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The Low Income Housing Tax Credit

Effectiveness and Efficiency:

A presentation of the issues

Abstract

By most measures the most successful federal multifamily affordable housing production program of the last 30 years, the Low Income Housing Tax Credit ("LIHTC" or the "Credit"):

· Is essentially a revenue-shared block grant of a tax expenditure that is then factored into equity used to develop or acquire property;

· Represents roughly $4.1 billion annual net-present-cost tax expenditure
; and

· Generates 60,000-80,000 new affordable apartments a year, distributed nationwide across an extraordinary and impressive variety of apartment and income types.  

In most material respects, the Credit is a mature and successful industry that has over its 15 years demonstrated several important virtuous — circle feedback mechanisms leading to greater effectiveness and efficiency.  

As compared with the other four types of capital (grant, soft debt, hard debt, and hard equity; see Appendix 1), the Credit is a logical complement whose soft equity depends upon but supplements and facilitates the individual or combined functioning of the other four.  Indeed, the Credit and its complementary federal programs (chiefly debt) have to some degree co-evolved one toward the others for better (more effective, more efficient) combination. 

As a now-mature program, the Credit enters a new phase in its evolution (see Appendix 5), where 2 new phenomena are appearing for the first time: 

1. Properties approaching full-cycle completion of their affordability covenants.

2. Possible material decline of Credit prices relating to factors both external (market) and internal (secondary supply).


If they sustain, as we expect they might, these developments will introduce new intricacies into the Credit universe.  


Any proposed legislation, whether:

· To change the Credit,

· To change other Credit-compatible federal programs, or

· To create new federal programs

should be evaluated in part on whether it will make the Credit more effective and more efficient.


This paper seeks to provide a platform for an informed discussion of all three possible approaches.

I.
Executive Summary

See the Statement of Delivery presented on the title page hereof. 


Of the five main types of financing (see Appendix 1), four of them are like fingers of a hand — similar to one another and working in parallel.  Compared with these, the Credit is metaphorically an opposable thumb:

· It works only in concert with one or more of them.

· It works with them individually or in combination.

· Without it, the others are suddenly much less effective.

· It is more flexible than any of them individually or even in combination.

· It has an importance roughly equal to all of them put together.

· It and its colleagues have from time to time co-evolved toward greater harmony and efficiency with one another.


All of this has made the Credit an almost indispensable tool from the perspective of federal multifamily affordable housing policy—if it did not exist, Congress would find it necessary either to replace the lost equity by direct federal grant or to reinvent an equivalent soft equity investment mechanism
.


The Credit's importance and its impact are seen in numerous ways, as follows:


1A.
Success.  By most measures, the Credit is the most successful federal affordable housing program in the last 30 years.  With a federal tax expenditure of about $4.1 billion (NPV) annually, it represents roughly
 40-50% of federal multifamily housing production expenditures (including both authorized/appropriated and tax programs).  

With this substantial resource, the Credit supports or facilitates production of about 60,000-80,000 apartments annually, probably 50-70% of all new contractually affordable housing.  Since its enactment nearly 15 years ago, it has stimulated production or preservation of more than 1,000,000 apartments
.  


1B.
Metrics for effectiveness and efficiency.  Over the last 14 years, the Credit has shown rising effectiveness and efficiency using many relevant metrics: utilization rates, demand-supply imbalance, equity raised per dollar of federal expenditure, intermediary costs, range of property types financed, programmatic evolution and operating/compliance performance.   

Harder to gauge is its effectiveness and efficiency against some other metrics of effectiveness and efficiency, such as correlation with housing needs, soft costs and total development costs per apartment, and property gestation and delivery times.  Making the comparison more difficult is the absence of directly relevant comparables, so that most cost comparisons must necessarily make standardizing assumptions that cross questions of supply-side versus demand-side programs, income levels of residents served, longevity of affordability, and externalities such as long-term inflation and cost-of-capital rates.


1C.
Successful elements.  A structural analysis of the Credit demonstrates that it is designed around many principles whose utility has been proven by 30-60 years of federal affordable housing experience (see Appendix 2).  Some of these principles were pioneered in the Credit; others successfully adapted from other programs.  Indeed, Credit-oriented principles — fixed allocations, state-level decision-making, transparent merit-scored awards, private-sector factoring of a public resource, and outcome compliance — have quite properly found their way into other federal initiatives. 


Meanwhile, among the Credit's features is its legislative countercyclicality — rather than being carried through the traditional housing vehicle of the authorization/appropriation cycle, the Credit resides in the tax code, with several defining consequences:

· It tends to be immune from annual budget/funding fights.

· Its provisions tend to be outside the scope of housing committees so tend to be modified independently from housing-related activities. 

· Because it operates through the tax committees, it tends to change less frequently than an authorized/appropriated program.

· It lacks the normal statutory/regulatory/administrative guidance hierarchy of rulemaking and the normal direct connection between resource award and compliance enforcement. 


Legislative countercyclicality is neither objectively good nor bad — its features are merits or faults lie in the larger environment.  With 14 years of evolution and coevolution, most of its features have become strengths although some incongruities do remain. 


1D.
Environment today.  Facilitated by Qualified Allocation Plans that change annually — rapid evolution — the Credit moves through allocation, delivery, and monetization via a well-established, experienced, transparent, competitive, rapid-feedback marketplace.  Most participants have been working through several cycles.  In many areas the boundaries are well understood and respected, leading to high efficiency.


At the same time, the IRS's involvement in two places — defining basis and enforcing at the practical level — is in some ways, at least at the macro level, incompatible with optimal efficiency.  Changing these elements would require legislative change that would likely require a significant effort and a popular vehicle to carry the legislation.


As discussed at some length in Appendix 5, Section 5 and Section 2D.5, the 2001 Credit marketplace is facing three new challenges:

1. Uncertainty over the impact of the first major cap increase (from $1.25 to $1.75).

2. A backwash of secondary-market resales; and

3.  The rapidly approaching affordability expiration of the first cohort of properties.

Although characteristic of mature financial-service markets, these challenges are new in the Credit's experience.  The consequences are hard to predict although all three tend to reverse previous trends.  If sustained, any of the three could have a significant, hard-to-predict impact.


1E.
Strengths and stretches.  As summarized in Appendix 7, the Credit has numerous strengths, among them:

· Transparent competitive award rounds,

· Effective combinability with other federal resources (especially grants and debt),

· Flexibility as to use of funds and property types eligible,

· Self-adjusting rent caps,

· Outcome compliance,

· Sponsor and investor competition, and

· Intra-state planning and resource allocation.  

At the same time, and perhaps precisely because it is so flexible, the Credit cannot be all things to all properties.  It appears to be less cost-effective on large-bedroom apartments, preservation, larger and very large properties, and extremely low income (ELI) families (although no program extant adequately addresses ELI-apartment economic viability).  The multi-source financing arising from the totality of the delivery system in which the Credit plays a principal role also invites a criticism of inefficiency with its lengthy and complex resource assembly mechanics.  However, this is a criticism of the entire multiple-source character of affordable housing finance, not of the Credit uniquely.


1F.
Internal changes.  As noted, the Credit is legislatively countercyclical with other federal affordable housing programs, inviting first of all the question as to whether proposed harmonizing or conforming changes can be practically implemented in coordination with other housing initiatives the Commission might consider.  

That said, the Credit could probably become more effective or efficient if various changes could be accomplished.  Among those identified by knowledgeable stakeholders (and detailed in Sections 2F and 2G below) are:

· Defining Credit basis at the state allocating level.

· Not compelling properties using other federal resources to automatic relegation to the lower 4% Credit standard.

· Conforming income caps and procedures and rent-affordability tests across programs coexisting in a particular property.

· Coordinating and synchronizing funding cycles among logically compatible resources. 

· Using standard data forms and common-platform analysis among resources. 

· Repealing the 10 year rule.

· Repealing the 10 percent test.

Some of these changes apply to the Credit, others to compatible programs.  Some are under way already and may come into being through economic and intellectual market forces.  

Whether proposing or pursuing any of these changes is practical or feasible are questions for the Commission.  


1G.
External changes.  Many changes to boost cross-program efficiency and effectiveness have been folded into the federal debt programs, but aside from conforming income caps, verification procedures, and rent-affordability tests, repeal of the §102d subsidy layering provisions as they relate to Credit properties would likely boost efficiency (see Section 2G.22). 


Perhaps most significantly, any new federal authorized/appropriated program focusing on grants, soft debt, or hard debt (whether at market or with a below-market rate) should be designed with Credit compatibility embedded in its enabling legislation.  Such compatibility would include an automatic-conformance provision that should Credit standards change (perhaps within broad parameters), such updated Credit standards would qualify in future if they qualified at inception.  This kind of automatic-conformance provision could make any such new program much more effective and efficient, not just downstream but also at inception, because it would eliminate a host of future imaginable but unquantifiable risks. 

1H.
Commission strategies.  The Commission can adopt any of three strategic postures regarding changes to the Credit:

· None.  Propose no changes to either the Credit or compatible programs. 

· Desirable but not essential.  Recommend changes to the Credit that the Commission believes would further its effectiveness or efficiency, but not make any other program recommendations that rely on changes to the Credit. 

· Essential.  Offer recommendations that will only be effective if accompanied by changes to the Credit.


Any program predicated on essential Credit changes faces severe practical credibility issues and must be evaluated in that light.


If changes (of whatever type) are proposed, they fall into five thematic categories:

1. Technical.  Improvements that smooth the interfaces between the Credit and other programs.  Such changes have been enacted several times over the Credit's life.

2. Administrative.  Changes that do not change program goals or rules but smooth their administration, often by consolidation or conformance. 

3. Devolutionary.  Changes that accept the Credit's revenue-shared block-grant nature and remove provisions, intended to prevent abuse of a potentially infinitely coinable resource, whose federal expenditure-capping intention is largely fulfilled by the annual caps. 

4. Exogenous.  Changes to other programs, used with the Credit, to make them work more efficiently and effectively with the Credit.

5. Creative/ complementary.  New creations that are designed to provide targeted resources in areas that are a stretch for the Credit.


1J.
Single Family Housing Tax Credit proposal; implications.  As discussed briefly in Section 2D.7 below, the Bush administration has proposed a single-family housing tax credit (the "SF Credit") that draws many of its features from the Credit, including its amount ($1.75 per capita), allocation system (per capita at the state level), and many administrative features.  

If enacted as proposed, the SF Credit would at a stroke double the potential volume of credits requiring syndication, with the new entrant more attractive in three important ways: (1) ownership rather than rental, (2) 5-year rather than 10-year delivery, and (3) eligible households at 80% rather than 60% of median income.

Although it is far too early to predict specifics, enactment of an SF Credit would be a major event for the equity markets of Credits.  Its consequences should be thoughtfully considered. 

II.
A Presentation of the Issues

See the Statement of Delivery presented on the title page hereof. 


Abstract
By most common measures the most successful affordable housing financial resource of the last 30 years, the Low Income Housing Tax Credit ("LIHTC" or the "Credit") has benefited from fortuitous national factors (a strong economy; stable, low interest rates) but also from built-in and inherently robust mechanisms (annual allocation cycles, outcome compliance, self-adjusting rent caps).  


In economic policy terms, the Credit is:

· A revenue-sharing federal block grant allocated per-capita.

· A finite, contained tax expenditure for which sponsors aggressively compete.

· Factored into cash through equity syndication via an effective, nationally competitive marketplace. 


Appendix 4 offers a primer describing these mechanics. 

Although in some ways extraordinarily flexible, the Credit also has definite and sometimes abrupt limits on its utility derived in part from statutory provisions (e.g., state level caps based on current population) and in part from long-standing but not necessarily immutable elements (e.g., basis definitions from Technical Advice Memoranda).  

In policy terms, the Credit is legislatively countercyclical because it is specified not by a housing statute but by a section of the Internal Revenue Code.  It thus lacks much of the normal hierarchy of plasticity — statute, regulations, administrative guidance, and notices.  In practice, many issues are either precisely specified
 by the Code or left wholly to the states, with no middle ground.  This is a contrast with other revenue-shared block-granted housing resources, such as HOME and CDBG. 

Finally, because it must be factored into cash, the Credit's value fluctuates significantly as market conditions change.  Since its introduction in 1987, this dynamism has been uniformly a benefit.  As the commodity has become better known, it has migrated to its theoretically ideal buyer (the CRA-motivated national financial institution or GSE), and, as a result, Credit prices have risen, intermediary costs have compressed, and the net federal result per dollar of expenditure has (with insignificant ripples) trended ever upward.  It has even reached the point where, during 2000, a dollar of Credit sold above 100% of policy-par (that is, for more than the federal government's net present cost of its tax expenditure).

Credit prices have recently peaked (see Section 2D for discussion) and are probably heading downward.  This backwash in a market that for a decade has never experienced it may have profound, unanticipated, and potentially adverse consequences. This, coupled with the Credit's obstacles to change (a consequence of its heritage as an offspring of the IR Code), suggest that changing the Credit should be done only when there is a strong policy benefit-cost case for doing so.

2A.
What does success mean in a Credit context?

By every reasonable metric, the Credit has been a successful program:

· Durability.  In 2001, the Credit will celebrate its 15th birthday as a viable affordable housing program. 

· Market share of federal affordable housing resources.  At roughly $5.7 billion a year with an NPV cost of roughly $4.1 billion, the Credit represents, in budget-scoring terms, about 40-50%
 of all new federal multifamily affordable housing production/preservation
 resources.  

· Market penetration in new affordable housing production/ preservation. We estimate the Credit has a role in 60% to 75% of all new affordable housing production/preservation properties
.

· Utilization.  Over 99% of all annual Credits are allocated.

· Stakeholder support.  Stakeholder support for the Credit is widespread by geography, participant perspective, and program type.  Few critics have surfaced.

· Congressional support.  More than 85% of the members of Congress cosponsored the Credit increase enacted last year, a truly remarkable achievement and vote of confidence.  

· Permanence.  After several years of efforts and uncertainty, the Credit was in 1993 made a permanent part of the Internal Revenue Code. The last change in its funding was the 2000 two-year cap increase of 40%, from $1.25 to $1.75.

· Demand-supply.  Demand for Credits is higher at every level — allocator, sponsor, investor — than available supply (although see Section 2D.4 and 2D.5 for a discussion of recent wrinkles).


At the same time, the Credit's very success— and the large federal commitment it represents— make its effectiveness and efficiency important public-policy considerations.  Impact on Credit effectiveness and efficiency— whether through internal or external changes should be an element in evaluating any affordable housing initiatives Congress or the Commission might consider. (see Section 2H).

2B.
Metrics for measuring effectiveness and efficiency

This issue paper was commissioned to provide the Commission with background and discussion on the Credit's effectiveness and efficiency in economic policy terms.  No precise definition was offered, so for this paper, we interpret the terms to mean as follows:

Effectiveness and efficiency: definitions adopted in this paper
Effective.  The extent that a program achieves congressional objectives — of production, income mix, distribution, or durability — to a greater extent, against a baseline of no federal involvement.

Efficiency.  How much of the federal expenditure is actually deployed in pursuit of effectiveness, as opposed to the portion lost to entropy, costs, ineffective decisions.



B1.
Effectiveness.  By most of the relevant metrics, the Credit has been very effective
.  Applying the principal metrics identified by stakeholders highlights the Credit's effectiveness:

1. Program longevity.  The Credit has been a viable, functioning federal affordable housing program for just about 15 years, longer than any program except §202 (elderly non-profit new construction) and §515 (rural new construction, typically family).  It has outlasted all contemporaneous HUD financing programs
.  

2. Cumulative apartments financed.  Over its 15 years, the Credit is estimated to have played a role in the financing of slightly more than 1,000,000 apartments.  (See Appendix 6 for statistics.)  Today it finances about 60,000-80,000 apartments a year.

3. National utilization percentages.  On all available evidence, the Credit is 97%+ used every year.  Credits turned back by an allocator are snapped up by other allocators.  At all three award levels — among allocators, among sponsors, and among investors — demand has exceeded supply for more than a decade, a remarkable run.

4. Range of property types financed.  The Credit's simple and robust core elements (see Section 2C below) have allowed it to extend to a wide range of property types across most of the relevant dimensions — very rural to impacted urban, deep income targeting to quasi-market rents, tiny properties (10 apartments) to behemoths (500+ apartments), specialized populations (SROs, HOPWA, service-based), family to elderly, and so on.

5. Range of combining financial resources.  The Credit routinely combines with most of the other financing vehicles available.  Moreover, convergent evolution
 has brought previously incompatible programs closer to combinability.  

6. Market share of affordable properties financed.  Although precise statistics do not exist, we speculate that the Credit plays a role in financing at least 50% (possibly much higher) of all new affordable housing properties developed.  

7. Correlation of apartments developed with housing needs.  Most housing studies reference household growth or changing supply, especially of affordable housing, as the best indicators of affordable housing need.  The Credit is correlated with current population, not with population growth, housing supply changes, or supply-demand imbalances at either the rental market or low income levels.  

8. Fraction of apartments serving greatest housing needs.  Debates about domestic discretionary resource inevitably face a targeting decision: Help fewer of the poorest, or more of those closer to the median?  The same debate plays out in Credit properties.  Deep income targeting, such as to extremely low income (ELI) families, is a congressional priority in almost all housing programs.  At the same time, ELI apartments are uneconomic without income supplement, and the Credit by itself is inadequate to sustain their development.  As a result, the source combination and underwriting realities
 create a complicated series of tradeoffs and judgments made by policy-makers, allocators, and sponsors.

9. Evolution since inception.  The Credit has evolved both internally (via statutory changes) and externally (via marketplace adaptation and infrastructure growth).  Each set of changes was enacted in response to perceived defects in effectiveness or efficiency.

10. Long-term property quality.  Any affordable housing production program is an up-front investment whose return is measured in affordability over years — decades, in fact.  Affordability periods are in turn determined as the least of three things: (a) contractual agreements (for the Credit, originally 15 years, now 30 or more), (b) ongoing physical sustainability from operations without new government capital investment, and (c) property economic viability.  The oldest Credit properties are now approaching their 14th operating year, not really long enough truly to assess their full affordability cycles, but certainly long enough to form views on their physical and economic sustainability (were such studies to be undertaken).

11. Flexibility.  For the reasons outlined in Sections 2C and 2E and Appendix 4, in many cases the Credit is extraordinarily flexible, which means it can more rapidly adapt to market conditions.

12. Compliance performance.  Because compliance monitoring and enforcement are performed by the IRS rather than the allocating state agencies, compliance performance studies are limited (and typically predicated on negative-inference, that is seeking out examples of non-compliance).  Such studies as exist are consistent with the belief of Credit stakeholders that apartments financed to be Credit-eligible are indeed generally in very high compliance.

13. Access to and facilitation of social services.  As properties age and their residents age in place, the properties change from shelter into communities.  As that occurs, residents (whether elderly or family) who age in place tend to need additional social services provided by government arms (whether federal, state, or local).  Well designed and operated properties serve not only as a haven for these services but also as a magnet to attract them and their associated financial resources.  

14. Stakeholder satisfaction.  Virtually all Credit stakeholders express general, and usually strong, satisfaction with the Credit program.

15. Successor programs using analogous principles.  Most new federal housing production programs implemented after the Credit (e.g., HOME and CDBG) have used principles first seen in the Credit.  Conversely, other production programs using other principles (e.g., HUD property-based Section 8) have been downsized or curtailed.



B2.
Efficiency.  At root of any discussion of efficiency is the question of the relative metric of comparison — that is, efficient compared to what?  Other affordable housing contexts typically make a tacit assumption of a baseline against one of five possibilities:

Efficiency: alternate baselines of comparison
1. Perfection.  A perfectly efficient resource would translate dollar-for-dollar into beneficiary benefit with no entropy whatsoever.  

2. Government grant.  The government always has the option of making direct grants.  Such grants have low administrative costs (someone, inside or outside government, must review applications and award funding) but have questionable targeting, synergy, or accountability.

3. Private capital.  Via exogenous stimuli (e.g., CRA, GSE goals), the federal government periodically induces private capital to go where it chooses not to.  Efficiency for such induced investment is normally measured against a baseline of market return for market risk.

4. Similar-objective programs.  At any given moment, multiple federal programs will be pursuing the same or compatible objectives.  Studies are often compiled seeking to normalize an outcome and then evaluate multiple programs pursuing that objective.

5. Previous same-program performance.  Any program with reasonable longevity will build a portfolio of annual production.  Comparisons with previous vintages are often illuminating and have the advantage of directly showing progress.


For the Credit, stakeholders and analysis identify the following metrics of potential efficiency:

1. Price, measured in net equity delivered into the property per dollar of Credit.  Prices are often converted into implied yields (private-sector comparison), or are compared over the Credit's evolution (previous same-program performance).  By these metrics, by the end of 2000 the Credit was proving extremely efficient. Indeed it had reached the curious inversion where $1 of Credit fetched more gross equity than its estimated federal cost
.  Although this may be a transient phenomenon (see Section 2D below), there is no question that Credit pricing efficiency has shown a steady and very significant improvement.

2. Intermediary costs per dollar of equity raised.  Due to precisely the same virtuous forces (see Appendices 3 and 4 for background), intermediary costs of raising equity have steadily dropped, principally because investment vehicles have become ever larger and the investors correspondingly more sophisticated.  

3. Soft costs per apartment.  All available evidence indicates that soft costs — that is, expenditures that leave no tangible post-completion residue but are consumed during the creation phase — are significantly higher in Credit properties than they are in conventional apartments.  But views differ widely as to why this phenomenon exists.  Here we enter the realm where Credit performance and affordable housing delivery system performance become intertwined.  The financing and development gestation period for a property using Credits is much longer — in months, steps, participants, and approvals needed — than a conventional apartment property.  Critical resources are awarded competitively, with most applicants being rejected.  Many financing sources must be stitched together.  Most of these sources conduct independent or semi-independent reviews of each other's decisions and of the property's viability.  Some condition their awards on other awards; some adjust awards based on other awards.  The process often proceeds iteratively rather than linearly.  All this, of course, translates into increased soft costs per apartment financed.  All stakeholders bemoan the system's complexity.  All wish it were simpler.  Suggestions, short of simply increasing per-source funding, are rare, with the some.  Detaching Credit basis from depreciable basis would help by, in effect, increasing available funding (see Section 2F1.1).  Coordinating allocation of multiple sources in a single allocator (for instance, tying HOME or CDBG approval to a successful Credit allocation) is, by definition, what is lacking, but implementation of such coordination faces severe bureaucratic and legislative hurdles.

4. Total costs per apartment.  All available evidence also shows that total costs for federal affordable apartments are higher, per constant of physical quality, than total costs for conventional properties.  Anecdotal and statistical evidence also suggest they are higher than conventional properties with affordable rents.  Numerous reasons are cited: federal regulatory requirements (e.g., Davis-Bacon), infrastructure or exogenous costs folded in (e.g., urban improvement, resident relocation), financing complexity, higher standards, more inspections.  With an observed phenomenon and multiple possible causes, to our knowledge few studies have effectively teased apart the distinctions to identify relative contributions.  Fewer still have set forth useful practical suggestions to improve matters.

5. Number of financing sources required.  This metric is indirect rather than direct — that is, multiple sources are presumably harder to assemble than the holy grail of one-stop shopping.  Moreover, when multiple sources are involved, their overlapping or intersecting requirements must all be met; there is no picking and choosing
.  In practice, multiple financing sources are cited as a root cause of higher soft costs and of higher total costs.

6. Rent buydown relative to market.  This is a consequential metric based on the reasonable premise that the marketplace will produce enough market housing; hence, to justify a federal expenditure, the housing produced must have a bargain element, applicable either to all the apartments (through rents lower than market) or to a target subset (through skewed rents, subsidies, or sinking funds).  Studies on this question have generally found the Credit to be reasonably cost-effective
 compared with other federal programs but have not particularly addressed other possible efficiency metrics.

7. Operating budgets relative to market.  Properties that are efficiently run should spend less in operations.  Conversely, affordable housing costs more than conventional, partly because the tenancy has greater needs, partly because regulatory requirements add costs.  And in Credit properties, additional cash flow generated from operating savings normally goes back either to the property (in additional renovations, reserves, or services) or to one of the various forms of soft debt financing.  Hence operating budgets are a secondary rather than primary indicator of efficiency.

8. Resident income levels served.  The lower the average resident income, the greater the affordability benefit (even, potentially, at a higher percentage of income for rent). 

9. Marketplace delivery infrastructure.  Markets are presumed efficient when they have a mature and deep pool of buyers, sellers, and market-makers.  This metric typically compares a program against its own past performance and to some degree against analogous programs.  By these metrics, the Credit appears quite efficient.  Some of that efficiency is being demonstrated, albeit with unexpected consequences, in the resales of older Credit investments by corporate investors who no longer need them.

10. Utilization timing.  The shorter the time between resource award and its utilization, the faster the properties are built and the greater the value (in present dollars) they raise.  Statistical evidence suggests the lag between award and flow averages about 18 months.  Shortening it would require simplifying the number of procedural steps or financing sources required to move from allocation to completion.  



B3.
Recapitulation.  Summarizing briefly, metrics suggested by stakeholders for effectiveness and efficiency are as follows (see Table 1, next page):

Table 1
Credit Effectiveness and Efficiency: Metrics Offered by Stakeholders
	Effectiveness
	Efficiency

	· Longevity
	· Price (net equity) per dollar of Credit

	· Cumulative apartments financed
	· Intermediary costs per dollar of equity

	· Percentage national utilization
	· Soft costs per apartment

	· Range of property types used
	· Total development cost per apartment

	· Combinability with many programs
	· Number of financing sources

	· Market share of properties financed
	· Credit per apartment (income targeted) 

	· Correlation with housing needs (growth)
	· Rent buydown relative to market

	· Evolution since inception
	· Mature, deep delivery infrastructure

	· Flexibility (prospective)
	

	· Compliance performance
	

	· Stakeholder consensus and support
	

	· Successor program imitation
	




B4.
Participants and their motivations relating to effectiveness and efficiency.  Another way to examine effectiveness and efficiency would examine the incentives of the three main cohorts of stakeholders active in the system — allocators, sponsors, and investors — to see whether natural pressures will yield a virtuous circle.  This approach yields the following short thought experiment:

Table 2

Stakeholder Motivations to Create Effectiveness and Efficiency

	
	Effectiveness
	Efficiency

	Federal
	Purpose for creating programs.
	Only in choosing among multiple programs seeking similar goals.

	Allocator
	To the extent that policy and political imperatives track needs.
	No competition among states, but each state should seek maximize impact for its dollars.

	Sponsor
	QAPs typically target particular needs, so if they are well designed, sponsors are channeled to those areas.
	QAPs normally have numerous metrics addressing several if not all forms of efficiency.

	Investor (or syndicator)
	-- None --
	Historically, tremendous competition focused mostly on price.



In short, investors compete almost exclusively on capital-raising efficiency and are all but indifferent to effectiveness.  At the other end of the spectrum, the federal government is interested in efficiency only insofar as it further effectiveness.  Efficiency in pursuit of ineffective goals would, in federal eyes, be a bad use of capital.  


In between these two extremes, sponsors seek efficiency to win award and follow effectiveness targets set by the state allocators.  Responsibility for assuring effectiveness, therefore, must lie with the state allocators.


Appendix 6 presents some relevant statistics of Credit performance, including changing prices and volumes over times.  Appendix 9 provides a list of Web sites that maintain current and historical information regarding Credit performance nationwide and among states.

2C.
Core elements that have made the Credit successful


Enacted in 1986, the Credit builds on the preceding 20 years of federal affordable housing experience to use more of what works and less of what does not work (for a summary of the author's view on this subject, see Appendix 2).  Its core elements — nearly all of which are positive and have had a proven impact in the Credit's success — include the following
:

1.
Allocated in fixed amounts for which sponsors compete annually at the state level.  Not only does this define the federal contribution, it creates competitive mechanisms, via a state's allocating agency and its qualified allocation plan (QAP), that have been very effective harnessed into a virtuous circle of innovation and competition among prospective sponsors and properties.  Moreover, annual QAP cycles means evolution much more rapid than the federal legislative cycle.  Resource awards at the state level bring real estate decisions closer to people who can assess local markets and local needs.

2.
National utilization including every state.  National distribution of Credit activity (via per-state caps) has had two ancillary benefits:

· Broad national exposure.  Credit properties exist in every state and most U.S. territories.  National experience gives the Credit broad exposure, widespread public experiments, and deep political support, as evidenced by the enormous number of cosponsors secured for the cap increase.  

· Housing Finance Authority capacity growth.  State allocating agencies (predominantly HFAs) have had nearly 15 years experience in multifamily allocation and underwriting questions.  Aided by the Credit and by later block-granted federal resources (volume-cap bonds, HOME, CDBG), the HFAs have grown substantially in capacity, functions, assets
, and net worth
, making them a critical affordable housing resource in between federal and local initiatives.  
3.
Demand exceeds supply.  At both the level of sponsors (properties vying for allocations) and syndicators (investors vying for tax benefits), demand has always
 exceeded supply.  Today demand outstrips supply by 3-to-1 or 4-to-1.  

Not only does utilization
 consistently exceed 99%, the constant awareness of demand-over-supply has created an urgency, not to say hunger, among sponsors and investors.


Recently, though, there has been a backwash against this pressure:

· Yields below risk threshold.  With rising Credit equity prices, yields fell to levels unacceptably low for most corporate investors.  

· 40% increase in Credits.  At the end of last year, culminating five years of effort, Congress increased the caps from $1.25 to $1.75 per capita, a 40% increase over two years.  

· Reselling by corporate investors.  Many corporations that had previously bought Credits are now selling their investments in Credit properties because their diminished or eliminated earnings reduce or eliminate their need for tax savings.


Indeed, Credit equity markets and Credit properties are vulnerable to recessionary forces, although in unusual ways.  From an equity perspective, $1 of tax savings is always worth $1, regardless of brackets, but only so long as its holder has tax to pay, so a disruption of corporate earnings renders Credits less valuable.  At the property level, although Credit rents tend to be cheaper, low income people are often more vulnerable to job loss from recessionary economic contraction.  See Section 2D below. 

4.
Huge flexibility of property types.  The Credit can be used for an extraordinary variety of properties; when combined with demand-supply competition, this has driven private sector developers to find innovative uses such as:

SYMBOL 183 \f "Symbol" \s 12 \h
New construction of suburban or rural apartments, or those featuring large bedroom counts;

SYMBOL 183 \f "Symbol" \s 12 \h
Specialized assisted living properties including SROs and HOPWA;

SYMBOL 183 \f "Symbol" \s 12 \h
Workout of troubled properties;

SYMBOL 183 \f "Symbol" \s 12 \h
Preservation of properties at risk of market conversions; and

SYMBOL 183 \f "Symbol" \s 12 \h
Privatization of public housing using HOPE VI funds.

5.
A transparent decision process.  The QAPs are among the most public resource-allocation processes used in affordable housing.  Moreover, because they act at the state rather than national level, they attract an intense kind of permanent, recurring, almost professional focus from knowledgeable local stakeholders.  These stakeholders know that, year after year, the process dictates how substantial dollars will be awarded in their communities, and they know that their input has impact.  The result is a strong virtuous circle of stakeholder mutual compliance enforcement that tends to lead, over time, to ever more publicly virtuous behavior.

6.
Self-adjusting rents and no excision of economic motivation. Additionally, rents are capped not by a regulatory process but by an externality (median incomes) that changes every year.  Self-adjusting rents mean that properties have some built-in hedge against inflation.  Moreover, nothing in the Credit mandates a cap on owner cash flow or other intrinsic owner demotivation of perverse incentives.

7.
Outcome-oriented regulation and post-audit compliance.  The Credit specifies outcomes and leaves owners and managers free to achieve them in whatever fashion they see fit, subject to post-audit review.  This procedure places the compliance burden squarely on the owner, with large and enforceable financial penalties (Credit recapture) for non-compliance. 

8.
Funding outside appropriations and 'permanence'.  Unlike programs driven by mortgage financing, the Credit does not rely on the annual appropriations cycle, which moves it out of the direct line of fire in the continuing federal budget squeeze.  Moreover, the Credit, resident in the tax code, is not time-limited and is widely regarded as permanent.  Establishing permanency, a major legislative accomplishment eight years ago, proved a significant boost to Credit pricing and Credit demand as stakeholders realized it was worth investing effort in mastering and improving a program likely to be around for a long time.  

9.
No required HUD or FHA involvement or exposure.  Similar to other block-grant approaches (e.g., HOME and CDBG), federal involvement is limited to an up-front resource award with little if any downstream requirements or exposure.  

10.
Investor transferability and exit strategy.  Compared with older HUD properties, where investors are trapped by a contingent federal income tax payable on sale, Credit investors have transferability and an exit strategy:

· Investors can transfer if they post a compliance bond.  An industry has developed to supply these.

· After the compliance period, investors can exit with no Credit recapture at all.


All of these features are huge, proven strengths for the Credit.  Principles such as these should be adopted in other new or retrofitted federal multifamily affordable housing initiatives.

Features in common with other long-lived federal affordable housing programs.   To the best of our knowledge, the Credit is the third oldest major federal multifamily affordable housing program still active — Section 515 and Section 202 are both older.  All three programs have these features in common:

· A fairly clear focus of objectives — for low income, rural, and elderly, respectively — that has not changed since program inception;

· Widespread congressional support;

· Remarkable consistency of critical program rules over a long time;

· A large portfolio of properties that all stakeholders including residents perceive as successful;

· Reliable annual funding; and

· An established infrastructure of specialized sponsors who compete annually for the next round of their program type, and who have thus built up multi-property portfolios.

Of course these features are inter-supporting, and their causality is tangled (our list above gives a rough order of cause-and-effect, but there are many feedback loops).  While this truism may be of limited use in designing a new program, it does imply that when there is a functioning ecological system producing good housing with widespread stakeholder support, that ecology is a valuable thing on which to build.

2D.
The Credit environment today and influential trends


With almost 15 years of experience, the Credit's financial delivery system is in many respects mature, with:

· A well-developed capital-raising system that has reached its optimal investor;

· Experienced state allocators that are increasingly the locus of federal housing resources; and

· An inventory of properties, some of which are reaching the end of their compliance and affordability periods (raising a new cohort of at-risk properties).


In general, the Credit financial-conversion industry is largely mature, and in investors it is approaching the theoretical limit of efficiency.  Last year typical Credit prices exceeded 100% of federal cost, proving there are exogenous benefits (e.g., losses) and also implying that capital-raising costs are low relative to those benefits. Credit financial-conversion entities have consolidated and the business has largely commoditized, to the point where the secondary market in resold Credit investments will be larger this year than the origination market was 10 years ago.


In most senses, this mature and largely robust industry is an asset; conversely, further intrinsic efficiency/effectiveness improvements will have to come internally rather than from maturation.  

Recently, however, two forces — one internal to a mature industry, one external — are reversing decade-long pricing trends.  The potential consequences of this development are enormous and hard to specify.  See Section 2 D1 below.



D1.
The mature financial-conversion industry: investors, sponsors, allocators.  As noted, the Credit must be converted from its raw material (tax savings) into its refined product (cash for development).  All three principal actors in the financial-conversion sector have evolved, some to end-state maturity.

1. Investors.  As detailed in Appendix 5, investors have migrated from private-placement individuals to public-fund individuals to corporations to large corporations to CRA-motivated financial institutions.  These are the end-state consumers, able to use every element of investment benefit (except tax deductions, for which there is a thinner market
) with the most sophistication and lowest intermediary costs.

2. Syndicators.  Related to investor migration has been syndicator migration, as the large and specialized have become larger and more specialized.  Smaller players have been absorbed, acquired by corporate investors to become in-house capacity, gone dormant, or gone out of business.

3. Sponsors.  Sponsor migration has shown three trends, two of which promote efficiency or effectiveness: 

· Increased specialization and persistence.  Most Credit sponsors are in this business full-time, competing in all available allocation cycles.  Some subspecialize in volume-cap bond acquisitions. 

· Specialized teaming.  Teaming among disciplines (e.g., a small non-profit and a larger for-profit or non-profit), induced by QAPs awarding points in multiple categories, has encouraged some productive business combinations but also has created some multi-headed entities. 

· Geographic targeting.  Few sponsors
 have scale or multi-state reach; indeed, their geographic domains seem, if anything, to be increasingly focused.  This is a byproduct of the state-level resource allocation and the variations in QAPs from state to state; each group of sponsors becomes familiar with its own state's preferences.  The effect inhibits scaling that would be expected to promote efficiency in operations and property management. 

4. Allocators.  Virtually all Credit allocators now have more than a decade's practical institutional memory of Credit trends.  With multiple QAP cycles has come greater sophistication and targeting.  For many state HFAs, Credit-related activities are their predominant business source.  Skills learned in Credit allocation have been deployed into more underwriting-related activities
.  



D2.
States and their HFAs as a locus of resource awards.  Beyond simply Credits, states (and, typically, their HFAs) have become a locus of federal resource awards.  Consider the following federal resources and their award process (see Table 3, next page):
Table 3

Affordable Housing Resources, Locus of Awards

	Resource
	Award locus
	How divided among loci

	T A Needy Families
	State
	Per capita

	Credit
	State
	Per capita

	Volume-cap bonds
	State
	Per capita, then state picks fraction to housing

	501c3 bonds
	Open-ended
	--

	HOME
	City, State
	HUD formula based on age of apartments, sub-standard conditions, population below poverty rates

	CDBG
	City
	HUD formula based on community needs

	Section 8 vouchers
	Federal, City
	HUD allocates to housing authorities

	Section 202
	Federal
	Application to HUD Field Offices and Hubs and, in some cases, state agencies

	Section 515
	Federal
	Application to RHS Field Offices



Accompanying this substantial increase in resources allocated at the state level has been significant growth in HFA capacity, executive and administrative staffs, and financial resources.



D3.
The maturing inventory.  A given property's Credit life-cycle has three relevant periods of time:

Table 4

Credit Time Period: Delivery, Compliance, and Affordability

	
	Years
	Discussion

	Delivery period
	10
	Level annual payments starting at initial occupancy (receipt of a Form 8609).

	Compliance period
	15
	Credit recapture begins declining in Year 11, gone by Year 15.

	Affordability period
	30-50
	Pre-1989 properties have only a 15-year affordability period, so that between 2002 and 2004 about 150,000 apartments could be at-risk of market conversion; thereafter affordability periods are generally
 30 years or longer.



The first Credit properties came on line in 1987-88; they are now 13-14 years old, so they have completed their credit delivery period and are approaching the end of their compliance and affordability periods.  This full-cycle maturing has several intriguing consequences:

1. At-risk.  By 2002, some properties will be at-risk of market conversion — that is, both legally eligible and economically viable.  This risk will be mitigated for several reasons: (a) early properties included many Section 8 Mod Rehab and FmHA §515 properties, both of which have other affordability locks, (b) some properties had junior accruing financing and are economically locked, and (c) by 2005, when the 1990 vintage completes its compliance period, statutory changes will greatly reduce if not eliminate conversion risk.  
2. Renovation.  Properties older than 10 years will generally have cycled through their appliance useful lives.  By age 15, the property may need new siding or a new roof.  Structural and mechanical systems start to require significant upgrade and replacement by years 20 or 25.  The first cohorts of Credit properties are now reaching these ages, which proved such a challenge to the HUD inventory.
3. Aging in place.  Residents have become more than renters; they have become their own small communities.  This is especially visible in elderly properties (where average age tends to creep up steadily until it reaches about age 78), but in family properties the children's age distribution changes as well. Older properties also introduce site-specific social services and resident programs, all of which enhance the property as a social asset within its community.  Indeed, if there is a general trend among all affordable housing types, it is that as the property matures, non-housing social services coordinated through the site become an increasing percentage of the operating budget.  The property becomes a micro-nexus for social services — as it should.
4. Investors seeking exit.  Investors have reached all the originally projected benefits
.  Many of them will now be seeking an orderly economic exit.  Indeed, some may be eager, if not impatient, to do so.
5. Post-compliance affordability.  By 2003, there will be properties that have gone past their compliance period but still have enforceable affordability covenants.  Just how enforceable those covenants will be without the Compliance penalties (such as Credit recapture), and just how motivated their sponsors will be if there is neither downside nor upside— just property management— is a question for the future.

The maturing inventory does have one undeniable advantage from a policy perspective — the consequences of past resource allocation and development decisions can be examined. 


Mining the inventory of older Credit properties for statistics and insights would be a very worthwhile endeavor, especially from the perspective of either Credit changes or designing new complementary housing programs. 



D4.
Recent market developments.  For the entire last decade, the Credit has benefited from the domestic environment: a growing economy, rising market rents
, and low interest rates.  This, coupled with the industry's fairly steady maturation, have yielded curves that have gone only upward, especially the pricing curve.  


Starting at the end of 2000, and continuing for several months, the pricing trend reversed.  Market evidence suggests that Credit prices, which earlier peaked at 83-84¢ on the dollar, have fallen, to perhaps 76-79¢ today (a 5-10% drop), and may be still falling.  Is this a temporary setback or have market fundamentals changed?

There are three identifiable causes of a pricing decline:

1. Increase in Credit resources.  At the end of last year, culminating a five-year legislative initiative, Congress increased annual allocated
 Credits 40%, from $1.25 to $1.75 per capita (phased in over two years), and volume-cap bonds from $50 to $75 per capita over the same interval.  The combined effect probably increases 10-year federal tax expenditure on Credits by about $2.0 billion
 in federal 10 year annual tax expenditure with an equity consequence of about $1.4 billion
.  Even in a mature market that annually raises more than $4.5 billion in equity, a $2.0 billion boost in supply (albeit over a few years) is significant.

2. Departure of some investors from the marketplace.  A few cohorts of major investors decided that available yields were below the appropriate risk-reward point, and the market appears to have shrunk.

3. Secondary market backwash.  For several reasons, the volume of secondary-market resales of old Credits spiked at the end of last year:

· No need for Credits.  Some corporate investors lost their earnings-stream expectation, so Credits became of less use to them.

· Earnings adjustment opportunity.  Investors who bought Credits some years ago (at lower prices) could make a capital gain by selling those same Credits at higher prices.

As a result, secondary market sales of Credits available today are estimated at roughly $1.0 billion of equity volume, a volume equal to perhaps 25% of the 2000 equity demand, a considerable jump from last year.


Setting aside withdrawal of some investors as hard to quantify, the increase in supply alone probably represents a 30-45% increase in product availability over that present six months ago, and the perception of an impending surplus has led many investors to hold back on their commitments in anticipate of a downward price correction.  This comes just at a time when the economy appears to be weakening and a meaningful fraction of investors are rethinking their future earnings expectations and tax credit needs.



D5.
Possible consequences of a Credit price decline.  No one can say for certain whether the Credit price decline is a blip or the start of a longer-term phenomenon.  But while it exists, we can expect the following immediate consequences:

1. Unsold inventory.  Some properties expected to be syndicated, or to achieve a particular equity raise, may take longer to sell or need to be repriced downward.  Some entities that inventory product anticipating syndication may find themselves having to sell the product to others that have capital and lack properties.

2. Need to re-underwrite previous transactions.  Most allocators of Credits or other resources sized their awards using an expected future price for the Credits that represented a projection of market conditions 6-18 months hence.  In the past, those projections were always fulfilled because prices generally rose.  If the price decline holds, the resource awards will be too small and sponsors will need to re-underwrite their transactions.  This is particularly true of 1999 and 2000 Credit awards that may return to their agencies for more Credits.  That in turn could lead to new production constricting.

3. Possible workout exposure.  Should the rumored economic downturn arrive, Credit properties will not be immune — poor people lose their jobs in recessions — necessitating workouts and recapitalizations.  Further, properties underwritten with rents close either to Credit cap or market rent may be ill-equipped to handle rapid, unexpected price spikes in operating costs (such as the utility cost jumps now being experienced in California).

Meanwhile, a falling-price market for Credits may make new capital hard to come by.  In other words, if the volume of workouts rises, the resources available to work out those properties may simultaneously shrink.  This unfortunate circle commonly reinforces in recessionary environments.  

4. Accelerated consolidation among syndicators.  A price decline will especially stress the smaller, less diversified, or thinly capitalized syndicators, accelerating the industry's consolidation.


If the market is in price decline — a phenomenon as yet unproven — policy changes or proposals that introduce uncertainty might have a further erosive effect on Credit prices.  (When the Credit became permanent in 1993, prices surged in response, so a reversed effect is plausible.)  To that end, ambiguity (introduced, for example, by confusion about eligible basis) or uncertainty (about possibly damaging changes) could each potentially be disproportionately unhelpful, and efficiency gains (as, for example, deriving from simplification) would be correspondingly precious.



D6.
At-risk inventory of expiring-Covenant properties.  Within two years, the first Credit properties will complete their affordability periods and be eligible to go market.  To this point, there have been only a few studies of the consequences
, but a reasonable estimate of the volume is shown below:

Table 5
Estimate of Credit Apartments Vulnerable to Market Conversion in the Next Six Years
	
	Period
	Apartments developed

	Percent at legal risk

	Percent at economic risk
	Estimated apartments
	

	
	1987-89
	130,000
	70%
	50%
	45,000
	

	
	1990-93
	200,000
	30%
	25%
	15,000
	

	
	
	330,000
	
	
	60,000
	



In other words, about one in five apartments developed with the credit, an aggregate equivalent to a full year's new production, is probably at genuine risk of conversion.



D7.
Single-Family Housing Tax Credit proposal.  Recently, the President's Budget introduced a proposal to provide a single-family housing tax credit (the "SF Credit") designed to stimulate affordable homeownership in much the way the Credit has been perceived as stimulating multifamily production.  



Attached as Appendix 11 are a brief summary of the SF Credit's provisions, at least as they have been reported, and an article of initial commentary. 


Among its principal provisions, the SF Credit is:

· An annual allocation of $1.75 per capita, indexed for inflation starting in 2003 (same as the Credit);

· Allocated per-capita among states (same as the Credit);

· Received over 5 years (instead of 10 for the Credit);

· Targeted at new single-family housing (including condominiums and cooperatives) in census tracts with median income of 80% or less of area median income; and

· Targeted to homebuyers at 80% of median income or below (versus 60% for the Credit).


As illustrated in Appendix 3, such an SF Credit is targeted appropriately to the high-end renter on the verge of becoming a homeowner (although first-time homeownership is not mandatory for eligibility).


Dialog regarding the SF Credit may create two opportunities: 

1. Lessons learned in the Credit may be prospectively applicable to modifications of program design in the SF Credit.

2. A tax-legislation vehicle carrying the SF Credit may create an opportunity to introduce and enact appropriate reforms to the Credit.  See Sections 2F and 2G below.

2E.
The Credit's strengths and stretches 

Any program winds up being more effective in some areas (its strengths) than others (its stretches).  This is particularly true of the Credit, which not only is the largest current housing production program (measured in funding), but also has enough flexibility to lend itself to numerous experiments stretching the boundaries of its viability and feasibility.  

Understanding the Credit's strengths and stretches will help the Commission formulate its approaches, whether those are internal (proposed changes to the Credit), exogenous (proposed changes to other programs), or creative (proposed new programs).  Following, therefore, is a brief summary of the Credit's strengths and stretches in a number of dimensions:


E1.
Rent bargain relative to market: larger near the MSA periphery.  Properties financed using the Credit as their sole federal resource can generally sustain some rental advantage relative to market.  Rent caps are level across an MSA, but market rents tend to be lower near the MSA's periphery.  Perhaps because of this, Credit properties lacking other federal resources tend to arise in a ring near the periphery.  Properties in stronger submarkets generally need additional resources beyond the Credit.  


E2.
Resident income range served: 45-60%.  Credit properties lacking other federal resources tend to require rents affordable to families between 45% and 60% of area median.  Conversely, extremely low income (below 30% of area median income) residents generally cannot be served solely by Credit equity rent buydown.  

Indeed, serving ELI residents remains one of the great challenges of affordable housing, for two intersecting reasons:

· ELI-affordable-rent pays only operating costs.  As shown in Appendix 3, rents affordable to ELI residents are so low they barely cover property operating costs, leaving nothing whatsoever to pay debt service.  Any program short of a pure capital grant (as in §202) will be unable to reach down to ELI residents without some form of resident income supplement (either direct or through an internal cross-subsidy, always a dubious proposition).

· ELI residents need more services.  A full-time worker at the minimum wage earns about 20-25% of the national median income.  By arithmetic, then, families whose income is below 30% of area median lack a full-time wage-earner.  Whether elderly or family, they tend to require additional social services.  Since the property is the logical nexus to deliver these, often they are delivered by property staff and funded through the operating budget.  Between services and wear they may impose on the apartments, such residents tend to bring higher operating costs.

That it does not reach to ELI residents is no criticism of the Credit in isolation.  But any initiatives seeking to reach ELI residents should plan on accessing Credits as part of their capitalization and should devote efforts to coordinating the new ELI-targeted resource with the Credit delivery system.


E3.
Apartment mix: smaller bedroom sizes rather than larger.  Assuming (as seems reasonable) that apartment costs correlate with apartment size,
 credit-cap rents adjust according to formulas that tend to make small apartments more cost-effective than large ones, as shown in the following simplified chart:

Table 6

Rent-Cost Ratios, Different Bedroom Sizes (normalized against a 2-BR)

	Bedrooms
	Occupants
	Size (sq ft)
	Rent vs 2-BR
	Size vs 2-BR
	Ratio to 2-BR

	1
	1.5
	550
	83%
	73%
	1.14

	2
	3.0
	750
	100%
	100%
	1.00

	3
	4.5
	900
	116%
	120%
	0.96

	4
	6.0
	1,050
	129%
	140%
	0.92



Assuming that operating cost correlates roughly with apartment size
 and accepting these figures as representative, a 1-BR is 14% more cost-effective (rent to cost) than a 2-BR, while a 4-BR is 8% less cost-effective.  

Such statistics as are available
 support the proposition that the Credit is strong in 1-BR and 2-BR apartments, less effective reaching 3-BR and 4-BRs.  In recent years the percentage of larger-bedroom apartments has ticked up, suggesting that some states have evidently taken notice of this by awarding QAP points for different tenant or bedroom-mix configurations.



E4.
Geography: intra-state, not inter-state strategy.  Credits are allocated at the state level, focused on the QAP process.  As a result, the allocating agency has a strong intra-state focus.  While the states share best practices, each one operates independently.  Concerns that may straddle multiple states or even be national priorities are not necessarily captured. 

Similarly, priorities that may be important at the federal level (e.g., a preference for non-profit sponsors) can be uniformly implemented in the Credit only through the cumbersome device of a §42 statutory amendment dictating QAP point award for such elements.  

There is thus a natural tension between the Credit's expression as a revenue-shared per-capita block grant, implying state autonomy, and any federal efforts to add, refine, or redirect the Credit's particular targets.



E5.
Property type: production rather than preservation.  The Credit was always intended as a production program, either new construction or substantial rehab.  It works particularly well with historic tax credits.  The allocated Credit was not designed as an acquisition device; indeed, some of its provisions explicitly favor production over preservation (for example, 9% credits for construction or rehab, only 4% for acquisition). 


Conversely, the volume-cap bond Credit (4% Credits, as of right to volume-cap bond allocations) works very well with acquisitions, even though the minimum-rehab requirement
 poses a hurdle in some cases.



E6.
Property size: small rather than large.  The Credit reaches very effectively to small properties, partly because the Credit amounts are so much larger as a percentage of total development costs.  While precise statistics are unavailable, we speculate the typical or most common size for an allocated Credit property is only about 40 apartments.
 


Conversely, large or very large properties — such as HOPE VI public housing revitalization — are at a disadvantage because they can consume such an enormous percentage of a state's annual allocation that the state is understandably reluctant to devote the resources.  In some cases an individual massive property may be broken up into phases simply to spread its Credit allocations across multiple years.  Similar phenomena have been observed in volume-cap bond allocations.


Allocators may have an additional incentive to favor small properties.  To the extent that allocators are motivated by a desire for public demonstrations of success (ribbon-cuttings on new properties, e.g.), several smaller properties provide more opportunities.



E7.
Targeting need: current population rather than change.  The Credit is allocated based on current state population rather than other metrics with which housing academics generally correlate housing need, such as changes in population, changes in supply, or affordability ratios.  

This feature is woven into the Credit's warp and weft; it seems immutable
.



E8.
Types of preservation/ revitalization.  As mentioned above, the Credit is oriented more to production than preservation, and even the volume-cap bond variation (with accompanying 4% credits) recognizes rehab as an essential element.  From the standpoint of various types of at-risk housing, therefore, the Credit is strong in revitalizing older properties facing physical deterioration or weakening markets.


Conversely, properties that are at risk of market conversion have difficulty using Credits for preservation.  Not only are the rehab requirements a hurdle, the allocation cycles emphasize deliberation, by contrast with the need for speed when a property comes on the market.  Some market-conversion-risk properties have been preserved using Credits, but usually only when the seller slows down its process to accommodate the allocation cycles.



E9.
Responsiveness: QAPs rather than administrative technicalities.  Resource award emphasis changes every year because QAPs are annual cycles.  With 15 years experience multiplied times 50 states, the QAP process is well documented, well tested, well scrutinized, well understood, and generally well respected. 


At the same time, the most logical compliance monitors and enforcers (the states who do the allocations) are denied much of the program administration, either because it is specified in the statute itself (§42) or because the questions fall within another jurisdiction (IRS).  Thus the states have from time to time had good ideas to improve the program that have gone unimplemented for some time as either a legislative vehicle was assembled or efforts were made to persuade the IRS to make modifications.



E10.
Competition: among sponsors and investors, not among states.  Coupled with the effective QAP system, a decade of demand 3-to-1 over supply, at both the sponsor and investor level, has generated a robust and remarkably competitive industry.  

Conversely, there is no competition among states to be efficient or effective in using the Credit (though obviously the states are individually seeking these goals). Each state receives the same amount of Credits regardless of the job it is doing.  


E11.
Compliance: basis and enforcement, versus ongoing reporting.  The Credit has simple outcome-oriented compliance mechanisms (see, Section 2C.7, above) and powerful enforcement mechanisms via Credit recapture.  Even more significant, the annual allocation approach puts a hard cap on federal expenditures and makes it up to the states to assure that the resource is used.  All this is robust and proven.

Conversely, compliance at the level of resident income files depends on post-audit review that is far less than 100% (although recent legislative and administrative changes have increased monitoring).  Today allocating agencies are required to audit 20% of a property's apartments every three years (that is, 7% of the apartment-years are audited).   Additionally, within two years after a new property is placed in service, its allocating agency must conduct a physical inspection and review 100% of the initial resident files. 

In any case, there is no credible evidence of any widespread non-compliance.  Also, over the years investor and syndicator pressure have motivated sponsors to assure their property managers are knowledgeable and have created various Credit-certification programs.  



E12.
Capital assembly: multiple sources, not two-source financing.  Because the Credit reaches only to part of total cost, it must combine with other resources.  

When the Credit was first enacted, it was typically used in two-source financing in combination with hard debt (FmHA 515, Section 8/221d4 Mod Rehab, or even conventional).  But a decade of demand over supply has enabled QAP and other scoring pressures to pursue deeper income targeting, down to the point where two-source finance is less and less common.  Instead sponsors typically have to cobble together four, five, or even six different capital sources to make their transactions viable.  Often the same sponsors are visiting the same capital sources in rotation as each tries to assemble the magic combination of resources.  Increasingly, therefore, one allocator's award is valuable only if the sponsor can secure corresponding awards from a few other allocators.

Some states have recently recognized that Credit properties ring numerous state doorbells simultaneously and are moving to more consistent processing.  All Massachusetts agencies, for example, require the same 'One-Stop' application.  Several other states are following suit.


E13.
New capital infusion: hard debt in good markets, not soft debt or soft equity in weak ones.  If capital assembly is complex for initial development, it can be even more of a challenge for a property 5 or 10 years into its operations (or, even more intriguing, after 15 or more years). 

In general, and in sound properties, Credit ceiling rents should rise faster than market rents.  Credit ceiling rents rise with median incomes, whereas rents for any given property
 tend to lag inflation a little as the property ages.  The gap between Credit ceiling and current rent tends to widen over time.  That being the case, older properties in sound markets normally have a refinancing opportunity to bring in new hard debt to replace the old hard debt.  Provided any junior soft debt does not accelerate, there is potential to draw in new capital.  Non-profit sponsors are looking at devices such a these to create the cash to buy out their investors for the formula prices written into their documents.

Conversely, the complicated financing arising from multiple-source resource assembly tends to encumber the property's operations in many ways.  Should the property encounter difficulty, there may be numerous existing barriers to new capital infusion
.  

Traditionally, the source of new capital for workouts has been the current investors who are motivated by a combination of looming contingent exit taxes upon foreclosure and the likelihood of additional (valuable) tax deductions from operating losses or new improvements.  Neither lever is as effective in Credit properties, and other sources are unavailing, so Credit properties have some vulnerability should they run into operating difficulty in the late years of the compliance period.

Downstream capital infusion is likely to become an increasing priority as the Credit inventory continues to age.  Once the property has passed its compliance period (the 15th anniversary), the investors will have no motivation whatsoever to contribute new capital, and the property will have to stand on its own, either with new economic investment (meaning higher rent) or with new resources (including another round of public resource awards).  Critics of the Credit have questioned just how long the government will be able to enjoy the affordability bargain without having to reinvest.


E14.
Sponsor change: investor transferability versus sponsor enforcement.  As discussed in Section 2C.10, above, compared with other affordable housing programs, the credit allows investors to transfer their interests with remarkable ease, and they can exit after the compliance period.  These are huge advantages that have already proven their value and will continue to prove them as compliance completion looms for the first generation.


But Credit properties are as vulnerable as any other partnership to a weak sponsor.  Most sponsor enforcement mechanisms available to a regulator are more effective if the sponsor is larger, well capitalized, involved with many properties, and actively developing more.  When the sponsor is small, thinly capitalized (or grant-dependent), and targeted on one or only a few small properties, enforcement may be strong on paper but weak in practice.  This becomes even truer when the property itself is small and remote, because the investors (who are increasingly large financial institutions) do not want direct operational control, and the financial incentives to induce a successor to come in are often weak (once the development profit has been removed).



E15.
Compatibility with other programs: debt, not hard equity.  As soft equity, the Credit works effectively with all forms of hard and soft debt
.  Conversely, the multiple-source financing tends to drive out hard equity as a capital source.  As noted in Appendix 1, this is seldom a material loss in new production, but when new capital is needed (see Section 2 E.13, above), the absence of an economic equity alternative may limit choices. 



E16.
Legislative change: countercyclical to the housing committees.  Alone among the major federal affordable housing resources, the Credit is outside the housing committees' jurisdiction.  And the authorization and tax tracks tend to run asynchronously and with relatively little coordination between them.  

As a result, most housing legislation proceeds virtually independently of Credit legislative change.  There are upsides and downsides to this.

· No annual appropriation.  As a tax expenditure, the Credit is invulnerable to the usual fiscal-year-end scramble to squeeze an appropriations bill into the committee caps.  

· Hard to enact conforming changes
.  Housing legislation that could benefit from conforming changes in the Credit — or vice versa — seldom has a practical chance of securing it contemporaneously.

· Silos of dialog.  Dialog and idea exchange between the housing authorization/appropriations community (centered around HUD) and the Credit community (centered around the HFAs) tends to be infrequent and limited.

The result is a bipedal locomotion of federal statutes — housing, Credit, housing, Credit — over time. 

2F.
Internal changes that might make the Credit more effective or efficient


Disclaimer about feasibility.  As noted in Section 2E.16 above, the Credit is legislatively countercyclical to other housing initiatives, being governed not by the spending committees but by the tax committees.  For this and other reasons, it is quite durable and hard to change.  

It is up to the Commission to decide whether any changes that might conceivably be desirable are in fact practical to pursue, and if so, how they might be pursued.  For the Commission to do this, however, it must be informed as to the range of possibilities, and their potential merit.  This section thus identifies potential changes to the Credit, identified by one or more knowledgeable stakeholders, that might be useful if they could be timely enacted in the form proposed and without particularly addressing the likelihood of their enactment.  In no sense are these our recommendations; rather, they are an enumeration of possibilities that go to issues identified in this paper.

For each provision, we briefly describe the suggested change, as well as some perspectives on it, independent of its potential implementability.  Section 2H provides a structural discussion of the legislative approaches the Commission might pursue.



F1.
Structural.  These changes would seek to affect Credit outcomes with a view to enhancing effectiveness or efficiency.

F11.
Establish 'Credit basis' independent of depreciable basis and let states certify it.  As discussed in Appendix 4, Step 4, determining Credit basis, both at allocation and at completion, is a critical proposition.  For the sponsor, it has some no-win elements: if the basis is lower than the Credit allocation, the sponsor must refund Credits to the allocator, and if it proves to be higher, no additional Credits are available. Moreover, between allocation and completion external events may intrude (e.g., issuance of an IRS Technical Advisory Memorandum) that effectively change the rules for participants halfway through their process.  

Other programs (e.g., historic tax credits) recognize a difference between depreciable basis and credit basis, to no apparent detriment.  Here, with Credits capped at the state level and with states making allocations of what they rightly view as an enormously precious resource, there seems little purpose in perpetuating this element of uncertainty.  The irony is particularly great because the recent TAM uncertainty has, we believe, had the undesirable consequence of contributing to a lowering of Credit prices. If so, the total commodity allocated by states is no smaller (because the excess is available for reallocation to another property) but the amount the federal government receives for its commodity has in fact dropped.

Clear rules, standardized among states and administered by states, would eliminate this ambiguity to no apparent detriment.  It would enable greater precision and certainty in credit allocations.

A more truly devolutionary step would simply decouple Credit allocations entirely from basis and treat them as analogous to HOME or CDBG — that is, allocable at discretion subject to caps.  Given a robust and transparent competitive marketplace for the resource, it is hard to identify a drawback to doing this if it could be enacted.



F12.
Conform common definitions among programs, especially income eligibility and rent caps.  As noted in Sections 2E.12 and elsewhere, the Credit by itself almost always must be supplemented by another affordability source, usually a hard debt or soft debt vehicle (e.g., 501c3 or volume-cap bonds, HOME).  Such other programs also have affordability requirements, typically income, rent caps, and duration.  Conforming programs one with the other, or adopting conformance reciprocity— if I conform to my standard, that counts for your standard— would greatly simplify processing and compliance. 

Obviously, such conformance can work in either direction: the Credit accepting other definitions as qualifying, or the other property accepting the Credit definitions.  Either way is helpful, and we believe both have been done
.  



F13.
Eliminate §42(b)(1)(B)(i), which lowers Credits to 4% if 'other federal funds' are involved.  This provision, which has been part of the Credit since enactment, was evidently based on the premise that a property should not receive more than one form of federal assistance
 for fear that 'subsidy layering' (as it was then known) would lead to sponsor overcompensation.  That may have been a practical risk in 1986, but in today's market properties face financing gaps, not over-sourcing.  And in any case, the Credit is capped at the state level, as indeed are all the other available federal resources (volume-cap bonds, HOME, CDBG).  It is hard to find a public-policy reason why two finite, allocated federal resources should be worth less when combined than the sum of their separate benefits, especially when the combining is being done by (in many cases) the very same state agency.

See also Section 2G.22 for the corresponding external possibility, repealing §102(d).



F14.
Repeal the §42(d)(2)(B)(ii) 10-year rule.  This 'anti-churning' provision essentially precludes an existing property from receiving an allocation of acquisition (4%) Credits if it has changed hands within the preceding 10 years.  As with the preceding provision, this provision derives from the Credit's birth during the same tax reform act that eliminated almost all forms of tax shelter.  We believe that its congressional purpose has long since been fulfilled and that it now simply serves as an impediment to acquiring, preserving, or recapitalizing an otherwise equally deserving group of candidate properties.



F15.
Mandate affordability periods longer than 30 years.  There is some precedent for this, as the original Credit's 15-year affordability period was extended to effectively 30 years by the 1989 amendments
.  Some states have piggybacked their own state credits onto the Credit, usually with periods longer than the federal standard.  

At the same time, this change does nothing that a state cannot do now in its QAP.  While there is precedent for congressional imposition of particular priorities (see, for example, the 2000 legislative changes, which added three priorities and eliminated one), there is no evidence available to us that suggests affordability periods are unreasonably short, or that the states are not diligent in pursuing longer affordability periods where warranted.



F2.
Administrative.  Administrative changes would not change structural elements but would tend to make processing smoother and thus to reduce transaction, processing, or compliance costs. 

F21.
Coordinate funding cycles at the state level.  Many stakeholders noted the need to access multiple scarce resources and the difficulty of holding a transaction together while asynchronously pursuing codependent funding sources.  Coordinating funding cycles and intake processing is entirely logical.


At the same time, complementary funding cycles are determined at the state level, often by the Credit allocating agency(ies), or a the local level, in the case of HOME and CDBG funds, so it is not apparent how exhortations or strictures at the federal level could do much more than the states could do for themselves should they so choose.  And processing innovations being adopted in some of the bellwether states suggest that this coordination is starting to happen already, without federal intervention.  



F22.
Allow states some form of delegated monitoring/enforcement authority, with IRS oversight or final decision-making.  Numerous stakeholders suggested this improvement, citing the states' role in allocating the Credits, their involvement in the underwriting, and their natural vested interest in securing compliance.  In other contexts, the states themselves have noted the disparity.  

At the same time, no stakeholder offered a mechanic that might address the IRS's concern about delegating its powers to non-Treasury agencies.  But since anything a monitor did could itself be subject to audit, it would seem possible to construct a system whereby states had the option to audit and deliver their findings, subject to IRS concurrence (active or passive).  Stakeholders who suggested this improvement noted both the ability to stimulate enforcement and the salutary benefit of being able to defend compliance to outside critics rather than relying solely on the IRS's enforcement and reporting approaches.



F23.
Provide financial incentives (positive or negative) for states to assure that allocated funds are spent in a timely fashion.  Judging from statistical data, the typical Credit property takes about 18 months from allocation to Credit flow; compared with theoretical tax expenditure costs, therefore, there is about 1½ years of free float benefiting the Treasury and hindering the properties' syndication value in the marketplace.  Shortening that time frame would presumably raise Credit prices, hence improving Credit efficiency.

Motivating a shorter time interval is relevant if the reason for delays is lack of motivation.  There is no particular evidence that this is the case.  Sponsors are keenly motivated to flow the Credits as fast as they can, both to raise the price and, more immediately, to bring in the capital sooner
.  So are states.  Since no stakeholder benefits from slow Credit flow, it is hard to envision how rewarding or penalizing based on Credit flow timing — other than reallocating unused Credits from states with slow flow to those with fast flow — will do more than increase their awareness of this issue.



F3.
Technical.  Technical changes have consequences similar to administrative but tend to require changing some element in the statute itself.

F31.
Allow tax returns to serve as income verification.  From a compliance standpoint, tax returns if available would greatly simplify income verification
.  The Credit is not an entitlement; residents have no right to occupy a Credit apartment.  Their occupancy is in turn conditioned on a host of actions and behaviors representing in some sense a surrender of privacy privileges (e.g., the owner's right to verify income).  While ordinarily tax returns are no one's business but the taxpayer's and the IRS's, applicants seeking a particular benefit, who have already agreed to allow income verification, have fewer grounds to defend the privacy of their tax returns.  


Obviously the full tax return provides information substantially greater than that required to establish income certification for Credit occupancy, so if verification were to be sought, it would be entirely appropriate to find some form of excision of relevant information
.  


This is as perhaps as good a place as any to note that, in Section 2F, proposals are presented without regard to their implementability.  Accessing tax return information has drawn considerable criticism when advanced in other contexts — to the best of our knowledge, HUD has never pursued it for HUD properties — and could be expected to be equally controversial here.




F32.
Eliminate the §42(h)(1)(E) 10-percent expenditure test.  As a stimulus to assure that Credits are timely spent, the original Credit provided that if a property received an allocation, it must spend at least 10% of the projected basis in the year of award.  Subsequent statutory amendments, including one in 2000
, liberalized the 10% standard but it remains on the books.  


The 10% test was Congress's original effort to address the concern mentioned in Section 2F.23 above, namely that states should be encouraged to spend Credits timely.  But, just as outlined in Section 2F.23, states now have that motivation, and there is no apparent reason why the rigid 10% test is particularly necessary.  Indeed, several stakeholders indicated that 10%-test compliance and verification adds its own elements of cost to the development, especially the early stages; we infer that its presence might actually hinder timely delivery of Credits by deflecting attention onto that interim question rather than more substantive ones.  

F33.
Allow properties in low income rural areas to establish rent caps based on statewide rather than county wide median income.  This provision
 would raise Credit caps in very low income rural areas where Credit cap rents are so low, relative to construction costs, that they make development particularly difficult.  It essentially conforms the Credit's rent cap definition to that used in tax-exempt bonds and is another example of the useful principle of conformance among similarly-motivated programs.


2G.
External changes or new programs that would likely make the Credit more effective or efficient

The Credit's effectiveness and efficiency when coordinated with other programs can be improved either by changing the Credit or by changing those other programs, just so the two in question move closer together.  If there has been a general trend of amendment over the last decade, it has been fairly consistently toward that conformance, so it is logical to explore both sides of the question.  

The Credit is soft equity and most of its logical combinants are hard or soft debt, so the Credit tends to play a similar role with all of them.  That being the case, conforming the Credit is appealing because it can be done once, in §42, and cover numerous debt programs by name or attribute (including debt programs that might arise out of Commission recommendations).  Conversely, conforming those debt programs is appealing, because, if they are within the discretionary spending purview, the changes can accompany any housing-related legislation that might arise from Commission recommendations.  Either method could work; it is all a matter of practicalities.

G1.
Structural. 



G11.
Conform common definitions among programs, especially income eligibility and rent caps.  This is the converse of the same reasoning set forth in Section 2F.12, above.  It is equally valid.  

Perhaps most relevantly, should the Commission propose new legislation or funding, particularly in the form of grants, soft debt, or hard debt with advantages (e.g., lower interest rates), we would encourage any such legislation to include as an opening plank a broad conformance with ceilings, protocols, and potentially changing provisions within the Credit wherever their goals are compatible, so as to build some efficiency into the new program.

This method would work even if the metric chosen were different.  For example, suppose the Commission were to recommend a proposal to stimulate large-bedroom family apartments, or apartments for ELI residents.  If the proposed program used the same formulas for rent or income calculations, it would mean that one set of calculations or certifications could, with the press of a calculator button, derive two sets of numbers.  It would also mean that ratios established at program inception would by mathematics hold over program implementation.

G12.
Waive CODI on cancellation of old soft debt for properties that extend affordability.  While Credit properties generally allow an investor exit after the Compliance period ends (see 2C.9), the Credit's use of multiple sourcing and its affinity for large soft debt (see 2E.12) means that many properties have accruing soft debt that acts as an inhibitor to new capital reinvestment.  Localities and other holders of this debt might well be willing to trade it for extended affordability or new capital reinvestment, but if they cancel or 'materially modify' the debt, the owner will in all probability face Cancellation of Debt Income (CODI).   

The problem is particularly timely and relevant for the first property vintages, the 1987-89 groups (see Appendix 5, Part 1) which have only a 15-year affordability period. These apartments (130,000 to 200,000
) will be contractually eligible to go market between 2002 and 2004, and to our knowledge no programmatic inducements exist to motivate the others to renew their affordability.  

Allowing a CODI waiver for cancellation of soft debt under limited circumstances — such as if new capital above a threshold is contributed, or if the property's use restriction is extended from 15 to 30 or more years — would give these properties a preservation tool coupled with a potential investor exit.

G2.
Administrative.  
G21.
Coordinated funding rounds.  This is the obverse of Section 2F.11 above, and for the same reasons.  As with Section 2G.11 above, the idea has particular merit if a new program were to be created, because coordinated funding would facilitate integrated processing and lower holding period and application costs.




G22.
Eliminate HUD §102(d) subsidy layering.  When FHA or HUD resources are combined with a Credit property, HUD must conduct a 'subsidy layering' review under §102(d) of DHUDRA.  Section 102(d) layering reviews have proven time-consuming, slow and extremely hard to coordinate with funding cycles.  Moreover, HUD's desire to be the last approval means that each time a material element of property financing changes, the §102(d) review must be updated.  

The net effect has been to discourage Credit developers from using HUD resources such as FHA mortgage insurance (under 221(d)(4) or 223(f)) even when these vehicles are otherwise cost-competitive and at a time when FHA is seeking to expand its book of profitable new business.  While once upon a time there may have been merit in testing, for instance, the overlay of allocated Credits and Section 8 Mod Rehab, HUD is no longer in the deep-subsidy production business and there is no particular evidence that HUD will return to that funding arena, so the §102(d) layering process is an inhibiting barrier to a risk that no longer exists.


Repealing §102(d) — if not comprehensively, then at least in the context of pure FHA insurance programs — would open a new channel of competitive debt products with no apparent downside, especially as allocating agencies now conduct thorough sponsor profit reviews.  

Similarly, if any new program is created, use of Credits in the financing should not trigger a §102(d) layering review.

G3.
Technical.  No external changes identified so far.  However, we have not sought out practitioners of other HUD programs (e.g., Mark-to-Market, Mark-Up-to-Market, or preservation) to identify potential problems that they might seek to eliminate.  We suspect that such a survey would reveal a significant number.

2H.
Ways in Which the Commission could approach the Credit

Although the Credit is probably the most important federal affordable housing resource available today, it is only one of several major federal programs
 that now exist, and of course the Commission may also propose new initiatives.  Thus, in crafting its series of recommendations, the Commission will inevitably take a view of the Credit. Such view will have two dimensions:

· Strategic.  Whether to make changes to the Credit an integral element in its recommendations, and if so with what weight.

· Tactical.  What type(s) of changes to consider for the Credit.


This section will briefly outline the three strategic approaches and five tactical approaches available to the Commission. 



H1.
The three strategic approaches: none, desirable, necessary changes.  Conceptually, the Commission could adopt any of three strategic postures regarding the Credit: 

1. No changes.  The Commission could itself propose no changes in the Credit.  There is an active constituency of advocates with well-established and knowledgeable views that, from time to time, yields statutory changes in the Credit.  (One such round was completed at the end of 2000; another is being talked about for 2001 or 2002.)  

2. Desirable changes.  The Commission could identify changes in the Credit (or programs that work with it) that would improve effectiveness or efficiency, without necessarily relying on those changes as preconditions to the other recommendations it makes.

3. Necessary changes. The Commission could identify Credit changes necessary to make other Commission recommendations effective.  For example, if the Commission contemplated a new federal production or preservation program (whether debt, equity, or subsidy; see Appendix 1), the Credit by definition cannot now contemplate such a program and there might be mandatory conforming changes to assure that the Credit was compatible with such new program.


By its creation of a Tax Policy Task Force, the Commission has demonstrated its belief that statutory tax changes are not only possible, but quite possibly desirable.  Rather than having to rely on other tax-law vehicles to carry proposed Credit changes, the Commission may in effect create its own vehicle by making recommendations for other tax reforms
.  The existence of such a Commission-endorsed vehicle would significantly increase the chances of useful Credit changes; its absence would significantly decrease those chances. 



H2.
Five tactical approaches to the Credit improvements.  Assuming that changes are contemplated, they break down into five tactical approaches:

1. Technical.  A program as extensively detailed by statute as the Credit (§42 covers roughly 34 pages of the Internal Revenue Code) inevitably needs technical changes from time to time.  This has already happened several times.  

2. Administrative. Credit administrative responsibilities are divided between states (which allocate resources) and the IRS (which is ultimately responsible for enforcement) based on requirements laid down in the statute.  Consolidating responsibility, probably in the states, would not change program technical provisions but might well improve efficiency.  Accomplishing this requires a statutory change to create what would in effect be administration dictated by regulation rather than by statute.

3. Devolutionary.  Recognizing that the Credit is, from a federal perspective, a per-capita block grant delivered over 10 years, one could seek substantially to simplify the statutory provisions by relying on the per-capita amounts to control federal expenditures and on the states and QAPs to make effective, efficient use of the resource.  Numerous stakeholders believe such a change would be desirable but most of them doubt whether it is achievable.

4. Exogenous.  Almost as a mathematical equation, the Credit by itself can never finance a complete development; it must combine with other housing resources.  That being so, effectiveness and efficiency can be improved by reducing programmatic friction and resulting entropy.  Changing the Credit is one way to pursue this; changing other programs is the other.  Such exogenous changes would also have a practical benefit: they would proceed through Congress via the traditional authorization — appropriation committees alongside the Commission's other recommendations.

5. Complementary.  Already, as discussed in Section 2E, above, the Credit has stimulated co-evolution of other programs (e.g., Section 8 vouchers) so as to extend Credit utility into areas (e.g., ELI residents) that it serves less effectively.  Should the Commission propose new production or preservation resources, any such program should recognize the Credit's reality and utility and be designed from inception as a natural and efficient complement to the Credit.



H3.
In conjunction with dialogue about the SF Credit.  As noted in Section 2D.7 and referenced in Appendix 11, the Bush administration has now advanced an SF Credit with many features modeled on the Credit.  Should this legislative proposal gain momentum — and there are several reasons to think it will — this may create, within the Bush administration's tax proposals, a natural vehicle to open a dialog about the Credit.  


Stakeholders responding to our surveys identified various proposed changes.  Some of these are listed in Sections 2F and 2G above; others will be added from time to time as they are received.
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Appendix 1

Five types of capital and examples of each
	
	Repayment expectations
	Utility in affordable housing
	Examples in affordable housing

	Grant
	Neither requirement nor expectation of repayment.
	No cost whatsoever to rent burden.
	HOME, CDBG and HOPE VI as awarded by the federal government to states and localities.  (Principally for tax reasons, the localities turn them into soft debt when retailing them to individual sponsors.)  Also utility conservation grants, foundation grants, ITAG's and the like.

	Soft debt
	Expected to be repaid far in the future, usually on a contingent or participating basis.
	No immediate rise in rent burden.  Overhanging debt creates compliance obligations, complicates later capital infusion.
	HOME, CDBG, and HOPE VI loans made by states and localities to individual properties.  Program Related Investments (PRI's) from grantmakers.

	Hard debt
	Repaid in constant monthly payments.  Sometimes balloons sooner (a 'bullet'), sometimes assumable.
	Raises rents by debt service constant and coverage.  Interest reductions (e.g. volume cap, 501c3) abate this.
	Volume-cap bonds and 501c3 bonds.  (Interest-rate savings resulting from the tax exemption essentially constitutes an embedded annual subsidy that enables a given amount of NOI to stretch to a higher face amount.)

	Soft equity

(Credits)
	Capital receives its return through tax benefits specifically authorized in the Code.
	No rise in rent burden.  Brings in tax-motivated investors.  Requires syndication.  Creates healthy ongoing natural tension and investors monitoring.
	Capital contributions raised from syndicating Credits.

	Hard equity
	Repaid from future cash flow or residual value derived from rising rents or appreciation.
	Motivates rent increases, sales, conversions. Conflicts with affordable housing goals.
	Essential in conventional (e.g. REITs).  Few if any examples in affordable housing.


Appendix 2
Multifamily Affordable Housing: What Works and What Doesn't

	
	What works
	What doesn't work

	Delivering affordability
	Cheap rents with a clear bargain element
	High rent (which require support through income supplement)

	Income mixing
	Diverse range including many working families
	Income concentration below the jobs line (except elderly, who have retired)

	Compliance
	Outcome – measure  results
	Process – measure procedures

	Federal involvement
	Wholesale – block-granted subject to state-by-state allocations, clear program goals and performance measures.
	Retail – details of individual properties prescribed within centralized legislative or regulatory rules. 

	Resource allocation
	Closed-ended – resources awarded competitively
	Open-ended – no competition for resources

	Rent structures
	Formulas that self-adjust using external criteria (e.g. change in median income)
	Property-by-property calculations that require regulators to review annual budgets

	Debt service coverage
	125% or higher, so properties have cushions
	110% or lower, because properties have no cushions

	Cash flow limitations
	No caps, provided rents are affordable and property is in physical/ operational compliance
	Small distributions that eliminate cushions and create perverse incentives

	Ownership structures
	Private sector (for-profit or non-profit) with both profit motive and affordability mission
	Direct government ownership or disengaged ownership with neither experience nor exposure

	Assistance basing
	Property basing with strong compliance.

Vouchers where there is ample supply.
	Property-based with no linkage to service quality.

Vouchers with no reliable places to use them.


Appendix 3
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Appendix 4

How the Credit works, a simplified summary
A simple metaphor.  Think of Credit allocation and equity syndication as a power generation effort.  To generate power, an energy plant (a sponsor) obtains a raw material (Credits) which it then converts into energy (cash to build property) by burning (equity syndication).  That process has a certain inherent inefficiency because the material is being transmuted from matter to energy. 

Meanwhile, Congress mines raw material every year and awards it, on a geographic basis, to state agencies that decide which power plants to support.  The Credit allocators both earn fees for this service and sell financial products (e.g. mortgage loans) to their sponsor-awardees.

1.
Annual per-capita allocations.  Each year, every state receives authority to issue Credit allocations, up to a statewide cap, to individual properties chosen by a state agency selected by the governor or legislature (in practice, most are the state housing finance agencies (HFAs).  Credit allocations cover the full ten-year Credit delivery cycle, so an initial annual award actually represents Credits equal to 10x the stated amount.  

At program inception, the allocated cap was $1.25 per capita, but with the increase enacted last year, that figure will rise to $1.50 in 2001 and $1.75 in 2002.  (Thereafter, it will index with inflation.)  

Beyond the state allocation, Credits (of the 4% variety) are created as a byproduct of the application of volume-cap bonds to affordable housing properties.


Measuring aggregate annual Credit volume is slightly imprecise because, although the allocated Credits can be measured with precision (at 100% of the per-capita ceiling), only a fraction (anecdotally, about 25%) of volume-cap bonds yield Credits.  Using this figure, we estimate projected new 2001 Credit authority at $5.9 billion (with a net-present-cost of the tax expenditure, at 70%, of $4.1 billion), resulting in new gross equity potential of $4.7 billion, all calculated as follows:

	Per capita
	Applicable

Percentage
	Percentage in housing
	U S pop (millions)
	Credit delivery (yrs)
	Gross
 equity per $1 Credit
	Gross equity volume ($bil)

	1.50
	--
	100%
	280
	10
	80¢
	$3.4

	62.50
	3.8%
	25%
	280
	10
	80¢
	$1.3

	Total market
	
	
	
	
	
	$4.7


2.
QAP's and competitive awards.  In allocating Credits, states are required to adopt a Qualified Allocation Plan (QAP) that sets forth, for the coming year, the priorities and scoring methods the state will use in selecting Credits.  QAPs are intended both to seek out areas of genuine housing needs, and to select the most deserving properties from the public's point of view.  Applications are typically judged in two or three award rounds throughout the calendar year.  

QAPs were imposed by Congress in the 1989 amendments because Congress, noting that the program had by then reached 95% or greater utilization, had become concerned that awards were being influenced by favoritism rather than merit.  The QAP system has now been established for more than a decade and such charges are now extremely rare.  


3.
Equity syndication.  Having secured a Credit allocation, the sponsor must then convert the raw material (Credits) into a useful refined product (cash to develop the property) via equity syndication.  Two groups of participants are thus involved:

· Investors. Corporations and large financial institutions seeking tax savings for earnings and cash flow management and investment return.

· Syndicators.  Specialized real estate financial-services firms who raise capital from investors and structure transactions as suitable for inclusion.


The investor pool these days
 is dominated by major corporations each of which commits large sums ($20-50 million is a typical investment) in a few pools.  Accounting consolidation rules encourage the investors to limit themselves to only a share of the investment so the syndicators commonly assemble pools of a few large corporations.  Conversely, the corporations with the largest appetite will often spread their investment across numerous syndicators.  Some investors (e.g. Southern California Edison, Fannie Mae, Freddie Mac), acquire full ownership, sometimes directly, sometimes via syndicators.


In an equity syndication, the syndicator or investor prices the transaction by stating how much capital, on what terms and timing, it will pay assuming that the Credits flow as expected.  Equity syndicators also negotiate economic provisions (how cash flow and residuals are shared, directly or indirectly via fees) and control/ protection provisions (guarantees, contingent rights).


The net effect, therefore, is that the sponsor acquires a commitment for cash, on a particular timetable and subject to obligations and future events, by swapping rights to 99% or more of the Credits
 — in short, the ten-year after-tax receivable is factored into a cash commitment.


Ordinarily, 99% ownership of a venture would entitle the investor to cash flow, residuals, and other economic benefits, but in the mature Credit syndication industry, these are largely absent, for several reasons:

· Soft debt consumes cash flow and residuals.  Most properties have a financing gap covered by some form of soft debt (or grant recharacterized as soft debt).  These loans consume most available cash flow.

· Investors seldom pay much for economics.  Showing projected cash flow adds little to the equity syndication proceeds, so sponsors tend not to include it among the benefits.

· Sponsors capture economics as incentive fees for asset management or otherwise.


As a result, the typical investor has a single motivation — assure that the Credits flow on time and that the property stays viable through the Compliance period.  Evolving markets (see Section 2D and Appendix 5) have led to their logical end state at the optimal investor — the CRA motivated financial institution.

4.
Construction, completion, and Credit delivery.  Once the property completes its financing, it goes into construction.  Upon completion and qualified occupancy, the owner files IRS Form 8609, signaling start of Credit flow.  At that point, Credits are determined precisely using the following formula:

Table 7

Individual property Credit determination, schematic equation

The lesser of
Credits derived by multiplying the Credit percentage times the eligible basis

or
The maximum Credits allocated.


Allocated Credits have a percentage that generally
 centers around 9.00%
; the actual percentage is set every month, based on the applicable federal rate, and is designed to deliver a Credit whose federal Cost equals 70% of basis.  


Determining eligible Credit basis is, therefore, quite important.  An extensive literature of guidance has grown up surrounding whether intangible costs are or are not eligible.  Into this mix, late last year the Internal Revenue Service issued five Technical Advice Memoranda (TAMs) that redefine the edges of eligible basis and set off pricing and repricing ripples within the Credit community.  (These ripples would not exist if the Credit were a pure grant allocable by the states independent on basis.)


Once the Credit basis is established and the first year's Credit delivered, it continues to flow for the full ten years, unless interrupted by a non-compliance event (see below).

5.
Rents and operations.  By statute (§42 of the Code), Credit rents are capped at a maximum of 30% of 60% of median income (adjusted for family size
).  To eliminate the incongruity of seeking to put more people into a single apartment so as to boost its rent, Credit occupancy is assumed to be 1½ people per bedroom.

	Affordable
	30% of family income for rent

	Credit-eligible
	60% of median income, adjusted for family size

	Assumed occupancy
	1½ people per bedroom


Throughout the United States, a Credit-ceiling rent (that is, 30% of 60% of median) typically approximates local market rent.  In strong markets, Credit-ceiling rents have a clear bargain element; in weak markets, Credit-ceiling rents can often be higher than the practical economic rent, especially given the low income tenancy they are seeking to attract.  

Some states incorporate lower Credit ceilings into their QAP scoring, so some properties and some sponsors have tiered rents or lower ceilings. 

As median income rises, Credit ceiling rents automatically rise.  This is a huge convenience because it means that (1) rents adjust with inflation, and (2) no regulatory oversight is required for rent-setting or rent adjustment.  The rent-setting mechanism is one of the Credit's most robust features and one of its best advances over prior programs.

6.
Compliance.  Credit compliance is simple but effective. The Credit compliance requirements boil down essentially three things:

1. Resident selection.  Did the owner rent only to income-eligible people?

2. Rent caps.  Were the rents under the agreed caps?

3. Documentation complete.  Is the necessary documentation properly compiled and complete?

This is enormously simpler, and thus much better, than the intrusive process compliance common in HUD affordable properties.  

To verify compliance, the Credit uses what we have called post-audit outcome review with recapture penalties.  That is:

· Outcome compliance.  The Credit is uninterested in procedural matters.  Instead it cares whether particular outcomes are achieved.  If they are, the property is in compliance.

· Post-audit.  Owners submit necessary documentation to their compliance monitor and are audited after the fact.  This lowers costs.  

· Recapture penalties.  Should a property be non-compliant, Credits can be rescinded and recaptured, with interest and penalties, just as delinquent taxes are.

Overall, the compliance mechanisms are very well designed: simple, clear, enforceable. 

7.
Transfer, recapture phase-out and exit strategies.  The Credit also contemplates that investors can exit in either of two ways:

· After Compliance.  After the 15-year Compliance period, this is no Credit recapture
 whatsoever.  

· During Compliance.  Investors can transfer without incurring tax if they post a bond to assure future compliance.  The insurance industry has learned how to price and issue recapture surety bonds.


Transferability has led to a surprisingly active secondary market in Credits.  On the one hand, this is good — it enables no-longer-motivated investors to exit.  On the other hand, it adds new supply back into the market and, when the supply is large (as in 2001), it can create or magnify an unexpected price drop.

Appendix 5

A brief history of the Credit in the marketplace
Summary

The Credit's performance is a function of two large and largely independent forces: congressional action and marketplace responses.  Both matter — any chronology that concentrates on one element to the other's exclusion misses essential elements of the Credit's evolution. But they are texturally different: 

· Legislation acts digitally, changing in discrete quanta overt, precise, and measured by legislative changes.

· Markets move analogously, changing continuously and with neither obvious milestones nor bright-line divisions. 


This condensed summary combines the two phenomena and presents the Credit's evolution and maturation as a five-phase story, whose fifth phase has just arisen and is ongoing:

1. Introduction: 1987-89.  The Credit is enacted and early practitioners develop the first properties, mostly by combining with extent debt programs (e.g. Section 8 Mod Rehab, FmHA §515).

2. Improvement: 1989-93.  Early experience allows two rounds of legislative amendments that better target the Credit and improve its efficiency, culminating in legislation making §42 a permanent part of the Internal Revenue Code.

3. Corporatization: 1993-97.  With permanence and a nascent track record, the Credit's equity sources migrate logically toward investor optimization and benefit commoditization, both trends leading to higher prices and lower intermediary fees, characteristics of a maturing financial industry.

4. Maturity: 1998-2000.  Corporatization trends reach their logical end state with the best possible investor (the CRA-motivated large corporation or financial institution) consuming its desired refined product and all other undesirable elements being absorbed elsewhere in the transaction.

5. Cycling: 2001-?.  With a mature market come new trends, the completion of initial affordability periods and a decline in equity prices.  Whether these cycles are long- or short-lived, whether they are ripples or sea changes, is right now unknown and unpredictable.


For convenience, each section is titled with its organizing principle, the years it covered, and a rough average net equity price (cash per dollar of Credit) realized by sponsors who syndicated Credits during that interval.

1.
Introduction: 1987-89 (45¢ average price)

Enacted in 1986 as the sole new housing initiative in legislation that otherwise disincentivized or functionally eliminated most other forms of real estate investment, the Credit first operated during 1987.  As a largely new program, the Credit was poorly understood, to the point where not only did Credits command low prices (45¢, equivalent to about an 18% IRR), the 1987 were less than 50% subscribed.  

The first Credit properties tended to be those that were already slowly processing through some pre-existing debt-program pipeline such as Section 8 Mod Rehab or FmHA §515; the Credit's significantly higher equity capital component gave those properties a sudden economic boost.  Meanwhile, a few innovative visionaries either developed stand-alone Credit properties in the periphery of growing MSA's (particularly in the South and West), while the urban innovators found ways to combine the Credit with soft debt sources to develop urban properties. 

Early Credit investors were traditional tax shelter — high net-worth individuals in private placements.  Properties tended to be syndicated individually, to small groups, with concomitant high transaction costs per apartment.  

By 1988, demand for Credits was rising, and by 1989 the program was almost fully subscribed nationwide.

2.
Improvement: (1989-93) (52¢ average price)

Congress took largely pleased note of its new creation.  After minor tinkering in the 1988 TMRA, in 1989 Congress largely adopted the recommendations of the Mitchell-Danforth Senate working group and passed a major set of improvements, whose principal elements included:

· Creation of the Qualified Allocation Plan (QAP) approach to selecting awardees in what was rapidly becoming an oversubscribed resource.

· Extension of the affordability period from 15 years to (generally) 30 years
.

· Requirement that allocating state agencies go through a dry-run underwriting of property feasibility whether or not they were deploying debt resources.

· Creation of bonuses for certain areas ('difficult to develop,' 'qualified census tract') to give a basis boost (and therefore an equity boost) to help these properties.  

· Expansion of eligible property types into housing-plus forms such as SRO's and transitional homeless housing.

 
A 1990 amendment required the states to establish tenant compliance monitoring processes and report results to the IRS (although enforcement remained exclusively in IRS hands).


Meanwhile, equity prices steadily rose, partly from favorable externalities (declining interest rates) and partly from internalities (greater program awareness, evolution from larger to small investors, the first multi-property funds either private or public).  Indeed, the greatest drag on rising prices was the annual suspense over whether the program would sunset or be renewed — indeed, after a veto by President Bush, §42 actually expired on June 30, 1992, only to be restored a few months thereafter.

3.
Corporatization (1993-97) (65¢ average price)

The corporatist phase opened with the most significant event since the Credit's enactment, its being made permanent by the Revenue Reconciliation Act of 1993.  Permanence was a watershed in economic terms because it signaled to corporations that they could begin to examine the Credit as a cash flow and earnings-management investment.  

Unlike individuals, corporations are not subject to the passive loss rules and their appetite for Credits and losses is thus virtually unlimited (at least in terms of the Credit's ability to satisfy it).  Moreover, a single corporation investing $20 or $50 million at once offers huge — indeed, unbeatable — capital-raising, property acquisition, and reporting economies of scale over individual individuals assembled at $25,000 apiece.  Their entry into the marketplace rapidly drove out the individual investor, and with it squeezed the small syndicators.  The big got bigger, the small went dormant or were absorbed by direct-purchase corporations, several of whom acquired successful boutique syndicators that re-emerged as captive buying entities.  Both factors not only lower costs and yields, both elements raising prices, they stimulated new demand, creating for the first time a serious demand-over-supply imbalance and providing further, sustained, upward pressure on prices.


At the legislative level, Congress' awareness of the Credit's increased prevalence as the soft equity source of choice — indeed, virtually the only source of soft equity — ld to the first of the significant co-evolution changes, in OBRA 93, providing rules to facilitate using the newly enacted HOME program with the Credit.  Some states also sought to lower costs by coordinating and standardizing Credit and HOME application processes.  OBRA 93 also required states to consider not just property feasibility but also total development costs, in effect placing at the allocator level the layering questions that heretofore had been expressed exclusively in §102d of DHUDRA (and rendering the §102d review largely redundant if nevertheless necessary when HUD or FHA resources were involved).


During this interval, reporting and earnings rules for corporations investing in Credits were standardized by the FASB, providing further clarity and safe harbor treatments.  The modest erosion of theoretical benefits was counterbalanced by the value of bright-line safety, and prices and corporate demand continued to rise.

4.
Maturation (1998-2000) (74¢ average price)

With permanence and demand, the migration toward larger, more sophisticated investors reached its logical end state as the purely economic corporate investor gave way to the social-economic investor, motivated by public spiritedness, CRA, or GSE goals.  These investors value not only the Credit's economic consequences but also its public policy impact, leading them to accept a lower yield (and thus pay a higher price).  Indeed, by 2000 Credit prices had risen well above 70¢ on the dollar, their theoretical cost to the taxpayer, and were cresting well above 80¢
.


The period culminated with a package of legislative amendments that, aside from some modest technical improvements (for details, see Appendix 9), also boosted the annual caps from $1.25 to $1.75, in effect a 40% increase (phased over two years), and indexed them to future inflation (that is, after 2003).  If the 1993 permanency confirmed the Credit as a valued incumbent program, the 2000 changes provided a further affirmation that its place should not atrophy with inflation.  As impressive as the outcome was the greater than 85% co-sponsorship the cap increases garnered, proving that the Credit is here to easy for a long time.

5.
Cycling (2001-?) (77¢ average price)

With the developments in 2000 — both the dominance of CRA-motivated large investors and the legislative changes — the Credit may be said to have reached maturity when the year ended.  Indeed, as 2001 opened, two challenging phenomena were appearing that could be considered evidence of a mature industry.  

5A.
Prices dropping.  But as 2001 opened, prices started to decline, possibly abruptly (there is anecdotal evidence of a drop from 84¢ to 78¢, a 10% drop, in as little as three months), stimulated by two new developments:

1. Increased supply of new Credits.  Even in a market oversubscribed 3 to 1, as the Credit appears to have been, a 40% supply jump
 will be noticeable.  The trend is strengthened if one believes that Credit allocators have been successful picking the strongest properties.  Expanding supply 40% means bringing in properties that a year ago would have been rejected, and like any other sudden expansion of the talent pool, invites the presumption that quality will take some time to return to previous levels.

2. Backwash of secondary-market resales of old Credits.  With earnings reversals among some major corporations, their need for Credits diminishes.  If so, those who bought Credits in earlier times, when prices were rising, found themselves with the ability to sell a commodity they might no longer need (the Credits) at a price higher than what they paid for it.  For a corporation whose earnings had dropped, selling Credits thus offered a double benefit: liquefaction of an asset no longer needed, and a book/cash profit for doing so.  Thus as 2001 opened, an estimated $1.0 billion in equity value of old Credits was for sale in the secondary markets.  


The combined effect of these two elements, one external, one internal, increased both the actual supply of Credits available for acquisition and the perception of looming oversupply, a plausible explanation for the price drop that is anecdotally appearing. 


With only three months' activity, it is by no means established that the price drop is real, substantive, and sustaining.  But if it is — and the next 3-6 months will tell — the multi-source financing and underwriting (see Section 2E.12) may put numerous properties back in through reprocessing.  The ripple effects could take some time to play out, and might well be adverse.



5B.
Properties approaching affordability expiration.  Meanwhile, the first Credit properties, those completed during Introduction, will be reaching affordability expiration in 2002 through 2004.  As many as 200,000 apartments may theoretically be at risk (although many of these may be contractually or economically blocked from converting).  By 2006, we estimate roughly that about 60,000 apartments will be legally and economically viable for market conversion.  


Already some solid analysis has been directed toward the expiring Credit cohort
 and the topic is surfacing among Credit policymakers.  


5C.
Conclusion.  Neither of these new phenomena are unusual — in mature businesses, prices cycle down as well as up, and old products exit as new ones enter — but both are unique in the Credit's history.  Their appearance together invites a new dynamic that may prove more delicate than recent price robustness might suggest.  Given the Credit's record of sustained success, and the unknown consequences of these new phenomena, prudence would dictate making fewer rather than more changes rather than risk inadvertently magnifying what might be a modest dip into a sustained downturn.

Appendix 6

The Credit in numbers: a statistical profile
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AL

2,676

2,174

1,019

4,370

AK

375

115

167

620

AZ

1,359

1,410

1,150

4,778

AR

1,597

1,135

984

2,551

CA

7,960

8,255

5,515

33,145

CO

1,432

1,328

657

2,056

CT

677

997

378

3,282

DE

212

362

177

758

DC

251

1,992

454

519

FL

5,604

6,837

2,969

15,111

GA

3,179

4,524

2,125

7,788

HI

268

360

241

1,185

ID

490

548

279

1,251

IL

5,273

5,190

1,629

12,128

IN

3,188

3,449

1,315

5,942

IA

2,099

1,305

626

2,869

KS

0

1,739

918

2,654

KY

2,973

1,781

945

3,960

LA

3,493

3,060

3,665

4,372

ME

748

525

233

1,253

MD

1,880

2,677

1,052

5,172

MA

1,534

2,397

1,478

6,175

MI

5,248

3,866

3,204

9,864

MN

2,315

2,675

1,061

4,776

MS

2,144

2,224

843

2,769

MO

3,260

2,579

1,085

5,468

MT

135

430

292

883

NE

966

800

344

1,666

NV

697

517

480

1,809

NH

424

470

161

1,201

NJ

1,889

2,136

845

8,143

NM

886

850

463

1,740

NY

5,806

5,449

3,200

18,196

NC

3,466

3,263

1,895

7,651

ND

358

267

155

634

OH

9,414

6,136

2,093

11,257

OK

2,374

1,442

1,025

3,358

OR

1,506

1,008

476

3,316

PA

5,227

3,291

2,223

11,994

PR

1,076

239

979

3,890

RI

355

158

209

991

SC

2,089

2,013

706

3,886

SD

553

475

270

733

TN

3,004

1,756

1,312

5,484

TX

16,425

11,195

4,910

20,044

UT

490

1,190

735

2,130

VT

461

383

106

594

VI

48

44

62

VA

2,363

3,927

2,488

6,873

WA

2,418

1,868

729

5,756

WV

710

300

617

1,807

WI

2,800

3,893

1,364

5,250

WY

25

95

112

480

USA

126,200

117,099

62,420

274,582

Sources

1. 1990 US Census Estimates

2.  National Council of State Housing Agencies - "1989-1999 Tax Credit Utilization"
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1987

243

63

0.48

392

23%

302

34,491

1,823

          

 

113.6

1988

245

210

0.51

1,372

22%

1,070

81,408

2,577

          

 

1.41

            

 

118.3

1.04

            

 

0.37

            

 

1989

248

307

0.52

2,022

21%

1,597

126,200

2,434

          

 

0.94

            

 

124.0

1.05

            

 

(0.10)

           

 

1990

250

221

0.53

1,465

20%

1,172

74,029

2,987

          

 

1.23

            

 

130.7

1.05

            

 

0.17

            

 

1991

253

400

0.50

2,472

19%

2,002

111,970

3,576

          

 

1.20

            

 

136.2

1.04

            

 

0.16

            

 

1992

256

337

0.49

2,014

18%

1,651

91,300

3,691

          

 

1.03

            

 

140.3

1.03

            

 

0.00

            

 

1993

259

425

0.51

2,610

17%

2,166

103,756

4,093

          

 

1.11

            

 

144.5

1.03

            

 

0.08

            

 

1994

261

495

0.56

3,299

16%

2,772

117,099

4,226

          

 

1.03

            

 

148.2

1.03

            

 

0.01

            

 

1995

264

421

0.58

2,872

15%

2,441

86,343

4,875

          

 

1.15

            

 

152.4

1.03

            

 

0.13

            

 

1996

266

379

0.62

2,735

14%

2,352

75,592

5,019

          

 

1.03

            

 

156.9

1.03

            

 

0.00

            

 

1997

269

383

0.66

2,905

13%

2,527

70,220

5,453

          

 

1.09

            

 

160.5

1.02

            

 

0.06

            

 

1998

271

374

0.73

3,101

12%

2,729

69,091

5,411

          

 

0.99

            

 

163.0

1.02

            

 

(0.02)

           

 

1999

274

370

0.77

3,197

11%

2,846

62,420

5,920

          

 

1.09

            

 

166.6

1.02

            

 

0.07

            

 

2000*

285

370

0.79

3,248

10%

2,923

60,000

6,167

          

 

1.04

            

 

172.2

1.03

            

 

0.01

            

 

TOTALS

4,482

31,940

27,179

1,048,020

4,277

          

 

0.07

            

 

Sources

1. 1990 US Census Estimates

2, 5.  National Council of State Housing Agencies - "1989-1999 Tax Credit Utilization", Danter - www.danter.com

3.  Cummings, DiPasquale - Housing Policy Debate, Volume 10, Issue 2 and E&Y estimates

4.  Recap Estimates

6.  US Bureau of Labor Statistics

*2000 US Census with allocation and production estimates


Appendix 7

The Credit: strengths and stretches
	Attribute
	Strength
	Stretch

	Income range
	40-60% of median
	Below 40%; ELI's

	Bedroom size
	1-2 bedroom
	3-4 bedroom

	Rent bargain versus market
	Noticeable
	Deep

	Geography
	Intra-state markets
	Inter-state portfolios or needs

	Property type
	New construction
	Preservation

	Property size
	Smaller properties
	Larger properties

	Targeting need
	Intra-state variations in markets and needs
	Population growth rather than current population

	Preservation
	Rehab and revitalization
	Market conversion risk

	Responsiveness
	QAP allocation cycles
	Administrative changes

	Competition
	Among sponsors and investors
	Among states

	Compliance
	Basis and starting flow
	Income, operating compliance

	Capital assembly
	Multiple debt sources
	One-stop shopping

	New capital infusion
	Rent-cap rises
	Soft debt, properties often cannot access new capital

	Sponsorship change
	Investor transferability
	General partner

	Other program coordination
	Hard and soft debt
	Hard equity

	Legislative cycles
	No annual appropriations
	Little coordination with authorizations/ appropriations


Appendix 8

Credit resource papers, primers and research
1.
Updating the Low Income Housing Tax Credit Database

Abt Associates Inc., November, 2000 


This report:

· Provides data and analysis of tax credit projects placed in service from 1995-1998.  

· Updates an earlier Abt report created a national database of Credit properties placed in service from 1987-1994. 

The data is collected from all 58 tax credit allocating agencies with a 100% response rate.

Findings and conclusions
· Between 1995-98, annual Credit production averaged roughly 1,300 properties and 80,000 apartments.

· From the prior study period (1987-94), total apartments produced rose 43%, from approximately 56,000 to 80,000 annually.

· Over that interval, the typical property became larger
 (62 apartments instead of 42).  

· Not only did the properties become larger, the apartment mix shifted toward larger bedroom sizes. The proportion of studios and 1 bedrooms dropped significantly from 46% in 1992-1994 to 27% in 1998.  During the same interval, the share of larger (3-BR and 4-BR) apartments rose from 16% to 29% in 1998. 

· Most (nearly two-thirds) of the Credit properties are new construction.

· More than a quarter of the properties had a non-profit sponsor.  Over the interval, non-profit sponsorship steadily increased
.  

· FmHA 515 has declined as a financing vehicle while tax-exempt financing (volume-cap bonds) has correspondingly grown.

· Almost half (47%) of new Credit apartments were in central cities, and 39% in metro area suburbs. Distribution is very similar to that of rental housing in general.  The authors noted a slight shift away from the central city (from 48% in 1995 to 40% in 1998) and toward the suburbs (from 36% to 45%). 

· Just over a third of Credit properties in 1995-1998 are located in Difficult Development Areas (DDA) or Qualified Census Tracts (QCTs)

2.
Low Income Housing Tax Credit: An Analysis of the First Ten Years

Jean L. Cummings and Denise DiPasquale 

(Housing Policy Debate Volume 2 Issue 2, Fannie Mae Foundation 1999) 

Using a database of 2,554 Credit properties from 1987-1996 (150,570 apartments) — a little over 25% of all Credit apartments
 generated during the period — the authors analyzed five key areas:

1. Total Development Cost (TDC)

2. Sources of financing

3. Operating income and expenses

4. Return to equity and debt investors

5. Size of subsidy provided. 

Findings

· One third of properties had non-profit sponsors.

· Average property size was 59 apartments.

· Distribution (48% central city, 32% suburb, 20% non-metro) was largely consistent with Abt.

· TDCs averaged $65,300 per apartment with a low of $36,700 (Fort Worth-Arlington, Texas) and a high of $110,000 (Los Angeles).

· Typical net equity equaled 71% of gross equity
.  There has been a shift in the allocation of this difference to higher bridge loan interest payments, suggesting a decline in syndication fees over time.

· Reflecting risk, returns to equity investors are higher for rehab properties and those with non-profit sponsors.

· The typical property received $43,500 per apartment in subsidy from government and private sources, about 68% of TDC.  Most (66%) of this is Credits.  If one were to posit that $1,500 per apartment per year is provided in rental subsidy (e.g. Section 8), the average subsidy per apartment reaches 96% of TDC.

· Subsidy requirements in central cities were the highest, 48% higher than suburban areas and 30% higher than rural.

Conclusions

· The production goal is met.  Aside from large volume (the authors estimated generated 550,000 to 600,000 apartments in 10 years), Credit housing served a broad range of population. 
· Program design flexibility to stimulate local innovation works.
· Credit properties can be expensive.  In the authors' view, the presence of a non-profit sponsor increased property cost but also brought additional costs.
· Properties did not serve the poorest households.
· The program levered private capital.  Returns to investors have decreased suggesting less perceived risk.  The 'total cost to society' however, was quite high.
· Future of these properties is unknown: capital needs, preserving affordability, declining additional subsidy level to support the Program.
2a.
Comments on: Cummings and DiPasquale

Michael Stegman 

(Housing Policy Debate Volume 2 Issue 2, Fannie Mae Foundation 1999) 

Abstract


The author, a former HUD assistant secretary for policy development and research, asserted that despite the fact that the Credit is the largest production program in the country, we know very little about it, and cites two main arguments:

1. "[The Credit] is a kind of capped entitlement that is financed by tax expenditures rather than by direct congressional appropriations, no annual budgets justification or program analysis are needed to keep it going. Neither has the IRS shown much interest in the Credit’s effectiveness at producing affordable housing, save for matters having to do with tax compliance."

2. The affordable housing community has been reluctant to support independent evaluation of the tax credit program for a variety of reasons including "the vulnerability of the supply-side subsidies to political attack on cost and other grounds."

Despite these concerns, the author then concluded that, "the LIHTC, not necessarily in its present form, should continue to be the core of the country’s low-income housing production system well into the twenty-first century."

Commentary 

· The private sector offers 'one-stop shopping' where developers can secure both debt and equity more efficiently than they can for Credit properties.

· An active secondary market for Credit investments was emerging, which the author speculated should add efficiency.

· State allocators appeared to be making strategic use of QAPs by state finance agencies to "steer rather than to row."  The author cited:

-
Fewer states elected to increase the 10% non-profit set-aside.

-
Many states used their tax Credits to preserve older assisted housing.

-
Some states used Credits to finance service-enriched housing for seniors 

Conclusions

· Continued absence of property-specific data would cause the program to cease to prosper.  More systematic outcome assessment was needed.

· Funding levels (aggregate caps) should not increase until the allocation formula were changed to enable Credits to serve more poorer households.

· Any increase in Credits should be allocated to each state based on share of low-income renters, weighted by the relative shortage of affordable housing.

2b.
Comments on Cummings and DiPasquale

Benson F. Roberts (LISC), and F. Barton Harvey III (Enterprise Foundation) 

(Housing Policy Debate Volume 2 Issue 2, Fannie Mae Foundation 1999) 

Abstract

The authors, leaders of two national non-profit intermediaries that among other things provided technical assistance to non-profit sponsors, questioned the article on the grounds that while their analysis portrays the Program as efficient, effective and healthy, "the absence of suitable context and information invalidate some key analysis an findings." 

Commentary

· The authors disagreed with the "too much" additional risk claimed to be brought in by government officials and advocates for the poor.  Sponsors had learned to manage the risks and "the Credit's track record in balancing the public benefit with private market discipline is overwhelmingly positive."

· The study lacked resident income information and the 1997 GAO finding of LIHTC properties housing tenants with 37% of area median income is more accurate.  "[D]eepest income targeting should not necessarily be the benchmark for measuring the success of a production program such as the LIHTC."

· The authors asserted that only 3-4% of their Credit portfolios had substantial cash flow problems.

· The authors noted that other factors mitigate cash flow problems such as reserve structures specific to non-profits and lower rent levels for non-profits.

· The need for deep subsidies "has little to do with the tax credit itself.  Indeed it is axiomatic within the field that producing low income housing inevitably requires deep public subsidy."

· The authors disputed the assertion that subsidy layering makes the program expensive. These inefficiencies had diminished over time as funders have gained experience.

· The efficiency of program is grossly underestimated because the authors’ measure is flawed.  Using a discount rate of 5.3%, and including depreciation allowances, they concluded that 94% of each tax credit dollar actually ended up in housing.

· The authors disagreed that non-profits have higher TDCs.  They cited other factors such as non-profits doing more rehabs, being more active in central cities where development costs are higher, and including more social service space in their properties.

Appendix 9

Credit Web site resources, a partial but extensive list

	Sponsor/ host
	Uniform Resource Locator (URL)
	Description of information available



	AARP
	http://research.aarp.org/consume/fs74_credits.html 
	Low-Income Housing Tax Credits: Helping Meet the Demand for Affordable Rental Housing

	Buchanan Ingersoll Professional Corporation
	http://www.bipc.com/articles/lowinchousing.htm 
	The Community Renewal Tax Relief Act of 2000: Overview of Low-Income Housing Credit Provisions

	City Research
	www.cityresearch.com/ 
	Cummings, Jean L. and Denise DiPasquale.  The Low Income Housing Tax Credit: An Analysis of the First Ten Years

	Danter Company
	www.danter.com/taxcredit/ 
	Market studies from 1987-1999 re: LIHTC

	Danter Company
	http://www.danter.com/taxcredit/lihtccht.htm 
	Follow the Money: How the LIHTC Program works

	Danter Company
	http://www.danter.com/taxcredit/about.htm 
	About the LIHTC Program

	Danter Company
	http://www.danter.com/taxcredit/rents.htm 
	How are LIHTC Rents Determined?

	Danter Company
	http://www.danter.com/taxcredit/tcalloc.htm 
	Tax Credit Apartments, Authorized by State

	Danter Company
	http://www.danter.com/taxcredit/allocpop.htm
	Detailed Allocations with Estimated Population 

	Danter Company
	http://www.danter.com/taxcredit/tcperkhh.htm
	Apartments Authorized by number of Household

	Danter Company
	http://www.danter.com/taxcredit/avealloc.htm
	Average allocation per LIHTC Apartment by state

	Danter Company
	http://www.danter.com/taxcredit/lihtcmf.htm
	LIHTC Apartments relative to Multifamily Permits

	Danter Company
	http://www.danter.com/taxcredit/lihtchh.htm
	LIHTC Apartments relative to Household Growth

	Department of the Treasury, Internal Revenue Service
	http://www.irs.ustreas.gov/prod/bus_info/mssp/lihc-13.html 
	IRS Audit Technique Guide for the LIHTC program

	Housing Assistance Council
	http://www.ruralhome.org/pubs/guides/lihtc/introduction.htm 
	Utilizing the Low Income Housing Tax Credit for Rural Rental Projects: A Guide for Nonprofit Developers

	HUD User
	www.huduser.org/periodicals/ushmc/winter2000/summary-2.html 
	HUD’s Office of Policy Development and Research update LIHTC Database

	HUD User
	www.huduser.org/datasets/lihtc.html 
	HUD’s LIHTC Database

	HUD User
	www.huduser.org/publications/affhsg/lihtc.html 
	Assessment of the Economic and Social Characteristics of LIHTC Residents and Neighborhoods: Final Report

	HUD User
	www.huduser.org/publications/affhsg/lihtcsurv.html 
	The Low-Income Housing Tax Credit Program: National Survey of Property Owners

	HUD User
	www.huduser.org/datasets/lihtc/lihtc_pub1.html 
	Development and Analysis of the National Low-Income Housing Tax Credit Database

	HUD User
	www.huduser.org/datasets/lihtc/lihtc_pub2.html 
	Updating the Low-Income Housing Tax Credit Database

	HUD User
	http://www.huduser.org/datasets/il/fmr01/index.html 
	2001 Income Limits

	Joint Center for Housing Studies
	http://www.gsd.harvard.edu/jcenter/Publications/Abstracts/W99s/W99-10%3B%20Expiring%20Affordability%20of%20Low-Income%20Housing....html 
	Katherine D. Collignon, Executive Summary

Expiring Affordability of Low-Income Housing Tax Credit Properties: The Next Era in Preservation 



	Legislative Council of CA
	http://www.leginfo.ca.gov/pub/bill/sen/sb_0051-0100/sb_73_bill_20010110_introduced.pdf 
	S.B. 73 California State Tax Credit Expansion Bill

	Market Quest
	http://www.marketq.com/analysis/apt/aptrentlimit.htm
	LIHTC Market Study

	NAHRA
	http://www.nahro.org/home/resource/credit.html 
	Resources for Affordable Housing: Low Income Tax Credit

	National Association of State and Local Equity Funds
	www.naslef.org/ 
	News & Events, LIHTC History, Best Practices

	National Equity Fund
	www.nefinc.org/content/ 
	CDC Partner Resource Center, Investor Resource Center, Year 15 Asset Transactions: Goals, Scope and Process

	National Housing and Rehabilitation Association
	http://www.housingonline.com/fairhousingarticle.htm 
	The Fair Housing Act and Tax Credit Properties -- Potential Traps

	National Housing and Rehabilitation Association
	http://www.housingonline.com/credit.html 
	Description of LIHTC, IRS Forms, IRS Audit Guide, HUD links, NCSHA links

	National Low Income Housing Coalition
	http://www.nlihc.org/advocates/36.htm 
	2000 Advocate’s Guide to Housing and Community Development Policy: Low Income Housing Tax Credit

	NCSHA
	www.ncsha.org  
	List of all Credit allocating agencies

	NCSHA
	http://www.ncsha.org/NCSHA/public/whatHFAsdo/credits/utilizationcharts/utilizationindex.htm 
	Annual Housing Credit Utilization Charts

	Novogradac & Company
	www.taxcredithousing.com 
	Breaking News, QAPs & Applications, state deadlines, Industry hot links, LIHTC background

	Novogradac & Company
	www.novoco.com/TCpercen.htm 
	1997-2001 Tax Credit Percentage, by month

	Novogradac & Company
	http://www.novoco.com/QAP.htm 
	2000-01 draft or final Qualified Allocation Plans by State

	Novogradac & Company
	http://www.novoco.com/rehab.pdf 
	IRS Audit Guidelines governing the Rehabilitation Tax Credit

	Tax Credit Library
	www.taxcreditlibrary.com/ 
	LIHTC Discussion Board, Elizabeth Moreland’s article archive

	Tax Wire News
	http://www.tax.org/TaxWire/taxwiref.htm 
	International, Federal and State Tax News

	The Enterprise Foundation*
	http://www.enterprisefoundation.org/products/erd/resource_view.asp?id=171&hName=Finance&fName= 
	Agreements Used in a Nonprofit/For-Profit
Joint Venture to Develop a Tax Credit Project

	The Enterprise Foundation*
	http://www.enterprisefoundation.org/policy/monographs/pubpol3.asp 
	Community Solutions: Nonprofit Housing Developers' Successful Use of Federal Programs

	The Enterprise Foundation*
	http://www.enterprisefoundation.org/policy/current.asp
	Background & Summary, What’s Happening Now, Enterprise Foundation View on LIHTC

	Thomas
	www.thomas.loc.gov/ 
	Legislative Information

	U.S. GPO
	www.access.gpo.gov/su_docs/index.html 
	Free Access to 1,500 federal Government databases

	U.S. Tax Code on-line
	http://www.fourmilab.ch/ustax/www/t26-A-1-A-IV-D-42.html 
	Complete text of Section 42


* Users must register with the site to access this information

Appendix 10

Technical changes made in 2000 legislation or proposed for 2001
A.
Made in the 2000 legislation
A1.
Volume [§42(h)(3)(C)].  Allocated caps raised from $1.25 to $1.75 in two years; thereafter, indexed for inflation.  Bond volume caps raised from $50 to $75 over the same period.

A2.
State qualified allocation plans (QAPs) [§42(m)(1)(C)].  Changed the mandatory criteria that states must include in their QAP scoring to add three new criteria and delete one old one:

	Criteria added
	Criteria deleted

	1. Whether the property uses existing housing as part of a community revitalization plan.

2. Resident populations of households including children. 

3. Properties intended for eventual resident ownership.
	1. Sponsoring participation by local tax-exempt organizations.

	
	Criteria continuing

	
	1. Project location 

2. Housing need characteristics

3. Project characteristics 

4. Sponsor characteristics

5. Tenant populations with special housing needs

6. Public housing waiting lists 


A3.
Allocation awards [§42(m)(1)(A)].  Extended transparency on allocation decisions by requiring allocators:

1. To secure a comprehensive independent market study documenting the local need for affordable housing.  

2. To provide a public written explanation for any allocations inconsistent with established priorities and selection criteria.

A4.
Credit basis clarifications [§42(d)(4)(C)].  Further specified basis inclusion rules:

1. Permitted basis inclusion for building common areas if located within qualified census tracts and used by Credit-income-eligible individuals.  Intended to extend Credit basis to cover Head Start, child care, and elderly support service areas.

2. Broadened the definition of 'high cost areas' eligible for the 130% difficult-to-develop basis adjustment.

A5.
Ten percent test [§42(h)(1)(E)].  Broadened the 10% test by extending the determination date, for properties receiving allocations after July 1, to six months after allocation rather than the fixed date of December 31.

B.
Proposed for 2001

B1.
Credit eligible basis clarifications.  Seeks to decouple Credit-eligible basis from depreciable basis and provide that Credit-eligible basis is depreciable basis plus other identified items whether or not they are depreciated or amortized.  


B2.
Income caps (introduced in H 951).  Raises Credit rent caps in very low income rural areas where Credit cap rents are so low, relatively to construction costs, that they make develop particularly different.  It essentially conforms the Credit's rent cap definition to that used in tax-exempt bonds.


B3.
Ten-year rule (introduced in H 951).  Proposes repealing the ten-year rule as it relates to mortgage revenue bonds (MRBs) but, curiously, makes no mention of the obvious parallel repeal appropriate for the Credit.

Appendix 11

The Single-Family Housing Tax Credit:

Administration's Budget description and initial commentary
A.
From the President's Budget
Increase Housing Opportunities Provide Tax Credit for Developers

of Affordable Single-Family Housing

Current Law

No tax credits are available to developers of new or rehabilitated, affordable single-family housing. 

Current law does provide tax credits to owners of qualified low-income rental units through the low-income housing tax credit (LIHTC).  The LIHTC may be claimed over a 10-year period for a portion of the cost of rental housing occupied by tenants having incomes below specified levels. The credit percentage for newly constructed or substantially rehabilitated housing that is not federally subsidized is adjusted monthly by the Internal Revenue Service so that generally the 10 annual credit amounts have a present value of 70 percent of qualifying costs. The credit percentage for substantially rehabilitated housing that is federally subsidized and for existing buildings is calculated to have a present value of 30 percent of qualified expenditures. In general, the aggregate first-year credit authority allocated to each State is $1.50 per capita in 2001 and $1.75 per capita in 2002. Per capita amounts are indexed for inflation beginning in 2003. Tax credits are allocated to particular projects by State or local housing agencies pursuant to publicly announced plans for allocation. Authority to allocate credits may be carried forward by agencies to the following calendar year. Unused credit allocations may be returned to an agency for reallocation.

Credit allocations may revert to the agency if less than 10 percent of the taxpayer's reasonably expected qualifying basis is expended within 6 months of receiving the allocation. Authority not used in a timely manner reverts to a national pool for distribution to States requesting additional authority.  Agencies may award less than the maximum credits generally applicable. Generally, a qualifying building must be placed in service in the year the credit is allocated unless at least 10 percent of the taxpayer's reasonably expected basis in the property is expended in the year of allocation or within 6 months of the allocation date. Rules are provided for the allocation of costs to individual units in multi-unit projects and to property that is part of a project but used for purposes other than rental housing.  The tax credit period begins with the taxable year in which qualified buildings are placed in service (or, in certain circumstances, the succeeding taxable year). Credits are recaptured if the required number of units is not rented to qualifying tenants for a period of 15 years.

Current law allows tax-exempt bonds (mortgage revenue bonds) to be issued by State and local governments to finance mortgages at interest rates that are below-market for homebuyers who meet certain income and purchase price limits. In general, eligible individuals must be first-time homebuyers and have Incomes of 115 percent (100 percent for families with less than 3 members) or less of the greater of area or statewide median gross income (applicable median family income). The subsidy is recaptured under certain conditions if the home is sold within 9 years of the date of purchase.

Reasons for Change

The quality of life in distressed neighborhoods can be improved by increasing home ownership.  Existing buildings in these neighborhoods often need extensive renovation before they can provide decent owner-occupied housing.  Renovation may not occur because the costs involved exceed the prices at which the housing units could be sold. Similarly, the costs of new construction may exceed their market value. Properties will sit vacant and neighborhoods will remain blighted unless the gap between development costs and market prices can be filled.

Proposal

The proposal would create a single-family housing tax credit (SFHTC).

First-year credit authority of $1.75 per resident would be made available annually to States (including U.S. possessions) beginning in calendar year 2002.  The per capita amount would be indexed for inflation beginning in 2003.  Pursuant to a plan of allocation, State or local housing credit agencies would award first-year credits to housing units comprising a project for the development of single-family housing in census tracts with median incomes of 80 percent or less of area median income, based initially upon 2000 census data.  Rules similar to the current law rules for the LIHTC would apply regarding carry forward and return of unused credits and a national pool for unused credits.  Credits allocated to a project would revert to the agency unless expenditures equal to 10 percent or more of reasonably expected qualifying costs were made within 6 months of receipt of the allocation. 

Units in condominiums and cooperatives could qualify as single-family housing. 

Credits would be awarded as a fixed amount for individual units comprising a project.  The present value of the credits with respect to a unit, as of the beginning of the credit period (described below), could not exceed 50 percent of the qualifying costs of the unit.  For these purposes, present value would be determined based on the mid-term Applicable Federal Rate in effect for the date the agency allocated credits to the project.  Rules similar to the current law rules for the LIHTC would apply to determine eligible costs of individual units.  The Treasury Department would have the authority to promulgate necessary reporting requirements.

The taxpayer (developer or investor partnership) owning the housing unit immediately prior to the date of sale to a qualified buyer (or, if later, the date a certificate of occupancy was issued) would be eligible to claim SFHTCs over a 5-year period beginning on that date. No credits with respect to a housing unit would be available unless the unit was sold within a 1-year period beginning on the date a certificate of occupancy is issued with respect to that unit.

Eligible homebuyers would have incomes at 80 percent (70 percent for families with less than 3 members) or less of applicable median family income.  They would not have to be first-time homebuyers. 

Rules similar to the mortgage revenue bond provisions would apply to determine applicable median family income.  As in the case of mortgage revenue bonds, homebuyers would be subject to recapture provisions in certain circumstances.  In particular, recapture rules would apply if the homebuyer (or a subsequent buyer) sold the property to a nonqualified buyer within 3 years of the date of initial sale of the unit.  The recapture tax would equal the lesser of (1) 80 percent of the gain upon resale and (2) a recapture amount.  The recapture amount would equal the value of the credits allocated to the housing unit being resold, reduced by 1/36th of that value for each month between the initial sale and the sale to a nonqualified buyer.  No recapture provision would apply to taxpayers eligible to claim SFHTCs.  If a housing unit for which any credit is claimed were converted to rental property within the first 5 years following the initial purchase, no deductions for depreciation or property taxes could be claimed with respect to that unit during that time period. 

The proposal would be effective beginning with first-year credit allocations for calendar year 2002.

B.
Recent article reviewing the SFHTC (Tax Notes, April 16, 2001)
Warren Rojas, Tax Notes
, Apr. 16, 2001, p. 375; 91 Tax Notes 375 (April 16, 2001)

A new tax credit tucked away in President Bush's $1.9 trillion budget blueprint would help families realize their dream of homeownership by offering investors a subsidy for construction and rehabilitation projects in low-income communities.

The single-family housing tax credit (SFHTC), which Bush referred to as the "renewing the dream tax credit" while on the campaign trail, is modeled after the low-income housing tax credit (LIHTC). Whereas the LIHTC is geared more toward rental housing and first-time homebuyers, the new SFHTC would subsidize up to 50 percent of project costs for developers of affordable single-family homes, thereby revitalizing distressed neighborhoods, while also lifting the restrictions on first-time homebuyers so more people benefit from the provision.

According to the administration, the SFHTC will lead to the creation of approximately 100,000 homes for purchase by low-income households over the next five years. The Treasury estimates the 5- year cost of the SFHTC at $1.7 billion, while the 10-year cost is listed as $12.8 billion.

Community development organizations have congratulated Bush for including the new tax credit in his budget outline, although they recognize it is absent from the president's $1.6 trillion tax cut package. To date, the House has passed the core provisions of the Bush tax package, including a retroactive reduction of the 15 percent income bracket, repeal of the so-called marriage penalty, doubling of the child credit to $1,000, and repeal of the estate tax.

Stockton Williams, director of public policy for the nonprofit Enterprise Foundation, said that now that the SFHTC had made its way onto the administration's tax radar, his organization would fight to see it make its way through Congress as soon as possible.  "We'd like to see it attached to any tax bill that passes this year," he said, noting, "We are not particular about the vehicle."

A Place to Hang Your Hat

In his April 5 speech to the U.S. Conference of Mayors "national summit on investment in the new American city," Bush stressed that his budget would promote community revitalization by giving community members the opportunity to put down permanent roots by purchasing their own homes. "We want to give as many Americans as possible a stake in their neighborhood and a concern for its future," he said.

According to the Treasury Department Blue Book -- which describes the individual tax provisions in the administration's budget framework -- the new SFHTC would increase housing opportunities by providing a much-needed tax credit to developers of affordable single-family housing.

The Blue Book points out that builders are often reluctant to invest in distressed areas because renovation and construction costs generally outweigh the potential market value of any properties produced. "Properties will sit vacant and neighborhoods will remain blighted unless the gap between development costs and market prices can be filled," the release states. A Treasury official said the SFHTC could bridge this gap by serving as "an incentive to clean up areas." While the proposal is modeled after the LIHTC, it would modify the LIHTC's provisions in a variety of ways.

The new SFHTC would establish a first-year credit authority of $1.75 per resident available annually to the states beginning in calendar year 2002, with the per capita amount indexed for inflation beginning in 2003. An increase in the LIHTC was included in the Community Renewal Tax Relief Act of 2000, with the per capita LIHTC cap being raised from $1.25 per capita to $1.50 for 2001, $1.75 for 2002, and indexed for inflation beginning in 2003.

Following existing allocation plans, state or local housing credit agencies would award first-year credits to organizations for the development of single-family housing in census tracts with median incomes of 80 percent or less of area median income as reflected by information from the 2000 census. Units in condominiums and cooperatives could qualify as single-family housing. Rules similar to the current LIHTC rules would apply for the carry forward and return of unused credits and a national pool of unused credits.

Credits allocated to any specific project would revert to the agency unless outlays equal to 10 percent or more of reasonably expected qualifying costs were made within six months of receipt of the allocation. Credits would be awarded as a fixed amount for any individual units in a project. The present value of the credits for any unit could not exceed 50 percent of the qualifying costs of that unit. Present value would be determined based on the midterm applicable federal rate in effect on the date the agency allocates the credits for the project. Current LIHTC rules would apply to determine the eligible costs of individual units, and the Treasury would have the authority to promulgate any necessary reporting requirements. By contrast, the present value of qualifying costs for properties under the current LIHTC can peak at 70 percent, but the credit applies only to rental housing. 

Developers and investors would be allowed to claim the SFHTC within five years from the date of sale of the home to a qualified buyer; however, no credits would be available unless the unit was sold within a one-year period beginning on the date a certificate of occupancy was issued for that property. The existing LIHTC allows builders to claim the credit within 10 years, but again, it applies only to rental properties.

Eligible buyers would be those with incomes at or below 80 percent of applicable median family income, with the ceiling for families with three or fewer members lowered to at or below 70 percent of median income. Buyers would not have to be first-time homebuyers. Rules governing the determination of applicable median family income would follow the current mortgage revenue bond provisions, particularly the rules for recapture of the tax credit. The LIHTC rules dictate that eligible individuals must be first-time homebuyers and have incomes of 115 percent or less of the greater of area or statewide median gross income (applicable median family income), reduced to 100 percent for families of three or fewer.

According to the Treasury, the recapture rules would kick in if the homebuyer (or a subsequent buyer) sells the property to a nonqualified buyer within three years of the date of initial sale. "The recapture tax would equal the lesser of (1) 80 percent of the gain upon resale and (2) a recapture amount. The recapture amount would equal the value of the credits allocated to the housing unit being resold, reduced by 1/36th of that value for each month between the initial sale and the sale to a nonqualified buyer," the Blue Book states. The recapture rules wouldn't apply if the new buyer is also eligible for the SFHTC. If a housing unit for which any credit is claimed were converted to rental property within the first five years following the initial purchase, no deductions for depreciation or property taxes could be claimed for that unit during that time. The LIHTC rules call for a recapture of the subsidy if the home is sold within nine years of the date of purchase. 

An Innovative Technique

While the administration has yet to hammer out all the details on the SFHTC, various organizations have already signed up to lead the call for the adoption of what they consider to be a useful and novel community development tool.

Bart Harvey, chief executive officer of the Enterprise Foundation, said the SFHTC was a very "workable" proposition, noting that "it should be targeted to mixed income communities and impacted areas."

Harvey praised the administration for addressing the issue of increased homeownership, but acknowledged that because it was not a big-ticket item like some of the other Bush tax proposals, it would likely have to wait to hitch a ride on a second tax bill.

Williams noted that while there is no bill currently in Congress on the SFHTC, the Enterprise Foundation had engaged in informal conversations with House and Senate tax writers and had suggested to them the SFHTC would be a welcome addition to the tax code. "In its first year, this credit will be oversubscribed," Williams predicted. "Demand will exceed supply."

Buzz Roberts, vice president for policy at the Local Initiatives Support Corporation (LISC), stated that since its enactment, the LIHTC had led to the production of more than one million rental homes. He maintains that the creation of the SFHTC "should do for home-ownership what the LIHTC has done for rental properties."

According to an October 2000 release from the National Association of Home Builders, the LIHTC has led to the creation of approximately 70,000 new jobs, and produces $2.3 billion in wages and $1.2 billion in federal, state, and local taxes annually. While the administration conservatively estimates 100,000 new homes could appear within five years, Roberts said he believes the SFHTC could generate between 35,000 and 50,000 each year, as well as attracting $2 billion in private investment capital and upwards of $5 billion in development activity.

He said builders would likely have no trouble rounding up investors interested in claiming the new tax credit, and indicated that the modified recapture rules were a nice anti-abuse safeguard against windfall profits.

Dave Crowe, senior staff vice president at the NAHB, said he could certainly see the demand for the tax credit outstripping the allocation supply. He did note, however, that the 100,000 figure presented by the administration was reasonable considering the 50 percent subsidy rate.

"You can only get so many homes built with that budget allocation," he counseled. According to Crowe, the 50 percent mark is a good starting point for the developing initiative, but noted that ultimately "the credit authority will decide how many homes get built."

Crowe noted that while the SFHTC is still very much in the conceptual stages, he suggested it could be the spark or driving push that leads to making some communities more desirable places to live. According to Crowe, this potential stimulus effect could draw more investors into the community, thereby raising property values for the new homeowners and leading to overall renewal of depressed areas.

Crowe, Williams, and Roberts said they were all keeping in close contact with the White House, the Department of Housing and Urban Development, and key lawmakers in the hopes of further fleshing out the proposal. While they were all delighted Bush had started the ball rolling by including the broad SFHTC provisions in his budget outline, the details would have to be worked out quickly if the proposal were to have a realistic shot at getting on the "to-do" list of the 107th Congress.

"Legislatively it has a long way to go," Roberts said. 

Documents

The full texts of the following documents are available from Tax Analysts: 

· Excerpts from the Budget of the United States Government, FY 2002. Doc 2001-10296 (257 original pages); 2001 TNT 69-6

· Treasury Department general explanation of the administration's FY 2002 tax relief proposals. Doc 2001-10300 (63 original pages); 2001 TNT 69-7

· Release from Enterprise Foundation on "Renewing the Dream" tax credit.  Doc 2001-10652 (2 original pages); 2001 TNT 72-44
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� This paper was written by David A. Smith, Recap's founder and president.  Substantial additional research was provided by Mecky Adnani, Jerome Garciano, and Tanya Mooza.  We also wish to thank and acknowledge Ernst & Young, who provided the extraordinarily revealing 10 year chart of Credit equity prices relative to 10 Year Treasuries that is included within Appendix 6, and the numerous stakeholders who conducted interviews and provided written comments, many of which have been incorporated into this report.


� This includes the NPV cost of both Credits allocated and those accompanying volume-cap bonds but omits the tax expenditure associated with the tax exemption on interest of those bonds.  


� In effect, Congress did that with the Credit's predecessors, authorized tax deductions available through depreciation.  But Congress found unacceptable the uncontrollability of the tax expenditure resulting from the coining of depreciation through the issuance of unregulated soft paper.  Thus, in 1986, Congress enacted a series of reforms, centered around the passive-loss rules, that largely eliminated soft-paper accruals as a meaningful source of tax benefits.  At the same time — indeed, in the same piece of legislation — Congress created the Credit, a new and better expression of an investment paradigm — tax-motivated soft equity — that was recognized as structurally essential but imperfectly implemented.  With the benefit of hindsight, the Credit's birth from the same legislation that effectively squelched tax shelters was no coincidence but a logical combined action.


� Author's rough estimate.  Figures are hard to derive because other programs have affordable housing as one of several permitted uses whose allocation decisions are made at the state level and not necessarily summed by program distinction.


� See Appendix 6 for statistics.


� The recently renewed proposal of a SF Credit may create a legislative vehicle that could carry changes in the multifamily Credit.


� As a textual illustration, §42, which we believe to be the second-longest section of the Internal Revenue Code, covers 34 pages.  The historic rehabilitation credit, §47, is only 4 pages long.


� Rough estimate by Recap Advisors making assumptions about HOME ($2.0 billion, 100% housing), §202 (100% housing), §515 (the credit-subsidy cost, 100% housing), the volume-cap tax expenditure (25% or so of the interest savings from the spread between taxable and tax-exempt), HOPE VI (100% to housing), and other elements.  For the Commission, it would be a worthwhile endeavor to identify just how much, in (NPV) Budget Authority (BA) and outlay terms, the Federal government spends across all its platforms to deliver new affordable housing resources,.


� Ignoring Section 8 vouchers, which last year were very roughly $450 million in new budget authority for FY 01.


� Author's estimate based on queries of knowledgeable stakeholders.


� So much is Credit effectiveness taken as self-evident that our research revealed few if any studies on this subject.


� Except §221d4 (new construction) and §223f (refinancing) which are housing finance vehicles oriented at market, not affordable.


� For example, programs requiring non-profit ownership have frequently been modified to consider as eligible a for-profit owner with a non-profit controlling sponsor, so as to accommodate Credit investors.


� We understand (not independently verified) that GAO statistics showed 38% of Credit apartments occupied by ELI families and (not coincidentally, we believe) 39% of Credit apartments receiving additional income subsidy.


� Federal "Cost" is normally measured as a net present value at the Federal borrowing rate, the method typically adopted by OMB and CBO in legislative outlay scoring.


� It is not uncommon for a particular property to emerge with six sources of financing, four or more of which have their own particular affordability requirements.


� See, for instance, The Low Income Housing Tax Credit: The First Decade, issued in 1997 by Ernst & Young for the National Council of State Housing Agencies (NCSHA).  


� Material analogous to this was published in The Low Income Housing Tax Credit: The First Decade (ibid.).  This author was a principal contributing author of that report.


� Estimated at roughly $100 billion.


� Estimated at roughly $15 billion, a capital ratio of roughly 15%.


� Except for the opening years, 1987 through 1989, which are irrelevant going forward.


� As measured by allocation.  No data are available (to our knowledge) that establish whether all properties allocated Credits in fact use them.  Anecdotal evidence suggest there is some triage and utilization failure, but that it is small and related to timing.  All these considered, the inefficiency here is about at the minimum imaginable level.


� Some corporate sponsors report that having a larger fraction of losses to Credits makes volume-cap bond properties less attractive to their corporate investors.


� Volume-cap specialists do a better job of spanning states, but even these typically operate in no more than two or three states at a time.


� We understand that some states use different feasibility standards when awarding Credits than they do when making new first mortgage loans. 


� Until 1989, the statutory affordability period was a flat 15 years.  The 1989 amendments extended that in two ways: (a) explicitly ratifying longer lock-ins required by allocating states, and (b) creating a buy option at a formula price — essentially net investor equity, inflated for 15 years at CPI (not to exceed 5%) — that in some cases will be below equity value, and in many cases above it.  By 1993, industry practice among allocators had led to a minimum 30-year lock by condition of original award.  Meanwhile, throughout that interval, some states and some properties gained QAP points by requiring or pledging longer lock periods.


� This is not the place to debate the extent to which investors — Credit or otherwise — paid for, expected, or are entitled to residual benefits.  Suffice it here to say that many of these investors would be pleased to exit if doing so had no net adverse consequences — that is, to walk for a net zero after-tax, out-of-pocket cost.


� It may seem paradoxical that rising rents, which make housing less affordable, have helped the Credit.  But with rents in many markets rising faster than median incomes, Credit cap rents have become a greater bargain and expanded the pool of eligible renter applicants.


� For this purpose, we have ignored Credits that flow as-of-right from volume-cap bonds that are used for affordable housing, because although total bonds are knowable (allocated per capita), we think national utilization falls below 95%, and statistics on the percentage allocable to housing are very scarce.  Our single-state analysis, coupled with informed opinion, suggests that volume-cap Credits represent perhaps 30-35% of allocated Credits, with a value of $1.3 billion.  


� Calculated at $0.50 per capita increase x 280 million Americans x 10 years, plus $25 per capita increase x 3.8% credit percentage x 25% of volume-cap bonds to housing x 280 million Americans x 10 years.


� Calculated at 280,000,000 Americans, 10-year delivery periods, and a cost equal to 70% of award (the statutory construct against which annual Credit percentages are set).  


� See Katherine D. Collignan, Executive Summary, Expiring Affordability of Low-Income Housing Tax Credit Properties, prepared for Neighborhood Reinvestment Corporation, which explored the issues in good detail; it is available from the Joint Center for Housing Studies of Harvard University at the URL identified in Appendix 9.


� Statistics compiled by Recap from published sources.  See Appendix 6.


� Risk percentages are unsubstantiated estimates based on personal experience and knowledge.  Better data would be useful.


� Available evidence is incomplete.  Data compiled in preliminary research for the Public Housing Operating Cost Study suggests that incremental square feet do not increase operating cost linearly, then the rent-to-cost ratios would not be as unfavorable for larger apartments.  Nevertheless, Credit utilization consistently favors smaller apartments (1-BR and 2-BR) even among family properties.


� Other factors, of course, go into the allocation of cost among different apartments.  Some costs are level for each apartment (e.g., administration).  But others, more significant ones, are much more expensive for larger apartments, such as the number of people per apartment and the number of children per apartment.  These considerations make the larger apartments even less cost-effective than the numerical experiment done here.


� See, for instance, U.S. Housing Market Conditions, Winter 2000, table 2, available at � HYPERLINK "http://www.huduser.org/periodicals/ushmc/winter2000/histdata.html" ��http://www.huduser.org/periodicals/ushmc/winter2000/histdata.html�.  


� Currently 10% of building cost, capped at $3,000 per apartment.


� The average is higher because of a few very large properties receiving Credits.  We also observe that volume-cap properties tend to be significantly larger than allocated-Credit properties, perhaps as much as three times the size (e.g. 50 versus 150 apartments).


� It may be relevant to reopen this question in the context of a Single-Family Housing Tax Credit.


� In this context, we are considering a property without substantial rehab, which shortens its effective age and is normally accompanied by a material boost in real rents.


� An analogous problem hamstrung the HUD inventory for years, leading to a slow deterioration of a significant fraction of HUD's older assisted inventory.  Recently HUD has adopted initiatives such as Mark Up to Market (MUM) and greater latitude with Flexible Subsidy Properties, in part to deal with this physical atrophy caused by inadequate capital reinvestment.


� Credit basis considerations practically dictate that grants are transmuted into soft debt, with the downstream consequences of encumbering future cash flow and capital infusion opportunities.


� As an illustration, when Congress was developing mark-to-market (M2M) for HUD Section 8 properties, the potential problems of contingent Federal income taxes loomed large as an obstacle to a successful program.  Then HUD Secretary Cuomo even persuaded Treasury Secretary Rubin to appear with him advocating legislative tax relief in an M2M context, but, despite this initiative, and several hearings in the authorization committees, no tax legislation was ever seriously advanced.  (Fortunately, the problem was later solved through regulatory means, via an IRS Ruling, with active support from Treasury.)


� For example, §42(g)(2)(B)(i) treats any payments received by Section 8 subsidy as excluded from the resident contribution in a Credit property, in effect conforming Credit resident rent caps to Section 8.


� Itself defined rather extensively in §42(g)(2)(B)(i).  


� Codified in Section 42(h)(6)(D).


� Almost every staged pay-in delivers a meaningful chunk of the equity at Credit flow (Form 8609 or equivalent).


� Notice that this is an example of the conformance principle — namely that certifying facts to one reviewer should be sufficient for other reviewers.


� The analogy comes to mind of credit-card authorization checking, where the user inputs an authorization amount and receives a Yes/No response.


� The 2000 change provided that for allocations made after July 1, the 10% test must be met within six months after the allocation, not on the fixed date of December 31.  See Appendix 10.


� Introduced in HR 951.


� Available statistics are not completely consistent.  Several sources track new allocations, while the HUD database lists only known completed properties.  Between the two poles are both over-allocation (properties allocated but not built, so then the allocation is carried over and reallocated) and incomplete compilation (properties for which HUD has not necessarily received information).  On balance, we suspect actual figures are closer to the high than the low end.  Finding out with more precision would be worthwhile.


� Others include volume-cap bonds, 501c3 bonds, HOME, CDBG, HOPE VI, Section 8 vouchers, and the various HUD preservation initiatives.


� For instance, the long-recommended neutralization of contingent Federal taxes (payable on sale of an existing affordable housing property) in exchange for a transfer to a preservation entity.


� Gross equity includes the total amount paid by investors; net equity is what remains after organizational and transaction costs.  


� Numerous sources identify active current investors and syndicators, including Tax Credit Advisor (www.housingonline.com),  Affordable Housing Finance (www.housingfinance.com), and the accounting form of Novogradac and Company (www.novogradac.com).  


� Tax laws generally require allocations to have 'substantial economic effect' (as defined in Section 704b of the Code), so that allocation of Credits normally requires a largely similar allocation of taxable profits and losses, as well as some of the cash flow.  This complicates optimizing the alignment of incentives.


� Recognizing that some properties are more expensive, the Credit allows basis to be boosted to 130% in 'difficult-to-develop' areas, which in effect means the Credit can be worth 91% (70% x 130%) of the cost.  This creates a powerful bootstrap effect that supports very high costs … but again, the total Credits available to any one state are limited by the per-capita ceilings.


� The percentage for volume-cap bonds centers around 4.00%, so practitioners tend to speak of the '9% credit' and the '4% credit'.


� A family of four is the norm; a family of 3, 90%; 2, 80%; 1, 70%.  A family of 5 is 108%, 6 is 116%, and so on.


� Investors who used passive losses — as most corporations do — have the normal income resulting from relief from non-recourse indebtedness.  From the perspective of net present value, one would expect such investors to value tax deferral, but given the extremely marginal benefit of losses, most Chief Financial Officers or chief tax officers (the corporate executives who normally make these decisions) tend to prefer a predictable exit.  One can thus expect that, once the first cohort of corporate-investor properties reach their fifteenth anniversary (starting in 2006 or later), they will be seeking to sell or donate their interests. 


� Under the relevant section [§42(h)(6)], the compliance period is 15+15 years (subject to option ) or such longer period as may be imposed by the state allocating agency.  Thus, in the absence of a longer state requirement, owners could opt out after 15 years but there was a built-in purchase option at a 'qualified contract price' (QCP).  The QCP essentially represents a return to the investors of their net equity contribution, inflated for 15 years at CPI (but not more than 5% annually).  Assuming net equity equal to 85% of gross, and 4% inflation over 15 years, the resulting buyout price would be 150% [85% x (1.04)^15] of original equity contribution, and with equity at (say) $20,000 per apartment, this would be $30,000 apartment over and above the debt.  As such, QCP options may be a significant burden for preservation-minded entities.  Even though the Code section was never subsequently amended, by 1993 and the permanence almost all states had adopted a 30-year contractual lock as a minimum, leaving the 1989-1992 cohort as potentially vulnerable.  Analysis of how much conversion risk the QCP-affected inventory faces will be a relevant policy consideration that is becoming increasingly important.


� Rational, sophisticated investor prices above Treasury cost are explicable in only two ways: (1) delivery of non-Credit benefits (such as losses), or (2) monetization of non-financial imperatives (such as CRA).  While the equity markets showed subtle pricing differences between allocated and volume-cap Credits, differences that we believe are traceable to a combination of more robust real estate and higher losses in the volume-cap bond properties, in point of fact neither force appears mathematically sufficient to justify the pricing differential.  We thus conclude that the Credit is demonstrable evidence of CRA-motivation monetization.


� In terms of properties, the 40% increase will play out over 2-4 years, because the Credits must be allocated, and the allocated Credits syndicated.  But the awareness of rising supply already appears to be slowing down investor appetites (in much the same fashion as stock markets price anticipated interest rate changes before the Federal Reserve announces them).  


� See, for instance, Katherine D. Collignan, Executive Summary, Expiring Affordability of Low-Income Housing Tax Credit Properties, prepared for Neighborhood Reinvestment Corporation, which explored the issues in good detail; it is available from the Joint Center for Housing Studies of Harvard University at the URL identified in Appendix 9.


� We speculate that some of the increase in size derived from the introduction of volume-cap bond properties.


� We speculate this was a consequence of changing QAP priorities.


� The authors' study sample was slightly geographically skewed but we believe this made little difference to the results.


� We believe that modern figures are significantly higher as corporatization continued.


� Received over the Internet.  Included here pending verification of its availability (in the public domain or otherwise).
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		AL		Alabama				1,329,164		1,226,042		103,122		8%				4,447		24				5,154,959		3,137,161		7,246,183		1,045,647		6,145,387		5,285,847		6,292,273		6,273,131		6,034,554		5,730,425		5,553,613				2,676		1,618		2,847		545		2,647		2,174		1,588		1,703		1,343		1,404		1,019								24		4,370

		AK		Alaska				4,460,953		2,672,918		1,788,035		40%				625		2,884				375,197		54,498		231,575		940,122		733,750		1,039,603		805,319		819,538		777,225		516,309		1,210,350				375		16		57		136		120		115		99		167		112		88		167								2,884		620

		AZ		Arizona								0						5,131		- 0				4,151,383		4,445,000		6,620,328		3,015,340		9,223,391		7,325,145		5,505,854		3,144,703		8,790,847		5,805,884		6,276,177				1,359		1,359		1,496		736		478		1,410		959		564		1,793		1,106		1,150								- 0		4,778

		AR		Arkansas				1,557,316		1,435,536		121,780		8%				2,673		48				2,384,995		557,939		4,597,473		1,720,733		3,776,820		2,998,503		2,130,782		3,008,628		3,279,992		3,347,509		3,502,822				1,597		312		1,219		824		1,349		1,135		848		1,084		1,073		1,056		984								48		2,551

		CA		California				6,610,053		6,005,006		605,047		9%				33,872		18				35,060,129		34,717,032		68,885,066		64,017,031		70,434,569		68,944,489		49,716,643		48,286,953		42,911,692		43,688,538		44,205,301				7,960		5,391		9,122		8,530		9,001		8,255		5,593		6,372		5,213		5,757		5,515								18		33,145

		CO		Colorado				1,722,591		1,580,199		142,392		8%				4,301		69				4,099,374		1,986,854		3,178,149		4,370,202		5,563,945		7,274,796		6,343,973		5,433,038		4,988,376		5,005,611		5,156,446				1,432		454		958		1,116		889		1,328		1,321		776		692		617		657								69		2,056

		CT		Connecticut								0						3,406		- 0				4,017,500		3,295,106		7,171,586		888,169		2,831,468		6,569,044		6,700,820		4,525,692		4,568,902		4,523,050		4,008,829				677		456		1,020		382		322		997		726		522		652		585		378								- 0		3,282

		DE		Delaware				667,733		471,856		195,877		29%				784		258				825,000		722,335		960,165		1,192,296		1,157,107		1,343,301		984,179		939,310		919,426		921,423		931,564				212		128		421		321		320		362		292		240		273		316		177								258		758

		DC		District of Columbia								0						572		- 0				782,500		0		1,517,250		0		2,096,858		1,014,409		1,761,942		1,215,669		0		1,340,000		653,905				251		0		357		0		919		1,992		150		562		0		549		454								- 0		519

		FL		Florida								0						15,982		- 0				15,471,250		14,369,095		17,646,210		25,629,608		30,946,761		31,548,169		20,709,691		18,230,303		18,048,137		18,402,923		18,736,514				5,604		4,622		4,527		7,375		6,452		6,837		4,136		3,773		3,362		2,873		2,969								- 0		15,111

		GA		Geogia								0						8,186		- 0				8,000,983		4,061,122		5,758,626		5,835,591		9,391,562		11,448,976		10,085,745		9,123,212		11,517,457		9,729,030		10,130,577				3,179		2,383		3,785		3,902		3,764		4,524		3,374		2,376		2,223		2,160		2,125								- 0		7,788

		HI		Hawaii								0						1,212		- 0				1,366,000		0		1,693,488		1,498,989		1,975,897		2,039,896		1,561,497		1,296,381		1,872,943		1,761,955		2,201,567				268		0		175		192		183		360		175		122		459		205		241								- 0		1,185

		ID		Idaho				1,649,002		1,512,619		136,383		8%				1,294		109				1,248,750		728,171		2,060,629		1,707,646		1,783,381		2,264,236		1,770,965		1,525,500		1,705,028		1,512,500		1,547,745				490		254		530		467		410		548		411		316		397		302		279								109		1,251

		IL		Illinois				2,693,774		2,274,041		419,733		16%				12,419		35				14,349,742		14,349,742		11,421,365		16,396,618		15,628,583		24,609,001		20,210,466		16,813,266		16,254,831		16,425,903		18,187,831				5,273		2,602		2,096		4,006		3,531		5,190		4,054		3,006		3,120		2,796		1,629								35		12,128

		IN		Indiana								0						6,080		- 0				6,947,000		4,273,188		10,298,198		6,870,705		3,737,235		14,481,806		7,817,204		8,635,677		7,894,999		8,234,067		8,026,775				3,188		1,672		3,042		1,753		861		3,449		1,516		1,861		1,703		1,445		1,315								- 0		5,942

		IA		Iowa				822,402		542,199		280,203		34%				2,926		98				3,500,000		2,418,534		4,362,660		3,015,401		5,493,867		5,456,142		4,706,274		3,699,062		3,813,814		4,251,206		3,598,758				2,099		1,021		1,496		1,546		1,820		1,305		1,364		790		804		890		626								98		2,869

		KS		Kansas								0						2,688		- 0				3,108,750		3,914,562		1,893,069		2,427,052		5,362,894		4,691,691		4,878,788		3,572,904		3,801,382		4,578,289		3,708,842				0		1,351		1,276		1,015		1,989		1,739		1,290		804		905		976		918								- 0		2,654

		KY		Kentucky				1,261,078		1,042,262		218,816		17%				4,042		55				4,651,115		3,972,225		5,163,362		5,487,051		4,238,303		7,807,701		5,509,889		5,251,437		5,624,492		6,527,298		5,499,030				2,973		1,449		1,678		1,843		1,519		1,781		1,547		1,367		1,058		917		945								55		3,960

		LA		Louisiana				800,309		699,236		101,073		13%				4,469		23				5,519,097		3,773,846		7,068,480		1,730,126		8,286,888		7,339,949		9,690,788		6,233,600		7,916,287		9,899,609		10,673,721				3,493		1,968		4,439		1,207		2,542		3,060		3,146		2,098		2,244		3,131		3,665								23		4,372

		ME		Maine				1,608,042		1,422,901		185,141		12%				1,275		148				1,507,500		370,719		689,215		846,207		769,027		2,336,458		1,661,377		1,414,848		1,925,789		1,621,182		1,593,907				748		152		266		448		200		525		351		184		313		186		233								148		1,253

		MD		Maryland								0						5,296		- 0				5,805,000		5,202,393		9,208,465		5,690,090		9,925,369		8,956,537		8,004,519		6,882,769		7,474,786		7,110,464		6,850,544				1,880		1,487		2,593		1,347		1,938		2,677		2,437		1,667		1,790		1,280		1,052								- 0		5,172

		MA		Massachusetts				4,406,081		4,005,910		400,171		9%				6,349		65				7,391,250		7,015,777		14,782,500		9,028,359		9,364,002		10,170,229		10,743,391		8,854,242		9,681,729		8,694,984		8,000,299				1,534		1,349		1,676		1,527		1,274		2,397		2,024		2,426		1,788		1,854		1,478								65		6,175

		MI		Michigan				2,800,003		2,445,583		354,420		13%				9,938		36				11,625,000		7,473,815		16,975,055		5,917,893		15,861,460		14,249,109		15,695,914		14,808,497		16,021,102		14,619,785		14,751,410				5,248		2,224		4,475		1,698		4,068		3,866		3,282		2,833		2,551		2,551		3,204								36		9,864

		MN		Minnesota				2,761,583		2,214,722		546,861		20%				4,919		115				5,382,392		2,253,424		7,482,660		6,940,876		5,656,766		8,364,624		6,304,640		6,658,250		6,314,138		6,153,622		6,082,651				2,315		1,102		2,311		2,239		1,789		2,675		1,421		757		904		1,177		1,061								115		4,776

		MS		Mississippi				582,957		532,982		49,975		9%				2,845		18				3,283,750		1,881,047		3,496,944		980,973		1,721,338		6,323,805		3,597,065		4,456,646		3,772,966		3,848,790		4,060,771				2,144		1,323		2,200		728		1,297		2,224		1,562		2,508		1,469		759		843								18		2,769

		MO		Missouri				633,335		533,689		99,646		16%				5,595		18				6,414,573		3,639,359		9,059,405		3,255,313		8,136,877		8,432,574		7,465,462		7,048,254		7,055,591		6,755,996		6,845,744				3,260		1,365		2,791		977		2,282		2,579		1,814		1,996		1,296		1,336		1,085								18		5,468

		MT		Montana								0						902		- 0				387,923		189,091		156,114		1,379,735		395,608		1,613,646		356,427		1,694,469		525,101		1,623,155		1,100,566				135		118		78		370		89		430		75		362		150		306		292								- 0		883

		NE		Nebraska				1,837,165		1,686,943		150,222		8%				1,711		90				2,001,250		1,493,037		2,495,143		2,397,184		2,165,991		3,188,721		2,905,708		2,423,538		2,471,199		2,234,062		2,314,480				966		628		849		732		651		800		494		448		438		473		344								90		1,666

		NV		Nevada								0						1,998		- 0				1,325,000		639,939		2,296,536		1,736,081		2,588,089		2,348,358		2,245,372		2,599,382		2,032,883		2,142,335		2,480,304				697		234		532		508		536		517		492		647		316		375		480								- 0		1,809

		NH		New Hampshire				993,407		898,191		95,216		10%				1,236		79				1,054,541		178,465		173,052		181,583		282,784		1,620,448		1,576,058		1,495,094		1,315,088		1,724,518		1,484,595				424		86		70		88		75		470		285		331		222		291		161								79		1,201

		NJ		New Jersey				3,748,239		3,126,954		621,285		17%				8,414		76				9,650,000		4,895,069		11,760,526		9,204,489		14,582,350		16,583,711		12,105,270		10,109,517		13,588,448		10,182,407		10,174,756				1,889		942		2,510		1,359		2,451		2,136		2,286		928		1,203		1,266		845								76		8,143

		NM		New Mexico				1,043,109		983,632		59,477		6%				1,819		34				1,887,500		967,644		801,318		1,347,813		3,130,013		3,656,819		2,926,967		2,951,082		3,051,515		2,923,101		2,637,557				886		491		368		546		376		850		575		669		585		584		463								34		1,740

		NY		New York				5,098,488		4,688,400		410,088		8%				18,976		23				25,248,606		16,087,893		35,581,125		38,850,525		31,339,699		39,339,687		35,733,524		29,078,954		25,968,249		23,839,299		23,916,497				5,806		3,009		5,000		4,353		5,300		5,449		4,216		3,882		3,354		3,238		3,200								23		18,196

		NC		North Carolina				120,834		115,521		5,313		4%				8,049		1				8,086,700		3,187,925		5,044,019		6,202,699		4,794,311		12,355,356		9,290,239		8,982,299		9,508,289		9,023,161		9,976,383				3,466		1,159		1,716		2,181		1,740		3,263		2,231		2,048		1,934		1,844		1,895								1		7,651

		ND		North Dakota				820,947		782,663		38,284		5%				642		60				784,581		669,328		1,394,024		1,104,249		1,396,888		948,960		729,870		838,783		1,082,061		994,237		460,679				358		242		479		354		456		267		173		230		277		199		155								60		634

		OH		Ohio				2,300,948		2,199,288		101,660		4%				11,353		9				13,455,910		12,067,806		20,044,415		13,032,629		22,425,345		21,631,868		17,068,956		14,515,550		14,181,300		15,804,627		14,620,547				9,414		4,451		6,124		3,836		6,504		6,136		4,239		3,526		2,680		2,245		2,093								9		11,257

		OK		Oklahoma				583,967		542,287		41,680		7%				3,451		12				2,890,657		715,652		2,262,922		1,550,448		1,338,485		4,378,941		4,286,362		5,253,598		4,354,865		4,254,217		4,109,156				2,374		660		1,781		2,567		830		1,442		1,312		2,087		2,123		1,288		1,025								12		3,358

		OR		Oregon				31,344		7,412		23,932		76%				3,421		7				3,426,250		1,603,232		5,449,186		5,129,918		5,400,505		5,140,736		5,703,866		4,337,761		4,089,449		4,021,815		4,122,886				1,506		591		1,671		1,131		1,652		1,008		960		725		547		621		476								7		3,316

		PA		Pennsylvania				3,551,977		3,048,654		503,323		14%				12,281		42				15,033,750		9,789,241		23,646,203		9,006,070		14,152,475		12,442,656		20,312,877		17,181,958		17,482,718		16,654,578		16,300,124				5,227		2,246		4,592		2,003		2,677		3,291		2,987		2,305		3,230		2,690		2,223								42		11,994

		PR		Puerto Rico				8,228,588		6,683,939		1,544,649		19%				3,809		397				3,651,463		3,219,549		1,195,904		5,182,124		1,013,919		498,168		999,730		855,217		7,896,151		4,541,162		5,496,843				1,076		1,311		551		1,782		661		239		359		421		1,175		1,301		979								397		3,890

		RI		Rhode Island				1,978,728		1,760,445		218,283		11%				1,048		220				1,243,750		566,935		2,456,313		977,083		3,379,819		442,493		4,124,770		1,795,610		1,908,545		1,577,359		1,337,806				355		123		743		250		912		158		963		198		171		292		209								220		991

		SC		South Carolina				681,929		486,669		195,260		29%				4,012		50				4,366,250		3,251,359		2,958,262		4,675,291		3,938,160		9,669,547		6,525,114		5,333,628		4,667,645		4,974,115		4,356,487				2,089		1,342		1,281		1,714		1,313		2,013		1,349		1,339		1,230		1,222		706								50		3,886

		SD		South Dakota								0						755		- 0				893,750		803,277		835,520		854,666		1,119,520		1,402,148		962,929		1,051,654		929,301		814,963		767,294				553		288		306		392		354		475		233		281		205		224		270								- 0		733

		TN		Tennesse				2,111,769		1,782,574		329,195		16%				5,689		60				6,146,261		2,080,993		3,027,541		1,869,725		8,385,153		6,779,922		7,609,334		7,949,467		7,509,079		6,780,276		6,824,423				3,004		1,012		1,366		1,092		2,869		1,756		1,854		1,902		1,353		1,395		1,312								60		5,484

		TX		Texas				1,433,050		1,354,635		78,415		5%				20,852		4				19,704,232		10,237,764		17,410,716		15,456,988		35,592,326		30,479,410		28,743,648		31,392,420		27,221,647		27,750,038		25,163,413				16,425		12,781		15,688		11,930		15,475		11,195		8,376		6,085		5,330		5,273		4,910								4		20,044

		UT		Utah				1,245,701		1,096,542		149,159		12%				2,233		70				1,890,000		1,882,179		2,734,970		4,564,136		4,250,791		4,610,742		3,022,018		2,750,606		3,162,189		2,684,482		3,671,931				490		532		706		1,370		974		1,190		767		530		598		617		735								70		2,130

		VT		Vermont				660,261		607,812		52,449		8%				609		88				695,000		567,382		1,286,660		807,577		361,283		1,455,953		820,768		904,990		783,745		752,128		745,067				461		293		348		305		229		383		170		174		221		118		106								88		594

		VI		Virgin Islands																				126,318		72,000		9,709,534		10,679,685		0		198,136		101,646		101,646		152,876		114,535		144,632				48		23		3,252		3,057		0		44		22		224		44		64		62								- 0

		VA		Virginia				7,297,860		6,279,060		1,018,800		14%				7,079		148				7,518,875		6,764,740		136,818		90,658		12,879,191		15,172,237		10,545,388		9,489,596		8,542,510		8,526,107		9,833,556				2,363		1,964		72		21		3,489		3,927		1,845		2,108		1,802		2,498		2,488								148		6,873

		WA		Washington								0						5,894		- 0				5,761,587		4,730,275		7,093,686		9,903,473		7,414,252		10,683,495		9,149,383		8,285,639		7,496,820		7,584,716		5,558,804				2,418		1,305		1,543		1,537		1,609		1,868		1,702		1,172		1,315		1,693		729								- 0		5,756

		WV		West Virginia				1,086,755		850,913		235,842		22%				1,808		131				1,429,136		312,834		383,896		710,830		427,889		411,774		3,561,922		2,265,803		2,066,710		2,562,743		2,289,274				710		192		262		426		271		300		798		549		598		621		617								131		1,807

		WI		Wisconsin				2,616,008		2,338,101		277,907		11%				5,364		53				6,072,500		5,444,594		9,539,816		9,514,786		545,034		14,813,594		7,993,596		6,656,422		7,400,045		8,244,170		6,992,234				2,800		1,917		2,931		2,389		84		3,893		1,892		1,340		1,460		1,917		1,364								53		5,250

		WY		Wyoming				1,079,777		937,334		142,443		13%				494		297				27,537		93,000		1,078,551		173,790		1,158,592		730,671		865,739		954,667		539,415		505,252		670,266				25		31		298		147		215		95		208		207		122		120		112								297		480

		USA						84,917,227		72,875,670		12,041,557		14%				285,225		44				307,182,516		221,124,147		400,420,876		337,032,273		424,701,977		494,914,237		420,922,941		379,400,860		382,894,328		373,839,910		369,546,253				126,200		74,029		111,970		91,300		103,756		117,099		86,343		75,592		70,220		69,091		62,420								44		274,582
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		Sources						2,177,365		1,868,607		308,758

		1. 1990 US Census Estimates

		2.  National Council of State Housing Agencies - "1989-1999 Tax Credit Utilization"				National Banks

						Chase		667,003,000		631,397,000		35,606,000		5%

						Fleet		190,692,000		175,385,000		15,307,000		8%

						Bank of Amer.		632,574,000		588,142,000		44,432,000		7%
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				Est. US		Credit		Average		Gross				Net

				Population		Allocated		Net Price of		Equity Raised		O&O		Equity Raised		Units		$ Credit Per		Credit Per		Consumer		CPI		Increase

		Year		(in millions)		(in millions)		Tax Credit		(in millions)		percentage		(in millions)		Produced		Unit		Unit Increase		Price Index		Increase		Differential

		1987		243		63		0.48		392		23%		302		34,491		1,823				113.6										0.62		1.25		21%

		1988		245		210		0.51		1,372		22%		1,070		81,408		2,577		1.41		118.3		1.04		0.37						0.65		1.25		68%

		1989		248		307		0.52		2,022		21%		1,597		126,200		2,434		0.94		124.0		1.05		(0.10)						0.66		1.25		99%

		1990		250		221		0.53		1,465		20%		1,172		74,029		2,987		1.23		130.7		1.05		0.17						0.66		1.25		71%

		1991		253		400		0.50		2,472		19%		2,002		111,970		3,576		1.20		136.2		1.04		0.16						0.62		1.25		127%

		1992		256		337		0.49		2,014		18%		1,651		91,300		3,691		1.03		140.3		1.03		0.00						0.60		1.25		105%

		1993		259		425		0.51		2,610		17%		2,166		103,756		4,093		1.11		144.5		1.03		0.08						0.61		1.25		131%

		1994		261		495		0.56		3,299		16%		2,772		117,099		4,226		1.03		148.2		1.03		0.01						0.67		1.25		152%

		1995		264		421		0.58		2,872		15%		2,441		86,343		4,875		1.15		152.4		1.03		0.13						0.68		1.25		128%

		1996		266		379		0.62		2,735		14%		2,352		75,592		5,019		1.03		156.9		1.03		0.00						0.72		1.25		114%

		1997		269		383		0.66		2,905		13%		2,527		70,220		5,453		1.09		160.5		1.02		0.06						0.76		1.25		114%

		1998		271		374		0.73		3,101		12%		2,729		69,091		5,411		0.99		163.0		1.02		(0.02)						0.83		1.25		110%

		1999		274		370		0.77		3,197		11%		2,846		62,420		5,920		1.09		166.6		1.02		0.07						0.87		1.25		108%

		2000*		285		370		0.79		3,248		10%		2,923		60,000		6,167		1.04		172.2		1.03		0.01						0.88		1.50		87%

		TOTALS				4,482				31,940				27,179		1,048,020		4,277								0.07

		Sources

		1. 1990 US Census Estimates

		2, 5.  National Council of State Housing Agencies - "1989-1999 Tax Credit Utilization", Danter - www.danter.com

		3.  Cummings, DiPasquale - Housing Policy Debate, Volume 10, Issue 2 and E&Y estimates

		4.  Recap Estimates

		6.  US Bureau of Labor Statistics

		*2000 US Census with allocation and production estimates
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		Historical LIHTC Housing Prodcution by State						State HFA Balance Sheets 1999																Tax Credit Allocation and Use

								(numbers in		1,000		's)						1,000

														Capital				2000		Capital				1989		1990		1991		1992		1993		1994		1995		1996		1997		1998		1999		2000		1989		1990		1991		1992		1993		1994		1995		1996		1997		1998		1999		2000						1999 Net Value		1999 State

		State		Name				Assets		Liabilites		Net		Ratio				State pop		per capita				Allocation		Allocation		Allocation		Allocation		Allocation		Allocation		Allocation		Allocation		Allocation		Allocation		Allocation		Allocation		Units Produced		Units Produced		Units Produced		Units Produced		Units Produced		Units Produced		Units Produced		Units Produced		Units Produced		Units Produced		Units Produced		Units Produced						per Cap		Pop.. (in 000s)

		AL		Alabama				1,329,164		1,226,042		103,122		8%				4,447		24				5,154,959		3,137,161		7,246,183		1,045,647		6,145,387		5,285,847		6,292,273		6,273,131		6,034,554		5,730,425		5,553,613				2,676		1,618		2,847		545		2,647		2,174		1,588		1,703		1,343		1,404		1,019								24		4,370

		AK		Alaska				4,460,953		2,672,918		1,788,035		40%				625		2,884				375,197		54,498		231,575		940,122		733,750		1,039,603		805,319		819,538		777,225		516,309		1,210,350				375		16		57		136		120		115		99		167		112		88		167								2,884		620

		AZ		Arizona								0						5,131		- 0				4,151,383		4,445,000		6,620,328		3,015,340		9,223,391		7,325,145		5,505,854		3,144,703		8,790,847		5,805,884		6,276,177				1,359		1,359		1,496		736		478		1,410		959		564		1,793		1,106		1,150								- 0		4,778

		AR		Arkansas				1,557,316		1,435,536		121,780		8%				2,673		48				2,384,995		557,939		4,597,473		1,720,733		3,776,820		2,998,503		2,130,782		3,008,628		3,279,992		3,347,509		3,502,822				1,597		312		1,219		824		1,349		1,135		848		1,084		1,073		1,056		984								48		2,551

		CA		California				6,610,053		6,005,006		605,047		9%				33,872		18				35,060,129		34,717,032		68,885,066		64,017,031		70,434,569		68,944,489		49,716,643		48,286,953		42,911,692		43,688,538		44,205,301				7,960		5,391		9,122		8,530		9,001		8,255		5,593		6,372		5,213		5,757		5,515								18		33,145

		CO		Colorado				1,722,591		1,580,199		142,392		8%				4,301		69				4,099,374		1,986,854		3,178,149		4,370,202		5,563,945		7,274,796		6,343,973		5,433,038		4,988,376		5,005,611		5,156,446				1,432		454		958		1,116		889		1,328		1,321		776		692		617		657								69		2,056

		CT		Connecticut								0						3,406		- 0				4,017,500		3,295,106		7,171,586		888,169		2,831,468		6,569,044		6,700,820		4,525,692		4,568,902		4,523,050		4,008,829				677		456		1,020		382		322		997		726		522		652		585		378								- 0		3,282

		DE		Delaware				667,733		471,856		195,877		29%				784		258				825,000		722,335		960,165		1,192,296		1,157,107		1,343,301		984,179		939,310		919,426		921,423		931,564				212		128		421		321		320		362		292		240		273		316		177								258		758

		DC		District of Columbia								0						572		- 0				782,500		0		1,517,250		0		2,096,858		1,014,409		1,761,942		1,215,669		0		1,340,000		653,905				251		0		357		0		919		1,992		150		562		0		549		454								- 0		519

		FL		Florida								0						15,982		- 0				15,471,250		14,369,095		17,646,210		25,629,608		30,946,761		31,548,169		20,709,691		18,230,303		18,048,137		18,402,923		18,736,514				5,604		4,622		4,527		7,375		6,452		6,837		4,136		3,773		3,362		2,873		2,969								- 0		15,111

		GA		Geogia								0						8,186		- 0				8,000,983		4,061,122		5,758,626		5,835,591		9,391,562		11,448,976		10,085,745		9,123,212		11,517,457		9,729,030		10,130,577				3,179		2,383		3,785		3,902		3,764		4,524		3,374		2,376		2,223		2,160		2,125								- 0		7,788

		HI		Hawaii								0						1,212		- 0				1,366,000		0		1,693,488		1,498,989		1,975,897		2,039,896		1,561,497		1,296,381		1,872,943		1,761,955		2,201,567				268		0		175		192		183		360		175		122		459		205		241								- 0		1,185

		ID		Idaho				1,649,002		1,512,619		136,383		8%				1,294		109				1,248,750		728,171		2,060,629		1,707,646		1,783,381		2,264,236		1,770,965		1,525,500		1,705,028		1,512,500		1,547,745				490		254		530		467		410		548		411		316		397		302		279								109		1,251

		IL		Illinois				2,693,774		2,274,041		419,733		16%				12,419		35				14,349,742		14,349,742		11,421,365		16,396,618		15,628,583		24,609,001		20,210,466		16,813,266		16,254,831		16,425,903		18,187,831				5,273		2,602		2,096		4,006		3,531		5,190		4,054		3,006		3,120		2,796		1,629								35		12,128

		IN		Indiana								0						6,080		- 0				6,947,000		4,273,188		10,298,198		6,870,705		3,737,235		14,481,806		7,817,204		8,635,677		7,894,999		8,234,067		8,026,775				3,188		1,672		3,042		1,753		861		3,449		1,516		1,861		1,703		1,445		1,315								- 0		5,942

		IA		Iowa				822,402		542,199		280,203		34%				2,926		98				3,500,000		2,418,534		4,362,660		3,015,401		5,493,867		5,456,142		4,706,274		3,699,062		3,813,814		4,251,206		3,598,758				2,099		1,021		1,496		1,546		1,820		1,305		1,364		790		804		890		626								98		2,869

		KS		Kansas								0						2,688		- 0				3,108,750		3,914,562		1,893,069		2,427,052		5,362,894		4,691,691		4,878,788		3,572,904		3,801,382		4,578,289		3,708,842				0		1,351		1,276		1,015		1,989		1,739		1,290		804		905		976		918								- 0		2,654

		KY		Kentucky				1,261,078		1,042,262		218,816		17%				4,042		55				4,651,115		3,972,225		5,163,362		5,487,051		4,238,303		7,807,701		5,509,889		5,251,437		5,624,492		6,527,298		5,499,030				2,973		1,449		1,678		1,843		1,519		1,781		1,547		1,367		1,058		917		945								55		3,960

		LA		Louisiana				800,309		699,236		101,073		13%				4,469		23				5,519,097		3,773,846		7,068,480		1,730,126		8,286,888		7,339,949		9,690,788		6,233,600		7,916,287		9,899,609		10,673,721				3,493		1,968		4,439		1,207		2,542		3,060		3,146		2,098		2,244		3,131		3,665								23		4,372

		ME		Maine				1,608,042		1,422,901		185,141		12%				1,275		148				1,507,500		370,719		689,215		846,207		769,027		2,336,458		1,661,377		1,414,848		1,925,789		1,621,182		1,593,907				748		152		266		448		200		525		351		184		313		186		233								148		1,253

		MD		Maryland								0						5,296		- 0				5,805,000		5,202,393		9,208,465		5,690,090		9,925,369		8,956,537		8,004,519		6,882,769		7,474,786		7,110,464		6,850,544				1,880		1,487		2,593		1,347		1,938		2,677		2,437		1,667		1,790		1,280		1,052								- 0		5,172

		MA		Massachusetts				4,406,081		4,005,910		400,171		9%				6,349		65				7,391,250		7,015,777		14,782,500		9,028,359		9,364,002		10,170,229		10,743,391		8,854,242		9,681,729		8,694,984		8,000,299				1,534		1,349		1,676		1,527		1,274		2,397		2,024		2,426		1,788		1,854		1,478								65		6,175

		MI		Michigan				2,800,003		2,445,583		354,420		13%				9,938		36				11,625,000		7,473,815		16,975,055		5,917,893		15,861,460		14,249,109		15,695,914		14,808,497		16,021,102		14,619,785		14,751,410				5,248		2,224		4,475		1,698		4,068		3,866		3,282		2,833		2,551		2,551		3,204								36		9,864

		MN		Minnesota				2,761,583		2,214,722		546,861		20%				4,919		115				5,382,392		2,253,424		7,482,660		6,940,876		5,656,766		8,364,624		6,304,640		6,658,250		6,314,138		6,153,622		6,082,651				2,315		1,102		2,311		2,239		1,789		2,675		1,421		757		904		1,177		1,061								115		4,776

		MS		Mississippi				582,957		532,982		49,975		9%				2,845		18				3,283,750		1,881,047		3,496,944		980,973		1,721,338		6,323,805		3,597,065		4,456,646		3,772,966		3,848,790		4,060,771				2,144		1,323		2,200		728		1,297		2,224		1,562		2,508		1,469		759		843								18		2,769

		MO		Missouri				633,335		533,689		99,646		16%				5,595		18				6,414,573		3,639,359		9,059,405		3,255,313		8,136,877		8,432,574		7,465,462		7,048,254		7,055,591		6,755,996		6,845,744				3,260		1,365		2,791		977		2,282		2,579		1,814		1,996		1,296		1,336		1,085								18		5,468

		MT		Montana								0						902		- 0				387,923		189,091		156,114		1,379,735		395,608		1,613,646		356,427		1,694,469		525,101		1,623,155		1,100,566				135		118		78		370		89		430		75		362		150		306		292								- 0		883

		NE		Nebraska				1,837,165		1,686,943		150,222		8%				1,711		90				2,001,250		1,493,037		2,495,143		2,397,184		2,165,991		3,188,721		2,905,708		2,423,538		2,471,199		2,234,062		2,314,480				966		628		849		732		651		800		494		448		438		473		344								90		1,666

		NV		Nevada								0						1,998		- 0				1,325,000		639,939		2,296,536		1,736,081		2,588,089		2,348,358		2,245,372		2,599,382		2,032,883		2,142,335		2,480,304				697		234		532		508		536		517		492		647		316		375		480								- 0		1,809

		NH		New Hampshire				993,407		898,191		95,216		10%				1,236		79				1,054,541		178,465		173,052		181,583		282,784		1,620,448		1,576,058		1,495,094		1,315,088		1,724,518		1,484,595				424		86		70		88		75		470		285		331		222		291		161								79		1,201

		NJ		New Jersey				3,748,239		3,126,954		621,285		17%				8,414		76				9,650,000		4,895,069		11,760,526		9,204,489		14,582,350		16,583,711		12,105,270		10,109,517		13,588,448		10,182,407		10,174,756				1,889		942		2,510		1,359		2,451		2,136		2,286		928		1,203		1,266		845								76		8,143

		NM		New Mexico				1,043,109		983,632		59,477		6%				1,819		34				1,887,500		967,644		801,318		1,347,813		3,130,013		3,656,819		2,926,967		2,951,082		3,051,515		2,923,101		2,637,557				886		491		368		546		376		850		575		669		585		584		463								34		1,740

		NY		New York				5,098,488		4,688,400		410,088		8%				18,976		23				25,248,606		16,087,893		35,581,125		38,850,525		31,339,699		39,339,687		35,733,524		29,078,954		25,968,249		23,839,299		23,916,497				5,806		3,009		5,000		4,353		5,300		5,449		4,216		3,882		3,354		3,238		3,200								23		18,196

		NC		North Carolina				120,834		115,521		5,313		4%				8,049		1				8,086,700		3,187,925		5,044,019		6,202,699		4,794,311		12,355,356		9,290,239		8,982,299		9,508,289		9,023,161		9,976,383				3,466		1,159		1,716		2,181		1,740		3,263		2,231		2,048		1,934		1,844		1,895								1		7,651

		ND		North Dakota				820,947		782,663		38,284		5%				642		60				784,581		669,328		1,394,024		1,104,249		1,396,888		948,960		729,870		838,783		1,082,061		994,237		460,679				358		242		479		354		456		267		173		230		277		199		155								60		634

		OH		Ohio				2,300,948		2,199,288		101,660		4%				11,353		9				13,455,910		12,067,806		20,044,415		13,032,629		22,425,345		21,631,868		17,068,956		14,515,550		14,181,300		15,804,627		14,620,547				9,414		4,451		6,124		3,836		6,504		6,136		4,239		3,526		2,680		2,245		2,093								9		11,257

		OK		Oklahoma				583,967		542,287		41,680		7%				3,451		12				2,890,657		715,652		2,262,922		1,550,448		1,338,485		4,378,941		4,286,362		5,253,598		4,354,865		4,254,217		4,109,156				2,374		660		1,781		2,567		830		1,442		1,312		2,087		2,123		1,288		1,025								12		3,358

		OR		Oregon				31,344		7,412		23,932		76%				3,421		7				3,426,250		1,603,232		5,449,186		5,129,918		5,400,505		5,140,736		5,703,866		4,337,761		4,089,449		4,021,815		4,122,886				1,506		591		1,671		1,131		1,652		1,008		960		725		547		621		476								7		3,316

		PA		Pennsylvania				3,551,977		3,048,654		503,323		14%				12,281		42				15,033,750		9,789,241		23,646,203		9,006,070		14,152,475		12,442,656		20,312,877		17,181,958		17,482,718		16,654,578		16,300,124				5,227		2,246		4,592		2,003		2,677		3,291		2,987		2,305		3,230		2,690		2,223								42		11,994

		PR		Puerto Rico				8,228,588		6,683,939		1,544,649		19%				3,809		397				3,651,463		3,219,549		1,195,904		5,182,124		1,013,919		498,168		999,730		855,217		7,896,151		4,541,162		5,496,843				1,076		1,311		551		1,782		661		239		359		421		1,175		1,301		979								397		3,890

		RI		Rhode Island				1,978,728		1,760,445		218,283		11%				1,048		220				1,243,750		566,935		2,456,313		977,083		3,379,819		442,493		4,124,770		1,795,610		1,908,545		1,577,359		1,337,806				355		123		743		250		912		158		963		198		171		292		209								220		991

		SC		South Carolina				681,929		486,669		195,260		29%				4,012		50				4,366,250		3,251,359		2,958,262		4,675,291		3,938,160		9,669,547		6,525,114		5,333,628		4,667,645		4,974,115		4,356,487				2,089		1,342		1,281		1,714		1,313		2,013		1,349		1,339		1,230		1,222		706								50		3,886

		SD		South Dakota								0						755		- 0				893,750		803,277		835,520		854,666		1,119,520		1,402,148		962,929		1,051,654		929,301		814,963		767,294				553		288		306		392		354		475		233		281		205		224		270								- 0		733

		TN		Tennesse				2,111,769		1,782,574		329,195		16%				5,689		60				6,146,261		2,080,993		3,027,541		1,869,725		8,385,153		6,779,922		7,609,334		7,949,467		7,509,079		6,780,276		6,824,423				3,004		1,012		1,366		1,092		2,869		1,756		1,854		1,902		1,353		1,395		1,312								60		5,484

		TX		Texas				1,433,050		1,354,635		78,415		5%				20,852		4				19,704,232		10,237,764		17,410,716		15,456,988		35,592,326		30,479,410		28,743,648		31,392,420		27,221,647		27,750,038		25,163,413				16,425		12,781		15,688		11,930		15,475		11,195		8,376		6,085		5,330		5,273		4,910								4		20,044

		UT		Utah				1,245,701		1,096,542		149,159		12%				2,233		70				1,890,000		1,882,179		2,734,970		4,564,136		4,250,791		4,610,742		3,022,018		2,750,606		3,162,189		2,684,482		3,671,931				490		532		706		1,370		974		1,190		767		530		598		617		735								70		2,130

		VT		Vermont				660,261		607,812		52,449		8%				609		88				695,000		567,382		1,286,660		807,577		361,283		1,455,953		820,768		904,990		783,745		752,128		745,067				461		293		348		305		229		383		170		174		221		118		106								88		594

		VI		Virgin Islands																				126,318		72,000		9,709,534		10,679,685		0		198,136		101,646		101,646		152,876		114,535		144,632				48		23		3,252		3,057		0		44		22		224		44		64		62								- 0

		VA		Virginia				7,297,860		6,279,060		1,018,800		14%				7,079		148				7,518,875		6,764,740		136,818		90,658		12,879,191		15,172,237		10,545,388		9,489,596		8,542,510		8,526,107		9,833,556				2,363		1,964		72		21		3,489		3,927		1,845		2,108		1,802		2,498		2,488								148		6,873

		WA		Washington								0						5,894		- 0				5,761,587		4,730,275		7,093,686		9,903,473		7,414,252		10,683,495		9,149,383		8,285,639		7,496,820		7,584,716		5,558,804				2,418		1,305		1,543		1,537		1,609		1,868		1,702		1,172		1,315		1,693		729								- 0		5,756

		WV		West Virginia				1,086,755		850,913		235,842		22%				1,808		131				1,429,136		312,834		383,896		710,830		427,889		411,774		3,561,922		2,265,803		2,066,710		2,562,743		2,289,274				710		192		262		426		271		300		798		549		598		621		617								131		1,807

		WI		Wisconsin				2,616,008		2,338,101		277,907		11%				5,364		53				6,072,500		5,444,594		9,539,816		9,514,786		545,034		14,813,594		7,993,596		6,656,422		7,400,045		8,244,170		6,992,234				2,800		1,917		2,931		2,389		84		3,893		1,892		1,340		1,460		1,917		1,364								53		5,250

		WY		Wyoming				1,079,777		937,334		142,443		13%				494		297				27,537		93,000		1,078,551		173,790		1,158,592		730,671		865,739		954,667		539,415		505,252		670,266				25		31		298		147		215		95		208		207		122		120		112								297		480

		USA						84,917,227		72,875,670		12,041,557		14%				285,225		44				307,182,516		221,124,147		400,420,876		337,032,273		424,701,977		494,914,237		420,922,941		379,400,860		382,894,328		373,839,910		369,546,253				126,200		74,029		111,970		91,300		103,756		117,099		86,343		75,592		70,220		69,091		62,420								44		274,582

								39

		Sources						2,177,365		1,868,607		308,758

		1. 1990 US Census Estimates

		2.  National Council of State Housing Agencies - "1989-1999 Tax Credit Utilization"				National Banks

						Chase		667,003,000		631,397,000		35,606,000		5%

						Fleet		190,692,000		175,385,000		15,307,000		8%

						Bank of Amer.		632,574,000		588,142,000		44,432,000		7%





US Historical

		Low Income Housing Tax Credit

		Historical Statistics

				(1)		(2)		(3)				(4)				(5)						(6)

										10

				Est. US		Credit		Average		Gross				Net

				Population		Allocated		Net Price of		Equity Raised		O&O		Equity Raised		Units		$ Credit Per		Credit Per		Consumer		CPI		Increase

		Year		(in millions)		(in millions)		Tax Credit		(in millions)		percentage		(in millions)		Produced		Unit		Unit Increase		Price Index		Increase		Differential

		1987		243		63		0.48		392		23%		302		34,491		1,823				113.6										0.62		1.25		21%

		1988		245		210		0.51		1,372		22%		1,070		81,408		2,577		1.41		118.3		1.04		0.37						0.65		1.25		68%

		1989		248		307		0.52		2,022		21%		1,597		126,200		2,434		0.94		124.0		1.05		(0.10)						0.66		1.25		99%

		1990		250		221		0.53		1,465		20%		1,172		74,029		2,987		1.23		130.7		1.05		0.17						0.66		1.25		71%

		1991		253		400		0.50		2,472		19%		2,002		111,970		3,576		1.20		136.2		1.04		0.16						0.62		1.25		127%

		1992		256		337		0.49		2,014		18%		1,651		91,300		3,691		1.03		140.3		1.03		0.00						0.60		1.25		105%

		1993		259		425		0.51		2,610		17%		2,166		103,756		4,093		1.11		144.5		1.03		0.08						0.61		1.25		131%

		1994		261		495		0.56		3,299		16%		2,772		117,099		4,226		1.03		148.2		1.03		0.01						0.67		1.25		152%

		1995		264		421		0.58		2,872		15%		2,441		86,343		4,875		1.15		152.4		1.03		0.13						0.68		1.25		128%

		1996		266		379		0.62		2,735		14%		2,352		75,592		5,019		1.03		156.9		1.03		0.00						0.72		1.25		114%

		1997		269		383		0.66		2,905		13%		2,527		70,220		5,453		1.09		160.5		1.02		0.06						0.76		1.25		114%

		1998		271		374		0.73		3,101		12%		2,729		69,091		5,411		0.99		163.0		1.02		(0.02)						0.83		1.25		110%

		1999		274		370		0.77		3,197		11%		2,846		62,420		5,920		1.09		166.6		1.02		0.07						0.87		1.25		108%

		2000*		285		370		0.79		3,248		10%		2,923		60,000		6,167		1.04		172.2		1.03		0.01						0.88		1.50		87%

		TOTALS				4,482				31,940				27,179		1,048,020		4,277								0.07

		Sources

		1. 1990 US Census Estimates

		2, 5.  National Council of State Housing Agencies - "1989-1999 Tax Credit Utilization", Danter - www.danter.com

		3.  Cummings, DiPasquale - Housing Policy Debate, Volume 10, Issue 2 and E&Y estimates

		4.  Recap Estimates

		6.  US Bureau of Labor Statistics

		*2000 US Census with allocation and production estimates






