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THE APPARENT PROBLEM:

For more than 30 years the State of Michigan has
demonstrated acommitment to providemoreaffordable
housing opportunities to its low-income citizens
through the Michigan State Housing Development
Authority, or MSHDA. The agency does not own or
manage housing units or projects, but instead
accomplishesitswork in partnership with local banks,
lending institutions, and private developers. It also
administersfederal housing programs, often in league
with the Department of Housing and Urban
Development.

Every threeyears, the act that governsthelow-income
housing programs offered through MSHDA must be
reauthorized in order to update the income digibility
criteria, thelow income housing purchasepricelimits,
and to extend the bonding cap, al of which are
specified in statute.

Since the dstatute is reviewed and updated with
regul arity, thereisan opportunitytoadjust theagency’s
mission to comport with federal low-income housing
initiativesavailablethrough theDepartment of Housing
and Urban Development and other federal programs.
In keeping with federal priorities during the current
review of the statute that has been undertaken during
thepast six months, somehaveproposed that theduties
of the resident member who serves on the MSHDA
board of directors be clarified. They have also
observed that the near elimination of federal programs
to build low-income housing in rural areas affords an
opportunity, indeed, perhaps an obligation, for
MSHDA to enter that market.

To these ends and others, legidation has been
introduced to revise the act.

THE CONTENT OF THE BILL:

House Bill 5538 (H-2) would amend the State Housing
Development Authority Act of 1966 to change the
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REVISE MSHDA ACT

House Bill 5538 (Substitute H-2)
First Analysis (5-10-00)

Sponsor: Rep. Paul DeWeese
Committee: Local Government and Urban
Policy

composition of the Michigan State Housing
Development Authority (MSHDA) and alter theduties
of theresident member totheextent required by federal
law; to modify the formula in the allocation plan to
increase funding for rural housing projects; to extend
from November 1, 1999 to November 1, 2002 the $4.2
billion cap on bonds and notes;, and to revise the
income and purchase pricelimitsfor the programsthat
fund construction and improvement of low and
moderate income housing.

Authority membersand duties. Currently, theauthority
consists of the director of social services, the director
of commerce, the state treasurer, and four people
appointed by the governor with the advice and consent
of the Senate, and not more than two can be from the
same political party. The bill would instead specify
that the executive branch members be “3 heads of
principal departments’ and specify further that nomore
than two of the gubernatorially appointed members be
members of the same palitical party. In addition, one
of the four gubernatorially appointed members would
bethedesignated resident member. Thebill alsowould
delete an outdated reference to staggered termsfor the
first appointed authority, but would retain the current
four-year term.

The resident member would be required to be both:
a) an individual directly assisted by afederal housing
program administered through the authority (i.e,
residing in federally-supported public housing or
recelving section 8 tenant-based assistance, and not
including astate-financed housing assi stanceprogram,
section 8 project-based assistance, or section 8 new
congtruction assistance); and b) an eigibleresident (a
person whose name appeared on the lease of the
assisted housing who was 18 years of age or older).
Thehill also specifiesthat a person who nolonger met
either requirement would be removed from the
authority for cause, upon the appointment of another
person as the resident member.
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Currently action may be taken by the authority when a
majority of itsmembersvote, unlessthe bylawsrequire
alarger number. The bill would retain this provision
but specify that, to the extent required by federal law,
the resident member could only take part in, vote on,
and exercise the powers of the authority concerning
decisionsrelated to the administration, operation, and
management of federal public housing programs and
section 8 tenant-based assistance programs.

Allocation planformula. Under thelaw, thestate' slow
income housing tax credit authority must bedistributed
in accordance with the qualified allocation plan, as
required by section 42 of thelnternal Revenue Code of
1986. Amountsallocated areset aside sothat qualified
nonprofit organizations receive at least 10 percent,
rural housing serviceat least five percent, and housing
projectsin eigibledistressed areas, at |east 30 percent.
Under the hill, rural housing projects (rather than
services) would receive at least 10 percent, instead of
fivepercent. Thebill defines“rural housing projects’
tomean proposed or existing housing projectsthat are:
a) located in an area other than ametropolitan county;
b) funded by a federal program for the development of
rural housing; or c) financed by aloan guaranteed by
rural housing services or a successor agency.

Currently the law specifies that the authority may
incorporateoneor morenonprofit hous ng corporations
for the purposes of owning and acquiring housing
projectsor housing unitsunder certain conditions. The
bill would add language authorizing the authority to
incorporate nonprofit housing projects for the purpose
of carrying out programsand oversight responsibilities
on behalf of, or in conjunction with, the United States
Department of Housing and Urban Devel opment with
respect to federal housing programs.

Cap on bonds and notes, and earmarking of funds for
poor. Under the law the authority cannot have
outstanding at any timebondsand notesin an aggregate
principal amount exceeding $4,200,000,000. However
after November 1, 1999, that limitation is reduced to
$3,000,000,000. The bill would specify that the limit
would drop after November 1, 2002.

HouseBill 5538 would changethe provision of thelaw
that currently earmarks funding for those whose
income is 55 percent or less of the statewide median.
Specifically, theprovisonwould read: “With respect
tobonds(other than refunding bonds) that areissued to
finance single family homes after November 1, 1989,
for thefirst 60 days (instead of the current 120 days
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specified in law) following the announcement of a
program funded by the proceeds of those bonds, 50
percent of the proceeds available to make loans (as
determined by theoriginatinglenders) shall bereserved
for applicantswith grossannual incomesat or bel ow 60
percent (instead of the current 55 percent specified in
law) of the statewide median grossincome.”

Mortgage credit certificate program. Under the law,
the authority is designated as the administrator of the
mortgage credit certificate program for the state, as
permitted under section 25 of the Internal Revenue
Code of 1986. As administrator of the program, the
authority is required to convert at least $59 million of
1985 federal mortgage revenue bond authority into
mortgage credit certificate authority, and then to
prepare guidelines that would allow amortgage credit
certificate program to operate through mortgage
lenders. The law sets income and housing purchase
price limitsfor eigible applicants and the homes they
would purchase, although the limits are different
depending on whether a housing unit islocated in a
distressed areaor in another eligible but nondistressed
area. The current law also increased the income and
purchase price limits after May 1, 1995, in effect
specifying two limits: onein effect before that date in
each category, and asecond higher limit in effect after
that date.

HouseBill 5538 would increasethecurrentincomeand
purchase price limits and also provide for an orderly
increase in those limits over the next three years.
Generally under the bill, one limit would be in effect
until November 1, 2001, a second in effect until
November 1, 2002, and athird after November 1, 2002.

More specifically, to qualify for receipt of amortgage
credit certificate with respect to the acquisition of an
existing housing unit, including a residential
condominium or mobile home, both of the following
would apply: &) the purchase price could not exceed
$99,000 until November 1, 2001, $102,000 until
November 1, 2002, or $105,000 on or after November
1, 2002; and b) theborrower’ sfamily income could not
exceed either of the following: @) if the housing unit
were located in a metropolitan area, $52,900 on or
before November 1, 2001, $54,750 from November 2,
2001 until November 1, 2002, and $56,650 on and after
November 1, 2002; or, b) if the housing unit were
located inanonmetropolitan area, $43,575on or before
November 1, 2002, and after November 1, 2002, the
family income limit would increaseto thelesser of the
HUD nonmetropolitan median income, or $44,000.
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To qualify for receipt of a mortgage credit certificate
with respect to the acquisition of a new housing unit,
including aresidential condominium or mobile home,
both of the following would apply: @) the purchase
price could not exceed $120,000 until November 1,
2001, $124,000 until November 1, 2002, and $128,000
on and after November 1, 2002; and b) the borrower’s
family income could not exceed either of thefollowing:
if thehousing unit werelocated in ametropolitan area,
$52,900 on or before November 1, 2001, $54,750 from
November 2, 2001 until November 1, 2002, and
$56,650 on and after November 1, 2002; or, if the
housing unit were located in a nonmetropolitan area,
$43,575 on or before November 1, 2002, and after
November 1, 2002, the family income limit would
increase to the lesser of the HUD nonmetropolitan
median income, or $44,000.

House Bill 5538 specifies, however, that the authority
may increase the purchase price limit for existing
housing units to cover the cost of improvements to
adapt the property for use by disabled individuals or
unexpected cost increases during construction.
Currentlytheauthority may increasethelimitsfor these
purposes, but the purchase priceincreaseis capped at
$3,500. (Although eliminated here, thiscapisretained
later in the bill.)

Home improvement and rehabilitation. Currently, to
qualify for amortgage credit certificatewith respect to
the improvement or rehabilitation of an existing
housing unit, the borrower’s family income cannot
exceed the following: @) if the housing unit is located
inan eligibledistressed area, $47,900 on or beforeMay
1, 1995, and $50,055 after that date. If thehousing unit
islocated in an area other than an digible distressed
area, $41,700 on or before May 1, 1995, and $43,575
after that date. Under the bill, these income limits
would increase, as follows. For a unit located in a
metropolitan county, the income limit would be
$52,900 on or before November 1, 2001, $54,750 from
November 2, 2001 until November 1, 2002, and
$56,650 on and after November 1, 2002. For a unit
located in a nonmetropolitan county, $43,575 on or
before November 1, 2002. After November 1, 2002,
thefamily incomelimit would increaseto the lesser of
theHUD nonmetropolitan medianincome, or $44,000.

Long-termloanstofinancehousing. Under thehill, the
authority may make or purchase loans made to an
individual purchaser for long-termfinancing of anewly
rehabilitated, newly constructed, or existing housing
unit, including aresidential condominium unit. To
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qualify, al of the following apply: @) the borrower’s
family incomecould not exceed either of thefollowing:
if thehousing unit werelocated in ametropolitan area,
$52,900 on or before November 1, 2001, $54,750 from
November 2, 2001 until November 1, 2002, and
$56,650 on and after November 1, 2002; or, if the
housing unit were located in a nonmetropolitan area,
$43,575 on or before November 1, 2002, and after
November 1, 2002, the family income limit would
increase to the lesser of the HUD nonmetropolitan
median income, or $44,000.

The purchase price with respect to the unit could not
exceed the following: @) for an existing housing unit,
the purchase price could not exceed $99,000 until
November 1, 2001, $102,000 until November 1, 2002,
or $105,000 on or after November 1, 2002; or b) for a
newly rehabilitated or a newly constructed housing
unit, the purchase price could not exceed $120,000
until November 1, 2001, $124,000 from November 2,
2001 until November 1, 2002, and $128,000 on and
after November 1, 2002.

House Bill 5538 specifies that for unexpected cost
increases during construction, or improvements to
adapt new or existing property for use by disabled
individuals, the authority could increase the purchase
price limit by an amount sufficient to cover these cost
increases, but not to exceed $3,500.

If an income or purchase price limit prescribed by this
provision exceedsan application limit prescribed by the
Internal Revenue Code of 1986, then the Internal
Revenue Code limit would apply.

Further, before making a loan under this provision
authority staff would be required to determine that the
borrower had the ability torepay theloan. Finaly, the
loan made or purchased to financetheacquisition of an
existing housing unit could include funds for
rehabilitation.

House and Senate notification of more restrictive
incomeand pricelimits. HouseBill 5538 al so specifies
that except with respect to newly constructed housing
units, the authority could by resolution establish, for a
length of time the authority considers appropriate,
maximum borrower income or purchase price limits
more restrictive than those maximum limitations set
forth in theact. Under thebill, the authority would be
required to advise the appropriate House and Senate
standing committees five days prior to adopting a
resolution establishing more restrictive maximum
borrowing income or purchase price limits.
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Multifamily unitloan program. Currently, theauthority
may make, purchase, or participatein loans, grants, or
deferred payment loans to people and families of low
and moderate income, so they are able to finance the
rehabilitation of residential real property designed for
occupancy by not more than four families. The law
specifies that for purposes of this program, low and
moderate income means people and families whose
income does not exceed $41,700 on or before May 1,
1995, and $43,575 after than date.

House Bill 5538 would retain this program, but
increasethenumber of familiesahousing project could
serve from not more than four, to not more than 11.
Further, thebill specifiesthat low and moderateincome
would mean either of thefollowing: a) if the housing
unit werelocated in ametropolitan area, $52,900 on or
before November 1, 2001, $54,750 from November 2,
2001 until November 1, 2002, and $56,650 on and after
November 1, 2002; or, if thehousing unit werelocated
in a nonmetropolitan area, $43,575 on or before
November 1, 2002, and after November 1, 2002, the
family incomelimit would increaseto thelesser of the
HUD nonmetropolitan median income, or $44,000.

The law also specifies the maximum principal loan
amounts for home improvement loans: $25,000 for
residential structurescontaining onedwel ling unit, and
$12,000 per dwelling unit for residential structures
containing two to four dwelling units. In contrast,
House Bill 5538 would retain principal loan amount
limits, but the bill sets a maximum of $25,000 for a
residential structure containing one dwelling unit,
unlesstheloan ismadein conjunction with additional
money provided by a municipality or nonprofit
community-based organization, in which case a loan
for aresidential structure containing onedwelling unit
would be $35,000. Further, House Bill 5538 would
increase from $12,000 to $15,000 the improvement
loan limit per dwelling unit for aresidential structure
containing twoto 11 (rather than four) dwelling units.
It also specifiesthat a structure would not haveto be of
aminimum age to be eigible for rehabilitation under
this provision.

Prohibit discrimination in occupancy. Under current
law, the occupancy of housing projects and residential
real property assisted under the act is required to be
open to all regardiess of sex, race, religion, color,
national origin, age, or marital status. HouseBill 5538
would retain these categories and add two others:
familial status, and disability. Thelaw states, however,

Analysis available @ http://www.michiganlegidature.org

that this provision does not apply in certain senior
housing programs, with respect to the age provision
only. In these sameinstances, House Bill 5538 would
retain the exemption for age, and also exempt the
proposed familial status provision.

Throughout the hill, references to the Department of
Commerce would be replaced by references to the
Department of Consumer and Industry Services.
Likewise, throughout thehill thereferencesto sections
25and 42 of thelnternal Revenue Codeareclarified by
specifying the Internal Revenue Code of 1986.

MCL 125.1421 et

FISCAL IMPLICATIONS:

According to the House Fiscal Agency, the bill would
increase the MSHDA bond cap from its current level
(as of November 1, 1999) of $3 billion to $4.2 hillion.
The increased cap would allow for the issuance of
additional bondsand notesin thefutureabovethelevel
currentlyallowed. A futureincreaseintheoverall level
of bond indebtedness above $3 hillion would bring
additional debt service costs not currently authorized.
However, the fiscal impact of this provision is
indeterminate at this time, as MSHDA is operating
bel ow the $3 hillion current law cap. (5-8-00)

ARGUMENTS:

For:

For more than 30 years the State of Michigan has
demonstrated acommitment toprovidemoreaffordable
housing opportunities to its low-income citizens
through the Michigan State Housing Devel opment
Authority, or MSHDA. Indeed, during committee
testimony the partnership of banks and national |ow-
income housing devel opment consortiawhowork with
MSHDA asserted the ongoing professionalism of the
agency’ sstaff, and noted the high regard with which it
isregarded among agencies of its kind throughout the
country. This legidation will allow MSHDA to
continueitsmission. Itisnecessaryin order to update
the income dligibility and housing purchase price
limits, limitswhich are cast in statute and which must
periodically be raised by the legidature, customarily
every three years. It would also allow more housing
development in impoverished rural aress of the state,
sinceit wouldincreasefrom fivepercent, to 10 percent,
the proportion of the state’s low income housing tax
credit authority that could be directed to rural housing
projects.
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Against:

Thirty years ago when MSHDA was created, the
agency was intended to spur the development of
housing for low-income people. Now the sate
authority isin the business of subsidizing housing for
people who are hardly destitute; those who could,
indeed, beregarded asmiddle-class. In the past when
MSHDA collected the proceeds from its bond sales,
priority was given for low-income applicants for 120
days. Thishill wouldwesken that prioritizing custom,
and insert 60 days, instead. Thiswould direct more of
the state housing authority’s limited pool of funds
toward higher-income families.

Response:

According tocommitteetestimony, theaverageincome
of MSHDA'slow-income clientsis near $25,000, and
lessthan five percent of the agency’ sloansare madeto
people who earn more than $40,000. MSHDA's
mission was, and remains, to provide affordable
housing opportunities. It does that through home
improvement loans, single family home mortgages,
multiple-family homeloans, and al soby administering
abroad variety of federal programs. The changefrom
120 to 60 days, during which a portion of the
authority's funds are ear-marked for those with
incomes at or bel ow 55 percent (soon 60 percent if the
bill passes) of the statewide median, seemsto dilutethe
agency’s mission, but it does not. According to
committee testimony, the 120-day restriction
unintentionally, if counter-intuitively, servesto thwart
theprogramfor whichitisdesigned, sinceit deniesthe
agency theflexibility it needsto enter the market when
interest ratesarelowest. Locked into higher ratesthan
could be available, the agency must pass those higher
rates along toitsclients.

Against:

According tothe Mackinac Center for Public Policy in
an article entitled “Don't Expand State Housing
Program” that appeared in the Detroit News (5-4-00),
theMichigan State Housing Devel opment Authorityis
astate agency that sellsbonds and usesthe proceedsto
provides loans to developers who erect low-income
housing and providessubsidiesin theform of loansand
mortgage credit certificates to individuals who buy
homes. While this is a laudable purpose, the center
points out that MSHDA lends its money for low-
income housing projectsthat the private sector would
finance anyway. In doing so, the agency usesits tax-
free government status to compete with standard,
taxpaying for-profit lenders and subsidizes well-off
developers with loans at artificially low rates of
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interest.  Further, the agency's programs do not
substantiallyincreasethestock of | ow-incomehousing.
For example, the private sector provides about 93
percent of the low-income housing in Detroit.

POSITIONS:

The Michigan State Housing Development Authority
supportsthehill. (5-5-00)

The Michigan Bankers Association supports the hill.
(5-8-00)

The Michigan League of Community Banks supports
the bill. (5-5-00)

The Michigan Association of Home Builders supports
the bill. (5-5-00)

TheMuichigan Housing Council opposes sectionsof the
bill. (5-5-00)

Analyst: J. Hunault

mThis analysis was prepared by nonpartisan House staff for use by
House members in their deliberations, and does not congtitute an
official statement of legidative intent.
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