May 29, 2012
House Commerce Committee

My Testimony Against HB 5617, HB 5618, HB 5620
Dear Esteemed Michigan House Members;

The State has no business in the Housing Market. MSHDA is simply the government
taking from one citizen and giving to another. It is the State manipulating the market. It
is the State picking winners and losers. It is the State being reckless with other people’s
money. Expanding the program is immoral, wasteful and doomed to fail... as these
Socialistic programs always seem to do.

Real stimulus of the economy comes from low taxes for all, unburdening businesses from
excessive regulation, pass Right to Work and let Free Market Capitalism do what it does
best... it creates wealth and prosperity. Socialism and socialistic programs are losers.
Big Government central planning is a loser.

What do we have to show for MSHDA? Economic prosperity? Low foreclosure rates?
NO. How much longer is Michigan going to double down on programs and agencies that
fail? It’s time to phase out MSHDA. Don’t expand it.

Thank you for your consideration.

My best,

Isabelle Terry

5822 Olde Meadow Ct. NE
Rockford, MI 49341
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it wasn't greed that caused the mortgage mess. In large y
part, the mess was the product of govemment policies 2
designed to increase homehownership among the poor and ’—l
ethnic minorities.

Today Peter Waliison points out how Fannie Mae, Freddie
Mac and the FHA created a demand for bad mortgages that

encouraged mortgage brokers to generate millions of them.

From the Wall Street Journal:

Find More Stories About Mortgage brokers had to be abie to sell their
mortgages to someone. They couid only produce what
Freddie Mac those above them in the distribution chain wanted to
Fannie Mae buy. In other words, they could only respond to demand, not create it themselves. Who wanted these dicey
loans? The data shows that the principal buyers were insured banks, government sponsored enterprises
(GSEs) such as Fannie Mae and Freddie Mac, and the FHA—all govemment agencies or private companies
Related Articles forced to comply with government mandates about mortgage iending. When Fannie and Freddie were finalily
taken over by the govemment in 2008, more than 10 million subprime and other weak loans were either on
Fannie Mz\a{e_ Freddie Mac Not Officially their books or were in mortgage-backed securities they had guaranteed. An additional 4.5 million were
Bankrupt Yet

guaranteed by the FHA and sold through Ginnie Mae before 2008, and a further 2.5 million loans were made
under the rubric of the Community Reinvestment Act (CRA), which required insured banks to provide

. o L e
Meet The Next Fannie And Freddie mortgage credit to home buyers.who were at or below §0 % of median mccv:me‘ Thus, aimost two-thirds of all
August 11, 2009 the bad mortgages in our financial system, many of which are now defaulting at unprecedented rates, were
) bought by government agencies or required by government regulations.
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Here's Why Fannie Mae's War On Defaulters Is
A Joke
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Obama's Broken Promises
We need solutions, not just promises, Learn more.
www_obamabrokenpromise.com/
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W agdlsabelle Terry .
- 2 . §5822 Olde Meadow Ct. NE The role of the FHA is particutarly difficult to fit into the narrative that the left has been selling. While it might
" ‘; Rockford, Ml 49341-7315 be argued that Fannie and Freddie and insured banks were profit-seekers because they were shareholder-

owned, what can expiain the fact that the FHA—a government agency-—was guaranteeing the same bad
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mortgages that the unregulated mortgage brokers were supposedly creating through predatory lending?

The answer, of course, is that it was govermnment policy for these poor quality loans to be made. Since the
early 1990s, the government has been attempting to expand home ownership in full disregard of the prudent
fending principles that had previously govemed the U.S. mortgage market. Now the motives of the GSEs fali
into place. Fannie and Freddie were subject to "affordable housing” regulations, issued by the Department of
Housing and Urban Development (HUD), which required them to buy mortgages made to home buyers who
were at or below the median income. This quota began at 30% of all purchases in the early 1990s, and was
gradually ratcheted up until it called for 55% of all mortgage purchases to be "affordabie” in 2007, including
25% that had to be made to low-income home buyers.

Loan Modifications

Get Pre-Approved in 1 minute for a Loan Modification - Save your Homel
www.ModificationResource.com

New Mortgage Programs

Mortgages Plunge to 2.5% (2.9% APR) FHA Cuts Mortgage Requirement!
www MortgageRates.LowerMyBills.com
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David on Oct 16, 3:47 AM said:

Oh, so does this mean these credit default swaps and other complex financial instruments had nothing to do with
it? | guess this means we never needed TARP since it was all the government's fault. and Bear Stearns and AIG
were just anomalies, so we can just return to business as usual?

NoSingleOne on Oct 16, 3:59 AM said:

Biah blah blah CRA caused everything, biah blah biah Govemment is bad blah biah Goldman is good, blah blah
blah derivatives and bonuses blah biah free market. Fill in the blanks with any so-called proof you want, but articles
like this are simply trolling for hits. Some people will always think the only scapegoats for the bad economy are the
evil of' minorities working low wage jobs stealing from the mouths of those poor Wall Street capitalist babes.
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Origins of Federal Housing Aid

Public Housing

Rental Subsidies

Private Markets and Low-Cost Housing

Overview

From Franklin Roosevelt to Lyndon Johnson, Harry Truman to Bill Clinton, American presidents
and their housing administrators have cut the ribbons on new versions of subsidized housing
projects. Their theory has been consistent: private markets fail to provide housing for people with
low incomes, and thus government subsidies are needed to fill the gap. Even presidents such as
Richard Nixon and George W. Bush, who did not promote the construction of new public
housing, accepted the idea that housing markets fail the poor and backed housing vouchers for
rent in private dwellings.

Since the 1930s, the federal government has funded one expensive approach to low-income
housing after another—without seeming to notice that the new approaches were made
necessary less by market failure than by the failure of past public policies. Public housing
projects erected to replace slums soon became "severely distressed," in the phrase used by one
congressional study. Housing vouchers meant to end "concentrated poverty" instead moved it
around. The low income housing tax credit program provides large subsidies to developers and
few, if any, benefits to low-income families.

President Obama has said that his administration will end programs that have failed. Let's hope
that the administration takes a fresh look at housing programs and recognizes the distortions and
damage they have created. They have failed not because of poor architecture or design, nor
minor management problems, but because of much more fundamental factors. Federal housing
programs distort markets in ways that undermine neighborhoods, they encourage dependency,
and they do not create incentives for long-term maintenance and improvements. They also rest
on the false premise that the private sector cannot provide housing for those of modest means.

4
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Federal housing subsidies have also been expensive to taxpayers. In 2009, the federal
government will spend about $251§billion on rental aid for low-income households and about $8
billion on public housing projects. The following sections discuss the origins of federal subsidies,
the distortions caused by public housing and housing vouchers, and the ability of private markets
to provide housing without government help.

Origins of Federal Housing Aid

For generations, activists—from Jacob Riis to Jesse Jackson—have viewed the housing
conditions of lower-income Americans with despair, and their concerns have prompted many
federal interventions. The first large effort was the National Housing Act of 1937, which has been
repeatedly amended with new attempts at reform over the decades. A pattern has emerged:
each time a bold new approach is attempted, initial success is followed in subsequent decades
by unintended and harmful side-effects.

The outlines of this pattern began to emerge as early as 1854, when the New York Association
for Improving the Condition of the Poor decided to build a "model tenement" at the corner of
Elizabeth and Mott Streets. Constructed by a newly formed limited-dividend corporation, the
building degenerated rapidly, and in a litle more than a decade it had became one of the worst
slums in the city. It was sold, and soon after demolished. Like later public housing projects, this
effort aimed at limiting or eliminating the profit motive in housing, and the result was that there
was little incentive for anyone to maintain or improve the structure.

Ignoring such early failures, major federal efforts to provide low-income housing were launched
in the 1930s and subsequent decades. In 1932, President Herbert Hoover oversaw the creation
of the Reconstruction Finance Corgoration, which made loans to companies for low-income
homebuilding and slum clearance.” In 1933, Congress created the Public Works Administration,
which pursued low-income housing and slum clearance projects through %oans to companies,
loans and grants to local governments, and through direct federal efforts.” The Housing Act of
1937 gave a permanent boost to public housing by providing federal financial assistance to local
housing agencies for constructing and maintaining housing projects.

All these attempts ignored the fact that during 1870-1930—when there were high levels of
immigration and rapid urbanization—private builders erected thousands of units of low-cost
housing that were "affordable" to those with low incomes. Reformers who bemoaned the lack of
low-income housing failed to understand the vitality of the many neighborhoods with modest
dwellings, which served as building blocks allowing residents to own their own homes and move
up the "housing ladder" to better, larger homes as they became better off.

Notwithstanding the proven ability of American builders to tailor acceptable homes to the
incomes of those of modest means, the Housing Act of 1949 called for "a decent home and
suitable living environment for every American family."” It authorized the construction of
hundreds of thousands of public housing units, and it expanded the pool of families eligible for
public housing.s By 1964, there were 582,000 units of public housing in the nation occupied by
2.1 million people—and that was before President Lyndon Johnson's expansion of federal

spending on the cities and the establishment of the Department of Housing and Urban
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Development in 1965.° HUD was given a wide-ranging mission to make over poor inner city
neighborhoods with housing and community development subsidies. HUD's first secretary,
Robert Weaver, had an optimistic vision of "massive housing rehabilitation efforts . . .[to] achieve
our goal of adequate housing for all families."’

However, the optimism of reformers in the 1960s was dashed by the growing failures of federal
housing efforts. By the early 1960s, public housing was becoming infamous for its crime, graffiti,
smashed windows, and general deterioration, and by the 1970s many projects had become
social disasters.” A landmark in government failure occurred in 1972 with the demolition of the
Pruitt-lgoe high-rise public housing complex in St. Louis, which consisted of 33 11-story
apartment buildings. Considered an "architectural masterpiece” when built in the early 1950s, the
federally funded Pruitt-lgoe project was demolished after vandalism and crime rendered it
uninhabitable.” Since then, many more federal housing initiatives have been launched, but most
have similarly ended up as expensive failures.

Public Housing

HUD was not originally intended to have much direct involvement with public housing. The 1937
housing act encouraged the construction of public housing projects with the creation of a federal
housing authority to purchase local construction bonds, but local authorities were to build and
manage the projects. Public housing was supposed to be supported through rents and local
funding.

However, the exodus of working-class families from public housing, along with a rent cap
imposed by Congress in 1969, made local housing authorities dependent on federal operating
and repair subsidies doled out by HUD. The turning point was legislation that limited rents to 25
percent of tenant income, which had the unintended consequence of sharply cutting the
revenues of housing authorities—and thus maintenance spending.

Federal operating subsidies have risen from $6.5 million in 1969 to $4.4 billion by 2009."” These
operating subsidies are in addition to the $2.5 billion or so annually that HUD distributes for
capital spending on public housing projects. The federal economic stimulus bill in early 2009
kicked in an additional one-time infusion of $4 billion for capital spending.§§ About 1.1 million
households currently§ %nhabit federally financed public housing, down from a peak of 1.4 million
households in 1991.

Most people agree that big public housing projects can be noxious environments for their
tenants. They are disproportionately home to extremely poor, single-parent households, along
with the crime, social problems, and poor academic performance associated with that
demography. Ironically, public housing was originally meant to serve lower middle class working
families. But as the economy boomed after World War 1l, those families found private homes in
the growing suburbs, and by the 1960s they had abandoned public housing. Left behind were
poor, nonworking families, almost all of them headed by single women. Public housing became a
key component of the vast welfare network that gave young women their own income and
apartment if they gave birth to illegitimate kids. As the fatherless children of those women grew
up and went astray, many projects became lawless places, overrun with gang activities.
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Public housing projects have also damaged the city neighborhoods that surround them. They
have radiated dysfunction and social problems outward, damaging local businesses and hurting
nearby property values. They have also harmed surrounding cities by inhibiting rundown areas
from coming back to life by attracting higher-income homeowners and new business investment.
Fear of those who live in housing projects has driven away striving, upwardly mobile people who
are the ones that make neighborhoods flourish.

City policies have often made matters worse by ensuring the permanence of public housing.
Since public housing cannot be bought and sold on the market, it has disrupted the healthy
recycling of property that helps dynamic cities grow and that spawns opportunities for rich and
poor alike. Unlike privately owned buildings, public housing has almost always become property
permanently fixed in a particular, low-value use, even as surrounding cities and metropolitan
areas have changed.

In recent decades, hundreds of thousands of public housing units have been demolished after
falling into disrepair and being overtaken by crime and disorder. Chicago's Robert Taylor homes,
for example, consisting of 28 apartment buildings of 16 floors each, were completed in 1962 and
demolished by 2007. Chicago's infamous Cabrini-Green complex has also been mainly
demolished, as have many other troubled housing projects across the nation.

To replace some of the units of these complexes, the Hope VI program was launched in the
1990s as the latest incarnation of public housing. Hope VI focuses on creating low-rise projects
with a mixed-income group of tenants. Such projects are predicated on the theory that if higher-
income families live in the same complexes as poor families, the successful tenants will set a
good example for the less successful tenants. Perhaps so, but so far there is no evidence of this.
[t might be just as likely that the children of the dysfunctional families set bad examples for the
children of the more successful families.

It is also far from certain that many Hope VI projects will be able to attract a mix of households in
the first place, or over time. And, like prior federal efforts, Hope VI is based on the fallacy of
"environmental determinism"—the false belief that the right kind of public housing can cure the
ills of distressed households. The truth is that the struggle to improve one's lot and move to a
better neighborhood is what encourages the habits of thrift, education, and marriage which lead,
in the long run, to social and economic success.

The Obama administration is nominally proposing to end HOPE VI funding. To replace it, the
administration is launching the Choice Neighggrhoods Initiative to "build on the success and
lessons learned from the HOPE VI program." ™~ That view is predicated on a program whose
success is based on that which it has replaced—severely distressed public housing—rather than
any evidence that HOPE VI developments can be well-maintained over time and that low-income
tenants in Hope VI projects can been launched toward upward mobility.

Another response to the failure of traditional public housing has been the creation of the Low
Income Housing Tax Credit in 1986, which currently subsidizes construction or rehabilitation of
roughly 70,000 units of low-income housing each year. This is another failed attempt to
manipulate markets, and it has a variety of negative effects. For one thing, the structure of the
tax credit program encourages the location of projects in particularly low-income areas, thus
exacerbating the concentration of poverty in cities, just as traditional public housing did. ~ Also,
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the method of allocating tax credits to the states results‘gi%n many subsidies going to areas of the
country where few housing affordability problems exist.

Further, the projects built under the LIHTC program have income caps for tenants, which create
the same disincentive effects for personal advancement that traditional welfare programs do.
Finally, the program essentially functions as a subsidy program for developers. Economists
Edward Glaeser and Joseph Gyourko argue that developers effectively pocket the $4 billion or so
in annual federal tax credits, while the rents in buildings constructed under the program are
generally no lower than they would have been in the absence of the program.’

Rental Subsidies

Though crime-ridden public housing projects are the most infamous symbol of federal housing
policy, much more funding today goes toward rental subsidies for low-income families in private
dwellings. Aboy?t 2 million households receive federal tenant-based aid, at a taxpayer cost of $16
billion in 2009. " In addition, about 1.3 million households benefit from project-based aid, which
subsidizes rent in particular buildings at a taxpayer cost of $7.5 billion in 2009.

The idea for rental vouchers originated with Lyndon Johnson's Kaiser Commission on Urban
Housing. The commission mistakenly believed that private housing markets could not provide the
poor with adequate housing, despite the fact that private markets had been steadily improving
housing standards for many decades for families at all income levels. Accepting the
commission's rationale, the Nixon administration proposed what became Section 8 of the
Housing and Community Development Act of 1974, which authorized federal rent subsidies for
privately owned apartments.

The rationale for vouchers was straightforward: instead of placing an aid recipient in a
government-built housing project, the federal government would provide a voucher that
subsidized rent in a privately owned building. Liberals embraced Section 8 vouchers because
they believed poor families could not afford decent market-rate housing. Conservatives
embraced vouchers because it seemed to be a market-based method of steering the private
sector toward serving a public policy goal.

Unfortunately, housing vouchers have caused many of the same problems as public housing,
including long-term government dependency and the concentration of poverty. Although
traditional federal welfare payments were reformed in 1996 to encourage work and self-
sufficiency, Section 8 housing remains an open-ended benefit that recipients can remain on
permanently. The problem is compounded by the fact that the value of Section 8 benefits is
large. For example, the value of a New, York City Housing Authority voucher for a two-bedroom
apartment in 2007 was a hefty $1,318.'°

Although anyone earning less than 80 percent of the median income initially qualifies for the
program, priority for vouchers goes to the poorest applicants. By law, 75 percent of vouchers
must go to households earning 30 percent or less of median family income for an area. Local
housing authorities can go even further in targeting the poorest applicants, and many do. The
result is that vouchers are heavily tilted toward very low income single-parent households.
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Today, most Section 8 recipients receive a variety of open-ended federal benefits, including food
stamps, Medicaid, and the Earned Income Tax Credit, which together constitute substantial
permanent welfare support for single-parent households. These programs and housing vouchers
risk encouraging the formation and continuation of government-dependent households. Because
Section 8 rent is pegged at 30 percent of income, any increase in a recipient's wages above that
amount leads to a steep rent increase, and thus Section 8 creates a strong disincentive for
individuals to expand their market earnings and seek personal advancement.

By contrast, unsubsidized housing markets are supportive of a healthy social fabric because they
inspire and enable individuals to advance. Private markets reward effort and achievement by
giving people the chance to live in better homes in better neighborhoods. As people work hard
and gain job experience, they can earn their way to larger homes in nicer neighborhoods. There
is no hurdle to improvement, as there is with income-targeted government benefits.

Whereas public housing projects created highly visible pockets of crime and poverty, Section 8
vouchers were supposed to spread out poor families more widely. But that has not happened,
and Section 8 tenants have become concentrated in particular buildings and certain areas of
cities. Democratic Senator Barbara Mikulski of Maryland has noted that vouchers have replaced
"vertical ghettos with horizontal ones."

Some landlords, in fact, specialize in Section 8, becoming experts at the complex regulations,
and they skillfully work the system to their financial advantage. With Section 8 tenants, landlords
don't have to worry about nonpayment, because the government deposits its share of the rent—
the lion's share—directly into the property owner's bank account. Moreover, for many buildings
the government-paid rent is more than the market rent would be. The reason is that the program
allows voucher holders to pay up to the average rent in their entire metropolitan area, and
landlords in lower-income neighborhoods, where rents are below average, simply charge
voucher holders exactly that average rent.

Taken together, both housing vouchers and public housing contribute to the creation of what
might be called "frozen cities." Subsidized tenants remain stuck in public housing projects and
Section 8 buildings for years, even decades. In addition, the actual buildings that subsidized
tenants inhabit remain tied to one particular low-value use, which prevents the affected areas of
cities from enjoying the natural changes and upgrading over time that other neighborhoods
experience. Neighborhoods with subsidized housing do not get renewed, and they offer fewer
opportunities for individuals to improve their lives and their surroundings.

Many policymakers remain in thrall of the "free market" voucher. They have yet to grasp that
Section 8 vouchers establish no real private market, but are instead merely a categorical income
assistance program that has helped to form and perpetuate a social and economic underclass.
Republicans have often acquiesced in Section 8 program'’s growth, while urban Democrats use
the program's growing funding to shower benefits on their constituents.

To its credit, the George W. Bush administration tried to freeze funding on traditional Section 8
vouchers, and it pushed for the more than 2,000 local housing authorities across the country to
make vouchers less of an open-ended benefit. (To its discredit, however, it also proposed that

Section 8 payments be allowed to be used as downpayments on homes!) While Section 8 was
originally a Republican program, Democrats have consistently come to the defense of the
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program, blocked cuts and reforms, and successfully promoted expansion.

Private Markets and Low-Cost Housing

Supporters of subsidized housing have, for more than 70 years, acted on the belief that private
markets cannot provide adequate housing for lower-income families. New %eal administrator
Harold Ickes frequently made such claims in support of housing subsidies. 22 Ickes claimed that
"slums cannot be eradicated except on the basis of a government subsidy."" In 1935, Catherine
Bauer—an influential public housing crusader at the time—claimed that private housing markets
could not serve fully two-thirds of Americans, and thus most people would need public housing
assistance. The same year, prominent architect Albert Mayer claimed in a New York Times op-
ed that 50 percent of the population could not afford to rent in private dwellings.”

The post-World War Il era's explosion of home ownership quickly gave the lie to those sorts of
claims, as private markets produced millions of new homes in the suburbs. Unfortunately, all
sorts of federal housing subsidies had already been put into place and were difficult to repeal—
even with the poor performance of the subsidies and the excellent performance of the private
sector in providing new housing during that era.

Before federal subsidy programs were begun, and before the widespread use of detailed housing
regulations and zoning ordinances, private markets did a good job of provided housing for lower-
income Americans. During the period from 1890 to 1930, for example, vast amounts of new
working-class housing were built in American cities. In Philadelphia during that period, for
instance, some 299,000 brick row homes were built—and many of them were so solid that they
are still in use. Data from that period show that a significant percentage of residents of poor
neighborhoods did not live in overcrowded tenements, but instead lived in small homes that they
owned or in homes where the owners lived and rented out space.

From the end of the Civil War until the New Deal, private markets generated a cornucopia of
housing types to accommodate those of modest means. In those years, Chicago saw the
construction of 211,000 low-cost two-family homes—or 21 percent of its residences. In Brooklyn,
120,000 two-family structures with ground-floor stores sprang up. In Boston, about 40 percent of
the population of 770,000 lived in the 65,376 units of the city's three-decker frame houses. These
areas of low-cost, unsubsidized housing were home to the striving poor. In Boston, as pioneer
sociologists Robert Woods and Albert Kennedy describe it in their 1914 work, The Zone of
Emergence, those neighborhoods teemed with skilled and semi-skilled workmen, the large
majority of whom owned their homes.

Even in the poorest neighborhoods, housing was rarely abject. A 1907 report by the U.S.
Immigration Commission, for instance, found that in the eastern cities, crowding in such
neighborhoods was by no means overwhelming. "Eighty-four of every 100 of the homes studied
are in good or fair condition," wrote the commission.”~ True, many lived without hot water or their
own bathrooms, but this was a time in America that was far less wealthy than today in general,
and rental costs, contrary to legend, were not unduly burdensome. A 1909 study by the
President's Homes Commission of Washington, D.C., found that g,_%majority of the 1,200 families
surveyed paid but 17.5 percent of their income for housing costs.”” Many of the poor—just like
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the "emerging" class that Woods and Kennedy described—lived in small homes they owned or in
small buildings in which the owner lived.

We know from Jacob Riis's powerful 1891 book, How the Other Half Lives, some families lived in
very poor conditions. But it is essential to remember that the conditions in which these poor
families lived were not permanent—a fact unacknowledged by either Riis or today's housing
advocates. After all, the generation of children for whom Riis despaired went on to accomplish
America's explosive economic growth after the turn of the century and into the twenties. By 1930,
the New York settlement-house pioneer Lillian Wald would write in her memoirs of the Lower
East Side that, where once Riis had deplored overcrowding, she now found herself surrounded
by "empties" because most of the poor had climbed the economic ladder and headed to Brooklyn
and the Bronx. In other words, "substandard" housing was a stage through which many families
passed, but in which they did not inevitably remain.

Perversely, subsidized housing advocates usually make matters worse when they try to ban the
conditions that offend them. By insisting on unrealistically high regulatory standards that drive up
housing prices beyond the means of the poor, they help create housing shortages. Since the
New Deal, a flood of regulatory mandates—whether for the number of closets, the square feet of
kitchen counter space, or handicapped access—have caused private owners and builders to
bypass the low-income market in particular. Under current building codes and zoning laws, much
of the distinctive lower-cost housing that shaped the architectural identity of America's cities —
such as Brooklyn's attached brownstones with basement apartments—could not be built today.

It is true that even with relaxed building and housing codes, we might not be able to build brand-
new housing within the reach of all those with low incomes. But housing structures last for
decades, which facilitates the continual passing along of gradually older homes to those of more
modest means. When new homes are built for the middle class, their homes are passed along to
the lower middle class. When lower-middle-class families move up to better accommodations,
they pass their homes and apartments along to those who are poorer, and so it goes.

A major social benefit of private and unsubsidized rental and housing markets is the promotion of
responsible behavior. Tenants and potential homeowners must establish a good credit history,
save money for security deposits or downpayments, come with good references from employers,
and pay the rent or mortgage on time. Renters must maintain their apartments decently and keep
an eye on their children to avoid eviction. By contrast, public housing, housing vouchers, and
other types of housing subsidies undermine or eliminate these benefits of market-based housing.

Support for housing subsidies rests upon a failure to understand the importance of the means —
such as marriage, hard work, and thrift—by which families improve their prospects so they can
move to a better home in a better neighborhood. Better neighborhoods are not better because of
something in the water but because people have built and sustained them by their efforts, their
values, and their commitments. Subsidies are based on the mistaken belief that it is necessary to
award a better home to all who claim "need," but it is the effort to achieve the better home, not
the home itself, that is the real engine of social improvement.

Budget of the U.S. Government, Fiscal Year 2010, Appendix, pp. 570-75.
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wwee - Auditor General Releases Performance Audit of MSHDA

Wewsistior

v By: Jim Schaafsma 03-07-11

suanTER

- TOC
In December, the state auditor general released a performance audit of MSHDA “family
housing programs.” Here's a link to a Detroit News story about the audit. (The headline of
the story alone —“Audit finds state housing agency risked tenants' safety renting to violent
felons” - shows that the News doesn't understand MSHDA's affordable housing role very
well: MSHDA isn't a landlord.)

(http://www detnews.com/article/20110112/METRO/101120340/1409/Audit-finds-state-
h@using~3§snf3}’~fisked*{enants%EZ%8{}%99»«33?@@461}&ﬂg-—t@-uviGieﬁi;a-feiom}

The audit had 4 objectives:

® to assess the effectiveness of MSHDA's in monitoring compliance with program
requirements for multifamily housing developments;

® (o assess the effectiveness of MSHDA’s administration of its §8 voucher program;

® to assess the efficiency of using independent housing agents to oversee” the
voucher program; and

¢ to analyze selected financial information regarding MSHDA and its programs.

For legal services low income housing advocacy the audit’s most significant finding may be
that MSHDA has not “established and exercised effective criminal history screening
practices for [its] housing assistance programs” To the extent this finding is accurate and
identifies a shortcoming in MSHDA’s compliance with state and federal law, MSHDA s
response to the finding shows that its screening process has become more thorough. The
audit, and any attention it gets, raises the fear that MSHDA may become overly aggressive
(if it hasn’t already) in performing criminal background screening.

Without elaboration, the 64 page audit addressed 2 of its objectives in less than 2 pages,
concluding that MSHDA was effective in its administration of the voucher program and that
it was efficient to use independent housing agents to “oversee” the program. Many housing
advocates would question these conclusions.

The audit’s objectives and findings are summarized below. Here is a link to the audit itself:
http://audgen.michi gan.gov/comprpt/docs/r641020507 pdf

ist objective - to assess the effectiveness of MSHDA's in monitoring compliance with
program requirements for multifamily housing developments

Isabelle Terry
5822 Olde Meadow CtNE

. . . . Rockford, M 493417315
wpr/ fwww.mplp.org/Newsletters/spring_201 immgigwsewséézisifaa{f;*eo.rwgeﬁéfai;&%eas%a;}%ﬁafmas‘sge_aaé;;wt}f‘ms?gs:%a O MEAO3LT315
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The audit considered MSHDAs activities related to its multifamily housing development
bond program, its administration of Low Income Housing Tax Credits (LIHTC), and its
administration of HUD project based housing contracts. The audit concluded that MSHDA's
efforts were "moderately effective." It noted 2 "material conditions" and 2 "reportable
conditions".

The first material condition is that MSHDA's process for allocating did not give preference
to applications serving the lowest income tenants or those serving qualified tenants for the
longest period, which the audit clams is contrary to state and federal law. (The audit looked
at LIHTCs awarded between 2005 and 2007, when MSHDA used a lottery system to allocate
tax credits to applicants meeting a minimum score. MSHDA no longer uses a lottery to
award LIHTCs.)

The second material condition is MSHDA not having “established and exercised effective
criminal history screening practices for housing assistance programs”. The audit says that
criminal backgrounds “were not always identified or considered for applicants and tenants”.
MSHDA “agrees in part” with this finding, but claims that it “substantially complies with the
applicable HUD standards”. It contends that it doesn’t have the authority to require
multifamily owners to conduct background checks on existing tenants or to exclude families
from living in multifamily units “solely on the basis of prior criminal involvement, criminal
record, or criminal history”.

About this second material condition, concerning MSHDA’s Section 8 voucher program, the
audit said that MSHDA did not “conduct comprehensive criminal history screening”, in part
because its criminal history review was limited to the ICHAT system and it did not conduct
periodic criminal history reviews of voucher households. To this finding, MSHDA said that
since 2008 it has been conducting more thorough criminal history screenings using other
databases.

The first reportable condition was that MSHDAs tenant data for its bond financed and
LIHTC programs was incomplete for more than 50% of the tenants in these programs.
MSHDA did not dispute this finding, saying that it was in the process of implementing new
HUD data requirements.

The second reportable condition was that MSHDA did not identify and update in a timely
way its records of dead tenants at HUD assisted properties, resulting in subsidy
overpayment. In response, MSHDA stated that the revised Enterprise Income Verification
(EIV) is flagging dead tenant files more rapidly than before.

2nd objective —to assess the effectiveness of MSHDA’s administration” of its 88 voucher

g/ fwwwoaniplp.org/ Newsisiiers fﬁ&?iﬁngg}iEj%’!§§§}Nﬁéw3§%§€%Sfaizéii{}{.g%%%{&fwé’iiieaiﬁS;M%éf%i}?ﬁ?&ﬁi@,aijff§’€M{}§mm§h€§a Page 2 of 4
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3rd objective — to assess the efficiency of using independent housing agents to oversee”
the voucher program

Besides its finding about criminal history checks, the audit, with no explanation, concluded
that MSHDA was effective in its administration of the voucher program and that it was
efficient to use independent housing agents to oversee the program.

4th objective — to analyze selected financial information regarding MSHDA and its
programs

While significant, this section of the audit is less substantively related to MSHDA’s housing
programs.

The first part of this analysis primarily considered the relationship between current and
former MSHDA and the Great Lakes Capital Fund, a private non-profit housing corporation
whose creation MSHDA funded, and its subsidiaries.

The audit found that while MSHDA employees former senior MSHDA managers acted as
directors and officers of a GLCF subsidiary and represented MSHDAs interests, without the
knowledge and consent of the MSHDA board. MSHDA disputed this finding, saying the
board knew about MSHDA employees’ involvement in the subsidiary. The audit rejected
MSHDA’s response.

Also related to GLCF and its subsidiaries, the next finding was that MSHDA was not
effective in preventing conflicts of interest or restricting postemployment activities of its
employees. MSHDA disputed the finding that there were violations of its Code of Ethics.
The Auditor General stood by his finding and said that MSHDA’s belief does not “negate a
need for MSHDA to improve its effectiveness” in this area.

Another GLCF related finding was that MSHDA seek an attorney general opinion about
whether MHSDA had the authority to use grants from its Housing Development Fund to
create and support GLCF. MSHDA claims it had the authority and that it’s basically a moot
point because the funded activities have been completed and any repayable funds have been
repaid.

The 8th finding was about whether MSHDA management violated civil service commission
rules and the MSHDA board’s authorization by using a Homeless Initiative grant to fill a
vacant position with an employee of a grantee.

The 9th finding was that MSHDA had not established and exercised effective controls over

Attp/ fwww.mpip.org/Newsletters /spring 2011 _mplp_newsietter/auditor_general_releases_performance_audit_of_mshda Page 3of 4
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its grants activities, including regularly failing to get board or director approval of grant
awards.

The 10th finding was “that MSHDA had not established an effective control environment
over the procurement of its integrated accounting and management information system”,
which resulted in a lack of assurance that the contract was managed in a fiscally responsible
way and that the vendors met their contractual obligations.

hitp:/ jwww . mpip.org/Newsletters/spring_2011_mplp_newsletier/auditor_general_releases_performance_audit_of_mshda Page 4 of 4
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Steve Neavling, Detroit Free Press -

A state agency charged with providing
housing assistance to Michigan's poorest
residents misspent millions of tax dollars in
a series of blunders that left some of the
neediest residents without help, according
to a wide-ranging, two-year investigation
by the state Office of the Auditor General.

The audit early this year found that the
Michigan State Housing Development
Authority subsidized rent payments and
home costs for thousands of people who
were in prison or dead, sending the money
to landiords of phony tenants.
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The agency also viclated federal law by
giving housing assistance to more than
1,000 violent criminals, including sex
offenders, according to the audit, which
covers 2004 to 2008,

MSHDA spokeswoman Mary Lou Keenon
declined to discuss the viclations but said
the agency 18 now in full compliance.

“All steps have been taken o resolve the
issues,” Keenon said, "We pride curselves
in helping people who are underserved or
have low 1o moderate incomes. | would like
to think that MSHDA is playing a good role
inthat”

But Deputy Auditor General Scoit Sirong
said the agency never issuad a corrective
plan, despite a now-passed March 7

We don't have enforcement powers, so if's
up to the agen g to implement the
corrective actions,” Strong said.

Utltimalely, concluded an investigation by
the auditor general’s office, MSHDA failed
11 its mission to help the poorest residents
%‘2;‘% lies with children and elderly people %g‘

randomiy distributing tens of millions of
dollars to those less needy between 2004
and 2008,

The agency "did not give preference to

projecis serving the lowestincome

residents,” according o the audit, released

in January. "Algo, MSHDA had not
established and exercised effective

iminal higtory scresning g‘;f@{*t% es for

wusing assistance programs.”
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