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FOREWORD

This study on non-profit housing developers and affordable housing was undartaken in
response to House Concurrent Resolution No. 476, H.D. 2, adopted during the 1983
legislative session.

House Concurrent Resolution No. 478, H.D. 2, requested that this study be conducted
by the Legislative Reference Bureau in conjunction with the Hawaii Real Estate Resgearch and
Education Center ("Center"). The research, findings, and recommendations of the Bureau
are presented in Part i of this report. The Center's research, findings, and recommendations
are contained in Part il

We extend our sincere appreciation to all who contributed and without whose
coopsaration this study wouid not have been possible.

Samuet B.K. Chang
Director

Dacember 1993
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Organization

Chapter 1

INTRODUCTION

Each chapter in Part | is written and organized to specifically address one or more ¢f
the twelve specific topics set out in House Concurrent Resolution No. 476, H.D. 2. Indeed,
research areas for this joint study by the Bureau and the Center were apportioned so that
each topic - corresponding to the tweive modules depicted in the Center's "Proposed
Organization of Research Topics” chart in Part U - could be addressed. Topics jointly
researched are indicated as "icint." However, in order to supplement information presentad
in Part H, the Bureau also addressed topics marked with an asterisk (%) as follows:

Topic

1

4*

6*

10

11

Chapter

3

Description

ldentitication of non-profits which have built housing in
Hawaii within the past {en years.

Definition of the role of non-profits {joint).

Identification of the type of financing availabie to non-
profits.

ldentification of private (for-profit) developers that have a
non-profit deveiopment arm.

ldentification of state siaiutes which favor or assist non-
profits.

Determination of whnether Hawall financial institutions
have a mechanism to work with non-profits.

Determination of criteria to measure the success of non-
profits {joint).

Determination of how state tax c¢redits may bensefit non-
profit organizations.

Dstarmination of how the University of Hawall can utilize
its status as a non-profit 10 develop housing for students
and faculty,

Development and provision of suggestions  and
recommendations for future legislation to further assist
non-profits (joint).



INTRODUCTION

Definitions

House Concurrent Resolution No. 476, H.D. 2, speaks ¢f the lack of accessible and
affordable residential housing in Mawaii. [t also mentions a critical shortage of heusing that is
affordable for low- and moderate-income residents, and residents in the "gap-group.” On the
other hand, neither "affordable,” "low- or moderate-income” nor "gap-group” appedrs in the
twelve topics 10 be addressed in the reguested study. Instead, the Concurrent Resolution
mentions only "housing developments,” "development of housing,” "developing housing,” or
"to build housing units.” Nevertheless, the focus of this study is on "affordabie” housing. To
this end, several terms need (¢ be defined for the purposes of this study.

"Affardable housing” is defined as follows:!

Affordable housing 1s generally defined as housing where the
occupant 1is paying no more than 30 percent of gross income for
gross housing costs, Inciluding utility costs targeted to low-
ineome, other low-income, moderate-income, and middle-income
houssholds, as further defined.

"Low-income households” is defined as:2

Households whose incomes do not exceed 80 percent of the median
income for the area, as determined by BHUD {United States
Department of Housing and Urban Development] with adjustments
for smaller and larger families, except that HUD may establish
income ceilings higher or lower than 80 percent of the median
for the area on the basis of HUD's findings that such variations
are necessary because of prevailing levels of construction costs
or fair market rents, or unusually high or low family incomes.

*Other low-income households” is defined as:3

Housenold[s] whose incomes are between 5% percent and 80 percent
of the median income for the area, as determined by HUD, with
ad justments for smaller and larger families, except that HUD may
establish income ceilings higher or lower than 80 percent of the
median for the area based on similar HUD findings as above.

“Moderate-income households” is defined as:#

Households whose incomes are between 81 percent and $5 percent
of the median income for the area, as determined by HUD, with
ad justments for smailer or larger families, except that HUD may
establish income ceilings higher or lower than 95 percent of the
median for the area based on similar HUD findings as above.
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"Middle-income househoids” (presumably the "gap-group" referred to in the
Concurrent Resciution) is defined as:S

Households whose incomes are from 96 to 120 percent of the
median income for the area, as determined by HUD, with
adjustments for smaller or larger families, except that HUD may
establish income ceilings higher or lower than 120 percent of
the median for the area based on similar HUD findings as above.

Endnotes

1. The first part of this definition, excluding the targeted households, is taken from: City and County of Honoluiy,
Department of Housing and Community Development, Comprehensive Housing Affordability Strategy for the
City and County of Honolulu, October 1992 - September 1996 (Honolulu:  1992), p. iii. and citing as source,
Federal Register, v. 56, no. 155, Monday, August 12, 1891, Notices.

2. lbid. p. v, modified.
3. lbid, p. vi, modified.
4. 1bid., p. v., moditied.

5. lbid.



Chapter 2

ROLE OF NON-PROFIT ORGANIZATIONS
IN HOUSING DEVELOPMENT

Topic number 3 of House Concurrent Resolution No. 476, M.D. 2, is a subject for joint
research. Accordingly, in addition to the material presented in Part H of this study, this
chapter alsc addresses the role of non-profit developers. Topic number 3 reads:

{3) Define the role of non~profit organizations in the development
of housing.

Types of Non-Profits

Regardless of a non-profit's type or style of operation, it does not distribute any maney
sarned as dividends or profits. On the contrary, any money earned must be reused to further
its stated mission. In the case of this study, that mission is to develop affordable housing at
below-markst rate for households with relatively lower incomes. HMowever, such non-profits
need not limit their role to actual development of housing. Some act only as housing
advocates. Others own and manage housing projects. Stili others provide support social
services such as housing information and referral and tenant counseling. Somse focus on
community or economic development.

Those that perform actual housing development may further define their own specific
niche, usually in terms of target popuiation, type of housing development, or geographic
region. Excluded from this discussion are public non-profit corporations created by state and
local governments that typically have the status of a housing authority. In Hawatbi, two
examples are the Housing Finance and Development Corporation and the Hawail Community
Deveiopment Authority.

Frequently targeted groups for low-income housing are: households below a certain
income limit, the elderly in general, the frail elderly, the homeless, battered spouses and
children, certain ethnic minorities {(such as those living on MHawalian home lands), and thoss
with special needs such as individuals with developmental disabilities or mental iliness, or
both.

Irt terms of a special style or typs of housing development, some prefer 10 work with
volunieer labor, including that of prospective owner-occupiers of housing in self-help projects.
Others may concentrate on acguisition and rehabilitation of existing housing such as single-
room occupancy hotel units. Some non-profits speciatize in rehabilitated single or mufti-unit
apartments and other rentals. Still others develop only new housing, aither muiti-unit rentals
or fes-simple single family homes.
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Non-prefit developers may aiso limit their activity 10 a certain neighborhood, region,
city, or county. Grassrcots, community development non-profits usually develop housing only
within the confines of the neighborhood from which they spring. In Mawalii, they may confine
their development 10 specific counties.

Finally, some non-profit housing developers are created for the sole purpcse of
developing a particular proiect and dissolve upon compietion of their specific task. Or they
may continue in business but take over the management of the completed project rather than
develop new housing.

The Role of Non-Profits

"The for-profit developer will not take on a project if it will not sell in the market, or if
the sales price or rent will not cover all costs of production and a profit."t  On the other hand,
the role of the non-profit housing developer is to fill the gap created by for-profits who decline
to develop due to profit limitations. Non-profits can acquire and rehabilitate old, or deveiop
new, housing that is otherwise to0 expensive for a for-profit to turn a profit on from market
rents or sales prices. Although non-profits need not make a profit, nonethelass, they nsed to
keep cosis down in order 10 keep rents or sales prices affordable. In certain markets,
including Hawaii, median income housseholds find it very difficult to pay the going market rate
for housing; even more so for below-median income househoids.

Steps in the Typical Development Process
Exhibit 1:2-1 describes the various tasks of a non-profit housing developer .2

The developer's role is to create a project idea and coordinate the relevant expertise
and financing to carry the project to completion. Developers tend to specialize in one
particular type of development project i only because they wish to replicate success by
applying that specialized expertise in one area. For example, developers tend to use the
same formula design, the same consultants, architects, engineers, contractors, banks and
financing, even the same county housing jurisdiction and housing markat.

Non-profit developers typicaily commiit to the long-term to keep a project affordable -
at least for the duration of a low income housing loan. They also try to keep the project from
being soid which may jeopardize their affordabiiity. Some non-profit developers also manage
their own projects.  Others contract with public agencies or other non-profit managemeant
groups. HMNon-profits usuaily charge a deveicpment fee 1o cover office and statf costs, and
which is included in total project costs. Usually, staff and office costs are lower than for-
profits. Personnel seeking higher remuneration go {o organizations that can afford it. At the
same time, non-profit developers realize that by cutting costs they can pass the savings on o
consumers, and thus further their mission,



Exhibit I:2-1

STEPS IN THE DEVELOPMENT PROCESS

PLANNING AND DESIGN PHASE

Develop preliminary concept

Select potential site

Form project’s ownership entity

Select architect

Review schematic drawings

Prepare preliminary feasibility studies

Obtain site control (option or earnest
money agreement)

Hire appraisals

Approve architect’s plans

Meet with neighborhood groups

Obtain necessary permits

Obtain commitment of permanent
financing from investors and lenders

Obtain commitment of construction
financing from lender

Advertise for bids

Select contractors

MAXKE FINAL DETERMINATION OF FEASIBILITY

CONSTRUCTION PHASE

Close construction lcan

Cloge on site purchase

Start construction

Supervise and inspect progress

Make final inspection and corrections
Prepare final cost certification
Obtain occupancy permits

Market and sell or rent units

Close permanent mortgage locan

OCCUPANCY PHASE

Manage and maintain property
Make replacements, rehabilitate, or
modernize
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The steps outlined in the chart above can be taken simultaneously or may need to be
repeated. For example, "obtaining necessary permits” is not a simpie, "one-shot deal” but
may take repeated applications, visits, hearings, testimony, and appeals.

To determine whether a project concept can be feasible, a developer must sift through
a multitude of preliminary data. These usually include:

{1 Zoning and site evaluation and pianning;
@) Architectural design options,

(3 Preliminary development budget; and
4 Preliminary operating pro forma.

Preliminary schematic drawings are meant to create interest among potential financial
backers as well as {0 estimate construction costs. Schematics typically underge many
changes, before being finglized for submission to the relevant public agencies for permits and
approvals. For exampie, input from community and neighborhood mestings often force
changes to preliminary pians.

To protect pre-development investment in engineering and architectural feasibility
studies, the developer must ensure that plans will not be undercut by having the property sold
off. This is site control. To do this, the non-profit usually obtains from the potential seller of
the land an option to buy by a certain date al a specified price. Under this agreement, in
exchange for periodic, normally non-refundable payments, the seller agrees to keep the
property off the market. Alternatively, a developer may pay a front-end lump sum in earnest
money to allow the purchase at a specified date, but contingent upon ceriain factors such as
the securing of finai permits and financing. Of course, if the developer cannot meet the
specified deadiine or contingencies all non-refundable purchase option payments or earnest
monay are forfeited along with all sunk pre-development costs.

For-profits use appraisails to determine the highest fair market value that would result
from the "nighest and best” use of the property (in terms of dollar return). Why woulid non-
profit deveiopers, whose goal is antithetical 1o charging the highest going rate for rentals or
fee simple sales, also need appraisals? To keep a project affordable, non-profits use
appraisals to figure the amount of subsidies needed 10 make up the difference between the
highest fair market value and the targeted affordable range. Both for-profits and non-profits
typically need financing which depends on the prolected return of the development.
Consequently, both require appraisals which serve as the basis for their two difterent types of
calculations.

Typically, in a project’s initial stage, a developer tries 1o obtain a contingent permanent
financing commitment (also called "take-out™ financing} from a lender. This commitment
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spells out the amount, rate, and terms of the loan and the effective period of the commitment.
The take-out commitment is then used {o obfain a further commitment for a contingent
consiruction foan. If the project is stil within budget, the deveicper then finalizes the
construction loan and begins draw down for the contractors.  Upon compietion of
construction, the permanent cwnership entity wilt close on the take-out financing.

As a rule, financing for non-profiis is more complicated than for for-profits. (See Part |:
chapter 5 on Hawaii Community Reinvestment Corporation financing for housing developars.)
For-profits neead only persuade a lender of the financial feasibility of a project. Because non-
prefits’ marging are lower, it is more difficult to obtain conventicnal loans and non-profits
therefore must rely on a variety of non-permanent funding sources. Many of thesa are public
funds of one sort or anothar. As a result, not only is it more difficult to aggregate sufficient
funds, but the efiort and time involved is compounded many-fold.

The developer can gain site control to allay one type of risk. However, the developer
also faces another risk. All investmants in planning and design can be forfeited if subsequent
project bids based on these preliminary plans and designs do not come in within budget.
Oniy when the proiect is determined to be within budget can a final determination of feasibility
be made.

For non-profits, a special obstacle lies in the difficulty of cbtaining pre-development
moneys. Money needs to be spent before a project concept can be finalized. Site control,
including iand acquisition and site options, needs to be obtained. Various site feasibility
studies need to be carried out -- architectural, engineering, legal, pianning, and design.
However, this preliminary work costs money. |if preliminary studies indicate that a project
concept is not feasibie, deveiopmant cannot proceed and these costs cannot be recovered.
Because of this, it is especially difficult for non-profits (who cannot fold this pre-deveicpment
risk into g projecied cverall return on invesiment for profit-sesking investors) to obtain the
necessary risk capital.

Development in Hawaii

The role of non-profit housing developers is affected by the unusual circumstances
surrounding the development of affordable housing in Hawail. One inescapable factor is the
unavailability of land in generai and the high cost of iand that is available. A second is the
structurai compination of relatively tow wages and high costs that make decent housing
unaffordable to many residents.

Because of these high costs, for-profit developers have not generated much affordable
housing. Contributing to these high costs are affordable housing exactions made on for-profit
developers requiring a cerigin number or proportion of units to be sold at affordable prices.
Exactions reduce the already diminished return on investment due 1o relatively high
development costs {including length of oroject which increases carrying costs). Even with the

10
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general excise tax exemption and low-income housing tax credits, for-profits generally chose
to build conventional homes over government-assisted fow- and moderate-income homes .3

For-profit developers have left a huge gap in the affordable housing market, Non-profit
developers and public agencies are natural candidates to fill this breech. Howsver, in the last
decade, almost all affordable housing has been developed by the public sector or by for-
profits in response to exactions.

For example, since its inception in 1987 to 1992, the Housing Finance and
Davelopment Corporation has assisted in the compietion of 1,137 units statewide. A further
1,431 HFDC units consisting of fee-simple homas, town homes, family and senior rentals are
under construction. Finaily, 16,020 units are in planning statewide.* HFDC's affordabie fee-
simple units are targeted at households earning between 80% and 120% of median area
income. Rental units are targeted at households earning between 50% and 80% of median
area income.

Honolulu's Department of Housing and Community Development (DHCD) develops
affordabte housing for Oahu residents, which currently comprise about three-quarters of the
State's population. According t¢ the DHCD's Comprehensive Housing Affordabifity Strategy
(CHAS), the City intended to impiement a one-year plan in fiscal year 1992 to construct,
substantially rehabilitate, or build related infrastructurs for 3,149 rentai units in 15 projects.
Of these, 1,996 are targeted at very low- and low-income househcids.5 An additional 3,644
owner-cccupied units in seven prejects are also planned. Of these 1,110 are targeted at the
very fow- and low-income household groups.®

Non-profits can potentially contribute greatly to the development of affordable housing.
They have the advantage of not requiring a profit margin. Affordable housing exactions,
therafore, should have no deterrent effect an non-profits.  [n addition, whatever savings that
can be generated wil be passed on 1o consumers in the form of lower prices or rents.
However, this margin can easily erode with low levels of technical expertise and financial and
operational efficiency. Although not profit-criented, non-profits stifl need to deal with the
realities of the worlds of real estate, finance, and construction. They still need to negotiate
deals and know what they are doing. f non-profit inefficiencies become too farge, their
comparative advantage disappears although on the surface they remain eligible for priority
funding and other preferences.

Deveiopment of affordable housing in Hawail is unusual for another reason. The major
public developers (the HFDC and Honolulu's DHCD) in Hawall have g unigue dual role. They
act as both sources of financing as well 35 active developers. [n affect, they can finance their
own developments. This puis them in direct competition with non-profit developers who may
be eligible for public funding.

it is clear that both public agencies and non-profit deveiopers have the same goal of
ganerating as many affordable housing units as possible with available resources. However,

11
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non-profits in Mawaii tend not to receive funding because of their relatively poor track history.
Public agencies view non-profits as relatively lacking in technical or operaticnal skills,
negating much or ali of their comparative advantage vis-a-vis for-profits or public agency
developers. (However, it has been claimed by one source that ". . . the ievel of efficiency of
the public sector is iower than that of private non-profit and for-profit organizations. [n Hawaii,
this comparative inefficiency is masked by the extracrdinary advantages given to the public
sector in obtaining site control, entitlements and financing and by exemptions from
development fees and restrictions.)” On the whole, non-profits do not have a strong record of
successful development in Hawail. The pootl of effective non-profits capable of creating
significant numbers of affordable units has been very smalfl,

This is the current catch-22 situation regarding non-profit development of affordable
housing in Hawaii. Non-profits do not receive more support because of their perceived
relative technical and operational inefficiencies. A reduced cost-effectiveness in producing
affordable housing makes it hard to justify their funding. On the other hand, because they do
not receive as much support, non-profits lack the capacity to improve output, justifying public
agency decisions and continuing the cycle of reduced support. (See Part |1 chapter 3
comments by non-profit develcpers regarding capacity building grants and loans, Part [
chapter 5, on capacity building grants to become available under the newly established rental
housing trust fund, and Part . chapter 7 recommendations.)

Endnotes

1. Carla Okigwe, "Nonprofit Developers and Neighborhoods: Likely Partners” in Seattle - King County Housing
Development Consortium, Guide 10 Neighborhood Housing Sirategies, a Collaboration of Seattle
Neighborhood Representatives and Nonprofit Housing Developers, 1991, hereafter retferred to as "Housing
Strategies.” p. 65.

2. The chart and the foliowing discussion is taken from Ken Katahira and Carla Okigwe, "An Overview of the
Devetopment Process” in Housing Strategies, pp. 88 - 93.

3. Arthur Young, Alternative Tax Policies and incentives 0 Increase the Availability of Affordable Housing, Final
Report. for the Hawail Housing Authority and the Hawait Nonprofit Housing Corporation, December, 1984, p.
20

4. Hawaii, Housing Finance and Deveiopment Corporation, 1892 Annual Report (Honolulu: 1892}, inside front
cover.

5  City and County of Honolulu, Department of Housing and Community Development. Approved
Comprehensive Housing Affordability Strategy for the City and County of Honolulu: October 1992 - September
1996, March, 1992, p. 5-1 and exhibits [H-A summary table, [I-A priority 1. and Ili-A priority 2.

6. lbig.

7.  Senia Investments, "Aftordable Housing Development in Hawail A Feasibility Study” (Lafayette, CA:
March 31. 1983, p. 4.

12



Chapter 3
NON-PROFIT HOUSING DEVELOPERS IN HAWAII

This chapter is divided into two sections. Section | addresses topics number 1 and
number 5 listed in House Concurrent Resolution No. 476, H.D. 2. Section I presents the
open-ended comments of survey respondents to various development issues. These include
the role of non-profit housing developers, their advantages and disadvantages, their needs,
and suggestions on ways to assist non-profits to improve their operations.

. NON-PROFIT HOUSING DEVELOPERS IN HAWAII AND
FOR-PROHT DEVELOPERS WITH NON-PROFIT DEVELOPMENT ARMS

Topics number 1 and number 5 of the Concurrent Resolution read:

(1) Identify non-profit organizations which have successfully
built housing developments in the State of Hawaii over the
past ten years,

* % ¥

(5) Identify how many private developers have a non-profit
development arm.

Non-Profit Housing Developers in Hawaii

There are no ready-made listings of Hawail non-profit housing developers. A variety of
methods and sources were used to identify those that do appear in Exhibit 1:3-1.

First, all parties mentioned in the Concurrent Resolution - listed below - were asked
to respond to a survey:!

(1 Affordable Housing Alliance;
2y Honolulu Neighbornood Housing Services;

{3} Homeless Solutions, Inc. (formerly the Hawaii Ecumenical Housing
Corporation;

{4y Hawaii Community Foundation;

{5} PATH (People And Transit Housing);

13
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&) Self-Help Housing Corporation of Hawaii; and

(" The graduate student of the University of Hawail who submitted testimony
during the 1993 hearings on the Concurrent Resolution.

All but respondent (7) were asked whether they had constructed or rehabilitated any
affordable housing units in Hawaii within the past ten years. They were also asked to identify
any other non-profit housing developers they were aware of. 1t is instructive to note that none
of the respondents identified any other non-profit housing deveiopers.

As this chapter is being written, of those mentioned in the Concurrent Resolution, only
the Affordable Housing Alliance, Homeless Solutions, inc., Hawaii Community Foundation,
PATH, and the Self-Help Housing Corporation of Hawaii have responded.?2 Data from
respondents regarding any actual housing development are included in Exhibit [:13-1.

The Affordable Housing Alliance (AHA) does not actually develop housing itself. |t
plans to do this through the llima Corporation® and reports that a project called "1st
Leeward"” consisting of one fes-simple and sixteen rental units is being planned. The llima
Corporation registered as a non-profit with the Department of Commerce and Consumer
Affairs (DCCA) on June 20, 1986 aithough the DCCA listing indicates its status as "inactive.”

Homeless Solutions, Inc. (HSH has developed three projects for the homeless: (1) the
Edwin Thomas Home, consisting of 28 units; (2) the Kokea Street Transient Shelter,
consisting of 35 units: and (3) the Kunawai Lane Group Home, consisting of 5 units.4 HSI
registered with the DCCA on December 18, 1986.

The Hawaii Community Foundation (HCF) does not develop housing on its own but
has made granis to non-profit housing developers. Ina response, the HCF provided a report?
evaluating the need for a new non-profit housing deveioper in Hawail. The upshot was the
formation of a new non-profit housing developer named the Hawaii Housing Development
Corporation which registered with the DCCA on Aprit 19, 1993,

The Self-Help Housing Corperation of Hawaii (SHHCH) has been registered as a non-
profit since May 3, 1983. The SHHCH reported having completed three fee-simple projects
on Oahu, Kauai, and Maui consisting of 40, 24, and 27 units, respectively. The following fee-
simple units were reported in planning:

(1) One project on Maui consisting of eight units;

(2) Two projects on Kauai consisting of 20 and ten units each; and

{3 Two projects on Oahu consisting of 20 and ten units each.
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NON-PROFIT HOUSING DEVELOFERS 1N HAWAIL

The second method used to identify non-profit housing developers invoived a 420-page
DCCA printout of all 8,011 domestic non-profit corporations registered in Hawaii. The DCCA
does not have the programming capacity 10 extract the "nature of business” of each non-profit
from its database o print out. However, names, addresses, and dates of incorporation or
registration can be obtained. The only clue, therefore, as o whether any particular non-profit
might be a housing developer lies in the descriptive name of the organization itself.®
Consequently, it was necessary to manually search through non-profits ranging from the
AAAC.T.LON. International of Hawaii to the Honoluiu Table Tennis Association, to the Zion
Presbytarian Church of Honolulu.

From the master list, 37 likely candidates were culled. As this chapter is being written,
24 have responded for a 65 percent response rate. Of the 24, five reported that they were
neither housing developers nor had they deveioped any housing.” Three others reported
having developed affordable housing but affirmed that they were not housing develcpers, For
the sake of completeness, they have been included in Exhibit 1:13-1. These three were the;

(1) Aduit Student Housing of Hawaii, Inc;

(2} Association for Retarded Citizens of Maui; and

(3) Hawaii County Economic Opportunity Council.

Nine of the 24 who responded indicated their status as housing developers and
reported having developed housing. These nine entities were the:

(1) Hale Aloha O Hilo Habitat for Humanity, Inc.;

(2) Hale Mahaolu;

3 Hawaii Habitat for Humanity;

(4} Hawaii Island Community Deveifopment Corporation;
{5) Ka'u Housing Corporation;

{6} Kohala Union Housing Corporation;

{73 Lokahi Pacific;

(8) RHF 202-1l Housing (Hawali), Inc.; and

{9) Steadfast Housing Development Corporation.
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NON-PROFIT HOUSING DEVELOPMENT

Finally, seven respondents reported themselves as housing developers but indicated
that they had not constructed or rehabilitated housing within the past ten years in Hawaii.
These wera:

(1 Alii Affordable Housing Foundation {registered on September 19, 19686);

{2) The Association for Retarded Citizens of Kauai (registered on September 10,
1963), which reported having assisted the ARC of Hawaii with one development
and that it had three others under construction;

(3} Ewa Villages Non-Prefit Development Corporation (registered on March 9,
1992), which is pfanning to rehabilitate 279 fee-simple homes;

(4) Hana Affordable Housing and Community Development Corporation (registered
on November 8, 1991};

) Laniakea Housing Corporation (registerad on August 11, 1872); and

(B) Kauai Habitat for Humanity, Inc. {registerad on October 28, 1892}, aithough it
has carried out post-Iniki rebuilding of 14 homes as of October, 1993: two at
Kekaha, cne at Kapaa, ter at Anahola, and 1 at Kalaheo.

A seventh respondent, the Episcopal Hemes of Hawaii, Inc. ({registered on
November 22, 1989), aiso fell within this category. Howsever, its "life care” package that
combines both rental and health care costs requires an explanatory note. Scheduled to open
in mig-1995, its project, named Hale O Malia at Walalae-Kahala, will consist of 314 senior
rgtireament units {minimum entry age is 62). The project plans 1o offer residents independent
fiving as well as lifetime care up 10 the skilled nursing facility level. Other amenities will
include a fitness center, a lap pooi, and a tennis court. Residents must pay a one-time entry
fee ranging from $70,000 tc $600,00C, depending on the size of the unit, and a monthly
maintenance fee. A unit's second resident must pay a $25,00C entry fee. The entry and
monthly fees cover rental as well as care for the lifs of the resident (Medicare is required). in
the event a residant dies, prorated refunds to the surviving spouse or the resident’s estate will
be limited to the first two years of residence.® Because rental and heaith care costs are
bundied, it i5 not possible to directly compare these units with conventional affordabls units.

The third method used (¢ search for and cross-check the accuracy of information
regarding non-profit housing developers employed a survey of the housing activities of:

{1 The Housing Finance and Developmaent Corporation (HFDC);

(2} The Hawail Community Development Authority (HCDA);

18



NON-PROFIT HOUSING DEVELOPERS IN HAWAL

{3 The Department of Housing and Communrity Development of Honolulu county
(DHCDY;

{(4) The Office of Housing and Community Development of Hawaii county (OHCD);
(5} The County Housing Agency of Kauai county (CHA); and
(6) The Department of Housing and Human Concerns of Maui county (DHHC).

These agencies are in a unique position to either interact with or observe the operation of
non-profit housing developers. As this chapter is being written, only the DHHC has not
responded.

Each agency was asked to list all developers who built or rehabiiitated affordabie
housing units within each agency's jurisdiction in the past ten years. Also requested were:

(1) The name of each developer and develcpment;
2 Whether the developer worked with the ageancy or not; and

(3) The developer's status as either g for-profit or a non-profit, or a for-profit with a
non-profit development arm.

The HCDA reported only one such developer of affordable housing: Business
investments, Limited, a for-profit group, which built 297 affordable units in the Royal Capito!
Plaza in Kakaako, Oahu. No non-profits were involved.

The HFDC provided information that was used to cross-check data already developed
regarding the following non-profits: Hawaii County Economic Opportunity Council, the Self-
Help Housing Corporation of Hawaii, Whitmore Associates, Wilikina Park, Hale Mahaoly,
Pacific Housing Assistance Corporation, and Lokahi Pacific. In addition, new data were
reported regarding the Coalition for Specialized Housing, (also a non-profit) and its current
work with both the HFDC and the CBM Group -- a for-profit - in developing 213 affordable
rental units in Peari City, Oahu.

Monoluiu's DHCD provided a list of affordable housing devsiopmenis - excluding
projecis invoiving the rehabilitation, acqguisition, or both, of existing dweliings -- that were
developed by 17 non-profits. (See Exhibit 1:13-2.) Fifteen of these non-profit developers were
not originaily mentioned in the Concurrent Resolution,
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Exhibit 1:3-2

LIST OF NON-PROFIT DEVELOPERS FROM THE
HONOLULU DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS

02

Sales or Total

Developer Project # Units _Rental City Assistance Project Cost
Acacia Non—-Profit Cotp (Dissolved) Acacia Housing 80 Seles  Lease of City land, Loan of COBG funds $4,837 000 |
Alger Foundation Self- Help Houslng 68 Seles  Exemptions from Development requirements $16 000,000
Alternstive Structures international Ohgane Olg O Kshumana 16 RAental  Lease of CHy land, Grant of CDBG funds $1,735000
Assoclation for Aetarded Citizens ARCH -~ Diominis St & 6th Ave 16 Rental  Lease of City land, boan of CDBG funds $450,600
Assoclation for Retarded Citizens AHRCH ~ Ewa Estates 16 Aental  Lease of Clty land, Loan of CDBG funds $1,200,000
Assoclation for Retarded Cllizens ARCH ~ Fern Stroet i3 Rental  Lease of City land, Loan of CDBG funds $848 000
Association for Retarded Cltizens ARCH —~ Hawali Kal 6 Rental  1iease of City snd, Loan of CDBG tunds $456,000
Association for Relarded Citizens ARCH - Lusitana Street | 10 Rental  1ease of City isnd, Loan of CDBG tunds $567 000
Assoclation for Relarded Citizans ARCH - Lusitans Street it 10 Rental  lease of City land, Loan of COBG funds $685 000
Associstion for Relarded Cilizens ARCH -~ Paari Clty 11 Rental  Loan of CDBG funds, facility design $2.200,000
Assoclation for Retarded Chizens ARCH - Wahiaws ] Rental  Loan of CDBG lunds $1,480,000
Gentral Oshu Youth Services Assn, Home By the Sea 8 Rental  Loan of CDBG funds $105.000
Centrat Oshu Youth Services Assn, Indepsndent Living Skiiis 8 Rental  1can of CDBG funds $200,000
Ewa Housing Foundation Ewa Elderly a4 Rental  Lease of City land, construction of ofisite improvemsnts $6,832 000
Homeless Solutions, inc * Edwin Thomas Home 28 Rental Loan and Grant of CDBG funds $2,360,000
Homeless Solutions, Inc * Kokea Street Trans, Shelter 35 Rental  Loan of COBG lunds §1.439 000
Homeless Solutions, inc * Kunawal Lane Group Homa 5 Rental  Lesse of Cly land, Loan of CDBG funds $117,000)
Kahuky Village Association Kahuku Phase ¥ 177 Sales  Lease of Gty land, Loan of COBG funds $8,832,000
Kahuku Village Association Kahuky Phases |~1i 107 Sales  Lease of Clty Iand, Loan of CDBG funds $4,291.000
Malil Kyu Home Non - Profit Corp Mallidand 54 Rental  Lease of City iand, Loan of CD8G funds, Tax Exemption $1,443,000
Qpportunities for the Retarded, Inc. Helemano Training Center 50 Rental  Loan of COBG funds $815 000
Pacilic Housing Assisiance Corp Kafiua Elderly at Rental lease of City land, Loan of GDBG funds $11,600,000
Pacilic Housing Assistance Corp Lanakiia Gardene 28 Rental  Loass of City iand, Loan of CDBG funds $3,293 000
Pacific Housing Assistance Cop Maluhla Elderly 40 Reatal  Examptions from Development requirements $7,088.000
Pauahi Block A — Non~Profit Corp, {Dissclved)  Hals Paushi 396 Rental  Lease of City land, Loan of CDBG funds, Tax exempt bonds  $23,000,000
Puuhonua Nonprofil Corp twilel Hometess Conter 220 Rental  Sublease of State land, Grant of CDBG funds $650,000
Retirement Housing Foundation Peuahl Kupuna Elderly 48 Hental Lease of City land $2,400,000
Rstitement Housing Foundation Phrilin Street Elderly a4 Rental  Leass of City land, Loan of COBG funds $3 930000
Saivation Army Wahiawa Silvercrest 80 Rental  Exemptions from Development requirements $7,000000]
Sell - Help Housing Corp. of Hawail Waimanalo Seit~Help 40 Salss  Interlm CDBG loan $3.900,000
Wilikine Park Willkina Eideriy 64 RAentai  Lease of City land, Loan of CDBG funds $7,600,600

* Formerly Hawal Ecumenical Housing Corporation



NON-PROFIT HOUSING DEVELCPERS IN HAWAL

Hawaii county's OHCD reported six for-profits who developed affordabie housing; none
had a non-profit arm. OHCD also reported new data for thres projacts involving four non-
profits.® The four non-profits were: the Hawaii Island Community Development Corporation,
West Hawail Housing Foundation, inc. and Kona Heusing Corporation jointly developing one
project, and the Hilo Agsociation for Retarded Citizens.

The Kauai CHA confirmed data regarding the formation of a new non-profit namead the
Kauai Housing Develcpment Corporation. This entity was registered on August 24, 1932 and
is pianning the Charles River project in Hanamaulu, Kauai, consisting of 165 affordabie rental
units, planned for $108,000 each. The CHA also provided new data on a project in Wailua,

The fourth method used io identify non-profit housing developers involved interviews
with various individuals and crganizations in the fieid of housing development. One was the
Pacific Housing Assistance Corporation.’0  According to one source, “"The only active
community-based non-profit deveiopers on Qahu are Pacific Housing Assistance Corporation
(PHAC) and Hawaili Ecumenical Housing Corperation (HEHC)."11 In addition, the same
source concluded that PHAC was ", . . apparently the only Oahu organization which currently
qualifies as a CHDO [community housing development corporation]. . . .12 (Fifteen percent
of ali Home Investment Partnership Program (HOME) funds, granted by the United States
Department of Housing and Urban Development and first authorized by the MNational
Affordable Housing Act of 1990, are mandated for eligible activities undertaken by CHDOs.
Eiigible activities include ". . . acquisition of land and existing buildings, construction of new
rental and first-time home buyer units, rent subsidies, and financial assistance to first time
nome buyers [as weil as] rehabilitation {of existing buildings}. . . ."}1%

In addition to deveioping the six projects listed in Exhibit I:3-1, PHAC also acted as
housing consultant on 19 projects to various non-profit clients who needed PHAC's
development expertise. A table compiled by PHAC is included as Appendix 1C.

One individual, a housing development consuitant,'4 provided new data on four non-
profit developers. These were: the Acacia Non-Profit Corporation, Maili Ku'u Home Non-
Protit Corporation, Pauahi Block A Non-Profit Housing Corporation, and Pu'uhonua Non-Profit
Corporation. (See Exhibit 13-1.)

The Consuslo Zobel Aiger FoundationS not only provides funding for, but also
develops affordable housing. In 15 response to our survey, the Alger Foundation indicated
that 70 fee-simple units of the Alger Community project on Cahu are planned and eight uniis
are scheduied to finish in January, 1984, For the sake of completenass, these are included in
Exhibit 1:3-1.
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Private For-Profit Developers With Non-Profit Development Arms

First of aill, "private" is understood as intending to describe "for-profit” as opposed to
non-profit developers. The use of the word "private" to refer to for-profits is unfortunate
inasmuch as it misleads in two ways. First, it incorrectly implies all private corporations are
for-profit. Clearly, most of the non-profit develcpers in this study are private. Secondly, it
further incorrectly implies that non-profits are "public” or possess an official, governmental
capacity in some way. It is easy fo mistakenly end up with the faulty proposition that
"private” corporations are generally for-profit because the obverse is generaily true - that
"public” corporations are generaily non-profit.

Furthermore, for-profits who are merely complying with development mandates to
include a certain proportion of affordable units do not necessarily qualify as having a non-
profit arm. For-profits appear to build affordable units -- what non-profits do as a matter of
principle -- mostly on a case-by-case basis.

One possible exception couid be the Myers Corporation's PATH. PATH's mission
statement is as follows: 16

PATH Housing Development Corpeoration ("PATH") 1s a non-profit
organization created to promote the development of affordable
housing within the City and County of Honolulu, Oahu, Hawaii. PATH
will actively work with government to assist in determining housing
needs and opportunities. it will act as a developer in the
production of affordable housing to meet those needs. PATH's
primary purpose will be to develop significant quantities of new
guality affordable housing. It will, also, where possible, promote
the acquisition and preservation of existing affordable units. It
is PATH's overall purpose to help relieve Oahu's affordable housing
shortage.

PATH cites the reason for ils creation as "... a private-sector response to the
Governor's 1992 'State-of-the-State Address' and the community’'s overwhelming need for
quality affordable housing. .. "%/ PATH was conceived at a time when affordable housing
was to be built near the sites of train stations of the abortive rapid transit system in Honolulu.
it was initiated by the Myers Corporation and Morrison Knudsen Corporation through their
joint venture partnership, Myers/MK Partners. PATH was incorporated on September 1, 1892,
Having only received approval from the Internal Revenue Service of its non-profit status on
July 5, 1993, PATH had no projects as of the date of this writing. PATH has a board of
directors consisting of a number of prominent individuals with initial operating funds donated
by AEG Waestinghouse and the Myers Corporation. The list of board members and a further
description of PATH's goals and obiectives s included as Appendix 1'D.

An evaluation of PATH's potential strengths and weaknesses as a non-profit developer

was made by Senia investments in a report written for the Hawaii Community Foundation.
Senia found that PATH would not qualify as a CHDO for the §1,400,000 set-aside for Honclulu
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nor as a "focal development corporation” for CDBG funds.'® Senia also doubts that PATH
would be able to produce much, if any, rental housing for househelds ai 80 percent of the
median income or below. It cites PATH's focus on fee-simple housing targeted to households
having incomes between 80 to 120 percent of the median.’9

To find other for-profit housing developers that maintain a nen-profit deveiopment arm,
listings from the 1993 edition of the Hawaii Business Directory were used.20 Surveys were
sent to 135 entities listed under "real estate development ¢co” and to seven under "real estate
develop/manage.” Respanses were received from 53 entities for a 39 percent response rate.
The great malority of those responding (38 entities or 72 percent) indicated that they were for-
profit developers who had not developed any affordable housing in Hawaii within the last ten
years. Nine (17 percent) for-profits reported having developed affordable housing without
benefit of a non-profit development arm.

Only one respondent?!  -- Mark Development, inc. -- reported having a non-profit
development arm and developing affordable housing within the last ten years. Mark
Development, inc., reported the following: '

{1 36 rental units in the Kekaha Eiderly project on ¥Kausi;

{2) 114 rental units in the Kekaha Haheo project on Kauai;

(3} 242 fee-simple units in the Hokulele project on Oahu; and

(4) 141 fee-simple units in the Ho'akea2? project on Oahu.

IIl. COMMENTS OF SURVEY RESPONDENTS

Respondants of the LRB survey aisc offered comments that broadly encompassed the
following issues:

(1) The advantages and disadvantages of non-profit housing developers vis-a-vis
for-profits;

(2} Specific steps, if applicable or necessary, to help non-profits compete with for-
profits on a more egual fooling;

{3) The greatest obstacies facing non-profits in their deveiopment rols;

{4} Specific actions, if any, on the part of state government to assist or facilitate
the gperations of non-profits; and
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(5) Specific state and county laws or ordinances or governmental processes which
heiped non-profits to develop housing.

Advantages and Disadvantages of Non-Profit Housing Developers

There was wide acknowledgment that the inherent role or mission of non-profits
affords them an advantage by relieving them of the burden of generating profits. It was also
felt that expedited processing -- available through chapter 201&, Hawarl Revised Statutes -
and exemption from the general excise tax also helps non-profits. Also cited was access to
certain funding resources some of which are not generally available to for-profits. These
include charitable donations; low income housing tax credits; loans from the Hawaii
Community Reinvestment Corporation (see Part | chapter 5); low, or no-interest loans or
grants from state and county governments (including community development block grants
and the rental housing trust fund); rental subsidies, access to free or low-cost land for building
sites; and statutory exemption from certain zoning and building restrictions.

Rental subsidies received by tenants work to reduce the developer's initial capital
requirements. Exemptions from zoning and other restrictions also serve to reduce developer
costs by making a project more cost-effective.  For example, a density restriction exemption
allows a developer to increase housing density, thereby lowering per unit costs.?3 Under
ceriain circumstances, state law alsc exempts non-profits from the prevailing wage rate
requirements of section 104-2, Hawail Revised Statutes. The exemption takes effect if the
eligible developer is a non-profit and if the entire cost of the project is less than $500,000.24

Aside from funding resocurces, non-profits also tend to operate with lower cverhead.
Salary expenses are spared whenever services arg donated by professicnals such as
architects, engineers, and builders. On the other hand, non-profits often do not have
sufficient funds to attract personnel who are competent and knowledgeable about housing
development. There were several complaints that non-profits in general do not have the
required development expertise to carry out housing development successfully.

Several respondents also complained of low cash flows. Because non-profits charge
iow development fees in order to keep housing units affordable, they often need 1o continually
raise money (o keep their gperations geing. Although access to public funds is seen as an
advantage over for-profits, over-dependence on such resources can turn into a disadvantage.
Non-profits also complain of the near-impossibility of securing ordinary bank financing due {0
a lack of collateral. Given the scarcity of land in Hawall, when and is not donated or made
available at reduced cost, non-profits cannot compete with for-profits in securing sites.

Furthermors, several non-profits voiced worry over the lack of "front money” or "pre-
devsiopment” funds to develop initial plans and to carry out teasibility and site studies, etc.
without a guarantee of g proiect’'s success. {(However, see the section in Part i chapter 4,
that discusses section 201E-217, Hawa// Revised Statutes, which does provide loans or grants
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", .. 1o cover planning, engineering, feasibility studies, and other initial costs, including the
cost of options, agreements of sale, and down payments of commencing projects . . . ." See
also Part i: chapter 4, discussion of chapter 201F, HRS, and Part I chapter 5, discussion of
the rental housing trust fund and capacity building grants))

Specitic Actions to Heip Non-Profits Compete With For-Profits

Severa! respondents felt that the issue of assisting non-profit developers to compete
with for-profits is irrelevant, the idea being that the two operate on separate playing fields.
However, one felt that whengver a public site becomes available, it must be given to a non-
profit to build for those with the lowest income and for the longest time. Another felt that
there were not enough non-prcfits in operation who have the necessary deveiopment
expertise.

Other respondents suggested the following:

(M Municipalities to be more aggressive in seeking federal funds for non-profits;

(2)  For-profits not to be given no-bid state housing contracts; 2>

(3) The State [in its capacity as both developer and financing source] to avoid
inherent contlicts of interest by not competing with non-profits;

(4) Government to give its line staff more discretion in implementing housing
development programs and encourage bottom-up program imorovement;

(5) Government to earmark funds for non-profits;

(6) Government {o pass legislation to urge or require state and county housing
agencies to work with non-profits;

(7) Government and other sources to provide more front-end capital or pre-
development funds;

(8) State to convene a devslopment consuitant pooi for the use of non-profits for
pre-deveiopment work; and

{9 State to esiablish a permanent funding source or equity poo! of capital for
affordable housing, especially for rentals.
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Obstacles Facing Non-Profits and Suggested Government Assistance

Mot surprisingly, the scarcity and the high cost of land, or both, topped the list of
obstacles faced by non-profit housing developers in Hawaii.  inadequate infrastructure,
especially on the neighbor islands, and the high cost of infrastructure (and sometimes
outdated and expensive infrastructure requirements) were aiso cited. Again, the lack of
sufficient capitalization, especialily initial front-end, or pre-development funds was mentioned.
One complained that available state loans covering pre-development costs involves excessive
paperwork., The iack of money to attract competent development expertise was also cited.
Inflexibility of certain governmental ruiss with regard to development programs was also
mentionead.

Respondents suggested several governmentai actions (o help non-profits overcome
the obstacles they consider critical. Among these are:

(1t Allowing government flexibility with program rules on a case-by-case basis, e.g.
waiving restrictions on the use of certain funds for purchase of land to inciude
construction expenses; walving requirements (o spend at least ten percent of
certain funds by year end ¢ qualify for tax credits;

{2 Allowing non-profits the flexibility to make "profits” by allowing them to report
positive fund balances in order to remain competitive with for-profits;

(3} Creating a more stabie environment for affordabie housing by lengthening
beyond one vyear the time commitment for state operaling funds and by
allowing reascnable agency flexibility in relation to the time constraints within
which the developer has to operate;

(4) Making available "capacity building” grants or icans to supplement non-profit
operations inciuding the hiring of staff;

(5} Further streamlining the permit process;26

&) Suspending the fee imposed by the State on non-profits to bid on a project;

{7} Directing and allowing the HMFDC {0 give land to non-profits free [the claim is
that currently, appropriations require HFDC o recover on infrastructure
development, interest, and administrative carrying costs;

{8) Directing and allowing the Office of Hawaiian Affairs to reduce or eliminate their

“highest and best use” return calculations when dealing with non-profits who
develop affordable housing;
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(9 Directing the Department of Health to adopt more flexibility to grant waivers or
exemptions regarding certain rastrictions invelving lots of 10,000 square feat
using septic tanks or leach fields that limit house size to five bedrooms;

(10 Exempting low incoms rental housing from water facility charges: and
(11) Exempting non-profits from the Hurricang Iniki Relief fee paid af recordatlion;

As a respondent, the HFDC reported that it provides technical assistance (0 non-
profits to help them attain development capacity through various programs such as the rental
housing trus: fund and the HOME program. (In the HOME program, fifteen percent of the
State's allocation is reserved for guaiified non-profits (community housing deveiopment

rganizations, or CHDOs). In addition, ten percent of Hawaii's federai tax ¢redit ceiling is set
aside for qualified non-profits in the fow income housing tax credit program.)

Hawaii Laws That Helped Non-Profits

in general, chapter 201E, Hawail Revised Statutes, was cited as having helped nen-
profit developers through access to funding, general excise tax exemption (in conjunction with
section 237.-29, HRS), low-income housing tax crediis (in conjunction with §235-110.8, HRS),
and exemptions from certain zoning and other requiremenis. Despite this, some complained
of excessive paperwork and & process that is still too lengthy. Chapter 201F, Hawaii Revised
Statutes, relating to the rental housing trust fund, was alsc menticnad by the HFDC as being
of assistance to non-profits. The HFDC alsc cited the federal Home Investment Parinerships
Program (24 C.F.R. Part 92).

Endnotes

1. See Appendix (.B.
2. Those not responding were contacted by letter, follow-up letter and several subsequent follow-up phone calls.

3. information affirmed by Charles Torigoe of the AHA and the Honolulu Neighbiorhood Housing Services in a
tetephone intendiew of September 7, 1993

4. Data fom Honoclulu's Department of Housing and Community Development. HSL iself reported 32 uniis in
the Edwin Thomas Home.

5. Senia investmenis, "Afiordable Mousing Development in Hawalll A Feasibiity Study™ March 31, 1583
hereafter referrad (o as "Senia” Senia Investments 15 located in Lafayetie. California.

6. Mrs. Foberta Morimoto of the Business Registration Division of the DOCA was instrumental in furnishing the
printout.

7. These fHve were: the Cathofic Charitles of the Diocase of Honolulu, East Oahu Housing Corporation, Maul

27



0.

11,

2.

13.

14.

18.

17.

18.

19.

20.

21.

22

23

NON-PROFIT HOUSING DEVELOPMENT

Affordable Housing Alliance, The Mutual Housing AsScciation of Mawai, and the Waimaha Housing
Corporation.

Intormation from telephone interview of Cctober 20, 1993, with sales agent for Hale O Malia.
A fourth project involving a fifth “non-profit” has been omitted from Sxhubit 1:.3-1 because the developer cited.
the Hawaii Community College Model Home Program, S not registered with the DCCA as a nen-profit

corporation. The Program buiit one fee-simpie model home in Hilo.

PHAC was referred by Gail Kaito, Deputy Director of Honolulu's Department of Housing and Community
Development.

Senia, p. 21. However, in a telephone interview on November 1G. 1893, Terry Brooks of Homeless Solutions,
Inc. {(formerly HEHC), described the organization as no¢t being a housing developer but as a non-profil
administrator of housing for the homeless in existing shelters.

ibid.. p. 14.

thid.

John W. Anderson, Jr., of Hawali Project Management, Inc., aiso referred by Gail Kaito.

Also referred by Kailc.

From material supplied by PATH.

Ibid.

Senia, po. 23-24.

Ibid.

CD Systems Corp., 1993 Hawail Business Directory {Honolulu: 1993).

Cne other respondent, who did not identify dself, reported having a nen-profit development arm but had not
deveioped affordable housing within the last ten years.

See Exhibit 113-1; Pacific Housing Assistance aiso reported iself as the developer for Ho'akea bul indicated
152 unis,

§201E-210{a). Hawail Revised Statutes, altows the Housing Finance and Development Corporation to provide
exemptions from 7. .. all statules. ordinances, charler provisions, and rules of any governmental agency
relating o planning, zoning, construction standards for subdivisions, development and improvement of land,
and the construction of units thereon: . " Such exemptions fake effect i the county councii takes no action
within 45 days to disapprove them. (According to Act 15, Session Laws of Hawail, 1988, for the five-year
period from April 20, 1988 to Apnil 18, 1993, a moratorium was imposed on certain provisions of chapter
201E, inciuging §201E-210{ai3; which required the county council's approval for zomng and other
exemptions. During that moratorium, only a public heating conducted by the HFDC was required.} Section
201E-212{c; provides simidlar exemptions regarding independent development of prolects.  (The same
moratorium, which has expired. dapplied to section 201E-212(¢})

Hawall Reyv. Stat, sec 701E.41
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Section 201E-211(b), Hawail Revised Statutes, allows non-bid contract awarding by the State: "in selecting
the eligible developers or in confracting any services or materials for the purposes of this chapter, the
corporation {HFDC] shail not be subject 1o the competitive bidding laws.”

Act 227 Session Laws of Hawail 1992, already requires by December 31, 1993

{1 Each county to enact ordinances to decrease (0 no more than twelve months the total time reguired by
the county 1o review and grant all general pian. development plan. community plan. zone change, and
discretionary permit approvals 10 construct housing in that county; and to decrease 10 no moré than six
months the iotal Hme required o process and approve subdivision, grading, building, and other
ministerial development permits,; and

(2) Each state agency t¢ adopt rules 10 decrease to no more than six meonths the total time required by ail

state agencies 1o review and grant approvais 1o construct housing in Hawait and other required permits
connected with housing development.
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Chapter 4

FINANCING AVAIL%BIIJ)E TO NON-PROFITS
N
STATE STATUTES FAVORING NON-PROFIT DEVELOPERS

This chapter is written to supplement material in Part [i relating to topics number 4,
number 6, and number 10 regarding types of financing for non-profits, state statuies favoring
or assisting non-profit housing developers, and state tax credits, respectively. A review of
Hawaii's statutes that favor non-profit developers is also included.

Topics number 4, number 8, and number 10 of the Concurrent Resolution read:

(4) Identify the type of financing available for non-profit
organizations to bulld housing units.

® * #®

(6) Identify Federal and State statutes which favor or assist non-
profit organizations in developing housing.

* #®

{10} Determine how State and Federal tax credits may benefit non-
profit organizations.

Types of Financing

in order to keep costs down, non-profits need to secure subsidies of one kind or
ancther. Reducing costs is important for affordable housing development. This is because
non-profit developers have no profit incentive so that any cost reduction benefits are
guaranteed to be passed on to consumers.

Some subsidies are direct grants of moneay. Others are lass direct. Among the less
direct subsidies are cost write-down programs.! As applied to land, this kind of program may
involve a county's use of community development block grant (CDBG) funds to buy fand and
then donating it for affordable housing development. At times, iand is resold at some reduced
proportion of its fair market vaiue to enable the non-orofit to develop lass expensive housing.
COtherwise, fand may be leased to non-profit developers on favorable terms. In Hawaii, by
reclassifying conservation or other type lands tc urban, the State acquirss great leverage to
impose affordability requirements on the land ¢ be developed. Ths State can transfer the
land o a non-profit developer at a nominal cost without having fo generate any dollar
subsidies. By the same token, non-profits also gain greatly by receiving land at a nominal
cost. Non-profits are most likely to acquire the large amounts of iand needed to achieve high
volume production of affordable housing by developing the affordable component of a master
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planned community development by a public agency such as the HFDC or Honolulu's
DHCD.2 At the same time, master planned communities tend to be built in phases which
offers non-profits a comparatively predictable pipeline of projects.3

A second type of cost write-down is an interest rate subsidy. The nen-profit purchaser
of land pays a below-market rate on the purchase loan. "The difference is an interest
reduction grant which can be deducted from the total land cost and applied to the purchase
price of the unit as a front end grant for site acquisition.”

A third type of cost write-down involves construction costs. In this case, when a non-
profit developer has aiready selected a site, a subsidy is used as a front end grant to reduce
construction costs. The non-profit covers the remaining costs.

A fourth type of cost write-down applies {o the cost of infrastructure or site
development, Often, the amount of this type of write-down equals the amount of the
assessment made against the property for the improvements. In effect, the cost of the
assessments is eiiminated.

Obviously, other types of cost reduction measures can be used, and in various
combinations. The overall aim and effect of these measures are to reduce the cost of housing
to the consumer through a lower purchase price or reduced rents.

Among the more direct subsidies are funds from the sale of tax-exempt bonds and
state and county government assistance. in Hawaii, these come from grants and lgans from
the MFDC and county housing departments. Counties spend large amounis in capital
improvemeni projects funded by general funds. Honolulu's Department of Housing and
Community Development spent $58,901,000 in fiscal year 1992 on housing developments on
Qahu.® The primary sources of flexible federal funds come from the HOME and CDBG
programs. (Alsc see Part H of this joint study for a discussion of federal HOME funds and
federal CDBG funds (entitlement and non-entitiement funds for states and small cities).)
HOME funds are granted by the United States Department of Housing and Urban
Davelopment to states and larger ¢ities and counties by formula. Smaller cities and counties
apply through the state of Nevada.®

State governments receive 40 percent and lccal governments recsive 80 percent of
HOME funds. In Hawali, the state government recsived $4.5 million and $3.0 million for fiscal
years 1992 and 1993, respectively, Honolulu county received $4.5 million and $3.3 million in
fiscal years 1992 and 1993, respectively.” Fifteen percent of all HOME funds must be
channeiaed (o eligible activities by qualified CHDOs, as defined by the National Affordable
Housing Act of 1990. Eiigible activities include land and buiiding acquisition, new rental and
first-time home buvyer consiruction, rent subsidies, and financial assistance to first-time home
buyers.8 HOME's occupancy standard requires that 90 percent of HOME funds that are
invested in rental housing be atiributable to units cccupied by families at or telow 50 percent
of the median income for the area. Occupants of the remaining ten percent must have
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incomes below 80 percent of the median income. Taken together with HOME's affordability
standard, rents for geach unit should not excesd what is "affordable” (no more than 30 percent
of monthiy income) to households earning about 80 percent of median income.?

Community Development Block Grants (CDBG) funds targst higher median income
househoids. Not less than 70 percent of all program benefits must be provided to householids
garning incomes less than 80 percent of the median income.’C Uniike HOME funds, they do
not require matching funds. MNsither is there a set-aside for non-profit CHDOs. CDRBG funds
are aiso more flexible and ¢an be spent on non-housing community development activities 11
In fiscal year 1992, Honolulu county received $12.5 million. A similar amount is expecied for
fiscal year 1993.

The Homes Revolving Fund (sections 201E-207 and 201E-207 .5, HRS) is funded with
the proceeds of general obligation bonds to finance the development of affordable housing
and related infrastructure. The Dweiling Unit Revolving Fund {sections 201E-203 and
201E-204, HRS) is similarly funded and the proceeds used 0 acquire, seil, lease, and rent
residential and other properties and to fund mortgage and construction lcans and down
payment loans.’2

There are also bank secend mortgages backed by guarantors and money from private
fund raising. in addition, there are loans from the Hawaii Community Reinvesiment
Corporation (HCRC), a private non-profit funding entity. (See Part | chapter 5 for a
discussion of the role of the HCRC.} Sometimes overlookad are charitable donations that can
be used as tax write-offs. Some donations are given by other charitable, tax exempt
organizations which may have a special interest in low-income housing development. The
Harry and Jeanette Weinberg Foundation is a prime exampie. Some donor charitabie
organizations may have religious affiliations. (See discussion of the Hawaii Community
Foundation and the Alger Foundation in Part I: chapter 3.)

Recipients of subsidies can either be developers or prospective homeowners or
renters. {f non-profit developers receive them, these subsidies (such as density enhancement
concessions) are used fo reduce the cost of construction and generate savings passsad on 10
consumers. If renters raceive them, thesse subsidies obvicusly cut renters’ costs. Howevar,
they also reduce the reguired return on investmant for developers and so enable them to
reduce their initial construction costs and assume larger mortgages, usually for ionger
pericds. Homeowners use thess subsidies {o reduce the cost of the purchase. "Sweatl-
equity” is a variation of a subsidy where low-inCome ranters perform various maintenance or
upkeep functions on their units for a specified period. Typically, in exchangse, monthly rentais
are accurnulated as a down payment for the renter households' future purchase of the units,
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Statutes That Favor Non-Profits

Topic number 6 of the Concurrent Resociution asks for "statutes that favor or assist”
non-profit developers. Most housing and development laws do not differentiate non-profits
from for-profits. Certainly, they do not discriminate against non-profits.  Only a very few
discriminate in favor of non-profits. Conseqguently, a law that assists a develoger would most
orobably alse assist a non-profit deveioper. Therefore, for the purposes of this study, it would
make no sense to list the entire corpus of laws that assist housing developers. The focus of
this and the foillowing section is on statutes that grant different treatment in favor of non-
profits.

Hawaii

In Hawaii, the statute governing the development of affordable housing is chapter
201k, Hawaii Revised Statutes. This statute is quite long. [t is divided into four parts -- with
part H having 11 subparts and part Il having four subparts. On the whole, chapter 201E
treats for-profit and non-profit housing developers equally. That is, for the most part, the law
does not especially favor non-profits at the expenss of for-profits. "Favoring” implies unequal
treatment, a positive discrimination in favor of one party over another. However, in most of
chapter 201E, for-profits are just as likely to receive benefits under the law as non-profits, as
long as they are "eligible” for such benefits. The eligibility criteria do not inciude a
developer's profit status or whether the developer distributes profits or dividends from its
activities.

Section 201E-2, Hawaii Revised Statutes, defines "eligible developer” as:

"Eligible developer™ means any person, partnership, cooperative

including limited eguity housing cooperatives as defined in chapter

421H, firm, nonprofit or profit corporation, lemphasisadded] or public
agency determined by the corporation:

(1) To be gualified by experience and financial responsibility and
support to construct housing of the type described and of the
magnitude encompassed by the given project;

(2) To have submitted plans for a project adequately meeting the
objectives of this chapter, the maintenance of aesthetic
values in the locale of the project, and the requirements of
all applicable environmental statutes, and rules: and

(3} To meet all other requisites the corporation deems fo be just
and reascnable, and all requlirements stipulated iIn this
chapter,

It also defines "deveiopment” as: 13

"Develop" or “development" means the planning, financing,

geguisition of real and personal propert demolition of existin
3 v ¥

tructures clearance of ragl roperty, construction

y ¥ ;
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reconstruction, alteraticn, or repairing of approaches, streets,
gidewalks, utilities, and services, or okther site improvements, or

construction, raconstruction, repair, remodel ing, extension,
equipment, or furnishing of bulldings or other structures, or any
combination of the foregoing, of any housing project. It alsc

includes any and all undertakings necessary therefor, and the
acguisition of any housing, in whole or in part.

Although non-profits are assisted by chapter 201k as a whoig, onily a small portion of
the housing statute especially "favors” non-profits. The focus of the Concurrent Resolution is
to help non-profits expand their role, Because the entire statite "assists” nen-profits (as well
as for-profits), it makes little sense to enumerate and discuss the entire statute. Non-profits,
howevear, occupy a favored pcosition in certain parts of chapter 201E. Thase are discussed
beiow.

Section 201E-30.5, HRS: This section designates the HFDC as the state housing
credit agency and authorizas it to allocaie the federal housing tax credit dollar amounts within
the State. It also authorizes the HFDC t¢ . . . determine tha portion of the State's housing
cradit ceiling set aside for projects involving quaitfied nonprofit organizations.” This portion is
currently ten percent. The entire allocation s calculated by multiplying $1.25 times the
State's population in the calendar year according to section 42(h) of the Iniernal Revenus
Code of 1986, (See also the separate section on the state low-income housing tax credit at
the end of this chapter )

Section 235-110.8, HHS: This saction authorizes a separate Hawaii state low-income
housing tax credit, based on the federal tax credit. "The low-income housing tax credit shall
be thiny percent of the applicable percentage of the quatified basis of each building located in
Hawail. Applicable percentage shall be calculated as provided in section 42({b) of the internal
Revenue Code.” That is, the amount of the state tax credit is thirty percent of the federal tax
credit.

Section 201E-41, HRS: Non-profit housing developers can receive a spacial exemption
from the requirements of section 104-2, HRS, reiating to the paymeant of prevailing wagss for
construction {abor. However, this saction has limited appiication only {0 housing projects
whose total costs ars less than §500,000. in addition, when federal HOME funds are used in
projects of twelve or more units, the Davis-Bacon wage standards are invoked. 14

Section 201E-130 et. seq.: Sections 201E-130 through 201E-135 constitute Subpart D,
Part 11, of chapter 201k, MRS, relating (0 the Rental Assistance Program.  This subpart
provides interim construction financing for the development of affordable rental housing.
Man-profits are "favored” {o the extent that they are accordsg priority over the HFDC in
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raceiving interim construction financing. However, sharing this priority are for-profits. That
is, both gualified for-profits and non-profits recaive priority over the HFDGC with respect to
interim construction financing.® The fund through which moneys ars disbursed is the rental

assistance revolving fund. The HFDC is reguired to ". .. use up to $25,000,000 plus any
bond proceeds to provide interim construction financing . . . for the development of affordable
rental housing ... the corporation ... shall give preference to rental housing proiects

developed by gualified sponsors who are private nonprofit or profit entities."1® The HFDC is
authorized under the same ssaction to issue an additional $25,000,000 in taxable bonds,
depending upon demand, to total a potential $50,000,000.77

Section 201E-160 etf. seq.. Sections 201E-1680 and 201E-161, constitute Subpart G,
Part li, of chapter 201E, HRS, relating to the State Mortgage Guarantee Program. This
subpart authorizes the HFDC to quarantee up to 100 percent of the principail balance of real
property mortgage loans of single-family or muiti-family housing developed under self-heip or
shell housing programs, made to gualified borrowers by private lenders. '8 A "ssif-help
program” is defined as development or conservation of housing in which prospective
homeowners have contributed labor, materiais, ¢r real property; provided that at [east two-
thirds of the participating homeowners are gualified by income for assistance and that the
program is carried out under the sponsorship of a non-profit community organization. 9

Similarly, "shell housing program” is defined as development of housing which is
habitabie but unfinished and can be completed or expanded; provided that at ‘east 100
percent of the participating homeowners arg qualified by income for assistance and that the
program is carried cut under the sponsorship of a public non-profit or private crganization.29
It is unclear why sponsorship changes from one program to the cther. Ostensibly, the latter
program excludes private non-profits in favor of public non-profits and private for-profits.
More reasonably, the phrasing used was iess than precise. The likely intent was to require a
non-profit organization, either public or private, to act as sponsor. (For example, in saction
201E-217(c), the phrase used is "public and private nonprofit organizations.™}

The mortgage guaraniee program also guarantees up ic¢ 25 percent of mortgage ican
orincipal balances for the purchase of singie or muiti-family housing units and up to 100
percent for single-family home mortgages gualiied under the Mawalan MHomes Commission
Act. These two do not require non-profit participation and, thus, do not favor non-profits.
HFDC's liability under all threa components of the mortgage guarantes program is limited to
$10,000,000.2

Section 2071E-205: This section allows the MFDC to approve and certify for exemption
from the general excise tax by the Department of Taxation any person involved with a newly
construsted, or moderatety or subsiantially rehabilitated project developed under the
sponsorship of a privaie non-profit corporation providing home rehabilitation or new homes for
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qualified families in need of decent, iow-cost housing. (This section alsc grants exemptions
for projects developed under other programs.)

Act 303, Session Laws of Hawaii, 1992 (as amended by Act 308, Session Laws of
Hawaii, 1993} This Act added a new uncodified section to chapter 237, HRS, which provides
a temporary affordable housing general excise tax exemptlion. This exemption became
effective Juiy 1, 1992 and is to be repealed on December 31, 1984, This exemption is
avaiiable to any qualified person invoived with the planning, design, financing, construction,
or sale of affordable housing units developed by a "private” developer. The sxemption
applies exclusively 10 the first ten thousand affordable units in projecis that mix both market-
rate and affordable units. An "affordable unit” is defined as a housing unit priced to be
affordable to households sarning up to 140 percent of the HUD-determined median income. It
is also limited to actual construction started bstween July 1, 1992 and December 31, 1993
and completed by December 31, 1994. Although the word "private" is used, it is unclear
whether the HFDC will certify non-profit developers as "qualified persons” who can receive
the exemption.

Section 201E-206: This section exampts from state taxes all . . . income earned and
obligations issued by a nonprofit entity determined 10 constitute a 'public housing agency’
pursuant to section 3(8) of the United States Mousing Act of 1937, as amended, and which
income and obligations are declared by the United States Department of Housing and Urban
Development fo be exempt from ail taxation imposaed by the United States pursuant to section
11(b) of such Act .. . ."

Section 201E-211: This section requires that, in developing housing on behalf of the
State or with eligible developers and contractors, the HFDC must first offer to owner-builders
or non-profit organizations assisting such owner-builders with construction, not iess than ten
percent of the total number ¢f units in single-family projacts consisting of 50 units or more
that are sponsored by the HFDC.

Section 201E-217: This section allows the HMFDC to make loans or grants, either
before or after final subdivision approval and limited to two percent of total project costs, ©
cover planning, engineering, feasibility studies, and other initial costs, inciuding the cost of
options, agreements of sale, and down payments of commencing projects to provide non-
profit fow or moderate cost housing.#2 Apparently, these are the "pre-deveiopment” expenses
that several non-profit respondents tc the Bureau's survay worry aboul not being able to or
have difficuity covering. Moneys to accomplish this purpose comes from the Hawai
development revolving fund. Statutorily, all repaymenis of principal and interest on ioans and
grants made by the HFDC from the fund must be deposited into the fund.
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Section 201F-1 et seq.. Chapter 201F, HES, entitled the "Rental Housing Trust
Fund,” was newly enacted effective July 1, 1882, Most loans and granis mads avaiabls
through chapter 201F are availabie to both non-profits and for-orofits.  However, non-profits
are given prefersence over for-profits and governmeant agencies in aliotting funds in a situation
where ali are eguaily ranked according to statutorily set criteria. In addition. pre-development
grants go only (o non-profits.

The rentat housing trust fund is placed administratively within the Department of
Budget and Finance (B&F} although it s under authority of the rental housing trust fundg
commission. Both the B&F and the HFDC are responsible for carrying out specific duties
instituted by chapter 2G1F. The HFDC provides technical and support services but has no
authority 1o expend funds from the trust. The B&F has expending authority but only with prior
approval from the commission. Pursuant to section 247-7, HRG, effective June 30, 1883, 25
percent of all conveyance taxes within each fiscal year are to be deposiisd into the rental
housing trust fund. The Director of Finance was aiso authorized to transfer $15,000,060 into
the fund from the rental assistance revolving fund.?3

The fund provides lcans or grants for the development, pre-deveiopment, construction,
acquisition, preservation, and substantial rehabiiitation of rental housing units. Permitted
uses of the fund include planning, design, land acguisition, costs of options, agreements of
sale, down-payments, eguity financing, or other nousing deveiopment services or activities.
Commission rules may provide that monsys from the rental housing trust fund be leveraged
with other financial resources to the extent possibie.

Moneys in the fund are used for 10ans or grants for housing projects where:

) At least 50 percent of the available units are for persons and families with
incomes at or below 60 percent of the median family income; and

(2) The remaining units are for persans and families with incomes at or below 100
percent of the median family income.

Preferance is given io projects thal produce units in at least one ¢f the following
categories:

{1 Muiti-famsly units;
(2} Attgched singls-family units;
{3 Aparimenis;

{4} Town houses,
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Housing units above commercial or industrial space;
Single room occupancy units;

Accessory apartment units;

Employee housing; and

Other types of units meeting eligibility criteria.

Activities eligible for assistance from the fund inciude:

(N

{2}
)
4)

New construction, rehabilitation, or preservation of law-income rental housing
units that meet eligibility criteria;

The leveraging of moneys with the use of fund assets;
Pre-deveiopment activity grants or loans to non-profit organizations; and

Acquisition of housing units to preserve them as iow-inCome or very low-income
housing;

In order to assign preference for fund allpecation, the commission assesses projects
accarding to the following criteria, in descending order of priority:

&)
{2
(3)
(4)
(8}

(6}

Serve the original target group;

Provide maximum number of units for the least amount of subsidy;

Are committed to serving the target popuiation over a longer period of time;
Increase the integration of income ievels of the immeadiate community area;

Meet the geographic needs of the target population, such as proximity o
gmployment centers and services; and

Have favorable past performance with fund moneys.

if the commission finds a non-profit project egquailly ranked with a for-profit or
government profact, the commission gives prefersnce to the non-profit project in aflotting fund

moneys.
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Section 206E-15: This section allows the Hawaii Community Development Authority
(HCDA) to transfer housing fees for the provision of housing for low- or moderate-income
housing residents coliected from private residential developments to the MFDC o finance,
develop, construct, sell, lease, or rent such housing in the State. The fees may only be used
for projects owned by the State or owned or developed by a gualified non-profit
organization.?4

Other States

In general, housing statutes of other states which promote the development of housing
for low-income groups offer assistance equally io for-profit, non-profit, and government
agencies. This is so because development is multifaceted which requires the cooperative
etforts of government's funding channels, for-profits’ technical expertise, and non-profits’
community-based contacts. The Bureau consulted with the housing specialist at the National
Conference of State Legislatures to identify states which specifically assist non-profits to
increase their capacity and strengthen their ability to provide housing for low-income persons.
Non-profits who lack the administrative or technical personnel to effectively develop complex
projects independently can receive special heip to develop those skiils or hire consultants.
Assistance to the non-profit organization can either be financial or technicai.28

in only a few states (and then, only for certain housing programs) are non-profits
specifically targeted for assistance. A reading of states' statutes alone will not usually reveal
that a program is reserved for non-profits. For example, Maryland's Community Development
Administration (CDA) division of the Department of Housing and Community Develocoment has
four operating offices -- each of which sponsors numerous programs. Its Homeownership
Programs Office includes six programs; the Rental Housing Programs Office has nine
programs; its Special Loan Programs Office administers seven programs; and the Housing
Subsidy Programs Office administers four programs. Non-profit organizations are targeted in
at least two of these programs.26

The Maryland situation typifies the complexity of analyzing every state's housing
statute to locate only those instances where non-profits receive special treatment. The
discussion which follows examines the statutes of Maryiand, Florida, Connecticut,
Massachusetts, and Oregon and focuses upon those efforts designed specifically to help non-
profits.

Maryland's Non-Profit Rehabilitation Program: The purpose of this program is to
provide low-interest mortgage lcans to non-profit organizations and iocal governmenis {o
rehabilitate rental housing for low-income households. Eligible housing includes rental
properties, group homes, temporary shelters, and single room occupancy housing, among
others.2’
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Maryland's Sheffer One Program: This program provides non-profit organizations with
joans to buy property, rehabilitate housing, or construct rental housing. Loans may have
tarms of up to forty years with flexible interest rates and deferred loan payments. The iocal
jurisdiction in which a program project is located must approve the project {i.e., a county
council resolution verifying support of the project) and make a contribution which benefits the
project {such as COBG or HOME funds). CDA staff work with the local government and non-
profits to identify a sultable contribution.?8 The program aiso provides technical assistance to
nen-profit organizations with little or no experience to enable the non-profit to undertaks
housing projects.2?

Florida:  Florida's community development corporation support and assistance
program awards administrative grants, planning grants, and foans to community development
corporations (CDCsj which are non-profit corparations. This law is a temporary one, and is
slated to be repealed on June 30, 1998.30

An award of an administrative grant enables a non-profit to hire someone to prepare
grant and foan applications, fundraising letters, and other documents essential to securing
additional administrative or venture funds. In addition, these grants enable the non-profit to
concentrate its efforts on, among cther things:

(1} Assisting service area residents in identifying and determining eligibility for
state, federal, and local housing programs, rental assistance, or public housing;
and

(2) Developing, owning, and managing housing designed for low-income and
moderate income persons.3!

Corporation planning grants are availabie to CDCs which have not received an
administrative support grant at any time during the previous history of the program. These
grants are used for planning and organizational purposes 10 enable the non-profit to submit
proposals under the administrative grant program. No CDC is awarded more than two
planning grants.32

The community development deferred pavment loan program provides interest free
loans o be repaid within fifteen years for, among other things, new construction or substantial
rehapilitation of housing to be utilized by low-incoms families and individuals. Proposals for
these loans are evaluated on many considerations inciuding:

{1} The economic feasibility of the project and the capacity of the venturs to repay
the loan;

{23 The relative degree of distress of the farget areg;
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(3 The ratio of private and nonstate public moneay committed to a projiect to the
amount of state money to be commiited;

{4) The demonstrated inability of the borrower 10 secure funding from conventional
sources at the terms offered by the CDC; and

() The degree to which the project directly benefits or provides assistance to low-
income or job-displaced individuals.33

Oregon: Oregon also provides non-profit organizations with technical assistance, pre-
development cost grants, or both, from its housing development and guarantee account.
Technical assistance includes such efforts as preparing ican apptlications. Pre-development
costs include, but are not limited to, site acquisition, architectural services, and project
consultants. However, no account revenue can be used by an organization for its general
operations. 34

Connecticut: Connecticut’'s Department of Housing operates the non-profit
administrative costs and technical assistance program which offers grants, oans, or deferred
loans of up to $100,000 to cover administrative expenses incurred for the development of low-
and moderate-income housing.3%

Massachusetts: The Massachusetts Housing Finance Agency may fund non-profit
organizations under contract for technical assistance. These non-profits are not developers
themselves but only provide consultation to potential borrowers from mortgage lenders
regarding:

(1) The nature, extent, and manner of new construction, repair, remodeling, or
rehabilitation to ensure a dwelling meets building codes;

(2) The contractors, subcontractors, and others to perform the work;
(3 The proper manner, mode, and method of financing the work; and

{4} The progress of the work, debt consolidation and debt management, and
ongoing management of the buiiding.36

in summary, some states, recognizing that non-profits are often understaffed or
inexperienced in developing housing, provide technical assistance grants. Technical
assistance can include assisting non-profits to apply for federal, state, or foundation grants.
States also assist non-profits with special loans to rehabilitate existing housing for occupancy
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by low-income persons or with iow interest loans to buy property for fow-income housing
development. In some instances, pre-development cost grants are made tc non-profits to hire
architects, engineers, and other consuitants necessary for developing a housing project.

State Tax Credit

The State's low-income housing tax credit is authorized under saction 235-110.8, HRS.
The state credit "piggybacks” the federal tax credit. Essentially, the State mimics the federal
program but offers thirty cents on the dellar in ¢credits against state income tax liability. That
is, the amount of the state tax credit is thirty percent of the federal amount. ("The low-income
housing tax credit shall be thirty percent of the applicable percentage of the qualified basis of
each building located in Hawaii. Applicable percentage shall be calculated as provided in
section 42(b) of the Internal Revenue Code.") Current federal tax credits amount to $1.4
million each year. Therefore, the State provides tax credits of about $420,000. (See also Part
I: chapter 5.3 Credits are claimed against the eligible resident taxpayer's net state income 1ax
or corporate tax liability for the taxable year. In addition, any ¢redit exceeding a taxpayer's
tiability may be credited against liability in subseguent years until exhausted.

Regardiess of whether credits are claimed against federal or state income taxes, the
for-profit developer or owner would typically keep the tax credit to offset tax lability. A non-
profit developer cannot use the tax credits directly and usually syndicates them to raise equity
for the project, thereby reducing the necessary mortgage requiremants.

Tax Credit for Financial institutions

The state application of the federal tax credit, discussed above, is limited to claims
against income tax and corporate tax liabilities only. However, effective January 1, 19383,
section 241-4.7, HRS, provides for a low-income housing income tax credit under the
franchise tax. This section makes the tax credit provided under section 235-110.8, HRS,
operative for chapter 241, HRS, relating to taxation of banks and other financial corporations.
That is, financial institutions subject to the franchise tax can also claim an income tax credit
similar to the credit authorized under chapter 235, HRS. This credit can be claimed for the
development of low-income housing for the taxable years beginning after December 31, 1991,

Admittedly, this new tax credit does not favor non-profit housing developers. s
inclusion in this section is mainly for the sake of completeness. It would help non-profit credit
unions (as defined in the new chapter 412, HRS -- the "Code of Financial Institutions”), which
are also financial institutions, However, the thrust of this new legisiation is to encourage for-
orofit financial institutions 1o participate in the development of low-income housing.
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Chapter 5

HAWAII FINANCIAL INSTITUTIONS
AND
MECHANISM FOR WORKING WITH
NON-PROFIT DEVELOPERS

This chapter addresses topic number 8 listed in House Concurrent Resolution No. 478,
H. D. 2, which reads:

{8) Determine whether financial institutions in the State of
Hawail have a mechanism to work with non-profit organizations.

The Hawaii Community Reinvestment Corporation

The federal Community Reinvestment Act of 19771 requires regulated financial
institutions to demonstrate that their facilities serve the convenience and needs of. the
communities in which they are chartered to do business. One way the majority of financial
institutions saek to discharge part of this obiligation is through the funding of the Hawalii
Community Reinvestment Corperation (HCRC).

Tne HCRC, which was formed in April 1881, is a non-profit mortgage banking
consortium currently composed of nineteen financial institutions in the State,?2 modeied after
the California Community Reinvestment Corporation. Hs purpose is to provide permanent,
long-term, fixed-rate financing for affordable housing projects throughout the State. The
members’ contributions have created a $50,000,000 loan pool. Loans from the pool range
from $250,000 to $7.5 million. They must meet the criteria of financial viability and security
sat by the HCRC members and target rentals for families in the low and moderate incoms
ranges.® The members make money available at the "Treasury Constant Maturities index,"
as set by the Federal Reserve Board, plus 3/4 percent. The HMCRC charges anocther 3/4
percent for a iotal of 1.5 percent over the index. Members make no profit on these loang,
making loans just under their cost of funds 4

HCRC accepts applications from both for-profit and nan-profit entities. To date, it has
made approximately $25 million in loans, but only one ican has gone fo a non-profit. In fact,
that non-profit was the only one 1o have gone through the application process. Regarding the
pattern of loans, Donald L. Tarleton, Prasident of HCRC, notes that there are more for-profit
developers in general and more have applied to HCRC.5 According to Tarieton, the biggest
drawback to non-profit participation in the affordable housing area is lack of financial
resources. The HCRC makes mortgage lcans for affordabie housing, and, like any lender in
any housing loan, needs some Kind of squity on which {0 base the icans. Non-profits in
general lack that eguity.
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Government Programs

One way for non-profits 1o obtain that equity is through various government programs,
after which they may become eligible for an HCRC loan. One of those state programs is the
low income housing tax credit, administered by the Housing Finance and Development
Corporation (HFDC). This complex program awards federal tax credits t¢ housing developers,
who can then sell them for cash to other companies to generate equity. Those revenues
become the cash equily for the housing project. Hawaii receives a flat fee of $1.25 for each
resident, totaling approximately $1.4 million each year, and the State contributes thirty
percent of the federal amount, for a total of $1.8 million for the tax credit program each year.5
Of this amount, federal law requires that ten percent be reserved for non-profit corporations.
The remainder can be used by either non-profits or for-profits. The total annual allocation will
fund about 15G to 200 housing units per ysar.

The only problem with the federal program is that it lapses periodically. In fact, as this
chapter is being written, it is currently lapsed. According to Tarieton, an extension is
expected shortly and it may be permanent.

In 1992, the State instituted a more limited version of the low-income housing tax
credit for financial institutions that pay a franchise tax.” In addition, Act 303, Session Laws of
Hawaii 1992, as amended by Act 309, Session Laws of Hawaii 1993, established a two-year
affordable housing exemption from the general excise iax for HFDC-certified private
developers fulfilling an affordable housing requirement imposed by the state Land Use
Commission or a county land use decision-making body. (See Part | chapter 4 for
discussion.)

Another state program that can aid non-profit developers is the rental assistance
program, also administered by the HFDC. Under this program, the HFDC pays a dollar
amount to each project owner per unit per month, in the range of $175-250 per month. This
program increases the project’s revenues, which permits the developer to obtain a larger
mortgage. The program favors non-profit corporations by aliowing them to come within the
program for a longer pericd of time. The maximum period for a for-profit corporation is fifteen
years, while for a non-profit, it is 25 years.

However, funds are very limited under this program. There is a cap of $100 miliion in
aggregate loan amounts and this cap has already been reached with the 18 projects currently
on the books. Until the projects phase out of the program, or untit the Legislature adds more
funds, no new projects can be added .8

A third state program is the rental housing trust fund, which is operated by a separate
commission and assisted by the HFDC. This program is new and as this chapter is being
written, the rules for applicants have not yet been finalized. However, it is known that the

trust fund will make two types of awards. The first i3 projacts funding. Under this part, both
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non-profits and government agencies wili be eligible for grants and loans while for-profit
corpeorations will only be eiigible for loans. The second is capacity building grants which will
be made to non-profits only to enable them to "get on their feet” to develop affordable
housing.

According to Tarleton, these programs may potentially fill the gap, if the State makes a
full commitment to do so. In 1991, the State gave the trust fund $15,000,000 but in 1992 it
merely swarded a percentage of the conveyance tax ingcrease, which is not expected to be
more than $1,000.000 or $2,06C0,00C per year.

The last state program is the rental assistance revoiving fund interim construction
financing program. This program, created during the 1992 regular session, set aside
$25,000,000, to be matched by an equal amount in HFDC taxable bonds, for a total revolving
fund pool of $50,000,000. (See Part i: chapter 4 discussion of section 201E-130, et. seq.,
HRS.) These funds will be used to make two- or three-year construction loans for affordable
housing. This program has not yet begun te distribute funds as of the date of this writing.

Other Altarnatives

After the HCRC lends cut its $50.000,000, which it expects to do by the end of 1993, it
has severat alternatives o replenish its loan pool:

(1) Increasing lender contributions;
(2) Satling the mortgages to the resale market;®

{3) Potentially selling the mortgages to a non-prefit corporation in Minneapolis that
is looking into issuing bonds and buying HCRC's mortgages with the proceeds;
or

{4) issuing its own bonds.

Loans have been made (¢ projects on Oahu and the island of Hawaii; projects have
been planned for Maul. One non-profit on Kaual may soon receive federal HUD funds and
become eligible for a loan.10

Theorsetically, a non-profit corporation could bypass the HCRC and apply for a loan
directly with a financial institution. However, according to Tarleton, this would be difficult at
bast. The individual banks do not maks long-term, fixed-rate loans for their own portfolios, as
it is considered too risky. Banks will give up to a three-year fixed-rate loan; after that, the
loan would revert to a variable rate. However, a variable rate ican is not appropriate for
developing affordable housing, for as interest rates rise, raising rents to cover increasing dabt
sarvice is contrary to a non-profit developer’s principles and thus not feasible.
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Ironically, while HCRC's loans are for a maximum of thirty years, most projects today

are committed to affordable housing for only ten years.'! Some of the federal programs
ostensibly require a thirty-year commitment, but the developer can siart 1o evade that
commitment after fifteen years.'?2 Projects using the state programs mentionsd above have
varying minimum and maximum pericds of commitment.13

1.

2.
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{15} Liberty Bank;
{16y Pioneer Federal Savings Bank:
{17} Realty Finance, Inc.;
{18} Servco Financial Corp.: and
{19} Standard Financial Corp.

Hawail Community Reinvestment Corporation, untitled, undated, single-fold brochure. On file with Legisfative
Reference Bureau.

interview with Donald L. Tarleton, President, Hawall Community Reinvestriant Corporation, July 1%, 19983
ioid,

Telephone interview with Dorothy Shigemurs, Housing Finance speciadist, Housing Finance and Development
Corporation, July 23, 1883,

Hawail Rev. Stat, sec. 241-4.7, effective January 1, 1993 and applicable 1o calendar year 1892, 1992 Haw.
Sass. Laws, Act 145,

Shigemura interview,
fn 1992, the Legislature found thal morlgage insurance services were not available for multi-family rentat

homas, and enacted the restal morgage inSurance program. By providing for tis insurance coverages,
HORCs morigagss becams availabie by the resale market, See 1992 Haw Sess. Laws, Act 304 52,
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Tarieton interview,

Ibid.

ibid. However. the process of getting out takes three years.

The tax credit program S in place for a minimum of 18 years and a maximum of 30 vears. The rental
assistance program requirés a mnimum of ten years and & maximum of 15 years for for-profit developers,
and 25 years for non-protit developers. The trust fund specifies no specific period but a developer is given

mare "points” toward getling rrust fund moneys the longer it pledges fo keep the housing affordable.
Shigemura intatview,
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Chapter 6

- THE UNIVERSITY OF HAWAII
AS A NON-PROFIT HOUSING DEVELOPER

This chapter addrasses topic number 11 listed in House Concurrent Resolution No.
476, H.D. 2. Topic number 11 reads:

(11) Determine how the University of Hawail can utilize its status
as a non-profit organization to develop housing for students
and faculty.

Introduction

Impliedly, the Concurrent Resolution appears to assume that, as a non-profit
organization, the University may be specially equipped to develop housing for students an
faculty in ways it has not done in the past or in ways different from other non-profits which
develop housing in the general community. As will be seen later in this chapter, the UH may
create a non-profit deveiopment corperation (0 develop housing for facuily and students. But
as a non-profit educational instifution, the UM iz not in the primary business of housing
development and certainly not for the characteristically low-income persons who are the focus
of this Concurrent Resolution.

White both the UH and non-profit developers have non-profit status, the UH's non-
profit status is incidental to its occasional role as provider of faculty and student housing. The
UH, despite its non-profit status, is not equipped nor was it intended to perform the functions
or carry out the mandate of community non-profit housing deveiopers.

Second, affordable housing, for purposes of this report is for those househoids earning
up to approximately 120 percent of the area median income. in contrast ic the homeless and
other low-income individuals, it is unlikely that UH facuity would be at even the high end of
"atfordable” housing, given the average salary of over $32,0007 for assistant professors, and
a median household income for Oahu of about 341,000 for 1891,

Lastly, creating affordable housing is not the primary function of the University --
education is. Affordabls housing for students and faculty of the University is {and has baenl a
recognized need, but as a corollary to providing higher education.

The pertinent question implied by the inclusion of tople numbar 171 in the Concurrent
Resolution 1s: as a non-profit, can the UH bulld housing units more guickly, more cheaply, or
more efficiently than other developers (aibeit only for students and facuity) and is this ability
significantly different from the mannser in which the cther non-profit developers build their
units? Despite its non-developer status, the UH is in fact already zddressing the issus of
studert and faculty housing.
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UNIVERSITY OF HAWAIL AS A NONPROFIT HOUSING DEVELOPER

This chapter provides a review of the University's current inventory of student and
faculty residential units and plans for future development. This chapter alse sxamines
whether the UH's status as an educational non-profit organization is {or should be) different in
some undefined manner from those non-profit organizations primarily involved in developing
affordable housing for the general citizenry.

The UH as a Non-Profit Organization

As a body corpeorate, the University of Hawall is a public corporation established by
state law and the Hawaii Constitution.2 Thus, as a governmental body the University is not a
profit-making entity. The University operates under a letter from the United States Internal
Revenue Service waiving exemption from FICA (Social Security) taxes which refers to "a
wholly owned instrumentality of a State, or of a political subdivision thereof, .. . granted
exemption from income iax as an organization described in section 501{(¢)(3) of the intarnal
Revenue Code.”3

EXHIBIT 6-1

SUMMARY OF HOUSING UNITS
AVAILABLE TQ STUDENTS & FACULTY

UH SYSTEM
as of Fall 1993
Dormitory units for students at UH Hile™ il s e eracreaan £90
Dormitory units for students at UH Manoa™ .. 3,202
Housing units for facuity at UH Manoa™ ..o 4
Source: * University of Hawaii-Hile.

#* {ori Furatani, Assignment and Conference Housing
(Officer, Student Housing Office, University of
Hawai.

*** Fd Yanai, Director, Faculty Housing Development
and Assistance.

The Role of the University in Developing Housing

When university housing s provided for studsnis andg faculty, mors housing unils
become avaiiable for other residenis of Hawai who compets for the same pool of scarce
housing units.  Availability of housing makes it possible for the neighbor island, foreign, or
mainland student to attend the University, which gromotes diversity within the student body.
Housing for facully might be offered on a temporary or short-term basis for visiting faculty, or
other criteria for eligibility mignt be used. For example, the Dole Street faculty rentals ars
designated for those faculty on the low end of the salary scaie
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NON-PROFIT HOUSING DEVELOPMENT

There has been growing concarn that more housing assistance should be provided o
faculty for purposes of recruitment and retention of qualified staff. The rationale is to attract
and retain faculty who teach in fields of high demand and who might otherwise choose 1
teach at ancther university located in a city with a lower cost-of-living.

1991 Facuity Housing Assistance Master Plan

In 1991, KPMG Peat Marwick in association with Eva Klein and Associates prepared
for the UM a two-volume Facuity Housing Assistance Master Pian (Master Plan). This Master
Plan presented the rationale for providing affordabie housing for the effective recruitment and
retention of faculty members. Inciuded in the Master Plan report is a description of housing
assistance programs provided by other universities on the mainiand. The Master Plan aiso
reported the results of two eariier studies at the University of Hawaii: one in Apri, 1888 by
Laitila, Rose, and Miller, entitled University of Hawaii Facuity Housing Study and the second in
July, 1988 by Ordway and Cross, entitied An Analysis of Financial Alternatives Affecting the
Affordability of Faculty Housing.

The Laitila study surveyed 1,431 fulltime Manoa faculty and concluded the following
major points as summarized in the Master Plan, volume il

{1} It wouid be four to seven iimes more cost-effective (o address the disparity
between salary and cost-of-living by means of housing support programs than

through salary increases.

{23 Faculty hired in 1977 or later face a mcre serious housing situation than these
hired earlier.

(3 Of tacuity hired after 1981, 25 to 29 percent were considering leaving due to
housing costs.

{43 Most faculty have little other household income than teaching salary.

(5} Faculty renting homes raported having limited assets to make down payments
to buy a home.®

While making similar conciusions, the Ordway study of facully housing for UH-Manoa,
College of Business faculty, also found that

(1} Inventories of both singie-family and condominium units have dropped sharply.

{2} Generally, increasing numbers of faculty were planning to leave because of
housing dissatisfaction.
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The level of nome ownership by facuity has dropped sharply.
Loan programs from the Depariment of Veterans Affairs (VA) and Federal
Housing Authority (FHA)} are fimited fo amounts that cisquaify most of the

kKinds of housing that facuity might want {o live in.

Affordable single-family homes are located far from the Manoa campus.S

Thus, a combination of factors such as the lack of relatively affordabie housing close
to the UH campus, the compstitive recruitment market for qualified Ph.D.s, the cverall high
cost-of-living in Hawall, and the "gap group” characterisiics of facuity recruited in recent
yaars, point to the need for the University to establish different types of facully housing
assistancs programs.

Master Plan Findings

The Master Plan used mail surveys, focus group interviews, an analysis of housing
prices by neighborhocds, university racruitment needs, and cther factors to arrive at some
major findings:?

1)

{2)

e,
Lh
S

(6)

Recruitment needs from acadamic year (AY} 1980-91 through AY 1983-94 for
the University wouid be about 1,460 faculty of whom 530 would be tenure-track
appointments.,

The faculty atirition risk group s identified as those faculty hired after AY 1285-
86 in ranks 3 and 4 for UH-Manca, UM-West Oahu, and UH-Hilo, and for the
community colleges those faculty hired at rarks 2 and 3 in the same AY 18585-
B86. Systemwide, those faculty at greatest risk of leaving numbered about 641,

Household incoms may range from $38,300 for a single instructor to $80,700
for an Asscciate Professor with a working spousa,

Using several income and geographic area housing prices {o digplay different
housing cost scenarios, . . . only the UM-Hilo example with an Instructor I and
a waorking spouse, could be expected (0 be able 1o gualify for 2 morigage o
purchass the median priced home near to campus.”

There i3 Iittle inventory for quality, larger thres-bedroom units in muitifamily
housing (condominmnums or [ownhouses).

"The rental affordabliiity gap could rangs from about §75 per month for Lesward
Community college or UH-Manca faculty sesking multifamily rentals, 1o $870
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for Kapiclani Community College or UHM facuity seeking single-family

housing.”

(7} "Date of hire is a significant variabie in the retention problem. Academic
adminisirators believe that attrition risk is greatest for those faculty hired since
AY 1985-86 . . 7

Master Plan Hecommendations

Priorities for housing assistance wouid be directed ". .. to assisting key facuity
positions in programs or units which face greatest competition in their markets or which ars
designated for strategic program growth or strengthening . . . Primary consideration should be
given to Qahu-based programs first ... and relatively sequal priority can be given to
recruitment of new faculty and retention of those faculty hired within the iast three years."8

Housing Assistance Programs

The various options for consideration by the UM are presented in detail in volume | of
the Master Plan, and summarized in chart form as Exhibit 1:8-2.

Exhibit 1:6-2 shows that a variety of programs might be made available (o faculty in the
dpcoming fiscal years. These programs range from morigage loans and down payment loans
to for-sale housing.

The one area in which the UH may opt to create a non-profit development corporation
to develop homas is in the area of for-sale faculty housing. This is a possible scenaric where
the non-profit would serve ". .. as an intermediary between the university and the facuity."?
The Master Plan also describes the possibility of a for-profit or not-for-profit corporation
created as a subsidiary of the UH Foundation in its development of faculty housing, or the
option of a joint venture with the Housing Finance Development Corporation.!C
implementation of the Master Plan is expecied to take a few years, thus, the specific details
for every option cannot be described. However, Exhibit 1:6-3 {inciuding the two-page narrative
taken from the Master Plan) provide a list of programs and estimated dates of implementation
along with additional analyses, approvais and legisialive reguirements, and ongoing
implementation issues which must be considered (o make the Master Plan a reality.
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Exhibit 1:6-2

-~ Fable:? o o
UNIVERSiTY OF HAWAH

-;f__”FACULTY HOUSING ASSISTANCE MASTER PLAN 0

guarantee - UH Foundation

SUMMARY OF PROGRAMS
INITIAL ANNUAL
PROGRAM FUNDING SOURCE FUNDING FUNDING
Office of Faculty and Staff State appropriation $334,600 $490,000
Housing Services
University Rental Housing University tax-exempt bonds | $20 million None,
Development and
i State appropriation $15-20 million
Joint Rental Housing HFDC tax-exempt bonds $20 million None,
Development (with and
HFDC/HCDA) State appropriation $15-20 million
Mortgage Guarantee Banks, with line of credit $1-5 million Revolving,

g Mortgage Loan

HFDC taxable bonds
and
Research & Training Funds

$10 + million

$2.5 million

$2.5 million

Down Payment Loan Short-Term Investment Pool | $2.5 million Revolving.
(Short Term Investment Pool)
Down Payment Loan Summer sessions and $1 million Revolving.
(Summer Session Stipends) continuing education budget
;: Housing Allowance Ground lease revenue, $1.3 million $3.0 million

Operating budget, and
State Appropriation

University For-Sale Housing
| Development

Taxable bonds or
Bank Financing

To be determined

To be determined

Source: Faculty Housing Assistance Master Plan, vol, 1, 1991, p. I8.




Exhibif :6-3

UNIVERSITY OF HAWAIL

FACULTY HOUSING ASSISTANCE MASTER PLAN

SECTION V: IMPLEMENTATION

Section V is an overview of considerations for implementation of the Master Plan. It is
not intended to represent a detailed plan of implementation since decisions have not yet
been made as to the specific programs to be pursued.

ESTIMATE OF TIMING

An approximate timetable for implementation, based on planning and resource
considerations, would be as follows:

L ... Table 15 o .
ESTIMATED TIMING OF IMPLEMENTATION FOR
T " MASTER PLAN PROGRAMS

Faculty/Staff Housing Services Office

Fall 1991

University Rental Housing Development

1994 assuming site is identified

Joint Rental Housing Development

Fall 1993

Mortgage Guarantee

Fall 1991

Morigage Loan (through HFDC)

Spring 1991/Fall 1992 w/Shared
Appreciation

Down Payment Loan (Short Term Investment Pool) Fall 1991
Down Payment Loan

(Summer Session Stipends) Summer 1991
Housing Allowance Fall 1991

University For-Sale Housing Development

Depending on West Oahbu site
assessment

Additional University Rental/For-Sale
(including other isiands})

1994 and/or later
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ADDITIONAL ANALYSES REQUIRED

The following detailed reviews may be required, depending on which programs the Board
of Regents wishes to pursue:

« Detailed analysis of liquidity needs and cash flows through the short-term
investment pool, to identify more precisely the amount that may be invested
long-term in down payment/second mortgages.

+ Incorporation of findings of the real estate study currently under way
regarding uses and income potential of University land holdings, in
particular with respect to sites usable for faculty housing development, sites
suitable for commercial lease income, and potential land swaps.

+ Refinement of assumptions for University rental housing development costs,
financing structure and costs, and rental rates. The financing assumptions
need further review with a financial advisor.

« Detailed negotiations with lending institutions regarding:

- Percentage of income that could be applied to mortgage
amount qualification, with housing allowance program/payroll
deductions.

- Increased loan-to-value ratio and/or buy-down of mortgage

rates, with a guarantee provided by the UH Foundation, the
specific structure of credit support to be provided.

« Further negotiations with HFDC and HCDA regarding joint development
opportunities for rental units at the site on Kapiolani Boulevard, including
such matters as the size of units to be built and how the faculty and other
portions of the development can be integrated successfully.
APPROVALS AND LEGISLATIVE REQUIREMENTS
Specific requirements for approvals and legislation are described, by program, in Section
III. Overall, the approximate cycle of approvals that would be required to implement this
Master Plan, as proposed, is:
« Review, amendment, adoption by the University administration.

. Review, amendment, adoption (in principle) by the Board of Regents.

. Review, amendment, adoption (in principle) by the Governor and Legislature.
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« Further analysis to develop detailed program designs and an
Operating/Business Plan for the set of programs as approved in principle by
the Regents, incorporating organizational elements described in Section IV
and additional analyses described above, in this section.

« Possible re-submission to the Board of Regents, Governor, and Legislature
of Master Plan revisions and/or an outline of the Operating/Business Plan,

« Submission of budget requests and proposed legislation language to the
Governor and Legislature for approval,

ONGOING IMPLEMENTATION ISSUES

In the development of the Operating/Business Plan, the following ongoing implementation
elemernts need to be incorporated:

« Annual cycle and process for allocation of resources at level of the
President.

= Process for exceptions to annual allocations or criteria, upon request by
deans.

« Annual post hoc review of the allocations made by hiring units, to assure
that they are reasonable and consistent with the intent of the Master Plan
and criteria.

« Periodic research, by the Office of Faculty/Staff Housing Services, of the
impact of the programs on faculty, and on recruitment and retention, to
result in cccasional recommendations for how programs should be modified,
augmented, or abandoned.

« Continuous monitoring, by the Office of Faculty/Staff Housing Services, of
new developments in the real estate market, in lending praciices, in State
programs, in federal tax and other regulations that may present new
opportunities or modify existing ones.

« A structure, if the project with HFDC/HCDA is undertaken, for managing
the ongoing relationship with those agencies will be required.

« Coordination with State officials responsible for land acquisition to
incorporate planned sites for University faculty housing developments,

Source: Facuity Housing Assistance Master Plan, vol. 1, 1991, pp. 57-59.
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The Current Status of the Master Plan

tn mid-July, 1993 the University's Board of Regents approved the broad policies in the
Master Pian and approval was given by the University's executive policy commitiee in August,
1983. Implementation is expectad beginning in AY 1893-94. Thus, about 140 rental units in
Manoa. 265 rental units on the McKinley High School highrise site, and perhaps thirty for-saie
units may be on-line soon. Financial assistance through the university housing assistance
revolving fund''  may be available to about twenty faculty members per year for down
payment loans to buy housing units. The State’s Mousing Finance and Development
Corporation (HFDC) and the Hawaii Community Deveiopment Assocciation (HCDA), or the
State’'s Depariment of Agcounting and General Services (DAGS) serve as developers for the
University's housing projects and oversee selection of the architecis, engingers, and other
aspects of construction. This arrangement has served the University well bscause thess
agencies have the necessary expertise o facilitate financing, design, bid procedures, and
other aspects of construction.'? The Manoa housing project is being funded primarily from
the sale of general obligation bonds. The Hale Kewalo proiect on Pensacola Street will
probably also be funded by general cbiigation bonds. The HCDA is invoived in Hale Kewalo
because this project is iocated in the Kakaako Deveiopment District.

Student Housing

There are no immediate short-range development plans for student housing. In the
long-term, perhaps dy the year 2000, Johnson Hall, a low-rise on the Manca campus may be
demolished and replaced by a highrise.’® One of the long-range goals of the Board of
Regents is to provide dormitory space for at least twenty-five percent of Manoa's full-time day
enroliment.  This would amount to about 4,000 beds (25 percent of about 18,000 full-time
students) by the ysar 200G, Thus, for Manca at least, about 800 more bedspaces would have
10 be built to meet that goal. A master plan for student housing is being developed.!?

in the Master Plan, rental units at the Pensacola proiect woutd he made availabls to
married students ¢on a first-come, first-served basis for cne-year leases only, after other higher
prigrity appointees have been placed. 15

It is perhaps in the student housing area that a tenuous connection might be found
with the intent of H.C.R. No. 478, H.D. 2. Student housing is meant 1o be a temporary nome
for the period 3 person is enrcilad as a student. It is not intended that a student purchase a
dorm unil. However, the lack of student housing has its greatest effect on the availabliiity of
low-cost rental units demanded by low-income sarners who are not necessarily students, By
buliding more student housing, the University could help the overall rental situation for other
lower income residents in the community.
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Other Sources for Funding Student Housing

Dormitory rcoms are limited and therefore reserved for students who meset certain
criteria such as being a ful-timea student and g resident of a neighbor island. The University
does not devslop housing for tow-income students as a special group. According to a recent
news article, howsver, certain low-income students might benefit from a new residential
project in Manoa planned by the City and County of Honolulu.1® The Department of Housing
and Community Development of the City and County of Honolulu might purchase two parcels
on Vancouver Drive in Manca Valley for apartments for "nonfraditional” university students
who meset certain low-income criteria. it s stiill too early o specify the number of units or
number of students who might be helped. In this particular instance, the University wouid not
manage the residential quarters (as in the case of dormitories, for example) or receive any
money from the rent. According to the City and County of Honolulu, the likely scenario is that
federal moneys from CDBG or HOME funds wouid be used to acguire and develop the
property through a nan-profit developer to provide housing for low-income students who are
returning to school after an absence of a year or more. These nontraditional! students, who
may be single parents, or may be working part-time while complsting a degree program, could
penefit from subsidized housing. The emphasis would be to provide housing for low-income
persons who are also students.

The University's role would Ge advisory - helping to formulate guideiines for tenant
qualifications and identifying general conditions for the residents selected to live there.
Referrals could be made by the student housing office, but aiso could be made by other
university offices such as the Center for Aduits Returning to Education. Although located
near the University, it is possible that students attending private business schoois downtown
who can meet the residential criteria might also qualify. Thus, residents need not be
restricted {0 those nontraditional students enrolled only at the UH. This is an axample where
the University is not the developer but would be the indirect beneficiary of federal moneys
used to produce low-inceme housing. In this case, the University's non-profit status will have
had no bearing on the production of housing, nor to the use of it by some of its students.

The University as Developer

The University's expertise and primary mission is in providing quality higher education
for Hawail's citizens. Hs role as a provider or developer of housing {rental, for-purchase,
temporary dormitories, etc.) remains only a tangential function related to unijversity education.
Tha reason for providing housing to faculty, for example, is to be able to attract and retain
qualified facuity in a state with high housing costs. Dormitories for students relieve housing
pressures in the general community in much the same way that military housing does and
makas it possibie for students who are not permanent residents of Honolulu or Hilo to attend
the respsactive campuses.
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The Master Plan pointed out that "The University banefits from having HFDC handle
the development management and financing responsibilities, thus reducing the University's
requirement 1o staff internally to provide these functions.” But the Master Plan aiso pointed
out that a "potential concern relates o the University's relative lack of control on a project
developed and owned by HFDC."Y/

The possibility of the UH itseif dsveioping for-sale or rental housing for faculty or
students has been raised by the Master Plan. [t stated: "The University will need to decide
whether to act as its own developer or to hire a developer to implement the program.”18

Exnibit 1:12-1 in Part |: chapter 2 iliustrates the many actions in the varicus development
phases of a typical housing project. The Bureau has identified several actions in which the
UH is presently invoived regarding the Manoa faculty housing deveiopment. What additional
actions the UH would need to undertake can be seen from the chart if the HFDC were not
involved. The UH is currentiy responsible for the foliowing: 19

(1 For the Planning and Design Phase: select potential site, form project's
ownership antity, meet with neighborhood groups, and (probably) make final
determination of feasibiiity;

{2 Eor the Construction Phase: market, seli, rent units, and close permansnt
mortgage loan; and

(3 in the Occupancy Phase: hire the managing agent to manage and maintain
property, rehabilitate or modernize the property.

Al other steps are currently the responsibility of the HFEDC. |f the HFDC were not
invoived, the University would use requests for proposals (RFPs) (to select an architect, for
example), and hire consultants (to do the appraisal, for example). The University might create
an in-house staff position to monitor these develcpment iasks as long as the specific
professional work is contracted out through RFPs. It s not clear that eliminating the
developer role of HFDC for University projects would facilitate the construction of University
facuity housing if the University wers requirad to do its own development.

The Bureau asked and received from the Housing Finance and Development
Caorporation (HFDC) the fotlowing information regarding HFDC's role in University housing
projects.

1. is the faculty housing project in Manoa the first and only project that HFDC has
been involved in for the UH?

The UH Faculty Housing Project in Manoa is the first project that HFDC has
been involved in for the UH. HFDC and HCDA will aiso be assisting UH on the

61



NON-PROFIT HOUSING DEVELOPMENT

Hale Kewalo project which is to be developed on the site of the former
Kapiolani Community College (next to McKinley High School).

2. We would like to receive figures on costs and staff work hours involved in
developing housing for UH and whether these expenses are paid for by the UH
or absorbed by HFDC.

The project budget is $22,810,600. 85,105,860 has been expended as of
October 15, 1993. From July 1991 to September 1993, HFDC staff spent
approximately 2,254 work hours on the project. These staff work hours were
absorbed by HFDC. Please note, however, that the budget includes an HFDC
administrative fee of $270,000.

3. In working on the UH faculty housing project, is specialized knowledge required
by HFDC to handle this type of construction, and if so, is such expertise
available in-house or must it be speciaily acquired.

HFDC retained consuitants for the design and engineering of the project. Qur
in-house staft administer consultant contracts (i.e., architects, engineering,
eic.) and coordinate and manage the development of the project.

4. Is HFDC's involvement in handling the UH faculty housing project from HFDC's
viewpoint a matter of accommodation to another government agency or a policy
stance, i.e., providing housing for the community, albeit a particular segment
thereot?

HFDC is able to develop property on behalf of cother government agencies
pursuant to section 201E-30, HRS. We may also develop or assist in the
development of employee housing pursuant to section 201E-216, HRS.

From these guestions and answers, it is clear that when the University utilizes the
services of the HFDC, the HFDC acts as developer for the University and the University does
not need to create a position to do the monitoring tasks now provided by MFDC. 1t is likely
that instead of being at a disadvantage, the University is at an advantage vis-a-vis private
non-profits because the University lacks the expertise to accomplish some of the steps
involved in the planning, design, or construction phases of the project. It works with agencies
such as the HFDC or DAGS, which have had considerable past experience with feasibility
studies, obtaining necessary permits and financing, selecting contractors, and supervising the
construction, making inspections, and so on. Perhaps at a later date, if and when the
University has multiple dormitory and faculty housing projects ongoing, it would be desirable
10 create a development division. For the present, however, the economies of scale available
through the use of the expertise of other state agencies appear 16 be a wise and reasonable
option.
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Conclusion

This chapter described the UM as a provider of housing for students and faculty and
the current status of housing projects for each group. Several projects are planned for faculty
housing ont Qahu and there are long-range goals for more student dormitory space at Manoa.
f.ong-range pians for UH-Wast Oahu and the Big island’s Wast Hawail campuses wiil have
considerable impact on future housing programs for faculty and student housing and have not
been addressed in this report or the University's faculty Master Plan. Housing projects to
date have been developed for the University by the HFDC, the HCDA, or DAGS (as the
proiect warrants) which in turn provided that expertise (in financing, monitoring architects,
engineers, bid requiremenis, stc.) in developing housing. This is a process which the
University finds has worked well up to now but might change at some later date, perhaps
pending the development of the West Oahu campus or other policy decisions regarding
development of for-sale housing for faculty. The Bureau believes that the University's non-
profit status per se does not provide any special advantages to justify the University's
establishing a full-service housing developmaeant office immediately.
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8 b, .p 13
3. bi.p 45
10, Ibid., p. 56.

11. Hawail Rev. Stat.. sec. 304-8.86,
12. Telephone inferview with Ed Yanai. Director, Faculty Housing Develepment and Assistance, University of

Mawall. August 10, 1993, and with Alan Ahsan. Director. Facidfies Management, University of Hawaii,
August 18, 18983,
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19.
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Tetephone interview with Lori Furutant, Assignment and Conference Housing Officer, Student Housing Office,
University of Hawail, August 18, 1993

Telephone interview with Geminiano G, "Toy" Arre, Director of Student Housing, University of Hawaii,
August 18, 1983,

Master Plan, volume i, p. 30

“"Nontraditional® Student Housing Plan Considered”, Honolulu Star-Bulletin, September 9, 1883,

Master Plan, volume | p.29

Ibid., p. 46

Telephone interview with £d Yanai, Director. Faculty Housing Development and Assistance, University of

Hawail, September 8. 1993, and with Dean Shigemura, Assistant Project Coordinator, Housing Finance
Development Corporation. September 16, 1993,
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Chapter 7

CRITERIA TO MEASURE SUCCESS
OF NON-PROFIT HOUSING DEVELOPERS
AND
RECOMMENDATIONS

Topics number @ and number 12 of House Concurrent Resoiution No. 476, H.D. 2, are
subjects for joint research. Accordingly, in addition to the material presented in Part I} of this
study, this chapter also addresses criteria o measure the success of non-profit developers
and recommendations. Topics number 9 and number 12 read:

(9)

(12}

Determine criteria to measure the success of non-profit
organizations in their development capacity.

* O# #*
Develop and provide suggestions or recommendations for future

legislation to further assist non-profits in the development
of housing.

Criteria to measure the successful performance of non-profit deveiopers in their
development capacity are essentially retrospective in nature. They act as a check on how
well non-profits have adhered to certain standards or actions that are likely to fead to success.
However, they are included here because, taken prospectively, they act as guidelines (and,
therefore, recommendations) for non-profits 1o follow in order 1o increase their likelihood of

3uCCess.

Criteria

(1

Staff must be committed and channel that commitment into becoming
technically and financially competent. To enhance a non-profit developer's
competence, non-profits must seek help. They can learn to become competent
themseives in-house. Otherwise, they must eniist the assistance and
participation of individuals knowledgeable in relevant areas such as real estate,
land use and zoning laws, government ligison (including the permitting
process), finance and public source funding, government housing programs,
development, construction, architecture, enginsering, law, and business
administration and entrepreneurship.  This can be done through astute
selection of members for the non-profit's board of directors or strategic
advisory committees and through aggressive and persistent recruitment of
volunteser staff professionals. Financial astuteness, both in securing funding
and in its expenditure, will enable a non-profit to permanently raise the quality
of its staff. Technical and financial incompetence squanders many of the non-
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)

{4)

(6)

NON-PROFIT HOUSING DEVELOPMENT

profit's natural comparative advaniages such as lower-cost development
resulting from free or low-cost iand, labor, and cap:tal.  Incompetent and
inefficlent non-prefits cannot pass on 1o consumers savings that inherently
accrue to non-profits.

A non-profit must bs resourceful and avecid a senss of complacency or
dependence. Because non-profits rely almost exclusively on "outside” sources
of funding, both public and private, it may be tempting o remain passively
dependent on existing sources and any conditions attached to them. Non-
profits must know how o take advantage of what they have, know where the
resgurces are, and maintain old sources while searching for new ones, Just
because a certain combination of resources was adequate for a préevious
project does not mean other, additional sources should not be aggressively
sought.

To reduce overali costs of construction, non-profits must be more aggressive
and opportunistic in incraasing their efforts 1o ieverage available financing and
not rely on one hundred percent public-source subsidias to develop affordable
housing.!

Non-profits must be flexible in approaching the development of affordable
housing and not strictly limit themsalves {0 prior formuias or patierns of
development. i the opportunity presents itself and the reguisite aexpertise and
financing can be secured, a non-profit intent on becoming a significant
developer shouid consider alternative types of development. For exampls,
wnen necessary, non-profits should consider rehabilitation as an alternative o
new construction, generation of rentais rather than owner-occupied units;
rehabilitation of urban in-fili sites instead of building suburban single-family
owner-gccupiad homes: and use of sweat aquity to help cash-poor prospective
home-buyers cvercome iarge down payments and to marginally reduce the cost
of construction. A successful non-profit shouid not be stuck in its own niche,
however comfortable or previcusly successful.

Tc expedis develepment, non-profits must ensure communication with and
cooperation from governmental agencies to minimize procadural obstacles
such as lack or delay of approvals and permits, loss of funds, financing
revisions, or changes of program policy.

To nurture a sense of community and o precluds potential "nimby™ {not in my
back yard} reactions to deveiopment -- especially for rehabilitation projects in
deteriorating neighborhoods - and thus improve a developmant's chances of
success, non-profits must bring people from the community into the planning
process and onto the board of directors before development.
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{7 To help ensure the overall success of a development, a non-profit shouid use a
comprehensive approach combining a variety of elements, e.g., land banking
and acguisition, tax abatement, section 8 housing assistance, tenant
counseling, and community cooperation. The non-profit should remember to
work with the consumer and fill real needs. It should avoid building
inappropriate housing just because funds are available or because the samse
development formula has been used successiully in the past.

Recommendations
Temporary Inter-Disciplinary Training and Support Program

It is recommended that the Legislature consider creating a temporary, five-year, inter-
disciplinary training and support program to be placed administratively within the Housing
Finance and Development Corporation.

This program would educate, advise, train, support, and assist prospeciive and
existing non-profit housing developers to bacome more competent and cost-effective in order
to fully realize their natural, comparative cost advantages so that they can be passed on to
consumers of affordable housing. MNon-profits would be expected {o becoeme more expert and
self-reliant in the various aspects of nousing development as well as in the managament of
their own operations. As non-profits become more competitive, public sector housing
agencies will have less justification not 0 fund non-profits in developing affordable housing.
This will also reduce any inherent conflicts of interest on the part of public sector housing
agencies in their dual capacities as financing source and developer.

It is recommended that the HFDC act as the lead agency for an inter-disciplinary
training and suppoert work group of professionals knowledgeable in the areas of real estate,
land use and zoning laws, government ligison (including the permitting process), finance,
public source funding, development, construction, architecture, engineering, law, and
business administration and enfreprensurship, consisting of the heads of the following
organizations or their designated representatives:

A Housing Finance and Development Corporation;

(2} Hawaii Community Development Authority;

(3} Department of Budget and Finance;

{(4) Department of Business, kconomic Development, and Tourism;

(5) Department of Accounting and General Sarvicas;
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(6} Department of Labor and industrigl Relations;
{7} Schooi of Architecture of the University of Hawaii,
{8) School of Law of the University of Hawaii:
{9 College of Engineering of the University of Hawaii:
(19} Coliegs of Business Administration of the University of Hawaii;
(11) Honolulu Department of Housing and Community Affairs;
(12) Mawaii Office of Housing and Community Development;
(13) Kauai County Housing Agency; and
(14) Maui Department of Housing and Human Concerns.

In addition, representatives from the general pubiic, at least one of whom should be a
renter of affordable housing, should be appointed.

This group of experts would work with prospective non-profits to become incorporated
and to educate, train, advise, and assist their staff in the various technical aspects of
successful non-profit housing development and business administration. These experts
would similarly assist and irain the staff of existing non-profits.

A natural extension of this group's work would be the setting up of a permanent
affordable housing information database. This database should contain a iist of non-profit
housing deveiopers in Hawaii and cther states and any information regarcing programs,
activities, iegislation, funding sources, etc., relevant to non-profits and affordable housing
develcpment. The database would serve as an accessible repository of updated information
facilitating the production of affordable housing by both non-profit and for-profit developers.
Such a resource would also cut down the amount of research work that currently needs to be
done from scratch by each developer.

Historical information on previous contract bids, if made available to all, shouid
increase competition and, thus, efficiency and cost-savings. A new “vendor information
system” instailed in 1992 in Salem, Oregon has resulted in remarkabie dollar savings in state
purchasing. In the first five quarters, Oregon officials reported a $17 million savings. The on-
line computer-modem setup aliows alt vendors electronic access 1o requests for proposals
and historical data on successful and unsuccessful bids.?

The inter-disciplinary work group may alse conceivably use this gatabase fc learn of
novative methods eisewhere of combining and leveraging funding sourzes on behall of non-
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profits. For example, once a scurce of funding is identified, the work group couid assist the
non-profit in the application process. Or, if a particularly novel or appropriate model for
housing development is located, the inter-discipiinary group could work with non-profits to
adapt i to the local situation.

An alternative to the formation of an inter-discipiinary work group weuld pe 1o maks
appropriations to contract out such training and support services to private entitiss who have
the requisite expertise. For example, rather than scheduling formal training of non-profit
antities o enhance their organizational capacity in 1982, Honolulu's Department of Housing
and Community Development provided a grant to the Institute for Affordable Housing (& non-
profity to provide technicai assistance (o non-profit developars and service providers.3
Understandably, the DHCD may be streiched for personnel 10 carry out this training slone.
Perhaps a consortium of professicnals like the one proposed above would be n a better
position 10 do so.

Capacity Building Grants

To supplement the work of the temporary inter-disciplinary training and support work
group, it is recommended that the language of secticn 201F-3, Hawail Rewvised Statutes,
should be amended to provide greater assurance that capacity building grants be awarded to
non-profit developers through the rental housing trust fund. (See Part I chapters 4 and 5))
This would, in part, help to alleviate the prassures of low cashfiows for operating expenses
that non-profits often bear. These grants are meant to enable a non-profit to become seif-
sufficient to the point of carrying out affordable nousing deveiopment independsntly or as a
full partner in joint ventures. Additional appropriations should also be considered for the
rental housing trust fund to fund capacity building of non-profits.

Funding for Pre-Development Work

Hawaii development revolving fund: 1t is recommended that greater consideration be
given to funding pre-development work through additional appropriations to (1) the Hawali
development revolving fund (section 201E-217(b}, HRS), and (2) the rental housing trust fund
(section 201F-3, HRS). In addition to greater fund allocations, the respective expending
authorities should sither adeopt flexible rules or flexibly intarpret existing rules governing the
gualification of non-profits and the disbursement of lcans or grants for pre-develocpment work,

Under section 201E-217. MRS, the HFDC s currently empowersd, through the Hawail
redevalopment revolving fund, o

. make Loans or  grants, either before or after [inal
subdivision approval, oo cover planning, engineering, feasibility
studies, and other initial costs, including the cost of options,
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agreements of sale, and downpavments of commencing proiects to
provide ilow or moderabte cost housing through government assistance
programs. (emphasis added)

That non-profits have complained of a lack of pre-development funds couid mean that:
(1) They are not aware of secticn 201E-217, HRS;

(2) The HFDC has higher priority uses for the revolving fund;

(3) There are :nsufficient moneys in the fund; or

{4 Few non-profits have been able to qualify for such funds.

in order to rectify the laiter three possibilities, it is recommended that;

(1) The HFDC afford a high prierity to the awarding of pre-development funds to
non-profits;

(2} Additicnal appropriations be made to the Hawaii development revolving fund for
pre-development activities,; and

(3) The HFDC flexibly apply the criterion of "government assistance programs” in
section 201E-217(b) and (g) in order to qualify the maximum number of non-
profits who might be eligible for pre-development funding.

Rental housing trust fund: Under chapter 201F, the Department of Budget and
Finance, with the pricr approval of the rental housing trust fund commission, is empowered o

use moneys from the rental housing trust fund to:

. provide loans or grants for the development, pre-develcpment,

construcktion, acquisition, preservation, and substantial
rehabilitation of rental housing units. Permitted uses of the fund
may include . . . planning, design, land acquisition, costs of

options, agreements of sale, downpayments, equity financing, or
cther housing development services or activities as provided by

rules adopted by the rental housing Zrust fund commission
4

Semphasis added)

Eligible activities under section 201F-7(b), HRS, include "Pre-development activity grants or
foans to nonprofit organizations.” (emphasis added)

As with the Mawaii development ravolving fund, it is recommended that additional
appropriaticns be made 1o the rental housing trust fund for pre-development activities. it is
aiso recommendsad that the rules adopted by the commission relating to ensuring the full
cecupancy of fund projects be appisd fHexbly 0 aliow maximum funding for non-profits.
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(Current law requires that moneys from the fund can be used only for projects offering at least
half of the units for househoids at or below sixty percent of the median income and the
remaining units for those at or below one hundred percent of the median income. See Part I
chapter 4.) Alternatively, the commission should adopt new flexibie rules.

Flexible Application of Programs

It is recommended that all state and county housing agencies adopt greater program
flexibility on g case-by-case basis. Each agency should be flexible in implementing each
specific housing program within its jurisdiction that potentially favors or assists non-profits to
improve their performance in generating affordable housing. Each agency shouid do this to
the extent possible under the existing statutes and rules. if these need to be modified, each
agency should propose specific changes for the Legislature's consideration. For example,
survey respondents have suggested that the responsible agencies could, on a case-by-case
hasis:

(1) Waive restrictions on the use of certain funds for purchase of land to inciude
construction expenses;

(2) Waive requirements for recipients of funds to spend at least ten percent of
certain moneys by year end to qualify for tax credits;

{3) Allow reasonable fiexibility in relation to the time constraints within which the
developer has to cperate and fengthen beyond one year the time commitment
for state operating funds (which would create a more stable environment for
affordable housing development);

(4) Aliow non-profits the fiexibility to make "profits™ by aiiowing them {0 report
positive fund balances in order to remain competitive with for-profits; and

(5) Allow agency line staff more discretion in implementing housing development
programs and encourage boftom-up pregram improvement.

Endnotes

1. As reported in Senia, an executive director of a non-profit developer indicated that affordable housing
development must be 100% subsidized, or zerc-leveraging, 1o be feasibie. This means that public subsidies
have not been used 10 thelr greatest advantage.

2. “innovations 1993 - Innovations in State and Local Government Awards: Ten programs that set the standard
of exceilence” in Governing, November, 1993, v. 7. n. 2., pp. 47-48.

3. City and County of Honolulu, Final Comgrehensive Housing Affordability Strategy: Fiscal Year 1992
Performance Report, p. 2.

4. rHawall Rev. Stal | sec 201F-3{a)
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76
HOUSE OF REPRESENTATIVES H . C . R . N O . ;.D‘ 2

SEVENTEENTH LEGISLATURE, 1593
STATE OF HAWAL

HOUSE CONCURRENT
RESOLUTION

REQUESTING THE LEGISLATIVE REFERENCE BUREAU IN CONJUNCTION WITH
THE HAWAII REAL ESTATE RESEARCH AND EDUCATION CENTER TQ
CONDUCT A STUDY ON THEE ROLE OF NON~PROFIT ORGANIZATIONS IN
THE DEVELOPMENT OF HOUSING IN THE STATE OF HAWAIIL.

WHEREAS, the Legislature finds that there is a desperate
need to promote the development of accessible and affordable
residential housing for the people of the State of Hawaili; and

WHEREAS, in recent years, the housing situation in Hawaii
has severely worsened, and there exists a critical shortage of
housing units that are affordable to low- and moderate-income
residents, and residents in the so-called "gap-group" in the
State; and

WHEREAS, over the past decade there has been a nearly
uninterrupted decline in the supply and construction of new low-
income residential units; and

WHEREAS, the State of Hawail recognizes the important role
of non-profits in the provision of affordable housing,
particularly because of their ability to access funds which are
often set aside or available only to non-profits; and

WHEREAS, there are a growing number of non-profit housing
agencies in the State of Hawaii; however, few non-profit
organizations have the experience and expertlise necessary to
develop housing in Hawail; and

WHEREAS, many non-profits do play an advocacy role or
specialize in providing support services, and continue to focus
their efforts on serving those most in need; and

WHEREAS, the potential exists for significant further
expansion of thelir activities; now, therefore,
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BE IT RESOLVED by the House of Representatives of the
Seventeenth Legislature of the State of Hawaii, Regular Session
of 1993, the Senate concurring, that the Legislative Reference
Bureau in conjunction with the Hawail Real Estate Research and
Education Center, is requested to conduct a study working with
non-profit organizations to include but not be limited to the
following: the Affordable Housing Alliance, the Honolulu
Neighborhood Housing Services, the Hawaii Ecumenical Housing
Corporation, the Hawail Community Foundation, PATH, Self~Help
Housing Corporation of Hawaii, and university graduate students
on the following topics:

(1) Identify non-profit organizations which have
successfully built housing developments in the State of
Hawail over the past ten years;

(2) Identify the efforts and successes of non-profit
organizations 1in other states, such as Illinois and
California;

{3) Define the role of non-profit organizations in the
development of housing:

{4) Identify the type of financing available for non-profit
organizations to build housing units;

(5) Identify how many private developers have a non-profit
development arm;

(6) Identify Federal and State statutes which favor or
assist non-profit organizations in developing housing;

(7) Determine the role of private and government entities
in assisting non-profit organizations toc develop
housing;

{8) Determine whether financial institutions in the State
of Hawaii have a mechanism to work with non-profit
organizations;

{9) Determine criteria to measure the success of non-profit
organizations in their development capacity:

(10) Determine how State and Federal tax credits may benefit
non-profit organizations;
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{11) Determine how the University of Hawaiil can utilize its
status as a non-profit organizaticn to develop housing
for students and faculty; and

{(12) Develop and provide suggestlions or recommendations for
future legislation to further assist non-preofits in the
development of hcusing;

and

BE IT FURTHER RESOLVED that the Legislative Reference Bureau
is requested to submit a report of its findings and
recommendations to the Legislature twenty days prior to the
opening of the 1994 Legislative Session; and

BE IT FURTHER RESOLVED that certified copies of this
Concurrent Resolution be sent to the Director of the (Hawaii)
Real Estate Research and Education Center, the Director of the
Hawaiil Reinvestment Corporation, the University of Hawali Board
of Regents, the President of the University of Hawaii, the
Director of the Land Use Research Foundation, the Mayors of the
four Counties, the 0Office of State Planning, the Executive
Director of the Housing Finance & Development Corporation, the
Director of the Hawail Housing Authority, the Directer of the
Affordable Housing Alliance, the Director of the Hawail
Ecumenical Housing Corporation, the Director of the Hawaii
Community Foundation, the Director of PATH, and the Director of
the Self-Help Housing Corporation of Hawaii.
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Appendix I:B

AFFORDABLE MOUSING DEVELOPMENT SURVEY

For the purposes of this survey, "affordable housing® means single or multiple living units built for low or moderate income
owner-cccupiers or renters.

1. List all developers who built or rehabilitated affordable housing wunits within your county in the past ten years.
(please use additional sheets as necessary.)
(A} NAME OF DEVELOPER: PARTICIPATION: worked with my office; _ did not work with my office.
DEVELOFER STATUS: non-profit;  for-profit with a development arm; (o} for profit.
Development No. 1
Affordable Units Market-Rate Units Cost Per Unit Completed on Tine Humlzer and Type of Unit‘
Name : # Planned # Built # Planned # Built Planned § Actual $ Yes No Rental Gwner-Oocupled
Logation:
hevelopment No. 2
Affordable Units Market~Rate Units Cost Per Unit Completed on Time Number and Type of Unit
Bame: # Planned # Built # Planned # Built Planned § hAotual S Yes N Rental Owner-Occupied
Location:
Development No. 3
Affordable Units Market-~Rate Units Cost Per Unit Completed on Time Number and Type of Unit
Name: # Flanned # Built # planned # Built Planned § hActual $ Yes No Rental Owner-Qccupied
Location:
Development No. 4
Affordable Units Market-Rate Units Cost Per Unit Completed on Time Rumber and Type of Unit
Hame: # Flanned # Built # Planpned # Built Planned % Actual § Yes No Rental Cwner~Occuplied
Location:
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(5] NAME OF UEVELOPER:
DEVELOPER STATUS:

non-profit;

PARTICIPATION: __
. for-profit with a development arm; (¢)

_ worked with my office;

for prefit.

did not work with my office.

Davelopment No. 1

Hamer

Affordable Units
# Planned # Built

Market-Rate Units
# Planned # Built

Cost Per Unit

pianned §

Completed on Time

Actual § Yes Ho

Number and Type of Unit
Rental Owner~Occugpied

Location:

bevelopment No. 2

Mame s

Af fordable Units
# Planned # Built

Market~Rate Units
# Planned #& Built

Cost Per Unit

Planned §

Completed on Time

Actual $ Yes No

Humber and Type of Unit
Rent.al Owner-Qocupied

Looation:

Pevelopment No, 3

g 5

Affordable Unite
# Planned # Built

Harket-Rate Unite
# Planned # Built

Cast Per Unit

pranned §

Completed on Time

Actual § Yes No

Humber and Type of Unit
Rental Owner~-Gecupied

Location:

Development No. 4

Mame:

Affordable Units
# Planned # Built

Market~Rate Units
# Planned # Built

Cost Per Unit

Planned $§

Completed on Time

Actual § Yes No

Number and Type of Unit
Rental Owner—-Occupied

Lacation:

Development No. §

Name g

Affordable Units
# Planned # Bullt

Market-Rate Units
# Planned # Built

Cost Per Unit

Planned §

Completed on Time

hRetual § Yes No

Number and Type of Unit
Rental Owner~Dcoupied

Location:
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Do you feel that the pon-profit status of a housing developer
affects its role as a developer in any way? YES NO

If it does, de you feel that its non~-profit status heiped or
harmed the non-profit? KELPED HARMED

Compared to for-profit developers, how would you characterize
a non-profit’s ability to develop housing?
EASIER HARDER THE SAME

If it is easier, (that is, non-profits have some sort of
advantage over for-profits), what makes it easier, what are
the advantages?

If it is harder, what are the disadvantages?

If non-profits are at a disadvantage, what specific actions do
you feel would help create a level playing field with respect
to developing housing in Hawaii?

How c¢ould any disadvantages referred to in gquestion # 4 be
specifically remedied or alleviated by a distinet action on
the part of government?

Fage 5
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Please indjicate any sSpecifie Hawaii law or rule, county
ordinance or rule, or any other governmental process in Hawaii
that has either helped or hindered non-profit housing
developers in building affordable housing in Hawaii.

HELPED:

HINDERED:
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Appendix I.C

RESPONSE FROM PACIFIC HOUSING ASSISTANCE CORPORATION

A-Oct-93

Role i Affordable Units Market-Rate Units Cost per Unit Completed on Time | Number and Type of Unit |
Development No. 1 \# Planned| # Built | # Planned| # Built Plannedﬂ Actual $ Yes No | Rental Owner-Occupied
Name: Palolo Affordable Hsg. Proj. H
Island: Oahu Developer | 6 L $79.900, X 6
Development No. 2 f G P |
Narme: KEO Group Home | Housing | 1= $165,000 1
tstand: Kauai : Consult, || Sl $33,000 X 5

Development No. 3

Nare: Academy Gardens {Rehab)
Istand: Oahu Daveloper
Development No. 4
Narme: ARC of Hawali Group Homes Housing
island: Oahu Consuit,
Developrment No. 5
Name: Ho'akea Subdivision

Cooperative Housing
$33,750 X 40

$782,000 1
$97.750 X 8

Istand: Oahu Developer ||/ 1520 $73,388 X 152
Development No. 6

Narme: Pahala Elderly Hsg. Project Housing

Island: Hawaii Consult, 8 $45,625 X 8

Development No. 7 .

Narme: ARC of Hi #7 Group Homes Housing 3l $266,667 3

istand: Oahu Consuit. 1910 $42,105 X 19

Devedopment No. 8 g

Name: ARC of Hi #9 Group Homes Housing 1 $253,000 1

Island: Kauai Consuit. 6l $42,167 X 6

Development No. 8
Name: ARC of Hi Kamehame Grp. Home || Housing
island: Qahu Consuit.

$386,000 1
$64,333 X 6




¢8

Role Affordable Units Market-Rate Units Cost per Unit Completedon Time,  Number and Type of Unit

Development No. 18 # Planned| #Built ||# Planned| # Built | Planned$| Actual $ Yes No Rental ]Owggp()ccupied
Name: ARC of Hi #10 Group Homes Housing | 20 R e T 6350 000 ~ 2
Istand: Qahu Consutt, | = 10 o e e gy00000 X | 10
Development No. 19 » SRR AR _
Name: ARC of M1 #12 Group Homes Housirg 31_:;:;_' $433,333 3
Island: Oahu Comstt, | " - 18] $raze2, X 18
Development No. 20 : \ SR BEREES WP B
Name: Hale Malie Group Home Housing | et ] B o o) $640,000 1
Island: Oahu Consutt | 8l ol T 80,000 X 8
Developrment No, 21 l i
Name: Hale ‘Alohi Group Home Housing | 1 41$1,200,000 1
Istand: Oahu Consutt, l o 13 ' $92,3081 X 13
Devetopment No. 22 ' : ?
Name: SHDC No, 1 Group Homes Housing 1 G 2 $480,000 2
Isfand: Oatu Consult, | 12 $80000| X | 12
Bevelopment No. 23
Name: Lani Hufi {eiderty)
Islarch, Qabw BO $86,935 X 80
Devalopment No. 24
Narme! Manoa Gardens Elderly

lsland: Oahu 3G $138,462 X 39
Development No.
Name;
istanc:
Development No.
Name:

Islarnct
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| Affordable Units

Market-Rate Units

Cost per Unit

Compiéted on Time

 Number and Type of Unit

Development No. 10
Narne: ARC of Hi #11 Group Home
Island: Oahu

# Built |

Yes

No .

‘Rqr];gl’ ) }Owner-(}ocupieqw

# Planned |

2

10

# Planned | # Built

Planned

$282,750
$56,550

2

Development No. 10A
Namie: ARC of Hi #11 Apartments
tslanch Oarw

Housing
Consult.

13)

$59.708

13

Developrment No. 11
Narme: Hale Lokahi Akahi
is&a;nd: Mauf

Housing
Corsult,

2107

$75,476,

21

Development No. 12
Name: Ainakea Elderly Housing Project
tsland: Hawai

Housing

Consuit,

214

21

Developrment No, 13
Nare: Hale Ulu Hoi: Phase 2
Island Hawail

. Housing

18

Bevelopment No, 14
Nam#: Hale Mahaolu Ekely
island: Mau

$96,381

42

Development No, 15
Nare: Lanakila Gardens
!atand: Oathws

$89,286

28

Development No. 16
Name: ARC Wehiawa Complex
istancd Oatw

$105,714

10

Development No, 17

Name: Capt Cook Elderly Hsg. Project
Island: Hawal

$102,143

21




Appendix I:D
S T
PATH Housing Development Corporation

Board of Directors

1. Mr, Walter Dods 6. Mr. David Callies
Chief Executive Officer Professor of Law
First Hawaiian Bank University of Iawaii, School of Law
1132 Bishop Street, 25th Floor {Resicential Address)
Honolulu, HI 96813 1532 Kamole Street
Phone: (B08) 525-6101 Honolulu, HI 96821
Fax:  (808) 525-8708 Fhone: (808) 956-6550

Fax:  (B08) 936-6402

2. Mr. Larry Johnson 7. Mr, Jeff Watanabe, Esq.
Eresident Parner
Banik of Hawaii Watanabe, Ing & Kawashima
P.O. Box 2600 745 Fort Street, Ste, 500
Honoluly, H1 96846 Honclulu, HI 96813
Phone: (808) 537-8220 Phone: (808) 544-8300
Fax: (BO&) 521-7502 Fax:  {B08) 544-8399

3. Mr. Bob Clarke 8. Dr, Michael Sklarz
Prosident & Chief Exacutive Officer Thrector of Rescarch
Hawzlan Eleotric Industries Locations Research, Inc
P.O. Box 730 7 Waterfront Place, Ste. 210
Henoluly, I 96808 Honoluha, BI 56813
Phone: (308) 543-7601 Phone: (808 5435-8825
Fax:  (BOR: 543-7602 Fax:  {808) 545-8850

4, Dr. Richard Kelley 9. Mr. Oswaid Stender
Chairman & Chief Executive Officer Trustee
Qutrigger Hotels Hawaii Kamechameha Schools/Bishop Estate
2375 Kuhio Avenue, -ith Floor P O. Box 3466
Honoluly, HI 96815-3292 Hongclulu, HI 96801
Phone: (808) 921-6601 Phone: (808) 523-6300
Fax:  (808) 921-6655 Fax. (808 536-6895

5. Py, David Bamsour 10.  Mr. David McCoy
Senior Vice President Chief Executive Officer
& Chief Economist Campbel: Estate

Econormnics 242

Bank of Hawai

¥.O, Box 2900
Honolulu, HI 96846
Phone: (808) 537-8307
Fax: (808) 536-9433

1001 Kamokilz Blvd.
Kapolei, HI 96707
Phone: (868) 674-3240
Fax: (808} 674-3111

PATH Housing Development Corporation
Board of Directors
Ccrober 1, 1993
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PATH Heveapmem Cm'pm*n ”
Board of Directors

11.  Department of Transportation 16,  Department of Housing
State of Hawall and Community Development
Mr. Rex Johinson City and County of Honcluls
Director M i Turse
B89 Punchbow! Street, Rm, 309 Direstor
Honolulu, Hi 96813 650 So. King Streer, Sth Floor
Phone {808) 587-2150 Honolulu, HE 96813
Fax:  (808) 887-2:147 Phone: (808 5234427
Fax:  (BOB) 527-3498
12, Mr. William (Bil) Agee
Chairman & Chief Executive Officer 17. My Kelvin H. Taketa
Merrison Knudsen Corporation Vice President, Director
400 Broadway /P.O. Box 73 Facific Region
Boise, 11y 83726 The Nawre Conservancy
Phone: (208) 3845000 1116 Smith Streer, #201
Fax:  (208) 386-5421 Fonololy, 10 S6817
Phone: (808) 337-4508
13,  Mr. Jim Voorhees Fax:  (808) 345-2019
(alternate for Bob Ferguson)
Vice Presicent MK Pacific 1% My Tack Myers
1601 Kapiolan: Boulevard, #1200 Chairman & Chief Executive Officer
Monotuly, I 98814 Thie Mvers Corporation
Phone: (808 944-6633 745 Fort Street, Ste. 1500
Fax:  {808) 944-6660 Honolulu, HL 96813
Fhone: (808} 521-9400
14. My Gary Rodrigues Fax:  (BOK) 521-4439
State Direclor
Linited Public Workers, Local 646 i%. Mr. Wil Beaton, ATA
1426 No. School Street Vice President/Development
Honolula, HI 96817 The Mvers Corporation
Phone: (808) 847-2631 745 Fort Streer, Ste. 1506
Fax:  (BDE) B4B-1987 Honolula, Hi 96813
Phone: (808 321-9400
15, Mr. Donald R Marcuced Fax:  (808) 521-4439

Execulive Vice President

AEG Transportation Syatems, [ne.
1541 Lebanon Churel Road
Piusburgh, PA 15236-1491
Phone: (412Y 6%3-5218

Fax:  (412) 655-5860

PATH rlousing Developmen: Corporation
Beard of Dueciors
Oaober 1, 1993
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Goals and Objectives

Goal 1. Promote the creation of residential neighborbhoods where affordable
housing {s the leading component.

Obijectives: 8 To have a significant impact on the shortfall of affordable housing
Drrough the developrnent of affordable housing.

| Work closely with the City/State planners and appropriate land use
consultarts 1o ideniify development oppornunides where affordable
housing would be appropriate and economically viab.e,

= Give pricrity 1o peoiects which serve low and moderate income families
as well as projecis which serve the needs of special groups which would
most likely utilize ransit systems, including elderly, stadents and those
individuais with disabilines.

] Obtain political, business and cormmunity suppari within each commu-
nity where affordable housing will be located.

- Promote neighborhiood development which includes affordable hous-
ing and comumercial andretailuses which serveneighborhoodresicents.

n Locate housing profects in or next 1o transit corridors 1o promote transit
usage by the people living there.

] Promote the development of neighborhoods within the Primary
Urban Center, thus discouraging undesirabie suburban sprawl.
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PATH Housing Development Corporstion
Geals and Objectives
Page 2

Goal #2: Become an aggressive, pro-actiy cloper by designing. constructing

and man a large number of new. affordable houging projects.
Objectives: W Locate sites which lend themselves 1o the develcpment of aifordable

[ Conduct economic and market feasibility analyses and design the
projects w meet the feasibility parameters. This includes designing and
construciing projects which are attractive, durable, environmentally
sound and cost effective.

[ Joint venture with owners of and, municipalities and government
entities, other non-profits and for-profit developers, as appropiiate
opporunities arise for developing affordable housing, inciuding pos-
sible acquisition and preservation of existing affordable housing inven-

tory
= Manage the design, constructon and marketing of each project.
] Cbrain or assist in obtaining all necessary approvals for the housing.
| Where appropriate, own or manags the housing projecis after consiruc-

tion 1o ensure ial the projects are properly managed and maintained.

= Monitor the projects afier completion to verify that the units continue to
be affordable and in decent, safe and sanitary condition.
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PATH Housing Develpmet eafperie

Executive Summary

PATH Housing Development Corporation

DRAFT ;fii ?;fngg Z;m; 1500

What:

PATH Heusing Develepment Corporation is a non-profit 501(c)(3) entity whosc sole purpose is
to create and develop quality housing neighborhonds that are affordable o 8 broad sector of Iocal
residents. PATH's development objectives are designed 1o address Oshu's dominant needs for
affordable for-sale and rental housing. PATH is prepared 10 creaie new opportunities for
homeownership, ¢specially for "gap” groups and first-iime homebuyers, through the develop-
ment of new affordable ownership housing.

Why:

Az a privaie-sector response 1o the Govermnor's 1992 "State-of-the-State Address™ and the
commurity's overwhelming need for quality afferdable housing, PATH will help to fill a major
voidin e housing industry by becoming an aggressive non-profit developer dedicated tohelping
solve Oahu's housing crisis, By focusingits entire ttention onthe development of neighborhoods
and quality housing, PATH will work closely with the City and State governmants, communities,
ard other for-profit and non-profit developers o meet the cyrrent and future demand for quality
housing.

Where:

PATH's inidal focus will be on the creation of quality neighborhoods throughour Oahu.

Who:

PATH Housing Development Corporation was initiated by The Myers Corporation and Morrison
Knudsén Corporation through their joint venture parmershup, Myers/MK Pariners. Modeled
after the highly successful BRIDGE Housing Corporation in San Francisco, PATH is a wholly-
independent development corapany with its own Board of Directors, President and professional
staff. The Board of Diractors is comprised of 2 broad oross-section of key Honolulu private and
public officials (see attached st of Board Members). , the President, is
highly gualified and experienced in the development of affordable housing in Hawail

When:

Asclecttask force, made-upof members from Myers/MK Partners and ¢ivic and business leaders
of Honoluly, began work in March 1992 w0 form PATH. PATH wag incorporated in carly
Septermnber, 1992 and received TRS approval for its non-profis status on July 5, 1993, PATH
inida] operating funds have been donated by AEG Westinghouse, The Myers Corporation and
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Appendix [:E

Aderess a7y reply 1 Federal Bidy, Monoinfu, Hawaii 96813

T Y r . . S
US Treasury Benarlane:

RECEIVED
Kar 19 o6 A4 63 Tizhsl Elrmelor
internal Revenue Sarvice
UNIVERSITY oF HAWAN Dare: tn resly refes to

BUSINESS OFFICE

University of Hawa{i

Business Office, Accounting Section
2444 Dole Street

Bonolulu, Hawatii 96822

Gentlemen:

Reference {s wade to Form 55-15, Certificate Waiving Exemption
From Taxes Under the Pederal Insurance Contributions Act, aud
acconpanying Form 855-15a filed with this office.

Your attention is called to the following paragraph in the
instructions:

"Organizatioes not qualified to file Form SS5-15.--
A wholly owned instyumentality of a State, or of &
political subdivision thereof, is not qualified to
£ile Form $5~15 even though it has been granted
exenption from income tax as an organization
described in section 501(c){3) of the Internal
Revenue Code, Such an i{nstrumentality should
communicate with the appropriate State official
for ioformation on reporting and acquiring Social
Becurity coverage."

Since the Unfversity of Hawaii is an instrumentality of the
State of Rawaii, no further consideration will be given to the
Forp 85-15 and Porm SS-15a sybmitted by you.

Very truly yours,

T T LE L

T. T. DeVols
Chief, Audit Division
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Appendix L:F

HOUSE OF REPRESENTATIVES H . B . N O .
SEVENTEENTH LEGISLATURE, 1594
STATE OF HAWAIIL

A BILL FOR AN ACT

RELATING TC HCUSING.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF HAWAIL

SECTION 1. Chapter 201E, Hawail Revised Statutes, is
amended by adding three new sections to be appropriately
designated and to read as follows:

"§201E-A Inter-disciplinary training and support program,

(a) There is egtablished the temporary inter-disciplinary

training and support program, to be attached to the housing

finance and development corporation within the department of

budget and finance for administrative purposes. The program

shall be implemented through the inter-disciplinary training and

support work group as established in section 201E-B.

(b} The purpose of this program is to educate, advise,

train, support, and assist prospective and existing nonprofit

housing developers to help them become more competent in the

varicus aspects of affordable housing development and business

administration and to become more cost-effective in order to

fully realize and pass on their natural, comparative cost
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advantages to consumers of affordable housing., It is the intent

to assist nonprofit housing developers to achieve sufficient

expertise in the management of their own operations as well as in

at least the following areas necessary for successful development

of affordable housing: real estate, land use and zoning laws,

government liaison (including the permitting process), finance,

public source funding, development, construction (including

infrastructure), architecture, engineering, law, and business

administration and entrepreneurship.

§201E-B Inter-disciplinary training and support work group;

composition; term; compensation; functions. (a) There 1is

established the inter-disciplinary training and support work

group to be composed of:

(1) The heads of the following state agencies, departments,

and the schools and colleges of the University of

Hawaii or their designated representatives:

(A} The housing finance and development corporation;

(B} The Hawail community development authority;

(C) The department of budget and finance;

{D} The department of business, economic development,

and tourism;

{E Tne department of accounting and general services;
g

(F) The department of labor and industrial relations;

(G) The school of architecture of the University of

Hawaii:
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(H) The school of law of the University of Hawail:

(I) The college of engineering of the University of

Hawaii; and

{J) The college of business administration of the

University of Hawaii;

(2) The heads of the county housing departments or their

designated representatives; and

(3) Two members of the general public, at least one of whom

shall be a renter of affordable housing.

(b) The inter-disciplinary training and support progran

shall terminate and the inter~disciplinary training and support

work group shall disband on June 30, 1999.

{c) The group shall function informally and shall not be

subiect to sections 26-35 and 26-41. All members shall serve

without compensation but shall be reimbursed for expenses,

y including travel expenses, necessary for the performance of their

duties.

(d) The group shall provide education, advice, training,

support, and assistance to individuals or groups who wish to

incorporate as nonprofit housing developers of affordable housing

serving Hawail, or to existing nonprofit hcousing develgpers. The

group shall provide this assistance in at least the following

areas relating to the development of affordable housing in

Hawaii:

{1y Real estate;
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{2} Land use and zoning laws;

{3) Government liaison {including the permitting processgj);:

{(4) Finance;

{5) Public source funding;

{6) Development;

{7} Construction;

{8) Architecture;

Engineering;

Law;

Business administration; and

I I T A
N e o |w
it

Entrepreneurship.

§201E-C Permanent information database. The housing

finance and development corporation, in cooperation with the

inter-disciplinary training and support work group, shall

establish a permanent information database containing information

regarding nonprofit housing developers of affordable housing and

" any information regarding programs, activities, legislation,

funding sources, andé other data in Hawail and in the other states

that are relevant and useful to these nonprofits in the

production of affordable housing in Hawaii. This database shall

be accessible to the general public and shall be maintained by

the corporaticon regardless of the termination of the inter-

disciplinary training and support program or work group.”

SECTION 2. There 1s appropriated out of the general

revenues of the State of Hawail the sum of § r O 8O0
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much therecf as may be necessary for fiscal year 1954-1995. The
sum appropriated shall be expended by the department of budget
and finance to fund the operations of the inter-disciplinary
training and support program and work group and the establishment
and maintenance of the database.

SECTION 3. In codifying the new sections added to chapter
201E, Hawail Revised Statutes, by section 1 of this Act, the
revisor of statutes shall substitute appropriate section numbers

for the letters used in the designation of the new sections in

this Act.

SECTION 4. New statutory material is underscored.

SECTION 5. This Act shall take effect upon its approval;
provided that sections 201E-A and 201E-B of section 1 of this Act

shall be repealed on June 30, 1999.

INTRODUCED BY:
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HOUSE OF REPRESENTATIVES H . B . N O .
SEVENTEENTH LEGISLATURE, 13994
STATE OF HAWALI

A BILL FOR AN ACT

RELATING TO HOUSING.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF HAWAIL

SECTION 1. Nonprofit housing developers require assistance
in funding pre-development work for affordable housing projects.
Funds from both the Hawaii development revolving fund and the
rental housing trust fund can be made available for such work.
Under section 201E-217, Hawaii Revised Statutes, the housing
finance and development corporation is currently empowered,
through the Hawaii redevelopment revolving fund, to ". . . make
loans or grants, either before or after final subdivision
approval, to cover planning, engineering, feasibility studies,
and other initial costs . . . ." Similarly, under section
201F-3, Hawail Revised Statutes, the department of budget and
finance, with the prior approval of the rental housing trust fund
commission, is empowered to use moneys from the rental housing
trust fund to ", . . provide loans or grants for the development,
pre-development, construction, acguisition, preservation, and

substantial rehabilitation of rental housing units. Permitted
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uses of the fund may include . . . planning, design, land
acquisition, costs of options . . . or other housing development
services or activities as provided by rules adopted by the rental
housing trust fund commission.”

In addition, nonprofit housing developers also require
assistance to begin and continue producing affordable housing and
funds from the rental housing trust fund can be made available
for such a purpose. Therefore, it is the purpose of this Act to
make appropriations to the Hawaii development revolving fund and
to the rental housing trust fund for pre-development work for
affordable housing and for capacity building grants.

SECTION 2. Section 201F-3, Hawaii Revised Statutes, is
amended by amending subsection (a) to read as follows:

*{a) The trust fund shall be used to provide loans or
grants for the development, pre-development, construction,
acquisition, preservation, and substantial rehabilitation of
rental housing units. Permitted uses of the fund may include but
are not limited to planning, design, land acquisition, costs of
options, agreements of sale, downpayments, eqguity financing,

capacity building of nonprofit housing developers, or other

housing development services or activities as provided in rules
adopted by the rental housing trust fund commission pursuant to
chapter 91. The rules may provide for a means of recapturing
loans or grants made from the rental housing trust fund if a

rental housing project financed under the trust fund is
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refinanced or sold at a later date. The rules may alsoc provide
that moneys from the rental housing trust fund shall be leveraged
with other financial resources to the extent possible."

SECTION 3. There is appropriated out of the general
revenues of the State of Hawaii the sum of § r Or SO
much thereof as may be necessary for fiscal year 1994-1995. The
sum appropriated shall be placed in the Hawail development
revolving fund and shall be expended by the housing finance and
development corporation to assist nonprofit housing developers to
carry out affordable housing pre-development work.

SECTION 4. There 1s appropriated out of the general
revenues of the State of Hawaii the sum of § ; Or 80
much thereof as may be necessary for fiscal year 1994-1955. The
sum appropriated shall be placed in the rental housing trust fund
and shall be expended by the department of budget and finance,
with the prior approval of the rental housing trust fund
commission, to carry out affordable housing pre-development work
and to provide for capacity building grants to nonprofit housing
developers.

SECTION 5. New statutory material is underscored.

SECTION 6. This Act shall take effect on July 1, 1994.

INTRCDUCED BY:
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How Nonprofit Organizations Produce Affordable Housing:

The National Component of a Study in Response to House Concur-
rent Resolution 476, H.D. 2, Requesting the Legislative Reference
Bureau in Conjunction With the Hawaii Real Estate Research and
Education Center to Conduct a Study on the Role of Nonprofit
Organizations in the Development of Housing in the State of

Hawaii

EXECUTIVE SUMMARY

Hawaii has an affordable housing erisis both for owners and renters. The House of
Representatives of the Seventeenth Legislature, Regular Session of 1993, passed
H.C.R. NO. H.D. 2, requesting the Legislative Reference Bureau in conjunction with
the Hawaii Real Estate Research and Education Center to conduct a study on the

role of nonprofit organizations in the development of housing in the State of Hawaii.

The Hawaii Real Estate Research and Education Center (“Center”) at the Univer-
sity of Hawaii has completed this report which is the national component of the
research requested by the House Concurrent Resolution. The Legislative Reference
Bureau has accepted responsibility for the Hawaii-specific component. This execu-

tive summary is only for the national component.

Affordable Housing In Hawaii.

The lack of, and need for affordable housing in Hawaii is niot a new problem. One of
the most important reasons for the severe worsening of the housing crisis has been
the abrupt decline in the construction of rental apartments. Based on econometric
housing models deveioped by the Center findings indicate that there is an underpro-
duction of two categories of housing: 1) lower priced owner-occupied multi-family
housing, and 2) lower priced rental housing. By failing to meet this demand, model
projections indicate the strong likelihood of social stress including overcrowding,

homelessness and out-migration.

How Nonprofit Grganizations Producs

Affordable Housing: The Nutionsl Getober 28, 1993 (1 /895
Component of a Study in Response to Hawail Real Estate
101 Hesearch & Fducation Center

House Concurrent Resolution 476, H.D. 2



The Role of Nonprofit Organizations.

The role of nonprofits and what it takes to be an effective producer of housing is
discussed. If Hawaii were to receive its fair share based on population, a properly
supported nonprofit system might be expected to produce 800 housing units annually
or 8,000 during a decade.

National Intermediaries.
National intermediaries possess enormous advantages of scale investments, afford-
ing individual CDCs and projects access to tax credits and corporate equity invest-
ments, secondary mortgage markets, and lender commitments. Described in the
report are the functions of four national intermediaries:
as Public Intermediaries:
1 The Neighborhood Reinvestment Corporation, and
2) The Housing Assistance Council; and
as Private Intermediaries:
1) Local Initiatives Support Coalition, and

4) The Enterprise Foundation.

Tax Mechanisms.

Since 1986, the low-income housing tax credit has been estimated to have stimulated
housing units equal to 8 percent of annual housing production nationwide. The low-
income housing tax credit is a business tax credit for qualified low-income residential
rental property. This was originally introduced by Congress to encourage production
of low-income housing in the Tax Reform Act of 1986 and it was permanently ex-
tended in 1993. This tax credit makes it possible for nonprofits to create partner-
ships or joint ventures with the private business sector to build affordable rental

housing.

Major Federal Programs Supporting Nonprofits
Two major federal programs are described in this report - HOME funds and Com-
munity Development Block Grants.

How Nonprofit Organizations Produce
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Other States’ Experiences

This report specifically focuses on the BRIDGE Housing Corporation, the East Bay
Asian Local Development Corporation, and the Chinese Community Housing Corpo-
ration (CCHC) in California and the Chicago Housing Partnership (CHP) in Illinois.

Criteria for Success
This report identifies eight criteria that appear necessary for success in developing

affordable housing by a nonprofit. These are:

Strong leadership and management.
Expertise and experience.

Realistic expectations.

Comprehensive community involvement.
Access to public funding.

Access to other public resources.

Strong sense of how to reduce costs.

YYYYYYXYY

Comprehensive system.

Recommendations

1. It is recommended that a Housing Roundtable similar to the Business
Roundtable be established so that relevant stakeholders in the housing
sector, including profit, nonprofit and government representation,

communicate on a continuous basis.

2. It is recommended that government policy be adjusted to encourage
development of more affordable rental housing rather than housing for

homeownership.

3. It is recommended that the State should aggressively obtain a fair
share of HOME funds and make sure that the low income housing tax

credit is fully utilized to the maximum ceiling each year.

Heow Nonprofit Organizations Produce

Affordable Housing: The Nationai Getober 28, 1993 (1 1/8/93)
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4. It is recommended that the legislature direct and fund some entity to

provide a support system for nonprofits in Hawaii.

5. It is recommended that the State provide an administrative budget of
$350,000 to $500,000 annually for a period of five years to set up a
prototype nonprofit housing producer.
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How Nonprofit Organizations Produce Affordable Housing:

The National Component of a Study in Response to House Concurrent
Resolution 476, H.D. 2, Requesting the Legislative Reference Bureau in
Conjunction with the Hawaii Real Estate Research and Education Center
to Conduct a Study on the Role of Nonprofit Organizations in the Develop-
ment of Housing in the State of Hawaii

“. .. the persistent inability of one-third of this nation to afford
decent housing will not be overcome through the idealization of selfish
individualism, but through rediscovery of social responsibility and

transformation of our economic institutions.”
- Michael E. Stone, Shelter Poverty, 1993.

1. Introduction

Hawaii has an affordable housing crisis both for owners and renters. This
report is the national component of a joint effort between the Hawaii Real
Estate Research and Education Center at the University of Hawaii (“Center”)
and the State of Hawaii Legislative Reference Bureau (“LRB”) to evaluate the
potential of nonprofit organizations to help solve the problem. This report
provides a national perspective and is a companion to the LRB’s report giving

a Hawail perspective.

The House of Representatives of the Seventeenth Legislature, Regular Session
of 1993, passed H.C.R.476, NO. H.D. 2, requesting the Legislative Reference
Bureau in conjunction with the Hawaii Real Estate Research and Education
Center to conduct a study on the role of nonprofit organizations in the develop-
ment of housing in the State of Hawaii. The Center and LRB were requested
to conduct a study working with nonprofit organizations to include, but not be
limited to the following: the Affordable Housing Alliance, the Honolulu Neigh-
borhood Housing Services, the Hawaii Ecumenical Housing Corporation, the
Hawaii Community Foundation, PATH, Self-Help Housing Corporation of

Hawail, and university graduate students.
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The Center does not receive any State General Funds. The primary funding
source is the Real Estate Education Fund administered by the Hawaii Real
Estate Commission (“Commission”). For the Center to be inveolved with the
study, it was necessary to seek approval from the Commission for a modifica-
tion of the Center’s work program. After considering the nature of the resolu-
tion, it was determined that the Center’s participation in the study was con-
sistent with its real estate research mission. A time allocation for this project
was approved by the Commission but no additional funds were budgeted for
the project. Lack of funds limited the extent that the Center could research

all of the issues,

This resolution noted several problems which motivated the concurrent reso-

lution. These were:

1. There is a desperate need to promote the development of accessible and
affordable residential housing for the people of the State of Hawaii.

2. The housing situation in Hawaii has severely worsened, and there
exists a critical shortage of housing units that are affordable to low- and

moderate-income residents, and residents in the so-called “gap-group.”

3. Over the past decade there has been a nearly uninterrupted decline in

the supply and construction of new low-income residential units.

4. The State of Hawaii recognizes the important role of nonprofits in the
provision of affordable housing, particularly because of their ability to
access funds which are often set aside or available only to nonprofits.

5. There are a growing number of nonprofit housing agencies in the State
of Hawaii; however, few nonprofit organizations have the experience

and expertise necessary to develop housing in Hawaii.

6. Many nonprofits do play an advocacy role or specialize in providing
support services, and continue to focus their efforts on serving those

most in need.

7. The potential exists for significant further expansion of their activities.
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iI. Methodology

In analyzing the issues that were allocated to the Center for study, the follow-

ing steps were taken:

On May 24, 1993 the Center received a letter from LRB Director
Samuel B. K. Chang outlining 12 topics outlined in the Resolution and

requested a working meeting at LRB (mid-June).

In preparation for the meeting, the Center made inquiries of local
experts to determine the potential research issues, database require-
ments and local concerns. On June 7 the Center met with Mr. Steve Ito
of the Affordable Housing Alliance. This group is a nonprofit affordable
housing developer. Discussion focused on their experiences with the
development of affordable housing, and how their role of nonprofit
developers could be enhanced by further cooperation from the State,
especially the Housing Finance and Development Corporation. Prob-
lems that inhibited nonprofits in developing housing were identified
and discussed. On June 14 the Center met with Mr. Chuck Torigoe, the
director of NeighborWorks -Honolulu NHS. This group is affiliated
with the Neighborhood Reinvestment Corporation which is a public,
national intermediary which provides grants and administrative fund-
ing for NeighborWorks organizations throughout the country. Discus-
sion again focused on how their role as nonprofit affordable housing

developers could be improved.

On June 16 the Center and LRB met to outline the scope of the project
and assign research tasks. Attendees from LRB included Director
Samuel B. K. Chang, Peter G. Pan, Jean K. Mardfin, Susan Ekimoto
Jaworowski, and Ken Takayama. Attendees from the Center were
Director Nicholas Ordway, Research Coordinator Grace Cayapan. The
Center presented the “Proposed Organization of Research Topics” chart.

{See Figure 1).
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After reviewing available literature, it was determined that field re-
search was necessary. Given limitations in the Center’s funding, field
research was restricted to one visit to Washington D.C. On July 12 -
16, in conjunction with research for another Center project, G. Cayapan
traveled to Washington D. C. and was able to meet with various organi-
zations/individuals regarding the study on the role of nonprofit organi-
zations in the development of housing. The Center’s portion of the
study was to investigate the topics at the national level as designated

on the “Organization of Research Topics” indicated in Figure 1.
Meetings and discussions were held with:

July 12 George Knight, Neighborhood Reinvestment Corp.

July 13 Chris Walker, Urban Institute

July 14 Marie Blanco, Legislative Aide to Senator Daniel Inouye
Moises Loza, Housing Assistance Council

July 15 John Ross, Department of Housing and Urban
Development
Various parties at the National Association of Realtors

July 16 Local Initiatives Support Coalition

The Enterprise Foundation

On August 2 the Center meet with LRB to discuss information gather-
ing and progress on the project. Attendees from LRB were Peter Pan
and Susan Ekimoto Jaworowski. Attendees from the Center were Dr.
Nicholas Ordway and Grace Cayapan. From August 3 to September 9,
the Center developed a preliminary report, analyzed data, and dis-
cussed issues with key individuals. Another work meeting was held
with LRB personnel on September 9. Attendees from LRB were Peter
Pan and Jean Mardfin. Attendees from the Center were Dr. Nicholas
Ordway and Grace Cayapan. The Center report is a synthesis of litera-

ture reviews, discussion with national and local experts, and data

analysis.
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III. Affordable Housing In Hawaii.

The lack of, and need for affordable housing in Hawaii is not a new problem.
This part discusses the lack of, and need for affordable housing, locally and

nationwide and what Hawaii has tried to do to address the problem.

The increasing need for decent affordable housing, coupled with inadequate
planning on both the state and county levels, artificial barriers created by
government regulations, and other reasons paved the way for nonprofit orga-
nizations to play a more visible, vocal and involved role in the dialogue of
addressing Hawaii’s affordable housing crisis. As government and the private
sector grapple with the responsibility of developing affordable housing, non-
profit organizations have emerged as developers of affordable housing in their

own right.

The problem of producing affordable housing in Hawaii is severe. The legisla-
ture made a finding that “There is a desperate need to promote the develop-
ment of accessible and affordable residential housing for the people of the
State of Hawaii.” It noted that “The housing situation in Hawaii has severely
worsened, and there exists a critical shortage of housing units that are afford-
able to low- and moderate-income residents, and residents in the so-called
‘gap-group.” The legislature also observed that “over the past decade there
has been a nearly uninterrupted decline in the supply and construction of new

low-income residential units”

This year, the Center worked with the Housing Consortium to develop the
“Hawaii Housing Policy Study.” This study made the following findings:

*  “Statewide, the cost of a typical housing unit in 1992 was about
$350,000 for a single family attached unit, and $215,000 for a condo-
minium apartment. Average monthly mortgage payments were about
$800 per month and average rents were about $790. . . Hawaii’s home
ownership rate is 52% - just about 81% of the national average, and the

lowest in the country.”

How Nonprofit Organizations Produce Getober 28, 1993 (Rev, 11/8/93;
Affordable Housing: The Naticnal Component Hawaii Real Estate
of & Study in Response to H.C.R. 476, H.D. 2 110 Research & Education Center



* “Shelter costs are high and take a larger bite out of the family budget
than in other states. The survey found that 33% of all households are
paying more than 30% of their incomes for housing. Among new home

buyers, that figure was 58%. Among renters it was 449%.”

*  “About 53 percent of Hawaii’s people want to buy a new home in the
next several years, but only 18 percent think they can afford to buy

»

one.

*  “Twenty-three percent of would-be home owners told us they were going
to move out of state the next time they moved and 62 percent of those
said the main reason was the high cost of housing. . . in 1990, 46% of
American citizens who identified themselves as ethnic Hawaiians live

outside of Hawaii.”

* «_ .., since the 1960’s, the level of single family units built have been
decreasing with approximately 2,800 built in the 1970’s, 1,800 units
annually in the 1980°s, and only 1,694 units built between 1990 and
19917

*  With respect to condominiums, “The entire state decreased building
production in the 1980’s to less than half the level in the 1970’s - from
59,058 to 26,658 units. However, during the year between 1990 and
1991 production has increased. In the 1980’s, an average of 2,665
condominiums were built, and from 1990 to 1991, 4,555 were built
statewide.” However, the increase in 1990’s was related to the impact
of the Japanese bubble and many, if not most, of these units were

priced out of the reach of most citizens.

One of the most important reasons for the severe worsening of the housing
crisis has been the abrupt decline in the construction of rental apartments. In
the 1960’s there were an average of 1,616 apartment units built annually on
Oahu. In the 1980’s this had dropped to an amazing low of 195 units per year.

Only through government encouragement has this decline been reversed in
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the 1990’s with 1,494 units built in 1990, which was nearly equal to the total

production of units in the previous decade.

The Hawail Housing Policy Study confirms the legislative finding that there is
a desperate need to promote the development of accessible and affordable
residential housing. The study also contains a number of policy recommenda-
tions, which if implemented, can lead to an improvement of the persistent

housing crisis.

As a follow-up to the Hawaii Housing Policy Study, the Center utilized the
data gathered in that study to build an economeftric model to project housing
demand. The basic structure of that model is illustrated in Figure 2 - Hawaii
Housing Choice Model (FIGURE 2). The details of how the model works are
reserved for a later technical report to be published by the Center. However
important findings indicate that there is an underproduction in two categories
of housing: 1) lower priced owner-occupied muiti-family housing, and 2) lower
priced rental housing. It is recommended that the State should, through
various incentives encourage production of these two categories of housing.

The projection of demand through the year 2010 will be strong.

Under current government incentives that appear to favor free-standing
single family home ownership, this demand is likely to remain unsatisfied.
By failing to meet this demand, other model projections indicate the strong
likelihood of social stress including overcrowding, homelessness and out-

migration.

One area that the Housing Consortium study and the Center projections did
not address is the potential role of nonprofits in contributing to the sclution.

How can nouprofit organizations contribute to the solution?
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IV. The Role of Nonprofit Organizations.

This part discusses the role nonprofit organizations play in the development of
affordable housing. Addressed is the question of how and why nonprofit orga-
nizations (“NPO’s”) have emerged as important institutions to develop afford-

able housing.

As a segment, nonprofit organizations operating as community-based develop-
ers deal with a myriad of situations within the community. These organiza-
tions tend to identify themselves with, and thus, are sensitive to the needs

and resources of the community.

Community-based developers, in some areas, have displayed limited technical
capacity, are always understaffed, suffer chronic shortfalls of cash, and are

unable to convincingly articulate goals for community renewal.(Walker)

They also lack the sophistication and savvy to arrange creative financial
packaging in order to sustain project development. Part of the problem ex-
tends from financing required from multiple sources strung together haphaz-
ardly over a project’s life. But even under those extreme circumstances, these
organizations have displayed remarkable resilience and continue to operate in
the best interests of the community and continue to produce housing in an
arena where they often find themselves the only players. They are also the
most knowledgeable and cognizant of the community’s needs and through this
connection, attain strong community support. Most importantly, they advo-

cate a long-term commitment to low-income, affordable housing.

Further discussion of community-based developers and their role in develop-
ing affordable housing cannot proceed without exploring the diversity within
the sector. There are many names attached to nonprofit housing development
agencies including: community development corporation, nonprofit develop-

ment organizations, community housing development organizations, etec.

The majority of nonprofit organizations consist of community development
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corporations (“CDCs”), defined as nonprofit, community-based housing spon-
sors or developers. Compared with other types of nonprofit agencies, CDCs
more often take on non-development roles, including community organizing,
social service provision, advocacy of neighborhood strategic interests, and =o
on(Walker). In reporting on Community Development Corporations, Walker
noted the percentage of these organizations involved in other activities. These
included rehabilitation (76.6%), weatherization (42.4%), property management
(53.5%), homeowner’s counseling (51.7%), tenant counseling (45.4%;), housing
for the homeless (29.3%), job training placement (28.8%}, emergency food
assistance (23.2%), child care (17.5%), anti-drug programs (16.4%) and others.
(Walker, pp. 27-28).

In as much as a CDCs involvement in a community is extended to serve in
those roles, it is a reflection of a community-oriented approach not focused
solely on developing and providing low-income, affordable housing but also to
address the accompanying needs that surround the basic need of housing that

lies at the core.

CDCs play many integral roles within the community, diverting their atten-
tion from developing housing and the all processes involved. This often leads

to the problem of their needs overwhelming their means.

A review of the literature and research findings consistently identify the same
factors that negatively affected CDC production of affordable housing in the

past and to a certain extent, certain factors continue to do so.

Typically, CDCs need support in four specific areas including: 1) continuing
administrative support, 2) predevelopment capital, 3) project capital and 4)
technical assistance (EG). Figure 3 shows how nonprofits get access to devel-
opment funds and indicates some of the relationship within the nonprofit
housing support system. (FIGURE 3).

As noted in Figure 2, there are three major sources of funding available to

support the activities of nonprofits. These are government funds, philan-
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thropic funds and investment funds. While it is possible for nonprofits {o
access some of these funds directly, more and more funds are channeled
through intermediaries. Investor funds normally are not available without

subsidies and tax incentives such as depreciation and credits.

The recipients of these funds are nonprofits. Joseph T. Howell has classified

these nonprofits into six categories (Howell, pp. 78-79). These are;

Grass-roots, community based development corporations - These
groups fall within the HUD definition of community housing develop-
ment organizations (CHDO’s). These groups usually have defined
neighborhood boundaries and maintain a local, neighborhood perspec-
tive. Much of their activity is focused on non-housing, social services

and housing often is not a top priority.

City-wide, housing development organizations - These groups
focus almost exclusively on housing on a broad geographical basis.
Many of these groups have operating budgets in excess of $1 million
annually. They receive funds from government contracts, development
fees, grants and donations, Howell notes “Their staffs often include
persons with considerable housing expertise. Many take a businesslike
approach to development projects and preduce positive bottom lines,
earning the reputation of being capable, reliable developers.” (Howell,
p. 78)

Local government spin-offs - Creations of local or state govern-
ments, they tend to depend on on-going infusions of public dollars.
Successful examples of these include the Santa Monica Development
Corporation and the West Hollywood Community Development Corpo-

ration in greater Los Angeles.

Special needs groups - Housing for the homeless, the elderly and the
disabled are usually the focus of these housing nonprofits. Affordable
housing for the elderly is funded using such programs as the HUD

section 202 program.
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Corporate nonprofit CDCs - These groups have been started by
corporations, banks or public utilities. Howell spotlights the effective-
ness of Washington, D.C. , ARCH, a spin-off of PEPCO, a large utility.

Developer-sponsored nonprofit development corporations -
Many of these are a product of the National Affordable Housing Act of
1990. These entities are set up to take advantage of incentives for

owners of old Section 221(d)}(3) and Section 236 properties.

CDCs and other NPO's obtain funding when it is available, without the possi-
bility of that source being guaranteed. They also undertake projects that do
not generate revenues. CDCs cannot count on a permanent source of funds to
be a viable source for continuing administrative support, as might for-profit
developers or most other types of businesses. As mentioned earlier, CDCs are
often understaffed to begin with, causing an individual to cover tasks in many

different areas.

Funding for the most essential of personnel and operating costs at times, must
also be supplied by the CDC through its own fund raising efforts. Many fund-
ing programs through either the government or private foundations, are
offered on a limited time basis with the funding period expiring and

reapplication necessary and not guaranteed.

Perhaps the most underestimated expense a CDC may budget for is
predevelopment capital. Predevelopment capital is needed to cover the costs
incurred on a project even before it is launched. As with the case of adminis-
trative support, predevelopment expenses cannot be readily extracted from
reserves already established. Addressing the actual funding needed for
project capital, cuts to the heart of a project. Although all other components of
a project are equally as important, CDCs must obtain essential low-interest
financing for hard costs related to property acquisition and construction. In
addition, a CDC must leverage all other possible sources to low cost, or ideally

no-cost financing from the public sector, partnership or foundation.
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Private foundations and intermediaries, via programs in their respective
organizations, funnel low-interest financing to CDCs. Finally, before bricks
and mortar, CDCs require funding for technical assistance. Going back to the
issue of CDCs operating with skeletal staffs and without very much available
expertise in areas across the board relating to project development, CDCs
must secure external expertise in areas including, but limited to design, archi-
tectural, engineering, and/or construction. Furthermore, to ensure a project’s
legitimating, at some level, CDCs may opt to seek legal expertise, assistance

in planning, and property management as is deemed necessary.

CDCs may receive funding from many different sources. Among them, the
government, private foundations, endowment funds, or religious organization.
Funding, or assistance can also appear in different forms such as monetary

grants, technical assistance, etc.

An earlier observation of a CDCs overall activities and services equates to an
overwhelming disparity between a funding mechanism unable to cope with
multiple, unreliable sources of funds and government cutbacks in subsidies.
However, this problem, which seemingly presented a major obstacle in the
CDCs’ progress, has allowed for the evolution of a new sector to fiil the void
created by a hodgepodge of financing resources and cuts in government subsi-
dies.

The objective of this sector was to generate funds through their separate
organizations and channel those funds to CDCs. Organizations involved are
referred to as intermediaries and operate on a national, regional or state, and

local level.

CDCs that align themselves with an intermediary (at either the national,
regional or state, or local level) can expect to receive funding on a more con-
tinual basis for certain activities as prescribed by and consistent with that

particular intermediary’s functions.

On the whole, the emergence of national, regional, or state and local interme-
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diaries is considered the single most important development in the nonprofit

development sector in the 1980’s.

“Intermediaries as a group have performed three vital functions in the

sector:
1) mobilization of capital, including praject and operating
support and predevelopment finance;
2} provision of technical assistance in financial packaging,
project development, and local-institution building; and
3} as a result of the preceding two functions, legitimating of

CDs, enhancing perceived technical competence and reduc-
ing risk to both public and private sector funders.”
{Walker, p. 13)

Perhaps, more importantly, as CDCs experience greater success and gain
notoriety as well as attain a verifiable status as affordable housing developers
and providers they can parlay that success and new-found status to re-kindle

private sector and government interest in developing affordable housing.

One important national development that highlights the potential importance
of NPO’s is the Federal 1990 Housing Act. This act requires that 15 percent of
the HOME grant funds be set aside for housing programs produced by non-

profit. The importance of this cannot be overstated.

One scholar has written “ . . . this provision repfesents the first explicit federal
support for the modern generation of nonprofit developers. With greater
resources, within five years the aggregate production capacity of nonprofits
could probably reach an annual rate of at least a hundred thousand units.”
(Stone, p. 251). The same scholar also deseribes the housing production poten-
tial of nonprofit developers of coops. He writes “ . . their experience and
capacity suggests that were there {o be 2 major and growing commitment to
production of limited-equity coops, within a few years these developers also

might be able to produce close to one hundred thousand units per year (Stone,

p. 251}
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If Hawaii were to receive its fair share based on population, a properly sup-
ported nonprofit system might be expected to produce 800 housing units annu-
ally or 8,000 during a decade.

As noted in Table 1, 1.7% of the NPO’s produced 25.3% of all housing units
between 1988-1990 in the United States. Cumulatively, 10.1% of the NPO’s
produced 55.6% of all housing units and 24.6 of the NPO’s produced 75.5% of
all housing units. This suggests that there may be some characteristics that

might lead to more effective production of housing.

Table 1:

ANNUAL PRODUCTION OF UNITS BY NPO’S (1988-1990)
Avg. Annual Percent Percent
Units of NPO’s Units
More than 200 1.7 25.3
101-200 27 14.6
51-100 5.7 15.7
26-50 14.6 19.9
11-25 26.7 16.7
1-10 48.7 7.9
All 100.0% 100.0%

Sources: Walker, p. 25; Howell, p. 79; both compiled from data by National Congress for

Community and Economic Development.

Examination of the literature suggested that there is a direct correlation
between the effectiveness of an NPO to produce affordable housing and its
stage in the life cycle, the size of its staff and its administrative budget. The
relationship between number of housing units produced and the other vari-
ables is illustrated in Table 2.
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Table 2:

LIFE CYCLE SUCCESS OF NONPROFIT HOUSING PRODUCERS
Life Cycle Age Staff Budget Annual Units
Stage (Years) Produced
Start-Up 0-3 1.5 Less than Less than

$100,000 10
Emerging 3-5 3 $150,000- 25-30
$175,000
Mature 5+ 5-7 $250,000- 50 or more
$300,000

Source: Based on Howell, pp. 78-79.

The experience of an NPO appears to be very important to its effectiveness.
Statistics published by Christopher Walker for the 1993 Fannie Mae Annual
Housing Conference indicates that NPO’s with 5 or less years of experience
produced housing units at approximately half the rate of all other NPO’s
during 1988-1990 (Walker, p. 25). It is important to note also that housing
production by NPO’s in cities with 500,000 people or more, and which account
for just 32.3 percent of the total U.S. population, received 58.9 percent of all
the housing produced (Walker p. 26).

V. National Intermediaries.

This section identifies and discusses the major national intermediaries outlin-
ing the types of services they provide to local CDCs including: grants and

funds, technical expertise, financial packaging, access to funds, set asides, ete.

At the national level, the rise of intermediaries to mobilize capital, provide
technical assistance, and help create local nonprofit housing production sys-
tems dramatically improved the capacity of the nonprofit sector to undertake

housing and community development projects.
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National intermediaries possess enormous advantages of scale investments,
affording individual CDCs and projects access to tax credits and corporate
equity investments, secondary mortgage markets, and lender
commitments.(Walker) As a result of an intermediary’s expansion into other
areas of financing beyond that of hard costs associated with land acquisition
and construction costs, intermediary’s have spun off subsidiaries to provide
financing through its role as a secondary mortgage market. For the purposes
of distinction, national intermediaries are designated as either public or pri-

vate reflecting its primary funding source.

This section focuses on:
as public intermediaries:
1) The Neighborhood Reinvestment Corporation, and
2) The Housing Assistance Council; and
as private intermediaries:
3)  Local Initiatives Support Coalition, and

4) The Enterprise Foundation.

Al The Neighborhood Reinvestment Corporation (NRC)
The Neighborhood Reinvestment Corporation (NRC) is a public, non-
profit corporation funded primarily by Congressional appropriation.
Neighborhood Reinvestment was established by an Act of Congress in
1979 (Public Law 95-557) “to revitalize older urban neighborhoods by
mobilizing public, private and community resources at the neighbor-
hood level.” (1993 AR)

NRC provides funding, financing mechanisms, training, technical assis-
tance and program oversight to keep its network of NeighborWorks

organizations strong and viable.

Once a neighborhood group, city agency, business or financial institu-
tion initiates a request to NRC expressing interest in establishing a
local organization, NRC staff responds by assessing local resources and

then commences months of planning and development. After a series of
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workshops, the organization becomes a tax-exempt nonprofit and a
member of the national NeighborWorks network. (Hawaii has two local
affiliates, Honolulu-NHS/NeighborWorks and Nanakuli NHS/
NeighborWorks.)

Each NeighborWorks organization elects a board of directors comprised
of individuals from all three sectors of the partnership created between
residents, local businesses and local government, with a majority of the

positions occupied by residents.

Though their activities vary, NeighborWorks organizations typically

offer:

* a customized revolving loan fund to meet the needs of clients who
are unable to get conventional loans;

» home-ownership counseling, energy audits and a variety of other
affordable home preservation services as well as technical assis-
tance;

« construction and rehabilitation monitoring; and

« development of and referrals to participating lending institu-
tions.

Under the auspices of NRC, a NeighborWorks organization’s basic
operating and program expenses is supported through local fundraising
efforts. It is a key element in an established individual NeighborWorks
organization. NRC places the responsibility on local NeighborWorks for
actual dollar fundraising but also offers training and technical assis-
tance to further strengthen ties with the local resources and the com-

munity.

When a NeighborWorks organization is newly created, NRC works with
the local partnership to establish a revolving loan fund (RLF}. The
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fund is ultimately capitalized and controlled locally through businesses,
foundations, states, and city governments utilizing Community Devel-
opment Block Grant {CDBG) funds.

An additional $5 million dollar Congressional allocation in fiscal year
1992 bolstered NRC’s RLF and equity capital projects. The RLF specifi-
cally makes loans available to individuals who otherwise fail to qualify
for conventional bank financing for repairs, rehabs and home pur-

chases.

NRC provides financial assistance in the form of two types of grants:
1) capital grants for revolving loan funds or real estate development
projects; and 2) expendable grants for program services or administra-

tive activities.

Fifty-one capital grants averaging $51,000, and 133 expendable grants
averaging $28,500, were allocated in fiscal year 1992. Allocations for
technical assistance, training and other field support was estimated at
approximately $14 million. Funding for technical assistance, training
and other field support primarily aids organizations in leveraging small

grants with conventional investments.

Through it’s NeighborWorks affiliates, the NRC network has grown to
include 181 organizations in 151 cities in 46 states, the District of Co-

lumbia and Puerto Rico.

Production success creates additional demand. In 1992, Neighborhood
Reinvestment’s field offices recorded requests for new organizations

from some 40 cities.

B. The Housing Assistance Council (HAC)
HAC is a national nonprofit corporation created to increase the avail-

ability of decent housing for rural low-income housing.
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HAC's basic funding source is the Department of Housing and Urban
Development, in addition to grants from foundations and contracts with
state housing and development agencies and nonprofit housing organi-

zations.

With a federal antipoverty grant, HAC was established in 1971. HAC
provides seed money loans, technical assistance, program and policy
analysis, research and demonstration projects, training, and informa-

tion services to public, nonprofit, and private organizations.

HAC programs include: Technical Services, Revolving Loan Fund,
Housing Program Assistance, Training, Research, Information Services,

and Syndication Services.

HAC provides basic technical services to public and nonprofit organiza-

tions specifically serving the rural areas in the following areas:

» Analysis of project feasibility, including requirements related to

property acquisition, housing construction and repair;

» Assistance in the preparation and review of loan and grant appli-

cations;

» Assistance with eligibility and processing requirements for
FmHA, HUD, DOL, HHS, and state agency housing programs.
These programs include rental, homeownership, self-help, eld-

erly; and,

» Information and publications, sometimes specialized and techni-
cal, on topics that affect rural housing services, including pro-

posed or existing federal and state legislation and regulations.

The Community Development Division oversees HAC's revolving loan

funds primarily used to provide predevelopment loans to housing
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projects and developers considered high risk by commercial lenders.
These loans are primarily made to offset costs of land options, site
acquisition and development, and engineering, architectural and legal
fees. In addition, the loans may be used for guarantees,
collateralizations, and compensating deposits for developer of low-
income housing to obtain private low-interest construction loans from
local banks.

In 1992, HAC made fifteen loans worth a total of two million dollars. In
addition, HAC provides exhaustive technical assistance, information,
and training as needed by the borrowers. The assistance and training
is invaluable as organizations develop skills necessary to work on other

projects.

HAC’s Housing Program Assistance’s goal is to strengthen policy to-
ward rural housing. HAC may conduct analyses of rural housing and
community development legislation and programs for the Farmer’s
Home Administration, and intervene with federal agencies on behalf of
state and local housing organizations. In addition to its national office
located in Washington, D.C., HAC has regional offices in Georgia, New
Mexico, and California.

C. The Local Initiatives Support Corporation (LISC)
The Local Initiatives Support Corporation (LISC) enables residents of
low-income communities across America to improve the quality of life
and economic conditions in their neighborhoods. LISC raises money
from corporations and foundations, then directs those dollars to “com-
munity development corporations” (CDCs). With financing and exper-
tise from LISC, CDCs develop affordable housing, spur commercial
investment, create jobs and strengthen social services. LISC operates
nationally and locally, expanding CDCs ability to transform their own

diverse communities.

With a network of over 875 CDCs located in 30 “Areas of Concentra-
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tion,” LISC, which was founded in 1979 by the Ford Foundation, is one
of the largest private nonprofit community development support organi-

zations in the United States.

A local LISC program is served by a small staff and local advisory
committee. When a new program is established, national LISC
matches the dollars the advisory committee raises locally. Once a
program is established, local programs recommend projects to LISC’s
national board of directors. After Board approval, national LISC then

provides grants or loans to support these CDC sponsored ventures.

CDCs use these moneys not only to finance their development, but
equally as important, to attract other private and public sector funds

essential to a project’s success.

Because of its flexibility, LISC can be involved in areas of risk through-
out a project’s development, from making low-interest loans or grants to
cover such costs as architectural and legal fees, to more traditional

construction loans or underwriting mortgage guarantees.

In addition, LISC has formed two affiliates, extending its financial

activities and operations available to CDCs.

1. National Equity Fund (NEF)
Formed in 1987, the National Equity Fund (NEF) channels
corporate investments in low-income rental housing using the
federal Low-Income Housing Tax Credit (LIHTC). The LIHTC
provides companies and qualified individuals with a competitive

return on their investment in the form of tax benefits.

2. Local Initiatives Managed Assets Corporation (LIMAC)
The Local Initiatives Managed Assets Corporation (LIMAC) also
established in 1987, is designed to increase the flow of dollars

into low income neighborhoods by purchasing community devel-
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opment loans from LISC and other institutes. LIMAC also acts
as a secondary market fund. LIMAC is working with Freddie
Mac to create a secondary market for bank loans on low income
housing projects. The intention is to increase the amount of long-

term fixed rate debt for community development projects.

Another national initiative to provide technical guidance to CDCs is
LISC's Training Program. Through this program, LISC provides CDC
staff with instruction in real estate development and nonprofit business
management. In addition, LISC National Development Teams help
neighborhoods set-up CDCs, equipping them with the tools to foster
positive relationships between community leaders, local government,
the private sector and philanthropic organizations. In 1992, LISC
received philanthropic gifts totaling more than $20 million. LISC grants
to CDCs in 1992 alone, totaled approximately $12 million.

With the inception of the Campaign for Communities program, LISC
seeks to raise $200 million from private and philanthropic sources over
a period of five years. The Campaign will further LISC’s role into
underserved areas of the country, build CDC capacity, develop financial
mechanisms and programs that address community needs, and

strengthen advocacy for CDCs.

In addition, the National Community Development Initiative
(NCDI) which consists of seven foundations and one corporation, was
responsible for channeling $62 million to CDCs to increase their activi-
ties/programs. Another by-product of this capital infusion was that local
organizations leveraged this money to attract other funding as well.
{(Lilly Endowment, The Rockefeller Foundation, The William and Flora
Hewlett Foundation, Knight Foundation, The Pew Charitable Trusts,
John D. and Catherine T. MacArthur Foundation, the Surdna Founda-

tion, and the Prudential Insurance Company.

Launched in February 1991, NCDI is operating in 20 cities. NCDI
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resources are dispersed by LISC and another community development

intermediary, The Enterprise Foundation.

D. The Enterprise Foundation (EF)
The Enterprise Foundation (EF) is a nonprofit, publicly supported, tax-
exempt foundation established in 1882 by Jim and Patty Rouse to
provide grants, loans, and technical assistance to local neighborhood

groups in order to promote the development of low-income housing.

EF works with governments of 36 cities to build and strengthen their

affordable housing efforts.

A financial subsidiary of the Foundation, the Enterprise Social In-
vestment Corporation (ESIC) has become the national leader in
raising equity using the tax credit. ESIC has raised $220 million in
equity investments by using tax credits in 1992. Enterprise has raised
over $655 million to finance decent and affordable housing for low-
income people through loans, grants, and tax credits investments. As
mentioned earlier, the Enterprise Foundation also actively participates

in the NCDIL.

The Enterprise Foundation has expanded its services through its other
subsidiaries including: The Enterprise Loan Fund, Inc., The Enterprise
Social Investment Corporation, Enterprise Housing Financial Services,

Inc., and The Enterprise Group, Inc.

Other EF programs include: Housing Plus Program, Cornerstone
Housing Corporation, National Center for Lead-Safe Housing and the
CityHome homeownership program in conjunction with New York City.
Enterprise is working in over 100 locations and with over 300 neighbor-

hood groups, heiping to produce more than 24,500 homes since 1981,

Recognizing the need to provide continual post-development support to

a project, The Enterprise Foundation is working in cooperation with the
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Neighborhood Reinvestment Corporation and the Institute for Real
Estate Management. The partnership created a national training
program in nonprofit housing management, and in effect, stated its
recognition that commitment to a project goes beyond the physical
structure of the building.

E. Role of Intermediaries in Hawaii
The Center explored the question of why intermediaries are not cur-
rently involved with Hawaii nonprofit organizations except in a limited
sense. Responses from interviews indicated that national experts
thought that land in Hawaii is too expensive and that there is little
available land that is properly classified, zoned and supported by infra-
structure. The only national activity that we are aware of is with NRC,
two entities have NeighborWorks affiliations. Much of the work of
these two affiliates has not been in the the development of new housing,

but rather concentration has been on rehabilitation of existing housing.

Because of the complexities associated with housing development in
Hawaii, the State may have been written off by national organizations.
For example, in a national study predicting the effectiveness of fully-
funded shelter grants, Honolulu ranked near the bottom in correcting
housing deficiencies and percent of housing improvements. Only New
York City was consistently ranked below Honolulu (Newman, pp. 66-
69). This kind of information may suggest to national intermediaries
that scarce national housing dollars can be more cost effectively used

elsewhere.

VI. Tax Mechanisms,

The most effective tax mechanism that is available to nonprofits is the low-
income housing tax credit. Since 1986, the low-income housing tax credit has
been estimated to have stimulated housing units equal to 8 percent of annual

housing production nationwide. Rents are kept low and investors receive most
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of their returns from tax shelter benefits. Under current tax rates, high in-
come tax payers would receive returns equal to approximately $2.00 for every

$1.00 in depreciation deductions and tax credits.

The low-income housing tax credit is a business tax credit for qualified low-
income residential rental property. This was originally introduced by Con-
gress to encourage production of low-income housing in the Tax Reform Act of
1986 and it was permanently extended in 1993. This tax credit makes it
possible for nonprofits to create partnerships or joint ventures with the pri-

vate business sector to build affordable rental housing.

According to the August 4, 1993 Congressional Record, the “tax credit is
allowed in annual installments over 10 years for qualifying newly constructed
or substantially rehabilitated low-income residential rental housing. For most
qualifying housing, the credit has a present value of 70 percent of the qualified
basis of the low-income housing units. For housing also receiving other Fed-
eral subsidies {e.g., tax-exempt bond financing) and for the acquisition cost
(e.g., costs other than rehabilitation expenditures) of existing housing that is
substantially rehabilitated, the credit has a present value of 30 percent of
qualified costs.” (p. H5929). Rehabilitation expenditures qualify for the credit
only if they exceed $3,000 per unit. A higher credit is allowed in the case of

buildings located in certain high cost areas.
The Internal Revenue Service (IRS) has published the formula which it uses
to calculate the appropriate percentages for the 70% and 30% present value

credits. The formula appears below:

Caleulation of the Appropriate Percentage

Let:
AFR_ = mid-term applicable federal rate with an annual
period for compounding, expressed as a percent
AFR, = fong-term applicable federal rate with an annual
period for compounding, expressed as a percent
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(1.0-0.28) x (JAFR_ + AFR|] +200)

ok +
H

PV 10+ ({1.0-0.0+[10+19]+1)
If AP, stands for the appropriate percentage for the 70-percent present vaiue
credit and AP, stands for the appropriate percentage for the 30-percent

present value credit, then, to express AP, and AP, as percents:

Ap,m = 76 + PV
and
AP = 30 + PV

30

The Real Estate Coordinator observes the following about these calcula-
tions the “IRS says that the model on the basis of which the above computa-
tions are made assumes 10 equal annual credit amounts, and that the legisla-
tive history (S. Rept. No. 303, 99th Cong., 2d Sess. pp. 759-60 (1986)) contem-
plates that such a pattern of credits is to be used for these computations.
Thus, according to IRS, the computations yvield the same appropriate percent-
ages for all buildings placed in service in a given month, regardless of whether
taxpayers make the election under Code Sec. 42(0)() to defer the credit period
and regardless of the extent to which Code Sec. 42(f)(2) causes the credit
amounts actually received to deviate from the model calculation reproduced
above. (Rev. Rul. 88-6, 1988-1 CB3).” (Vol. 1, p. 836, 8/3/92).

The Real Estate Coordinator further explains, “A building qualifies for the
credit if either 20% of the units are cecupied by individuals with incomes of
50% or less of area median income, or if at least 40% of the units are occupied
by individuals with income of 60% or less of area median income. Further-
more, the rent charged to tenants may not exceed 30% of the imputed income
limitation applicable to that unit. These requirements must be satisfied over
a l5-year period known as the compliance period, and must be subject to a
minimum long-term commitment to low-income housing. The penalty for
noncompliance is recapture of the credit.” (Vol. 5, p. 74,901, 9/14/92, refer-
ences omitted). What this means is that although the tax credits are taken
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over a ten-vear period, these are earned over a fifteen-year period. 1In other
words, the building must be in compliance for five years after the tax credit

expires,

The Real Estate Coordinator notes that “There is a limit on the total
amount of credits available for buildings not financed with tax-exempt bonds
subject to the state volume limitations of Code Sec. 146. Each state is permit-
ted to annually “allocate” low-income housing credits with a ceiling amount
equal to $1.25 per resident of the state. At least 10% of this ceiling amount
must be reserved for projects developed by certain nonprofit organizations.
Buildings financed with tax-exempt bonds are eligible for the credit without
regard to the state ceiling, since these bonds are subject to other limitations.
A low-income housing credit is allowed for the eligible basis of an existing
building only of the building is rehabilitated and the rehabilitation qualifies
for the credit under the minimum rehabilitation expenditure requirement of
Code Sec. 42(e}. This minimum rehabilitation requirement applies to acquisi-
tions of all eligible buildings except certain federally-assisted buildings.” (Vol.
5, p. 74,901, 5/14/92, references omitted).

VII. Major Federal Programs Supporting Nonprofits and Housing.

Although there are many Federal programs that are used to assist housing,
most of these are not directly related to the role of nonprofits (See Suchman,
pp. 12-13). Two major programs are described in this section - HOME funds

and Community Development Block Grants.

A, HOME funds
The Cranston-Gonzalez National Affordable Housing Act of 1990
(NAHA) (PL 101-625) was the most extensive piece of legislation ad-
dressing housing issues since the Housing and Community Develop-
ment Act of 1974 and the U.S. Housing Act of 1937. The passage of the
Housing and Community Development Act of 1992 (HCDA) (PL 102-
550) amended the U.S. Housing Act of 1937 and numerous other acts
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including the NAHA {0 extend and revise HUD housing and community

development programs.

The objectives of the NAHA and HCDA are to reaffirm the long-estab-
lished national commitment to decent, safe, and sanitary housing for
every American by strengthening a nationwide partnership of public

and private institutions “able to:

« ensure that all residents of the United States have either, access
to decent shelter, or assistance in avoiding homelessness;

+ increase the supply of decent housing that is affordable to low-
income and moderate-income families and accessible to job oppor-
tunities;

« improve housing opportunities for all residents, particularly for
disadvantaged minorities;

* help make neighborhoods safe and livable;
+ expand opportunities for homeownership;

« provide every community with a reliable, readily available supply
of mortgage financing at the lowest possible interest rate; and

+ encourage tenant empowerment and reduce generational poverty
in public and assisted housing by improving the means o achieve
self-sufficiency.”

Community Housing Development Organization (CHDO)
NAHA (as amended by HCDA) also has defined a Community
Housing Development Organization (CHDO) as a nonprofit

organization that:

¢ “has among its purposes the provision of decent housing

that is affordable to low-income and moderate-income

persons;
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¢ maintains through significant representation on the
organization’s governing board and otherwise, accountabil-
ity to low-income community residents, and o the extent
practicable, low-income beneficiaries with regard to deci-
sions on the design, siting, development, and management

of affordable housing;

¢ has a demonstrated capacity for carrying out activities
assisted under this Aet; and

¢ has a history of serving the local community or communi-
ties within which housing to be assisted under this Act is
to be located.

4 in the case of an organization serving more than one
county, the Secretary may not require that such organiza-
tion, to be considered a community housing development
organization for purposes of this Act, include members on
the organization’s governing board low-income persons

residing in each county served.”

Comprehensive Housing Affordability Strategies (CHAS)
Comprehensive Housing Affordability Strategies (CHAS) is a
comprehensive, annually updated, 5-year housing affordability
strategy developed by state and local governments (participating
jurisdictions) that must be submitted to and approved by HUD
hefore assistance is transmitted to a state or local government.
By law, CHAS should encourage participation by as many indi-
viduals as possible with diverse interests. Crucial areas to be
determined as CHAS is developed include but is not limited to
fund allocation, pricrities, selection of Community Housing
Development Organizations, deciding provision on required
matching funds. The law requires CHAS replaces both the Hous-
ing Assistance Plan (HAP) required for the CDBG program and
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the Comprehensive Homeless Assistance Plan (CHAP) under the
McKinney Act programs.

The HOME Program falls under Title II of NAHA - HOME Investment

Partnerships. As stated, the program is loeally designed and adminis-

tered, financed in part by federal grants to:

1) expand the supply of decent, safe and affordable housing, with
primary attention to low income rental housing;

2) strengthen the abilities of state and local governments to design
and implement affordable housing strategies; and

3) provide both federal financial and technical assistance to support

these state and local efforts.

HOME funds can be used for moderate rehabilitation, substantial
rehabilitation, new construction, site improvements, acquisition, tenant
based rental assistance, financing costs and relocation benefits, for
planning and administrative costs of the HOME program by participat-
ing jurisdictions (PF's), and as amended by HCDA “to provide for the
payment of reasonable administrative and planning costs, to provide for
the payment of operating expenses of community housing development
organizations.” Prohibited uses of HOME funds include non-federal
match for other programs, public housing modernization annual contri-
butions for public housing, preservation activities under the 1987 and
1990 HUD-insured preservation programs, and tenant-based rental
assistance in conjunction with: Section 8 Existing subsidies, replace-
ment of demolished public housing, preserving federally assisted hous-
ing, property disposition programs, displacement from rental rehab

properties, and extending Section 8 assistance.

Funds can be used in the form of loans or grants, interest rate subsi-
dies, equity, or other methods approved by HUD, and are awarded to
participating jurisdictions. All states, metropolitan cities, and urban

counties are eligible to be participating jurisdictions (PJs).
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The largest of HOME fund increments are allocated to local govern-

ments at 60%, followed by state governments with 40%, and 1.00% to

Indian Housing.

HOME funds are determined and allocated by formula. The formula is
based on that jurisdiction’s need for affordable, low-income housing.

the formula assesses a jurisdiction’s relative inadequacy of housing
supply, substandard housing, number of low-income families in housing
units likely to be in need of rehabilitation, cost of producing housing,
poverty, and fiscal incapacity to carry out housing activities without
Federal assistance. For states, the minimum allocation is $3 million.
All states will receive at least this minimum allocation. However,
states with no local governments receiving HOME allocations, will
increase their HOME allocations by $500,000 or $335,000 if the annual
appropriation falls below $1.5 billion. For local government, the mini-
mum allocation is $500,000 to qualify for direct allocation. Jurisdic-
tions whose formula-based allocations fall below $500,000 cannot di-
rectly apply for HOME funds unless it is a year when Congress appro-
priates less than $1.5 billion to the HOME Program. In addition, new

Pds’ share must be at least $335,000 by formula to receive an allocation.

States and local governments are to be notified by HUD within 20 days
from the date the funds become available. In turn, jurisdictions have
30 days to notify HUD of their intention to participate and must
present their CHAS to HUD for review within 90 days.

HUD holds all HOME fund allocations in a “HOME [nvestment Trust
Fund.” Funds which are recycled into, may be retained in the Invest-

ment Trust Fund as long as HUD approves.

The HOME Program also established matching requirements for:

1 Tenant-based rental assistance and moderate rehabilitation at 4-
HOME to 1-state/local (25%);

2) Substantial Rehabilitation at 3-HOME to 1-state/local (83%); and

How Noaproflt Urgsnizations Produce Getober 2¥, 199 (Rev, 118835
Affordable Housing: The Natlonal Component Hawaii Real Estate
of a Study in Response to HWC.R. 476, H.D. 2 138 Research & Education Center



H New construction at 2-HOME to 1-state/local (50%).

Matching sources include cash (not including CDBG funds), deferred,
foregone or abated taxes or fees, value of land or real property, value of
any on- or off-site improvements and administrative costs up to 7 per-
cent of HOME allocation (CDBG funds permitted).

1. Limitations on HOME Funds
HOME funds for New Construction is permitted only under
certain circumstances where there is an inadequate supply of
housing with rents below the FMRs for section 8 or if thereis a

severe shortage of housing rehabilitation.

A provision under Neighborhood Revitalization allows new con-

struction in any jurisdiction only if all of the following criteria is

met:

1} a jurisdiction must certify that new construction is neces-
sary for rehabilitation in a designated area;

2) housing is located in a low/moderate income neighborhood,

the number of units constructed do not exceed 20 percent
of total units produced under this program; and

3) homes are to be constructed or rehabilitated by a CHDO or
public agency.

2. Set-Asides
Community Housing Partnerships will establish Set-aside funds.
For a period of 24 months (as amended by HCDA), after funds
have been made available to jurisdictions, set-aside funds must
comprise at least 15 percent of every jurisdiction’s HOME fund
allocation and must be set-aside for prgjects that are sponsored
by Community Housing Development Organizations. In addi-
tion, up to 10 percent of each jurisdiction’s Community Housing
Partnership set-asides may be allocated for predevelopment
funding to Community Housing Development Organizations. “If
during the first 24 months of its participation under this title, a

How Nougprofit Organizations Produce Geiober 28, 1993 (Rev. 11/8/93)
Affordable Housing: The National Component Hawaii Real Estate
of a Study in Response to H.C.R. 476, H.D. 2 139 Research & Education Center



participating jurisdiction is unable to identify a sufficient num-
ber of capable community housing development organizations,
then up to 20 percent of the funds allocated to that jurisdiction
under this section, but not to exceed $150,000, may be made
available to carry out activities that develop the capacity of
community housing development organizations in that jurisdic-
tion” (As amended by HCDA),

In addition, under the HOME program, up to $25 million of each
fiscal year’s appropriation may be set aside for technical assis-
tance and building eapacity of nonprofit sponsors. These funds
are divided accordingly, $14 million is available to national and
statewide intermediary organizations to provide technical assis-
tance to CHDOs. The balance of $11 million is earmarked to

provide technical assistance to participating jurisdictions.

Predevelopment funding may take the form of project specific
technical assistance and site control loans for activities including
feasibility studies or site options. If the project fails, loans can be

recast or forgiven.

After a CHDO has secured site control and has a capable devel-
opment team in place, predevelopment funding in the form of
praject specific seed money loans for such predevelopment ex-
penses including plans and specs, financing commitments, zoning
approvals and legal assistance can be drawn. The option for the
loan to be recast or forgiven is also available should the project
fail.

3. Other CHDO Program Requirements
In addition to the basis defining them, CHDOs still have to
comply with further program requirements. Types of eligible
nonprofit organizations are restricted to bona fide nonprofits.

Furthermore, participation is barred by groups who are con-
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nected in any fashion contrary to the intentions of NAHA. Lim-
its that apply to other HOME funds also apply. In addition,
CHDO’s must devise and obtain approval for a plan to involve
tenants in management and to develop a tenant grievance proce-
dure. If a jurisdiction fails to use CHDO set-aside funds within
24 months, (as amended by HCDA) HUD recaptures and reallo-
cates the funds. Reallocation is then based on priority to
nonprofits who produce housing in the original jurisdiction where

the set-aside was first allocated.

Organizational Support Grants are are available to nonprofit
intermediaries who provide services to CHDOs. Grants may be
used for operational expenses, training, technical assistance,
legal, engineering and other assistance to boards of directors,

staff and members of nonprofit organizations.

Further HOME Program Requirements include provisions on:
recapture of funds, antidisplacement, equal opportunity, nondis-
crimination, audits, record keeping, Davis-Bacon wage require-

ments, environmental review, and interstate agreements,

Set-asides may have both positive and negative effects. On the
positive end, set-asides to nonprofit developers, consistent with
provisions under the HOME program, may greatly enhance their
capabilities. However, in localities where nonprofits are weak
(including areas where government policy has discouraged the
use of program dollars for nonprofit housing production), set-
asides may do little to influence continuing relationships with
local governments who historically do not support and are
unsympathetic to the nonprofit housing sector. Worse, such
preferences may support organizations that do not have the

capacity to produce appropriate projects.
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B. Community Development Block Grants (CDBGs)
Community Development Block Grants (CDBGs) are federal grants allo-
cated to promote sound community development. There are two types of
CDBGs: Entitlement and Non-entitlement CDBGs for States and Small

Cities.

1. Entitlement Community Development Block Grants (Entitle-
ment CDBGs)
Entitlement CDBGs are dispersed annually on a formula basis to
entitled communities. In accordance with 42 U.5.C. 5301 et seq., En-
titlement CDBGs grants may be utilized to fund a wide range of
community development activities, directed toward neighborhood
revitalization, economic development, and improved community

facilities and services.

Entitlement communities as potential grantees, are responsible for
stating their funding priorities in a plan to be submitted to HUD.
Each plan must include citizen input from the prospective communi-
ties before any decisions within the plan are finalized. All CDBGs
must be directed at activities that must benefit low- and moderate-
income persons; or aid in the prevention or elimination of slums and
blight; or address other community development needs that are
detrimental to the health, safety and public welfare of the commu-

nity.

Some of the activities that can be carried out with community devel-
opment funds include the acquisition of real property; rehabilitation
of residential and nonresidential properties; provision of public facili-
ties and improvements, such as water and sewer, streets, and neigh-
borhood centers; assistance to profit-motivated business to help with
economic development activities; activities necessary to develop a
comprehensive community development plan; activities carries out
by public/private nonprofit entities, assistance to neighborhood-based

nonprofit organizations, local and development corporations.
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Of the CDBG Entitlement Funds that are appropriated, 70 per-
cent is allocated to metropolitan cities and urban counties. This
total represents the remainder of the funds after allocations for
the UDAG and the Secretary’s Discretionary Fund are sub-
tracted.

Metropolitan cities and urban counties are eligible to receive
annual grants and are defined as central cities of Metropolitan
Statistical Areas (MSAs) or other cities within MSAs which have
populations of at least 50,000. Urban counties are located within
MSAs and are also authorized to undertake community develop-

ment and housing activities.

2. Non-entitlement Community Development Block Grants
for States and Small Cities (Non-entitlement CDBGs)
Non-entitlement CDBGs are also dispersed by a formula basis
and may also be utilized to fund a wide range of community
development activities directed toward neighborhood revitaliza-
tion, economic development, and improved community facilities

and services.

Applicants for Non-entitlement CDBGs, as with Entitlement
CDBGs are responsible for stating their funding priorities in a
plan to be submitted to HUD. Each plan must include citizen
input from the prospective communities before any decisions
within the plan are finalized. All CDBGs must be directed at
activities that must benefit low- and moderate-income persons;
or aid in the prevention or elimination of slums and blight; or
address other community development needs that are detrimen-

tal to the health, safety and public welfare of the community.

1981 amendments to CDBG legislation granted the option to
each state to dispense its CDBG funds for their non-entitlement

areas. If states choose to exercise this option, they may allocate
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CDBGs as grants to the eligible units of general local government.
If the option is not exercised, HUD remains the administrator of

the funds and grants funds according to a selection criteria.

Fifty States and Puerto Rico are eligible to apply to administer
funds to non-entitlement units of government. These units of
government are usually under 50,000 in population and are not

part of a metropolitan city or urban county.

Of the Non-entitlement CDBG Funds that are appropriated, 30
percent is allocated to metropolitan cities and urban counties.
This total represents the remainder of the funds after allocations
for the UDAG and the Secretary’s Discretionary Fund are sub-
tracted.

3. Community Development Block Grants (Section 108 Loan
Guarantee)
CDBGs (Section 108) is a loan guarantee assistance for commu-
nity and economic development and serves as the guarantee
provision of the CDBG program. It provides communities with
front-end financing for large-scale community and economic devel-

opment projects that cannot be financed from annual grants.

CDBGs (Section 108) may be utilized for: acquisition of real
property; rehabilitation of publicly owned real property; housing
rehabilitation; qualified economic development activities under
the CDBG program; and other related relocation, clearance, and
site improvements. Keeping with the provisions of the CDBG
programs, all projects or activities must: benefit low- and moder-
ate-income persons; or aid in the prevention or elimination of
slums and blight; or address other community development needs

that are detrimental to the health, safety and public welfare of the

community.
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An applicant’s current and future CDBGs funds serve as the
principal security for the loan guarantee. In addition, HUD may

request additional security should it determine it necessary.

Metropolitan cities and urban counties that also receive entitle-
ment grants are eligible for CDBGs (Section 108). They have the
choice of being the actual borrowers or many select a public

agency to receive the loan guarantee.

VIII. Other States’ Experiences

The legislature has requested that we identify the efforts and successes of
nonprofit organizations in other states, such as Illineis and California. Due to
the fact that, other than personnel time, no budget was allocated for this
study, research on this topic was restricted to a literature review and follow-

up telephone calls.

In the last thirty years, nonprofit organizations have developed 750,000 io
900,000 units (Stone, p. 204; Howell, p. 78). This averages to 25,000 to 30,000
units per year. Based on information compiled by the National Congress for
Community and Economic Development, it has been estimated that there are
1,000 to 1,200 nonprofit housing developers in the United States (Howell, p.
78). Another authority sets the estimate at 2,000 community based housing
developers (Stone, p. 251). Depending on which estimate you accept, Hawaii

would need 40 to 80 NPO’s to be proportionally serviced on a per capita basis.

How successful have CDCs and other NPO’s been in producing housing in
other states? Have the benefits of these institutions been evenly distributed
throughout the United States? One commentator on the subject has made the

following observations:

“Production has been far from uniform geographically. Most of the
activity has occurred either on the East Coast or the West Coast, and
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even in those areas, it is concentrated largely in big cities like Los
Angeles, San Francisco, Boston, Baltimore, Washington DC, Philadel-
phia, and New York. Other large cities like Chicago and Minneapolis
also have sophisticated and mature nonprofit housing production net-
works. Certain areas of the country (the South, the Rocky Mountains,
and the Plains states) have seen relatively little nonprofit activity”
{Howell, p. 78).

The legislative resclution made special inquiry of successes in California and
Illinois. On the Center’s visitation to Washington, D.C., the BRIDGE Hous-
ing Corporation,the East Bay Asian Local Development Corporation, and the
Chinese Community Housing Corporation (CCHC) in California were identi-

fied as a particularly successful programs. Identified as a successful program

in I1linois was the Chicago Housing Partnership (CHP).

A, CALIFORNIA:

1. Bay Area Residential Investment and Development Group
(BRIDGE Housing Corporation)
In 1981, The San Francisco Foundation received a gift from an
anonymous donor of $660,000, to address the burgeoning housing
crisis in the Bay Area. The Foundation appointed a “Blue Rib-
bon” Task Force, which was presided over by Alan Stein, Secre-
tary of Business, Transportation, and Housing in California, at
the time. Stein worked in conjunction with the Bay Area Coun-
cil, a group comprised of over 300 of the area’s largest corpora-
tions and businesses. The task forece ultimately decided to form
BRIDGE, “an aggressive, nonprofii, regional development corpo-
ration.” BRIDGE affordable housing projects target large volume
production of nigh-quality homes for families earning $12,000 to
$25,000 annually.

BRIDGE, a 501{c}(3) nonprofit, services the nine-county San
Francisco Bay Area that includes the city and county of San
Francisco and Marin, San Mateo, Alameda, Contra Costa, Napa,
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Sonoma, Santa Clara, and Solano Counties. BRIDGE must deal
with the policies of each county and not just one jurisdiction as

most nonprofit developers do.

The organization has had measurable success in developing

housing. In its 1992-93 annual report, the chairman reported:
“T'¢ date we have over 4,600 units completed or in
construction, and we expect another 800 more to
start this year. In addition we operate another 840
units which were built by others, and we expect to
acquire over 500 more units this year which we will
own and operate as mixed income housing.”

The report estimates that this housing is valued at “over $500

million.”

BRIDGE has been actively operating since it was accorded its
nonprofit, tax-exempt status in 1983. However, in order to estab-
lish itself, BRIDGE concentrated only on providing financial or
technical assistance to projects introduced by others during its
first two years of operation and expanded its services to become a
full-fledged developer in 1985.

BRIDGE’s venture from provider to developer enabled it to
evolve into an all-encompassing entity capable of providing mul-
tiple services including site selection, project planning, structur-
ing and packaging financing, development and property manage-
ment while remaining independent. This characteristic separates
BRIDGE from mainstream community development corporations
(CDCs).

BRIDGE is unique in that it accomplishes projects based on its
ability to perform a variety of roles. In a given proiect, BRIDGE
determines its role based on what it deems it is best suited to

contribute and may serve as a private developer, take part in
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joint venture arrangements with for-profit or nonprofit develop-
ers, aid projects undertaken by public agencies, and provide

technical expertise and assistance to nonprofit developers.

“The lifeblood of BRIDGE?” is the Development Trust Fund
(DTF), initialized through an ambitious and vigorous campaign
aimed at a fundraising goal of $3 to $5 million. As of 1993, the
DTF is projected to reach $10 million. As BRIDGE’s main re-
source, the DTF is a revolving loan fund that provides working
capital for BRIDGE projects. Analysis of their financial sources
from the 1992-93 annual report indicates eight entities donated
$1 million of more, 14 donated between $100,000 to $1 million,
and 31 donated up to $100,000. Donors included major national
foundations, banks, building industry groups, corporations,

accounting firms and others.

BRIDGE has expanded its programs by forming three other

nonprofit subsidiaries including: _

1 BRIDGE Property Management Company which manages,
maintains and operates BRIDGE projects;

2) Bay Area Senior Services (BASS), a Continuing Care
Retirement provider licensed by the State of California;
and

3) BRIDGE Properties Inc., a nonprofit taxable corporation

formed for special activities.

The Bay Area and Hawaii share many attributes which make
developing affordable housing difficult. Foremost among these
are the scarcity and price of the land. Both San Francisco and
Hawaii have high land values, and unfortunately, belong to the
top tier of areas known to be difficult development areas across
the United States. In addition, housing in both areas is scarce
and expensive. Like California, Hawaii does not possess a large

stock of old housing that can be rehabilitated. Demand for
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affordable housing continues to be strong while supply has not
increased to meet the demand. Prices are much higher than a
decade ago due to foreign investment, primarily Japanese. Striet
environmental regulations and long development approval pro-

cesses exacerbate the problem.

Reflective of California’s effort to alleviate the affordable housing
crisis, the state has adopted a pivotal law that assists tax-ex-
empt, nonprefit organizations in securing developable land.
BRIDGE, as a tax-exempt nonprofit organization, has the legal
right to purchase surplus public property (land, abandoned
school buildings, etc.) at a fair-market value before the property

is offered for public sale at competitive market prices.

BRIDGE’s reputation as a successful, viable player in the afford-
able housing arena in the Bay Area and beyond (BRIDGE has
initiated projects in Los Angeles) has been invaluable. Credibil-
ity is the pillar with projects attached to the BRIDGE name.

In its role as sole developer or as co-developer, BRIDGE projects
gain national and international recognition. Consider the Frank
G. Mar Community Housing Development project which received
the 1990 World Habitat Award in Hiroshima, Japan. BRIDGE
co-developed the project with East Bay Asian Local Development
Corporation (EBALDC). The organization has also won seven
Gold Nugget awards from the Pacific Coast Builders Conference,
the Urban Land Institute for Excellence, two Fannie Mae
Awards of Excellence, and the Federal Design Achievement
Award from the National Endowment for the Arts.

Perhaps one of the most useful lessons learned from the BRIDGE
activities is the emphasize the entity places on achieving project

economies. The following is taken verbatim from its annual

report:
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“During the past several years, BRIDGE has tapped new sources of
capital and devised new partnerships in order to continue produc-
ing large volumes of high-quality housing, even as government
programs have been cut back or terminated. BRIDGE utilized the
following techniques:

«  LAND PROFITS - The primary source of subsidy in BRIDGE
projects was derived from BRIDGE’s own land development
profits, which were earned by taking land through the public
approvals process and aggressively pursuing density bonuses

and other land-use concessions.

In addition, BRIDGE took advantage of three tax provisions to

reduce costs:

+ EQUITY FINANCING - BRIDGE has successfully utilized the
tax credit provisions of the 1986 Tax Reform Act to raise over
$50 million directly from corporate investors.

+ DEBT FINANCING - Working with both state and local govern-
ment, BRIDGE has arranged over $100 million in long-term and
short-term tax-exempt financing; as well as over $150 million in
concessionairy financing from private lenders utilizing Commu-
nity Reinvestment Act (CRA) provisions, and over $1 million in
Affordable housing Program provisions.

+ TAX DEDUCTIBLE GIFTS - As a tax-exempt organization,
BRIDGE has accepted over $11 million in gifts of land, cash, and
other assets, yielding charitable tax deductions for the donors,

and direct benefits for low-income consumers.
Other techniques included:

« SURPLUS PUBLIC LANDS - BRIDGE exercised its nonprofit
priority under California law to option and purchase surplus

public lands at fair market value.
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« DEFERRED-RETURN INVESTMENTS - In some cases,
BRIDGE invested directly in projects and deferred its return

to increase affordability.

+ RISK REDUCTION - BRIDGE cooperated with private and
nonprofit sponsors in attaining community approvals, thereby
reducing predevelopment risk and saving considerable

amounts of money and time.

« LAND SALES AND LEASE-BACKS -BRIDGE has worked
with local governments which have agreed to buy land from
BRIDGE, and to lease it back to BRIDGE with low front-end
lease payments. The lease payments increase over time,
vielding a fair rate of return to the city, but conserve scarce
cash for BRIDGE at the front end of the deal.

VALUE ENGINEERING

In addition to the techniques listed above, BRIDGE expends
considerable effort with staff, consultants, and architects in pre-
construction value engineering, to assure maximum efficiency
and economy during the construction phase. Emphasis is also
placed on rigorous construction management fo assure on-time
and on-budget production. The consistent objective of all of these

efforts is extraordinary value for the consumer.”

Its board of directors consists of 14 individuals who display a
wide range of talents associated with the real estate industry.
Included are the Commissioner of Real Estate, a retired dean
from Berkeley, a Berkeley planning professor, attorneys, the
president of the Urban Housing Institute, and government offi-
cials. One interesting organizational feature is that BRIDGE
has a separate fund-raising committee which consists of 20 indi-
viduals. Virtually all of these are chairpersons or presidents of

financial institutions or foundations. No real estate experience is
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evident from their job titles, unlike the Board of Directors which

consists primarily of real estate experienced individuals.

2, The East Bay Asian Local Development Corporation
(EBALDC)
The East Bay Asian Local Development Corporation (EBALDC)
is another example of a successful nonprofit CDC developing
affordable housing. EBALDC is dedicated to “the betterment of
the East Bay community, particularly the low income and Asian
and Pacific Islander population, through development of physi-
cal, human, and economic assets for individuals and community

organizations.”

EBALDC’s commitment to community development was sparked
by its initial concept of providing varicus social services in a
central location. The Asian Resource Center (ARC) emerged
from that concept and is now one of the buildings owned by
EBALDC. In addition to EBALDC, the ARC leases space to

nonprofit community organizations and other businesses.

In its mission statement is an expression of its scope of activity:
“EBALDC 1s a Community Economic Development organization
dedicated to the betterment of the East Bay community, particu-
larly the low income and Asian and Pacific Islander population,
through development of physical, human, and economic assets

for individuals and community organizations.”

EBALDC has also undertaken renovation of one praject and is in
joint ventures with other local neighborhood-based organizations.
EBALDC provides low interest loans for expansion or start-up

costs through its Gerbode Revolving Loan Fund.

An examination of the group’s information brochure indicated an

impressive set of organizations providing financial supyport.
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These included national and local intermediaries, banks, founda-
tions, a HUD Housing Development Action Grant, and the San
Francisco Bay Area Rapid Transit among the 31 entities listed.
Their 15-person board of directors included one C.P.A, one plan-
ner, one financial analyst, two attorneys, two real estate develop-
ers, one property manager, five administrators, a Director of
Community Investment, and a retired businessman. The diver-
sity of real estate focused skills on the board should be carefully
noted.

3. The Chinese Community Housing Corporation (CCHC)
The Chinese Community Housing Corporation (CCHC) is an-
other example of a private nonprofit housing development group
located and serving the San Francisco Bay Area. Founded in
1978 by the Chinatown Resource Center, CCHC operates “to
preserve affordable rental housing in San Franecisco.” CCHC has
received national awards recognizing their efforts including the
1992 nonprofit sector achievement award, presented annually to
one nonprofit nationally, given by the National Alliance to End
Homelessness. Of local interest, the current Director of CCHC
had been associated with the Pacific Housing Assistance Corpo-
ration, a Hawaii-based nonprofit housing development organiza-

tion.

CCHC programs include project acquisition and development,
housing rehabilitation loan packaging and technical assistance,

construction management and property management.

Like BRIDGE, CCHC plays a variety of roles including sole
developer, partner with for-profit and nonprofit organizations in
project development, provider of technical assistance to private
building owners seeking rehabilitation loans. CCHC owns eight
projects as a general partner and is a limited partner for a total
of 567 Single Room Occupancy (SRO) and apartment units. Two
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current CCHC projects in progress with projected completion
dates in December 1993 and September 1994, will add another
238 units.

Sources of CCHC’s administrative funding include foundation
grants, project income, CDBG grants from the City of San Fran-
cisco and private donations. A variety of city, state, and federal
programs, financial institutions, private foundations and dona-

tions are sources of CCHC project financing.

B. ILLINOIS:
1. The Chicago Housing Partnership (CHP).

The Chicago Housing Partnership (CHP) was created in 1985
and is an unincorporated partnership comprised of Chicago’s
major banks, the Community Investment Corporation, the Illi-
nois Housing Development Authority (IHDA), the Chicago De-
partment of Housing, corporate investors through the Chicago
Equity Fund, and technical assistance providers such as the
Local Initiatives Support Corporation and the Community Eq-

uity Assistance Corporation (CEAC).

CHP arose out of the Chicago Housing Abandonment Task Force
which worked together between 1982 and 1984 and also brought
together delegates from government, the private sector, financial
institutions and advocacy groups. The Task Force set out to find
solutions to low-income housing but were confronted with the
problem of the lack of long-term financing associated with reha-
bilitation projects. {Unlike Hawaii and the Bay Area, Chicago
possesses a vast quantity of old, deteriorating units of housing

stock.)

Chiecago United, a group of Chicago corporations dedicated to
helping solve the city’s social and economic problems created the
Chicago Equity Fund, Inc. (CEF), as an integral part of CHP.
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CEF is a nonprofit corporation that solicits and manages corpo-

rate investments in low-income housing.

CHP has no office, staff, budget, or bylaws. However, two com-
mittees oversee CHP activities. The 14 member Coordinating
Committee is made up of representatives from the public and
private organizations that provide financing and technical assis-
tance to Chicago CDCs. CEF acts as the staff of the Coordinat-
ing Committee. The 25 member Oversight Committee includes
representatives of neighborhood advocacy groups, local founda-
tions, real estates syndications and developers, public officials,
and executives of Chicago-area banks and corporations. The

Oversight Committee convenes to make policy-level decisions.

CHP sets specific criteria which must all be met to qualify for
project financing. The prgjects must be:

1)  multifamily projects,

2) developed by either a nonprofit neighborhood organization,
a joint venture of a nonprofit and for-profit developer, or a
neighborhood organization,

3) able to provide affordable housing for lower-income fami-
lies, whose income does not exceed 60 percent of the area’s
medium income, and

4} contribute to the revitalization of the communities in

which they are located.

CHP works closely with CEF to secure permanent financing for
projects from three sources including: private commercial banks,

the Illinois Housing Development Authority and the city.

CHP provides area CDCs with financing to produce housing.
There are approximately 12 to 156 CDCs operating in the Chicago

area capable of producing multifamily units that can receive

support from CHP.
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IX. Criteria for Success

Consideration is given to the question of can the same success CDCs have
experienced in developing affordable housing across the United States be
parlayed in Hawaii or do circumstances unique to Hawaii, i.e. high land costs

and unavailability of land, deter that success from being realized?

A review of the literature and interviews with national experts provides the

basis for identifying criteria for successful nonprofits in housing.

1. Strong leadership and management. A nonprofit must have a person

who has a strong sense of commitment, direction, competence and who
is respected by the community. This person must be supported by a
strong board of directors who include leadership of key organizations,
agencies, and institutions.

2. Expertise and experience. One researcher has also advised “Hire an
experienced, entrepreneurial, tenacious staff . . .and pay them well.”
(Suchman, p. 4). This experience can also be enhanced by the selection
of a diverse board of directors with skills in a broad spectrum of real

estate related areas.

3. Realistic expectations. Nonprofits cannot be expected to produce large
amounts of affordable housing immediately. It typically takes five
years for a new nonprofit to gain the necessary experience and maturity

to become effective.

4. Comprehensive community Involvement. lLessons derived from the

California and Illinois successes indicate the involvement from the
corporate, banking, service, government and others is required. Every
relevant stakeholder must be involved in creating the solution. An
effective community based nonprofit must establish a relationship of
trust. This requires a person-to-person, non bureaucratic responsive-

ness to community needs.
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5. Access to_public funding. One commentator has urged “Keep housing

subsidy dollars flowing to local governments. Subsidies are the engine
that drive the affordable housing machine. Without capital cost write-
downs, affordable housing projects are not feasible.” The same com-

mentator has urged the creation of nonprofit development loan funds
(Howell, p. 83).

6. Access to other public resources. The Illinois experience indicates that

a real plus is the ability of the nonprofit to acquire public lands for
development. With the cost of land in Hawaii so prohibitively high,
without the ability to acquire inexpensive land, the concept of develop-

ing affordable housing by a nonprofit is a pipe dream.

7. Strong sense of how to reduce costs. For the nonprofit to meet the goal

of building affordable housing it has to behave like a for-profit organiza-

tion with respect fo efficiency and cost-cutting.

8. Comprehensive system. A successful provider of affordable housing has
a complete real estate system that begins with land acquisition and
development and continues involvement through tenant selection and

operations management.

X. Recommendations

The purpose of this section is to report recommendations based on conclusions
reached by the Center with respect to the national component of this study
that was requested by the State Legislature.

Nonprofits throughout the United States have achieved some success in pro-
ducing affordable housing units. This success does not come overnight. Sue-
cess requires patience and adequate resources. Referring to Michael Stone’s
quote at the beginning of this report, we must rediscover social responsibility

and transform our economic institutions. In light of this, the following recom-
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mendations can lead to the transformation that Hawaii needs to begin solving

its housing problem:

1. It is recommended that a Housing Roundtable similar to the Business
Roundtable be established so that relevant stakeholders in the housing
sector, including profit, nonprofit and government representation,
communicate on a continuous basis. The existing Housing Consortium

already serves as a foundation for such an organization.

2. It is recommended that government policy be adjusted to encourage
development of more affordable rental housing rather than housing for
homeownership. Implementation of the thirteen policy statements
defined by the Housing Consortium would also contribute to the effec-
tiveness of nonprofit housing organizations (See Appendix).

3. It is recommended that the State should aggressively obtain a fair
share of HOME funds and CDBG funds. The State should should also
make sure that the low income housing tax credit is fully utilized to the

maximum ceiling each year.

4. It is recommended that the legislature direct and fund some entity to
provide a support system for nonprofits in Hawaii. This support system
can be within the framework of the HFDC (which already provides
some support services), a new state nonprofit housing intermediary, a
research unit at the University of Hawaii or some combination based on
functional tasks assigned. This support system (whether it be one or

more entities) should inciude:

a. Information about funding possibilities from government and
private sources. This includes HOME funds and the availability
of low-income housing tax credits. This information should be
kept current and accessible through an on-line computer network

such as Hawaii, FYI, Inc.
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b. Information and training on how to set up a successful nonprofit

organization.

c. Maintenance of a network of nonprofits in Hawaii and nationally,
allowing for quick transfer of new information, building technolo-

gies, ete.

d. Training workshops for grant applications, housing development,

building permitting procedures, etc.

e. Annual forecast of housing demand and inventory by island and
by price range. The annual forecast and an assessment of hous-
ing needs should be published and submitted to the governor and
the state legislature 20 days before the beginning of each legisla-
tive session.

f. Capital seed money grants of up to $100,000 and a revolving loan
fund should be available through this entity to assist start up

nonprofits which meet legislatively prescribed criteria.

a. It is recommended that the State provide an administrative budget of
$350,000 to $500,000 annually for a period of five years to set up a
prototype nonprofit housing producer. This money should fall within
the supervision of the HFDC or other responsible State agency. Award-
ing of this money should be based on an RFP process that specifies
performance standards expected to be met during each year of the five-

year funding cycle.
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Appendix A

“Housing Policy Statements”
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HOUSING POLICY STATEMENTS

The thirteen policy statements presented in this section are the
culmination of the research and deliberations of the Housing Policy
Consortium in 1892, They are offered by the Consortium for consideration by
all parties interested in resclving Hawaii's housing problems.

STATEMENT 1: The Consortium endorses streamlining of the planning,
zoning, and permitting process. Act 227, 1992 Hawaili State Legislature
mandates that State and County governments enact the necessary legislation
to reduce the time required for planning, zoning, and permitting processes,
and the Consortium supports the State and counties in their efforts to
develop implementation details.

Rationale: Government housing agencies and private developers both
agree that there is a need for streamlining the process, i.e., shortening
the process, reaching final go/no go decisions quickly, and keeping

development costs down.
Specifically, Act 227 sets the following limitations:

1. Maximum of 6 months total time for state agencies to
review and, if appropriate, grant approvals to construct
housing.

2. Maximum of 12 months for counties “to review and, if
appropriate, grant, all general plan, development plan,
community plan, zone change, and discretionary permit
approvals to construct housing in that county.”

3. Maximum of 6 months total time for counties to process
and approve subdivision, grading, building, and other
ministerial development permits.

4, Maximum of 6 months total time (running concurrently,
not in addition to, county processing time for ministerial
permits) for state agencies to process and approve other
state permits required in connection with housing projects
such as permits for wastewater treatment facilities.

Act 227 empowers the counties and state agencies to develop the
necessary procedural changes and ordinances required to work within
the new time frames. State and County task forces have been formed
to develop the necessary policies and procedures.
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STATEMENT 2: The Consortium endorses impact fees as & valid way of
payving for off-site infrastructure. Act 282, 1892 Hawaii State Legislature,
enables counties to adopt impact fees provided that impact fees are assessed
on the basis of “proportionate share” and “rational nexus”.

Rationale: Prior to the 1970s, off-site infrastructure costs were
accepted as being the responsibility of government as the
representative of all taxpayers in the jurisdiction. When new areas or
projects were developed, government paid for the off-site infrastructure
that was required.

Since the 1870s, infrastructure has become more expensive and more
of the costs have been shifted to developers. Ultimately, the buyer in
the new development pays these costs. The concept of fair and
equitable sharing of off-site infrastructure costs by government and
developers (and ultimately new homeowners in those developments)

should be pursued.

STATEMENT 3: The Consortium urges the continued discussion of “Who
pays?” for infrastructure. The Consortium further recommends that
government and new developments explore the sharing of off-site
infrastructure costs so that the cost of growth is shared between purchasers
in the new development and the entire community.

Rationale: The question of “Who pays?” is critical. If, as some say, the
government should pay, how does government pay? It is a
philosophical question of public financing. The Consortium believes
continued discussion is necessary to fully explore the guestion and to
jointly develop reasonable ways to finance new infrastructure and the
rehabilitation of old infrastructure.

STATEMENT 4: The Consortium urges the counties to enact ordinances
authorizing community facilities special tax districts as a means of financing
capital improvements within the county.

Je: The Consortium supports this new financing tool. The
esta‘%}?éis%im&m of community facilities special tax districts would give
the counties and the ﬁ%?&;ﬂpei‘ the ability to front-end infrastructure
costs through the sale of bonds paid for through special taxes,
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STATEMENT 5: The Consortium strongly supports the re-instatement of
federal and state tax credits for developers who build rental housing,

Rationale: The Federal Tax Reform Act of 1986 removed many of the
incentives available to private developers of rental housing. The Low
Income Housing Tax Credit Program has been the only significant
federal incentive available in recent years for the construction and
rehabilitation of low income rental housing. Since the federal
government eliminated tax credits for building rental housing and the
state foliowed suit, interest in development new rental units has
diminished. New rental housing construction is essential to resolving
Hawaii's housing problems. The state has already indicated that it
will reinstate state tax credits once the federal government has re-
established the federal tax credit program.

STATEMENT 6: The Consortium urges the development of policies, laws,
and financial and development incentives to encourage the construction of

rental housing in Hawaii,

Rationsle: The 1992 Housing Demand Model indicates the ongoing
need to increase rental housing stock in Hawaii. Public and private
sectors need to come together to develop policies, laws, and financial
and development incentives that will result in the construction of the
needed number of units.

STATEMENT 7: The Consortium urges that the federal government develop
an appropriate formula for the allocation of housing funds to Hawaii that
takes into account high development costs and the higher cost of living and
results in Hawaii getting its fair share of federal funds.

Ratignale: The federal government applies the same funding and other
formulas to Hawaii as it applies to other states. This results in an
inequitable distribution of resources because the formulas do not take
into consideration Hawali's unique conditions, including the high cost
of living. Equity would result only with appropriate adjustments to the
existing formula based on Hawaii's unigue conditions.
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STATEMENT 8: The Consortium urges that the federal government provide
more funding for the construction of new affordable units in Hawaii, and not
restrict use of available funds which are geared primarily for the

rehabilitation of existing units,

Rationale: Present federal policies provide funding primarily for the
rehabilitation of existing affordable units. It is aimed at rehabilitating
inner city neighborhoods. Hawaii has very little existing plant to
rehabilitate but has a pressing need for new affordable units,

STATEMENT 9: The Consortium urges Congress to increase direct
appropriations for military housing.

Rationale: Part of the demand for affordable housing in Hawaii is
generated by active duty military personnel stationed in Hawaii.
Direct appropriations for military housing would allow the military to
build housing for its personnel which would, in turn, remove them from
the civilian housing market. The Consortium supports increased levels
of direct appropriations for military housing.

STATEMENT 10: The Consortium urges the federal government to
appropriate funds to assist states in bringing infrastructure up to new
federally mandated minimum standards.

Rationale: In several cases, Congress has authorized new or more
stringent standards with which the state and counties are expected to
comply, but without appropriating any additional funding to assist in
bringing infrastructure up to the new standards. Example: The re-
authorization of the Clean Water Act did not include any additional
funding to implement the Act or bring infrastructure intc compliance.

STATEMENT 11: The Consortium urges the counties {0 consider legislation
authorizing the use of voluntary development agreements as allowed by state

law.

Bationale: Development agreements can provide more predictability
for the developer and greater public benefit for the county. For the
developer, the development agreement vests his or her rights. For the
counties, it provides the opportunity to negotiate for appropriate
contributions by the developer. Development agreements involve the
participation of both sides and must be voluntary on the part of both
the government and the developer.
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STATEMENT 12: The Consortium recognizes tha! not all zoned land gets
developed. Therefore, the Consortium urges the state and counties to develop
adequate allocation ratios or alternative strategies for zoning land for

housing.

Rationale: Allocation ratios are the ratio of land zoned for housing to
the land needed to produce housing units to accommodate projected
population. Not all land zoned for housing is developed when expected
or even at all. To ensure that a targeted number of housing units is
produced over a given time interval, it may be necessary to allocate
more land than the exact amount that will mathematically produce the
target or to develop alternative strategies to reach the desired result.
Whether there is sufficient zoned land needs to be addressed by each

county and by the state,

STATEMENT 13: The Consortium recommends the expansion of
interagency coordination of housing and development projects.

Rationale: Both public and private sector members have experienced
delays and frustrations which may point back to the lack of effective
interagency coordination of projects. Such coordination exists on
government development projects but needs to be expanded to all
affordable housing projects. Coordination could include the assignment
of a lead government agency to shepherd the project through the
approvals process and to stay in communication with all agencies
concerned. The Consortium recommends a complete review of
interagency relationships and procedures including laws affecting
them.
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