Statement of Susan Whetstone
Interim President-Executive Director
Connecticut Housing Finance Authority
Monday April 4, 2011
Before the Appropriations Committee

On Raised Bill No.1125
An Act Implementing Recommendations of the
Commission on Enhancing Agency Outcomes

Senator Harp, Representative Walker and Members of the Appropriations Committee,

1 am grateful for the opportunity to comment on Raised Bill No. 1125 and its impact on the
Connecticut Housing Finance Authority (CHFA) — specifically replacing CHFA and other quast

_ public authorities, the Connecticut Development Authority (CDA), Connecticut Innovations Inc.
(CII), and the Department of Economic and Community Development (DECD) with a new entity
— the Connecticut Economic Development Authority (CEDA).

CHFA strongly opposes Raised Bill No. 1125.

CHFA was created by the General Assembly in 1969 to alleviate the shortage of affordable
housing for low and moderate income persons and families in Connecticut. It is a quasi-public
authority that issues its own Federally tax-exempt mortgage revenue bonds to fulfill this
statutory mission. The proceeds from these bonds are in turn used to finance affordable

- mortgages for low and moderate income, first time homebuyers and to fund the construction,
renovation and extended affordability of rental apartment homes.

Since 1969 CHFA has issued $14 billion of such bonds to help over 125,000 low and moderate
income households purchase their first home and financed the development of over 35,000
affordable rental homes. It has also leveraged every major federal and state affordable housing
assistance program over this period. The $4 billion of CHFA bonds that remain outstanding, and
new CHFA bond issues, are rated AAA. CHFA receives no appropriations from the State of
Connecticut to support its lending programs and operations. .

CHFA is also Connecticut’s Federal Low Income Housing Tax Credit allocating authority. It
allocates over $55 million annually in funding for the development of affordable rental homes.

All of these affordable housing activities also support economic growth in our State. Based on
recent CHFA experience, each $1.00 invested in the development of affordable rental homes
generates $1.52 in new economic activity and $0.13 in new revenue for the State.

Recommendations of the Commission on Enhancing Agency Outcomes propose replacing

CHFA with a new economic development authority which will have a significant and immediate
negative impact on access for low and moderate income families and individuals to affordable
homeownership and the development of new affordable multifamily rental homes. These impacts



are magnified by the timing of this proposal — offered when municipal public finance markets
and housing bonds are experiencing historic levels of turmoil and uncertainty.

The proposed new CEDA would replace CHFA’s decades of experience and acceptance in the
marketplace at a time when financial markets are uncertain about both public finance and
housing bonds, with a completely unknown entity. This means CHFA, as a strong independently
rated AAA financial authority, would disappear. Its successor will not retain CHFA’s AAA bond
rating and it is unlikely that this new entity would be granted a financial rating for some time. As
a consequence:

o Should the new entity be denied access to the capital markets until it is rated, financing
for affordable single family home mortgages and multifamily rental home development
could be unavailable for an indefinite period;

o Should the new entity be rated at less than AAA, it will incur increased borrowing costs
for affordable housing, This would result in decreasing the availability of lower cost
mortgage financing for affordable single family home mortgages and multifamily rental
home construction.

»  This could result in a 1% increase in CHFA’s borrowing costs that would reduce
the amount that could be mortgaged for the development of affordable rental
homes by more than $1,000,000 for each $10,000,000 borrowed.

Moreover, we believe the réplacement of CHFA does not achieve or further the objectives
contained in the Commission on Enhancing Agency Outcomes report. Specifically, the
Commission recommends a reorganized economic development entity modeled after similar
efforts ini the states of Massachusetts and Virginia. However, housing finance agencies in
Massachusetts and Virginia are independent entities uniquely focused on the provision of
affordable financing almost identical to CHFA.

CHFA is a strong and independent authority that has helped tens of thousands of our residents
obtain affordable homes and spurred economic activity. which has helped provide needed
employment and generated millions in state tax revenue.

Due to its long history of effective service and financial strength CHFA has managed to weather
recent storms in the nation’s financial and housing markets, maintaining its strong position and
presence. CHFA is currently positioned to stay a strong asset available well mto the future to
continue to generate even more affordable housing, jobs and state revenue.

Raised Bill No.1125 places all of this in direct jeopardy.

For these reasons CHFA strongly opposes this bill.



Background on
Increases in CHFA’s Borrowing and Business Costs

A 1% rate increase in CHFA’s lending rates is not inconceivable. It will depend on how potential
investors assess the risks associated with housing bonds issued from any newly constructed
authority. In this new “replacement” authority, CHFA’s rating as a housing finance authority
would no longer exist so the impact would be significant. The costs of managing CHFA’s
outstanding debt could be expected to rise by 25 to 50 basis points plus additional capital
charges. These costs also need to be borne by CHFA's borrowers. Additionally, this new entity
would be an entirely new credit. It will need to be evaluated by credit rating agencies and a new
rating established. This could take several months and the entity would not be able to issue
bonds to fund programs until this process is complete.

Impact on First Time Home Buyers, on the Connecticut Market
and on the Connecticut Economy

CHFA issues bonds to finance mortgage loans for first-time homebuyers and funds more than
1,900 home purchases each year. A 1% increase in the borrowing rate would add about $1,200
per year to the borrowing cost of a typical CHFA first time homebuyer, driving many low
income and moderate income families out of the market. Many purchases that are financially
feasible for a low or moderate income family in Connecticut today would no longer be possible,
creating a negative ripple effect which begins with the family newly priced out of the markets
and carries through Connecticut’s struggling economy.

Clearly, the first losers in this scenario would be families suddenly priced out of the home
market. Single family home ownership, a foundation for family stability and financial security,
would suddenly be beyond their reach. These families, however, would not be the only victims.
The sale of a starter home to one of CHFA’s customers begins an important chain reaction
through the economy as the first time home purchase can enable a series of subsequent home

“purchases and the economic activity associated with them ~ from real estate commissions,
through furniture and appliance sales, to new home construction - as well as the tax revenue —
conveyance, sales, local property, etc. — that is paid to Connecticut’s state and local
governments. In the current weak market these first time homebuyers are an even more critical
factor.

Impact on the Availability of Rental Homes
for Low and Moderate Income Individuais and Families

Each year, CHFA also funds the construction and rehabilitation of 500-1,000 affordable rental
apartments in projects throughout the state. It issues bonds to finance some of these
developments. A 1% increase in borrowing costs to CHFA, as in the case of single family
lending, would increase mortgage rates for multi-family borrowers and therefore decrease their
ability to create rental home opportunities for Connecticut residents of low and moderate income.
Also as in the case of single family home financing, the negative impact of increased mortgage
rates would first be felt by individuals and families in need of safe, clean and affordable housing.
But this already vulnerable group would only be the first to suffer.



A 1% increase in multi-family financing costs from CHFA would reduce the amount that could
be mortgaged for the development of affordable rental by over $1,000,000 for each $10,000,000
borrowed at current interest rates, creating funding gaps — the difference between the funds
feasibly available for development and the development’s financial needs — for apartment
proposals that could only be filled by additional subsidies (no interest loans or grants) at a time
when historically available subsidies have been reduced and, in some cases, eliminated.

The proposed replacement of CHFA would increase affordable housing borrowing costs for the
new entity and would also decrease all of the outcomes described above at a time when these
outcomes are important to Connecticut’s economic recovery.

Other Adverse Outcomes to the State

CHFA has over $4.0 billion in bonds outstanding. It must actively manage this debt in light of
changing market conditions, interest rates and mortgage prepayments. A lower bond rating for
any successor entity would hamper its ability to manage this inherited debt, risking its financial
strength and capacity to effectively fund programs.

Also, as its $4.0 billion in CHFA’s outstanding bonds are a direct contingent liability of the
State, a lower bond rating for any successor entity to one lower than the State could raise concem
for the State regarding this liability.

Finally, a significant drop in the bond rating of any successor entity would cause a drop in the
value of billions of outstanding CHFA bonds held by Connecticut investors.
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