


		POLICY DIRECTIONS


	


 (
POLICY DIRECTIONS:
BUILDING STRONGER NONPROFITS IN HOUSING AND COMMUNITY DEVELOPMENT
)



 (
Written for STREN
GTH MATTERS™ by Paul N. Weech
April 2010
)


Building Stronger Nonprofits in Housing and Community Development 
 (
Executive Summary
This paper explores the concept that “strength matters” in the delivery of federal housing and community development resources. It highlights, in particular, the growing roles of strong, high-performing nonprofits in the delivery system. As mission-driven, social enterprises, these strong nonprofits are characterized by capacity, innovation, and strong management principles. As nonprofits grow in scale, they are able to partner more effectively with the government, the private sector, and civic organizations. They are able to step up to address increasingly complex challenges, often working across the silos of various federal programs and agencies as well as those in state and local governments. In many instances, these high-performing nonprofits have magnified their impacts by forming peer-to-peer networks, joint ventures and other collaborative businesses to leverage their collective strength. At the same time, the current set of policies governing the core housing and community development programs are not adequately aligned with the growth and needs of these entities: It is an opportunity lost for the government. The policy prescriptions presented in this paper begin with the recognition that strength really does matter. This paper also explains system changes that could define and reward strength and concludes with a call for a strategy to nurture these enterprises with capital infusions, an increased role in program delivery, and a greater flexibility to manage their portfolios at an enterprise level.  
)


INTRODUCTION
STRENGTH MATTERS™ is sponsored by NeighborWorks® America, the Housing Partnership Network, and Stewards of Affordable Housing for the Future. The vision of Strength Matters is to expand the supply of affordable homes by supporting the expansion of high-performing nonprofit affordable housing developers and owners whose mission is to provide stable and affordable homes - market-driven housing social enterprises that operate with a “double-bottom line” approach that balances mission with sound business practices.[footnoteRef:1] These entrepreneurial organizations serve both as developers and also as long-term owners of our affordable housing resources.  They are central to having the nonprofit sector expand its impact as long-term stewards for quality affordable homes.  Strong organizations with more capital will preserve and produce more housing that is affordable, stable and contributes to the diversity of housing choices in communities across our nation.   [1:  For purposes of this paper “housing social enterprises” are high-performing nonprofit organizations that are primarily focused on the initial development, preservation and long-term ownership of affordable housing serving low-income communities or low-income households.  They are large and small, national, regional, statewide and local.  These organizations are mission-focused and have business models that are driven by rigorous risk management, a focus on sustainable revenues, managing for a return on investment and aggressive cost minimization.  Certain for-profit companies have similar business models.  However, the Strength Matters initiative focuses on nonprofit organizations due primarily to the differences in accounting rules and various preferences/restrictions in government programs that impact nonprofits differently than similar socially conscious for-profit companies.] 


Over the last several decades, a growing group of high-performing nonprofits has emerged in an increasingly prominent position within the housing and community development delivery system. These housing social enterprises are playing a leading role in the development and management of affordable housing and other community assets in their markets. They are responsible stewards of long-term affordable housing, acquiring and recapitalizing the affordable housing stock and preserving it as housing for the future. As they have grown, these organizations have built even greater capacity and scale, adopting new business processes and new levels of business infrastructure that allow them to analyze opportunities, manage risk, raise capital and operate efficiently. As a result of their increasing strength and capacity – but also their commitment to social purpose and mission – the public sector is relying more and more on the high-performing nonprofits to help governments tackle tough housing challenges and to effectively deliver on public policy objectives. They are serving as the lead developer of supportive housing for the homeless, as the preservation entities repositioning particularly difficult affordable properties, as the provider of services to frail elderly and troubled family households, and as a central institution in the stabilization of neighborhoods hammered by foreclosures. These high-performing nonprofits are proving the proposition that strength matters: The stronger these institutions become, the greater impact they are having on the lives of the low-income families they serve and vitality of the low-income communities in which they work. 

Some of these nonprofits are operating on a national scale managing thousands of affordable housing units. Organizations like Mercy Housing, National Church Residences (NCR), Retirement Housing Foundation (RHF), Volunteers of America (VOA), and Preservation of Affordable Housing (POAH) operate effectively over many geographical areas. Others, like BRIDGE Housing in San Francisco, CA, Homes for America in Annapolis, MD, CommonBond Communities in St. Paul, MN, AHC, Inc. in Arlington, VA, Foundation Communities in Austin, TX, Community Housing Partners of Christiansburg, VA, and Community Preservation and Development Corporation in Washington, DC, are developing and managing units across multiple states or over a large regional footprint. And still other very strong nonprofits are prominent in the local metropolitan communities in which they work – organizations like the Phipps Houses in New York, NY, The Housing Partnership in Louisville, KY, Neighborhood Development Services in Ravenna, OH, and the Neighborhood Housing Services of Chicago, IL.  A list of strong rural nonprofit housing organization would include organizations like Self Help Enterprises in California, PathStone based in upstate New York and Community Housing Initiatives in Iowa.  

Additionally, equally large-scale and sophisticated nonprofit lenders referred to as community development financial institutions (CDFIs) have emerged and display the same characteristics of the other high-performing housing nonprofits. These organizations, characterized by The Reinvestment Fund (TRF) operating in Philadelphia and the Mid-Atlantic region; IFF with a presence in Indiana, Illinois, Iowa, Missouri and Wisconsin; the Low Income Investment Fund (LIIF) operating principally in California and New York; Enterprise Corporation of the Delta in Arkansas, Mississippi and Louisiana; and NCB Capital Impact located in Arlington, VA, but serving communities nationwide, have also reached a scale and capacity in their businesses that results in their having an enormous impact on the community development field. 
Many of these high-performing nonprofit developers, owners, managers and lenders have come together in peer-to-peer networks such as the Stewards of Affordable Housing for the Future (SAHF), the Housing Partnership Network (HPN) and NeighborWorks® America (NeighborWorks) to share learning and best practices and to pursue collective and collaborative businesses that magnify their impacts. 

While the contributions of these strong nonprofits and their networks are widely acknowledged in the markets they serve, it remains the case that federal and state policy have not fully embraced the nonprofit sector as a key partner in the provision of housing and community development services, in general, and, more specifically, have not fully taken advantage of the capacity that these stronger organizations bring. 

This paper explores the proposition that a greater reliance on the high-performing, mission-driven social enterprises has the potential to increase the impact of federal and state housing program delivery. This paper makes the case that strength does matter. Strength matters from a public policy standpoint: If government were to rely more on the strong nonprofits with their additional capacity and healthy balance sheets, the public sector could experience more efficient program management and better programmatic outcomes. The missions of these nonprofits and federal, state, and local government are very closely aligned. Public policy should consciously focus on creating a dynamic system that allows organizations to grow and develop the capacity and scale essential to strong performance, effective program delivery and increased benefits to the populations that affordable housing policy is designed to serve. 

Fundamentally, this paper is about the government, the private sector, and the civic world’s investment decision-making. Where should these organizations place their marginal investment dollar to achieve the most cost-effective social return on investment? 

WHAT IS A HIGH-PERFORMING NONPROFIT?
The raison d’être for these high-performing nonprofit organizations is to pursue innovative approaches to solving tough social problems, but their business models are based on the approaches characteristic of for-profit enterprises, including rigorous risk management, a focus on sustainable revenues, managing for a return on investment and aggressive cost minimization. While these entities seek to make a return on their investments, unlike the vast majority of for-profit entities, they do not necessarily seek to maximize profits and have no obligation to distribute dividends to shareholders. Instead, these entities use their returns to sustain and strengthen their organizational capacity and diversify their service offerings, all in pursuit of their missions. The long-term provision and preservation of affordable housing depends on the strength of these entities. These entrepreneurial market-driven nonprofits manage to a “double bottom line,” constantly balancing their important missions with sound business practices. Unlike most private sector actors that have short-term investment horizons and enter investments with planned exit strategies, these nonprofit affordable housing developers and owners look at long-term investment horizons. As such, they are ideally suited to serve as viable, long-term managers of quality affordable homes and contributors to the growth of the communities they serve. 

A high performing nonprofit displays many of the following characteristics: First and foremost, the organization has a record of success accumulated over a number of years. The organization exhibits a high capacity for taking on complicated, larger scale and varied projects. High-performing nonprofits in the development business will often manage multi-project pipelines with replicable transactions, organized toward producing consistent closings over a multiyear period. 

Its ability to tackle tough challenges and succeed reflects a strong, capable management team. That management team relies upon sophisticated and high-quality information systems and manages to outcomes. 

The high performing nonprofit also exhibits strong financial management capabilities. This includes effective budgeting and monitoring of revenues and expenses, as well as a well-managed balance sheet. Good finances result from product and revenue diversification, a strong underwriting and risk management culture, and a focus on the production of cash flows from operations. 

And, most importantly, these strong groups have an enduring, demonstrable commitment to their social mission. To a large extent, it is the centrality of this mission-orientation that separates the high performing nonprofit from its for-profit counterparts. 

Not all high-performing nonprofits exhibit all these characteristics and not all nonprofits have achieved this status. Distinguishing what entity qualifies as a high performing nonprofit is more an art than a science at this time. Under an initiative called STRENGTH MATTERS®, HPN, NeighborWorks, and SAHF came together to build the data and policy infrastructure to better define these high-performing nonprofits. Chief financial officers from member organizations have begun the process of standardizing financial data and reporting. Their work has led to the development of databases that provide benchmarks for operating performance and financial strength. It has also included comparative analysis and peer-to-peer exchanges designed to enable these nonprofits to improve their performance. The standards and data can ultimately provide the government, business partners and philanthropic partners with a transparent set of metrics that demonstrate the capacity of the high-performing entities in this sector and help to attract investment in these organizations. (See the Appendix for more information on this initiative.) 

WHY DOES STRENGTH MATTER?
The recognition that “strength matters” argues for a national strategy designed to invest in those nonprofits that have demonstrated capacity and increase the nation’s reliance on the stronger social enterprises in the housing and community development delivery system. The argument boils down to a perspective that stronger institutions have some inherent advantages for the delivery of federal, state, and local housing programs.  In theory – and in a very demonstrable sense based on the experience of the successful nonprofits that have achieved high-performing status – the list of attributes that show why strength matters can be enumerated: 

Strong performance records. The record of accomplishment and success in the past is the most important indicator that an organization will perform in the future. A high-performing nonprofit can demonstrate consistent results in meeting its own objectives and in meeting new challenges going forward. Moreover, the strong institution benefits and grows from its experience, building on the lessons learned from each project, transaction, and interaction to create a higher performing organization. 

Strong balance sheets. A strong balance sheet means that an organization has well-managed assets, discipline in its accumulation of liabilities, and the availability of equity capital against which the nonprofit can leverage additional private capital. The strong balance sheet and the equity capital allow such an entity to serve as a strong, reliable counterparty to public and private investors. These equity resources increase the nonprofit’s activity and impact. 

Return on investment imperative. Strong nonprofit organizations underwrite their investments based on strong risk management principles and a rigorous analysis to ensure a return on the resources they invest. As mission-driven entities, they do not necessarily seek outsized financial returns or pursue hurdle rates comparable to those of their private sector counterparts. At the same time, the pursuit of a return creates a discipline with which the entity ensures that it uses its capital wisely and prioritizes its activities. Managing to a return also helps to build a sustainable entity. For the high-performing nonprofit, however, its investment calculus also includes nonfinancial returns on investment – for example, the payoff for the community and for the residents served. 

Diversified revenue streams. High-performing organizations are more able to diversify their revenue streams. The more sophisticated, mission-driven nonprofits are managing various complementary businesses simultaneously. A diversified housing nonprofit may derive revenues from its development business, from its property management business, and from the provision of services (such as health care or after-school activities) on a fee or contract basis. In many cases, these highly evolved businesses now manage multiyear development pipelines, with multiple projects, in multiple jurisdictions. At a fundamental level, a diversified revenue stream promotes sustainability in the cyclical real estate environment. In addition to the proceeds from their businesses, premier organizations have established a “community institution” reputation and can then build substantial locally based philanthropic support for their human services impact.

Risk diversification. Beyond diversifying their revenue streams, these stronger organizations also benefit from a great ability to balance other risks. In particular, risk diversification can include the spreading of risk over a wider number of assets, striving for geographic dispersion, and/or, in some instances, varying the types of assets it holds. Diversification protects the entire organization from a decline in the value of any single asset or a set of similar assets on the balance sheet. Likewise, strong organizations working across an entire city, but especially those working in a regional or national footprint can diversify their risks across a variety of geographies, thereby protecting their overall financial position somewhat from the economic vagaries of local markets facing a downturn. 

Economies of scale. As nonprofit social entrepreneurs grow in scale, they have the potential to benefit from economies of scale. That is, the cost per unit of output declines as the scale of the producer organization increases. The economic logic of this in the for-profit and nonprofit sector is recognizable:  As an organization reaches a certain scale, fixed costs consume a lower percentage of its revenues. Most nonprofit organizations need to support a professional staff to handle the management, legal, administrative and reporting requirements – no matter what their size. These fixed staff costs are generally supported by a fund-raising effort and/or covered by the returns on the social businesses. As high-performing nonprofit developers have grown the scale of their development, ownership, and property management activities, they have become more able to cover an increasing percentage of their program costs from earned income. Economies of scale also mean that larger entities have a greater ability to purchase at volume discounts those things that every entity needs to pay for, such as insurance and utilities. 

Ability to cross-subsidize. To the extent that these nonprofits are successful in developing and managing businesses that produce cash flow to the enterprise, the “profitability” of those ventures not only generates growth capital but also allows the enterprise to cross-subsidize other business ventures that do not produce a return on investment. For example, many entities devote some or all of their revenue streams from the management of multifamily properties to enhance the packages of services provided for the residents. The ability to cross-subsidize also provides stronger nonprofits with the resources to deal effectively with troubled properties elsewhere in their portfolios. 

Complexity of tasks. Strength also matters from the perspective that a high-functioning organization can take on tasks with a high level of complexity across a variety of public programs. Over the years, public policy has come to recognize that many challenges are best addressed across the silos of the federal, state, and local government. The ability to navigate the rules governing multiple programs and funding streams requires a very high level of competence and organizational sophistication. 

Organizational and management strength. A strong organization has the ability to recruit, train, and retain talent, especially technical and other subject matter expertise. The human resources benefits of scale, for example, are essential to the development and preservation of affordable housing. These complex housing development and management activities often require multiple subsidies and core strength in high-end fields such as accounting, real estate development, finance, and asset management. 
Strong organizations have the ability to attract top talent because they can pay competitively and offer the possibility of working on more ambitious challenges. The organizations with relatively large workforces have the ability to hire and nurture younger employees early in their careers and develop them. Strength matters because it allows an organization to reach a scale where it can develop its future management talent from within and give its employees a career path of increasing responsibility. 
Succession planning is perhaps the biggest challenge for the majority of nonprofits in this sector. Strength matters if an entity then has the ability to develop its staff enough that it can back up key people on the organizational chart, enabling it to survive the transition from a charismatic founder. Strength matters if an institution can reach a scale where it can provide its employees with the opportunities to get training, new skills, and other personal and career development opportunities that would otherwise stretch the budgets of less sophisticated nonprofits.

Partnership model. In many instances these high-performing nonprofits are built on a partnership model. They are able to forge high-impact partnerships with the government, the private sector, and civic institutions. With strong sophisticated staff and local, regional, and national footprints, the high-performing nonprofits are able to drive complex business relationships and business partnerships that more effectively leverage the resources contributed by these other institutions.

Most of these capabilities are extant in the organizations that are the subject of this paper. Their capabilities are illustrated by some of the large-scale transactions entered into by these groups. For example, in 1999, Retirement Housing Foundation and other partners entered into an agreement to acquire the 27 properties in the State Street Development’s portfolio in New England. To date, the partners have acquired 10 properties totaling 1,800 units with a total development cost of over $250 million.  Neighborhood Development Services in Ohio similarly used its scale and resources to preserve 11 properties, totaling 450 apartment homes for seniors and families.  POAH was founded in September 2001 with the acquisition of a 19-property portfolio in Missouri.  In 2007, POAH completed a deal for a portfolio of 7 properties in Massachusetts, and in 2008, POAH acquired a portfolio of 5 properties in Florida. Mercy Housing completed the acquisition of 30 properties in two phases in rural Washington. The first phase included 507 units in 17 properties, while the second phase included 419 units in 13 properties. NCR acquired 6 senior housing properties from a for-profit entity in the Detroit area and in the same transaction purchased a related company that manages 19 properties. In 2005, CommonBond Communities completed a $61 million refinancing of 17 Section 202 properties with 767 units that it had originally purchased from 17 different other nonprofit corporations. All of these transactions ensured the longer-term preservation of affordable housing assets. All of these transactions came on top of years of experience in the field and were only possible given the experience, assets, skilled personnel and other resources these organizations could bring to bear. 

STRONGER ORGANIZATIONS IMPROVE PROGRAM DELIVERY
The public sector should do more to recognize and embrace the value of the high-performing nonprofits. Policy-makers should pursue a strategy that would, over time, value the growth of these entities, invest in their business models and bias the delivery system toward their increased participation. The benefits to the public sector of an increased reliance on the stronger nonprofits in the delivery system are many: 

Capacity and scalability: These larger organizations now have the capital and human resources to take on bigger challenges. These challenges might include taking on larger portfolios of properties for preservation and recapitalization and leading larger, more complicated transit-oriented development, neighborhood redevelopment, and/or poverty de-concentration efforts such as those envisioned under the Choice Neighborhoods program recently funded by Congress. 

Economies of scale: Ultimately, economies of scale increase benefits toward a social good. Economies of scale can mean a more efficient delivery of public and philanthropic program dollars and allow more of the scarce program dollars to flow into properties, support for low-income families, or low-income communities rather than paying excessive costs for administering the service. Higher levels of expertise, lower utility costs, lower insurance costs, and lower overhead costs per unit all make a difference toward achieving the desired public benefit.

Mission-directed: With a mission-directed, nonprofit partner, the public sector’s objectives are more likely aligned, with a significantly lessened likelihood of clash of cultures or competing objectives. In a context in which hundreds of thousands of subsidized apartments have been lost to affordability over the last 15 years, the most pressing need for alignment is putting the housing in the hands of those who both want to preserve this affordable housing resource and who have the capacity to preserve it for the long term as affordable housing.

Regional/national footprint: The ability to work across political boundaries provides significant benefits in the delivery of many public services including affordable housing resources. Policy-makers are increasingly cognizant of the fact that our local economies operate on a regional basis without regard to jurisdictional boundaries. A strong nonprofit partner working in multiple jurisdictions supplies the federal or state government with a vehicle for addressing the discontinuity that political boundaries can impose on a well-functioning and coordinated economy, by integrating labor, transit, housing, and other elements of an economic development strategy in a holistic fashion. 

Able to respond to market challenges. A particular advantage of these institutions to their public sector partners is their ability to respond to changing market and economic conditions. The high performers serve as “economic first responders.” Perhaps the best example of this role was the response of this sector to the foreclosure crisis. Many of these organizations stepped up in their communities to provide resources and expertise in helping families avoid foreclosures, and where foreclosures overwhelmed a community, the strong nonprofits have taken a lead in delivering on the promise of neighborhood stabilization. Most dramatically, several of the peer networks and national intermediaries, with important support from philanthropic partners, have created a national entity – the National Community Stabilization Trust – to serve as an intermediary between servicers and communities, providing acquisition, lending, and other services. 

Fewer government counterparties. Another benefit to the public sector of encouraging the growth and prominence of the stronger entities in the delivery system is a commensurate reduction in the number of governmental counterparties. As more of the delivery system’s resources flow through fewer entities, government overhead costs associated with regulating, monitoring, transacting and overseeing its counterparties recede. 

Leverage. Consistent prior performance at scale and the relatively stronger capacity and balance sheets of these nonprofits give them the ability to raise more private capital, allowing the public sector to expand the reach and impact of its resources. 

Sustainability. The government invests capital in housing and community assets for the long term. It is important, then, for the public sector to engage with counterparties who not only are committed to the long-term stewardship of these public investments but also have the ability to perform consistently over a longer period of time. At the right scale and with the right business plan, the stronger nonprofits have the potential to earn sufficient revenues to obviate the need for general operating support from the government or philanthropic sector in order to deliver the desired public benefits. 

STRENGTH IN PEER NETWORKS
The impact of these strong nonprofits is further enhanced by their participation in peer networks such as SAHF, HPN, and NeighborWorks. At the core of these associations’ organizational models is a peer-to-peer learning and collaboration ethic that forces engagement. The peer-to-peer exchanges provide for common problem solving and access to the experience and wisdom of other organizations in the network. The networks are a form of low-cost, high-quality training and advanced professional development through the interactions with other accomplished strong performers in the same field. Each organization benefits from the synergies that come from their interactions with their peer organizations. The networks also help to establish industry standards that benefit each of the members of the collaborative and enhance each organization’s interface with the market. 

The fundamental point of these collaborative efforts is that the stronger organizations have come together to enable themselves to take on even bigger challenges. These strong nonprofits have created common business entities, especially when goods or services in the general market do not meet their needs or are overpriced. These business entities reflect the same principles and advantages achieved by each of the member organizations throughout their periods of growth. The collective businesses add value in the form of tailored products, diversified risk, and economies of scale. Some examples of these collective efforts demonstrate the sophistication of the model and the potential for increased impact from these ventures: 

Tax credits syndications. When in the late 1980s tax shelter syndicators were still charging more than 20 percent to raise capital, RHF and NCR formed the National Affordable Housing Trust (NAHT). NAHT has provided development consulting services and half a billion dollars of equity for its five members and other strong nonprofits. 

Captive insurance companies. When, in the aftermath of the 9/11 shock to the insurance market, premium rates for property and liability coverage failed to reflect the lower loss experience of their members, both NeighborWorks and HPN (and their members) created entities that lowered insurance rates by allowing for risk management education, group risk retention, and group purchasing of insurance. 

Lending and investment companies. In response to the need for ready access to funds by development and preservation entities in order to take advantage of market opportunities to acquire properties, HPN formed a $30 million affiliate lending business and had that entity certified as a CDFI to provide risk capital to more than 30 of its members. Similarly, in 2004, NAHT secured a $25 million line of credit from Fannie Mae and, in turn, provided bridge financing for affordable housing preservation activities by RHF, NCR, and VOA. And NeighborWorks America invested in a captive CDFI, NeighborWorks Capital (NC), for its network of 140+ affiliates in the real estate development line of business.  NC has raised over $25 million in debt and equity from NeighborWorks America, social investors, the CDFI Fund and financial institutions for and has lent to more than 70 of its affiliates

Systemic responses to emergencies. Addressing the critical need to rebuild homes and communities devastated by Hurricanes Katrina and Rita, HPN and its members created the Gulf Coast Housing Partnership to serve as a high capacity development partner to the communities and institutions in the Gulf region. Strongly capitalized to reflect practitioner experience that strength matters, this entrepreneurial entity has already built or redeveloped 1,500 affordable homes in Louisiana and Mississippi. In another example of the role of collaborative businesses, several of the networks, along with various national nonprofit intermediaries, created The National Community Stabilization Trust – an entity built to address the effects of the foreclosure crisis on low-income communities. 

In addition, HPN has developed a group buying service for its members, NeighborWorks has organized group purchase discounts, and SAHF is now establishing a business designed to plan and orchestrate energy conservation measures for social enterprise nonprofits. All of these ventures support nonprofits in their networks by providing lower cost services, access to credit and greater capacity for the organization that coordinates the peer-to-peer network. 


POLICIES TO SUPPORT THE HOUSING SOCIAL ENTERPRISE AGENDA
Given the benefits that accrue to the public sector from the presence of strong partners in its delivery system, policy-makers should place increased attention on the quality and performance of the institutions in its delivery system, with a particular focus on the growing role of the high-performing housing social enterprises. This increased focus would likely lead to the conclusion that public policies could do more to increase the sophistication of the nonprofit sector and increase the participation of the sophisticated nonprofits. 

This paper suggests three categories of policy interventions that could serve to accelerate the trend and increase the impact and effectiveness of the federal subsidy resources dedicated to housing and community development objectives: 

1. Recognize and reward performance by encouraging the flow of program resources through the strong nonprofits.

2. Help build the capital base at the network or enterprise level through public equity and policy changes to encourage private equity investment in nonprofits. 

3. Increase these highly qualified nonprofits’ management flexibility at the enterprise and portfolio levels.

Consistent with these overarching agenda items, policy-makers could consider the following recommendations:

Increase focus on the quality of the delivery system. The federal government should do more to focus on the institutions that comprise its delivery systems and begin to differentiate among the various actors based on sound management and performance criteria. Federal, state, and local agencies administering public programs should evaluate the participants in administering their programs to assess the cost effectiveness of program delivery, counterparty risk, operational risk, and programmatic impacts. As the government grows more confident of its metrics, it can and should consciously begin to expand the participation of the stronger entities in those places where they have reached measurable levels of success. Over time, the government could increase minimum standards and performance thresholds for participation in its programs. 

Seek a greater role for high-performing housing social enterprises. Even before developing the measurement and program infrastructure to change the system based on performance and strength, there are a variety of “proof of concept” steps the government should take to advance the vision of strength matters. For example, the government should ensure the lead participation of these entities as core institutions in its Choice Neighborhoods initiative. Sophisticated, capable nonprofits could also be given a role in addressing the management of distressed federal multifamily housing resources at the U.S. Department of Housing and Urban Development (HUD), the Federal Deposit Insurance Corporation, and the Government Sponsored Enterprises where there is a public interest in both stabilizing the properties financially and preserving the affordable housing as community assets. And, in the case of those larger nonprofits whose business models include lending, the government should consider enlisting these entities to participate more actively in the various federal community credit programs including the programs at HUD, the Rural Housing Service, and the Small Business Administration. 

Allow nonprofits to benefit from the excess cash flow in properties they manage. HUD rules prohibit nonprofits from taking cash flow from their individual projects. Current policies limit the distributions of cash flow from individual properties to the enterprise level, even under circumstances in which a for-profit owner could distribute funds to investors for their private use. This should be changed. At the margin, the current rules arguably create a disincentive to fully realize savings as the benefits of aggressive asset management cannot accrue to the parent ownership entity. A new “pay for performance” philosophy would be consistent with the objectives of this paper, allowing the high-performing nonprofits to benefit from strong management and cost controls. The new resources would allow the organizations to expand their missions.

Allow nonprofits to retain program proceeds. Another example of a policy that would make sense is for participating jurisdictions under the federal HOME program to allow program beneficiaries to keep money invested in developments rather than requiring the funds to be recaptured and returned to the participating jurisdiction. By allowing the retention of these funds, it would help build the balance sheets of those nonprofit entities doing the development work and promote further investments by these enterprises in innovation, scale, and impact. This policy change would also provide the nonprofits with an incentive to engage in stronger asset management if there were a built-in return for that activity. 

Increase management flexibility at the enterprise or the portfolio level. The government could foster a more powerful and reliable program delivery system if it could devise mechanisms that encourage and reinforce the management of these high-performing nonprofits as enterprises. Fundamentally, this could require a shift in approach from a rule-based control system to a program delivery system based more on outcomes with the government and the nonprofit engaged in a flexible partnership approach. The government could test this approach by giving its nonprofit partners greater freedom at the enterprise and portfolio level in exchange for a greater accountability for meeting program performance, outcome, and impact standards. To a certain extent, housing policy has already moved in this direction in the public housing program where public housing agencies have been given significant regulatory freedoms under the Moving to Work demonstration program. This concept could be expanded and opened to other participants in the system that are able to demonstrate sufficient capacity and accountability. 

Allow nonprofit owners wider latitude in the management of Section 8 project-based rental assistance contracts. Changes in the rules that would allow nonprofit owners the flexibility to shift Section 8 project-based subsidies from one property under its control to another could provide a powerful tool that the sophisticated, outcome-based owner could use to stabilize troubled properties, increase the number of mixed-income communities in its portfolio, de-concentrate poverty, and more effectively leverage private resources. 

Help build the capital base at the network or enterprise level. At this stage in the development and growth of the stronger nonprofits, the difference between the impact these entities have already achieved and their potential to do even more is largely a function of access to equity capital. Many have built the organizational capacity to handle growth and have built a strong capital base through the creation and nurturing of solid business lines whose retained earnings have allowed the enterprise to grow. The government could increase the impact of the sector through the direct investment in joint ventures and collaborations among nonprofit members of the peer-to-peer networks. 

Experiment with regional program delivery. In cases where program administration makes sense over a larger geographic area, the government could experiment with region- or citywide program delivery by strong regional nonprofits. For example, one of HUD’s goals for the housing voucher program is to increase tenant mobility and choice. One idea, advocated in a paper by Bruce Katz of the Brookings Institution and Margery Turner of the Urban Institute, is to designate a single entity to manage the Housing Choice Voucher program over a metropolitan area. Members from the Strength Matters networks, the Boston Metropolitan Housing Partnership Network and HAP, Inc. in Springfield, MA, have demonstrated the value of regionally managed voucher programs. 

Expand the delivery and objectives of HUD technical assistance programs. HUD supports its delivery system through a variety of programmatic vehicles. Technical assistance dollars are distributed by program managers with the goal of helping grantees learn better how to best manage program funds, use program funds more effectively, adapt to changes in the programs and/or use existing programs to respond to new community challenges. The government also provides a limited amount of funds to support organizational development more generally through training, other management support or systems development designed to increase the capacity of the organization or organizations to which the assistance is directed. The government should consider expanding the range of activities in order to reinforce its greater reliance on the high-performing nonprofit sector. For example, a new approach to technical assistance could rely on the peer-to-peer networks to provide technical assistance to the other members of their networks or provide capacity building services in a mentor–mentee relationship to those emerging nonprofits poised to enter the ranks of the high-performing organizations. 

A new approach would also embrace the “peer-to-peer” model of collaboration more broadly where highly sophisticated organizations could acquire the quality of learning and development support they need from other high-performing nonprofits in their peer group. Most importantly, the system of support to high-performing institutions should include larger scale, high-impact investments in the networks that could provide equity for deals, capitalize new business ventures and strengthen balance sheets – all of which would allow the high-performing nonprofit sector to expand its ability to leverage private-sector capital. The most promising program in this regard is the new Capital Magnet Fund at the Department of the Treasury, which was designed to provide this kind of capital to both CDFIs and housing development entities. It will be important for policy-makers to ensure that the Capital Magnet Fund provides grants of sufficient size to make a difference to the larger enterprises rather than dissipate the funds by spreading them out to many actors in small amounts. 

Encourage scale and reduce the number of entities in the delivery system. The government should consciously take advantage of the administrative cost-saving power of economies of scale. Some policies could explicitly encourage or facilitate the transfer of property ownership from those owners struggling to cope with today’s complex environment to larger more diversified organizations. Likewise, policy could encourage mergers and acquisitions in order to build additional capacity and geographic diversity in the operations of the resulting entity. 

Encourage private investment in the high-performing nonprofits. Toward this end, the government could entertain a new tax credit or other tax advantages for private capital investments in nonprofit entities and using the rules of the Community Reinvestment Act to encourage greater collaboration among this sector and the private financial services sector. The tax credit concept could be structured in a way to encourage private donors to accelerate their charitable giving in order to provide nonprofits with larger sums of capital toward the goal of increasing the financial strength of the beneficiary. 

CONCLUSIONS
Strong nonprofit housing social enterprises are playing an increasing role in the housing and community development delivery system and are having an increasingly large impact in the communities where they work. Their growth is organic as they take advantage of their strong management capacity, their well-managed business lines to generate revenues, and their strong balance sheets to leverage other resources. At the same time, the current set of policies governing the core housing and community development programs are not adequately aligned with the growth and needs of these entities: It is an opportunity lost for the government. The policy prescriptions presented in this paper begin with the admonition that public policy should first recognize that strength really does matter, move toward changes in the system that define and reward strength, and then conclude with strategies to nurture these enterprises with capital infusions, an increased role in program delivery and a greater flexibility to manage their portfolios at an enterprise level. 

APPENDIX:  THE STRENGTH MATTERS® INITIATIVE

Under the rubric of Strength Matters, leading peer-to-peer networks of high-performing nonprofits in the affordable housing field have come together to explore how these high-performing nonprofits could learn from one another to sharpen their business operations, obtain increased and more cost-effective capital, and identify how public policy could help them achieve those goals. 

The Strength Matters initiative brought together three national networks of nonprofit owners and developers in the affordable housing field – the Housing Partnership Network, NeighborWorks® America, and the Stewards of Affordable Housing for the Future. The goal of the initiative is to advance the strength, productivity and profitability of their member organizations, whose members collectively own over 250,000 units of affordable rental housing and represent a broad spectrum of nonprofit community development real estate institutions from large multistate lenders, owners and developers, to citywide or regional organizations, to smaller community development corporations serving very targeted geographies.

Strength Matters encompasses four strategically linked objectives designed to support and expand the infrastructure of the affordable housing industry. The four objectives are: 

· Improve organizational operating performance;
· Create transparency and consistency in financial reporting;
· Increase and streamline access to capital for parent organizations (“enterprises”); and 
· Align public sector regulatory and underwriting policies with sustainable ownership.

Support for Strength Matters came from the network organizations and from generous funding from the John D. and Catherine T. MacArthur Foundation. 





This paper is a product of STRENGTH MATTERS™, a collaborative initiative among national and local organizations in the affordable housing field, co-sponsored by NeighborWorks© America, Housing Partnership Network and Stewards of Affordable Housing for the Future.						


www.strengthmatters.net		     		
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