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			August 9, 2024
[bookmark: _Hlk174024481]Marcea Barringer, Supervisory Policy Analyst 
Attention: Duty to Serve 2025- 2027 RFI
Federal Housing Finance Agency
Ninth Floor
400 Seventh Street, S.W.
Washington, D.C. 20219.

Re: Request for Input: Fannie Mae and Freddie Mac Proposed 2025 - 2027 Duty to Serve Plans
Dear Supervisory Policy Analyst Barringer,
The following comments are in response to the Federal Housing Finance Agency’s (“FHFA”) Request for Input (“RFI”) for the Fannie Mae and Freddie Mac Proposed 2025 - 2027 Duty to Serve Plans.[footnoteRef:1] [1:  See the Request for Input (RFI) issues on May 10, 2024 at https://www.fhfa.gov/programs/proposed-2025-2027-DTS-underserved-markets-plans.
] 


I am submitting these comments on behalf of the Woodstock Institute.  Woodstock conducts research and advocates for consumer financial protection and community economic development. Our work seeks to combat structural inequities and improve the quality of life in low-income neighborhoods and communities of color.  Woodstock Institute is a 51-year-old research and policy organization with a long history of regulatory advocacy dating from the 1975 Home Mortgage Disclosure Act (HMDA) and the Federal Community Reinvestment Act (CRA) two years later, to the Illinois Predatory Loan Prevention Act (PLPA) and Illinois Community Reinvestment Act in 2021. 
Personally, I have also engaged in decades of research and policy initiatives beginning with working on both HMDA and the CRA aimed at expanding the housing opportunities and financial equity of minority and low- and moderate-income communities and households.  Additionally, I have provided expert witness and consulting services in over 100 fair housing cases, with a significant portion of those cases related to the denial of housing opportunities because of a property owner’s refusal to accept Housing Choice (Section 8) Vouchers or count an applicant’s disability income.  
These comments focus on the rental housing affordable goals of Fannie Mae and Freddie Mac which have historically failed to adequately expand and preserve affordable housing opportunities.  These comments are particularly related to the multifamily affordable housing plans in terms of the missed opportunities to expand and preserve affordable housing opportunities in urban areas outside of the existing concentrations in minority and lower-income communities.  Woodstock believes these comments can provide a valuable role particularly in response to the question “Are there other additional activities and objectives the Enterprises should consider adding to their Plans?”[footnoteRef:2] [2:  Under the heading “Stakeholders are being asked to provide feedback on the following questions” this is question #5 in the RFI. ] 

While both Fannie and Freddie define a great gap in providing affordable housing in areas of opportunity, they both fail to consider the value of requiring financed properties to accept Housing Choice Vouchers and not discriminate against other income sources (such as disability income) as a condition for purchasing multifamily property mortgages.  This would add greatly to expanding the affordable rental market, especially as it relates to their multifamily goals for Residential Economic Diversity (RED) goals and activities.
Generally, sources of income subsidies that travel with the households (tenants) and are NOT attached at a fixed level to the properties by government programs (LIHTC, project-based Section 8, and many of the state and local affordable housing programs that are part of the Fannie Mae/Freddie Mac goals) offer opportunities for renters to move to communities of opportunity and occupy units with market rent levels beyond their base income affordability levels.  This offers significant advantages in expanding the plans and goals for Residential Economic Diversity (RED) which seem abysmally low.  
Increasingly, Housing Choice Vouchers are becoming the main base for providing public housing, replacing blighted and deteriorated properties, and deconcentrating the levels of public housing in minority and lower-income communities in urban areas.  This creates the opportunity to allow voucher holders to “move to opportunity” as the HUD slogan goes.  Vouchers can help overcome several obstacles to creating and preserving affordable multifamily housing units:
· Vouchers can be used in market rate properties (the vast majority of Fannie Mae and Freddie Mac’s rental property purchases) in areas of opportunity where affordable housing is most lacking;
· Because Fannie Mae and Freddie Mac require properties to certify that they provide housing that meets local codes and that provides safe and sound housing, this makes it easier for the properties to be approved by HUD for voucher holders (which may be especially important for new construction where the properties are in areas of growing opportunity resources for employment and health, etc., but where market rents and housing costs make it harder to produce affordable units);
· Vouchers can help provide housing in areas where local opposition to project-based Section 8 developments poses a substantial barrier to creating and preserving these units; 
· While LIHTC properties are the largest source of affordable housing supported by Fannie Mae and Freddie Mac, they often do not provide the support for extremely low-income households (less than 30% of the adjusted area median family income) that is provided in the Housing Choice Voucher program; 
· While some state and local laws and ordinances require multifamily properties to accept vouchers and/or not discriminate against source of income (as in Illinois), a requirement to accept vouchers and not discriminate against source of income written into the titles and covenants of properties supported by Fannie Mae and Freddie Mac would create a direct financial incentive to expanding the opportunities for voucher holders in the conventional market; and,
· Fannie Mae and Freddie Mac are the prime source of financing for large new rental complexes that are generally located in suburban areas where affordable housing is scarce.  Requiring these properties to accept vouchers and not discriminate against other sources of income (especially when the properties are not built or rehabilitated under existing LIHTC requirements, are not project-based Section 8 properties, or are not part of other state and local programs) would add significantly to Fannie Mae and Freddie Mac’s roles in providing and maintaining affordable housing where it presently does not exist or is very limited.  
 
To support this position as a logical requirement for purchasing loans, we have inserted quotations from the Fannie Mae and Freddie Mac plans that indicate how they have identified needs that could be well-served by requiring properties to accept vouchers (examples highlighted in boldface and underlined) but how they have stuck to supporting only properties with fixed affordable unit requirements (examples highlighted in gray and in italics).  In some places, we have also inserted comments within parentheses and in calligraphy typeface).  
Freddie Mac is generally less robust in expressing confidence in its goals than Fannie Mae - but both use essentially the same programs such as the LIHTC, project-based Section 8, and the USDA Section 515 subsidy programs that are based on allocations to specific properties.  State and local programs also rely heavily on project-based incentives.  Some of these programs may include tenant-based mobility across the general market created through Housing Choice Vouchers and other sources of supplemental income though we cannot tell from Fannie Mae and Freddie Mac’s plans.  It seems that Fannie Mae and Freddie Mac are not invested significantly in tenant-based sources of income since their plans are focused on project-based units and they identify no plans, or any defined focus related to supporting tenant-based sources of income.  This extreme focus on project-based allocations eliminates the opportunities created by providing access to tenant-based voucher and supplemental income programs across the full housing market.  Moreover, these supplemental income programs are much more likely to assist extremely low-income households and individuals. 
Imposing a requirement to accept Housing Choice Vouchers and other supplemental forms of income would not increase the number of households receiving these supplements, but it would open a wide range of opportunities that would expand the impact of the RED activities of both Fannie Mae and Freddie Mac.  Presently, the history and targets for these RED activities are abysmally small.  In 2027, the target for Fannie Mae is just 4,100 units (lower than the three-year average of 4,708 units from 2021-2023).[footnoteRef:3]  The target for Freddie Mac in 2027 is 5,800 units, but this is just 463 units more than the adjusted average for 2021-2023.[footnoteRef:4]  Also, Freddie Mac’s description of its RED programs is much more oriented toward properties in areas of extreme poverty and existing minority concentration than toward options under RED for providing units in areas of opportunity. [3:  See page 93 in the Fannie Mae Proposed 2025-2027 Duty to Serve Underserved Markets Plan at https://www.fhfa.gov/document/fannie-mae-proposed-2025-2027-duty-to-serve-underserved-markets-plan.
]  [4:  See page 131 in the Freddie Mac Proposed 2025-2027 Duty to Serve Underserved Markets Plan at https://www.fhfa.gov/document/freddie-mac-proposed-2025-2027-duty-to-serve-underserved-markets-plan.
] 

How the Requirement to Accept Vouchers and Not Discriminate Against Source of Income Could Be Incorporated in the 2025-2027 Plans
Because there currently is no requirement for market rate projects to accept Housing Choice Vouchers and to not discriminate against a renter based on one’s source of income, there are no data that can be used to set plan goals for 2025.  To build a base for sound goals in the future, we recommend that Fannie Mae and Freddie Mac develop a process such as the example below:
1. Require that as a condition of selling multifamily mortgage loans to Fannie Mae or Freddie Mac, the condition of sale should require a covenant in the title that for all purchases beginning in 2025 the property will accept Housing Choice Vouchers and not discriminate against an applicant’s source of income;
2. All market rate properties selling to Fannie Mae and Freddie Mac in 2025 and in subsequent years must state in all marketing and solicitations that the property is open to recipients of Housing Choice Vouchers and other income subsidies, with examples such as disability income.
3. All properties covered by a mortgage sold to Fannie Mae and Freddie Mac beginning in 2025 must report the number of occupants accepted as occupants using Housing Choice Vouchers and other sources income subsidies outside of any units covered by project-based requirements.
4. Fannie Mae and Freddie Mac should analyze the data on tenant subsidized rentals in the properties covered by the mortgages they have purchased in 2025 through 2026 (and as far into 2027 as reasonable) before setting new goals and examine the variations and patterns in the levels of such rentals in order to establish a set of base data that can be used to set goals for 2028 to 2030.  
Examples of Fannie Mae Affordable Housing References in the Fannie Mae Proposed 2025-2027 Duty to Serve Underserved Markets Plan:
Fannie Mae references related to “Affordable Housing Preservation”:
In the introductory statement on affordable housing at page 59:
Our dedicated loan purchase targets provide liquidity to different segments of the single-family market, including loans secured by shared equity and energy-efficient properties, as well as the multifamily market through our support of various government-backed programs that preserve rental affordability (Section 8, Section 515, LIHTC, RAD[footnoteRef:5], and other state/local programs). In a market environment with persistent housing affordability challenges, these loan purchase objectives continue to drive our core business toward our mission of equitable access to homeownership and stable rental housing through preservation. [5:  RAD is HUD’s Rental Assistance Demonstration program for public housing conversion.] 

Under the Strategic Priorities Statement on page 59: 
Use our role in the secondary market to set standards for affordable mortgage programs incorporating principles of consumer protection and equitable housing access into our business and further incentivizing the use of models that maintain affordability for consumers.
At page 65 in the opening statements on its role in the affordable housing markets:
The preservation of existing affordable housing and protecting affordability for current and future tenants is essential to meeting a community’s affordable housing needs. Much of the affordable housing stock is now in need of capital improvements, and much of this stock is also coming to the end of their affordability periods that were established by their initial funding sources. We expect that our Plan commitments to support and expand our programs will result in the preservation of affordable multifamily rental units, which will help mitigate multifamily resident displacement and the loss of critical affordable housing stock.
Federally Assisted Programs in the AHP Market
The multifamily AHP market includes properties that make use of federal, state, or local subsidies, and therefore are subject to a regulatory agreement or recorded restriction that imposes limitations on rents, establishes maximum-income restrictions on tenants, or places other affordability restrictions on the use or occupancy of the property. 
Some examples of programs that fall under this definition include:
• The federal LIHTC program.
• Section 8 and Project-Based Rental Assistance (PBRA) and Project-Based Vouchers.
• USDA Rural Rental Housing Loans under Section 515 (RD 515).
• Other state, local, or federal subsidies that are conditioned on the affordability of some or all the units in the property.
Under “Multifamily Challenges and Needs” at page 70 it states:
HUD survey data reports that in 2021, there were 8.5 million renter households that had very low incomes, lacked housing assistance, and had either severe rent burdens or severely inadequate housing (or both).
At page 71 introducing its section on “Meeting the challenges in multifamily”:
Fannie Mae remains committed to providing a source of stable liquidity to support the creation of new affordable units and the preservation of multifamily properties with federal, state, and local subsidies through 2025 – 2027.
At page 81 under its commitment to meeting affordable housing needs:
Purchase loans secured by properties under State or Local affordable housing programs or RAD properties.
(Here Fannie Mae’s support of multifamily projects is still based on project-based units rather than Housing Choice Vouchers which are mobile and controlled by the tenant – though it does support some deconcentrating of public housing units in some areas under some PHA activities.)
This includes purchases related to HUD’s RAD public housing conversion program:
We will also continue to purchase loans secured by HUD RAD properties, providing essential financing for the preservation of affordable units under this program. Recognizing that the RAD conversion process is facilitated through PHAs, these loan purchases will now be included under the same objective in the current Plan as State or Local programs, versus separate tracking utilized in prior Plan years.

Under its mandate for activities to support Residential Economic Diversity Activity (12 C.F.R. §§ 1282.32 (d)(3), 1282.34 (e), and 1282.36 (c) (3)) it states on page 93:
Fannie Mae will conduct activities within the AHP market that contribute to the Residential Economic Diversity (RED) of communities. Through our loan purchases, we can support the development and maintenance of properties that provide housing affordable to low- and very low-income residents within certain FHFA-defined High-Opportunity Areas. These areas provide meaningful proximity to jobs, public transportation, and quality schools but are often accompanied by housing and living costs that are prohibitively high for low-income households. Efforts to support affordable supply within these neighborhoods promote economic mobility and access to stable housing with community resources.
Examples of Freddie Mac Affordable Housing References in the Freddie Mac Proposed 2025-2027 Duty to Serve Underserved Markets Plan:
At page 98 in its introductory statement on the multifamily market:
Cost burdening is experienced across the income spectrum but concentrated in very low- and low-income households, with 63% to 86% of the lowest income households experiencing cost-burdening. 
In this challenging environment, Freddie Mac’s Duty to Serve affordable housing preservation (AHP) efforts are helping provide liquidity and support safe and sound lending standards for rent- and income-restricted housing that benefits from a range of public subsidies. The debt capital we provide is critical to addressing AHP challenges and needs. 
In the 2025-2027 Duty to Serve Plan, Freddie Mac will continue to advance affordable housing preservation through purchase objectives with targets for LIHTC debt, Section 8, and Residential Economic Diversity (RED) properties, as well as properties that benefit from state and local subsidy programs.
(While there may be some impact through its small RED goals, the commitment is nonetheless focused on projects using programs with fixed levels of affordable housing, many of which do not reach very-low-income households.)




At page 99, Freddie Mac produced the following chart of the share of its purchases over the years related to its affordable housing activities:
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(These are all essentially programs with a fixed level of affordable units built into the property and do not account for its massive role in the market rate multifamily market where the use of Section 8 could create additional affordable opportunities and support economic mobility.)
Under its section on “Affordable Housing Preservation Challenges and Needs “at page 104:
Affordable rental housing preservation: Increased materials and construction costs, high interest rates, elevated insurance costs, and very tight margins on new projects all contribute to limiting affordable rental housing supply. These costs lead to increases in rents that often cannot be supported by very low-, low-, and moderate-income households. As a result, newly constructed properties that are affordable to low-income residents rely on government subsidy and existing naturally occurring affordable housing sees continued rent growth. The result is a substantial market gap, where the 11 million extremely low-income renters who earn 30% of area median income or less have only 3.7 million affordable rental units available to them.
…
Federal programs, primarily LIHTC and Section 8, provide critical support in creating and preserving subsidized affordable housing. There is, however, an imbalance in the need for this type of housing and what the programs can support.
(This ignores the added opportunities that would be created in the market rate multifamily markets if owners were required to accept sources of income such as Section 8 or disability payments.)
Under its goals to “support multifamily affordable housing preservation” at page 105: 
· Provide liquidity to help make home affordable for more households nationwide, including through loan purchases for properties that benefit from: 
· LIHTC 
· Section 8 
· State and local subsidy programs 
· Provide liquidity to support properties that support Residential Economic Diversity (RED) in high opportunity areas. 
At page 121 under its multifamily goals:
The LIHTC program is the primary resource for supporting the creation and redevelopment of affordable housing for middle, low-, and very-low-income households.
(This minimizes the Housing Choice Vouchers which are part of HUD’s RAD program that can deconcentrate areas impacted with public housing as well as minimizing the opportunities for lower-income renters to move into market rate units if owners were required to accept the vouchers.)
At page 127, Freddie Mac defined both project-based Section 8 and individual tenant vouchers as critical factors in creating and sustaining affordable rental units:
The Section 8 program is one of the most important tools for providing low- and very-low-income income tenants access to safe, decent, and affordable housing. Project-based and tenant-based Section 8 vouchers support more than 1.4 million dedicated rent-restricted affordable units within multifamily properties.
At page 129 under “Anticipated Market Challenges:
Section 8 is often combined with LIHTC to maximize the benefits of each program and improve project feasibility and affordability, and therefore fluctuations in the LIHTC market often indicate fluctuations in the Section 8 market as well. 
Despite the importance of the program, limitations in Congressional funding, the hesitance by some building owners to use the program, and administrative hurdles limit the number of Section 8 units needed to meet market demand. Because of these limitations, Freddie Mac is faced with a fixed but relatively stable supply of Section 8 units in any given year, which impacts our ability to continually increase purchases in this market especially in a market that is substantially reduced in size. Despite limitations, Freddie Mac will continue to play a vital role in ensuring that these affordable units still reach the market.
(Freddie Mac uses Section 8 for project based and LIHTC properties - and state and local projects - but fails to open the market rate properties to the use of Section 8 vouchers.)
At page 130 under its commitment to supporting “Residential Economic Diversity (RED):
Freddie Mac is committed to supporting affordable, safe, and decent multifamily housing and promoting economic diversity in high-opportunity areas and areas of concentrated poverty. The Duty to Serve evaluation guidance defines Residential Economic Diversity (RED) as affordable housing in a high-opportunity area or mixed-income housing in an area of concentrated poverty. High opportunity areas include HUD-designated Difficult Development Areas with specified poverty rate caps or areas designated in state or local Qualified Allocation Plans (QAPs). Areas of concentrated poverty include HUD-designated Qualified Census Tracts (QCT), which have 25% or higher poverty rates or where 50% of households are at or below 60% area median income (AMI), or Racially or Ethnically Concentrated Area of Poverty (R/ECAP). Promoting economic diversity through affordable housing in high opportunity areas and mixed-income housing in areas of concentrated poverty is consistent with Freddie Mac’s charter to provide liquidity and stability to the market and our mission to promote sustainable communities and social and economic development.
(Clearly Freddie Mac is concentrating on adding economic diversity to lower-income and poverty areas [which might result in unwanted gentrification rather than sustained diversity] but skirts past the role in adding lower-income households in opportunity areas even though this is part of the RED obligation.)
While it had increased its purchases in this area in the past, at page 132, the proposal states:
Beyond constraints on the overall market, affordable multifamily housing in high-opportunity areas and mixed-income housing in areas of concentrated poverty is further constrained by geographic and development opportunities, zoning and land use policy limitations, and high land costs in high-opportunity areas. Given that we have already reached a high level of loan purchases in the RED market and the limited and unpredictable number of borrowers seeking financing in these areas, Freddie Mac’s will likely not be able to demonstrate continuous increased growth in our RED objective.
…
Affordable housing units high-opportunity areas and mixed-income units in areas of concentrated poverty are often constrained because of high housing demand, high land and development costs, zoning and land use policies that limit multifamily development, limited available subsidy, and other challenges. These constraints have a particular impact on rent-restricted affordable units. Development challenges in high-opportunity areas and areas of concentrated poverty can limit the number of available loans in the market, which impacts Freddie Mac’s RED purchasing goals. We remain, however, committed to uncovering opportunities for the creation and preservation of affordable housing that promote RED in these areas.
(The statement is highlighted in boldface because one of the ways that Freddie Mac could expand this market is through requiring all market rate properties to accept Section 8 and other forms of supplemental income.)
At page 133 under purchases under state and local affordable housing programs:
State and local affordable housing programs generally fall into two categories: production-based and tenant-based programs. On the production side, programs generally achieve affordability goals by either incentivizing or requiring rent-restricted units or by developing additional funding streams for the creation and preservation of housing. The production-level programs often utilize tools like housing trust funds, taxes, bonds, fees, and other financing structures to incentivize the creation of affordable units. Often state and local programs require or incentivize additional affordable units as part of a wider effort to increase the housing supply, as is the case with density bonus programs. On the tenant side, state and local programs provide direct rental assistance, renter tax credits, or subsidized housing but often focus on special populations, like people experiencing or at-risk of experiencing homelessness, veterans, seniors, and people with disabilities.
(These state and local programs overall are the largest part of Freddie Mac’s multifamily affordable housing programs as indicated in the chart on page 99.  It does not appear that Freddie Mac’s programs focus on subsidies (supplemental income) attached to the tenants rather than the properties in spite of the statement above that some of the state and local programs provide “direct rental assistance”.  Indeed, in describing the market it serves, Freddie Mac defines it as the “creation and preservation of rent-restricted, middle, low-, and very-low-income affordable multifamily housing” (at page 133).  Moreover, as indicated in the statement below, many of these state and local programs rely on project-based subsidies through both the LIHTC and Section 8 programs.)
Freddie Mac routinely invests in properties with these state and local programs, often, but not always, in conjunction with our LIHTC and Section 8 business.
However, at page 134 under challenges:
Given a reduced market opportunity, the number of units we finance cannot continue to grow while maintaining safe and sound lending practices.
(The risks identified relate to conditions and programs related to property-based affordable housing and while market rate rental housing may experience some of the same constraints, opening that market to tenants with income supplements would expand the opportunities in affordable market in any event.)  
Finally, at page 136, under its activities to expand loan purchases that support small multifamily properties (5-50 units):
Freddie Mac Multifamily has pioneered several securitization programs designed to extend liquidity to Duty to Serve qualifying small financial institutions as well as other lenders, such as those that provide debt capital for 5–50-unit properties.
(Freddie Mac’s Q-Deal structure is a new program with many challenges and no mention of how affordable units would be defined or included.)

Submitted by,
Calvin Bradford
Senior Research Fellow
Woodstock Institute
67 East Madison Street, Suite 2108 | Chicago, IL 60603 | 312-368-0310 | woodstockinst.org 
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