥ Minneapolis Public Housing Authority. “MPHA Overview.” n.d. Web. 20 Jan. 2010.
<http://www.mphaonline.org/agencyfa.html>.

* Minneapolis Public Housing Authority. “Section 8 llousing Choice Voucher Program Waiting List.” n.d.
Web. 20 Jan. 2010. <http://www.mphaonlinc.org/s8waitl.html>.
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Efforts in the Minnesota Senate to Address Foreclosure Prevention

Minnesota has been a strong advocate for predatory lending reform and foreclosure
resources and prevention. I am very proud to have worked on this Icgislation. In 2007, 1
carried a Predatory Lending Prevention package in the Minnesota Senate.” This package
addresscd several predatory lending prevention measures including requiring mortgage
lenders to verify a borrower’s ability to repay the loan; prohibiting refinancing that did
not benefit the borrower; requiring that mortgage lenders must act in the best interest of
the borrower; requiring individuals to receive financial counseling before refinancing a
“special mortgage™; banning financial penalties for repaying a subprime loan before its
conclusion; requiring that a mortgage originator must orally inform a borrower of
additional taxes and fees that will be associated with the loan the first time the originator
quotes a rate to the borrower; allowing borrowers to sue if they are harmed by predatory
lending or an over-inflated home appraisal; and finally, the package made mortgage fraud
a specific crime.

In 2008, I carried a bill related to foreclosure sale publication of notice in the Minnesota
Senate.® In many foreclosure cases where properties have been abandoned, the
properties become a nuisance to neighbors and the community with exposure lo weather
damage, lack of upkeep, drug and illegal activities taking place, and theft of copper pipes
and other salvageable materials. This law allows the foreclosure process with abandoned
properties to be expedited by making it easier to use the five-week redemption period.
The law states that if a debtor fails to show up at a district court hearing to show cause for
the reduced redemption period, it is considered conclusive evidence of abandonment of
the property.

In addition to foreclosure prevention measures, I also worked on resources for
foreclosure victims in 2008." The law I worked on removes the cap of $5,500 for
mortgage foreclosure assistance provided under the Minnesota Housing Finance
Agency’s Foreclosure Prevention Assistance Program, tying it instead to a fluctuating
economic indicator (110% of the greater of state or applicable metropolitan statistical
arca median monthly owner cost of owner-occupied housing, as estimated by the United
States Census Bureau using data collected in the most recent American Community
Survey, multiplied by six).

In 2009, I continued the work I did in 2008 and carried a large package in the Minnesota
Senate that addressed property issues related to foreclosed homes.® The new law allows
the holder of the mortgage or Sheriff’s certificate to protect vacant and unoccupied

* Laws of Minnesota 2007, Chapter 18 and Laws of Minnesota 2007, Chapter 74
<https://www.revisor.leg.state.mn.us/data/revisor/law/2007/0/2007-018.pdf>
<https://www.revisor.leg.state.mn.us/data/revisor/law/2007/0/2007-074.pdf>
¢ Laws of Minnesota 2008, Chapter 178
<https://www.revisor.leg.state.mn.us/data/revisor/law/2008/0/2008-178.pdf>
" Laws of Minnesota 2008, Chapter 362
<https://www.revisor.leg.state.mn.us/data/revisor/law/2008/0/2008-362.pdf>
¥ Laws of Minnesota 2009, Chapter 123
<https://www.revisor.mn.gov/data/revisor/law/2009/0/2009-123.pd >
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premises from trespass (currently they may protect from waste) until they receive notice
that premises arc occupied. For abandoncd propertics, they are required to make periodic
inspections and install or change locks on all windows and doors. For abandoned
properties, they may board windows, doors or other openings, install and operate alarm
systems, and may takc any other measures to prevent damage from the elements,
vandalism, trespass, or other illegal activities. We included language that would provide
notice of requirements, opportunity to request a hearing, and duty to protcct the
abandoned premises as well as timelines for complying and requesting a hearing and
notice of costs incurred by the holder of the mortgage or sheriff’s certificate to protect
abandoned premises (costs may be added to the principal balance of the mortgage or the
costs allowable under redemption). We corrected an inadvertent omission of Chapter
581 (foreclosure for action) from a tenant notice bill that was passed in 2008. We heard
from pcoplc and State Scnators (hearing from their constituents) that they were not
receiving adequate notice and wondered why they weren’t based on the law we passed in
2008. We did some checking and found out from the Hennepin County Sheriff's office
that proper notice wasn’t being provided because of the accidental omission of Chapter
581. So we corrected the error in the relevant statutes. We also added municipalities to
the parties allowed to initiate the process to reduce the time for redemption period in a
foreclosure by advertisement.

This new law also contains language concerning trespassing on construction sites by
removing overly technical and unnccessary restrictions on the types and placecment of “no
trespass” signs. Prcvious law said there must be notices on the building, but a lot of
construction sites did not have a building structure, so we now require a certain number
of signs based on the size of the construction site. With the dramatic increase in copper
thefts, the trespassing provision pertaining to construction sites has become increasingly
important to law enforccment and prosccutors.

In this law we also made changes to the nuisance property statute. The increasing
number of forcclosed and vacant propertics has led to a dramatic increase in the number
of problems and nuisance activity occurring on these properties. We defined owner and
occupant of these buildings because it is often difficult to cite the responsible party and
obtain an order of abatement. Tilegal partics where alcohol is sold for profit have been
increasing in abandoned properties. A violation of this nature will only require one
instance.

Efforts in the Minnesota Senate to Enforce Protections for Renters Affected by
Foreclosure

Minnesota has passed several progressive measures to address renter protection for those
affected by foreclosure. Tn 2008, T carried a bill in the Minnesota Senate related to
landlord and tenant notices.” This law provides notice rights to tenants who are victims
of foreclosure by requiring landlords to tcll prospective tenants that the property is in
foreclosure and by waiving any penalty for a tenant in a forcclosed property withholding

° Laws of Minnesota 2008, Chapter 177
<https://www.revisor.leg.state.mn.us/data/revisor/law/2008/0/2008-177.pdf>
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the last month’s rent. Tenants in this situation are unlikely to get their security deposit
back and may have exhausted their ability to receive rental assistance from the county.

I carried another bill in 2008 related to renter protection, specifically related to cviction
casc cxpungcmcnt.m This law provides for mandatory expungement of an eviction if a
tenant vacated a foreclosed property prior to the expiration of the redemption period or a
tcnant never received the required notice to vacate. Many lenders file eviction notices
near the end of the foreclosure redemption period to protect their ability to remove
holdover tenants. Many tenants, however, have already left the property or never received
the notice to leave. Tt is unfair for renters to be saddled with eviction on their rental
record, and this bill helps alleviate the consequences that go along with cviction records.

Another bill in 2008 worthy of noting is a bill carried by Senator Rick Olseen, from
Senate District 17; the bill addressed the rights of tenants to pay utility bills."" This new
law givces tenants living in residential buildings better options to maintain or restore
utility scrvices when a landlord doesn’t pay utility bills.

Federal Resources

Minnesota appreciates the federal resources that have been sent out to the states to
address the foreclosure crisis. However, some federal policies impede our progress here
in the states. For example, federal legislation preempts the state control of federally
chartered lending institutions, making state efforts less effective than they could be. Our
2007 bills have been called the strongest in the nation, but in actuality, only a handful of
state banks were actually affected. Since most state legislatures are considerably more
nimble that Congress, removing the preemption will allow us to do what needs to be done
in a more timely fashion than waiting for a federal solution.

A second suggestion for federal resources includes funds and support for land banking,
maybc morce appropriately called house banking. Many of the nonprofit housing
organizations who arc working so hard on thec NSP note that there arc too many homes on
the market now and that holding some back for future sale will continue to provide
affordable housing for a longer time. The final suggestion I would give to the committee
would be to extend the length of time to use the NSP funds.

Thank you for the opportunity to testify.

19 Laws of Minnesota 2008, Chapter 174
<https://www.revisor.leg.state.mn.us/data/revisor/1aw/2008/0/2008-174.pdf>
"' Laws of Minnesota 2008, Chapter 313
<https://www.revisor.leg.state.mn.us/data/revisor/law/2008/0/2008-313.pdf>
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Testimony before the House Financial Services Committee Subcommitice on Housing and
Community Opportunity regarding

»

“The Impact of the Foreclosure Crisis on Public and Affordable Housing in the Twin Cities’

January 23, 2010

Testimony presented by Mark Ireland, Supervising Attorney of the Foreclosure Relief Law
Project, on behalf of the Housing Preservation Project

Madame Chairwoman and Members of the Subcommittee, the Housing Preservation Project
thanks you for inviting us to testify today regarding the impact of the foreclosure crisis on public
and atfordable housing in the Twin Cities, specifically, how the foreclosure crisis is adversely
affecting the affordable rental market. The Housing Preservation Project is a non-profit, public
intercst law firm. Our primary mission is to employ legal and advocacy strategies to preserve and
expand affordable housing for low income individuals and families.

In 2007, it was clear that foreclosures and the growing cconomic crisis were destabilizing
neighborhoods. It was also having a disproportionate impact on persons of color, displacing both
homeowners and renters. With a grant from the Family Housing Fund, we started a program
specifically focused on foreclosures---the Foreclosure Relief Law Project. Over the past three
years we have brought innovative lawsuits on behalf of individuals and neighborhoods
negatively impacted by predatory lending and foreclosures. In 2008, the Foreclosure Relief Law
Project worked with the Family Housing Fund, HOME Line and other non-profit legal service
providers to bolster legal assistance for renters and strengthen laws protecting renters lving in
foreclosed propertics. The Housing Prescrvation Project is also active in leveraging affordable
housing opportunities along planned transit corridors, and works throughout the country to retain
affordable housing and ensure that it is safc and habitable.

Because we are one of the few legal organizations that are active in both foreclosure prevention
and in protecting affordable rental housing, we have a unique perspective on these issues. This

testimony will share some of our own research and findings related to the nature of the problem,
and then make suggestions for usetul reforms.

The bottom-line is this---our recovery efforts should not simply be a band-aid, our recovery
cfforts need to strengthen communities and make our communities less susceptible to future
economic exploitation. People are out there right now trying to figure out new ways to drain
money from vulnerable people and vulnerable communities. But, we have an unprecedented
opportunity to break a cycle of this ever-evolving exploitation. We can use our recovery efforts
to expand long-term, quality, affordable housing and integrate communities. By bringing new
propertics into federal housing programs, we ensurc that there are standards and oversight.
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THE FORECLOSURE CRISIS AND RENTERS

Although significant media coverage did not begin until 2007, the foreclosurc crisis had been
going on for years.! In certain neighborboods of Minncapolis and Saint Paul, the number of
foreclosures began to exceed normal rates in 2003. By 2006, the foreclosure rate had spiked
even higher. For example, in 2006, the foreclosure rate in north Minneapolis was six times
higher than the foreclosure rate for Hennepin County, and the Hennepin County foreclosure rate
was three times higher than what it was in 2003.

The initial programs designed to stop foreclosures and mitigate the effects of foreclosure were
targeted at homeowners. Nobody wanted to reward real estate speculators or lenders that
cnabled and profited from this speculation.® This policy decision, however, had the unintended
consequence of creating a significant gap in foreclosure relief efforts. Renters, arguably the most
innocent party impacted by a foreclosure, had few legal rights and there was little, if any,
funding to help defray unanticipated moving costs, deal with utility shut-offs, or recover lost
security deposits. Because many renters were personally served with the foreclosure papers,
many renters also misunderstood their rights. It was common for a renter to immediately move,
even though they had the right to remain in the property during the six month redemption period.
Other renters believed that they could stop paying rent, which created the potential for an
eviction.

A study recently released by the University of Minnesota found that non-homesteaded (rental)
property comprised 61% of all foreclosures that occurred in North Minneapolis in 2006-2007.*
A similar proportion of foreclosures in Saint Paul, during this time period, were also non-
homesteaded (rental) property. The University of Minnesota study also found that a very high
percentage of these properties had children that were attending Minneapotis public schools.”

An even harder situation to quantify and analyze are the rental properties that were part of a
larger mortgage fraud scheme. When a property is part of a mortgage fraud scheme, the adverse
affeet on the renters and the risk that the property itself will deteriorate becomes even greater.
For example, in Minneapolis, a Hennepin County District Court identified 141 rental properties
that were part of an alleged mortgage fraud ring perpetrated by TJ Waconia.® Some of these

! For example, in 2006 there were just 57 articles in the New York Times that included the word “foreclosure.” In
2007, there were 274, and in 2008, there were 665 articles that included the word “foreclosure.”
? Mark Ireland, Bending Toward Justice: An Empirical Study of Foreclosures in One Neighborhood Three Years
after Impact and a Proposed Framework for a Better Community (October 22, 2009). Available at SSRN:
bttp://ssrn.com/abstract=1492777
? See e.g. House Committee of Financial Services, House Passes American Housing Rescue and Foreclosure
Prevention Act, Press Release (May 8, 2008) (“Only primary residences are eligible: NO speculators, investment
properties, second or third homes will be refinanced.*); United States Dept. of the Treasury, Relief for Responsible
Homeowners One Step Closer Under New Treasury Guidelines: Updated Fact Sheet, Press Release (March 4, 2009)
(*[While attempting to prevent the destructive impact of the housing crisis on families and communities. It will not
provide morey to speculators, and it will target support to the working homeowners...”)
;‘)http:/’/trcas.gov/prcss/rclcascs/rcports/housing‘fact_shcct.pdf

Id.
*1d.
® Steve Brandt, Minneapolis Takes Charge of T.J. Waconia homes in fraud case, Star ‘Tribune April 16, 2008.
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properties were occupied, but not being maintained, while others were vacant, unsecured, and
creating neighborhood blight and attracting illegal activity.’

AFTER THE FORECLOSURE SHERIFF’S SALE

After the foreclosure sheriff’s sale, there continues to be an adverse affect on renters and the
surrounding neighborhood. The Housing Preservation Project studied a sample of one hundred
forcclosed propertics in Minncapolis, which were forcclosed upon in 2006. We found that there
was a significant delay from the date of the foreclosure Sheriff’s Sale to the date that the
property was transferred from the lender to a new owner.® The median time was 484 days.’
Even when the redemption period is taken into account, it still took ten months for a property to
be sold. During this time, the property is presumably sitting vacant, unused, and often becomes a
magnet for crime. We found that 83% of the foreclosed propertics in our sample had 911 calls
post-Sheriff’s Sale. 1 The average number of 911 calls was eight, while the median was five

calls per property.’!

The standard, traditional practice of lenders is to evict the renters of foreclosed properties as soon
as possible. Most lenders say that they arc not in the “business of managing rental property.”
They do not have the procedures and staff available to maintain rental property nor do they have
the procedures to collect rent. Lenders also state that it is more difficult and expensive to sell
occupied property. And so, rather than create and maintain a strcam of revenue, lenders force
the renters to move and eventually sell the properties at a discount. Based upon our sample, the
difference between the amount that a lender purchased a property for at the Sheriff’s Sale auction
(typically the amount owed on the mortgage loan) and the later sale price was usually a loss of
$65,039 (average) or $77,424 (median).” As a percentage, the lender sold the properties for a
median Joss of 49%.

REAL ESTATE SPECULATORS AND RENTERS

Of coursc there is nothing inherently bad about people who invest in real cstate and responsibly
rent these properties. Being a responsible landlord, however, requires knowledge of federal,
state and local laws; capital to maintain the property and ensure that it is in code compliance; and
time to respond to both tenant and community questions or concerns. The problems arise when
people invest in real estate to turn a quick and easy profit. That profit always comes at the
cxpensc of the renters and the neighborhood.

For example, some cities have experienced out-of-state real estate speculators purchase
foreclosed properties for small amounts of money, and then sell them to other real estate

;
Id
& Mark Ireland, Bending Toward Justice: An Empirical Study of Foreclosures in One Neighborhood Three Years
after Impact and a Proposed Framework for a Better Community (October 22, 2009). Available at SSRN:
http://sstn.conyabstract=1492777
g
id.
0
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speculators for a small profit.”* None of the buyers are interested in fixing the property, selling
it, or renting it. Thus, the speculators are not only allowing a property to deteriorate, the
speculators are also keeping an affordable rental property off the market.

On Tuesday, about fifty properties were posted on ebay. The properties were primarily located
in hard-hit urban areas like Detroit, Michigan and Cleveland, Ohio. One property, a threc
bedroom and onc bath housc in Cleveland, had cight bids on Tuesday. The “current bid” was
$560. Luckily, we are unaware of any foreclosed properties in the Twin Cities that have been
sold on ebay in this manner. But, we have found a significant increase in the number of
unlicensed rental propertics as well as rental properties that arc not in compliance with local
housing codes and safety requirements.

THE NEED FOR FEDERAL HELP

Public safety, health, and welfare have traditionally been state and local issucs. We just provided
information that may initially appear to be beyond the scope of the federal government. For
example, code compliance, policing nuisance properties, and regulating landlords are
traditionally local matters. The foreclosure crisis and broader cconomic crisis, however, is
nattonal in scope. The federal government can help mitigate the local, negative impacts of the
foreclosure crisis both directly and indirectly.

With regard to renters and providing opportunities for quality, affordable housing, now is the
time to expand tax credits, public voucher programs, and create a funding mechanism to provide
financing to non-profit community development corporations. There arc five reasons o acl now.
First, it is smart financial investment. We have an opportunity to acquire properties at
historically low prices and add them to a permancent affordable housing supply. Both single
family homes and multifamily properties should be targeted for acquisition by nonprofit or
public agencies. This opportunity will be missed, if we wait and the economy fully recovers and
values rise. Right now we can maximize our investment.

Sccond, expanding [ederal rental programs and financing responsible buyers will improve the
quality of life for renters and ensurc that they are living in safe, quality housing. Providing a
pathway to homeownership is important, of course, but owning a home is not right for
everybody. There is also not significant demand for homes in highly impacted areas. This
means that, if foreclosed properties in high impact areas are occupied, they are likely going to be
occupied by renters. The only question will be whether the owners are committed to providing
quality rental housing or are simply speculators. Getting as many of these properties as possible
into the hands of publicly minded responsible owners, such as through the NSP program, is
critical. Federal programs have quality and safcty requirements that will provide another laycr of
oversight. Federal requirements help ensure the quality of the housing as well as its availability.

Third, we have the opportunity to address racial segregation and cconomic isolation. When
expanding federal housing programs, we can target our investments. We now have an
opportunity to create affordable housing in areas that are near good schools and jobs. We also

' See John Kroll, ebay auctions become flippers’ tools, Cleveland Plain Dealer (September 5, 2008)
http://blog.cleveland.com/metro/2008/09/ebay auctions become house flihtml
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have an opportunity to purchase properties near planned mass transit corridors. We have access
to these properties now, but it will likely be financially infeasible in the future when the housing
market recovers.

Fourth, we need the federal government to help finance or subsidize scattered site rental
programs. There is wariness about taking on the challenge of scattered site rental. A number of
local non-profit organizations have had past experience in managing scattered site programs, and
found them to be logistically challenging and cxpensive to manage. They need support to ensure
the program is sustainable and properly run.

The federal government can also encourage our local public housing authorities to use their
experience. Many larger public housing authorities have operated scattered site public housing
rental programs successtully for years; locally that is the case with both the Minneapolis Public
Housing Authority and the St. Paul Public Housing Agency. In some cases, these PHAs have
disposed of public housing units in the past, but remain eligible to access ongoing operating
subsidics from those lost units, if new public housing units could be created.

Acquiring “bargain” properties in foreclosure could be a way to create new public housing units,
access that stream of unused federal subsidics, and stabilize neighborhoods through quality
ownership and management. A PHA could create public housing units in this way, and then
combine them into a “mixed income” scattered site program in which the non-public housing
units are rented at rent levels sufficient to cover operating expenses without further subsidy. To
make this work, there needs to be some recognition that management of scattered siles are more
costly, and that PHAs may nced additional flexibility to make this approach feasible.

Finally, Congress should allow more flexibility in using Neighborhood Stabilization Program
funds. Although there are common challenges facing every city that has been hard hit by
foreclosures, needs often vary. As described above, there are many opportunities to expand
affordable housing and help the quality of life for renters. Some experts have suggested that the
tinancial woes plaguing the single family home ownership market may move in the future to also
adversely affect commercial real estate, including many multifamily properties. If that’s the
case, we can expect to see more apartment properties experience financial distress and move
toward foreclosure. This is an opportunity for public-minded purchasers---similar to what we
have seen with single family homes. Systems need to be created so that affordable housing
providers can track such opportunities and take advantage of the chance to acquire these
properties inexpensively and then operate them as permanent long term affordable housing.
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Subcommittee on Housing and Community Opportunity

Testimony of:
Christina Louden
2401 5" Street NE

Apartment #2

Minneapolis, MN 55418

My name is Christina Louden, | am a 31-year-old single parent of two
daughters: Ruby Rose, age 9 and Danista, age 5. | am currently
unemployed but pursuing my Bachelor’s Degree ‘Online’ in Business
Administration and actively looking for employment.

++ Please discuss your background and your experience on the
waiting list for housing assistance in Minneapolis.

When | first applied for Section 8 assistance in May 2003, | was a
single parent of one child and paying more than 50% of my
income toward rent. During my 6 ¥ years on the Section 8 waiting
list, | had another child and managed to make my rental
payments. On February 12, 2009, | lost my job due to heaith
concerns. | have a pacemaker and suffered injuries in an
automobile accident.
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| was on the verge of losing my apartment and was unable to pay
my rent. | did not receive child support or any childcare assistance
and my income was significantly reduced to some welfare for my
children and unemployment insurance. | called the Section 8
department in March 2009 and was informed that | was near the
top of the waiting list and was finally approved for a Section 8
voucher in July 2009. | found an apartment and was leased up in
November 2009.

Please describe your experience now that you have received a
Section 8 housing voucher.

My two-bedroom apartment rents for $960 per month and my
share of the rent is $432 per month. This is less than half the rent |
would be required to pay if not for my Section 8 assistance.

This housing assistance allows me to make sure my children have
adequate food, clothing and shelter as well as being able to
provide them with what they need for school and other day-to-
day requirements.

My lower rent also enables me to be able to prepare for a better
future. | am attending the University of Phoenix ‘Online’ and
expect to receive a Bachelors Degree in Business Administration in
2011. | hope to be able to use this degree to find a better job and
put myself in a position where | will no longer need Section 8
assistance and someone else who needs help can have the same
opportunity that Section 8 has brought to me.

<+ Please describe additional resources the City of Minneapolis

needs in order to better provide affordable housing to
individuals and families.
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| am not an expert in what Minneapolis needs or in affordable
housing. | can tell you, that waiting 6 ¥ years to receive assistance
is not a realistic way to help people who so desperately need
assistance. If | had lost my job two years ago, or experienced
some other set back that would have impacted my income, my
children and | could have been homeless. | think of all the families
that | hear about who are homeless and wonder, knowing that
the miracle | experienced may not be there for them. The waiting
list is closed and | am told that thousands of other families may
have to wait as long as | had to wait to get help. Thousands of
others can’t even apply for help. Minneapolis needs more Section
8 vouchers to help families, they need more landlords willing to
accept Section 8 and they need more just plain old affordable
housing.

Please discuss any other insights you have on the housing and
social service needs of low- and moderate- income individuals
and families in Minneapolis.

There is an economic crisis and so many families are impacted by
it. | know from my 6% years on the waiting list that for low-
income people, working or on welfare, there has always been an
economic crisis. Rents of over $1000 per month, car payments,
insurance, food costs, clothing costs, medical and other day-to-
day costs associated with just living, are almost impossible to
meet with a low paying job or welfare benefits. It is hard to ask for
assistance. | want you to know that assistance should be viewed
as an investment. With the investment you are making in me and
my family, you will see a big return. | will graduate college, find a
good paying job and help my children, so hopefully, they will not
have to experience the difficulties | have had to face.
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Cora McCorvey Testimony

I. Please discuss the programs managed and operated by the
Minneapolis Public Housing Authority (MPHA).

MPHA Programs and Services:

» Low Rent / Public Housing Program:
Minneapolis Public Housing Authority (MPHA) has 6,207 public housing units
comprised of 753 scattered site units, 184 family units in its Glendale family
development, 4,958 units in its 41 highrise facilities and 312 public housing units
that are part of various mixed financed developments throughout the City of
Minneapolis and various neighboring metropolitan jurisdictions.

» Public Housing Wait List information:
e Public Housing Waitlist: 4,801 highrise and family applicants on wait list.
= 2,081 on highrise wait list {this list is limited to one-bedroom
applicants). Wait list currently open only to persons 50+ and

disabled.
= 2,720 currently an family waitlist (Family waitlist has been closed

since June, 2007)

» Section 8 / Housing Choice Voucher Program:
MPHA has 4,444 Housing Choice Vouchers under lease, including 685 project-based
vouchers
e MPHA intends to increase to 4,534 vouchers in 2010 plus ten additional
homeownership vouchers for a total of 4,544.
» MPHA has 105 Veterans Affairs Supportive Housing (VASH) Vouchers
* 280 Moderate Rehabilitation Vouchers

January 2010 Page 20of 12
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MPHA has 91 Preservation/Enhanced Vouchers

» Section 8 Waitlist Information:

Over 15,000 families requested applications when the waitlist was last
opened for two days in June 2008 and was immediately closed. Section 8
currently has 12,125 families on its waitlist.

» Assisted Living & Housing with Services Programs (HWS):

January 2010

The MPHA has Assisted Living and Housing with Services (HWS) programs in
nine of its senior buildings. Through a partnership between MPHA, Hennepin
County and the assisted living providers, program participants receive on site
staffing two to three shifts per day, nursing services, medication monitoring,
at least two meals a day seven days per week, housekeeping and laundry
services, assistance with bathing, social and recreational activities, emotional
and personal supports, social work services and other supportive activities as
needed.

MPHA developed a ‘Slot Based Assisted Living’ strategy for delivering
services. This strategy provides assisted living services to residents in
selected buildings without requiring the participant to move from their
apartment to an assisted living unit. Instead the up to 40 assisted living slots
are assigned to a specific building and residents aging in place or in need of
assisted living can receive the services while remaining in their units. This
‘first in the nation’ strategy won a NAHRO Award of Excellence.

In addition, MPHA developed the first ‘culturally focused’ assisted living
public housing program in the nation to bring services to an elderly Korean
population. The Agency successfully initiated a legislative appropriation for
start-up funding for this project.

MPHA's assisted living and HWS programs increase housing choices. Without
these programs, frail elderly residents and applicants would not have public

housing as a housing option. It also reduces costs and achieves greater cost

effectiveness. Assisted living clients avoid nursing home placements, remain
in units longer, receive supportive services and enjoy independent living.

Page 3 0of 12
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e Eighty percent of assisted living clients remain in the program for at least six
manths, 64% remain for at least one year. This saves the State of Minnesota
about $3,000 to $6,000 per month per assisted living client depending on the
needs of the client.

e Other assisted living benefits include:

= Fewer and delayed nursing home placements

= Reduced turnover of units

= Opportunity to market public housing

= Enhances the quality of life for participants

= Accessibility to assisted living services by other residents

= Enhanced security and reduced need for additional security with the
second and third shift assisted living and HWS staff

» Publically Owned Transitional Housing (POTH)

e MPHA, as a unit of local government, can utilize its status to serve as a ‘pass
through' recipient of funds and an ownership entity for collaborative efforts
to address specialized needs in the community. MPHA has served in this
capacity on at least four occasions.

¢ The State of Minnesota awards funds for target programs, but requires that
the entity receiving the funds be a local unit of government and must be the
owner if real property is involved. Through these initiatives, MPHA has
supported the creation of two women'’s shelters, a transitional housing
facility, an emergency housing center for homeless youth and a program that
offers transitional housing for chemically dependent women.

e These POTH programs do not require MPHA to make Housing Choice
Vouchers available or contribute other scarce resources. Participation does
require a considerable amount of time and in-kind contributions from the
Agency as these various POTH agreements are negotiated and the properties
developed. Once the programs are developed and in place, MPHA must still
meet minimum requirements for reporting and ensuring compliance by the
partner organizations.
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* However, the increase in shelter opportunities and the supportive services
that can lead to self-sufficiency are compatible with MPHA’s mission and
have prompted the Agency on occasion to take on this responsibility as a
POTH program owner.

» Self Sufficiency
» MPHA has two Self Sufficiency programs:
= One related to its Section 8 Housing Choice Voucher program that
complies with the HUD Self Sufficiency program requirements. Under
this program, Section 8 Housing Choice Voucher participants establish
a five-year goal including to become welfare free and full time
employed. These participants receive an Escrow equaling the
difference between their base rent and any increase in earned
income for the up to 5 years they can be on the program. If they
successfully meet their goals, the participant will be able to receive
the full escrow with interest. Many utilize this resource toward a
down payment on a home or to return to school.

=  MPHA also has a low rent MTW based FSS program. This program is
specifically targeted to MPHA residents who meet the requirements
for participation in MPHA’s Homeownership programs. Participants
must have the goal of homeownership and show progress toward
meeting this goal. In addition to the Escrow support, the participants
may utilize MPHA's down payment assistance program or a Section 8
voucher to assist with a mortgage payment for the up to 10 years.

Il. Please discuss MPHA’s progress in implementing the awards
made available under the American Recovery and
Reinvestment Act of 2009.

» HUD Capital Fund Formula ARRA Award:

* In March 2009, MPHA received a HUD Capital Formula ARRA Grant totaling
$18.2 million and to date has obligated 96% of these funds on ‘Shovel Ready’
projects identified in our Capital Plan. As of November 2009, MPHA’s ARRA

January 2010 Page 50f 12



120

funding has resulted in over 58 new jobs and helped preserve many others.
HUD Secretary Donovan accepted MPHA's invitation to attend a ‘Shovel
Ready’ event on July 10, 2009 and helped MPHA successfully launch its ARRA
initiatives.

In addition, MPHA purchased 20 foreclosed townhomes in a newly created
mixed income community. MPHA utilized ARRA Funds to purchase this
development and is exercising its Moving To Work authority to create a ‘Rent
to Own’ project that will enable 20 families who meet public housing
requirements to become first time homebuyers. This action helped stabifize a
community threatened by the foreclosure crisis and positions MPHA families
to be able to buy a home.

» HUD Capital Fund Recovery Competition Awards:

January 2010

e “Green” Senior Housing/Memory Care Development

MPHA received funds to develop a 48-unit “green” memory care facility
that will focus on providing housing and supportive services to frail
elderly low-income residents who experience memary loss. MPHA has
established a partnership with Hennepin County that will provide services
to meet the needs of low-income elderly with memory loss. This
development will utilize various energy efficiency methods and green
technologies, including solar and geothermal. In addition, the structure
will be built with “green” materials and designed to reduce the
development’s carbon footprint.

Grant Award: $9.7 million ARRA funds and $5.1 million in additional
leveraged funds for a total project investment of $14.8 million. Based
upon a study by the Econsult Corporation, a private research group, the
ARRA grant award should result in over 65 new jobs. The study identified
that for each $150,000 in capital funds expended, one full-time housing
related job will be created.

e Senior Center —~ North Minneapolis

MPHA has proposed to design and build a state-of-the-art senior center
in Heritage Park in North Minneapolis. MPHA has established
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partnerships with Northpoint Health and Wellness Center, Minneapolis
‘Y’, Augustana Services, Hennepin County, the City of Minneapolis and
others to provide an array of services to elderly residents living in North
Minneapolis. These services include medical care, aduit daycare and
social and recreational opportunities.

Grant Award: $10.5 million ARRA funds and $3.8 million in additional
leveraged funds for a total project investment of $14.3 million. Based
upon a study by the Econsult Corporation, a private research group, the
ARRA grant award should result in over 70 new jobs.

Scattered Site “Green” Initiative

MPHA is proposing to make significant energy improvements in over 733
scattered housing sites. These improvements will replace outdated
systems and reduce energy and water consumption. [n addition, these
strategies will enhance operational efficiencies, result in significant
energy saving costs, add to the long-term preservation of our housing
resources and reduce the agency’s carbon footprint and consumption of
energy. This initiative will benefit MPHA, its residents, and taxpayers.

Grant Award: $11.6 miilion ARRA funds dollars and $1.1million in
additional leveraged funds for a total project investment of $12.7million.
Based upon a study by the Econsult Corporation, a private research
group, the ARRA grant award should result in over 77 new jobs.

lll.Please discuss any initiatives MPHA is undertaking related to
Foreclosure Prevention.

» Saving Home:

January 2010

MPHA has assisted over 185 families to become first time homeowners
under its various homeownership programs.

Under MTW, MPHA’s homeownership initiatives, Home Ownership Made
Easy (HOME}) and Moving Home {Section 8 Homeownership
Demonstration Program) was revised and combined with a new
Foreclosure Prevention Initiative ‘Saving Home’ that is designed to assist
Page 7 of 12
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low-income families participating in MPHA’s Homeownership Programs in
avoiding foreclosure.

MPHA entered into a partnership with Person to Person, a non- profit
agency, to assist families with their mortgage readiness goals. MPHA also
entered into an MOU with Twin Cities Habitat for Humanity who will
select North Minneapolis Families for participation in “Saving Home”,
where MPHA will provide Section 8 Mortgage Assistance to families
facing foreclosure. In addition, ‘Saving Home' has specific provisions to
pravide up to an additional two years of mortgage assistance for any
family who has purchased a home through any of MPHA’s
Homeownership programs and is at risk of foreclosure.

» MPHA Rent To Own Program:

As noted above, MPHA purchased 20 townhome development units and
intends to create a Rent-to-Own Initiative where qualified public housing
residents and Section 8 participants, as well as MPHA and City of
Minneapolis employees who qualify for public housing, will have an
opportunity to initially rent and subsequently purchase these units.

» MPHA and Project for Pride in Living (PPL) Foreclosure Stabilization
Project:

January 2010

HUD has just approved a demonstration program partnership between
MPHA and Project for Pride In Living (PPL) recipient of a Neighborhood
Stabilization Program (NSP) grant from the City of Minneapolis to
purchase and rehab foreclosed rental properties in designated ‘at risk’
neighborhoods throughout the City and offer the units for rent to very
low income families. This project would allocate up to 21 Housing Choice
Vouchers to be project based at the selected properties in an effort to
stabilize those properties and contribute to the well-being of the
surrounding neighborhood.

Through the MPHA / PPL Foreclosure Stabilization Project Based Voucher
Demonstration Program, 21 foreclosed and ‘at risk’ properties will be
renovated and receive operational support to preserve the NSP
investment while at the same time 21 families will be provided a long
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term affordable housing opportunity. This marriage of two federal
resources to preserve ‘at risk’ properties will help distressed
neighborhoods and provide a replicable strategy for neighborhood
stabilization.

IV. Is MPHA Seeing Increased Need for Housing Assistance Due to
Foreclosure Crisis? Other Factors Driving Increased Need for
Housing Assistance.

» Waiting Lists Closed

* Asnoted, MPHA’s Public Housing Waiting List for families has been closed
since June 2007, and the number of families remaining on the list is over
2,700. MPHA closed its Highrise Waiting List to persons under 50 who are
not disabled in November 2008. MPHA’s Section 8 Waiting List was anly
open for 2 days in June 2008, with over 15,000 requests for applications.
Given this reality, it is difficult for MPHA to assess the specific impact of
foreclosures on the need for housing.

» Resource Room Contacts
e Through its VISTA Program, MPHA staffs a Housing Resource Room and
provides housing referral information to those who contact the Agency at
its 1001 Washington Avenue North administrative offices.

= |n 2009, MPHA has averaged over 950 contacts per month from
persons seeking affordable housing opportunities. Of these contacts,
over 300 per month experience language and cultural barriers.

» Unemployment/Economy
e Minnesota is faring better than the nation as a whole when it comes to
unemployment but has recently reached a rate in excess of 7% with
minority unemployment doubling this rate. This data does not include the
underemployed or those who have given up seeking employment. These
families are among those who comprise our waiting lists and who are
crying out for assistance with their housing costs.
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V. Please discuss the need for housing assistance in Minneapolis
and MPHA’s ability to meet the demand.

» Need for Housing Assistance

January 2010

The need for affordable housing in our community is overwhelming. As noted
previously, when MPHA opened its Section 8 Waiting List in June 2008, it
received over 15,000 requests for applications. The volume of online requests
was so heavy that the system crashed numerous times, making this avenue to
application more difficult. Section 8 staff were available to ensure applicants
who were unable to submit online be offered the alternate paper application.
The Metropolitan Council, a suburban housing authority, opened its waiting list a
year before MPHA has had similar overwhelming requests for assistance.

These two opening of waiting lists occurred before the economic crisis reached
its peak in 2008, and before the significant increases in unemployment. MPHA's
over 950 housing resource room contacts per month and other data by the City,
County and other affordable housing groups highlight the lack of and the need
for affordable housing.

= In the Minneapolis metropolitan area, there are over 125 homeless
shelters and transitional housing programs with about 3400 bed per
night. These programs provide emergency housing for individuals and
families.

= In 2008, Wilder Research reports that over 13,000 people stayed in
these programs.

= Wilder estimates that on any given night there are over 4,700 persons
who are homeless in the metropolitan area with over 45% being

children.

MPHA’s Ability to Meet Demand

MPHA'’s public housing programs average about a 20% turnover per year,
meaning that 1,100 units are available each year and in the Section 8 Housing
Choice Voucher program about 35 vouchers turnover each month or 420 per

year.
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MPHA is also challenged in being able to meet the high demand for affordable
family housing in Minneapolis. With the Hollman Consent Decree, we abolished
770 units of family housing and replaced them throughout the suburban
community. This, however, resulted in fewer public housing family homes in
Minneapolis. Since that time many large families, especially immigrant families,
have moved into Minneapolis and do not have access to rental housing that can

accommodate their needs.

At this rate of availability, MPHA is woefully unable to effectively respond to the
demand for affordable housing. We are proud of the initiatives we have
undertaken to help families become self-sufficient and how we utilize our
resources to enhance the quality of housing we provide. However good our
services and high the quality of the housing we provide, our resources and HUD
limitations do not allow an increase in quantity. MPHA is ready and able to move
to provide additional housing if HUD provides both the authority to increase its
housing stock and the funding to operate it and there is local political support.

VI. Please discuss the greatest challenges faced by MPHA.

» MPHA’s greatest challenges in providing safe, decent and

January 2010

affordable housing in our community include:

e The significant gap between our unmet Capital needs and our allocation of
Capital funds: MPHA conducted a comprehensive needs assessment in 2006
and identified $225 million in unmet capital needs. This needs assessment
was updated in 2009 and the unmet needs increased to over $245 million.
Our Capital Fund allocation ranges from about $11 to $14 million per year.
This difference between need and investment puts MPHA's partfolio at risk.

e Baby Boomers/Aging: The aging population poses significant challenges for
MPHA. Each year, our elders grow more frail and vulnerable. MPHA does
not have the resources to provide social services for the elderly in our
highrises. State and Federal programs and funding are not available to
address these needs, yet our seniors do not have access to alternatives, and
thus risk their housing as they struggle to maintain their homes in
compliance with their lease.
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The State of Minnesota is required to have a balanced budget. The economic
crisis and increased unemployment impact the revenue to the state and in
turn, the state is reducing funding for programs and services that in the past
have assisted residents with their special needs.

= For example, public housing families who are on TANF (MFIP
in Minnesota) receive a reduction in their benefits if they live
in public housing. This reduces income for a low-income family
and reduces MPHA's income. The state has also cut medical
and financial benefits to very low-income individuals and
elderly. In 2010, the state is facing very large deficit and this
will likely result in increased cuts to programs and services
that assist our families.

The loss of programs and services that support our residents, especially the
elderly, increase the isolation and the desperation of our residents. They fear
alerting MPHA to struggles or problems that may put them at risk of losing
their homes, and so become less engaged with the agency and more

vulnerable.

VIl. Please discuss what other resources are needed from the

Federal level.
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MPHA believes with increased Annual Contribution Contract (ACC) authority
it could partner with the City, County and State to acquire foreclosed homes,
tax forfeiture properties or adopt other strategies that would increase the
number of affordable housing units in the community and stabilize “at risk’
neighborhoods.

In addition to operational dollars provided by increased ACC authority, MPHA
needs development dollars and authority from HUD to create new affordable
housing opportunities, including mixed financed developments, which would
allow MPHA to restructure and integrate public housing more fully into
neighborhoods and communities.
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Office of Policy Development & Research
U.S. Department of Housing and Urban Development
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January 23, 2010

Minneapolis, Minnesota

Thank you Chairwoman Waters, Ranking Member Capito, Congressman Ellison and members of
the subcommittee for inviting me to testify before you, today. Today’s discussion is an
important one, given the complex changes our housing market has undergone over the past two
and a half years, the new challenges we face as a result of the housing market turmoil and
foreclosure crisis, and the structural challenges which have persisted through collapse and this
current period of stabilization. My testimony will address the current state of the U.S. rental
housing market, the impact of the foreclosure crisis on the rental market, including the local
market here in Minneapolis, HUD’s cfforts to stabilizc communitics impacted by the foreclosure

crisis and restore leadership in delivering rental housing assistance to low-income Americans.
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Rental Housing Affordability across the Nation and in the Minneapolis-St. Paul Region

Recently, well-publicized national indicators have pointed to increasing stress in the U.S. rental
housing market. Vacancy rates are on the rise as a result of dampened demand and additional
supply repurposed from the ownership market. Spreads between asking rents and effcective rents
arc widening, asking rents arc now $65 higher than cffective rents (6.6% of the effective rent) -
the largest gap over the past four years. While some new renters have been the beneficiaries of
this softness, drawing concessions from distressed property owners, the budgets of many more
low-income renters have been strained as household incomes fall, as a result of unemployment
and lost hours worked. Softness in the broader rental market has not substantially eased
affordability concerns for low-income renters. Loss of income stemming from the recession is
likely offsetting affordability gains from declining rents. Vacancies in HUD’s assisted stock
remain considerably lower than market levels, and the number of cost burdened low-income
renters is on the rise. Based on estimates from the 2008 American Community Survey, 8.7
million renter houscholds paid 50% or more of their income on housing, up from 8.3 million

renter households in 2007.

Speaking in terms of a single national housing market ignores important nuances underlying the
national picture. The cost of shelter burdens households differently across markets. Tight
market conditions, created by constrained supply and strong demand, in communities such New
York, Los Angeles and San Francisco strains affordability for renters up the socio-cconomic
ladder. In other markets, affordable housing for low and moderate income renters is more

readily available, but is often located in neighborhoods with the highest concentrations of
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poverty and the least economic opportunities. Persistent across virtually all housing markets in
the U.S. is a shortage of rental housing units that are affordable and available to extremely low-
income renters. The American Housing Survey indicates there are as few as 44 affordable and

available units per 100 extremely low-income renters in the U.S. '

In the Minneapolis-St. Paul Metro arca, housing affordability for extremely low-income
households is similarly scarce. Extremely low-income households are those earning less than
30% of the Area Median Income, or approximately $25,000 for a family of four. The shortage
of affordable and available units for extremely low-income in the Minneapolis-St. Paul metro
region mirrors the national shortage.” However, for low and modcrate-income renters, the
Minncapolis-St. Paul region remains considerably more affordable than similarly sized coastal
metros. While there appears to be no absolute shortage of rental units affordable to households
earning more than 30% of the Arca Median Income, the availability of affordable rental housing

in safe, opportunity-rich communities remains a concern.

Recognizing that rental affordability at the low-end of the rental market is a crucial challenge for
the nation and its many housing markets, HUD has reasserted a leadership role as a catalyst for
expanding the availability of decent and affordable rental housing. If this crisis has taught us
anything, it’s that this nation needs a balanced, comprehensive national housing policy — one that
supports homeownership, but also provides affordable rental opportunitics, and ensures that

nobody falls through the cracks. Our 2010 budget restores much needed balance to the nation’s

! Data Source: American Housing Survey National Sample 2007

? PD&R tabulations of American Community Survey Public Use Microdata Sample (PUMS) 2008; HUD 2008
Income Limits .

Note: Figures are adjusted for household size as well as the number of bedrooms, reported here for the Minneapolis-
St. Paul-Bloomington, MN-WI Core-Based Statistical Area
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housing policy. Since our policies do not operate in a vacuum, it is important to consider how

rental housing is impacted by broader housing market dynamics.

Foreclosure and Rental Affordability

The relationship between this foreclosure crisis and the dynamics of our rental markets are not
well understood, even by housing experts. It is particularly difficult to untangle the impact of
foreclosure from broader recessionary effects. There is considerable anecdotal evidence and
some quantitative evidence suggesting that families who experience foreclosure are opting to
“double up” with friends and relatives, thereby depressing demand in the rental market and
potentially contributing to rising vacancies. This “doubling up” may be an important short-term
transitional fix to avoid homelessness, but poses serious concerns about overcrowding if these
houscholds arc unable to find affordablc rental housing down the road. In the short term, many
houscholds who have gone through foreclosure will be better suited as renters and will need an
affordable rental option. The net impact of the foreclosure crisis on the affordable rental housing
stock is still unclear. In the same way that foreclosures on single-family propertics have created
a shadow inventory of homes in the REO stock of financial institutions, foreclosures on
multifamily propertics have removed existing rental properties from the available rental supply.
However, there have also been additions to the rental stock {rom newly constructed units

originally intended to be condos and the conversion of other condominiums back to rental units.
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In the Minneapolis-St. Paul area, a substantial portion, ncarly 20 percent, of the rental stock is in
single-family homes, and another 12 pereent of rental units are in 2-4 unit buildings. > Research
from the Humphrey Center at the University of Minnesota suggests that as much as 60 percent of
buildings with foreclosures in 2006 and 2007 were renter-occupied. *  Recognizing the
tumultuous experience these renters face during foreclosure, Congressmen Ellison introduced
and President Obama signed into law the Protecting Tenants at Foreclosure Act in 2009. This
Act protects renters in foreclosed propertics by allowing them to fulfill their lease, unless the
property is sold to a purchaser occupying the unit as a primary resident. Additionally, tenants
must receive a wamning at least 90 days in advance of an eviction notice. Also assisting renters,
the Neighborhood Stabilization Program (NSP) funds can and are being used to support the

creation of rental units.

Rental affordability is a key priority of Secretary Donovan, but HUD also remains focused on
restoring stability to the nation’s housing market. First through Recovery Act funding, and
continued in the 2010 budget, HUD is creating jobs, making homes more energy efficient and
stabilizing neighborhoods, while laying a4 new foundation to make America competitive in the
21st century economy. I'd like to describe how IIUD’s investments through the Neighborhood
Stabilization Program are strengthening and stabilizing neighborhoods in Minneapolis as wcll as

across the country.

Neighborhood Stabilization Program Funding

* Data Source: American Community Survey 2008
! Ryan Allen “Unraveling the American Dream: Foreclosures in the Immigrant Community of Minneapolis.”
Humphrey Institute for Public Affairs, University of Minnesota, March 2009,
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The first round of the Neighborhood Stabilization Program (NSP1) was authorized under HERA
in 2008. Through NSP1, HUD allocated $3.92 billion to 309 states, territories, and local
governments to help stabilizc communitics that have suffered from significant foreclosures and

abandonment. The funding distribution was based on a formula allocation.

NSP funds may be used for a range of activities that include, but are not limited to:

« Establishing financing mechanisms for the purchase and redevelopment of foreclosed
homes and residential propertices;

o Purchasing and rehabilitating homes and residential properties abandoned or foreclosed;

« Establishing land banks for foreclosed homes;

« Demolishing blighted structures; and

« Redeveloping demolished or vacant properties.

While NSP! did not specify if the units produced or preserved through activity be rental or
owner-occupicd, it did mandate that at fcast 25 percent of the funds appropriated be used to assist
individuals or families whose incomes do not exceed 50 percent of the area median income. In
addition, all activitics [unded by NSP must benefit low- and moderate-income persons whose

incomes do not exceed 120 percent of arca median income.

In 2008, HUD awarded the State of Minnesota, the cities of St. Paul and Minneapolis, and
Anoka, Dakota, and Hennepin counties more than $57 million in NSP1 funding. About 52
percent of units that are expected to be preserved or produced by Minncapolis’s NSP1 funding
will assist households making at or below 50 percent of the area median income. Approximately
26 percent of funding awarded to the State of Minnesota is expected to serve low-income

households, earning at or below 50 percent of the area median income.



133

The American Recovery and Reinvestment Act of 2009 authorized HUD to administer an
additional $1.93 billion in NSP funding, commonly known as NSP2. Last weck, the Secretary
awarded the City of St.-Paul $18 million in NSP2 funds. The City of Minneapolis was awarded
$19.5 million in a consortium agreement with City of Brooklyn Park Community Development
Department, Hennepin County Housing Community Works, and Transit Department. This
region’s approach to neighborhood stabilization is a model of coordinated, cohesive community
development that makes efficient use of existing housing development capacity and scts a high
bar for providing jobs and other benefits for members of the affected communities. Working in
partnership with the Twin Cities Community Land Bank LLC, an affiliate of the Family Housing
Fund created in May 2009, these jurisdictions have launched an innovative approach to using
their NSP 1 and NSP 2 allocations that utilizes the Land Bank as an intermediary to identify,
purchase and coordinate the disposition of foreclosed properties to a pre-identificd group of
nonprofit developers as well as the City of Minneapolis. To tap private market resources, the
Land Bank also is working with responsible for-profit developers that are engaged in community
revitalization cfforts in the City of Minneapolis. Last October, my office of Policy Development
and Rescarch highlighted land banks as a tool to addressing foreclosures in report called
“Revitalizing Foreclosed Properties with Land Banks.”. With additional funding leveraged from
private and philanthropic sources, the Minneapolis-Brooklyn-Hennepin Consortium will use

25% of their NSP2 funding to support houscholds at or below 50% of the area median income.

Impact of Foreclosures on Renters in Connection with other HUD programs

Historically public housing authorities have had little role in the foreclosure crisis. Howcever, a
new program allows PHAs to acquire HUD REO foreclosed properties and either convert them

to rental properties or sell them through the Section 8 Homeownership program, which allows
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Scction 8 renters to apply their vouchers to monthly homeownership costs like mortgage
payments and maintenance expenses. This program is currently being offered in many of the

Gulf states, but not Minnesota.

HUD’s multi and single family mortgage insurance programs do not show much activity in the
interaction of renters and forceclosures. There are currently no foreclosed HUD insured
multifamily buildings in Minneapolis. Indeed, in the past two years there has only been onc
completed foreclosure on a HUD insured multifamily building in Minnesota. However, there are
three projects in Minnesota that have recently initiated foreclosure proceedings, which are

located in Duluth, Granite Falls, and Brooklyn Center, a suburb of Minneapolis.

In the unlikely event of a foreclosure on HUD insured multifamily properties, HUD determines
the use and affordability restrictions for the buildings once HUD sclls the properties. In order to
preserve affordable housing, HUD mandates that the purchaser maintains the property as rental
housing with affordable rents to houscholds caming at or below 80 percent of the arca median
income for 20 years. The purchaser must also renovate the building to meet HHUD standards,
including removing any lead-based paint, asbestos or mold hazards. Finally, the purchaser
cannot discriminate against prospective tenants with Section 8 vouchers and must maintain any

existing Section & HAP contracts.

Of the 100,000 single family mortgages HUD insures in Minnesota, HUD has acquired only 719
homes as a result of a foreclosure. Forty of these so-called “HUD Homes” are located in
Minneapolis, twenty of which arc under contract to scll. HUD is aware of delays in sales of

some of the HUD Homes in the Minneapolis area. Our Office of Single Family Asset



135

Management is working with its contractor to improve the contractor’s performance and the face

it presents to prospective buyers of these homes.

While these homes may include up to four units, it is highly unlikely that renters have been
significantly impacted by these foreclosures. While in inventory, HUD Homes that were
previously owner-occupicd are usually not rented out, nor does HUD sell them as rental
properties because the primary objective of the single family property disposition program is to
expand homeownership opportunitics, strengthen neighborhoods, and to ensure a maximum

return to the mortgage insurance fund, as determined by HUD in 24 CFR 291.1(a)(2).

“The purpose of the property disposition program is to dispose of
properties in a manner that expands homeownership opportunities,
strengthens neighborhoods and communities, and ensures a

maximum return to the mortgage insurance funds.”

FHA and HUD’s Office of Community Planning and Development are coordinating activities to
prioritize HUD Homes for NSP grantees. This includes mapping FHA foreclosures over NSP 1
and NSP2 target areas to help grantees prioritize the purchase of these homes The HUD Homes
program features a “priority period” for most sales, during which the home is made available
only to purchasers who will occupy the home as their primary residence, Establishing this
preference for owner-occupants is critical to deter speculators who only contribute to

neighborhood instability.

The Minnesota Housing Finance Agency demonstrated a unique way to use existing Federal
IIOME grants to crealc an opportunity from the foreclosure crisis. Minnesota Housing combined

$9.2 million of HOME funding with other sources to create the HOME ITomeowner Entry Loan



136

Program (a.k.a. HOME HELP). This program provides downpayment and entry assistance to
first time homebuyers making at or below 80% of the area median income to purchase forcclosed
properties. As of the end of 2009, 252 out of the 613 assisted loans went to the purchase of
forcclosed homes in Minnesota. In Minneapolis, HOME HELP assisted a total of 69 loans, 23

were for purchases of foreclosed homes.

Conclusion

And so, thank you, Madame Chairwoman, for the opportunity to participalc in today’s hearing
and for your continucd leadership in supporting the Neighborhood Stabilization Program, efforts

to preserve atfordable rental housing and support for responsible community development.

1 hope the information that I presented to you today provided you with a sense of the broader

housing market dynamjcs and how those are playing out in the City of Minneapolis.

1 am happy to answer any questions.

10
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Subcommittee on Housing and Community Opportunity, United States Congress Committee on Financial Services
The impact of the Foreclosure Crisis on Public and Affordable Housing in the Twin Cities

Panel 1:
Submitted by The Honorable R.T. Rybak, Mayor, Minneapolis, Minnesota
The Impact of Foreclosures on the City of Minneapolis
Submitted and Presented by Thomas Streitz, Director Housing Palicy and Development,
Minneapolis Department of Community Planning and Economic Development (CPED)
Concems about Implementation of the Neighborhood Stabilization Program

Honorable Chairwoman Waters and Members of the Subcommittee, | would like to express my appreciation on
behalf of the City of Minneapolis and our partners for the opportunity to share our viewpoint and recommendations
on the successful implementation of the Neighborhood Stabilization Program in Minneapolis Foreciosure Recovery
efforts to provide the necessary government intervention in impacted areas to tip the market back towards heaithy.
I would like to thank the Subcommittee on Housing and Community Opportunity for bringing NSP implementation
issues forward. 1 would also like to thank the United States Department of Housing and Urban Development, not
only for awarding funds to Minneapolis, but for the changes they made in developing the Neighborhood
Stabilization Program in response to our program suggestions to improve the feasibility of carrying out the program
in our local housing markets.

I am currently Housing Policy & Development Director for the City of Minneapoalis. Prior to this position | served as
Deputy Executive Director of the Minneapolis Public Housing Authority (MPHA), managing and providing strategic
leadership to the largest provider of affordable housing in Minnesota. Prior to my service at MPHA, | was a
government relations attorney for the Legal Aid Saciety of Minneapolis, advocating and fobbying an behalf of low-
income clients and nonprofit organizations. | was the co-counsel and lead implementation attorney in the Holiman
v. Cisneros civil rights lawsuit and resuiting Consent Decree. That decree ultimately established Heritage Park, the
model development in north Minneapolis. | also served for six years as legislative counsel for the U.S. Senate. |
live in Minneapolis and was a Humphrey Policy Fellow at the University of Minnesota, eamed a Master's degree in
law from Georgetown University, a J.D. from Seattle University and a B.S. from the University of Nebraska.

Overview and impact of foreclosures in Minneapolis

The City of Minneapolis focus on prevention, reinvestment and market reposition in 2009 and beyond will lead to
market recovery in our communities. The Minneapolis foreclosure recovery plan is a strategic and timely
government intervention for prevention, reinvestment and repositioning the market place only to the extent
necessary to “tip” the market toward restoring a healthy housing market.

The NSP resources are critical to addressing the foreclosure crisis in our neighborhoods: however, the current
allocation is only a first step when looking at the challenges faced by our communities most highly impacted by
fareclosures. The stability of these Minneapolis neighborhoods are significantly and uniguely impacted by the high
percentage of decline in property values, the level of fraudulent mortgage activity, and the disproportionate effect of
foreclosures on people of color.
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One notable manifestation of the high level of fraudulent activity in Minneapolis was the investment company
known as T.J. Waconia which purchased and flipped more than 150 homes. The City, with the assistance of the
County, was successful in prosecuting the principals who are now in federal prison.  The homes that were a part of
this scam have now been recovered and are being rehabilitated for sale to homeowners.

Residential mortgage foreclosures continued to rise in Minneapolis until 2009 when decreases occurred. The
decreases are partially due to lender's voluntary moratorium on foreclosures and the increase foreclosure
prevention toan modifications or short sales and similar activities. In 2005, Minneapolis had 863 mortgage
foreclosure sales. In 2006, 1,610 homes in Minneapolis went to foreclosure sale, over half of them in North
Minneapolis. In 2007, 2,895 homes went through foreclosure sale; 54.7% were in the three Northside wards of the
City. In 2008, there were 3,077 foreclosures. Foreclosures decreased in 2009, with 1,896 through the end of
October. Many of these foreclosures are on investment properties. Minneapolis neighborhoods hardest hit by
foreclosures are in South Central, Northeast and North Minneapolis.  (See Attachment: City of Minneapolis
Foreclosures by Ward, 1%, 2" and 3" Quarter 2009).

My testimony will now address the following specific issues or questions raised by the Committee:

The Neighborhood Stabilization Program (NSP) in Minneapolis and how it is tailored to address the
foreclosure crisis in the City

NSP is the core component of the Minneapolis foreclosure recovery plan, a strategic and timely government
intervention for prevention, reinvestrment and repositioning the market place only to the extent necessary to “tip” the
market toward restoring a healthy housing market. Minneapolis strategies fo recover a healthy housing market
include:

= Prevention—Continue foreclosure prevention outreach and counseling;

= Reinvestment—Pursue aggressive property acquisition and promote property development; and

= Repositioning—Engage in community building and marketing efforts.

The Minneapoalis foreclosure recovery plan identifies over 20 neighborhoods that are hardest hit by foreclosure for
strategic investment of NSP resources to dramatically impact blocks in these neighborhoods to protect public and
private investment and to ultimately restore a healthy housing market. In order to achieve this impact, Minneapofis
is collaborating with the development community with significant involvement from general contractors, property
management companies, material suppliers, and marketing and real estate professionals.

Minneapolis received $14 million in NSP resources. Minneapolis has dedicated an additional $3 million of non-
federal funding to the Minneapolis Advantage Program to assist households with down payment and closing cost
assistance in the purchase of foreclosed properties for owner-occupancy. Minneapolis, through a consortium
agreement with Hennepin County and City of Brooklyn Park, was awarded $19.5 million in NSP2 resources, to be
allocated to eligible activities.

Minneapolis’ NSP1 reinvestment activities include demolition of over 200 bighted properties, acquisition and land
banking of 120 properties, and rehabilitation of 236 units to return them quickly to provide homes in neighborhoods
hardest hit with foreclosures. Financing mechanisms and down payment and closing cost assistance through the
Minneapolis Advantage Program will provide home ownership opportunities for 300 households who purchase
foreclosed homes. With additional funding, the City of Minneapolis and our community partners will be poised to put
over 700 vacant and foreclosed units back to use over the next 1-4 years. (See attached chart: Minneapolis
Foreclosure Recovery Plan)

NSP Eligible Activities:

A. Establish financing mechanisms for purchase and redevelopment of foreclosed upon homes and residential
properties

® Page 2
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B. Purchase and rehabilitate homes and residential properties that have been abandoned or foreclosed upon, in
order to sell, rent, or redevelop

C. Establish land banks for homes that have been foreclosed upon

D. Demolish blighted structures

E. Redevelop demolished or vacant properties

A description of the Minneapolis NSP eligible activities, the number of properties impacted and the amount of NSP
funds proposed for each activity is summarized below.

Activity A. Financing/Down Payment and Closing Cost Assistance: Minneapolis Community Planning and
Economic Development (CPED) will make down payment and closing cost assistance available to meet the
affordability gap in homeownership opportunities for homebuyers, which may include buyers at the HUD required
50% of area median income. In addition, the City of Minneapotis have secured an additional $2.5 milfion in non-
federal funds to leverage the NSP funds.

Activity B. Purchase/Rehab: CPED will use NSP funds to provide development value gap financing to non-profit
developers to cover the difference between the cost of purchase and rehab of a foreclosed and/or abandoned
property and the sale price. The property will be sold to an income-qualified owner-occupant or rented to an
income-qualified tenant. This strategy will return residents fo neighborhoods hardest hit by foreclosure.

Minneapolis is working with nine non-profit developers, they are: Habitat for Humanity, Project for Pride in Living,
City of Lakes Community Land Trust, Neighborhood Housing Services of Minneapolis, Urban Homeworks, Alliance
Housing, Powderhomn Residents Group, Greater Metropolitan Housing Corporation, and NH Housing.

Of the NSP1 purchasefrehab units, 130 will be targeted to households at 50% area median income ($40,450 for a
family of four), to meet NSP requirements. Approximately 35% of the units will be rental and 65% will be
ownership.

Activity C. Land Banking: CPED will strategically acquire foreclosed or abandoned properties that cannot be
rehabbed due to cost or condition, demolish them and hold them as vacant parcels (land bank) until the market is
ready to absorb new development. This approach will assist with the over-abundance of properties in the market.

Activity D. Demolition: The Department of Regulatory Services will address properties on the City's Chapter
249—Vacant and Boarded Building list that require demolition. This activity is necessary to drive the market back
towards a healthy housing market.

Activity E. Redevelopment: CPED will support the redevelopment of demolished or vacant properties. The
current strategy looks to redevelop 19 housing units.

Administration: NSP will be locally administered by City staff and monitored for compliance with federat and state
requirements. Administrative costs incurred under the program are covered under an allowable administrative fee
of ten percent.

The Minneapolis foreclosure recovery plan is a strategic and timely government intervention for prevention,
reinvestment and repositioning the market to the extent necessary to “tip” the market toward restoring a healthy
housing market.

Minneapolis has used data, mapping and other strategies to locate and target areas of greatest need

The data presented for NSP demonstrate that the high number of vacancies and foreclosures across the target

areas, in combination with under-maintained housing, and concentrated subprime and fraudulent lending are
creating significant neighberhood instability. The data points to a real need to bring homeowners back into these
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neighborhoods in rehabilitated housing that provides for sustainable long-term homeownership. For this reason, the
City will emphasize aggressive acquisition and rehabilitation in combination with homeownership incentives to
quickly retum stable long term residents to the target area neighborhoods.

The other key component of the Minneapolis recovery effort is to gain control of vacant properties and then manage
the disposition and redevelopment of these properties at a scale large enough to build confidence and stimulate
reinvestment. The need for this activity is demonstrated by the large inventory of bank-owned and investor-owned
property, mostly seen in the urban core and suburban census tracts. Properties will be acquired, demolished if
necessary, and land banked for future development. With the help of the Twin Cities Community Land Bank,
Minneapolis will have an effective way to manage the disposition of properties over time to ensure long-term
neighborhood stability.

The City of Minneapolis has strategically targeted resources to areas of greatest need, primarily based on average
foreclosures and vacancies by census tracts. (See Attachment Minneapolis First Look, NSP Eligible Area Map)

Minneapolis is putting NSP1 dollars to work - to date, 43 percent of first round of NSP funds has been
both obligated by Minneapolis.

Activity Obligated {Dollars) Obligated (Units)
0

Activity A—Financing 0.00 Miflion

Activity B—Purchase & Rehabilitate 1.97 Million 54
Activity C—Land Banking 0.82 Million 39
Activity D—Demolition 1.62 Mitlion 103
Activity E—Redevelopment 0.65 Million 19
Administration 1.02 Milfi Q

Minneapolis will meet the requirement that not less than 25 percent of NSP funds will be used towards
housing families at or below 50 percent of area median income

In Minneapolis, the majority of the foreclosures are concentrated in existing low income CDBG target areas where
the average median income of the residents is 71% of AMI. Activities performed in these areas will provide both a
direct and indirect benefit to residents whose incomes are at or below 120% of AMI and in most areas the average
income of the residents is below 80% AMI. All programs will be targeted to households at or below 120% of AMI.

Minneapolis will use 26% of the total funds they receive to provide housing to households at 50% AMI. The City
will partner with non-profit community development organizations to meet the requirement for providing homes to
households whose incomes do not exceed 50% of AMI. Examples of models that will be utilized to provide long-
term affordable housing to families at or below 50% of AMI include:
*  Reduce home construction costs: Utilize in-kind services and donations to reduce the construction costs of
the homes
" Specialized mortgage products: Utilize specialized mortgage products held by non-profit organizations
" Land trust: Sell a home to a family at an affordable price, with a non-profit hoiding the land and offering a
99 year ground lease.
" Buyer assistance: Provide affordability assistance to buyers using NSP2 funds to bring the mortgage
amount to a level affordable to the family. The loan term will be based on the HOME required periods of
affordability.
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Minneapolis has located and been able to purchase real estate-owned (REQ) properties and ensured the
participation of banks, and other owners of REOs

Minneapolis uses two novel concepts in its efforts to purchase REO properties— The First Look Program and
the Twin Cities Community Land Bank. The First Look launched in 2008 and piloted in the Twin Cities is a
testament to the coordinated approach to combating the foreclosure crisis that exists in the Twin Cities. The
Twin Cities Community Land Bank is a public-private venture with a focus on community re-building
objectives. As a non-governmental entity, it is designed to be quicker to respond and more flexible than a
government entity, thereby being position to compete with undesirable investors whose bottom line is profit
to self and not necessarily the community.

Minneapolis was one of the first cities in the nation to partner with National Community Stabilization Trust to
pilot a new, innovative national program to address the housing foreclosure crisis - the First Look Program.
A key component of our foreclosure recovery plan, the First Look Program will help restore neighborhoods
hit hard by foreclosures by allowing the City the opportunity to acquire foreclosed properties before they hit
the open market.

The First Look Program is coordinating the transfer of real estate-owned properties from financial institutions
nationwide to local housing organizations, in collaboration with state and local governments. Lenders —
Wells Fargo, CitiGroup, Chase and others—wili make the properties available pre-market at adjusted pricing.
A key component of recovery efforts is to gain control of properties and then manage the disposition and
redevelopment of those properties at a scale large enough to build confidence and stimulate investment. The
-First Look program will provide this key component to recovery. It expected that First Look lenders will
assist in providing the opportunity to access nearly eighty percent of the foreclosed homes in Minneapolis
pre-market.

Minneapolis was chosen for the First Look pilot program because of our innovative work to fight foreclosures,
which includes collaboration between government, nonprofits, developers, real estate brokers and
community groups and the dedication of financial lenders who are helping restore healthy neighborhoods.
The First Look Program was developed by the National Community Stabilization Trust, a consortium of
nonprofit housing and community development organizations (Enterprise Community Partners, the Housing
Partnership Network, the Local Initiatives Support Corporation, NeighborWorks America, and others). The
goal is to revive a normal, functional, single family real estate market through strategic investment tied to
efforts which engage the private sector on a long-term, sustainable basis.

As of today, the Minneapolis First Look Program has taken a “first look™ at hundreds of properties and has
closed on over 100 properties in Minneapolis. Some of these homes will be distributed to the 9 non-profit
community developers awarded Minneapolis Neighborhood Stabilization Program resources to rehab units,
of which over fifty percent will be targeted to households at 50% of area median income ($40,500 for a family
of four).

First Look and the Neighborhood Stabilization Program provide for immediate reinvestment in our
neighborhoods most highly impacted by foreclosures and will bring families back into homes in Minneapolis.
A core component of our aggressive and innovative fight against foreclosures has been to regain control of
and revitalize foreclosed properties to get them back into the hands of strong, stable home-owners.

As a part of NSP, the Twin Cities Community Land Bank intends to purchase for its public partners in the
City of Minneapolis and the Twin Cities Metro Area, 2000 residential properties and parcels in targeted
communities with the goal of rehabbing the properties and creating sustainable homeownership or rental
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opportunities for individuals and families. The Land Bank will also act as a lender to developers undertaking
rehabilitation and new construction. Finally, Twin Cities Community Land Bank will provide additional
community services to address barriers to community revitalization, such as developing creative
homeownership financial products and coordinated neighborhood marketing.

The NCST First Look program provides an efficient and cost effective mechanism for transferring vacant and
foreclosed properties directly from banks and servicers to approved buyers at an adjusted and highly
favorable price before properties go on the market. The Aged/Targeted Bulk Purchase program provides an
opportunity to purchase clustered properties, thus magnifying the opportunity to significantly improve a
neighborhood.

Primary Challenges Faced by Minneapolis in Implementing NSP and changes to NSP both the Department
of Housing and Urban Development and federal lawmakers should consider

The primary challenges the City of Minneapolis is working to overcome are competition with investors, limited
funding resources for reinvestment and foreclosure prevention, and other NSP requirements that may impact
the ability to act quickly or effectively due to the regulations. The City of Minneapolis surveyed our
community partners, including our non-profit NSP1 developers. Changes to improve the timely and effective
implementation of NSP were identified, including: strategies to compete with investors; additional funding for
neighborhood reinvestment - to prevent foreclosures and rehabilitate foreclosed homes, and other regulatory
issues with NSP. Outside of NSP, a priority for homeowner purchase of vacant and foreclosed homes in
impacted neighborhoods would assist in long-term market recovery.

Investor competition: Minneapolis is pursuing an aggressive property acquisition when the housing market
is low and properties are inexpensive. Minneapolis has developed multiple strategies to compete with
investors in order to prevent the turn-over of single family homes to rental. The First Look program is a
primary tool to strategically acquire foreclosed properties to rehabilitate or sell directly to homeowners. This
tool will be enhanced by the innovative Twin Cities Community Land Bank. This success may be at risk due
to the increase market demand and the rise in short sales, Deeds in Lieu, Contract for Deed and other
similar activities.

Investor competition is a main challenge in bringing foreclosed properties on the market to homeowners. A
homeowner with a FHA approved mortgage with a 30 day approval time does not compete with cash-in-hand
private investors. Sellers have accepted lower cash offers the higher offers of our non-profit NSP developers
that are subject to NSP requirements. NSP developers have also lost properties where the sellers offer price
did not meet the 1% discount; and the seller would not reduce the price and sold to an investor. Properties
prime for rehabilitation and homeownership are being lost to private investors.

Minneapolis currently has a12-month short sales inventory and one-month foreclosure inventory without adequate
tools to compete for short sales with private investors. Short sales are not eligible in NSP. NSP will be more
successful in assisting housing markets to recover from the impacts of foreclosure if short sale properties are
eligible. The lack of uniformity in lender practices regarding short sales, with up to 6 -14 month processing
timelines, have forced potential homebuyers and their realtors to shy away from even considering the
purchase of short sale homes. With the majority of these homes being purchased by investors, the strides
made to promote homeownership in these neighborhoods impacted by foreclosures with programs such as
NSP and First Look may be seriously undermined.

The foreclosure process is long, and in many cases in the hardest hit areas it results in buildings sitting
vacant and subject to crime and vandalism further contributing to the decline of the surrounding housing and
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the neighborhood overall. Allowing purchase of properties through a short sale may also allow for stabilizing
structures while they are still occupied with responsible tenants therefore mitigating the effects of the
foreclosure. The purchase of properties in this phase of foreclosure prevents the household of having the
foreclosure on their credit rating and allows them to have the opportunity of purchasing another home in the
not too distant future and assists them with finding immediate alternative housing.

Changes to NSP to address investor competition:

+ Develop strategies for homebuyers with a now 30 day purchase process to compete with immediate
cash offers

* Address NSP and CDBG regulations that slow the purchase process for developers using NSP funds

« Expand eligible properties to include short sales by changing the definition of foreclosure

Limited funding for neighborhood stabilization: The City of Minneapolis, the Twin Cities Community
Land Bank and our partners have leveraged over $30 million in resources to match NSP funds, yet we have
had to pass on many properties because of the need to target limited resources and the prohibitive cost to
redevelop some of the properties. Each property requires layering of multiple acquisition, construction, and
affordability gap financing sources which slows the process and can impact our ability to acquire strategically
located properties.

Additional funding is also necessary to prevent foreclosures; to assist with loan modifications, employment services
to connect at risk homeowners with opportunities to increase their income, or funds to make emergency repairs to
keep people in their homes. NSP is not designed as a foreclosure prevention program. If a non-homesteaded
property is foreclosed and the tenants are evicted, they too are victims. Funds to allow for these families to
be housed as opposed to being victims of the foreclosure are needed.

Changes to address limited funding for neighborhood stabilization:
e We support efforts to bring forward an NSP3 program and to complete foreclosure recovery efforts in
impacted areas
s Provide funds for foreclosure prevention activities
o Mortgage foreclosure counseling to assist with successful HAMP and HAFA applications
o Emergency crisis repair funds to prevent foreclosure
o Employment services to increase household income
o Foreclosure related assistance to stabilize renters and prevent homelessness

Other issues and changes in NSP regulations that are of concern: Compliance with NSP and CDBG
regulations slows the process in a market that requires immediate response and may also have other
unintended consequences. Flexibility in the timing of requirements for appraisals, discounts, environmental
review, and tenant occupancy are necessary for NSP developers to compete with private investors.

Purchase offers require contingencies for appraisal and environmental review: These contingencies make it
challenging for subrecipients offer to be competitive. The environmental (SHPO) is a pre-requisite to rehab projects,
regardless of if the findings do not have an impact on the re-use. This results in investors usually having the upper
hand and could have an impact on the 18 month obligation.

Tenant occupancy: Documenting that property was not occupied by a tenant at the time of foreclosure or
afterwards, before the offer is made slows the process and may result in loss of the property. The foreclosing
entity may not sign a contingency that verifies the 90 day vacancy requirement.  Subrecipients must assurme the
risk of paying relocation funds if they can't verify. This results in investors usually having the upper hand and could
have an impact on the 18 month obligation.
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Sustainable housing for households at 50% AMI: The practical effect of this requirement in Minneapolis is
to reconcentrate households of color and households with low-incomes in neighborhoods with the highest
concentration of poverty. The requirement (25% of all funds) should spread across all activities, at a
minimum to provide greater opportunities for sustainable homeownership for these individuals, families, and
our neighborhoods. To effectively serve households whose income is at or below 50% AMI, the requirement
should be for a percentage of units produced for all of the activities versus total funds received.

The exclusion of development being done under Activity E, which in our area are vacant abandoned
buildings which are a blighting influence on the community and the City as a whole, further complicates our
ability to address the neighborhoods, properties and households hardest hit and house lower income
households. The Redevelopment activity E does not credit the count of 50% AMI households when the
property is only vacant and not foreclosed. A family with income at 50% AMI is not counted towards the 25%
if the property is not foreclosed. This makes the 25% threshold harder to meet.

Conclusion

Thank you for the opportunity to share some of my experiences with implementation of the Neighborhood
Stabilization Program in Minneapolis. Foreclosure Recovery is well underway yet it will require the continued
combined efforts of all partners in all sectors to reach our destination. | hope that the collaborative and innovative
programs developed in the City of Minneapolis will hasten that recovery and serve as a model for other
communities.

Minneapolis Key Partnerships:
National Community Stabilization Trust

Family Housing Fund

Local Initiatives Support Corporation

Minnesota Housing Finance Agency

Hennepin County

Brooklyn Park

Minneapolis Consortium of Community Developers
Minnesota Homeownership Center

Minnesota Foreclosure Partners Council
Neighborhood Housing Services

Pahlad Family Foundation

Northway Community Trust

Tree Trust

Fannie Mae

Wells Fargo

General Mills Foundation

Franklin National Bank

Home Depot Foundation

Minneapolis Association of Realtors

Neighborhood Associations, Community Councils and Partnerships
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City of Minneapolis

Foreclosures by Ward

1st, 2nd and 3rd quarter 2009

Total = 1,680

Legend

®  Foreclosures
Ward

Notes:

1- Map reports foreclosure sales reported by

the Hennepin County Sheriff to Taxpayer Services
Department and later sent to City of Minneapolis
CPED Research Division.

Hennepin County's methodology is to count all
foreclosure sheriff’s sales categories

and judgments)

2-The map displays foreclosures at the Sheriff's
sale as of June 15, 2009 and does not take

into account foreclosures recorded after the data
was compiled, nor any properties later redeemed
by the owner in the 6 month redemption period.

Minneapolis
Ciy ofLokes
Gommunity Plarving &

i
Ezoremic Developmert North
Source: Community Planning
and Economic Development Research
with data from Hennepin County.
November 30, 2008
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Minneapolis First Look
NSP Eligible Area Map

Based on Average of Foreclosure
and Vacancy Points by Census Tract

B
1) UL, by Census Thact

Legend

m MPS Targed Area

I Neighorhood

{:::} Zip Code

Average point
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Testimony submitted by Leslie Parks for the Congressional Record on January 22", 2010

To be included as part of prepared testimony presented at the January 23rd Subcommittce on
Housing and Community Opportunity Field Hearing, re.

The Impact of the Foreclosure Crisis on Public and Affordable
Housing in the Twin Cities

My name is Leslie Parks. I am here to discuss with you a very important matter that has not only
affected my mother, grandmother and I, but many pcople around the state and in this country. I
am writing to discuss foreclosed homes, and the problems of banks distorting the rates of home
mortgages. ] am a victim of a foreclosed home whose house was on the verge of being sold onto
the market because of a switch from a fixed rate loan to an adjustable ratc mortgage.

How it all happened:

The story of our crisis is not simple enough to explain. On November 18™ 2005, my mothcr
refinanced the loans she had on her duplex in Minneapolis on Park Avenue so she could look
after my 88 year old grandmother (my mother’s mother). The duplex is one of her two properties
she owns. I live in the duplex which I rent from her, and she lives in a home she purchased a
decade before. For my mother Tecora, she had the necessary qualifications she needed to apply
for a fixed ratc conventional loan to the city mandated upgrades of the windows in the duplex.
When she met our loan broker, she was told to sign paperwork for the loan and was told to not
datc any of the paperwork. This is considered illegal by law to authorize. What she believed was
a signature of coverage for some law required updates on our property turned into an increase
mortgage that was fixed for 6 months, then changed to every month thereafter. It did not take us
long to figure out that she had been forced to sign into a teaser rate Adjustable Ratc Mortgage
(ARM). The loan broker could have given my mother a home cquity linc of credit, or a home
improvement Joan, but he decided to treat us unethically. Not only did the mortgage go up
because of the ARM, my mother was charged excessively high fees for his service.

The effects of the ARM:

The loan broker who tricked my mother to sign the ARM has sincc gonc out of business due to
how the statc of Minnesota has changed the way a loan broker could do business. Because of
how this man chose to deceit her, my mother reached out to Indy Mac Federal Bank. This bank
only made things worse by denying to my mother the paperwork that they claimed was never
sent to them. This bank found a way to raise the payment of the duplex from $1300 a month to
$2300 a month. Not only was my mother effected by the increasc mortgage, 1 was too. I have
rented from my mother’s duplex for over a decade, and have lived there cven after she moved to
anew home. I had never drecamed that something so simple as applying for a loan could do so
much damage. My mother couldn’t see this either. My mother could alford paying both
properties, until the loan broker forced us into the ARM. Things just continued to get worsc.

On the 18" of May 2006, I came home from work to discover that I was locked out of my
property. There was ncver a notice given to me about this unlawful action which I soon found
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out was a break in by the Indy Mac Federal Bank. I eventually got access to my home again after
calling a locksmith. A couple of ycars later, the same incident happened to me and T had to take
action on this. I took the Indy Mac Federal Bank to Court aver their actions which they claimed
was a mistaken belicf the property had been vacant.

What I want:

The stress of having my property which is a property of my family has madc us all very ill. I
don’t ask for much other than the Indy Mac Federal Bank working with us to bring down the cost
of our property. My mother has ncver done anything unlawful or hurt another person. She is a
wonderful law abiding citizen who loves everyone around her very much. Recently, she has had
to undergo kidney surgery, and has come close to dying from heart failurc because of the stress
causcd by the banks. We do not deserve punishment by the banks like this. All we want is our
lives back and for this mess to come to a complete stop.
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January 23, 2010

‘The Honorable Maxine Waters

Chairwoman

Subcommittee on Housing and Community Opportunity
Committee on Financial Services

House of Representatives

Washington, DC 20515

Dear Chairwoman Waters:

Thank you for coming to Minneapolis to hold a hearing of your subcommittee to
examine “The Impact of the Foreclosure Crisis on Public and Affordable Housing in
the Twin Cities.” We appreciate you giving attention to this critical issue. Rebuilding
Together believes affordable housing is the key foundation needed before other goals
such as education, employment, {family stability and independence can be achieved.

As you well know, many cities like Minneapolis have been hit very hard by the
foreclosure crisis, and the ripple effects hurt the entire community, not just the
families of those whose homes are lost by foreclosure. The purposc of my writing is
to point out the particular area of affordable housing that Rebuilding Together serves
— that of the low-income homeowner.

As in other cities, the low-income neighborhoods in Minneapolis have many owner-
occupied homes. Many of these homeowners are long-time residents living on fixed
incomes, some owning their homes outright having paid off the mortgage. They are
not, however, part of the wave of home buying and below-rate mortgages that
cxacerbated the foreclosure crisis. Nevertheless, these low-income homecowners are
very much affected by the foreclosures taking place around them. As their neighbors
lose their homes, they see the fabric of their community weakening. Boarded up and
abandoned homes have a chilling effect in that they breed insecurity among the
residents who remain. They are further weakened by the lack of confidence local
bank then have in these areas, and the resulting inability to secure loans for needed
repairs and upkeep.

At Rebuilding Together Twin Cities, we know this is the case among the low-income
homeowners we serve. We are seeing an increased need for our home repair and
rehabilitation services, which we provide free of charge to homeowners in need. The
hele in the roof or the rotten windows cannot wait for the bank to feel better about
providing a loan.

It is very unfortunate that the HUD Neighborhood Stabilization Program (NSP)
funding is not available to cxisting homeowners who are in dire straits, not because
they face foreclosure, but because they can’t afford needed repairs and can’t secure
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loans for this work. After foreclosure, the horse has already left the barn! To truly
preserve homeownership and stabilize neighborhoods — the mission of Rebuilding
Together — we believes HUD should have a program dedicated to helping such
homeowners. The foreclosure crisis is serious enough to justify the multi-billion
dollar NSP. In the very same vein there should be a separate program, outside of the
CDBG program, to help fund home repairs for low-income homeowners residing in
the neighborhoods hit by foreclosure.

Rebuilding Together Twin Cities’ mission is to bring volunteers and communities
together to improve the homes and lives of low-income homecowners. This assures
that low-income homeowners — particularly older adults, people living with a
disability and families with children — live in warmth, safety, and independence. An
affiliate of the national Rebuilding Together organization, Rebuilding Together Twin
Cities has been preserving and revitalizing homes and communities in the Twin
Cities metropolitan area since 1997. Programs provide opportunities for community
involvement and support for community volunteers. Through sponsors and volunteer
efforts, we also strive to have an impact on communities and the non-profit places
where neighborhood members gather.

The national organization of Rebuilding Together, based in Washington, DC, is the
fargest nonprofit working to preserve affordable homeownership and revitalize
neighborhoods by providing home repair and renovation services free of charge to
those in need. Through 206 affiliates nationwide, and with the support of corporate
sponsors, focal businesses and the hands-on work of over 200,000 skilled and
unskilled volunteers, Rebuilding Together renovates and repairs over 10,000 homes
and community centers annually, creating a market value of nearly $100 million.

In addition to our core home repair work, Rebuilding Together conducts home
modification and repair programs that focus on elder home safety, energy efficiency,

veterans housing, and disaster rccovery and reconstruction.

Thank you for the opportunity to submit this letter. We request that it be made a part
of the hearing record.

Respectfully submitted,

Kathryn Greiner
Executive Director

Cc: Congressman Keith Ellison
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