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(1)

H.R. 5039, THE SAVING AMERICA’S 
RURAL HOUSING ACT OF 2006

Tuesday, April 25, 2006

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 2:04 p.m., in room 

2128, Rayburn House Office Building, Hon. Geoff Davis presiding. 
Present: Representatives Davis of Kentucky, Neugebauer, Cleav-

er, and Waters. 
Mr. DAVIS OF KENTUCKY. [presiding] This hearing of the Sub-

committee on Housing and Community Opportunity will come to 
order. The Subcommittee on Housing and Community Opportunity 
meets today for the purpose of hearing testimony on H.R. 5039, the 
Saving America’s Rural Housing Act, a bill to improve Section 515, 
Rural Multi-Family Housing Programs, through sensible and time-
ly reform measures. 

The Housing Act of 1949 originally authorized the U.S. Depart-
ment of Agriculture to make loans to farmers to improve their abil-
ity to provide decent living quarters for their employees and others. 
The program has evolved over the years to provide affordable hous-
ing for the rural community as a general population. 

Rural Development, an agency in the U.S. Department of Agri-
culture, released a November 2004 study prepared for USDA by a 
private consulting firm on the Section 515 portfolio. With an aver-
age property age of 28 years, the study revealed that nearly all 
Section 515 properties included in the study were in need of addi-
tional funds to cover essential repairs and maintenance costs. 

I’d like to briefly share with the committee one of the most inter-
esting observations of the study, ‘‘If new funds are not invested in 
these properties, two-thirds of the portfolio will only be able to 
maintain its current status, which keep in mind is not good already 
for the majority properties. If the roofs never leak, the paint jobs 
last forever, the building siding is everlasting, no potholes ever de-
velop in the parking lot, no one will ever need to replace a furnace 
or air conditioner, no doors will ever rust or rot, and all windows 
will work forever.’’ 

If you’ve ever owned a home, you know that these things would 
be ridiculous assumptions on which to base your personal budget 
in an investment in a home or residential property. And they cer-
tainly aren’t assumptions on which I’d like to base national policy. 
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The fact of the matter is that Section 515 properties need help, 
and they need it now, and they need our help. It will only become 
more expensive to maintain the program as time progresses. I’ve 
seen firsthand the dilapidated state of the Section 515 portfolio 
while traveling Kentucky’s diverse Fourth District during my first 
year as a representative. In the Fourth District alone, there are 40 
Section 515 properties. Many of the properties are in dire need of 
assistance and repair. 

Solutions are needed now to revitalize the program and ensure 
that it’s sustainable for the future. These reforms will have a direct 
and positive impact on over 1,000 families in the Fourth District 
of Kentucky and many, many more in rural communities across the 
United States. 

H.R. 5039 will create a revitalization program by offering re-
structuring plans to Section 515 development owners. This will pre-
serve ailing Section 515 properties for the future, saving the 
United States taxpayers approximately $2 billion in maintenance 
and rehabilitation costs by addressing the programs preventively 
now. 

Section 502(c) of the Housing Act restricts the rights of owners 
of Section 515 properties to prepay their loan, even after they’ve 
fulfilled their contractual duty to the USDA. H.R. 5039 will nullify 
the onerous restrictions in Section 502(c) to allow for prepayment 
of certain Section 515 loans entered into before 1989, thereby alle-
viating expensive litigation against the Rural Housing Service, 
which has cost taxpayers in the United States millions of dollars 
today. 

Additionally, a voucher program will be created to protect ten-
ants who live in the properties subject to prepayment. It’s esti-
mated that only 10 percent of the current development owners 
would consider prepaying their loans. 

H.R. 5039 will save money on future litigation by nullifying the 
burdensome prepayment restriction and protecting tenants, while 
revitalizing the existing Section 515 portfolio to continue the tradi-
tion of providing housing assistance to our rural families. 

This is proactive legislation that seeks to deal with the apparent 
problems now rather than deal with more expensive solutions later. 
I’d like to thank the Administration, the Financial Services Com-
mittee, Ranking Member Frank, Chairman Ney, and other Mem-
bers on both sides of the aisle for their help in putting together a 
good piece of legislation that will help to solve the problems of pre-
payment while combatting the aging portfolio of Section 515 prop-
erties. 

The bill institutes sensible and timely reforms that will enable 
the program to continue providing low income rural families with 
affordable housing. 

Thank you, Chairman Ney, and Ranking Member Waters, for 
holding the hearing today on such an important and relevant topic. 
I also want to thank the witnesses on both of our panels for partici-
pating, for their graciousness in attending the hearing today, and 
I look forward to hearing your testimony and your thoughts on the 
Section 515 program. 

Without objection, all members’ opening statements will be made 
part of the record. Does the gentleman from Texas have an opening 
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statement? Then we’ll move to introducing the first panel, in which 
we have one witness. I’d like to introduce Mr. Russ Davis. He’s the 
Administrator for Rural Development Housing and Community Fa-
cilities Programs at the Department of Agriculture. 

Prior to joining the Department of Agriculture, Mr. Davis served 
as a Senior Policy Adviser with the Department of the Treasury, 
and during the Administration of President George Herbert Walker 
Bush, he served as the Acting Deputy Assistant Secretary for 
Housing Operations at the Department of Housing and Urban De-
velopment. 

Without objection, your written statement will be made part of 
the record, and you will be recognized for a 5-minute summary of 
your testimony. 

STATEMENT OF RUSSELL T. DAVIS, ADMINISTRATOR, USDA 
RURAL HOUSING AND COMMUNITY PROGRAMS 

Mr. DAVIS. Thank you very much, Mr. Chairman and members 
of the subcommittee. I thank you for the opportunity to present 
this Administration’s initial comments on H.R. 5039, the Saving 
America’s Rural Housing Act of 2006. 

Let me begin by acknowledging and thanking the sponsors and 
co-sponsors of H.R. 5039 for their leadership on this important 
issue. Mr. Chairman, we appreciate the fact that you personally 
have been interested in this bill, as well as Chairman Ney, and 
Ranking Member Frank. The quality of thought and effort are evi-
dent throughout. We also thank everyone involved with this legis-
lation for their work and the experience they have brought to this 
process. 

There is an urgent need to address long-term physical and eco-
nomic needs in the rural rental housing portfolio. There are over 
17,000 properties in this portfolio. Our studies have shown that the 
two biggest threats to it are prepayment, expected to affect 10 per-
cent of the portfolio, and more importantly, the potential loss of 
properties due to physical deterioration and economic obsolescence. 
This bill will address both problems. I’m grateful that we are step-
ping up to that challenge. 

The Administration supports the basic strategy outlined by this 
legislation and believes it will work. In fact, I’m pleased to report 
to the committee that the two new housing mechanisms in this bill, 
rural vouchers and debt restructuring, are already being tested on 
a demonstration basis with promising results. 

First, and thanks to your assistance, Mr. Chairman, USDA 
issued its first rural housing vouchers last month. A property in 
southern Georgia had left the program after meeting all of the pre-
payment requirements. The residents would have faced eviction 
within 30 days, but Under Secretary Thomas C. Dorr, of the USDA, 
personally went to Georgia to give the affected families housing 
vouchers that allowed them to remain in their homes. 

On the debt restructuring side, and also thanks to your assist-
ance, Mr. Chairman, USDA has begun a test demonstration of the 
types of multi-family restructurings envisioned in H.R. 5039. With-
in the last 30 days, owners of approximately 4,000 properties have 
applied to undergo debt restructuring. This shows that there is de-
mand for the transactions authorized by H.R. 5039. The 4,000 ap-
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plications total almost 25 percent of the entire Section 515 port-
folio. But without the authorization provided by H.R. 5039, only a 
handful of these can undergo a restructuring that will keep them 
affordable. 

The Administration’s own revitalization proposal was circulated 
on the Hill in August of 2005. The President’s fiscal year 2007 
budget supports this proposal by requesting $74 million for vouch-
ers and debt restructuring. The Administration’s proposal and H.R. 
5039 are generally quite similar. We support the bill, with certain 
clarifications, and look forward to working with the subcommittee 
to address these issues. 

One item of concern is that H.R. 5039 would set a maximum ten-
ant contribution of 30 percent for restructured properties. This has 
been called the overburden provision, as it aims to protect tenants 
who pay over 30 percent of their incomes toward rent. 

Our concern with this provision in H.R. 5039, as written, is that 
it may have unintended consequences. If the maximum rent provi-
sions remain in H.R. 5039, at a minimum, we strongly recommend 
that certain controls be put in place that would still protect the 
currently overburdened. Such provisions could include: 

First, allowing restructurings where additional rental assistance 
funds are required only for residents in units who are overbur-
dened at the time of restructuring, in other words, taking a snap-
shot of the property at that time. This would protect the currently 
overburdened, yet not expose the properties in the program to high, 
open-ended costs if the overburdened leave the properties. 

Second, we would suggest limiting the potential beneficiaries to 
tenants or applicants who don’t already have HUD assistance. 
About a fifth of our units already have Section 8 tenant assistance. 
We believe that the Section 515 program will, in the long run, be 
on a stronger footing by preserving multiple sources of tenant as-
sistance. 

The Administration applauds Members of Congress for taking 
this very important first step. We remain committed to protecting 
tenants and retaining as many properties as we can in the Section 
515 program. USDA Rural Development looks forward to working 
expeditiously with Congress on this important legislation. 

Thank you very much. 
[The prepared statement of Mr. Davis can be found on page 73 

of the appendix.] 
Mr. DAVIS OF KENTUCKY. Thank you, Mr. Davis. This is an issue 

in the rural counties and transitional counties in my home district. 
We have great personal interest in creating longer-term, affordable 
housing opportunities increasing that outreach, but also making 
sure that we have good stewardship of the process. 

So one question I’d like to start with is, do you feel that the pro-
gram that we presented in this legislation gives you all the restruc-
turing tools that you need? 

Mr. DAVIS. Yes, Mr. Chairman. We believe that this is an ade-
quate set. There are approximately 10 different tools enumerated 
in the legislation, and this gives us what we call a tool box that 
we can choose the least expensive and most effective financial tool 
in any given situation. 
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Mr. DAVIS OF KENTUCKY. One related thing which is of some con-
cern to me, just in general, dealing with many Federal agencies, 
some of the process tools or systemic tools, software in particular, 
methods of processing information and maintaining accountability 
are, let’s say, somewhat less efficient than we find in the commer-
cial sector, because of the goal to keep costs under control and 
more money adding value directly. 

Could you comment a little bit on the steps that you’re going to 
take to make sure that taxpayer dollars are not paid away in over-
head in this program but that we can direct more to the front 
lines? 

Mr. DAVIS. Yes, Mr. Chairman, that’s a very good issue. We have 
been looking very closely at the logistics of what it will take to 
process up to 10,000 properties for restructuring, and what it really 
comes down to is that we have to use automation and standardiza-
tion to get large numbers through on time. 

We have prepared standard documents over the past year, and 
in fact we’ve closed a number of properties already under our cur-
rent authorities, so that we have standard documents and we are 
not handcrafting property by property. We’re going to have to do 
these wholesale, not retail. 

The second thing we are doing is automating the process. We’re 
linking the documents together so that, again, we are not rein-
venting the wheel on every property. I would point out that we 
took in 4,000 property applications for the restructuring in 30 days, 
and we did it all on the Web in an automated fashion, and are scor-
ing them automatically. So automation and standardization are 
really going to be critical to keeping the cost of these transactions 
down. 

Mr. DAVIS OF KENTUCKY. As the legislation moves forward, I’d 
personally like to see some of the tools that you’re using. Hopefully 
they can be adopted in some of our other agencies, as well, to speed 
processing and to reduce cost. 

Before deferring to other members for some questions, I do want 
to have you discuss one practical application, a pilot project you al-
luded to in your testimony in Hinesville, Georgia. There was a pilot 
program with the use of vouchers for folks who were caught in the 
prepayment situation. 

And one of the, I guess, some would call it six degrees of separa-
tion, but it’s apparently a very small world circumstance. Many of 
the soldiers that you mentioned in that, whether you realize it or 
not, were from the 2nd Brigade Combat Team, the 3rd Infantry Di-
vision, who had just come back from Iraq at the first of the year, 
and they were commanded by a close friend of mine from college. 

So, I’d like you to maybe bring the human side of this and how 
this—the pilot process steps were implemented by the Secretary 
down there personally, but also if you might comment as well on 
maybe some things that you saw in the process that could be im-
proved or changed to make it even more effective when we get to 
an actual rollout. 

Mr. DAVIS. Sure, and I thank you for the opportunity, Mr. Chair-
man. The voucher program is designed to protect tenants when 
there is a prepayment of the loan. When the loan is prepaid, the 
rental assistance terminates, the property leaves the program, and 
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the tenants are effectively on their own. We do not have a conver-
sion voucher program like HUD does, and that is one of the things 
that H.R. 5039 is addressing. 

On a pilot basis, we were given a small amount of money this 
year to experiment with a voucher program. In order to implement 
it quickly, without going through the entire regulation process, we 
worked with HUD on an interagency agreement to essentially use 
their regulations. In the second week of February, we received no-
tice that a property in Hinesville, Georgia—which is, I believe, 
where Fort Stewart is—had given notice that they would be pre-
paying in about 10 days. And in fact, they did prepay their loan. 
And the residents had 30 days to leave the property or face a dou-
bling of their rents. The area is growing very quickly, and the 
housing markets are very, very tight. And we have heard that 
housing markets were affected up to 100 miles in each direction. 
So the tenants did not have very many options. 

The Under Secretary was able to go down there and was able to 
hand out vouchers to the tenants. They had gotten notice within 
2 weeks of their rent increase notices, so they were allowed—they 
were permitted to stay in their properties, and the rent increase 
was effectively picked up by the vouchers. This actually was a cost-
effective way for us to protect the tenants, so we are pleased with 
the low cost of it, but also the flexibility. Normally, we would only 
use vouchers if there were no other way to protect the tenants, 
such as finding vacant units in other properties of ours or finding 
other housing subsidies. This is one of those cases where all of the 
other possibilities we had were not available, and so the vouchers 
were available just in time. And we thank the committee for their 
help on this. 

The woman who received voucher number one was a service-
woman, and there were quite a few servicepeople in this apartment 
complex. 

Mr. DAVIS OF KENTUCKY. One more question that comes to mind 
just listening to you describe that story, particularly as we’re deal-
ing with prepayment situations, one thing that I would not want 
to see happen, and that I know many of the panel members would 
feel the same way, is that there be no means for a precipitous evic-
tion, particularly in a situation like that. 

Do you foresee any controls from a regulatory perspective? You 
know, I’m very troubled hearing that soldiers coming back from 
serving their country would be faced with what might be greed-mo-
tivated eviction on the part of a civilian property owner there. But 
what can—what would you recommend or see as steps to take to 
prevent such a thing from happening in the future? 

Mr. DAVIS. Well, we believe that the more notice, the better. And 
there is some discussion, and you will hear from the panel coming 
later; there is some discussion about the timing of the notice pe-
riod, and this is something we’d like to work with the committee 
on. 

There are two competing forces. The owners, the financiers, and 
the government want as much notice as possible, because they 
need to get other financing lined up or buyers, etc. Whereas the 
longer the tenant notice you have, the tenants live under a cloud 
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longer, and they become understandably concerned. There can be 
a lot of anxiety. 

I see what happens when these notices go up in the washroom, 
and we want to minimize any period of anxiety. That’s why we 
really like having the voucher option so that we can say, don’t 
worry about this. You will be taken care of. And that’s the most 
important thing. So having a voucher is number one. 

And number two is having a good marketing effort around a rea-
sonable notice period so that the tenant anxiety is minimized. 

Mr. DAVIS OF KENTUCKY. Okay. Thank you. The gentleman from 
Missouri, Mr. Cleaver. 

Mr. CLEAVER. Thank you, Mr. Chairman and Mr. Davis, thank 
you for being here today. With what we have all seen in the Gulf 
Coast region, I’m wondering what the demand is in that area. 
We’re talking about properties before 1995. How many properties 
were damaged or destroyed in Hurricanes Katrina and Rita? Do 
you have any idea? 

Mr. DAVIS. The numbers I have seen from FEMA, the single fam-
ily homes, about 120,000 or so in Louisiana, and I believe 80,000 
in Mississippi. That’s my recollection from their documents, and I’ll 
get you the right number. 

Mr. CLEAVER. No, I’m talking about the 515 program. 
Mr. DAVIS. Oh, in the 515 program. We have 13 properties that 

had significant to total damage. One property was just absolutely 
destroyed, and we have provided rehabilitation funds for those, and 
the people who were living in those were able to take their sub-
sidies to other properties. 

So, because they were located in rural areas, we were set back 
farther from the urban areas on the coast. And so our multi-family 
properties did not bear the brunt of it. 

Mr. CLEAVER. That’s good. However, I understand that this pro-
gram was $20 million or the money that—there’s no money in this 
proposed budget for 515? 

Mr. DAVIS. The 515 budget money is spread over a number of ac-
counts. We have $74 million for Section 515 properties. It’s a new 
budget item so it doesn’t often get noticed, but it’s called revitaliza-
tion. It is to cover this bill, and it’s $74 million for repair, rehabili-
tation, and vouchers. 

We get more leverage off of that $74 million because of the credit 
and loan provisions in this bill, which allows that funding to go a 
lot farther. We are essentially using this function for rehabilitation 
and reconstruction, rather than new construction at the moment. 

Mr. CLEAVER. Okay. Thank you. You’re right. It doesn’t get no-
ticed. The final question, Mr. Chairman, which do you prefer, the 
30- or the 90-day notice? Can you say? 

Mr. DAVIS. Personally, I would rather address this in the discus-
sion with the committee and the industry groups and the public. 

I’m not saying that there’s anything secret here, but I’d prefer a 
longer notice period for the owners but a shorter one for the ten-
ants. And somewhere, and I don’t mean to evade the issue, we be-
lieve that 90 days is a sufficient period to find buyers or financing 
when that’s necessary. 

Mr. CLEAVER. Why? 
Mr. DAVIS. I’m sorry. I don’t understand. Your question is— 
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Mr. DAVIS OF KENTUCKY. Would the gentleman yield for just 1 
second? 

Mr. CLEAVER. Yes. 
Mr. DAVIS OF KENTUCKY. I think that what Congressman Cleav-

er is asking, probably the same question that I’m asking, if I might 
clarify it. It seems a little paradoxical—would you explain why we 
want the longer notice for the property owner and a shorter notice 
for the tenants. If you could clarify what that means in the prac-
tical application. 

Mr. DAVIS. Oh, I’m sorry. I did not mean a shorter notice period 
for tenants. Everybody would get the same notice period, but we 
want to inform the tenants almost immediately to make clear to 
the tenants that a lot of what is going on will not affect them. They 
will have vouchers or we will have some way to protect their rent. 
It’s a matter of keeping the anxiety level down. 

Mr. CLEAVER. I understand the answer. I disagree with it, but 
I understand your answer. 

Mr. DAVIS. Okay. 
Mr. DAVIS OF KENTUCKY. The gentleman from Texas is recog-

nized for 5 minutes. 
Mr. NEUGEBAUER. Thank you, Mr. Chairman. I want to start a 

little bit different line of questioning. Mr. Davis, talk to me a little 
bit about the voucher program. Is that a temporary voucher until 
they can make transition housing, or if that goes to a market-based 
project they can stay there and continue to get voucher rental as-
sistance for what period of time? 

Mr. DAVIS. Sure. The voucher program that the Administration 
had proposed, and is mirrored here, is a tenant-based portable 
voucher, meaning that they can use it in the property they are 
originally in, or they can take it to another property, theoretically 
anywhere in the country, but the rent is limited to where they 
started out. 

It is a 1-year term currently in our demonstration program, but 
it has a renewal that would be subject to appropriations. This 
would be like our rental assistance currently when the term ends; 
it is subject to appropriations to renew that rental assistance, and 
we would be renewing these vouchers under this bill the same way. 

Mr. NEUGEBAUER. Because Secretary Jackson comes over a num-
ber of times a month, and he says over and over and over again, 
that this voucher program is squeezing the life out of the housing 
program in this country. What kind of things do we look for—in 
other words, if you go—let’s say that you go to a voucher program, 
how are you going to handle the competition between the funds for 
building new housing in rural America and offering the voucher as-
sistance at the same time out of the same budget? 

Mr. DAVIS. Well, that’s a good question. It is obviously subject to 
appropriations as is new construction, and there is always tension 
in a tight budget atmosphere. We have always placed the highest 
priority on renewing current assistance and protecting tenants who 
are currently there. That is throughout this bill our number one 
principle—protecting the current tenants in their markets or in 
their properties. 

The prepayment vouchers in this proposal are to cover a portion 
of the portfolio that is expected to prepay, which is about 10 per-
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cent of the portfolio. It is a small part of a much larger problem, 
which is keeping as many properties in the program as possible. 
We are not looking to voucher out the 515 program at all. This is 
just a small component. 

Mr. NEUGEBAUER. And talk to me a little bit about—I think you 
said you expect about 10 percent prepayment if this legislation is 
passed. How will that impact the program? I mean— 

Mr. DAVIS. The total portfolio is about 17,000 properties, so 10 
percent is around 1,700 properties, and that’s about 50,000 units. 
This group is mostly in high cost areas, although they can appear 
anywhere, but we have a lot of properties that were in rural areas 
30 years ago, and the cities grew. They are now in high-cost sub-
urbs. We have properties that are now in resort areas or just very 
nice areas that people are moving to and have become high-cost 
areas. These properties are drawing a lot of the resources out of 
the rest of the portfolio. 

We see the voucher program as solving one part of the portfolio’s 
problems. 

Mr. NEUGEBAUER. One of the things—I have a very rural district 
also—and one of the things that mayors and county judges call me 
all the time about is, you know, what can we do to get more afford-
able housing? And I want to compliment—some of your folks in 
Texas have always agreed to go and meet with the community 
leaders on some of the options that are available to them. 

As you move forward, do you see this program threatening any 
new build opportunities for the future? Because some communities 
are currently underserved and don’t have existing housing stock in 
their community, and so obviously we need to make sure we have 
funds for new program opportunities that would be needed. 

Mr. DAVIS. I thank you for asking about that. We have two loan 
programs for new construction, Section 515 and Section 538, which 
is a guaranteed loan program. I’m very reluctant to pit them 
against each other because it does neither program any good to 
have them fighting against each other. I’d prefer to view them sep-
arately. 

For the 515 portfolio, the best advantage we get for the dollar is 
repair and rehabilitation right now. We can repair a unit for, on 
average, $20,000 a unit, whereas a new unit would cost $85,000 
and up. So, we see the current role for 515 right now as a repair 
and replacement program. The Section 538 program has advan-
tages of very high leverage and the ability to draw a lot of outside 
money. We are building 10 times the units in the Section 538 pro-
gram per budget authority dollar as we are in 515. They serve the 
same constituencies in different ways. We are interested in looking 
at the 538 program to see how that might be more useful for par-
ticularly very, very low income people. But we want to build two 
strong programs. We don’t want to get the two competing against 
each other. 

Mr. NEUGEBAUER. My time has expired, Mr. Chairman. Thank 
you. 

Mr. DAVIS OF KENTUCKY. The gentleman’s time has expired. Be-
fore moving on, I’d like to return to the tenant-property owner 
question here. The economics are, I think, very straightforward on 
using market-based principles to leverage the value of the property 
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and maintain a quality living environment. And I appreciate those 
very much. I think it’s going to be good for the American taxpayer, 
good for the enhancement of our affordable housing program. 

But coming back to the timeframes of notification both of prepay-
ment and also tenant notification, what I was wondering if you 
could take a couple of minutes and do before the ranking member 
speaks, is walk through that process from the time a decision to 
prepay under the proposed legislation would work, and those notifi-
cations, so that we can understand clearly how the tenants’ rights, 
if you will, are protected; that they have a fair and reasonable time 
of notification while the owner is preparing for his business trans-
action. 

Mr. DAVIS. If I could ask just one moment while I turn to the 
right pages here. 

Mr. DAVIS OF KENTUCKY. That’s without objection. 
Mr. DAVIS. There are several different notice periods, and I just 

want to keep them straight. There is notice to the tenants to in-
form them that a prepayment is occurring. And we currently have 
a process whereby the property owners must notify us, but they 
also notify the tenants, and this is where they post the notices in 
the buildings. 

There is a separate track which is a notice that the owner is giv-
ing for a possible sale of the property. This is in the ‘‘Prepayment 
of Section 515, Multi-Family, Housing Loans Notice of Prepayment 
and Sale’’ section of the bill. 

Let me deal with the sale issue first. The owner is not permitted 
to simply prepay. We see here a notification period that gives po-
tential buyers of that property who would be buying for affordable 
housing purposes the time to put in a bid to buy that property and 
keep it affordable. Obviously, it takes a certain amount of time to 
find a buyer, and for those buyers to make sure they have their fi-
nancing lined up and so forth. And so the 90 days that I have been 
talking about beforehand was this 90 days to provide for a sale. 

There is a second notice, on the next page, the small paragraph 
(i), which is a notification at the same time to the tenants that 
vouchers will be available. What we have found in our pilot pro-
gram so far is that the notifications that had been used—I don’t 
want to say they were overly legalistic, but they used language 
that was correct, but had the tendency to scare people, frankly. 

We have prepared a series of brochures and essentially a mar-
keting program whereby every time we get one of these notices, we 
immediately send our field office staff out to the property. They 
meet with the tenants and take their questions, provide answers, 
and talk them through the process. 

Our concern is not that there be just a legalistic trading of no-
tices by certified mail, but that human beings meet and sit down 
in the property and work everybody through the process. That is 
a separate issue from how long should the period be. Some people 
feel that once owners have prepaid, they should be able to take 
their money and go. We think that—I think it’s either 75 days or 
90 days that’s in here, is a reasonable accommodation for afford-
ability, and we have no objection to that time period either. 

Mr. DAVIS. Okay. I appreciate the clarification. The thing I was 
particularly interested in was the human factor on this to make 
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sure that the tenants are treated in a fair and just way. You know, 
in a private commercial setting, the owner would have certainly a 
great freedom contractually to use his property as he saw fit. How-
ever, the key in respect of property rights is the relationship of our 
taxpayer dollars being invested in that, and I want to make sure 
that they are well cared for and taken care of. 

The Ranking Member, Ms. Waters from California, has joined us, 
and without objection, I would like to recognize her to make her 
opening statement. 

Ms. WATERS. Thank you very much, Mr. Chairman. I appreciate 
the fact that Chairman Ney and others worked to make sure we 
are holding this hearing so that we could address the problems of 
our rural areas. I’d like to thank all who are here today. 

As many of you know, Mr. Ney and I participated in a hearing 
in my district that focused on the impact of the Community Devel-
opment Block Grant on communities such as the ones that I rep-
resent in Los Angeles. The reason I’m talking about that particular 
hearing is because we mentioned that just as we have problems in 
urban areas, there are problems in our rural communities that are 
not being addressed. The people who live in the rural communities 
are situated different geographically, but they have housing and 
community development problems that must be confronted just like 
the rest of the country. 

One of the most pressing needs recognized by the sponsors of the 
bill is a shortage of quality affordable housing in the Nation’s rural 
areas. In many parts of the country, not only is there an inad-
equate supply of affordable housing, but the housing is aging. The 
average age of the Section 515 units is, I’m told, 28 years old. In 
many rural communities, grants are known to have traditionally 
been used to finance single and multi-family housing. The Section 
515 program has assisted approximately 250,000 people, most of 
whom are poor. What other criteria do we need to support a hous-
ing program? I believe that it is enough that there be just one fam-
ily, one person in need of housing in rural America, there’s a real 
need for housing, one that mirrors the housing needs in non-rural 
areas. However, without the reform and revitalization measures 
contained in H.R. 5039, we will not be able to deal with the needs 
of this community. They need repairs. The properties are old. Many 
of the owners are paying off thir properties. Where will the tenants 
go? All of these questions are questions and concerns that we all 
must share. 

Today we have an opportunity to send a message of hope to rural 
America by hearing testimony that will enable us to consider the 
appropriate measures to address the Nation’s rural housing needs. 
I am sure that no one thought that we would see a proposal that 
would eliminate Section 515 altogether. If we really want to ad-
dress the housing needs of our rural citizens, many of whom again, 
are poor, disabled, and elderly, we can start today by considering 
how to improve existing program efforts to assist them. 

I thank you for the opportunity to share this statement with you. 
It will be submitted for the record. And I look forward to hearing 
the rest of the testimony here today. 

Thank you. 
Mr. DAVIS OF KENTUCKY. The gentleman from Missouri. 
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Mr. CLEAVER. Thank you, Mr. Chairman. I’ve been put back in 
my place since the ranking member has come, so I’m just a regular 
person. I was a big shot for about 30 minutes, and I appreciate 
Ranking Member Waters coming in late. That is my first time actu-
ally sitting at the big table, and I just thought I’d share. 

Let me go a little further, though. I want to revisit the question 
I asked you earlier is that, you know, your answer—what is the 
amount of funding in the proposed budget from the President this 
year? 

Mr. DAVIS. The President has proposed $74 million for the Sec-
tion 515 revitalization program— 

Mr. CLEAVER. Okay. 
Mr. DAVIS. In addition to rental assistance and the 538 program. 
Mr. CLEAVER. Okay. Last year it was $100 million. 
Mr. DAVIS. Correct. 
Mr. CLEAVER. So we’ve got a 26 percent reduction. 
Mr. DAVIS. We have a reduction in budget authority but an in-

crease in loan authority. 
Mr. CLEAVER. You said it’s a loan fund? 
Mr. DAVIS. If I could just expand on budget authority versus loan 

authority. Budget authority supports a certain amount of leverage 
to get a higher amount of loans. For example, in the 515 loan pro-
gram, each budget authority dollar can be leveraged basically two 
to one to get new construction loans. So, $50 million of budget au-
thority would produce $100 million worth of loans. We have a bet-
ter, much more advantageous leverage rate for repairs and revital-
ization, so that $74 million will go much, much farther, into the 
hundreds of millions of dollars in loan authority. 

Mr. CLEAVER. Okay. Thank you. I understand. You said the $74 
million is going to be spread over a number of other line items. 

Mr. DAVIS. It will cover both vouchers and restructurings, and 
those restructurings could take different forms under this bill. If 
this bill is passed, we will have authority to do more types of re-
capitalizations of properties. 

Mr. CLEAVER. So let me repeat what I—so the President did not 
zero out the 515 program? 

Mr. DAVIS. The President has proposed using the money for 515 
revitalization repairs, not direct 515 new construction. For new 
construction, we have increased, and even doubled, our request for 
538 new construction. Section 538 is multi-family guaranteed 
loans. 

Mr. CLEAVER. Okay. You turned a little—you painted in a little 
tiny spot. The President, is the question. 

Mr. DAVIS. Yes. 
Mr. CLEAVER. The President did not zero out new construction in 

the 515 program? It’s a question. 
Mr. DAVIS. There is no request for 515 new construction loan 

money. There is a request for the 515 program. The question is 
often broader than new construction. But, no, there is no new con-
struction for the 515 program. That has been moved into 538 and 
with repair of the 515 program. 

Mr. CLEAVER. Are you all right with that? 
Mr. DAVIS. I believe that this is the best use of our tight budget 

resources right now and that this gives us more leverage and more 
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outside money. We will produce more housing and protect and pre-
serve more housing under this approach. I really believe that. 

Mr. CLEAVER. I can tell. 
Mr. DAVIS OF KENTUCKY. The gentlewoman from California. 
Ms. WATERS. Yes. I guess there is some confusion about income 

limit. H.R. 5039 and the Administration’s proposal related to in-
come limits for rural housing tenants are inconsistent. 

The bill sets the income limit at 30 percent for both the revital-
ization and the tenant protection voucher programs. The Adminis-
tration does not spell out what it supports with regard to income 
limits, but rather suggests that H.R. 5039 is likely to greatly ex-
pand the cost of preserving these properties. 

What does this mean? How does it tie to the 30 percent income 
limit in the bill? Are you suggesting that the 30 percent income 
limit would prevent preservation of the rural housing start? And 
how did you arrive at this conclusion? 

Mr. DAVIS. Yes. And thank you, that is an issue that we want 
to make sure is handled correctly, because we are afraid that there 
might be unintended consequences. I’ll describe an example. 

H.R. 5039 proposes covering what are called the overburdened 
tenants, those paying more than 30 percent of their income. And 
we believe that protecting the overburdened tenants is something 
that is a worthy objective and is something that we had proposed 
in our voucher and prepayment policy for last year. 

In fact, the voucher program that we’re doing now is essentially 
holding harmless the overburdened in the property. So for the first 
time, they are getting protected against rent increases. 

What this bill does is extend that in an open-ended way to 
restructurings also. Our concern is probably best given by an exam-
ple. Say you have an overburdened tenant who is making about 
$10,000 a year. It’s not a lot of money, but they will be held at 30 
percent of their income. 

If that person were to move out and were replaced with a person 
making zero income, then the property would be burdened with 
having to cover not just an overburdened person, but a person with 
no income. That extra cost would either be put on the rest of the 
tenants or put onto the property. It would create a burden that 
wasn’t intended when the original plan was done. 

We want to be able to work with the committee on language to 
make sure that planning could be done at the beginning, but also 
making sure that we aren’t creating a new entitlement program, 
beyond what is just protecting the current overburdened. This is 
something that we think that we can work with the committee on 
language to cover. 

Ms. WATERS. Your example is one that helps me to understand 
what you are trying to do. But if someone moves into a unit with 
no income, you’re saying there’s a need to spread that cost in some 
way among the other tenants. Is there another way of dealing with 
that? 

Mr. DAVIS. Well, there are generically I guess three ways of han-
dling it. Either we could put a new rental assistance unit on the 
property, but that would mean that we would have to commit to 
future years appropriation, which we can’t do. Or we would have 
to spread it across the rest of the property and raise everybody 
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else’s rents to hold that one unit harmless, or somehow take it out 
of the property’s financials, which may not be available. 

Ms. WATERS. Are any of these units marketable? 
Mr. DAVIS. These are all Section 515 units, so they are covered 

by the 515 basic rent levels. But these are units that don’t have 
rental assistance or Section 8 on them. We would essentially be 
creating a new class of subsidy which would cover overburdened 
people. But if that status changes, then it changes the financial 
status of the transaction. 

Mr. DAVIS OF KENTUCKY. All right. Let me just say that perhaps 
one of the co-authors of H.R. 5039 can talk about what their pref-
erence is in dealing with this kind of problem. But of course, if 
there are people with no income, we would certainly want them to 
be covered, and we certainly don’t want existing tenants to be bur-
dened with the cost of covering those who have no income. 

Mr. DAVIS. Yes. 
Ms. WATERS. So I don’t know whether you work out something 

new, or how you do it. The fact of the matter is that would have 
to be dealt with. 

Mr. DAVIS. We understand this, and we welcome working with 
the committee on how this can be set up. 

Ms. WATERS. Thank you. 
Mr. DAVIS OF KENTUCKY. I thank the gentlewoman. I appreciate 

you coming, Mr. Davis, to share today. I’m sure there will be many 
other questions that will come up, but in the interest of time and 
in deference to the people who have come from rural housing au-
thorities and the operators to share. 

The Chair notes that some members may have additional ques-
tions for the panel which they may submit in writing. Without ob-
jection, the hearing record will remain open for 30 days for mem-
bers to submit written questions to these witnesses and to place 
their responses in the record. 

Without any objection, thank you for your time. You’re dismissed, 
and we’d like to ask the second panel—our second panel this after-
noon includes Mr. Gideon Anders, executive director of the Na-
tional Housing Law Project; Mr. James N. Arbury, senior vice 
president of government affairs, the National Multi Housing Coun-
cil, also testifying on behalf of the National Apartment Association; 
Mr. Thomas Carew, Red River director of Frontier Housing from 
Kentucky; Mr. Moises Loza, executive director of the Housing As-
sistance Council; Mr. Robert Rapoza, executive secretary of the Na-
tional Rural Housing Coalition; Mr. Robert Rice, Jr., president of 
the Council for Affordable and Rural Housing; and Mr. Charles 
Wehrwein, senior vice president of Mercy Housing, Inc. 

Without objection, your written statements will be made part of 
the record. And you will each be recognized for a 5-minute sum-
mary of your testimony. 

Gideon Anders is the executive director of the National Housing 
Law Project in Oakland, California, and this organization engages 
in public policy advocacy and researches the impact of housing pol-
icy on the poor. 

You are recognized for 5 minutes, Mr. Anders. 
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STATEMENT OF GIDEON ANDERS, EXECUTIVE DIRECTOR, 
NATIONAL HOUSING LAW PROJECT 

Mr. ANDERS. Thank you, Mr. Davis. I just want to point out that 
I have worked on rural housing preservation issues for 28 years, 
and that the primary principle that guides our preservation work 
is the need to protect federally assisted residents against displace-
ment from their homes. 

I would like to quickly and straightforwardly address one of the 
questions you have had about the displacement of residents. 

Our primary concern with H.R. 5039, Mr. Chairman, is the fact 
that it, in fact, would potentially displace 110,000 people, of which 
50 percent are elderly and 10 percent are people with disabilities. 
We are extremely concerned about that. It puts the residents at the 
pleasure of the Congressional budget process, and at the pleasure 
of the Administration not potentially asking for sufficient funds to 
protect against displacement. We do not believe that should be hap-
pening. 

In 2003, Chairman Ney introduced a bill that made the existence 
of the vouchers conditioned upon the availability of funding and es-
sentially conditioned the right to prepay upon the availability of 
funding for the voucher program. We think that is a critical ele-
ment. 

If that does not happen in this bill, we are going to have a situa-
tion where legislation allows owners to prepay their loans, and dis-
place potentially up to 110,000 people because we did not have a 
voucher program in place, or because the Administration mis-
construed or miscalculated the number of units that owners are ac-
tually going to be prepaying. 

We are also concerned, Mr. Chairman, that the 90-day period 
that is in the bill, which allows residents to move and, potentially, 
allows people to structure deals whereby the projects are sold to 
nonprofit and public institutions, is simply inadequate. 

Mr. Chuck Wehrwein will be talking about this later, but I do 
not know of a single institution that can take a multimillion dollar 
project and find the financing in 90 days to transfer that project 
from one entity to another and to retain the affordable nature of 
that project. It simply isn’t possible. We need a longer period of 
time to make those deals work. 

More specifically, Mr. Chairman, I’ve got issues with respect to 
the voucher program as it is being proposed. First of all, there is 
an intent in the program to create a right for the residents to re-
main in their units. Essentially the voucher is to cover the cost of 
the unit after it is converted to market rate. Unfortunately, the 
way the bill is drafted, that is not happening. The bill, as it is cur-
rently drafted, essentially precludes owners from discriminating 
against voucher holders, by virtue of the fact that they are voucher 
holders. It does not give residents a right to stay in the unit. 

So, that means that if a landlord doesn’t like the resident with 
a voucher, he or she can force the resident to move to another 
place, and they are going to have to move out of the unit in which 
they are currently residing. 

Again, 50 percent of the people who are living in these projects 
are elderly people. They are people over 62 years of age. Their in-
come is somewhere between $8,000 and $10,000 a year. They are 

VerDate 0ct 09 2002 18:14 Nov 17, 2006 Jkt 003537 PO 00000 Frm 00021 Fmt 6633 Sfmt 6633 F:\DOCS\HBA115.040 HFIN PsN: TERRIE



16

simply not going to have another place to which they can move 
very readily. 

The other problem with a voucher, as it is currently set up, is 
that it is based upon the market rate of the unit in which the cur-
rent resident is living. Unfortunately, that may not work if there 
is no affordable, decent housing in that same community. If the 
voucher holder is required to move to another community where 
the rents are higher, they are not going to be able to move and use 
that voucher to move to other communities. And they are not going 
to be able to use that voucher to buy a home, as is contemplated 
in H.R. 5039. 

We are very concerned that many of the issues that this com-
mittee and Congress has previously dealt with, with respect to the 
HUD programs, are simply left out of H.R. 5039. Residents are not 
given the right to remain in the units. The vouchers are not set at 
the same income level. It does not protect residents against hard-
ships. In the HUD Section 8 voucher program, if a family’s income 
is reduced by more than 15 percent, there is a possibility for the 
voucher subsidy to be increased. There is no comparable provision 
in the current bill. 

The bill does not address the need for subsidy increases in rent 
and utility cost increases as they come downline. In the HUD Sec-
tion 8 program, when owners seek to opt out of the program, they 
have to give a 1-year notice. We are here offering a 90-day notice. 

The program does not have a viable mechanism for transferring 
any of the units to the nonprofit and public sector. There is a prohi-
bition upon the owner from actually doing a deal within 75 days. 
There is no requirement that the owner negotiate with anyone in 
good faith or that, in fact, anybody be given priority. 

There is no funding for new construction. As I think has been 
pointed out by the Congressman from Missouri, the Administration 
is asking for zero money for section 515 housing. It is unfortunate; 
that means that there is not going to be any financing, in fact, to 
transfer these units within the 515 program. 

[The prepared statement of Mr. Anders can be found on page 45 
of the appendix.] 

Mr. DAVIS OF KENTUCKY. I appreciate your comments, Mr. 
Anders. Your time has expired. And I would like to come back and 
revisit that specifically when we get the questions and talk in a lit-
tle bit more detail about this. 

Mr. ANDERS. Sure. 
Mr. DAVIS OF KENTUCKY. Thank you very much. Were we to have 

a smaller witness panel, we could continue indefinitely, but we 
don’t want the lateness of the hour to keep everybody. 

Next is Mr. Jim Arbury of the National Multi Housing Council. 
The members of the Washington, D.C.-based council are active in 
all aspects of the rental housing business and share an interest in 
legislative and regulatory issues affecting the apartment industry, 
as well as promoting apartment living. 

Mr. Arbury, you are recognized for 5 minutes. 
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STATEMENT OF JAMES N. ARBURY, SENIOR VICE PRESIDENT 
OF GOVERNMENT AFFAIRS, NATIONAL MULTI HOUSING 
COUNCIL, AND NATIONAL APARTMENT ASSOCIATION 

Mr. ARBURY. Thank you, Congressman Davis, and Congressman 
Cleaver. 

I’m Jim Arbury and I am the senior vice president of government 
affairs for the National Multi Housing Council/ National Apart-
ment Association Joint Legislative Committee. Our members own 
or manage more than 6 million apartments around the country and 
we have over 50,000 members. 

I am pleased to address the views and opinions of our member-
ship on H.R. 5039. We have a variety of members who are involved 
in this program in one form or another. Apartment owners and 
managers are committed to providing safe, decent, affordable rental 
housing in both urban and rural areas. 

We advocate a stronger, more responsive rural housing service 
preservation program. But we must be fair to both residents and 
owners of this critical housing stock in order to preserve it. It has 
been mentioned that a lot of the stock is older and in need of re-
pair. The committee is meeting today to see what kind of legisla-
tion is needed to preserve the nearly 15,000 properties and 460,000 
units in the Rural Housing Service program. 

In Missouri, there are 858 of these properties with over 19,000 
units. And in Kentucky, there are 456 properties with 12,280 units. 
If you look at this type of property, it’s 30 or 40 units on average. 
It’s not a big apartment property. These types of properties are 
very difficult to pencil out in terms of economic viability. And that’s 
why I think there is great stress in the program at the moment. 

H.R. 5039 can potentially help preserve as much of this housing 
as decent and affordable, but it is much easier to say the words 
‘‘decent, affordable housing’’ than it is to actually put it into prac-
tice, as we’ve seen, because of all the financial stress. 

And the other problem is that our national housing policy is far 
too unbalanced in favor of single family home ownership. The im-
balance makes it very difficult to find the resources to build and 
maintain decent affordable rental housing for lower income Ameri-
cans. 

Raising the home ownership rate through a variety of programs 
such as zero down and interest-only loans will not solve our Na-
tion’s affordable housing problem, and the resulting foreclosures 
will make it worse. In fact, foreclosures this quarter versus the 
same quarter a year ago are up 77 percent. 

Tightening the screws on the Section 8 program and misman-
aging the housing crisis caused by last year’s hurricanes will only 
make matters worse in the future with respect to the supply of af-
fordable rental housing. For long term viability, the debt needs to 
be restructured in the 515 program and a dependable flow of in-
come established. 

Since it appears that between 7,900 and maybe almost 12,000 of 
the properties need to be restructured, we have some question 
whether the Rural Housing Administration is equipped to do this. 
We urge you to carefully examine the large task at hand to make 
sure that any legislation can be implemented properly. 
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On the income side, rental assistance continues to be a growing 
problem because of uncontrollable expenses, such as energy, utility 
costs, property taxes, other local taxes and fees, and insurance. It’s 
tough for a property owner to assume that there will be any type 
of viable subsidized voucher system in view of recent events with 
Section 8, and with the FEMA hurricane voucher system. 

So, it’s hard for a property owner to figure out what kind of 
vouchers will still be in place 5- 10 years from now. 

We do have concerns about the wording in the bill on the 90-day 
notification period. When an owner seeks to prepay a 515 loan or 
sell the property, we would urge that the notification period begin 
when the owner notifies residents and the RHS of its intent to pre-
pay or sell. 

Finally, we are concerned about the sale restrictions and prohibi-
tions on the sale of the property. These clearly need to be debated 
and resolved as you move forward with this legislation. 

We are here today as an advocate for a stronger, more responsive 
Rural Housing Service preservation assistance program that offers 
a balanced approach, and which is fair to the residents and owner-
managers of rural multifamily rental housing. 

I thank you, and I would be happy to answer any questions. 
[The prepared statement of Mr. Arbury can be found on page 55 

of the appendix.] 
Mr. DAVIS OF KENTUCKY. Thank you, Mr. Arbury. 
Mr. Tom Carew, director of the Red River, Kentucky Office of 

Frontier Housing. Frontier Housing focuses on expanding afford-
able housing opportunities for low-income rural families. And we 
are grateful to have someone from the great Commonwealth of 
Kentucky here. 

Mr. Carew, you are recognized for 5 minutes. 

STATEMENT OF THOMAS CAREW, RED RIVER DIRECTOR, 
FRONTIER HOUSING, INC. 

Mr. CAREW. Thank you, Mr. Chairman. Frontier Housing is a 
non-profit corporation providing housing solutions for low income 
Kentuckians since 1974. We serve an area of nine counties in 
northeastern, Appalachian Kentucky. Five of these counties, unfor-
tunately, are listed in the top 100 poorest counties in the United 
States. This area includes two Congressional Districts, the fourth, 
Mr. Davis’, and the fifth. Poverty rates range from a high of 45.4 
percent to a low of 19.4 percent in the nine counties. 

House Resolution 5039 addresses certain issues affecting the 515 
Rural Rental Program of the United States Department of Agri-
culture’s Rural Housing Service, formerly known as the Farmer’s 
Home Administration. The 515 program has financed approxi-
mately 12,000 units in Kentucky and approximately 450 projects. 

Many of these units are in our service area, and they provide de-
cent housing for the poorest of the poor. H.R. 5039 addresses the 
issue of an owner’s right to prepay the Rural Housing Service on 
developments financed prior to December 15th of 1989. 

Secondly, the bill puts forth a program that would enhance the 
revitalization of the majority of Section 515 developments on a vol-
untary basis. 
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We applaud the provisions of the bill, which create financing 
mechanisms which will enable the revitalization of many units in 
the 515 stock. 

In my previous position at the Commonwealth of Kentucky’s 
Housing Finance Agency, Kentucky Housing Corporation, we found 
it very difficult to assist a developer wishing to revitalize a 515 
project. The existing RHS regulations essentially prohibited other 
financial partners from participating in a financial restructuring 
and an injection of new capital to rehabilitate an older project. 

This bill includes provisions for the following financial enhance-
ments: reduction and elimination of interest on the loan; partial or 
full deferral of payments; forgiveness of loans; subordination of 
loans; reamortization; and grants. 

In return for the government’s new investment, the owners 
would agree to new property use restrictions for a period of not less 
than 20 years. These financial enhancements will enable other 
partners, such as housing finance agencies, to participate in the re-
vitalization of a project, thus making better housing available for 
very low income Kentuckians. 

The bill also addresses the prepayment of projects financed prior 
to December 15, 1989. Recent settlements in the U.S. Court of 
Claims in favor of project owners have raised the concern of many 
as to the cost of keeping the pre-1989 units in the Section 515 pro-
gram. 

As many of you know, the RHS, over the past 12 or so years, has 
drastically reduced the funds available to construct new 515 
projects to the point where there is little to no new construction. 
In fact, there haven’t been any new 515’s in Kentucky for several 
years now. 

This raises the concern that if we are to lose the thousands of 
affordable units across America, how will they be replaced? Does 
it make sense to give up the units we have now for an investment 
we made years ago, and pay today’s prices to replace the units? 

The cost to replace these units surely will cost more than to keep 
them in the program. What funding is on the horizon to replace 
these units at affordable rents? Generally speaking, the tools we 
have today, tax credits, HOME, the affordable housing program of 
the Federal Home Loan banks, State trust funds and other State 
funds, will not begin to be able to replace the affordable units we 
might lose in the 515 program. No other national program—not the 
538 program—can match the 50-year, 1 percent interest rate, the 
lowest rate the 515 program could go. We are not replacing this 
new construction program with anything that matches it. The 538 
is a rental guarantee program, so I can go to a bank and get a loan 
at market rate, but I can’t get it at 1 percent on a 50-year term. 
So, the two really are apples and oranges. 

The bill does provide a mechanism for housing vouchers for ten-
ants who would be displaced. There are some technical corrections 
that should be made in the bill to clarify when a tenant is able to 
receive a voucher. Tenants should be eligible if they are residents 
on the date the owner notifies the tenant of their intention to pre-
pay. 
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There are some budgetary questions related to the vouchers. 
How long will the vouchers last? These questions should be ad-
dressed before the bill is finalized. 

I want to raise the issue of should the number of units coming 
offline, as a result of prepayment, be tied to the number of vouch-
ers in the budget? If we lose 1,000 units due to prepayment, should 
we have 1,000 vouchers available? I think that is a real concern of 
many of us. 

Finally, I want to remind us why the 515 program was created. 
It was created to provide safe, decent housing for the poorest rural 
Americans. If we are unable to preserve the units we have, then 
we should look at a mechanism to replace the units we lose. This 
bill provides some excellent tools to revitalize those units which re-
main in the program, and provides a prepayment mechanism for 
those developers looking to leave the program. 

I would respectfully challenge the committee to create a new pro-
gram or adequately fund the Section 515 program, to finance the 
construction of replacement units. 

Mr. Chairman, members of the committee, I thank you for this 
opportunity to be here. I applaud your work on behalf of the poor-
est of the poor, both in Kentucky and in America. 

[The prepared statement of Mr. Carew can be found on page 67 
of the appendix.] 

Mr. DAVIS OF KENTUCKY. Thank you, Mr. Carew. 
Moises Loza is the executive director of the Housing Assistance 

Council. The council is headquartered in Washington, D.C. It as-
sists with the development of both single- and multi-family afford-
able housing rural communities. 

Mr. Loza, you are recognized for 5 minutes for your opening 
statement. 

STATEMENT OF MOISES LOZA, EXECUTIVE DIRECTOR, 
HOUSING ASSISTANCE COUNCIL 

Mr. LOZA. Thank you, Mr. Davis and Mr. Cleaver. 
The Housing Assistance Council is a national nonprofit corpora-

tion dedicated to improving housing conditions for rural, low in-
come Americans. I would like to express our appreciation for all of 
the work that has gone into developing this particular bill. 

The Housing Assistance Council views the Saving America’s 
Rural Housing Act of 2006 as a step toward resolving serious 
issues regarding the availability of decent, affordable rental hous-
ing for low income rural Americans. 

The nearly 5 million rural households, about a quarter of the 
total, who rent their homes are some of the worst housing problems 
in the United States. Housing costs are their most significant prob-
lem. Rural renters are twice as likely as owners to live in phys-
ically substandard housing. Approximately 12 percent of non-metro 
renters live in either moderately or severely inadequate housing. 
For minorities, the rate rises to 18 percent. 

The Department of Agriculture’s rural development 515 Rural 
Rental Housing Program, particularly when coupled with the Sec-
tion 521 Rental Assistance Program, provides decent, affordable 
homes for rural renters. 
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The average income for a Section 515 household is $9,785. For 
those receiving Section 521, the average is $7,836. The majority of 
Section 515 tenants are elderly or disabled, and 94 percent of them 
have very low incomes. That is, they earn about half of the median 
income in their area. 

Our primary concern is ensuring the availability of decent, af-
fordable rental homes for current and future tenants. If ELIPHA 
is to be repealed for pre-1989 properties, we believe that tenants 
will be best protected by permitting payment if vouchers are avail-
able or if sufficient, decent available rental housing in the market 
is affordable to Section 515 tenants. 

HAC supports the inclusion of vouchers in this bill. First, vouch-
ers should be available to tenants who live in the property on the 
date the owners give notice to the tenants, not only to those who 
live there on the date of prepayment, as is proposed in the bill. 
This change would enable tenants to explore alternative housing, 
and to take advantage of available opportunities before prepayment 
occurs. 

The bill seems to require prepaying property owners to accept 
vouchers as they are under HUD’s market program. HAC supports 
this intent. Provisions that vouchers may be used, may be provided 
imply an option rather than a requirement. To indicate clearly that 
USDA tenants have the same rights as HUD tenants, this bill 
could use the same language as HUD’s Section 8. 

Because USDA vouchers could become costly if tenants move 
from relatively inexpensive small towns to pricey cities, unre-
stricted portability may not be the best choice for the USDA vouch-
er program. 

We would like to suggest, however, that the bill make an excep-
tion to the value limit for elderly and disabled tenants, who move 
to expensive areas to be close to family members, essential serv-
ices, or other support systems. 

The bill tries to create two rights of first refusal, an idea that we 
support. The language should be clarified and funding be provided 
to assist entities exercising these rights. 

The bill provides that for the first 75 days after notifying USDA 
that it wants to prepay, an owner could sell only to a purchaser 
who would accept 20-year use restrictions. The owner, however, is 
not required to bargain. We recommend revising the bill’s language 
to establish a clear right of first refusal for a purchaser that would 
accept a 20-year use restriction. 

The bill also attempts to provide a right of first refusal for ten-
ants in the revitalization context. It would give an owner the option 
to offer the property to the tenants for purchase as a cooperative 
or condominium in conjunction with revitalization. Again, we rec-
ommend establishing a clear right of first refusal. 

Finally, Housing Assistance Council observes that rural America 
needs not only preservation of existing decent, affordable rental 
housing units, but also production of new units. 

USDA’s budget proposal for 2007 proposes to finance construc-
tion of new rural rental units through the Section 538 rental guar-
anteed loan program. Section 538, however, serves a higher income 
population than Section 515. 
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Rent subsidies also cannot end rural America’s rental housing 
problems. Often rural areas do not have enough decent, affordable 
rental units available. HAC encourages the subcommittee to sup-
port increased annual appropriations for the Section 515 program 
and/or the creation of a new rural rental production program. 

Thank you. 
[The prepared statement of Mr. Loza can be found on page 81 of 

the appendix.] 
Mr. DAVIS OF KENTUCKY. Thank you, Mr. Loza. 
Bob Rapoza is president of Rapoza Associates, located in Wash-

ington, D.C. His firm specializes in providing legislative analysis 
related to the development of low income housing needs for rural 
areas, as well as other issues facing rural communities. 

Mr. Rapoza is testifying today on behalf of the National Rural 
Housing Coalition, and is recognized for 5 minutes for a summary 
of his opening statement. 

STATEMENT OF ROBERT A. RAPOZA, EXECUTIVE SECRETARY, 
NATIONAL RURAL HOUSING COALITION 

Mr. RAPOZA. Thank you, Mr. Chairman. I am Bob Rapoza, and 
I am representing the National Rural Housing Coalition, a national 
membership organization that advocates for improved Federal 
housing and community development policies. 

We would like to thank you and the committee today for spon-
soring H.R. 5039, and for focusing attention on the importance of 
preserving Section 515 housing. 

We thank the Section 515 effort is a great success. Over 500,000 
families across the country with low incomes, most of whom are 
senior citizens or disabled, have decent, affordable housing because 
of Section 515. In most rural areas, the 515 development is the 
only affordable housing in town. 

As the chart included in our statement shows, there has been a 
substantial fall-off in Section 515 funding. This has had two regret-
table results. The first result is that there’s very little new con-
struction under 515. The second result is that the financing incen-
tives for long term use for Section 515 has fallen from about 
$25,000,000 to less than $5,000,000 in fiscal year 2006. 

To be clear, as summarized here, the present budget does not re-
quest funding for Section 515. Not a penny. Yet 515, at the mo-
ment, is the only Federal authorized funding source to revitalize 
and to restructure 515 developments. 

Because of this funding shortfall, Section 515 developments have 
been under funded, and the project owners have had limited access 
to incentives for long term use and for subsequent financing to re-
vitalize and restore their projects. These incentives were first au-
thorized by the Congress in 1987, after a rash of prepayments and 
displacements of the families who were living in 515 developments 
who did not have access to help to gain affordable housing nor did 
they have access to subsidies for that housing. 

In 2004, the Agriculture Department released an important 
study of the 515 portfolio. They found that 10 percent of the port-
folio was in so-called ‘‘hot markets’’ where the developments could 
be converted to some other use, including market-rate housing, but 
that the balance of the portfolios was located in communities where 
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prepayment didn’t seem to be a very good option for the project, 
and the best use of the project was for low income housing. 

In these cases, there was a need for additional funding to ensure 
the adequate operation of the projects. The average age of a 515 
development is 26 years, and the report projected the cost to ren-
ovate and/or restore the 515 portfolio at $2.6 billion over a 20-year 
period. 

H.R. 5039 addresses these findings by permitting the prepay-
ment of certain 515 developments by establishing a voucher pro-
gram for those displaced and a restructuring fund to revitalize the 
developments. 

This legislation is a significant improvement over some of the 
drafts we have seen over the last 6 months. The legislation does 
limit the number of developments eligible for prepayment. It estab-
lishes a minimum use restriction for structured developments, such 
that a favorable rent structure for those developments with a stay 
in place voucher. 

In addition, we appreciate the provisions on the right of first re-
fusal and tenant notification, and would like to work with the com-
mittee to improve these provisions. In addition to that, we also rec-
ommend that when the bill is marked up, that the committee in-
clude a dollar authorization for vouchers and restructuring aid. 

Our basic concern is with the overall framework of the legisla-
tion. If this bill becomes law, it is possible that low income families 
will be displaced without other affordable housing options and 
without vouchers. 

It is true that vouchers and affordable housing could be available 
in which a prepaid 515 is located, but it is also true that it could 
not be. 

In the 2006 appropriations bill, Congress provided $16 million for 
vouchers and $9 million for restructuring demonstration program. 
The Agriculture Department has already put some of those vouch-
ers to use, and the NOFA on restructuring aid was issued last 
months. 

We urge the Congress to take a careful look at the experience in 
the field with these funds. We know a good deal about the Section 
515 portfolio, but what we don’t know is how the owners, the ten-
ants, and the rural housing markets will react to these resources. 
It could be, as some have contended, that restructuring funding 
will reduce the incentive to prepay loans, and we can preserve 
more of the 515 portfolio. We think it would be useful to see how 
the demonstration works before final action on this legislation. 

[The prepared statement of Mr. Rapoza can be found on page 89 
of the appendix.] 

Mr. DAVIS OF KENTUCKY. Thank you, Mr. Rapoza. Your time has 
expired, and we will continue with this discussion in a moment. 

Next is Mr. Bob Rice, president of Crest Management Real Es-
tate Company, based in Frankenmuth, Michigan, specializing in 
management of affordable multifamily housing. 

Mr. Rice is testifying today as the president of the Council for 
Affordable and Rural Housing, and is recognized for 5 minutes for 
a summary of his statement. 
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STATEMENT OF ROBERT L. RICE, JR., PRESIDENT, COUNCIL 
FOR AFFORDABLE AND RURAL HOUSING 

Mr. RICE. Thank you. I am Robert Rice, president of Crest Real-
ty, located in Frankenmuth, Michigan. I have been involved with 
the management of affordable rural housing for 30 years. I cur-
rently am a hands-on manager of 27 Section 515 properties, which 
amount to about 450 units. 

I am appearing here in my capacity as president of the Council 
for Affordable and Rural Housing. We call it ‘‘CARH.’’ 

CARH is a national organization based in Alexandria, Virginia. 
It’s comprised of for-profit and nonprofit developers, managers, 
owners, syndicators, public agencies, and others interested and in-
volved in providing affordable housing to low income families in 
rural areas. 

On behalf of our members, I thank you, Mr. Chairman, for ask-
ing CARH to testify today on H.R. 5039, ‘‘Saving America’s Rural 
Housing Act of 2006.’’ 

The major Federal program to subsidize rental housing over the 
last 40 years has been the Section 515 program. Over the years, 
the Rental Housing Service has tried to balance the need for ade-
quate rents to support a project with the reality that the 515 sub-
sidy is too shallow to serve the lowest income ranges. 

Although rental assistance, where it is available, is very helpful, 
RHS has attempted to stretch limited budget resources for that 
program by keeping rents lower than prudent for the long term vi-
ability of the projects. Rents and rental assistance system-wide 
have been held down too far for too long, creating a crisis in re-
sources. 

I have an example of two projects that I manage which are 30 
miles apart from each other. Project A is a 515 loan with Section 
8 subsidy. Project B has a 515 loan with Rural Housing Service 
rental assistance. The rents for the two projects—Project A’s rent 
is $100 a month more because when I go in for my budgets, I am 
not held down on the HUD ones, because they are not spending 
their own subsidy. 

We think that has caused a problem and it makes it so there is 
not enough money to do a lot of the things that we would like to 
do with the project, maintenance-wise. 

Coupled with the fact that owners, by and large, have not been 
allowed out of the program to recapitalize, a situation has been cre-
ated that we refer to as a ‘‘toll road with no exit.’’ 

Two years ago, RHS conducted a comprehensive review of the 
condition of the 515 housing stock, and found that to correct the 
imbalance between income and expenses for many projects, there 
is a need to reduce debt service and to facilitate the injection of 
new capital equity into the projects. Such a revitalization of the 
portfolio will involve budget authority for the reduction, elimi-
nation or deferral of debt service on a 515 loan and for grants in 
some cases. To process efficiently a large volume of projects, I 
strongly believe that RHS should use the services of private enti-
ties and State and local agencies to develop project financial plans, 
particularly those entities that gained experience by participating 
in HUD’s mark-to-market restructuring program, and we are 
pleased that H.R. 5039 authorizes the use of outside contractors. 
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As within the legislation, there are provisions in the bill which 
raise some concerns within the industries. The bill proposes a max-
imum rent for all tenants in revitalized projects of 30 percent of ad-
justed income. We don’t believe that this would work unless there 
is a subsidy involved as well, for the reasons that have pretty much 
already been raised here. 

We are pleased that the committee is receptive to ending prepay-
ment restrictions for owners; however, the new statutory prepay-
ment framework in H.R. 5039 raises some concerns, which we dis-
cussed in our written testimony. 

We would appreciate the opportunity to work with the committee 
to resolve any of the issues we have placed in our written testi-
mony so that new uncertainties and legal disputes are not created, 
and that the bill carries out the stated purpose of H.R. 5039, which 
is ‘‘to avoid further costly litigation.’’ 

With respect to tenant protection, we would only note that the 
legislation should be clearer as to whether the amount of assist-
ance remains fixed at the year one level or rises as comparable 
market and project rents rise. We support the latter as providing 
a better measure of protection. 

Overall, we feel H.R. 5039 is promising legislation, and we thank 
the Administration, the bill sponsors and this subcommittee for 
moving forward the important rural housing issue. Thank you 
again for this opportunity to testify and I will be happy to answer 
any questions. 

[The prepared statement of Mr. Rice can be found on page 98 of 
the appendix.] 

Mr. DAVIS OF KENTUCKY. Thank you, Mr. Rice. 
Chuck Wehrwein is senior vice president of strategic develop-

ment of relationships for Mercy Housing. This organization is 
headquartered in Denver, Colorado. It uses public/private partner-
ships to develop housing in communities for low income and under-
served families. 

You are recognized for 5 minutes for a summary of your opening 
statement. 

STATEMENT OF CHARLES WEHRWEIN, SENIOR VICE 
PRESIDENT, MERCY HOUSING, INC. 

Mr. WEHRWEIN. Thank you, Mr. Chairman. As you indicated, I 
am a senior vice president of Mercy Housing and also have held 
posts overseeing multifamily housing at USDA Rural Development 
and at HUD. 

Mercy Housing has direct and significant experience with own-
ing, acquiring, and restructuring federally assisted properties, 
working within and using the Mark-to-Market program at HUD, 
using State and market rate tools, and we led one of the largest 
rural portfolio acquisitions by a non-profit. 

I appreciate the opportunity to offer comments today on H.R. 
5039. Mercy Housing is a non-profit affordable housing developer, 
owner, and manager headquartered in Denver, with real estate in-
terests in many other regions throughout the Nation. In our 25 
year history, we have developed or preserved over 18,500 units of 
affordable housing serving more than 55,000 low income Americans 
on any given day. 
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We would like to extend our appreciation to the bill’s sponsors 
on recognizing the need to respond to the desperate preservation 
needs of the rural portfolio. We would like to offer some sugges-
tions based on our experiences in rural and urban preservation, 
about how the existing bill can be improved to respond to the exist-
ing situation. 

Mercy Housing has recently completed the purchase, and is final-
izing the rehabilitation of a 30-property, 926 unit rural portfolio lo-
cated throughout Washington State, known as Cobble Knoll. The 
total development cost for the 30 properties will be about $42 mil-
lion, including about $8,000 per unit in initial rehab, and $31,000 
per unit in acquisition costs. 

Our experiences, in summary, are: a high capacity, not-for-profit 
can bring significant benefits to a large scale transaction; that re-
structuring tools made available to the Department, such as subor-
dination, new debt, debt restructuring and, in limited cases, debt 
forgiveness, are key to creating extended affordable use, as is the 
ability to reallocate rental assistance resources to raise some par-
tially assisted properties to fully assisted. 

We have learned that projects with 100 percent rental assistance, 
under either Section 8 or Section 521, are much more likely to be 
successfully preserved and to be economically viable going forward. 

We have learned that project based rental assistance is critical 
to achieve effective underwriting from market sector lenders, with 
longer terms providing more comfort and therefore more private 
sector resources to help preserve these valuable assets. 

We have learned that partial or no rental assistance, especially 
those in remote or low cost areas, are extremely difficult to restruc-
ture using housing finance tools available today and will likely 
need debt forgiveness, new or transferred rental assistance and/or 
grants to be viable. 

We have learned that the Rural Development field staff is made 
up of well trained generalists with a strong commitment to this 
housing and to rural communities in general. However, they have 
little experience with modern housing finance tools and strategies 
being used outside of the USDA today. Furthermore, the Depart-
ment lacks expert restructuring agents. And USDA’s structure and 
culture is very decentralized, resulting in poor sharing of best prac-
tices, little capability or willingness of the national office to direct 
strategies based on best practices to the entire field, and a madden-
ingly variable application of rules from State to State, and even 
county to county. 

As I noted earlier, Mercy Housing has preserved many other af-
fordable homes in addition to the rural acquisition I noted earlier. 
This experience is entirely relevant to the discussion today. and I 
would offer a few comments based on our experience. 

One, creating and empowering a central unit to direct the imple-
mentation of preservation policy at HUD has been a model of effi-
ciency and good government that should be copied. These tools and 
their implementation have preserved scores of affordable homes 
and saved the taxpayers money—$1.9 billion at least count. 

A final point I would make about the lessons learned from other 
preservation experiences is that not all owners share the same 
goals of meeting property needs, assuring renewed and extended 
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affordability and engaging in long term ownership. MAHRA specifi-
cally recognized the unique role of high capacity non-profit owners. 
Mercy Housing and others like us are in this for the long haul and 
our missions are congruent with the government’s. 

With the foregoing experience in mind, we offer the following 
suggestions for improving this bill, so that this rare opportunity to 
change rural housing policy is maximized. 

We suggest that we create or contract with a unit of expert hous-
ing restructuring staff such as exists in HUD’s Office of Multi-
family Housing. 

We suggest that we empower this expert unit to promulgate pol-
icy, tools and best practices that will be used consistently across 
the country. Furthermore, we ask that for any owner or purchaser 
seeking it, we would require the Secretary to provide a formal com-
mitment as part of the long term viability plan. Failure to do so 
would make the current or future owner uncertain of the Depart-
ment’s ability and commitment to carry through on these commit-
ments and will chill their interest in engaging with the Depart-
ment. 

We suggest that we provide for the ability to accelerate the re-
placement of systems that are due to be exhausted or obsolete 
within the coming years. 

We suggest that the legislation provide the Secretary with the 
authority to split current USDA loans into multiple loans, some 
with fully amortizing terms, others with cash flow only terms, so 
that this debt might be preserved and used for low income housing 
tax credits basis. 

We propose eliminating the 75 percent rule, clarifying the 30 per-
cent rent rule, and providing that the notice of prepayment and 
sale is certainly way too short at 90 days, and should be extended 
at least to 6 months, both to help the tenants in finding replace-
ment housing if needed, and to provide more time for interested 
preservation buyers to become aware of and enter into negotiations 
with the seller. 

We would like to encourage transfers of high capacity not-for-
profits. 

Mr. Chairman, this concludes my testimony. We have more de-
tailed information in the written testimony. We stand ready to as-
sist the committee and the Administration in any way possible. 

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

Mr. DAVIS OF KENTUCKY. Very efficient cue that you picked up 
on there. Thank you very much. 

Just—as we move forward here, without objection, the following 
written statements are going to be admitted for the record: state-
ment of the National Association of Home Builders, and the letter 
from the National Association of Realtors. 

I appreciate your comments on best practices. I think there is 
much that we can learn by copying the efficiencies, the successes 
from one another relevant to the different parts of the country and 
our communities uniquely. 

As I listen to your opening statements, and read your opening 
comments for the record, one thing that I noted is that there is a 
wide variety of issues. Very well intended, important focus. 
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We have the potential on this bill to get very global, very quickly, 
as with all legislation. And one of the things that I am reminded 
of, the old proverb that says, the main thing is to keep the main 
thing the main thing. 

And the one thing I want to clarify, our heart of the committee 
is to work with you closely, in a very focused bill. The purpose of 
the bill is about restructuring and prepayment, and not about new 
construction. I am very sensitive to the concerns over this, and our 
need for expanding housing. Our intent is to preserve and expand 
quality affordable housing in the context of this legislation. 

So, with that, I would like to direct my first question to Mr. 
Carew. And you have a unique perspective. In Kentucky, in the 
communities where you are dealing in both my district and Con-
gressman Rogers’ district, you have seen from your perspective the 
State as well, dealing with urban housing issues. 

And one thing I would like to comment on briefly, for the record, 
is how you see affordable housing needs in rural areas, different 
from the urban areas, and why do the rural residents who are now 
ready for home ownership find it more difficult to find safe and de-
cent apartment housing in their communities? 

Mr. CAREW. Thank you, Congressman. That’s a global question. 
Mr. DAVIS OF KENTUCKY. I’m not meaning to engage in political 

hypocrisy, although I am sure that has happened in this chamber 
before. Just from a practical perspective. 

Mr. CAREW. From a practical perspective, the main differences 
between rural and urban—and one of them is, to this day, in rural 
Kentucky, we have no enforcement of the building code. So, the 
housing stock that we have was never built to a code. So that it’s 
very difficult to find quality housing at an affordable in rate. 

I think the other thing we should keep in mind is that in eastern 
Kentucky, Appalachian Kentucky, we have some of the poorest 
counties in America. And we are always limited by Federal statutes 
to serve those below 60 percent of median in a rental project. 

So, when I go to Owsley County, the second or third poorest 
county in America, to Booneville, the county seat which is in the 
Fifth District, and I try and make a project work for families who 
are below 60 percent of median in that county, the window of op-
portunity to make that project financially successful is very, very 
small. 

So, it’s almost unheard of, although we have one tax credit 
project in Housley County. But tax credits alone don’t do the trick. 
And that’s where 515 projects, when you go around all Kentucky, 
every small, rural community has a 515 project. 

And so I think it’s difficult to do deals in rural America, in rural 
Kentucky, without bring in subsidies to the table. If you looked at 
a line east of I–75 in Kentucky, and counted up the tax credit 
projects, it would be a very small number of projects. But if you 
counted up the 515 projects, basically every community has got 
one. 

I am not sure I am addressing your question. Those are some 
general answers. 

Mr. DAVIS OF KENTUCKY. I appreciate the perspective. I was ac-
tually out in Owingsville last night, and talking to a fairly large 
group of folks out there. I mentioned this issue, and the interesting 
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thing from the grassroots, getting into all the technicalities of the 
bill. There seemed to be a very positive response from folks, this 
idea of being able to preserve and improve the quality of the proc-
ess. Prepayment is much less an issue down there, but preserva-
tion is a very critical issue from the standpoint of leveraging re-
sources long term. 

Mr. Anders, in your opening statement, and I apologize again for 
us having to move down the line, but to get back to your concerns. 
We take those very seriously. 

You mentioned your opinion that there should be changes to the 
way H.R. 5039 allows tenants to be free from discrimination simply 
because they hold a voucher. Could you please explain what rec-
ommendations that you would make, or you would have for this 
specific provision? 

Mr. ANDERS. I think the simplest way is to state, as it does in 
the HUD Section 8 program, that the residents have a right to re-
main in their present home. That right should only be subject to 
good cause eviction. 

Currently, you simply have a provision that states that the land-
lord may not discriminate against voucher holders. If the landlord 
does not like them for any other reason, he or she can decide not 
to rent to a particular household. There is nothing that prevents 
them from otherwise refusing to rent to voucher holders, as long 
as they do not discriminate under the Fair Housing Act, and as 
long as they don’t say that I’m not going to have any voucher hold-
ers in this building. Those are two prohibited provisions. The right 
to remain is in the HUD Section 8 program. It’s in the enhanced 
voucher program. It gives the residents the right to remain in their 
homes. 

Mr. DAVIS OF KENTUCKY. Mr. Rice, would you like to share your 
perspective, maybe, on Mr. Anders’ comments? 

Mr. RICE. Sure. The 515 program, as well as HUD programs, re-
quire us to develop tenant selection criteria that the agencies look 
at, that meets their requirements. 

And we have to stick to those very strictly. I don’t see where 
some—certainly, we are not going to have something in our policy 
that says we are not going to rent to somebody because they have 
a voucher. So, I don’t believe it would be a problem because they 
wouldn’t approve a policy that would allow us not to rent to some-
one for that kind of reason. We have to have very good reasons not 
to rent to tenants, the same way we have to have very good rea-
sons to evict a tenant. 

Mr. DAVIS OF KENTUCKY. I appreciate your perspective. My con-
cern is maintaining balance between the right to remain and the 
property rights of the owners, from the perspective of this legisla-
tion. 

Going back to Mr. Anders, a follow-up. In your testimony, you 
also expressed concern over the fact that tenants will be provided 
a voucher that will assume that a tenant will take that voucher to 
a unit renting roughly the same price as the unit that had been 
prepaid. In essence, the voucher program will ensure that tenants 
are not made worse off by prepayment. 

You suggested that tenants should not necessarily be bound by 
the same formula. Could you comment on the voucher formula, 
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keeping in mind that the goal of the voucher program is to protect 
tenants from being disadvantaged by prepayment. 

I would appreciate your insights. 
Mr. ANDERS. There are three problems. The first problem is that 

the top end of the formula in the voucher program that is in H.R. 
5039 essentially restricts the rent to fair market values of the unit 
on the date of prepayment. 

If, as is the case that Tom just pointed out in Kentucky, you 
have a tenant who has to move to another community because 
there is no decent, safe, and sanitary housing in the community in 
which the 515 project is located, there is quite a strong likelihood 
that the neighboring community, which does have the decent and 
affordable housing, will have higher rents. 

The voucher program, as it is currently set up, does not allow the 
agency to pay for the higher rent. That means that the rent which 
the tenant is going to be paying is more than the tenant can afford 
and he or she will be overburdened. 

The second problem is at the low end of the voucher formula. 
Here we have a two-fold problem. One arises when you have a resi-
dent who is already overburdened. If you force that resident to an-
other locality you are likely to increase that burden if rents are 
higher in that community. Second, if their income goes down, they 
are going to be evicted, because there is no mechanism in the 
voucher program, as it is presently structured, to reduce their rent. 

So, there is a limitation there. 
The third problem is simply affordability. When somebody is 

going to move, particularly an elderly person, the likelihood is that 
they are going to move to a locality where their family is already 
located. That may mean that they are going to move across the Na-
tion. They are not simply going to move into the next town. 

Elderly people, when they are forced to move, and they see it as 
the last move, want to move to where their family is located. And 
the restrictions on the voucher subsidy in H.R. 5039 may simply 
not work in the new community. It’s as simple as that. 

Mr. DAVIS OF KENTUCKY. Thank you very much. Would any of 
the other panelists like to comment on the statement? Mr. Loza? 

Mr. LOZA. We had noted the problem of the portability of the 
vouchers and we understand the need to keep costs down. How-
ever, we would agree with Mr. Anders that particularly for our el-
derly or disabled persons, who happen to be displaced from 515 
projects, we would—we don’t know what would happen, but we 
would expect that they would want to go to a place where there are 
support systems, nursing homes, close to family. 

So, at a minimum, we were suggesting that maybe we can make 
an exception for those particular populations. 

Mr. DAVIS OF KENTUCKY. That is a very good point, especially 
dealing with long term care issues for the elderly. 

Mr. Arbury? 
Mr. ARBURY. As I listen, I think we are talking about two sepa-

rate issues. We are talking about elderly people who might move 
out of—as Gideon was talking about, Kentucky, but as I under-
stand it, the areas that Mr. Carew was talking about in Kentucky 
are very depressed, and so I can’t see where a number of those 
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properties are going to be prepaid and somehow, some higher mar-
ket rent is going to occur in those areas. 

Whereas if an elderly person moves across country, that is a 
whole different problem, in terms of where they are going to locate, 
and I thought the whole issue was to preserve, as much as possible, 
the 515 housing that we have today. 

Mr. DAVIS OF KENTUCKY. I appreciate the insight. And you are 
right. They are two different issues. Mr. Carew and I see firsthand 
the overwhelming number of counties in our district are really 
preservation issues. I have probably three, maybe four, counties 
that are exurbs or maybe becoming exurb areas, since a large met-
ropolitan area—northern Kentucky metropolitan area, where that 
growth is taking place, and prepayment could potentially become 
an issue. 

It’s a small part of the unit population, but still it’s an important 
question to ask, on balancing that out but maintaining the focus 
on presentation. 

And I appreciate what everybody shared. I would like to recog-
nize the gentleman from Missouri. 

Mr. CLEAVER. Thank you, Chairman Davis. I intend to support 
this bill during the write-up and when it goes to the Floor. I think 
some of you have made some interesting suggestions about im-
provements. 

My concern is still that, the answer of which may have gone out 
of the door a few moments ago, and I’m not sophisticated enough 
to leave it alone. No matter how I look at this, the 515 program 
has been zeroed out, and at first I thought, you know, it’s got to 
be me, because I asked the question three different ways, and I 
never could get the answer. 

You are involved in these programs every day. I’m just curious, 
before I go any further. Do any of you see that the 515 program 
has been zeroed out? 

Mr. RAPOZA. Yes. 
Mr. DAVIS OF KENTUCKY. The Chair recognizes a show of hands. 

That would be— 
[Laughter] 
Mr. RAPOZA. Congressman, the budget, if you turn to the budget 

and you turn to the Section 515 line, there’s zero there. 
Mr. CLEAVER. Yes. Yes. And zero means naught? 
Mr. RAPOZA. That’s right. That’s right. 
Mr. CLEAVER. Okay. I think we can communicate. I think this is 

going to be good from now on. 
[Laughter] 
Mr. CLEAVER. The 515 program is zeroed out, and if we are now 

going to place emphasis on the 538 program, are we making a 
move away from the poorest of the poor? 

Mr. RAPOZA. Yes. 
Mr. CLEAVER. And accommodating those whose means are much 

greater? 
Mr. RAPOZA. Very simply, yes, sir. That’s exactly right. Yes. The 

538, a guarantee is just that. It doesn’t provide any subsidy at all. 
To make 538 work for the most part, the projects have to be geared 
toward larger cities, and they have to serve families who are 
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wealthier. 515 for the most part serves poor communities and poor 
families. 538 doesn’t work for poor communities and poor families. 

Mr. LOZA. Mr. Cleaver, the markets will vary, depending on dif-
ferent parts of the country. And we’ve asked the Department of Ag-
riculture to provide us with the data that allow us to see from area 
to area who is being served. The data is not as good as we’d like 
it. However, from what we have seen, there are clearly two dif-
ferent markets. 531 serves a higher income market, and 515 serves 
a lower income market. There’s no doubt about the data that is 
available. 

Mr. CLEAVER. Mr. Carew? 
Mr. CAREW. Mr. Cleaver, we are in the process of developing a 

538 in Moorehead, Kentucky. But essentially what it means is that 
we have to bring other subsidies to the table, such as HOME 
money, such as State trust fund money, such as the affordable 
housing program of the Federal Home Loan Bank, such as tax 
credits, so that we’ve got to make up the difference between a 1 
percent 50-year loan and a 30-year market rate loan. That’s the 
simple analysis. 

Mr. CLEAVER. Okay. But here’s my concern. First of all, I think 
without any new construction, the program is essentially dead on 
the vine, and I’m not sure if there is a suggestion here, a subtle 
suggestion that is not even subtle, that there’s no need for new con-
struction, which would attract primarily the poor. And so we’re 
going to deal with rehabbing, you know, existing units, and we’re 
not going to do anything in terms of expanding housing opportuni-
ties for the poor and rural areas. 

And to go back to Mr. Rapoza, your question—I mean, your 
statement, if you are supporting prepayment, and you are— 

Mr. RAPOZA. We don’t, actually. 
Mr. CLEAVER. So nobody up here is supporting— 
Mr. RAPOZA. Well, I think some people do. We don’t support pre-

payment without having housing options and subsidies for families 
tied to that prepayment. 

Mr. CLEAVER. Okay. Who is supporting prepayment? 
Mr. ARBURY. We’re not against prepayment as long as you have 

certain restrictions that are put in this bill in terms of notification 
and/or long-term viability plans and other things to try to preserve 
the housing, but we’re not against prepayment per se. 

Mr. CLEAVER. So your support is contingent on the notification 
period? 

Mr. ARBURY. Notification, restrictions on the sale, you know, if 
other parties are willing to come forward and finance this housing 
and keep it under a long-term viability plan, I think it’s 20 years 
in here, to make sure that it stays as rural 515 housing, we’re not 
opposed to that. But we’re saying if an owner wants to get out and 
fresh money needs to come into the property, why not? 

Mr. CLEAVER. Yes, sir. 
Mr. WEHRWEIN. Congressman, we recognize that there—litiga-

tion that’s taken place over many years has not played out well in 
terms of maintaining the inability—or the limitations on prepay-
ment. We would, like many of the other panelists here, recommend 
that many of the issues in H.R. 59 be addressed in terms of protec-
tion of residents, and that resources and timeframes and structures 
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be made such that these assets have a good chance of being pre-
served as affordable, as opposed to just simply being lost to the af-
fordable housing inventory. 

There are many, many buyers who might be interested in main-
taining these as affordable homes, maybe even within the 515 pro-
gram. We would encourage the committee to make changes that 
would encourage owners to sell to those folks and folks to buy those 
units and keep them in the inventory. 

Mr. ANDERS. Congressman? 
Mr. CLEAVER. Yes, sir? 
Mr. ANDERS. I know that in Kentucky the prepayment issues 

may not be as significant as it is in California. My colleagues in 
California estimate that practically every 515 project in that 
State—and that State is not fully urbanized yet—will be lost 
through prepayment because property values in the State have in-
creased. We’re effectively going to lose the 515 program in the 
State. 

Let me raise another issue. And I think some of the numbers 
that were bandied around today are interesting. The Administra-
tion’s proposal to revitalize the 515 stock cost of about $20,000 a 
unit. They’re saying that it’s going to cost $80,000 a unit to build 
a new unit under the section 515 program. 

If I’m not mistaken, the numbers that Chuck was putting out say 
that it cost them about $40,000 a unit to preserve about 1,000 
units in Washington State, which is not an inexpensive State. It 
seems to me that that’s a reasonable and rational way of approach-
ing this prepayment problem rather than simply taking, you know, 
approximately 50,000 to 70,000 units of 515 housing and simply 
converting them into other uses. 

Mr. CLEAVER. Let me share with you my take on this. You do it 
every day. That if we leave 515 essentially and go to 538, we are 
abandoning the rural poor. That’s how I see it. And on top of that, 
my concern is that if we allow for repayment—prepayment, I’m 
sorry—you’re going to end up selling the property and making a—
you don’t want to sell it to lose money. I mean, anybody who wants 
to lose money, raise your hand. 

And so you’re going to sell it to make money. Do you believe that 
you owe something because you were able to get this at 1 percent, 
which—1 percent is free? I mean, you did 1 percent, and then 
you’re going to sell it and make a profit. We eliminate housing for 
the poor. People who are in 538 will get a guaranteed loan, but 
you’re not going to get a guaranteed loan for property if you are 
poor, whether you live in a rural area or if live in the middle of 
New York City. 

Yes, sir? 
Mr. RICE. If I could address that, the 1 percent interest rate is 

a benefit to the resident, not to the owner. The 1 percent interest 
rate—my rents are based on my costs and my loan repayment at 
1 percent, and all of my costs and a very small return to the owner, 
which hardly any owners get any more. And to say that the 1 per-
cent benefits the owner is not true. 

The 1 percent benefits the tenant, because it lowers their rent. 
The market rent rate for a project is based on the note rate. The 
basic rent is based on the payment at 1 percent. And so the dif-
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ference between those two, the interest credit, lowers the rent to 
the tenant. It does not benefit the owner. 

Mr. CLEAVER. Yes, but the program was designed to help the 
renter. 

Mr. RICE. Correct. 
Mr. CLEAVER. It wasn’t designed for the owner. 
Mr. RICE. Okay. 
Mr. CLEAVER. The prepayment you are saying is now the time 

for the owner to get his or her due. 
Mr. RICE. It’s time for the owner to do what he was contractually 

told he could do— 
Mr. CLEAVER. Which was? 
Mr. RICE. The loan agreement states that at any time that the 

owner could obtain sufficient financing outside of the government 
that they were required to prepay, not only that they could, but it 
was a requirement. When we built these apartments in the begin-
ning, the first thing they had to do is go to a bank and get a letter 
of denial saying that they would not loan us the money to build a 
project here at these rental rates. 

Mr. CLEAVER. I can get a letter of denial. That’s not— 
Mr. RICE. I didn’t say it was hard, okay. So, but it was an apart-

ment project that nobody else wanted to build because it was an 
area that couldn’t meet market rents. So we went to the Rural De-
velopment, and we said, we want to use this—take your money at 
1 percent. And they said, okay, but as soon as you could get a bank 
loan, if your equity was down or your rents were high enough you 
could get a bank loan, you’re supposed to come in and pay us off. 

None of our owners thought they would be in these projects over 
7 years. Now, my newest project was built in 1991, and none of my 
owners have gotten out, other than the ones who passed away. 
Now I think they have a right to, if they sell to a nonprofit, what-
ever, they have a right to get out of these projects and move on. 
And I don’t think—I don’t think it’s a gift they’re getting, this 1 
percent and that they owe something, no I don’t. 

Mr. CLEAVER. We disagree. And we probably—there’s nothing 
that’s going to stop me from disagreeing with you. But if you get 
a 1 percent loan you didn’t benefit, I mean, I—you know, I just—
I cannot accept that. But that’s okay. 

Are you familiar with Washington, D.C., property at all? 
Mr. RICE. A little. You mean like rental rates and stuff? 
Mr. CLEAVER. Yeah. I mean, you know, if you go not far from the 

Capitol, you’ll find properties that were almost falling apart—that 
a few years ago you could have purchased for $25,000—are now 
being sold at $400,000. It’s happening all around Washington. Are 
you familiar with the term ‘‘gentrification?’’ Can that happen in a 
rural area? 

Mr. RICE. Sure. 
Mr. CLEAVER. Okay. 
Mr. RICE. I mean, I’m in a number of towns that were rural a 

long time ago that aren’t anymore. But I’m in a lot of towns that 
are rural and are going to be rural forever, if they stay alive at all. 

Mr. CLEAVER. And if—and that will remain rural if people can 
still afford to live there. But if all of these properties are sold and 
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we end up with new rural condos, we have gentrified even rural 
areas. 

I guess I’m not comfortable— 
Mr. DAVIS OF KENTUCKY. If the gentleman would yield for one 

second. 
Mr. CLEAVER. Yes, Mr. Chairman. 
Mr. DAVIS OF KENTUCKY. We’re just talking about 10 percent of 

the properties are in question on being sold right now, just for 
my—I do share your concern on this, but just to bring the number 
down to a more practical level. I yield back. 

Mr. CLEAVER. Mr. Chairman, thank you for bringing that—I 
think I made my point. I’m very concerned about what’s going to 
happen to people who are poor, who cannot get guarantees. And I 
don’t know how we address it. It is a concern. 

Mr. DAVIS OF KENTUCKY. My commitment—I empathize very 
much with those concerns and would like to work with you on ways 
to fund Section 515. It’s probably going to need to be in a different 
piece of legislation. Perhaps what Chairman Ney has proposed with 
the affordable housing fund and the GSE reform bill, you know, 
may be one path to address this separate from our preservation ef-
forts here, prepayment efforts. 

One thing that I would like to direct a question to Mr. Wehrwein 
from his perspective and the other members of the panel join in. 
And one thing I would like to clarify as well, is when we speak of 
prepayment in our estimation, for example, the majority of my dis-
trict overwhelmingly, the question is preservation and not prepay-
ment. And what we want to do is improve the quality and hopefully 
expand that base of affordable housing that’s out there, and that 
nobody can prepay unless they have fulfilled their 20-year use re-
striction commitments. So there’s got to be contractual fulfillment 
before prepayment even becomes an option under any cir-
cumstance. 

But to Mr. Wehrwein first, how many—approximately how many 
Section 515 developments has your organization or members of 
your organization helped to finance or develop? And out of those, 
if we can just put the follow-on there together, how many are at 
risk of becoming unsuitable for housing and for revitalization pro-
grams such as the one that we’re attempting to craft if H.R. 5039 
is not enacted? 

Mr. WEHRWEIN. Mr. Chairman, thank you. We have acquired or 
built about 45 Section 515 deals in our history. I would say that 
most of those are in pretty good shape, mostly because we’ve—30 
of them we’ve recently acquired through this transaction that I 
spoke of in my testimony, and we’ve brought some new resources 
to bear almost on an exceptional basis to try to make those units 
modern and to sustain their quality. 

And as I indicated, you know, that took about eight to ten thou-
sand bucks a unit to accomplish. In some of our other projects, 
we’ve built new and we’ve been able to maintain some reserves. I 
would suggest, however, that we have looked at and passed on 
probably another three to four thousand units of affordable housing 
because these tools that are described in H.R. 5039 are not in 
place, and it’s not a smooth track to go through Rural Development 
to try to close on these. Again, we did this in a rather exceptional 
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way and found that it was quite challenging. And there are also 
specific resources available in the State of Washington that happen 
to make this work. We actually—we’ve looked at Section 538 as a 
vehicle to help acquire and use other soft resources, and it just 
tends not to work and not to be efficient. 

So, if anything, Mr. Chairman, I might suggest that we have 
passed on a number of units because we couldn’t make it work. 

Mr. DAVIS OF KENTUCKY. Okay. Thank you. Would anyone else 
like to make a comment on that from your experience? Yes? 

Mr. ANDERS. I just want to point out that not all owners of 515 
projects which are in markets that have not appreciated are going 
to stay in and preserve their units. 

I think what we’re going to see, and what we have seen in the 
HUD program, is that certain owners who are sitting with projects 
that clearly need revitalization are going to opt for revitalization. 
You’re going to see owners of projects who sit in markets that have 
appreciated which are going to prepay, and current estimate in 
2004 was that 10 percent of stock will prepay. 

You’re going to find that probably somewhere between 5 to 15 
percent of the other owners are going to sit. They’re going to sit 
and look at what happens to market conditions in their area in the 
next 5, 10, or maybe even 15 years, and then decide which way 
they’re going to go. 

So, potentially, even though the estimate in 2004 was that only 
10 percent of the units would prepay, I think the number eventu-
ally will be substantially higher because certain owners are simply 
going to sit, as they have done in the HUD mark-to-market pro-
gram, because they don’t know what’s going to happen in their 
market. If and when the market improves, they will opt out. 

And the translation is that—and the RHS just recently released 
a study that shows that approximately 1.6 persons live in a Section 
515 household, if we take the conservative estimate that 50,000 
units are going to be prepayed, which is 10 percent of the stock, 
we’re talking about 80,000 people subject to displacement. And 
that’s not an insignificant number. 

Mr. DAVIS OF KENTUCKY. Anybody else have something they’d 
like to share? 

[No response] 
Mr. DAVIS OF KENTUCKY. Just as we wrap up, I’d share a per-

sonal perspective in my interest in working on this bill that indi-
rectly brought me into contact with the 515 program. We have a 
rapidly—in fact, one of the fastest growing counties in the entire 
Commonwealth where I live in Boone County, Kentucky, but in 
Covington, Kentucky, Newport, Kentucky or urban areas with 
rapid economic growth, we’re seeing a similar thing that has hap-
pened with Section 8 housing programs and with the low income, 
working class families being driven out of the area potentially and 
having to move down into areas where in fact other rapid economic 
growth is taking place in the next few years has a potential to dis-
place them again. 

And what we want to strive for ultimately is a fair and compas-
sionate means of providing that affordable housing, but at the 
same time allow the market to work in such a way that there’s a 
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balance so the property owners have their rights protected, that all 
parties maintain their contractual and personal obligations to this. 

I appreciate very much your coming here today. Your written tes-
timony is of great value to us. We’d like to continue to work closely 
with you as this bill moves to markup in May. If there are places 
where we can make appropriate adjustments dealing with both the 
prepayment question and dealing with the preservation issue, the 
voucher issue, we consider your expertise in the field to be most 
valuable to us and look forward to working with you. 

It’s been a pleasure, and I personally want to thank you very 
much. The Chair notes that some of the members of the committee 
may have additional questions for the panel, which they may wish 
to submit in writing. Without objection, the hearing record will re-
main open for 30 days for members to submit written questions to 
these witnesses and to place their responses in the record. 

With that, this hearing is adjourned. 
[Whereupon, at 4:07 p.m., the subcommittee was adjourned.] 
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