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Lisa Tapper

Re:

Request to Change Bylaws of the Affordable Housing Commission



Follow Up from the 4/7/2009 Meeting

________________________________________________________________________________

The Affordable Housing Corporation of Lake County (AHC) is requesting approval to change the bylaws of the Lake County Affordable Housing Commission (Commission).  This item was initially discussed at the 4/7/2009 meeting of the Health and Community Services Committee.  This memo provides additional information per the request of the Committee.

Requested Amendment & Summary of Rationale

Appointment of the AHC Board of Directors (Article 1, Section 3, item 3.7) currently gives the Commission the authority “To appoint a minimum of a simple majority of the members of the Board of Directors of its companion 501c3 agency, working in consultation with said Board of Directors”.  AHC is requesting that this item be changed to allow the Commission to appoint a minimum of 25% and a maximum of 49% of the AHC Board of Directors.

The rationale for the current bylaws is that it provides the Commission and County some control over the agency administering the Commission.  Historically, this item has been desired by AHC as well because it provides for Instrumentality of Government status, and this has allowed the agency to obtain certification to provide secondary financing in conjunction with FHA loans through its mortgage assistance programs.  Two trends have occurred that now make Instrumentality of Government status no longer a necessity, and in fact, an impediment.

(1)  AHC’s mortgage assistance programs have evolved over time to better suit consumer needs and respond to changes in the housing and lending industries.  At this point in time, Instrumentality of Government status is no longer needed to effectively operate our programs.
(2)  AHC’s Board of Directors has made the decision to apply for certification as a Community Development Financial Institution (CDFI) through the U.S Treasury, which would have several benefits as described below.  However, CDFI certification in unattainable for entities designated as an Instrumentality of Government or that can in any way be interpreted as being under government control.  
Relationship of the Commission to Corporation

See attached organizational chart for a description of the relationship of the Commission to the Corporation.  Below is the projected allocation of staff time and budget for the program year beginning 5/1/09.  Our total anticipated budget is $480,000.

	 
	Commission Admin
	Corporation Admin
	Homeowner Programs
	Rehab Programs
	Inspection

Contracts

	Executive Director
	38%
	22%
	25%
	15%
	0%

	Homebuyer Administrator
	0%
	0%
	100%
	0%
	0%

	Housing Counselor
	0%
	0%
	100%
	0%
	0%

	Rehab Loan Administrator
	0%
	0%
	0%
	100%
	0%

	Rehab Specialist
	0%
	0%
	0%
	89%
	11%

	Office Administrator
	20%
	20%
	45%
	15%
	0%

	Cost Per Program

Percentage of Total Cost
	$50,000

10%
	$44,000

9%
	$212,000

44%
	$170,000

36%
	$4,000

1%


AHC provides extensive reporting to the County of Lake as described below.  The proposed bylaw changes would in no way impact this reporting schedule.
· Monthly financial reports for the organization and every funded program area (including the Commission).  Contract payouts are dependent upon these reports.

· Quarterly narrative reports for all HOME and CDBG funded programs on program accomplishments.

· Vouchers and back-up documentation for every homebuyer and rehab loan closed.

· Annual updates on accomplishments, budgets and projected activity via the HOME, CDBG and AHP application processes.
· The Commission bylaws state that a minimum of two County Board members will serve on the Commission; currently there are actually four (Bassi, Carlson, Kyle and Pedersen).  AHC updates are provided at every Commission meeting (six times annually), providing ongoing insight and input into AHC operations.
· The Commission bylaws state that an annual report shall be made to the full County Board.
Funding Sources and Funding Trends
Housing agencies such as AHC have always heavily relied on two primary sources of funding: HUD (allocated via the local county or city) and the Illinois Housing Development Authority (IHDA).  Other major sources have simply not existed.   

AHC has two budgets: 
· An operational budget for staff, rent, office expenses, etc.  Historically, AHC’s operations were funded entirely by the County.  Today, County funding represents approximately 75% due to AHC’s diligence is generating fee and counseling revenue.  

· Monies are also raised to fund the home purchase and home rehab loan programs that directly benefit the consumer.  Historically, these monies were funded exclusively by the County.  Today, the rehab program receives 32% of its loan funds from its private lender partners.  The homebuyer program receives approximately 90% of its funds from IHDA and its private lender partners.

Although AHC has a consistent track record of strong performance, County dollars have continually declined over the years due to decreases in federal funding, shifting priorities and increased competition for funding.

Between 1998 and 2001, Commission funding was around $85,000.  Since that time, it has steadily declined and has remained at approximately $50,000 for the past three years.  
County funding for operating Homeowners Rehab Program also continues to decline, with a $34,000 decrease in the just the past year.

Until 3 years ago, AHC relied exclusively on the County to fund it homebuyer programs (both admin and loan costs) at a cost of $6,000 per loan.  Upon the creation of the Affordable Plus Mortgage program, AHC decreased its funding to $3,000 per loan while simultaneously leveraging $47,000 per loan from the Illinois Housing Development Authority (IHDA) and private lender partners.  This was a decision AHC intentionally and responsibly made in recognition of the unreliability of County funds and our own need to diversify our funding base.
Funding from IHDA Trust Fund for our homebuyer programs has long been a consistent source for loan funds (IHDA does not fund admin costs).  However, as the IHDA Trust Fund is funded by revenues from the Real Estate Transfer Tax, funds were abruptly unavailable last year when the economic crisis hit, leaving many projects and programs at a standstill.  This caused AHC to further examine its need to diversify its funding.

Housing agencies such as AHC have rarely been successful in soliciting large amounts of traditional foundation donations or United Way funds because our work does not have a typical nonprofit “feel” to it.  The few national and regional foundations that did exist have disappeared or changed their priority areas.  Realistically, at most, we might receive an occasional $1,000 to $5,000 grant from a local bank to support operations.

AHC’s Strategic Goals and Lending as a Core Competency
As noted above, funding trends urged AHC to pursue new sources of funding.  Simultaneously, consumer needs were changing as well.  Historically, AHC offered the First-Time Homebuyer program (FTHB), which provides $5,000 is downpayment and closing costs assistance to low-income buyers.  As the lending industry changed and housing prices continued to soar, a basic downpayment assistance program began to be inadequate.  We realized we needed a program that could provide assistance with out-of-pocket costs, lower the monthly mortgage payment, strengthen personal financial management skills and offer the safety net of a foreclosure intervention component.  As such, we created the Affordable Plus Mortgage (APM).  Every APM has up to $15,000 in 0%-interest deferred financing provided by our government partners (County and IHDA), as well as up to $35,000 in 4%-interest financing provided by our private lender consortium.  This has the impact of eliminating mortgage insurance and lowering fees and interest charges.  The average APM buyer has a mortgage payment approximately $275 less than a household that receives a typical market-rate loan.  In addition, all APM buyers receive comprehensive education and counseling, and foreclosure intervention in the event of a 30-day delinquency.

The addition of the APM exponentially grew our lending competency – not only in terms of dollars, but it also catalyzed us to develop more sophisticated policies and procedures for our lending programs.  AHC has been a loan originator and servicer since 1995.  Our loan portfolio is over $7 million and includes the below.

· FTHB loans of about $3 million.  These are small interest-free deferred loans funded by our government partners.  
· APM portfolio of about $2.4 million.  In order to implement the APM, AHC created a private lender consortium to fund up to $35,000 of every loan, and this helped almost 90 homebuyers during a two-year period.  We anticipate creating similar loan pools every two years for the APM program.  

· Homeowners Rehab Program portfolio of about $1.2 million.  This includes interest-free deferred loans that have been funded by the County since 1998, as well as an amortized programs funded with a lender pool that operates just like the APM pool.  As with the APM, we anticipate creating an ongoing series of lender pools every two to three years.

· Additional Homeowners Rehab loans with a portfolio of about $640,000.  These are deferred loans that AHC assumed from Lake County Housing Authority when the County asked AHC to administer the program in 1998.
Recognizing that lending was one of core competencies and something that separates us apart from other agencies, AHC determined it would intentionally use this skill and our existing lending models as a means for program and financial growth. 
As AHC began to consider means for implementing its strategic goals, our sense of urgency was heightened by the dramatic and frightening impact of the current economic crisis.  As we researched solutions and held conversations with our stakeholders, one of our key lender partners suggested we consider exploring the Community Development Financial Institution Fund through the U.S. Treasury Department.

About CDFIs
The CDFI Program was founded under the Reigle Community Development and Regulatory Improvement Act of 1994 to use federal resources to invest in and build the capacity of local CDFIs to serve low income people and communities lacking adequate access to affordable financial products and services.  Since inception, the Fund has made more than $500 million in awards to loan funds, banks, credit unions, and community development venture capital funds. These funds can be used for a variety of community and economic development purposes such as affordable housing lending and development, job creation, business loans, basic banking services, alternative loan services, etc.  

CDFI certification would offer AHC the following benefits.

· Access to significant loan monies from a new revenue source.  In the first year, AHC would be eligible to apply for up to $500,000 to be used for consumer loans.  We intend to use these to expand our APM program.  In future years, AHC would be eligible to apply for up to $2 million.  These monies might be used for additional home purchase or home rehab loans, or to create other programs based on emerging consumer needs.
· Access to new operation monies.  CDFIs can apply for up to $100,000 annually for technical assistance to support operations (although it’s unlikely an organization would be funded every year).  We were just awarded $99,325 to help us establish and launch a CDFI.  
· An opportunity to serve more households.  An additional $500,000 annually would allow us to serve 75 APM buyers annually versus 50.  As we become eligible to apply for as much as $2 million annually, we would be able to serve even more households.  It is unlikely that Lake County would ever be able to offer this type of annual allocation through the HOME, CDBG or AHP programs.

· The ability to leverage additional funding from the private lending community.  In speaking with our lender partners about the possibility of applying for CDFI certification, we were universally encouraged to do so.  Because CDFIs are regulated by the U.S. Treasury (and thus considered a safer risk), it would make AHC’s lender pools more fundable to local banks.  Some of our existing lender partners noted that they would be able to invest more if we were a CDFI, and that we would have to go through a far less cumbersome approval process.  We also believe there are some banks that currently do not participate that would do so if we were a CDFI.  Further, some CDFIs also leverage monies from large foundations and churches that make program-related investments; this is something we anticipate exploring a few years from now.
· Opportunity to grow servicing revenue and create organizational financial stability.  Because of the challenges with operations funding, AHC has adopted creating servicing revenue as part of its long-term strategic plan.  Currently, we administer the lender pools at no cost to the investors.  As of 5/1/09, we will be charging a servicing fee on the new APM and Rehab lender pools we are creating.  Our initial $2 million APM pool would produce nearly $66,000 in revenue in the first two years alone.  Servicing fee revenue will grow as AHC’s lending portfolio grows.  For example, servicing revenue on a $10 million dollar portfolio would produce $375,000 in annual revenue.  Although it will take several years to grow the portfolio and market conditions can never be fully predicted, it is clear that that this model has the potential to be a significant revenue source for AHC.  Anecdotally, it appears that most CDFIs are more than 50% self-sufficient through their servicing revenue.  Importantly, it is revenue that is produced entirely by the private sector, and it is in a form that our lender partners deem acceptable as it meets industry standards.  In addition, this would be unrestricted revenue that can be applied where needed.
· Other benefits to the County.  The current credit crisis demonstrates the wisdom of having a local CDFI, as it sets up a nonprofit lending capacity that can be utilized for a variety of lending needs.  Further, only CDFIs have access to New Market Tax Credits, which can be of great benefit to economic development goals. 

Implications of Not Receiving CDFI Certification

Like many nonprofits, AHC has struggled with a “hamster on a wheel” lifestyle for many years.  The changes in funding trends and current economic crisis highlight how vulnerable our agency is.  We have already begun to see other community development agencies lose staff, and at a time when these organizations are most needed.  It is nearly impossible to maintain AHC by seeking grants, let alone attempting to grow.  Enhancing our self-sufficiency through lending programs is logical and realistic given our core competencies and capacities.  There is no other program or service that offers AHC this opportunity.  Although AHC can continue its lending programs without CDFI certification, persons served and dollars generated will both be far less and happen more slowly.

Summary of Benefits to the County

CDFI certification would realize significant benefits for AHC and Lake County.  Although we will likely always been seeking at least small amounts of funding from the County as a means of leveraging State and private funding, we would ultimately seek far less County support.  CDFI certification means more resources available to the County from other public and private partners, and more households served.  CDFI certification translates into far greater sustainability for a valuable community nonprofit, and new opportunities for as-yet-unexplored services.  As always, thank you for your consideration and ongoing support.  Please contact me at 847/263-7478 or ltapper@ahclc.org if I can answer any questions.
