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LOW-INCOME HOUSING TAX CREDIT

WEDNESDAY, APRIL 23, 1997

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON OVERSIGHT,
Washington, DC.

The Subcommittee met, pursuant to notice, at 1:34 p.m., in room
B-318, Rayburn House Office Building, Hon. Nancy L. Johnson
(Chairman of the Subcommittee) presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

- FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON OVERSIGHT '

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721

April 14, 1997
No. OV-§

Johnson Announces Hearing on
the Low-Income Housing Tax Credit

Congresswoman Nancy L. Johnson (R-CT), Chairman, Subcommittee on Oversight of
the. Committee on Ways and Means, today announced that the Subcommittee will hold a two-dsy
hearing on the administration of the low-income housing tax credit. The first hearing day will
be conducted on Wednesday, April 23, 1997, in reom B-318 of the Rayburs House Office
Building, beginning at 1:30 p.m. The second hearing day wilt take piace on Thursday,
May 1, 1997, in the main Committee hearing room, 1100 Longwerth House Office
Building, beginning at 10:06 s.m.

Oral testimony on April 23 will be received from invited witnesses, including
representatives of the U.S. General Accounting Office (GAO), the Internal Revenue Service
(IRS), and the National Council of State Housing Agencies. The Subcomumittee will receive
testimony from public witnesses on May 1. Also, any irdlividual or organization not scheduled
for an oral appearance may submit s written statement for consideration by the Committee or for
inclusion in the printed record of the hearing.

BACKGROUND:

The low-income housing tax credit (LIHC) is the Jargest Federal program to fund the
development and rehabilitation of low-income housing. According to GAO, if all the credits
authorized over a 10-year period were awarded by the States to completed projects and used by
investors, the annual cost to the Treasury would be over $3 billion.

As part of the Committee’s oversight of the tax credit program, Chairman Bill Archer
asked GAO to study the administration and operation of the credit to determine: (1) how
efficiently the IRS is administering and monitoring the LTHC, (2) what controls exist at the State
level 1w ensure that the credit is applied as intended and that costs are reasonable, (3) what
controls exist to ensure that States do not certify buildings as cligible for the credit beyond the
amount allocated by State housing suthorities, (4) the characteristics of the individuals residing
in the units produced by the credits (i.c., whether residents fit the characteristics of individuals
and families for whom the program is intended), and (5) such other issues as may arise during the
course of the examination. Chairman Archer asked Subcommittee Chairman Jobnson 10 oversee
the study. The study has been completed by GAO and was released by Chairman Archer on
April 9, 1997.

In announcing the hearing, Chairman Johnson stated: “The GAO's work will be
tremendously helpful to the Subcomumittee in determining how well the low-income housing
credit is being administered. It appears that there sre several opportunities to improve
enforcement, and it is my hope that these hearings will help the Subcommittee develop
recommendations to strengthen oversight and monitoring of compliance.”
FOCUS OF THE HEARING:

The hearing wiil focus on the issues addressed by the GAO study and the findings,
including characteristics of the residents and propertics that have benefitted from the LIHC, and
the controls the IRS and the States are using to ensure that priority housing needs are being met,

i.e., project costs (including tax costs) are reasonable, and thet States and project owners comply
with the program requirements.

(MORE)
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WAYS AND MEANS SUBCOMMITTEE ON OVERSIGHT
PAGE TWO

DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD:

Requests % be heard on Thursday, May 1, 1997, must be made by telephone to
Traci Altman or Bradley Schreiber at (202) 225-1721 no later than the close of business,
Wednesday, April 23, 1997. The telephone request should be followed by a formal written
request to A.L. Singleton, Chief of Staff, Committee on Ways and Means, U.S. House of
Representatives, 1102 Longworth House Office Building, Washington, D.C. 20515. The staff of
the Subcommittee on Qversight will notify by telephone those scheduled to appear as soon as
possible after the filing deadline. Any questions concerning a scheduled sppearance should be
directed to the Subcommittee on Oversight staff at (202) 225-7601.

In view of the limited time available to hear wituesses, the Subcommittee may not be
able to accommodate all requests to be beard. Those persons snd organizations not scheduled
for an oral appearance are encouraged to submit written statements for the record of the hearing.
Al persons requesting to be heard, whether they are scheduled for oral testimony or not, will be
notified as soon as possible after the filing deadline.

Witnesses scheduled to present oral testimony are required to summarize briefly their
written statements in no more than five minutes. THE FIVE-MINUTE RULE WILL BE
STRICTLY ENFORCED. The full written statement of each witness will be included in
the printed record, in sccordance with House Rules.

In order to assure the most productive use of the limited amount of time available to
question witnesses, all witnesses scheduled to appear before the Subcommittee are required to
submit 200 copies of their prepared statement and a 3.5-inch diskette in WordPerfect or ASCII
format, for review by Members prior 1o the hearing. Testimony should arrive at the
Subcommittee on Oversight office, room 1136 Longworth Heuse Office Building, no Ister
than 48 bours before the hearing dste. Failure to do so may result in the witness being denied
the opportunity to testify in person.

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE:

Any person o organization wishing to submit a written statement for the printed record
of the hearing should submit at least six (6) copies of their statement and & 3.5-inch diskette in
WordPerfect or ASCT) format, with their address and date of hearing noted, by the close of
business, Thursday, May 15, 1997, 1o A.L. Singleton, Chief of Staff, Committee on Ways and
Means, U.S. House of Representatives, 1102 Longworth House Office Building, Washington,
D.C. 20515. If those filing written statements wish 10 have their statcments distributed to the
press and interested public at the hearing, they may deliver 200 additional copies for this purpose
to the Subcommittee on Oversight office, room 1136 Longworth House Office Building, at least
one hour before the hearing begins.

FORMATTING REQUIREMENTS:
Mmmmnm»uo—mn.mnm—-u“muummu
Ry writien cOMMENS it Mapotst 10 & request for writien comasents saust confors 10 the
In conpllance with these guidefines will mot be printed, Wt wil be mmaitaioed in the Commmitiee s for review aad woe by the Commine,
mmummmnm-umhuw-wmnqu
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WAYS AND MEANS SUBCOMMITTEE ON OVERSIGHT
PAGE THREE

Note: All Committee advisories and news releases are available on the World Wide Wob at
“hitp://www house.gov/ways_means/”.

The Committee seeks to make its facilities
k accessible to persons with disabilities. If you

L, are in need of special accommodations,
please call 202-225-1721 or 202-225-1904
TTD/TTY in advance of the event (four
business days notice is requested). Questions
with regard to special accommodation needs
in general (including availability of
Committee materials in alternative formats)
may be directed to the Committee as noted
above.

Rk

R ——

Chairman JOHNSON. The hearing will come to order.

Congresswoman Thurman will be along shortly, but I think since
I have a longer than usual opening statement, that I will start.

The low-income housing tax credit is currently the largest pro-
gram whose purpose it is to stimulate the production of housing for
low-income households. According to the Joint Committee on Tax-
ation, the revenue loss associated with the credit, that is, the cost
to the taxpayers, is almost $18 billion over 5 years. Given the sub-
stantial cost of this program and its tremendous importance in the
lives of people in New Britain, my hometown, Bristol and my dis-
trict and other towns and cities throughout my district and the Na-
tion, it is imperative that the program be administered effectively
and that States be accountable for using these key dollars to
produce the maximum number of high quality units in areas of
need.

In July 1995, Chairman Archer asked that the GAO study the
administration and operation of the credit. Specifically, GAO was
asked to examine the characteristics of the tenants and the prop-
erties benefiting from the credit, to make sure the credit is helping
the right people and the right developments. He also asked GAO
to evaluate the controls that the Internal Revenue Service and the
States are using to make sure that, first, State priority housing
needs are being met, second, housing project costs, including tax
credit costs, are reasonable and, third, States and project owners
comply with program requirements.

Since we will be hearing from GAO shortly, I will not summarize
their major findings and recommendations. However, I would like
to comment briefly on several findings that are of interest to me.
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The credit was originally intended to help the working poor. In
practice, an estimated three-quarters of the households had in-
comes at or below 50 percent of median area incomes, with 50 per-
cent of those beneﬁtirxlzglhaving incomes below $15,000 and 80 per-
cent below $20,000. This is truly impressive. Yet, it is difficult to
examine the credit in isolation, because 71 percent of the house-
holds benefited directly or indirectly from other forms of govern-
ment assistance, including rental assistance, government loans,
loan subsidies and grants. Are we using the range of Federal hous-
ing subsidy programs to help the maximum number of our citizens?

y 43 percent of the households in tax credit properties were
one-person households and another 24 percent were two-person
households. About 29 percent were headed by a person aged 55 or
older. I expected a larger percentage of the units to be rented to
families with children. Are States not putting a priority on afford-
able family housing? If not, why not?

Many States do not apl;;ear to be fully using their existing tax
credit allocations. For each year from 1992 through 1994, the value
of the tax credits awarded to projects placed in service fell substan-
tially short of the total annual per capita allocations. In fact, only
half of the $315 million allocation was awarded in 1992. When I
think of the rural and urban needs just in my district, I find this
hard to understand.

I am concerned about the amount of money that is going to fees.
The National Council of State Housing Agencies has recommended
that developers’ fees generally be limited to no more than 15 per-
cent of a project’s total development costs and that fees to builders
and related ies be limited to 14 percent of a project’s construc-
tion costs. Most of the States have followed the NCSHA'’s guidance
with respect to developers’ fees and about half with respect to
builders’ fees, but some have not. Syndication fees may consume
from ten to 27 percent of the funds contributed by investors. Is al-
most 30 percent of the money going to developers’ and builders’
fees reasonable? We need to ask that question.

I am also concerned to read that, according to the IRS’ Chief
Counsel, if the Service determines that a State is not in compliance
with its qualified allocation plan, the Code does not give the IRS
the authority to levy sanctions against State agencies that would"
not affect taxpayers who have already received credits. The sanc-
tion that exists in current law is to disallow a State’s entire alloca-
tion amount for the period of noncompliance. Surely, we can re-
spond forcefully, but in a targeted fashion, to both gain a higher
standard of performance and protect good projects from harm due
to the actions of others.

Finally, I am surprised to learn that the IRS regulations do not
require States to make onsite visits to ensure that the housing
units are habitable. NCSHA, to its credit, has provided guidance in
this area, but some States have fallen short.

The low-income housi.n%‘ tax credit has financed many fine
projects, creating excellent homes for people of all ages. It is no se-
cret that I have supported the credit since its inception and I am
gratified by the overall tone of the GAO’s findings. However, over-
sight is about overseeing, so we can know how public policy is serv-
ing us and how we can improve its ability to help us meet critical
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needs. Nearly every feature of our tax law leaves room for improve-
ment and the GAO has demonstrated that the credit is no excep-
tion. I believe the report provides us with an opportunity to
strengthen the credit, review its goals and ultimately, to under-
stand how it interacts with other housing subsidy programs in a
more realistic way to assure the long-term interests of our constitu-
ents.

Today, we will be hearing from the General Accounting Office,
the Internal Revenue Service and the National Council of State
Housing Agencies, and on May 1, we will hear from a number of
other stakehoiders. The GAO has given us a good starting point,
but I am looking forward to suggestions that other witnesses may
offer us as to how to strengthen enforcement and compliance and
better utilize this valuable program.

Upon completion of these hearings and the Subcommittee’s re-
view of the GAO’s report, we will be recommending legislation to
the Full Committee.

[The opening statement follows:]
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Opening Statement
The Honorable Nancy L. Johnson
Low-Income Housing Tax Credit Hearing
Ways and Means Subcommittee on Oversight
April 23,1997

The low-income housing tax credit is currently the largest federal program whose
purpose it is to stimulate the production of housing for low income houscholds.
According to the Joint Committee on Taxation, the revenue loss associated with the
credit -- the cost to the taxpayers — will be $17.9 billion over the next five years. Given
the substantial cost of this program and its tremendous importance in the lives of the
people of New Britain, my home town, Britstol, and other towns and cities across
America, itisknpmﬁvethatthepmmmbeadnﬁnistuedeﬂ'ecﬁvelymgﬂmsmmbe
accountable for using these key dollars to produce the maximum number of high quality
units in the areas of need..

In July of 1995, Chairman Archer asked the U. S. General Accounting Office to
study the administration and operation of the credit. Specifically, GAO was asked to
examine the characteristics of the tenants and the properties benefitting from the credit,
to make sure the credit is helping the right people and the right developments. He also
asked GAO to evaluate the controls the Internal Revenue Service and the states are using
to make sure that (1) state priority housing needs are being met, (2) housing project costs,
including tax credit costs, are rcasonable, and (3) states and project owners comply with
program requirements.

Since we will be hearing from GAO shortly, 1 Wl not summarize their major
findings and recommendations. However, I would like to comment briefly on several
findings that are of interest to me.

. The credit was originally intended to help the working poor. In practice, an
estimated three quarters of the houscholds had incomes at or below 50 percent of
median area income, with 50 percent of those benefitting having incomes below
$15,000 and 80 percent below $20,000. This is truly impressive, yet it is difficult
to examine the credit in isolation, because about 71 percent of the households
benefitted directly or indirectly from other forms of government assistance,
including rental assistance, government loans, loan subsidies and grants. Are we
using the range of federal housing subsidy programs to help the maximum number
of our citizens?

‘e Fully 43 percent of the houscholds in tax credit properties were one-person
* households, and another 24 percent were two-person households. About 29
percent were headed by a person aged 55 or older. 1 expected a larger percentage
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of the units to be rented to families with children. Are states not putting a priority
on affordable family housing? If not, why not?

. Many states do not appear to be fully using their existing tax credit allocations.
For cach year from 1992 through 1994, the value of the tax credits awarded to
‘projects placed in service fell substantially short of the total annual per capita
allocations. In fact only half of the $315 miltion allocation was awarded in 1992.

When I think of the rural and urban needs just in my district, I find this hard to
understand.

. I am concerned about the amount of money that is going to fees. The National
Council of State Housing Agencies has recommended that developers' fees
generally be limited to no more than 15 percent of a project's total development
costs and that fees to builders and related parties be limited to 14 percent of a
project’s construction costs. Most of the States have followed NCSHA's guidance
with respect to developers' fees and about half with respect to builders' fees, and
some have not. Syndication fees may consume from 10 to 27 percent of the funds
contributed by investors. Is almost 30 percent of the money going to developers’
and builders fees’ reasonable? We must ask this question.

L I am also concerned to read that according to the IRS Chief Counsel, if the
Service determines that a State is not in compliance with its qualified allocation
plan, the Code does not give the IRS the authority to levy sanctions against State
agencies that would not affect taxpayers who have already received credits. The
sanction that exists in current law is to disallow a State's entire allocation amount
for the period of noncompliance. Surely we can respond forcefully but in a
targeted fashion to both gain a higher standard of performance and protect good
projects from harm due to the action of others.

. Finally, I am surprised to learn that IRS regulations do not require States to make
on-site visits to make sure the housing units are habitable. NCSHA, to its credit,
has provided guidance in this area, but some States have fallen short.

The low-income housing tax credit has financed many fine projects, creating
excellent homes for people of all ages. It is no secret that 1 have supported the credit
since its inception, and I am gratified by the overall tone of GAO's findings. However,
oversight is about overseeing, so we can know how public policy is serving us well and
how we can improve it so it better serves our needs. Nearly every feature of our tax law
leaves room for improvement, and the GAO has demonstrated that the credit is no
exception. I believe the report provides us with an opportunity to strengthen the credit



and re-think our goals.

Today, we will be hearing from the General Accounting Office, the Internal
Revenue Service and the National Council of State Housing Agencies, and on May 1st
we will hear from a number of other stakeholders. The GAO has given us a good
starting point, but I am looking forward to suggestions that the other witnesses may offer
as to how to strengthen enforcement and compliance and to better utilize this valuable
program.

Upon completion of these hearings and the Subcommittee's review of GAO's
report, we will be recommending legislation to the full Committee. I'd like to recognize
our ranking Member, Representative Coyne of Pennsylvania.

———

Chairman JOHNSON. I would like to recognize my Ranking Mem-
ber today, Congresswoman Thurman, for any opening comments
that she may have.

Ms. THURMAN. Thank you, Madam Chairman.

Let me just first state that Representative Coyne has been de-
layed in Pittsburgh and hogefully will be joining us later.

Today is the Oversight Subcommittee’s first day of hearings on
the effectiveness of the low-income house tax credit. I want to per-
sonally thank the U.S. General Accounting Office for the kinfdl'f‘(g)
in providing a comprehensive and thorough review of the LI .
The low-income housing tax credit is our Nation’s most important
program for funding the development and rehabilitation of low-in-
come housing. Thus, it is important that the Ways and Means
Committee conduct periodic oversight review of this prog:am.

I know we are pleased that the Internal Revenue Service sup-

rts GAO’s administrative recommendations for enhancing the

RS’ and State’s monitoring system. Also importantly, the GAO has
concluded that all of the States have developed qualified programs,
allocations J)lans and that the LIHTC is, in fact, providing housing
to thousands of working families at the lowest income levels.

Finally, the GAO did not identify any noncompliance problems in
operation of the LIHTC or recommend any statutory changes to the
Internal Revenue Code. All those involved in the LIHTC should be
proud of their participation in the program and commitment to pro-
viding affordable housing to thousands of low-income individuals
and families. At our second hearing next week, we will have the
opportunity to discuss the program with these experts and to
evaluate the success of the LI in more detail.

In short, though, I would also like to state that the LIHTC Pro-
gram is a perfect example of the Federal Government’s working in
concert with the private sector. In a time when roughly 100,000
apartments are demolished, abandoned or converted to market rate
use each year, it is important to give the private sector the means
to stimulate the low-income housing market. In doing so, Congress
has created a successful program which provides essential housing
services to our lower income citizens. By administrating tax incen-
tive block grants to the States, Congress is also giving the States
the flexibility they need to meet their individual needs.
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For example, in Florida, following the effects of Hurricane An-
drew, the Florida Housing Finance Agency was able to refocus a
substantial number of housing credits to meet the needs of those
low-income residents whose properties were devastated by the hur-
ricane. I would also like to note that I am quite impressed with the
Florida Housing Finance Agency’s oversight of the Low-Income
Housing Tax Credit Program. Their extensive application forms,
credit underwriting, record extensive use agreements and regular
onsite visits surpass many of the current IRS regulations which
govern low-income housing.

As a result, since 1987, the housing credit program has provided
my home State of Florida with 45,692 safe, affordable apartment
units, housing more than 68,000 people. There is room for improve-
ment in any program, but I am encouraged by the cooperation be-
tween the State housing agencies and the IRg to work together to
make the needed advances in the housing credit program.

I look forward to the hearing today and to the testimony that we
are about to receive and certainly in our next week so that we can
have even more discussion. Thank you.

Chairman JOHNSON. Thank you, Congresswoman.

As we start, let me say that I am not going to use the 5-minute
light. I assume that you will understand there are panels to follow
you and there is a limited time this afternoon. I also want to men-
tion that I do have to leave promptly at 5, although I will be back
in about 15 minutes. Unfortunately, there will be that interruption
and the Subcommittee will proceed in my absence.

I have read your testimony. I am looking forward to having a
chance to question you, along with the rest of the Subcommittee.
1 do want my colleagues to have time to really hear your report and
to have the time they need to question. I am very pleased to have
your report. This is an important oversight project. So, I am
pleased to start this oversight review of the low-income housing tax
credit with what I think is a very thorough report.

Mr. White.

STATEMENT OF JAMES R. WHITE, ASSOCIATE DIRECTOR, TAX
POLICY AND ADMINISTRATION ISSUES, GENERAL GOVERN-
MENT DIVISION, U.S. GENERAL ACCOUNTING OFFICE; AC-
COMPANIED BY DENNIS FRICKE, ASSISTANT DIRECTOR,
HOUSING AND COMMUNITY DEVELOPMENT; AND RALPH F.
BLOCK, ASSISTANT DIRECTOR, TAX POLICY AND ADMINIS-
TRATION ISSUES, GENERAL GOVERNMENT DIVISION, SAN
FRANCISCO, CALIFORNIA

Mr. WHITE. Thank you. Madam Chairman and Members of the
Subcommittee, we appreciate being here this afternoon to discuss
our report entitled “Tax Credits, Opportunities to Improve Over-
sight of the Low-Income Housing Program.” I am Jim ite, Asso-
ciate Director of GAO’s tax issue area. With me is Ralph Block,
also from tax and Dennis Fricke, from our housing issue area. I
have a written statement which I would like to summarize.

As you mentioned, Madam Chairman, the tax credit is the larg-
est Federal program for funding development of low-income rental
housing and could cost Federal taxpayers as much as $3 billion per
year. Our report describes the tax credit projects and residents and
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assesses IRS and State controls for insuring that State housing
needs are met, costs are reasonable and tax laws are complied
with.

Our report makes the following four main points. First, the
households served had income levels considered very low by HUD.
Second, although States had plans to direct tax credits to housing
needs, we identified several factors, such as, credits not being used
that could affect the housing actually delivered. Third, all States
had cost controls, however, some States lacked complete cost and
financial data for some projects. Last, IRS needs additional infor-
mation to adequately monitor State and taxpayer compliance.

Our analysis was based on a survey of all State tax credit allo-
cating agencies, a random sample of 423 housing projects and re-
view of IRS procedures.

I would like to outline very briefly how the program works. Fig-
ure 1, this and other figures are attached to my prepared state-
ment, is an illustration of a simple case of that. Starting in the
lower lefthand corner of the figure, developers have to finance
projects. Under the program, that is done partly using private-sec-
tor mortgages from lenders, shown above the developer and, partly
using equity paid into the project by investors who receive the tax
credits. I won’t say anything else about the diagram in the interest
of time. It is a quick outline of how the program works in a simple
case.

What I would like to do now is to describe the housing delivered
under the program and the tenants served. We estimated that
about 4100 properties with 172,000 tax credit units were placed in
service in the United States between 1992 and 1994. Those were
the years of our sample. The average annual income in 1996 of the
tax credit households was an estimated $13,300. The distribution
of incomes is shown in figure 2.

About three-fourths of tax credit households met HUD’s defini-
tion of very low income. That is, their incomes were below 50 per-
cent of their area’s median income. Many household benefited from
other Federal housing assistance. Tax credit households are small.
About two-thirds were one or two persons. A quarter of the projects
were developed to serve the elderly. Tax credit properties are lo-
cated throughout the country. Most common is a walkup garden-
style building, but properties range from rowhouses to elevator
buildings. Most projects are newly constructed.

The average monthly rent of a unit was about $450. Figure 3
shows the per unit costs of tax credits in present value terms. For
the average unit, the present value of the cost of the credit to Fed-
eral taxpayers was an estimated $27,300. About 2 percent of the
units had tax credit costs in present value terms of over $100,000
per unit.

Project development costs as opposed to tax credit costs are
shown in figure 4. We estimated that the average cost of develop-
ing the units was about $60,000.

Now, I will discuss the State and IRS controls over the program.
All the States have developed allocation plans required by the Tax
Code, to direct tax credits to priority housin, neegs. Most use some
sort of point system to rank project proposals. However, we identi-
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fied several factors that could affect the housing actually delivered
by the program.

First, nearly all the agencies reserved discretion for bypassing
their plan. We recognized that discretion can be beneficial. It can
target unforeseen needs, but it should be documented. A second
factor affecting housing delivery is whether tax credits are used.
Data from the States, IRS and HUD showed a significant gap be-
tween tax credits initially allocated and credits awarded the
projects when completed. For example, projects proposed in 1992
got initial credit allocations of $322 million, but by the end of 1994,
only about half had been used. This raises the question of whether
the State agencies produced all the housing the Federal Govern-
ment was prepared to fund.

A third factor affecting housing delivery is the economic viabilit
of the tax credit projects after the 15-year compliance perioci
Whether these properties continue to provide low-income housing
for tenants will depend on such factors as the economics of alter-
native uses and the need for additional subsidies.

Now, I will discuss controls to insure costs are reasonable. All
States have some cost controls in place. However, we identified op-
portunities for the States to improve their controls. Figure 5, shows
the aggregate development costs and financing for projects placed
in service from 1992 through 1994. The height o? the bar rep-
resents total development costs or the uses of funds. The height
also shows the total financing needed or the sources of funds.
There were three sources, equity paid into the project by tax credit
investors, commercial mortgage loans and concessionary financing
providing primarily by other Federal housing programs.

To control costs, many States relied on HUD cost standards and
most also used competition among developers for credits. To deter-
mine the reasonableness of private financing, States reported that
they reviewed projects’ rents, operating expenses and meortgage
terms. To determine the reasonableness of non-tax credit public
subsidies, States also reported doing reviews. In the case of HUD
financing, the evaluation is called a subsidy layering review.

Referring back to figure 5 again, the equity paid into projects in
1992 through 1994 was about $3.1 billion. This equity paid in was
generated by about $6.1 billion in tax credits payable over 10
years. This works out to a yield of about 0.53 cents on the dollar.
This tax credit yield or price has gone up over time from about 0.45
cents in 1987 to over 0.60 cents in 1996, according to several major
syndicators and State allocating agency officials.

In controlling costs, allocating agencies are largely dependent on
information submitted by developers. We found some control weak-
nesses in this area. For example, for the years 1992 through 1994,
the scope of independent cost verifications varied and about 14 per-
cent of the projects lacked complete information on the sources and
uses of funds. This leaves States vulnerable to providing more or
fewer credits than needed. Accordingly, we recommended in our re-
port that the Commissioner of Internal Revenue establish clear re-
quirements for insuring independent verification of the sources and
uses of funds, information submitted to States by developers.

Now, I will discuss State and IRS oversight. We found several
States had not completed their agreed upon monitoring of project
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compliance with rent, income and habitability requirements for
1995. Also, IRS did not have the information to determine whether
States did their monitoring. IRS’ regulations did not require States
to make onsite visits to projects and IRS did not have enough infor-
mation from States about noncompliance to be able to determine
the tax consequences for property owners.

Accordingly, we recommended that the Commissioner of Internal
Revenue require, one, that States report sufficient information
about monitoring inspections so that IRS can determine whether
States have done their monitoring and, two, that States’ monitoring
provide sufficient information to insure the Code’s habitability re-
quirements are met. We also recommended that IRS explore modi-
fying the form States use to report noncompliance, so that it can
better determine any tax consequences for project owners.

In late 1995, IRS instituted an audit program to determine
whether taxpayers are entitled to the credits they claim. IRS is re-
lying on the results of its audit initiative to provide estimates on
the extent and types of noncompliance. However, IRS’ current audit
program is not based on a random sample of returns and will not
provide statistically reliable compliance data.

With respect to monitoring State use of tax credits, the IRS is
currently developing a document-matching program, but still lacks
information on return credits which is necessary for determining
whether States stay within their ceilings. Accordingly, we rec-
ommended that the Commissioner of Internal Revenue explore al-
ternative ways to, one, develop an estimate of tax credit compliance
and, two, obtain better information to verify that States’ allocations
do not exceed authorizations.

Now, I will discuss independent oversight of the tax credit pro-
gram. Unlike most programs operated by State and local govern-
ments that receive Federal financial assistance, the Low-Income
Housing Tax Credit Program is not subject to independent audits
under the Single Audit Act. The act, which is an important ac-
countability tool for the Federal financial assistance administered
by State and local governments does not apply the tax credits be-
cause credits are not considered Federal financial assistance by
OMB. Subjecting the Low-Income Housing Tax Credit Program to
the single audit process may be a more efficient, effective and less
federally intrusive way of monitoring State agency controls than
other types of independent audits.

Accordingly, we recommended that the Director of OMB incor-
porate the Low-Income Housing Tax Credit Program in the defini-
tion of Federal financial assistance, so that the program would be
subject to the Single Audit Act.

That concludes my prepared statement and I would be pleased
to answer any questions.

[The prepared statement follows:]
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Madam Chairman and Members of the Subcommittee,

We apprecizie being here this aternoon to discuss our recently issued report entiied Tax

(GAO/GGD/ECED-97-65, March 28, 1997). Currently, the tax credit is the largest fzderal
program for “unding the development and rehabilitation of rental housing for low-ncome
households. Under this program, the states award tax credits that could cost federal

taxpayers as much as $3 billion per year.

Our report, which is addressed to you, Madam Chairman, and the Chairman of the Ways
and Means Committee, answers questions about the characteristics of tax credit r-ojects
and their resdents and the controls the Internal Revenue Service (IRS) and the stites
have over thz program. More specifically, with respect to controls we were askec to
assess IRS and state controls for ensuring that (1) state priority housing needs ar: met;
(2) housing rroject costs, including tax credit costs, are reasonable; and (3) states and

project owners comply with program requirements.

In answering these questions, our report makes the following four main points:

—A substantial majority of the households served by the program had incomes corsidered

“very low" by the Department of Housing and Urban Development and about three-fourths

of all housebolds benefited either directly or indirectly from other types of housinz
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assistance. We estimate the average tax credit cost per-<urit, in present value terms, to be
about $27,300.

~All the states had developed qualified allocation plans resuired by the Internal Revenue
Code to direct tax credit awards to priority housing needs. Although the states met tax
code requirements, we identified several factors that coul¢ affect the housing actually
delivered over time. Some states reserve discretion for amending or bypassing the
allocation process. In addition, many tax credits that were injtially allocated may not
have been used. Further, the long term economic viability of tax credit projects as low-
income housing has not been tested.

~All states had cost control procedures in place that were intended to help ensure the
reasonableness of project costs and tax credit awards. Hcwever, some projects lacked
complete cost and financial data and some key data used in determining the basis for tax
credit awards were not independently verified.

—While states had established compliance monitoring programs consistent with IRS
regulations, the regulations did not provide adequate assurance that states perform agreed
upon monitoring reviews. Also, IRS needs additional information to adequately monitor

states' tax credit allocations and taxpayer compliance with credit requirements.
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Before elaborating on these points I would like to describe our methodology and provide
some background about “ow the low income housing tax credit program works and the

responsibilities of the IRS and states for administration and oversight of the program.

Our analysis of the low-ircome housing tax credit program is based primarily on a survey
of tax credit policies and >rocedures in 54 state tax credit allocating agencies, a review
of state files for 423 rana:mly selected housing projects, and a survey of project
managers for these projexs. We also reviewed IRS' low-income housing tax credit

procedures and programs.

The low income housing ax credit program is a joint federal, state and private sector
initiative. Figure 1 attach:d to this statement illustrates for a simple case how tax credits
help finance low-income -ousing development. Under the program, a developer finances
a low income housing pr:iect in part using a private mortgage, with payments made out
of rental revenues, and ir. 7art using equity paid into the project from investors who
receive the credit. The geater the private financing, the smaller the amount of tax credit
needed.

The process of awarding ax credits to private investors begins with IRS annually

allocating tax credits to exch state housing agency in an amount equal to $1.25 per state
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resident. Developers proposing to build low-income housing apply to the sta:e agencies
for credits. Winning developers receive credits which they in turn offer, in efect sell, to
private investors, often organized into partnerships by syndicators, who use e credits to
offset taxes otherwise owed on their tax retuns. In return for the credits, tie private
investors provide equity financing for the projects. This equity financing fills the gap
between the development costs and the non-tax credit financing. The equiry paid into a
project is less than the sum of the tax credits. The difference provides the irvestors with
a rate of return over 10 years as well as compensation for housing project evaluation and
monitoring. A complication not shown in the figure is that many projects also receive

other housing subsidies.

About $300 million in new credits are made available nationally each year for award to
new housing projects. Assuming project owners remain eligible, they would e entitled to
take the $300 million in credits each year for 10 years. Thus, if this occurrec. in any one
year, 10 years worth of federal tax credits would be outstanding and the aggr=gate annual

cost to the federal government would be $3 billion.

The states and IRS share responsibility for administering the tax credit program.

Once projects have been placed in service, state agencies are responsible for monitoring
the projects for compliance with federal requirements concerning household :ncome and
rents and project habitability. Noncompliance with these requirements may result in IRS

recapturing or denying previously issued or used tax credits.
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IRS is responsible for issuing regulations on sizte monitoring requirements, ensuring that
taxpayers take no more tax credits than they are entitled to take, and ensuring that states
allocate no more credits than they were authorized to allocate. In implementing these
responsibilities, IRS requires annual reports from the states on the amount of tax credit
allocations made in total and amounts awarded to individual projects. IRS also requires
taxpayers to disclose tax credit information on their tax returns and requires the states to

report findings of project noncompliance.

HOUSING DELIVERED UNDER THE PROGRAM

We estimated, based on our random sample, that about 4,100 properties with about
172,000 tax credit qualified units were placed in service in the continental United States
between 1992 and 1994. We also estimated thzr, for these projects, the states annually
awarded tax credits with a potential value over their 10-year lifetime of about $2 billion
(about $1.6 billion in present value terms), or zoout $6.1 billion for the three years

combined.

On the basis of information from our survey of property managers, we estimated that the
1996 average annual income of households in units qualifying for tax credits was about
$13,300. The distribution of incomes is shown in figure 2, which is attached to this
statement. About three-fourths of tax credit households met HUD's definition of “very

low income®-that is, their incomes were below 50 percent of their area's median income.
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About 71 percent :i the tax credit households, benefited directly or in_di.rect.ly from one or
more types of housing assistance besides tax credits. One type of housing assistance,
direct rental assistince, enabled the tax credit program to serve many households whose
reported income was well below the qualifying limits established by the program.

Overall, an estimazed 39 percent of the households received direct rental assistance. The

average income for these households was about $7,900.

Tax credit househsids were smail-about two-thirds were one or two person households.

About a quarter of the projects were developed primarily to serve the elderly.

Tax credit properces were located throughout the country. The most common type of
property was a wzk-up/garden-style apartment building but properties ranged from row

houses to elevator Suildings. Most of the projects were newly constructed.

The average moniiy rent was about $450. For some tenants rental payments were

covered in part by other federal housing assistance.

We estimated that “‘or the tax credit properties placed in service between 1992 and 1984,
the states had annally awarded tax credits with a potential value over 10 years of about
$2 billion (about $..6 billion in present value terms). Thus, the taxpayer costs for the tax
credits attributable to these three years could be as high as $6.1 billion over the 10-year

credit period. We also estimated that the present value of the average tax credit cost per
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unit would be about $27,310. As shown in figure 3, which is attzched to thisg statement,
about 60 percent of the units had tax credit costs at or below the estimated average and
about 2 percent had tax credit costs of $100,000 or more. The federal costs of the tax
credits is a2 function of many factors, including property develorment costs and the

market price of the tax credit.

Project development costs, including land and building acquisitica outlays, construction
costs, builders' profit, and financing costs, varied widely. We eszmate that the average
cost of developing the units was about $60,000. About two-thirds of these units cost less
than or the same as the average unit. As shown in figure 4, which is attached to this
statement, the per-unit costs of the properties varied widely. Ab>ut 10 percent of the
properties cost less than $20,000, and about 10 percent cost more than $100,000—inciuding
3 percent whose costs exceeded $160,000 per unit. Development costs may vary because
of differences in the physical characteristics of properties, broaé:r community
development needs, and the extent to which tax credit allocating agencies use various

controls to limit costs.

All the states had developed qualified tax credit allocation plans required by the Internal
Revenue Code to direct tax credit awards to meet priority housirg needs. The plans

generally targeted the credit to the priority housing needs identifed by the states.
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Consistent with the latitude given t"em in the Code, the states had defined and weighted
the selection criteria for awarding c-edits in different ways. Most states used some sort
of scoring system to rank project proposals. The states also used varying amounts of
data and analyses in assessing housng needs.

Although all states had adopted recuired allocation plans for meeting state set housing
priorities, we identified several fact:rs that could affect the housing actually delivered

over time.

~  One factor involves the use ¢? discretionary judgment. Nearly all of the agencies
reserved some discretion for imending or bypassing their allocation process. We
recognize that discretion can de beneficial —it can target needs resulting from
unforeseen circumstances. Eut, unless the use of discretion is well documented
and made public it could uncermine the credibility of the allocation process. For
example, in one recently corrpleted allocation cycle in Texas senior managers
overrode over half the decisi;ns made through the allocation process without

documenting their decisions.

- A second factor involves the dimely use of tax credits. Data from the states, IRS,
and a study contracted by HUD suggest that the states may not be fully using their
tax credit allocations. The ¢ata show a significant gap between the amount of tax

credits that have been allocated by the states to proposed projects and the tax
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crzdits that have been awarded to projects when they were co;npleted and teen
pizced in service. For example, IRS data showed that the cohort of projects
praposed in 1992 received tax credit allocations of about $322 million. Howzver,
by the end of calendar year 1994 only about half the credits had been actualy
used-that is, awal_'ded to projects placed in service. These data raise the question
of whether the allocating agencies produced the total amount of housing thar the
feZeral government was prepared to fund. From the available data, we cannot
dezermine how much of the total federal allocation that has not been awarded may

hz7e lapsed and how much may have been reallocated for future use.

A ‘hird factor involves the long-term economic viability of the tax credit projects
afier the 15 year tax credit compliance period ends. Under the Code, projec=s
receiving tax credits are required to have an extended-use agreement requiring that
th2 property serve low-income tenants for 30 years, but with a contingency ciause
thzr allows for conversion to market rate housing after 16 years under certain
ccaditions. Within the next decade, the first properties subsidized with tax credits
w:1 enter the period covered by extended-use agreements. Whether these
properties convert to market rate housing, continue to provide high-quality housing
for low-income tenants, or gradually deteriorate will depend on such factors as the
economics of the alternative uses, the states' ability to find buyers willing to keep

tha properties in Jow-income use, and the need to obtain additional subsidies.



All states had some cost control procedures in place thz: were intended to help ensure
the reasonableness of tax credit awards. However, we : ientified opportunities for the
states to improve their cost controls. Figure 5, which is attached to this statement,
provides an overview of the development costs or uses :f funds and the financing or
sources of funds for projects placed in service from 19¢7 through 1994. The height of the
bars represents total development costs or the uses of fnds. The financing of these

development costs, the sources of funds, was provided -y the three components shown:

- Equity paid into projects by tax credit investors. =hich was about $3.1 billion and
which was generated by about $6.1 billion in tax ‘:redit.s investors can claim on
their tax retums over 10 years.

- Commercial mortgage loans of about $3.8 billion.

-~  Concessionary financing of about $3.8 billion, whch was provided primarily by

other federal housing programs.

Controlling the amount of tax credits awarded to indivicual projects limits federal
taxpayers' cost for the project and allows a state, with z1 overall tax credit allocation
proportional to its population, to finance more projects. To do this the states should

consider
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~  the reasonableness of z project's development cost;

—  the extent of a projects financing gap, which is the difference between the cost of
a project and the amowt of non-tax credit financing that a project can raise to

cover those development costs; and

~  the yield obtained from a project's tax credit award, which is the amount of equity

investment a project ccald raise for each tax credit dollar received.

All state agencies had controis over development costs. Many states relied on HUD cost
standards, others believed ther own standards were more effective in limiting costs, and
some relied on their staffs' expertise because they said that differences in project types
and location made setting sta~dards impractical. These standards acted as a ceiling on
costs. Additionally, most supziemented these practices by using competition among
project developers to control :osts, i.e., cost was a factor in ranking projects applying for
tax credit awards. State agen:y practices for determining the reasonableness of the non-
tax credit financing varied, b= they generally included reviewing projects' rents and
operating expenses, private mortgage terms, and non-tax credit public subsidies—in the
case of HUD financing the evziuation is called a "subsidy layering review".

As already mentioned, the equity yield per dollar of tax credit is a factor influencing the
federal cost of an individual r-oject and the $3.1 billion in equity paid in by investors
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durnig 1992 through 1994 was generated by $6.1 billion in tax credits. This works out to
abour $0.53 on the dollar. States generally relied on the market to determi=e the yield
obtzined from a project's tax credit award. The tax credit yield or price hzs gone up over
time. from about $0.45 in 1987 to over $0.60 in 1996, according to several rajor

syndicators and state allocating agency officials.

In controlling costs—that is, in evaluating the reasonableness of project coss, the
finaxcing gap, and the tax credit price-allocating agencies are largely deperdent on
infczmation submitted by developers. To the extent that the agencies do r.o¢ have
corrolete and reliable information, they lack assurance about the effectiveress of their

cos: controls.

We “ound some control weaknesses in terms of the way states assured the reliability of
infomation from developers about their sources and uses of project funds. For exampie,
although all but one state required some form of independent verification c? cost and
finaxcing data, the scope of the required cost verification work varied. It rznged from
aud=s to more limited work, that did not require verification of costs incluced in the base
for :alculating the tax credit award. Overall, we estimated that for about 34 percent of
the -otal projects, the states lacked complete information on the sources ard uses of
proizct funds. Without assurance of the validity of developer costs and without a

corrplete and documented basis for determining equity needs, such as a de:ailed sources
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and uses of funds analysis, states are vulnerable to providing more (or fewer) credits to

projects than needed.

Accordingly, we recommended that the Commissioner of Internal Revenue amend
regulations for the tax credit program to establish clear requirements for ensuring
independent verification of key information on sources and uses of funds submitted to

states by developers.

STATE_AND IRS QVERSIGHT
CAN BE IMPROVED

The Internal Revenue Code provides for dual oversight of the tax credit program l;y state
tax credit allocating agencies and IRS. In general, we found that not all allocating
agencies fulfilled the requirements of their compliance monitoring programs; and although
IRS has been developing programs, it did not hzve sufficient information to determine

state or taxpayer compliance.
s Monitoring P

In general states are responsible for monitoring project compliance with rent, income,
and habitability requirements after the projects are placed in service and for reporting any
noncompliance to IRS. In 1995, several states cid not do the number of desk reviews and

on—siteinspecﬂonsme_yhadagmedtodo. Because IRS' regulations do not require states
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to submit annual -eports to IRS on the number of monitoring inspections made, IRS was
not in a position > readily determine whether states met their agreed-upon monitoring
responsibilities. :lso, IRS' monitoring regulations do not require states to make on-site
visits to projects :r obtain information from other sources, such as local government
reports on buildirz code violations, that would allow states to detect violations of the
Code's habitabilitr requirements. For IRS to better ensure that habitability problems are
identified during —onitoring reviews, states would have to do on-site inspections or
obtain informatioz on these types of problems from other sources. We also found that
IRS was not colle:ting enough information from states on the number of units in each
project where stazas found noncompliance for IRS to determine whether the

noncompliance hzs a tax consequence for the project owners.

Accordingly, we r:commended that the Commissioner of Internal Revenue amend
regulations for the tax credit program to (1) require that states report sufficient
information about monitoring inspections or reviews, including the number and types of
inspections made. so that IRS can determine whether states have complied with their
monitoring plans: ind (2) require that states' monitoring plans include specific steps tha:
will provide information to permit IRS to more effectively ensure that the Code's
habitability requir:ments are met. We also recommended that IRS explore modifying the
form states use 10 report noncompliance so that IRS can better determine whether the

noncompliance has a tax consequence for the project owners.
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IRS Compli Oversigt

IRS is responsible for ensuring that taxpayers claim only those tzx credits for which they

are entitled and for ensuring that states do not exceed their annral tax credit ceilings.

In 1995, IRS instituted an audit program to determine whether taxpayers are entitled to
the credits claimed on their tax returns. As of the end of fiscal 7ear 1996, IRS had

completed work on 35 audit cases and found 12 to be in noncomrpliance.

IRS is relying on the results of its audit initiative to provide estir-ates on the extent and
types of noncompliance that exist in the tax credit program. It is important for IRS to
have information on compliance so that it can determine how best to allocate its
compliance resources. However, IRS' current audit program is nt based on a random

sample of returns and will not provide statistically reliable compiance data.

With respect to monitoring state use of tax credits, IRS is currer:iy developing a
document matching program using state tax credit reports to delarmine whether states
have allocated more credits than allowed by law. However, the =ports do not contain
information on the allocation year of the tax credits that develorers returned to the
allocating agencies for reallocation to other projects. IRS needs -his information in order
to determine whether states stay within their tax credit ceilings. Collecting this additional

data on returned credits would also allow IRS to determine whether the states are fully
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using their tax credit allocations. As 1indicated eariier, a significant gap exists between
the amount of tax credits that have been allocated >y states and the amount of credits

that states and IRS records show were awarded to projects that were placed in service.

To supplement its tax credit audit initiative, IRS is exploring the possibility of computer-
matching these data against tax credit amounts reported on housing project partnership
returns. However, this match would not detect norcompliance at the partner level. But
overreporting of tax credits by partners could be detected by matching tax credits
reported on the Schedule K-1s, which shows the individual partners' credit allocations, to
the partners’ income tax returns. In a June 1995 report on partnership compliance, we
recommended that IRS match Schedule K-1 to tax returns.! However, resource
constraints have prevented IRS from transcribing al the Schedule K-1s reporting tax

credits it receives so that it could have an effective matching program.

Accordingly, we recommended that the Commissicner of Internal Revenue (1) explore
alternative ways to develop an estimate of tax credit compliance so that IRS can better
determine the resources needed to address noncorpliance and (2) explore alternative
ways to obtain better information to verify that staies’ allocations do not exceed tax

credit authorizations.

(GAO/GGD 95-151, June 16, 1995).
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INDEPENDENT OVERSIGHT OF THE TAX CREDIT PROGRAM

Unlike most programs operated by state and local governments that receive federal
financial assistznce, the low-income housing tax credit program is not covered by the
Single Audit Acc. The Single Audit Act, which is an important accountability tool for the
hundreds of bilions of dollars of federal financial assistance administered by state aad
local governments and nonprofit organizations, does not apply to tax credits because
credits are not onsidered federal financial assistance under the Office of Management
and Budget's irrplementing guidance. Subjecting the low-income housing tax credit
program to the single audit process may be a more efficient, effective, and less fedenily

intrusive way ¢ monitoring state agency controls than other types of independent audits.

Accordingly, to aelp ensure appropriate oversight of state allocating agencies' overall
compliance witl tax credit laws and regulations, we recommended that the Director.
Office of Manazement and Budget, incorporate the low-income housing tax credit
program in the fefinition of federal financial assistance included in implementing
guidance for the Single Audit Act so that the program would be subject to audits

conducted under the Single Audit Act.

Madam Chairman, this concludes my prepared statement. I would be pleased to answer
any questions.

268796
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GAD  Figure 1: Transferring Tax Credits From the
Federal Government to the Private Sector

Money {equity)
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GO Figure 2: Estimated 1996 Incomes of
Households in Tax Credit Units
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GaD Figure 3. Estimated Average Per-Unit
10 year Credit Costs of Properties
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GAD Figure 4: Estimated Average Per-Unit
Development Costs of Tax Credit Properties
Placed in Service, 1992-94
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GAO  Figure 5: Estimates on Housing
Project Sources and Uses of Funds

Dollars In billlons

Lses of flunds fo
daveiop projacts

[ ] Equity investmants rafsud B consiuction expenses
through the sward of tax credits

Commerciai morigage joens  SRREEE Construction-related es
By Concassionary finanding i oner
{a.g., COBG loans) and othar {8.g.. scqulsition of property)

A

Mr. ENGLISH [presiding]. Thank you, Mr. White.

The Chair will recognize Dennis Fricke, Assistant Director of the
Housing and Community Development Program at the U.S. GAO
for your testimony.

Mr. WHITE. I have summarized our statement.

Mr. ENcLisH. I was misinformed. OK, apparently I have been
given clearance. [Laughter.]

Mr. White, I wonder if you could elaborate on the difference be-
tween the development costs to the housing projects and the cost
to the Federal Government?

Mr. WHITE. The cost to the Federal Government is less than the
costs of the project as a whole. If we refer back to figure 5, the one
on the right there—it is the last figure in the testimony. The
sources of funds bar, the one on the left, the height of that bar
shows the total development costs of the project and that is the
total amount that has to be financed to fund project development.
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Of that, some is coming from commercial mortgage loans. So, the
middle part of that bar is coming from private, commercial mort-
gage loans. The rest of that bar is financed by government assist-
ance and part of that, roughly half looking at the bar, is from tax
credits. The rest is from other housing assistance.

So, the Federal part of the financing is smaller. What matters for
Federal costs then is the overall height of the bar, holding this
other financing constant. If you lower the height of the bar, you
need fewer credits. What also matters is the price you sell the cred-
its for.

Mr. ENcLISH. I appreciate you clarifying that distinction, follow-
ing up and recognizing that, later, we are going to be hearing from
Mr. Logue, on behalf of the National Council of State Housing
Agencies.

You have made several recommendations which may have some
impact on State costs. You recommended that States report addi-
tional information to the IRS; that States use validated cost and
financing data when evaluating the financial viability of the hous-
ing projects and that States subject their allocating agency oper-
ations to a Single Audit Act coverage, which makes a great deal of
sense to me.

Have you assessed the cost of these recommendations and spe-
cifically, why did you recommend that States be reviewed under
the Single Audit Act rather than by direct IRS oversight?

Mr. WHITE. We did try to take costs into account when we were
making our recommendations. In fact, in the wording of the rec-
ommendations, we tried to offer some flexibility to the States and
to the IRS so that if there was a lower cost, a more cost-effective
way of satisfying the recommendation, that would be an option.
One example would be in terms of site visits. Right now, not all
States are making site visits. It may be the case that State housing
agencies will not necessarily have to visit every project. They may
be able to get that information from other sources, for example,
building inspectors. We wanted to leave that option open to them.

The Single Audit Act is another example. The Single Audit Act
was designed to lower the cost of the independent audits. As the
name implies, there’s a single audit done of Federal money going
to State programs and we thought that the lowest cost way of get-
ting an independent audit done would be to include the program
under the single audit that is already being done for these State
housing agencies, because of the other Federal money they are get-
ting.

Mr. ENGLISH. I have two other questions quickly and then I'm
going to move this to my colleagues.

As you contemplate the integration and coordination of pro-
grams, how do the States control overall Federal costs when the
tax credits are combined with other Federal subsidies?

Mr. WHITE. The States are required by the Tax Code to review
combined Federal costs and all the States reported to us that they
are doing so. As I mentioned, in the case of HUD financing, there
is a review called the subsidy layering review that is done. Actu-
ally, what this means in this case is, there is an additional control.
Not only does the tax credit program require that this review be
done, but the other Federal subsidy programs also require their
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own reviews to be done. So, in a sense, you have an additional con-
trol in this case.

1 do want to make clear, however, we did not audit individual
housing developments.

Mr. ENGLISH. I understand.

Mr. WHITE. So, the effectiveness of these controls at that level is
not something we are able to speak to.

Mr. ENGLISH. Your point is well taken and I understand the
scope of your audit. I was encouraged by some of your findings, be-
cause I think they make a very strong case for the permanence of
the credit. I wonder in that regard, how great is the syndicators’
risk in making these investments? I think that is very closely tied
to the argument for keeping the credit permanent.

Mr. WHITE. There is a risk to the syndicators. We did not try to
quantify it. It is very difficult to quantify how much risk is being
transferred to the private investors under this program. It is the
case that syndicators and investors spend resources monitoring and
helping manage the program or manage individual projects. So,
they have staff who visit projects in some cases and otherwise help
monitor. So, there is money being spent, which is an indication
that there has been some risk transferred.

As you probably know, credits can be recaptured or denied under
the program if projects go out of compliance during the 15-year
compliance period.

Mr. ENGLISH. Thank you again, Mr. White. This has been very
enlightening. I would now like to turn this over to my colleagues.
First, I would like to recognize the distinguished gentlelady from
Florida, Ms. Thurman, for 5 minutes.

Ms. THURMAN. Thank you, Mr. Chairman.

Mr. White, in the GAO report you stated that, of the 431 tenant
files reviewed by the GAO, there was evidence of ineligible tenant
incomes or excessive rent charges. Also, you stated that in review-
ing 253 project tax returns involving about $83.3 million, only 3
projects had overreported credits. At the same time, with what I
would consider to be fairly high compliance, you actually make
some recommendations for additional IRS oversight and more State
reporting.

What do you think that would accomplish and why would you do
that? There are other people that would be believed that flexibility
and, where States are doing very well, that this could become cum-
bersome.

Mr. WHITE. Our recommendations were not focused on incomes
or rents. Our recommendations were focused primarily on the con-
trols at the State level and the IRS level, over costs and overall
compliance with the requirements of the Tax Code. We tried to
make, as I said, tried to leave some flexibility in terms of how the
States and the IRS could respond to our recommendations to keep
the costs as low as possible. Clearly, there is a cost.

What we aimed at primarily in our recommendation was insur-
ing that there was better information at the State level about the
cost information that was provided from developers to the States,
in which the States then used, when making the credit allocations.
Obviously, without reliable information on costs, on the developers’
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true costs, the States cannot be assured of awarding the minimum
number of credits.

Ms. THURMAN. Based on that conversation, let me just ask you
a couple of questions, based on what we are going to hear in our
next testimony. The National Council of State Housing will testify
on the next panel and make a series of recommendations. Have you
had an opportunity to look at any of those recommendations?

Mr. WHITE. I glanced just for a minute. I have not read their tes-
timony through.

Ms. THURMAN. If you do not know, that is OK. Does the GAO
agree that the $1.25 per capita cap should be increased?

Mr. WHITE. I guess I would respond to that by saying that, one
of our findings was that it may be the case that right now, all the
credits are not being used. We looked at data several different
ways and the consistent finding was, we cannot find all the credits
being used. In the case of the 1992 credit allocation, by the end of
1994 only about half of those credits had actually been awarded to
pfojegts that were placed in service, that is, construction was com-
pleted.

Ms. THURMAN. The IRS should be able to share noncompliance
data with State housing authorities?

Mr. BLOCK. Actually, that is a taxpayer disclosure issue. I do not
think we are in a position to answer to that. That is up to the In-
ternal Revenue Service.

hMi. ‘;I‘HURMAN Fine. There should be more onsite compliance
checks?

Mr. WHITE. We had a recommendation to that end, again, allow-
ing some flexibility, so that if there is a more cost-effective way to
do that, they coulc{ do that.

Ms. THURMAN, That possible legislation is needed for the States
to more effectively use the national pool?

Mr. WHITE. Again, given our finding on the number of credits
that are being used right now, it is hard to reach a conclusion right
now about the need for legislation in that area.

Ms. THURMAN. Thank you, Mr. English.

Mr. ENGLISH. Thank you. The Chair recognizes Mr. Hulshof.

Mr. HuLsHOF. Thanks, Mr. Chairman. Mr. White, in your pre-
pared statement on page 8, you do make note that all States have
adopted the required allocution plans for meeting State housing
priorities. Is that right?

Mr. WHITE. Yes.

Mr. HULSHOF. Then you go on to talk about the use of discre-
tionary judgment and you mention, I think, as anecdotal evidence,
one State where senior managers overrode a certain percentage in
those particular cases. What is the spectrum, I mean, just an ex-
ample of the discretion that different States use? Can you give us
just some examples of this spectrum as far as discretion was con-
cerned?

Mr. WHITE. Yes, but the Texas finding was the result of an audit
that was done in Texas.

Dennis, do you want to add to anything across the board on that?

Mr. FRICKE. I think, as Jim said, it was a particular State where
really that issue came up as the result of an internal audit finding.
For the most part, the States really were complying in terms of the
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allocation of credits with their allocation plan. They were not devi-
ating from the thresholds, set-asides or points that they used to
really focus the program on what they have identified as their pri-
ority housing needs.

Mr. WHITE. The point in the Texas case that we wanted to make
is, that the discretion that was used was not documented.

Mr. HuLsHOF. Right.

Mr. WHITE. There was no documentation. That was the real
problem there.

Mr. HULSHOF. Let me follow up, because you talk about how the
public’s confidence could be undermined in the absence of docu-
mentation. What is your recommendation as far as documentation
is concerned?

Mr. WHITE. We did not make a recommendation in this case
partly because the finding here was based on an audit in a single
State case. We also did not do audit work at the project level to
know whether the discretion that was being used was being used
improperly or not.

Mr. HULSHOF. 1 think in the report, page 58, it talks about the
Internal Revenue Code and calls on State agencies to determine
the appropriateness, I think, is the word that is used, of a project
or local conditions. It really does not talk about guidance as to
what is appropriate for local conditions.

Now, keeping in mind that we all believe that States should be
given the greatest flexibility possible to be creative, to be respon-
sive to local needs, do you have a recommendation or suggestion as
to whether or not the Code should be amended to provide greater
guidance to States so that we can have more accurate information?
Do you have any sense on that?

Mr. WHITE. We do not have a recommendation in this area. We
recognize that the program delegates authority to award credits to
the States and that the Code does not define appropriate to local
conditions. That is left up to the States. It is a value judgment
there and we do not have a recommendation.

Mr. HULSHOF. As a final generic question, would you character-
ize the low-income housing tax credit as a successful program?

Mr. WHITE. We did not compare the tax credit program to other
housing programs. So, I cannot characterize it relative to other pro-
grams. We focused on the cost controls and compliance controls of
this program alone. Overall, we found that the States do have con-
trols in place. We found some weaknesses in some States and with
respect to some projects.

Mr. FricKE. I think I would also just add that the program, the
visits that we did make to projects, basically without exception, the
program is delivering a good product in the sense of quality hous-
ing. The price of that housing varies considerably. I think as Jim
was just alluding to, what the study does not do is answer the
question, could you build that housing cheaper through another
government program. That was not clearly a part of this study and
it would be a study that would require really considerable thought,
I think, in terms of how you would approach it.

Mr. HULSHOF. Thank you, Mr. Chairman. I yield back.

Mr. ENGLISH. Thank you. The Chair recognizes Mr. Coyne.

Mr. CoynNE. Thank you, Mr. Chairman.
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Mr. White, the GAO recommends inclusion of the low-income tax
credit in the Federal Government’s Single Audit Act. Could you ex-
plain a little bit more what that act is and what it does?

Mr. WHITE. Yes. The Single Audit Act, as the name implies, al-
lows for one audit of agencies, usually at the State level, State or
local, or nonprofit organizations that receive Federal money. And
rather than independent audits of every program that might be
sending money, say, to a State housing agency, the Single Audit
Act was passed to lower the burden of those audits.

Our thinking was that we would lower the cost of an independ-
ent audit of the tax credit program if it could be included under
the single audits that are now being done. Again, the State housing
agencies are subject to Single Audit Act requirements right now be-
cause they get Federal money.

Mr. COYNE. Well, as you know, OMB opposes including the Low-
Income Housing Tax Credit Program in the Single Audit Act. Do
you have any idea why they would be opposed to it?

Mr. WHITE. I do not know that they oppose it. I think they had
a sense that conceptually this might be a good idea. One of their
concerns—they did have some concerns. One of their concerns was
about whether you should focus on a single credit and do this for
a single credit or do a broader evaluation of tax credits generally
and make a determination about whether you could do something
more generally. And we do not object to that kind of approach.

Mr. CoYNE. Have they suggested an alternative audit system?

Mr. WHITE. They have not suggested an alternative. They com-
mented on our recommendation.

Mr. CoyNE. OK. You had mentioned that you looked over 400
low-income housing tax credit projects. Could you comment on
Pennsylvania’s operation, specifically?

Mr. WHITE. Yes. I think Dennis can in a minute. Let me intro-
duce it by saying that our methodology was aimed at giving us sta-
tistically reliable results for the country as a whole. Our sample
was not large enough to give us statistically reliable results for an
individual State.

Dennis, do you want to say anything more about Pennsylvania?

Mr. FRICKE. At least from the standpoint of visiting projects, I
actually went out to several projects in Pennsylvania. Again, as I
made the comment earlier, Pennsylvania, like other States that I
visited, the projects were top-quality properties. They were revital-
ization projects, in the case of two properties I visited in Philadel-
phia, another one in Lancaster. All three properties were providing
very affordable rents to low-income people, and like other projects
that we describe in the report, costs really varied. And I can think
of the two in Philadelphia. One project, the cost was over $100,000,
and the other I believe was somewhere around $70,000. We really
did get quite a cost variation, and also a variation in these two
cases in terms of the tenant profiles of the people that were being
served. The one project was serving larger families, and the other
project was serving younger, smaller families.

So, again, it just kind of speaks to the program in general that
we describe in the report. It really serves a lot of diversity in terms
of needs and incomes.

Mr. CoyNE. Thank you.
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Mr. ENGLISH. Thank you, Mr. Coyne.

The Chair recognizes Mr. Weller.

Mr. WELLER. Well, thank you, Mr. Chairman, and I would like
to direct my question to Mr. White.

I am interested in exploring the issue of full use of the tax credit
allocations. Your audit analysis suggests that the States now may
not be fully utilizing their allocation. In fact, data from both the
States, the IRS, and a recent HUD study would suggest as much
as $80 million out of the per year, the annual $315 million per cap-
ita allocation, are not being fully utilized to produce the housing
that we hoped to have as part of this public-private partnership.

Number one, do you agree that these allocations are not being
fully utilized, that they are being underutilized?

Mr. WHITE. Our conclusion is they may be underutilized. Our
real conclusion here was we could not reconcile what was being
awarded initially, what was being allocated initially to projects
when they were in the proposal stage to what was actually being
used and awarded when projects were completed. There is this
large discrepancy, and we cannot account for the difference. It
looks like credits may not all be used.

Mr. WELLER. If you are not able to account for the difference, is
there an explanation of why you are unable to account for the dif-
ference?

Mr. WHITE. We discovered the difference with the methodology
we had, once we developed the methodology and started sampling.
I think to get an answer to that question you would probably have
to track the credits for an individual State over time and, in effect,
go back and do a retrospective audit, picking one or two States and
track every credit in that State over several years.

Mr. WELLER. Would you recommend that this sort of tracking
and reporting system be put in place as part of a better way of un-
derstanding utilization of the tax credit?

Mr. WHITE. I guess before thinking about a system, perhaps a
study to determine if this is, in fact, what is happening. At this
point we do not know for sure where these credits are going.

Credits can be—developers have 2 years to use the credits. If
they do not use them within the 2 years, then they lose them. The
credits can be returned to the States and be reallocated. If the 2
years pass, the credits lapse. And right now with the data that is
available, we do not know how many of these credits have lapsed
and how many credits have been returned to the States and have
not been reallocated yet.

Mr. WELLER. Mr. Fricke.

Mr. FrickE. I think in that regard, too, the question that may
be appropriate to just pose to the National Council when they are
here. They do track allocations of credits by year, and to really ad-
dress maybe with them the feasibility of them tracking the credits
as they are applied to the projects that are placed in service over
time, at least there will be some centralized data source to really
track the differences.

Mr. WELLER. I would also like to explore—of course, one of the
goals of this program is to make sure that affordable housing lasts
longer than the credit, that quality affordable housing is available
in every community where it is needed. And one of my colleagues
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on the Subcommittee started asking questions regarding the issue
of layering of various subsidies, other subsidies that would affect
those that are able to be served by low-income housing tax credit
housing. And it is my understanding in the report from reading it
that 71 percent of the households in these projects receive one or
more types of housing assistance beyond that that is provided by
the tax credit. With that, what some would call a high ratio of ad-
ditional assistance, is it realistic to believe that this credit pro-
gram, these types of projects can survive beyond the life of the
credit?

Mr. WHITE. We do not know the answer to that. We raised the
question in the report. What is clear is that the tenants served by
this program have incomes that are so low that the rents they can
pay are not high enough right now to cover the costs of developing
and operating these projects. And, in fact, the incomes that many
of the tenants who are actually being served have are so low that
they are not high enough to cover the costs if the only subsidy the
project got was the credit subsidy, because the credit only is al-
lowed to cover part of the development costs. It does not cover any
of the operating costs, and it does not even cover all of the develop-
ment costs. And given the income levels served, that is the reason
for the other subsidies being used.

Mr. WELLER. Mr. Fricke, would you like to comment on that?

Mr. FRICKE. Yes. I think just to make a little distinction, the lay-
ered subsidies that are used in the program in conjunction with the
tax credits really make the properties themselves more affordable
by just reducing the amount of debt that is associated with the
property. In the report we pointed out that the rents in these
projects, are generally anywhere from 13 to 23 percent below the
ceiling imposed by this program. So by layering these subsidies,
one of the benefits you are getting is lower rents, which translates
into a lower population that is being served.

Part of the reason that you have the tenant population in terms
of income being served is not only direct rental assistance but also
the fact that rents are down, making the units more affordable to
lower income people.

I think your other question, the question as far as long-term via-
bility of these projects, that really gets to an issue of in 15 years
and out, what the cash flow is going to look like for these prop-
erties, what kind of capital needs these properties are going to
have, and do these properties have reserves set aside to meet those
capital needs or will they be—will they have generally a high
enough cash flow to borrow additional capital that together with
any reserves they can make the needed repairs? Or will they come
back to this program and look to it as a way of raising capital to
make substantial rehabilitation of properties that may have fallen
somewhat into disrepair. That is an issue that we will not know
until sometime into the future.

Mr. WELLER. Of course, marketing studies are a way of deter-
mining long-term viability. Do you think that market study should
consider the issue of layering to determine long-term viability of
the project?

r. FRICKE. Well, again, layering is more—not so much the long-
term viability as it is—layering goes more toward affordability ini-
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tially. I mean, if you layer these subsidies initially, then you really
just do not have to borrow the debt. Consequently, the rents basi-
cally only have to cover operating expenses and whatever debt that
you have to borrow. So, again, the layering really has not a whole
lot to do with the long-term viability of the property. That is more
a function, again, of the cash flow of the property in the outyears
and the reserves and such that have been set aside.

Mr. WELLER. Thank you, Madam Chair. I yield back.

Chairman JOHNSON [presiding]. Thank you.

Mr. Tanner.

Mr. TANNER. Thank you very much, Madam Chairman. Most of
my questions have been covered, but I have one for Mr. White.

Did you all look at the urban-rural mix of the program? And is
it being utilized in the rural areas to the extent that it is con-
structed?

Mr. WHITE. It is being used in rural areas. I think we have found
about half the units are in urban areas, about a quarter of the
units are in suburban areas, and about a quarter of the units are
in rural areas right now.

Dennis, do you want to expand on that?

Mr. FrICKE. That is true. You have more than half the properties
in rural areas, but because they tend to be smaller, they represent,
as Jim said, only about a quarter of the units. Conversely, only
about a third of the projects, I believe, are in urban areas, but be-
cause they tend to be larger, they constitute about half of the units.

Mr. TANNER. So you did not find any problem with the rural
areas being able to participate in the program?

Mr. FRICKE. No, we did not.

Mr. TANNER. Thank you. Thank you, Madam Chair.

Chairman JOHNSON. Thank you.

Mr. Portman.

Mr. PORTMAN. Thank you, Madam Chair, and I thank GAO, Mr.
White, for your recommendations and your good study. Many of the
recommendations, of course, are focused on more State require-
ments, and I know you have already talked to Mr. English and oth-
ers about that. My sense is that this Subcommittee will probably
be putting together some legislation in response to your rec-
ommendations, and I would hope you would work with us to be
sure those are as streamlined as possible and we are not just creat-
ing more bureaucracy at the State level and more red tape. I know
you indicated your interest in that and, in fact, said you already
had thought about the unfunded mandate issue. I think when you
put together these recommendations, we do have that point of
order on the floor, among other concerns. And I think it is impor-
tant that we not just load up more regulations on the State side.

With that in mind, let me talk to you about the other side, which
is the IRS. Mr. Coyne and I are very interested in looking at IRS
restructuring right now on a commission, and one of the issues that
has come up is low-income housing, how that is working. You have
not, to my knowledge, really addressed that today, nor do you focus
on that in your report, how the IRS is doing. I know we are going
to hear from the IRS in a moment, and I am looking forward to
that.
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But if you could, just tell us briefly how you think they have
done, particularly since 1994, 1995. I understand they have begun
to audit these programs. They have sent out over 200 lead pack-
ages to their field offices recently about particular problems they
have seen. But how do you think the IRS is doing in terms of this
program? And do you have any recommendations for changing the
relationship between the IRS and the State agencies?

Mr. WHITE. The IRS has clearly made a start in terms of provid-
ing oversight in this program. We have several recommendations,
however, aimed at providing what we believe is sufficient informa-
tion for the IRS to fulfill their role in ensuring compliance with the
Tax Code.

Mr. PORTMAN. So more information will help them do that job?

Mr. WHITE. Yes. One example would be right now they do not
have a good measure of noncompliance with the program, and be-
cause of that, they do not have a good ability to allocate their com-
pliance resources. They need such a measure to be able to allocate
compliance resources, obviously.

Mr. PORTMAN. We hear from Ohio, for instance—of course, Ohio’s
program is perfect. [Laughter.]

But we hear, as an example, that more interaction with the IRS
could be helpful, that there may not have been over the years, par-
ticularly—and, again, this may be changing recently—as much
focu}; on the compliance side. Is that the sense you got from looking
at this?

Mr. WHITE. I think one thing we heard from the States is that
the IRS has been doing a better job over time in terms of providing
some guidance to the States, and the IRS is now considering revis-
ing the forms on which noncompliance is reported to make that
process somewhat easier.

Again, we still have some concerns there about whether they will
have adequate information.

Mr. PORTMAN. Because this is a tax credit, it necessarily involves
the IRS because of the Tax Code. But do you think the IRS is the
right entity to be, in essence, auditing this and monitoring what
the State agencies are doing?

Mr. WHITE. You are raising the question, I think, of whether you
want a housing program——

Mr. PORTMAN. We have section 8; we have other housing pro-
grams that are under HUD. And one of the issues, again, Mr.
Coyne and I have looked at is the noncore functions of the IRS,
whether it makes sense for an agency that has as its mission the
collection of taxes to be focused on, whether it is child support or
earned income tax credit or low-income housing. Do you have any
thoughts on that?

Mr. WHITE. It is certainly the right question to be asking, one of
the right questions to be asking here. We did not compare this pro-
gram to housing programs operated by HUD, so we do not have a
conclusion or recommendations on that point.

Mr. PORTMAN. And in terms of the bang for the buck we are get-
ting—and I think others may have questions on this, but that is
one of the concerns we have from a policy perspective. You focus
more on how to administer this program and compliance. But ap-
parently you did not look at other housing programs such as sec-
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tion 8. Are we getting as much bang for the buck through the tax
credit? I think the average, I am told, over the life of the credit in
an assisted unit is $27,300 reduction in Federal revenues. How
does that compare to other programs? Did you look into that at all?

Mr. WHITE. We did not do that comparison. One of the reasons
that comparison is difficult to do is because there are very few pure
credit projects out there. Most of the tax credit projects——

Mr. PORTMAN. Are mixed.

Mr. WHITE [continuing]. Are also getting other Federal housing
money.

Mr. PORTMAN. OK. Thank you.

Mr. FRICKE. I think if I could just add to that particular point
that Jim just made, this program, again, delivers basically a very
new product, either through new construction or substantial reha-
bilitation. section 8 is really aimed at the 40th percentile in terms
of the rental properties in an area. So you really are comparing
somewhat of an apple and an orange in terms of the benefits, the
housing benefits conferred on the low-income household, whether
they receive a section 8 or they move into an apartment built under
this program.

Mr. PORTMAN. Your site visits were very helpful to look at to-
ward the back of your report. I guess, Mr. Fricke, you were in-
volved in that. I would love to have seen also some comparison to
rents, market rates, that are not part of the low-income housing
credit. As you say, it is difficult because of the layering and be-
cause of other programs. But we talk about—on page 156, the
Grand Rapids, Michigan, study. It is a $295 a month rental, and
it is just hard for us to look at that and know what is the rent sub-
sidy per year on that. How does that compare to other rental units?
You talked about rents going down generally. The cost per unit was
$48,800. What is the real cost to the Federal Government in terms
of the value of the tax credit to that?

These are policy questions. You may not be in a position to an-
sweﬁ' today, but these are the bigger issues that we have to grapple
with.

Mr. FRICKE. May I in part give you a little context? In this re-
})ort, we talk about the average for the Nation of $453 a month,

think. And, again, I am going to generalize and say that is prob-
ably about a two-bedroom unit because that is about the average
size in this particular program.

In mid-1998, I believe the average fair market rent nationwide
was about $555, so about $100 more. And I think the median rent
for a two-bedroom unit in the country was about $650, about $200
more. If you take just the fair market rent and say that if a family
were to move into a tax-credit-supported property and receive sec-
tion 8 rental assistance, as many families were receiving, or they
moved into another market rate unit in the community that was
renting at the fair market rent of $555, the government would have
an additional $100 a month cost to subsidize that family in private
rental housing.

But the government in the tax credit unit has already sunk in
up front $27,300 in present value cost, and there are also some ad-
ditional costs associated with other programs that may have gone
into the developing of that particular housing. And, again, having
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said all that, too, the benefits are different to the household. Again,
the family—I will just say this very generally—is, under this pro-
gram, going to receive more housing benefit in terms of quality
housing than they generally will under a section 8 voucher or cer-
tificate program.

Mr. PORTMAN. Right, which is a whole other issue.

Mr. FRICKE. Right. It is just kind of like context, I think, when
you start comparing programs to really consider.

Mr. PORTMAN. Thank you, Madam Chair.

Chairman JOHNSON. I would like to follow up on that, though. If
we know that the tax credit over a 10-year period costs us on aver-
age $23,000, don’t we have any ability to see whether over that 10
years we get $27,000 of rent subsidy?

Mr. WHITE. You have got a couple of issues there. One is: for
what you have built with whatever amenities it comes with, have
you done that at a minimum cost?

Chairman JOHNSON. Right.

Mr. WHITE. Then another issue is: Were the amenities that are
provided with that housing proper? Are you providing too many
amenities or not? So you have got two aspects to cost there.

We have got some recommendations on the former in terms of
providing better information to the States about the costs that de-
velopers actually incurred and are reporting to the States in their
proposals.

On the latter, on the issue of the amenities, the program, again,
has delegated responsibility for making that decision to the States,
and the States have made the decision to build under this program
primarily new units, new construction rather than rehab. Rehab is
generally cheaper than new construction, but part of the reason
they are going with new construction is because of where they are
locating the projects. Roughly 25 percent of the units, again, are in
suburban locations where there is not a lot of housing typically to
rehabilitate. If you are going to locate housing there, it is going to
necessarily have to be new. So the States are making some deci-
sions about amenities and location that have implications for costs.

Chairman JOHNSON. But, nonetheless, there are some pure tax
credit projects. There are not a lot. But in those pure tax credit
projects, where the credit is the sole subsidy provided by the tax-
payers, are we getting back in rent reduction what we are putting
in? Taking the average rent, not what the units in that complex
would go for, because you are right, some of these units are associ-
ated with more amenities, considerably more amenities than a sec-
tion 8 housing voucher would buy you. But ignoring that and look-
ing at what the average rent—what the section 8 housing voucher
would provide there—are we getting back $27,000 over 10 years in
buydown of rent costs?

Mr. WHITE. It is a difficult question to answer definitively. Part
of the reason is the way this program is structured, some of the
risk is being transferred to these private investors who receive the
credits. How much risk is being transferred is something that is
not easily quantified.

Chairman JOHNSON. Still, can’t we just do the math on a pure
tax credit project and see what does it cost us over 10 years and
what do we get for it?
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Mr. WHITE. I think the problem is you have got an apples and
oranges case, though. You are comparing a tax credit project where
these private investors have some incentives to manage and mon-
itor the project because they have assumed some risks. They have
got money in it, and they are at risk of losing the credits if the
project should go out of compliance to other projects that serve a
different income level and are structured differently.

Chairman JOHNSON. I would see the risk issue as one reason
that we would prefer this form of allocating dollars to housing; we
have somebody onsite who really has a vested interest in keeping
the property up and making the project run right. That is one of,
the <1:hecks that says you are going to spend your housing dollars
wisely.

But I should think that you could take a few of the projects that
had no other subsidy involved and see what kind of subsidy you
would have to provide for a family who is getting this tax credit
in this unit, and what kind of subsidy you would have to provide
for that same family under other housing project programs, and see
what are we fetting back.

But what I hear you saying is that it is hard because the rent
that is being asked is based on the cost of a project that would be
normally higher than the cost of a project that a section 8 voucher
would generally support the rent. It seems to me you ought to be
able to say here is a pure low-income housing tax credit project. It
is going to cost us $27,000. Is this person getting 27,000 dollars’
worth of rent subsidy?

Mr. FrICKE. The answer to that, real simply, is no, they are not,
but the explanation as to why they are not, part of what Jim said,
is that the government cost being $27,300 on average, that part of
that cost is transaction cost, the syndication——

Chairman JOHNSON. Yes, but, see, that is not our problem.

Mr. FRICKE. Right.

Chairman JOHNSON. That is their problem, in a sense. What 1
want to know is from the taxpayer’s point of view, we are investing
$27,000. Are we getting $27,000 or are we getting less? And what
I hear you saying is we are getting less. So the benefit we are get-
ting is new units.

Mr. WHITE. But you have got costs and benefits here. You have
got both sides. Again, you have structured—the tax credit projects
are structured differently than others, given our sample, the small
number of pure tax credit units in our sample, and therefore, the
very small number in any one market, we probably only got a sin-
gle pure credit project for doing this sort of comparison, even if you
thought you were comparing apples to apples. So we did not do
that %{ind of comparison.

Chairman JOHNSON. Mr. Portman.

Mr. PORTMAN. If you would yield just for a moment, let me just
take Mr. Fricke’s numbers. And I may be missing something in
terms of the apples to grapefruit to oranges comparison. But you
said the average rental unit costs for about a two-bedroom was
$453 per month.

Mr. FRICKE. In our program, the average rent for a tax credit
unit was $453.

Mr. PORTMAN. OK. And the average nationally is about $555.
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Mr. FrRICKE. That was the fair market rent that HUD sets for its
section 8 certificate program.

Mr. PorTMAN. OK. So the difference is about $100, roughly.

Mr. FRICKE. Exactly.

Mr. PORTMAN. Let’s take that $100 over a year, and this gets to
Mrs. Johnson’s question. That is $1,200. Multiply that by the 15
years, $1,200 by 15 years you get about $18,000.

Mr. FRICKE. Right.

Mr. PORTMAN. Which is the value of the rent subsidy. It is a zero
discount rate, just $18,000.

Mr. FRICKE. Right.

Mr. PORTMAN. Why can’t you compare that $18,000 to that cred-
it, which is $27,000—$27,300 I think is the number in your report.
That is a big difference.

Mr. FRICKE. It is a big——

Mr. PORTMAN. And what you are saying—let me just try to char-
acterize what you are saying, and then you can tell me where I am
wrong. You say there are basically two differences, as I understand
it. One is transaction costs, which, as Mrs. Johnson said, really is
not an issue. To the extent that we are comparing the public sub-
sidy costs, the taxpayer cost to this, it probably should not be an
issue we care about. The second is that they tend to be newer
units. It is newer housing, maybe nicer housing, as a result, and,
therefore, that would account for some of the difference. But we are
talking about almost a $10,000 difference.

Mr. WHITE. That is right, and part of the answer to the question
depends on what happens over time. If the ownership structure of
this works, it could mean that over time these units are better
managed than they would be under an alternative. That is part of
what you are buying with the money.

Chairman JOHNSON. Right. What you are saying, then, is the
public benefit is that you buy higher quality housing over a longer
f)eriod of time. But you do not get your money back dollar for dol-

ar.

Mr. WHITE. Well, or that you buy better managed public housing
over time. That is part of what you are buying here.

Chairman JOHNSON. Let me do a follow-on question. It does seem
to me that if you add up the fees that are charged—the syndication
fees, the development fees, the construction fees, all that—a lot of
this money is going to fees. I worry about, you know, 47 cents of
every dollar not going in a sense directly to housing.

Now, I appreciate that it costs money to syndicate, but after all,
private developers who compete with these units also have syndica-
tion fees. I mean, a lot of them finance their operations the same
way. To what extent do States really look at the total number of
fees in a project, as opposed to money for bricks and mortar and
money for rent subsidies, to what extent do States really oversee
that rigorously? And to what extent do States look at gold plating?
I mean, are there amenities in this that are really not appro-
priately funded by a public program?

These are hard questions, and from reading your report, I do not
know whether we just do not have the information or whether
there is some suggestion that it does not matter. I think when only
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53 cents of your dollar really goes in a sense to the program, that
is, the bricks and mortar, I am worried.

Mr. WHITE. We do not want to leave the impression that this
does not matter. It clearly matters a great deal. The States report
that they consider fees and that they have controls, standards that
they impose on fees. One of the problems we had is that when they
impose percentage standards on fees, different States impose them
on different bases. So it is difficult to tell.

We also did not do audits of projects so that at the project level
we are unable to reach a conclusion about whether too much was
going to fees or not. I mean, what you might imagine doing, if you
could do it retroactively somehow, would in effect be to rebid the
project and see if you can get a lower——

Chairman JOHNSON. 1 was truly surprised by the series of fees
involved—syndication fees, State fees, so on and so forth. When you
take out all the money that goes in the way of fees—and some of
it is profit. I mean, I think what they call fees in the construction
area must be the construction company’s profits. At least I hope so.
I hope that is not over and above what we already do at 47 cents
on the dollar.

Do you have any comparison? Is 53 cents a lot? And is the re-
mainder a little—for bricks and mortar and subsidies?

Mr. FRICKE. I will just try to answer that real quickly. The dif-
ficulty, of course, in comparing the 53 cents to the dollar is that
53 cents is paid in today, the dollar is a government cost over 10
years. So if you discount back that dollar over 10 years, it is basi-
cally 70 cents. And I think when you hear, you know, from the in-
dustry, you are going to hear that the 53 cents today is more like
60 or 65 cents.

Having said that, it is still not an apple to apple comparison to
compare 60 or 65 cents against the 70-cent present value cost to
the government because that 60 or 65 cents to the investors is not
just for the tax credits, but it is for other depreciation that that
property throws off.

The industry may estimate somewhere around 80 percent of the
pay-in of the 60 or 65 cents is attributable directly to the credit.

Chairman JOHNSON. OK. Thank you.

Why do the development costs vary so widely? You say in your
report they vary from $20,000 to $160,000.

Mr. WHITE. This gets partly to your gold-plating question. Again,
it gets back to the decisions that States have made about which
projects to fund. As I said, new construction costs more than reha-
bilitated housing. Most of the projects are new construction. The lo-
cation of the projects matters. California is a very high cost area.
Construction in California has to meet seismic standards. There
are underground parking requirements. A number of the high-cost
projects in California are elevator buildings. Elevator buildings are
higher cost construction, than garden-style apartment buildings.

Chairman JOHNSON. And how much variance is there from State
to State in the price of a tax credit?

Mr. WHITE. Again, our sample was not designed for us to be able
to make estimates on that. There clearly are large differences
across States. As I just indicated, California is a high-cost area to
develop any type of housing.
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Chairman JOHNSON. Do you have any idea what percentage of
the tax credits have been taken back by States or what the primary
reasons are?

Mr. WHITE. We do not have one. We can check. If we have got
it, we will get it to you.

Chairman JOHNSON. Yes, I would be interested in that. I do not
get any data that these projects are failing and the tax credits are
being withdrawn. So if you have indication that that is the case,
I am interested. We need to know the dimensions of that problem
if it exists.

Mr. WHITE. Yes. My understanding is it has happened, but the
magnitude right now, we do not have an answer. If we do, we will
get it to you.

Chairman JOHNSON. And your report does clearly indicate that
the States conduct fewer site visits or even desk audits than their
plans require. Do you have any idea why this is?

Mr. BLoCK. No, we do not have any idea why. It could have been
resources. There were several States that conducted no visits or did
no monitoring reviews at all. But we do not know the reason for
it.

Chairman JOHNSON. Did you ask?

Mr. BLock. We did not ask, but I guess we can go back and ask
them for the information.

Chairman JOHNSON. I would be curious, mostly because you won-
der whether it is because they considered it a less troubled pro-
gram than some of the others, or whether they just have not done
it and should do it.

Thank you very much for your testimony today. I appreciate it.
I am sorry I could not be here for all the questions of my col-
leagues, but I do appreciate your good work, and I thank you for
coming to brief the Members of this Subcommittee last week. That
was extremely helpful in our gaining a better grasp of the work
that you have done.

Thank you.

Next we will have Thomas Smith of the IRS, the Assistant Com-
missioner for Examination of the IRS.

Mr. Smith, please proceed.

STATEMENT OF THOMAS J. SMITH, ASSISTANT COMMIS-
SIONER FOR EXAMINATION, INTERNAL REVENUE SERVICE

Mr. SMITH. Thank you. Madam Chairman and distinguished
Members of the Subcommittee, my name is Thomas Smith. I am
the Assistant Commissioner for Examination of the Internal Reve-
nue Service. I am pleased to be here today to discuss the low-
income housing tax credit.

I wish to commend the General Accounting Office for its thor-
ough and comprehensive study of the low-income housing program.
The Service worked closely with GAO throughout the course of
their study to provide the necessary information regarding the
Service’s role in administering the credit.

My testimony today will provide a brief overview of the program,
including existing compliance monitoring activities. I will also
briefly discuss GAO’s recommendations contained in their March
1997 report.
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As you know, the low-income housing credit is available to own-
ers of residential rental property which incur certain acquisition,
construction and rehabilitation costs for property that are rented to
low-income persons. Each State is authorized an annual amount of
credit that it allocates to buildings throughout the State through
its local housing credit agency. To be valid, credits must be allo-
cated under a qualified allocation plan. The plan must provide: se-
lection criteria that set out housing priorities; preferences for
projects serving the lowest income tenants and those serving ten-
ants for the longest period of time; and, procedures that the agency
will follow in monitoring compliance with the various tax credit re-
quirements and for notifying the Internal Revenue Service of non-
compliance.

I am going to skip over a lot of the areas that may already have
been covered by GAO regarding its decisions and try to concentrate
mostly on our compliance activities which I think will be the areas
of your concern.

Chairman JOHNSON. Thank you, I appreciate that, because I am
sure we will have lots of questions. Thank you.

Mr. SMITH. Since 1995, the Service has made significant progress
in its oversight of the program. A special unit at the Philadelphia
Service Center processes and monitors the receipts of the various
forms filed by the State agencies. Be%inning with 1995, filings on
Form 8610, which is the Annual Low-Income Housing Credit Agen-
cy’s Report and Form 8609, Low-Income Housing Credit Allocation
Certification, which are due on February 28 of each year are being
reconciled to ensure that States are not exceeding their current
year annual credit ceiling.

In 1993, State agencies began notifying the Internal Revenue
Service of noncompliance with program requirements utilizing
Form 8823, Low-Income Housing Credit Notice of Noncompliance.
Prior to filing this form with t%xe Internal Revenue Service, the
State agency gives the taxpayer the opportunity to correct non-
compliance. The nature and severity of the noncompliance may re-
sult in the disallowance or recapture of the tax credit that was
claimed by the taxpayer.

In November 1996, we began utilizing a new letterwriting system
to notify building owners that the Service had been informed by
the State agency of their noncompliance with certain low-income
housing credit procedures and provisions. Form 8823 which de-
scribes the noncompliant action is reviewed by our tax examiners
and the type of error is coded into our database to use in selecting
the appropriate notification to the owner. Owners are advised that
their noncompliance may result in an examination. Form 8823 is
used by the agencies to also advise the Service when noncompli-
ance no longer exists.

The form is currently being revised, which is included in one of
the recommendations by GAO, to incorporate a check block section,
which should facilitate the agencies in determining the type of in-
gractions and classifying those in a simpler format than the prior
orm.

The owner claiming a low-income housing credit must include
certain forms as part of their annual filing requirement. Service
Center return processing, excluding those pertaining to flow
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through entities, are responsible for reviewing the forms when tax
returns are filed. When forms are missing and the dollar amount
of the credit is above a certain dollar threshold, taxpayers are con-
tacted and their refunds could be reduced by the amount of the dis-
allowed credits or balance due notices could be sent to taxpayers.

Bear in mind that, tax returns claiming these credits could incor-
porate both corporations, partnership and individual tax returns.
An exact report of taxpayers claiming the credit should assist us
in the process of matching the credits allocated by State agencies
to amounts claimed on forms by owners. We are expecting, hope-
fully, an accurate run of the system to be done in July 1997. At
that point, we should be able to validate how well we are able to
match the credit allocations by the States to those actually claimed
on tax returns.

We also have another compliance unit located in our Pennsyl-
vania District Office. This compliance unit is responsible for train-
ing and ongoing technical support for our field examiners. Training
began in July 1995 and was completed in April 1996. This unit also
provides technical support to State agencies, property owners and
practitioners to call in regarding taxpayer assistance questions re-
lating to the low-income housing credit. People who participate in
our unit in Pennsylvania, also attend the annual conferences of the
National Council of State Housing Agencies and work with them
on an outreach basis in terms of educating those who are involved
with the credit.

We believe our outreach program has had a positive impact. For
instance, after our initial meetings, we did experience an increase
in the notifications to the Internal Revenue Service on Notices of
Noncompliance that were sent to us. Fifteen States that had pre-
viously not supplied the necessary notices of noncompliance to us,
did after our attendance and participation with the agency. So, we
think the outreach efforts have had a positive impact.

As concerns were raised by our own internal audit and subse-
quently by GAO about the potential owner noncompliance, an audit
program was developed. Beginning with information supplied to us
by the States on noncompliance through Form 8823, we prepared
210 lead packages which have been assigned to our field examin-
ers. The volume of audit closures at this point are relatively small
and it is premature to comment on the overall compliance level of
owners claiming the credit. However, early results do not suggest
widespread abuse.

However, I must caution the Subcommittee, it is not really pru-
dent to make judgments until we have a significant number of
cases that have closed out from our audit activities. It is entirely
possible that those cases with the least problems could tend to
close out first, and the ones with more subsequent problems, could
be a more difficult type of examination to conduct. They would be
closed out at a later time.

In November 1995, our multiagency Low-Income Housing Credit
Steering Committee was formed. The committee provides inter-
agency coordination in the administration of the credit program
when used with other housing programs. The committee includes
the Department of Housing and Urban Development, the National
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Park Service, rural housing representatives, the National Council
of State Housing Agencies and the Internal Revenue Service.

Finally, in its report, the General Accounting Office makes cer-
tain recommendations for approving the Low-Income Housing Tax
Credit Program through the regulatory process. Those rec-
ommendations will be considered as part of the regulatory process.
Under this process, as you know, the Service would consult with
the Treasury Department about proposing new or amending exist-
ing regulations with respect to those areas cited in the GAO report.
Interested parties and stakeholders would have the opportunity to
submit written comments on the areas under consideration for
modification of the regulation.

After carefully reviewing these comments, we would further con-
sult with Treasury on the development of the proposed regulations.
Any proposed regulations would provide State agencies and tax-
payers with an additional opportunity for comment. Those com-
ments would be taken into account prior to issuing any final regu-
lations. This is the normal regulatory process that the Service
would follow with the Treasury Department.

That concludes my remarks and 1 will be happy to answer any
questions that you may have.

[The prepared statement follows:]
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Statement of
Thomas J. Smith
Assistant Commissioner for Examination
Before the
Subcommittee on Oversight
House Ways and Means Committee
April 23, 1997

Madame Chairman and Distinguished Members of the Subcommittee:

| am pleased to be here today to discuss the Low-Income Housing Tax Credit
(LIHC). | wish to commend the General Accounting Office (GAO) on its thorough and
comprehensive study of the low-income housing program. The Intemal Revenue
Service (IRS) worked closely with GAO throughout the course of the study to provide
the necessary information on the RS’ role in the administration of the tax credit.

The Administration believes that the LIHC is an effective tool for the provision of
rental housing to an underserved population. It represents an ongoing partnership
between the Federal and State governments and the private sector to address critical
housing needs. Within this partnership, the Federal govemment determines aggregate
credit amounts and monitors compliance, State housing agencies allocate credits to
projects that meet their local housing goals and needs, and the private sector provides
the financing. When all three partners fulfill their roles, the LIHC addresses its intended
goals in an efficient manner.

My testimony today will provide a brief overview of the program, including
existing compliance monitoring activities. | will also discuss GAO's recommendations
contained in its March, 1897 report.

Background

The low-income housing tax credit is available to owners of residential rental
property who incur certain acquisition, construction, or rehabilitation costs for property
that will be rented to low-income persons.

Each state is authorized an annual amount of credit that it allocates to buildings
through a state or local housing credit agency. To be valid, credits must be allocated
under a qualified allocation plan. A plan must provide (1) selection criteria that set out
the housing priorities of the state agency, (2) preferences for projects serving the lowest
income tenants and those serving tenants for the longest periods, and (3) procedures
that agencies must use for monitoring compliance with the various tax credit
requirements and for notifying the IRS of noncompliance. In addition, a state agency
may allocate only an amount of credit that is necessary for the financial feasibility of a
project and its viability as a low-income project over a certain period of time.

Claiming the Credit

To obtain the housing credit, an owner must apply to the appropriate agency.
That agency then reviews the owner’s application and, using criteria set out in the
qualified allocation plan, ranks the owner's project against other applicants. if
successful, the project will receive a credit allocation. Provided all other requirements
relating to the allocaﬂon process are satisfied, the owner will be issued a Form 8609,
B ertification, for each building in the project. No
credn may be clalmed without a Form 8609.

Various factors may affect the amount of credit that an owner may claim. These
factors include the eligible costs incurred by the owner, whether federal grants or
subsidies are involved, the percentage of qualifying tenants occupying a building, and
the owner's personal tax circumstances. Generally, an owner is eligible to claim credit
for each year of a 10-year credit period. Under certain circumstances, credit may be
claimed over a 15-year compliance period.

Afthough an owner may claim credit for up to 15 years, the owner must generally
maintain a certain percentage of low-income units for at least a 30-year period under a
so-called "extended use agreement” with the state agency.
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The ability of an owner to claim the housing credit each year depends upon the
owner's compliance with statutory and regulatory requirements relating to the project
and tenants. These requirements include the income eligibility of tenants, rent
restrictions, health and safety standards, building dispositions, actual occupancy of
units by qualified tenants, and whether an extended-use agreement is in effect. Failure
to comply with these requirements could resuit in the recapture of a certain percentage
of credits already claimed by the owner.

An owner is required to retain records that support the amount of credit claimed.
In addition, an owner must make an annual certification of information to the state
agency. For example, an owner must certify that (1) the project is occupied by a
minimum number of qualifying tenants, (2) the owner has received all required annual
income certificates from low-income tenants and documentation to support those
certificates, (3) each low-income unit in the project is rent-restricted, (4) all units In the
project are for use by the general public and are used on a nontransient basis, and (5)
each building in the project is suitable for occupancy, taking into account local heaith,
safety, and building codes. The owner must further certify that (8) there has been no
change in the basis (upon which credits are caiculated) of any building in the project (or
the owner must describe any change), (7) certain tenant facilities are provided on a
comparable basis without charge to all tenants, (8) reasonable attempts are being
made to rent a vacant low-income unit or another comparable vacant unit to other low-
income tenants, and (9) if the income of tenants of a low-income unit increases above a
specified income limit, the next available unit of comparable or smaller size will be
rented to tenants having a qualifying income.

State Agency's Responsibilities

Under the IRS’ regulations, a state agency must monitor all buildings for
noncompliance. An agency is required to notify the IRS of any noncompliance that it
finds (whether or not the noncompliance is corrected) or any failure of the owner to
make the required annual certifications.

In monitoring for noncompliance, a state agency must also review the annual
centifications of information made by owners and choose one of three review
procedures that target a certain percentage of projects for greater review of the income
certifications of low-income tenants (including the documentation supporting the
certifications) and the rent records for a percentage of low-income units in those
projects. Only one review procedure requires an on-site inspection of a certain
percentage of projects; however, the regulations give an agency the right to perform an
on-site inspection of any project in its jurisdiction throughout the time that credits can be
claimed for the project.

IRS Oversight

Since 1995 the IRS has made significant progress in the oversight of this
program. '
A special unit at the Philadelphia Service Center (PSC) processes and monitors
the receipt of the various forms ﬁled by the state agendes Begmnmg with 1895 filings,
3 A adit A jes Report, and Form 8609, Low-

ar bemg reconcrledto ensure that have not exceeded their annual credit
ceiling.
In 1993, state agencies began notllying the IRS of noncomphanoe with program

requirements using Form 8823, Low e pX e ance.
Prior to filing Form 8823 with the IRS, an agency grves the taxpayer an opportunity to
correct the noncompliance. The nature and severity of the noncompliance may resulit in
disallowance and/or recapture of the tax credit claimed. in November 1996, we began
using a new letter writing system to notify building owners that the IRS had been
informed by an agency of their noncompliance with certain LIHC provisions. The Form
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8823, which describes the noncompliant action, is reviewed by our tax examiners. The
type of error is coded and entered in a database which is used to select the appropriate
lefter to be sent to the owner. Owners are advised that their noncompliance may resuit
in an audit. Form 8823 is also used by the agencies to advise us when the owner is
back in compliance. The form is currently being revised to include a "check block”
section, which lists different types of infractions, to assist the agencies in categorizing
the noncompliance action. : )

An individual claiming the credit must include certain forms as part of their
annual filing requirement. Service Center return processing examiners correspond with
the owner if the forms are missing and the amount claimed is above a dollar threshold.
if the forms are not received, the credit claimed is removed from the return either
reducing the refund or resulting in a tax due notice. In addition, an automated system
to generate a report of all returns claiming the credit is now operational. Returns
claiming the credit include partnerships, corporations, and individuals. This will assist
us in the process of matching the credits allocated by state agencies to amounts
claimed by owners. The extract report is scheduled for July of this year.

A separate compliance unit is located at the Pennsylvania District Office. This
unit is responsible for training and ongoing technical support for field examiners.
Training began in July, 1995 and was completed in April, 1996. The unit also provides
technical support to the state agencies, property owners and practitioners. For
example, we participate at the annual conference of the National Council of State
Housing Agencies (NCSHA), with whom we have a very good working relationship. We
believe this outreach action has a positive impact on the program. After the initial
meeting in February, 1995, the filing of Form 8823 (LIHC Notice of Noncompliance)
increased significantly (including 15 states which had not filed the form previously).

As concerns were raised by our Internal Audit and subsequently by GAO about
the potential for owner noncompliance, an audit program was developed. Beginning
with information on noncompliance provided by the state agencies through Form 8823,
we prepared 210 lead packages which were assigned to our field operations. The
volume of audit closures to date is relatively small and it is premature to comment on
the compliance levél of owners claiming the credit. However, early results do not
suggest widespread abuse. This is consistent with GAO findings in which GAO
conducted a sample review of properties allocated credits, and traced the credits to the
investor returns. GAO did not find any significant discrepancies between credits
allocated and credits claimed. However, its review was limited to reconciling the
amounts claimed, and not the correctness of the amount claimed.

In November 1995, a multi-agency LIHC Steering Committee was formed. The
committee provides inter-agency coordination in the administration of the credit
program when used with other housing programs. The committee includes the
Department of Housing and Urban Development, the National Park Service, rural
housing representatives, the National Council of State Housing Agencies, and the IRS.

Conclusion

Finally, in its report the GAO makes certain recommendations for improving the
low-income housing program through the regulatory process. Those recommendations
will be considered as part of the regulatory process. Under that process the Service
would consult with the Treasury Department about proposing new, or amending
existing, regulations with respect to those areas cited in the GAO Report. Interested
parties initially would be requested to submit written comments on the areas under
consideration for regulation. After carefully reviewing these comments, we would
further consult with Treasury on the development of proposed regulations. Any
proposed regulations would provide state agencies and taxpayers with an additional
opportunity for comment. Those comments would be taken into account in issuing any
final regulations.

This concludes my remarks and | will be happy to answer any questions.
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Chairman JOHNSON. Mr. Smith, in your testimony, you men-
tioned that the certifications are due February 28 and through that
reconciliation process, you will be able to insure that States have
not exceeded their annual credit ceiling. What actions can the IRS
take if a State has exceeded its annual credit ceilings?

Mr. SMITH. We would contact the States, obviously. If the States
exceeded the allocations to taxpayers, we would decrease the
amount of credit allocations to the States. We have not experienced
that happening. One State has recently brought a small adminis-
trative error to our attention. We are in the process of making an
appropriate response to that State. We are more concerned with,
obviously, what credits are passing through to the ultimate users
of those credits and how that system is operating.

Chairman JOHNSON. Well, it does seem that with the disparity
between those allocated and actually used, it is unlikely that you
will find States using more than they have a right to use. Are you
satisfied that the IRS has the authority to deal with that issue by,
for instance, the following year allocating them fewer credits for
any overuse?

Mr. SMITH. Part of the discussion on the unused credits—there
are carryovers of unused credits and credits are returned to the
Service from the States and they go into the national pool. Looking
at the size of the national pool over time, the national pool has
been decreasing. Last year’s national pool was between $4 and $5
million, relatively small in relation to the total size of the program.

That is not the only reason why you would have unused credits.
The States themselves could have carryovers of their credits. It
does suggest that most of the credits are either being used or car-
ried over by the States, since they are not being returned for redis-
tribution in the national pool.

Chairman JOHNSON. Do you see any need to change the law to
clarify your authority to deal with those situations?

Mr. SMITH. There may be a justification in proposing a change
in the law to strengthen our abifity to deal with that.

Chairman JOHNSON. You can think about that over time, as to
whether you really have the authority you need. It probably is not
a problem that is large.

Mr. SMITH. Right.

Chairman JOHNSON. Nonetheless, we want to be sure that the
law does give you the ability to do that.

The other thing that is of concern in the area of enforcement is,
do you have enough flexibility to deal with an individual project
where the developer has performed badly as opposed to penalizing
the whole State program? Is there some way, if developers are not
doing the kind of job they should be doing but can come back into
compliance, is it wise to penalize the investors and then a year
later, make them eligible?

I am not familiar actually with how those penalties work, but I
think we need to have the ability to enforce penalties so that we
get compliance. On the other hand, you do not want the penalty to
undermine the financial structure of the whole development so se-
verely that you lose the housing.
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Mr. SMITH. In our exam, when we do take a look at a project ac-
tually under examination, we will look at generally two phases. We
take a look at the types of costs when we are actually performing
an examination of a taxpayer, that are allocated to the housing
project for credit purposes. For instance, syndication costs of syn-
dicating the partnership itself should not be allocated to the project
for credit purposes. We also look at the noncompliance notices that
are supplied to us by the State. These tend to deal with habitation-
type issues, some severe, some not as severe.

The one area——

Chairman JOHNSON. You have to deal with those habitation
issues and not the State?

Mr. SMITH. When we are doing an examination of a taxpayer,
when we go out actually and examine the taxpayer, we do have—
on the 210 packages that we sent out, we used notifications from
the States of noncompliance as the basis for selecting those exami-
nations. So, we do have information that there were noncompliance
issues when we did those.

Chairman JOHNSON. Does the State have the authority to iden-
tify noncompliance and work with that developer to regain compli-
ance before notifying you?

Mr. SMITH. Yes, they do. The State is required to notify us be-
tween 90 and 135 days of uncovering the noncompliance. Very
often, even though they are required to notify us of the noncompli-
ance, at the time they are notifying us of the noncompliance, the
problem has often already been satisfied within that period of time,
because they have dealt with the building owner. So, many times,
we will get a notification, which they are required to send as a non-
compliance event that has been satisfied.

The one area that is—and I am reading into your question a lit-
tle bit—very important for the developers is during the initial year,
how much of the property is, in fact, low-income housing. There is
a provision where they can look at the one subsequent year. For
instance, if the developer does not meet the requirement after that
period, they cannot correct in subsequent years. They lose the cred-
it totally for that project.

So, it is not like in the fourth or fifth year, they can now meet
the requirements for sufficient number, let us say, of low-income
housing tenants and go back to the credits. That is a significant
penalty for noncompliance in that area.

Chairman JOHNSON. That is as it should be. At least, it appears
to me that it is appropriate.

If they meet the criteria the first year but, say, the fifth year are
out of compliance, is anybody watching?

Mr. SmiTH. Yes, we can through our examination activities. And
the States, obviously, are getting information from the developers.

Chairman JOHNSON. Annually?

Mr. SmITH. I do not think it is always annually.

Chairman JOHNSON. Are we getting that kind of information an-
nually to verify that the number of affordable units are being let
to people of the proper income?

Mr. SMITH. The States are not required to forward to us the re-
sults of their monitoring plans.

Chairman JOHNSON. How can you tell then?
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Mr. SMITH. We can tell if we request that from the State, but
there is not a requirement. I think that surrounds one of the rec-
ommendations of GAO, that they be required to forward the results
of their monitoring plan to the Service. The existing regulations do
not provide for that.

Obviously, if we do institute an examination on a particular tax-
payer, we can review that information during the course of the ex-
amination.

Chairman JOHNSON. The cost of instituting an individual exam-
ination is high——

Mr. SMITH. That is correct.

Chairman JOHNSON [continuing]. And if we are going to have a
program that works, it does appear to me that you do have to have
the ability, particularly if they are providing these papers every
year where there are tax credits, to verify that the low-income unit
requirements are being met.

Mr. SMITH. Most of the State monitoring plans require a valida-
tion of percentages, very often, of the requirements. For instance,
the percentages of the number of people who qualify for low-income
housing, it is not always a total validation, but it is true that they
are not required to forward that to us.

Chairman JOHNSON. Do you feel that the States are enforcing
this pretty rigorously?

Mr. SMiTH. I do not have any information to believe that they are
not; I do not.

Chairman JOHNSON. Do you think more site visits would be a
good idea?

Mr. SMITH. Many of the States do site visits. Their monitoring
plans, only one of them requires—one of the types of monitoring
plans that they can choose requires site visits. We do get informa-
tion on the notifications of noncompliance to us that indicate that
site visits were made. From a standpoint of if more information
were given to us, validated by site visits, from an administrative
standpoint of administering the penalty, that certainly would be
useful information. I think we would probably have to weigh it
with how much additional burden we are supply—

Chairman JOHNSON. Right.

Mr. SMmiTH [continuing]. Costs involved and so on. So, there is a
balance there, but when you have more information being supplied
to us regarding areas of potential noncompliance, it can be very
useful to us in administering it, yes.

Chairman JOHNSON. Thank you. Mr. Coyne.

Mr. CoyNE. Thank you, Madam Chairwoman.

Mr. Smith, what are the IRS’ and the Treasury’s plans and time-
table for implementing the GAO’s recommendations?

Mr. SMiTH. We do not have a regulation project formulated at
this point in time. So, there is not a set timetable that would be
associated with a reg project. The recommendations from GAO are
relatively new, as you are aware. We are certainly going to be
working with our Chief Counsel’s Office and Treasury in consider-
ing the regulatory changes that GAO is recommending. At this
point, we do not have a regulation project.
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Mr. COYNE. Which administrative change recommended by GAO
in their report would most improve the IRS’ oversight of the Low-
Income Housing Tax Credit Program?

Mr. SMmITH. In taking a look at the administrative recommenda-
tions, I believe the recommendation that GAO is making surround-
ing the change in the noncompliance notification form is certainly
a good one and one that we are pursuing. GAO also makes a rec-
ommendation—not one of their final, but it is incorporated in their
report—about us utilizing a statistical sample or a random sample
throughout the whole range of taxpayers who are claiming the
credit to determine the level of compliance, as GAO mentioned be-
fore in their testimony.

We have not done that. The way we have chosen to do it is to
use the information we are getting from the States, based upon the
noncompliance forms that the State supplies to us in selecting re-
turns for examination. If we went with the whole random sample,
it is certainly true that would be valid in projecting the results of
that sample to the universe. However, it is also, as those of you
who are familiar with TCMP know, a very costly endeavor when
a full random sample is selected on a segment population of the
taxpayer community.

1 wanted to—it escapes my thoughts right now. I did have an-
other area in mind on an administrative change that they rec-
ommended. The matching of the K-1s, I wanted to comment on
that just for a moment.

In July, I believe, of 1995, GAO did a review of the Partnership
Examination Program of the Internal Revenue Service. In that re-
view, they made a recommendation regarding the matching of K-
1s from a partnership return to the actual partner’s return. We
agreed with that recommendation. That recommendation has not
been accomplished to this point. They also mentioned in their writ-
ten testimony here that that would be a good idea if we could do
it, and we agree with that.

One of the difficulties we are experiencing with that is, we have
not been able to scan that document. It is a rather complex docu-
ment, if anybody has ever seen a K-1. What we are trying to rely
on and what we are working on now, is about 3,000 partnerships
comprising about 75 percent of the K~1s that are filed with us. So,
we are trying to target our efforts regarding mag media filing of
the K-1s by those folks and then subsequently electronic filing by
those folks, so that we are able to capture the bulk of the unit
without doing data entry.

Right now, we only do data entry of K-1s on approximately 10
to 15 percent of the ones we receive. If we are able to take care
of the 75 percent or so using mag media, we could then concentrate
on the balance using manual methods to input them.

So, we agree with that administrative recommendation made,
but we are a ways from being there for other reasons. We do agree
with it. That would be, certainly, helpful to us.

Mr. CoYNE. OK. Since July 1995, the IRS has received approxi-
mately 210 statements of noncompliance. Overall, were the viola-
tions technical, inadvertent errors or intentional acts to abuse the
low-income housing tax credit, in your judgment?
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Mr. SMITH. First of all, the volume of notifications we receive
from the States are considerably in excess of the 210. I think what
the 210 refers to, is the number of examinations that we initiated
as a result of receiving the notifications. For instance, in the first
6 months of this year, we have received approximately 5,300 notifi-
cations from the States regarding noncompliance or corrections of
noncompliance.

When we look at the areas cited by the States, they run a full
. gamut of very minor areas, dealing with some minor habitation
issues to very considerable areas, for instance, not receiving ver-
ification of the income of the tenants who are in the low-income
housing project, which is a very serious one. Some of the minor
ones dealing with faulty wiring or exposed pipes and things of that
sort, not that they are not important issues, but very often, those
are the types that get corrected prior to the expiration of the 90-
day corrections period and the notification to us.

Even if they are corrected, the States do send us the notification
that the noncompliance existed. So, it does run the full gamut. I
do not believe we will be able to really judge which types of notifi-
cations have been the most helpful to us in determining examina-
tion potential of taxpayers until we complete many more of the ex-
aminations we have selected based upon that criteria.

Mr. CoYNE. What is the status of the IRS’ two-part action plan
for the low-income housing tax credit?

Mr. SMITH. The two-part action plans are the ones that I men-
tioned. The first one was the audit activity that we instituted start-
ing in mid-1995. So far, we have sent out the 210 lead packages.
At this point, 29 of those have been completed. As I mentioned in
the written testimony, it is very early to make judgments based
upon that.

However, the amount of tax associated with the completed ex-
aminations amounts to about $340,000 of which about half of that
is associated with the low-income housing credit. There were other
issues on some of those examinations that, when we reviewed the
returns, we did question.

Projecting that as an indication of compliance or noncompliance
until we finish many more of those examinations, it is just simply
too premature.

The second thing is our matching program that I mentioned.
Hopefully when we have our runs in July 1997, as a result of our
efforts at the Philadelphia Service Center, we will be able to make
a judgment as to how effectively the system that we constructed for
the matching of the credits is working.

Mr. COYNE. Relative to the Federal Manager’s Financial Integ-
rity Act, will the IRS’ actions over the past 2 years result in the
low-income housing tax credit being excluded from the Integrity
Act report as a material weakness——

Mr. SMiITH. 1 certainly hope it will. Obviously, one of the things
we put on as a condition for that, in reporting internally, to our
management was having a successful way of doing the matching.
So, hopefully, in July 1997, we will know how that turns out.

The 1998 report on material weaknesses is required to be sub-
mitted by the Service at the end of 1998. I am certainly hopeful
that we would be able to remove the——
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Mr. COYNE. At the end of 1998?

Mr. SMITH. Yes.

Mr. COYNE. At the end of 19987 ‘

Mr. SMITH. That is when that report—I am hopeful that we will
be able to remove it as a material weakness internally, in our mon-
itoring process and say we have this problem solved. The reporting
for 1998, I believe, takes place at the end of the fiscal year. So, I
thought your question was on that reporting for 1998. I am cer-
tainly hopeful that it will be off as a material weakness.

Mr. CoyNE. Thank you.

Chairman JOHNSON. Thank you, Mr. Coyne.

Mr. Portman.

Mr. PORTMAN. Thank you, Madam Chair. Thank you, Mr. Smith.
You have a lot of expertise in this.

Exams is the area where the low-income housing tax credit is
really audited and where you keep track of it, I guess. Otherwise,

ou would not have all this knowledge. The Chief Counsel’s Office
andles the pooling of the credits. Who else is involved at the IRS?
How do you organize it?

Mr. SMITH. The way we have it organized, the Chief Counsel’s
Office is responsible for reporting the pooling of the credit and a
notice goes out twice during the year, one for the original allocation
based upon the $1.25 of the population within the State, and one
for any subsequent distribution of the national pool.

Within my office on the Commissioner’s side of the house, the ad-
ministration of the credit falls into two principal areas. One is at
the Service Center, involving the processing of the forms received
from the States: the 8609s, the 8610s and the 8823s. Then there
is also the examination area. I have approximately 50 examiners
who were trained during 1995 and 1996, spread throughout the
country, who are handling the examinations. So that falls under
my direct responsibility as the Assistant Commissioner for Exam-
ination.

Mr. PORTMAN. How much time are you putting in, say, as a per-
centage of your time?

Mr. SMITH. During the past week or in weeks past? [Laughter.]

Mr. PORTMAN. Certainly, during the last 24 hours, you have put
a lot of time against it.

Mr. SMITH. Right, I have.

Mr. PORTMAN. Over a year’s period of time, forget the filing sea-
son, just generally?

Mr. SMITH. Right. It is a fairly significant issue for us in exam,
much more so—

Mr. PORTMAN. Twenty percent of your time?

Mr. SMITH. Oh, no, not 20 percent. I handle the entire examina-
tion function for the Internal Revenue Service.

Mr. PORTMAN. Ten percent?

Mr. SMITH. I would say maybe a little less than 5. I do not think
there is any program I spend more than 5 percent with, because
there are so many, including the Coordinated Examination Pro-
gram and all the others that I know you are familiar with.

I get regular briefings on what is happening regarding the low-
income housing credit. I also am the person who has to go before
our senior management controls because of the material weakness
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and report to the Deputy Commissioner as to the progress we are
making in taking care of the material weakness that was identi-
fied. So, for those two reasons, it shows up on my radar screen with
a fair degree of regularity.

Mr. PORTMAN. One specific question now, because your testimony
was interesting in this regard. Of those 53 examiners, you said
that they were trained in Philadelphia, I guess at the Service Cen-
ter. You indicated the training took place over—it sounded like a
year’s period of time.

Mr. SMITH. There were three training classes.

) D{I}r. PORTMAN. Are we to believe that there is not ongoing train-
ing?

Mr. SMITH. There is ongoing support for those—I have the unit
in the Pennsylvania District that supplies ongoing technical sup-
port for the examiners who were trained during that 1-year period.
There were three training classes that were conducted, similar
classes, different geographic locations, different parts of the coun-
try, but the training was the same. The Pennsylvania District unit
that I have established there, not only are they responsible for as-
sisting the States, practitioners and taxpayers, but also serving as
a technical recourse for our field examiners.

We have also issued, under our Market Segment Specialization
Program, audit technique guidelines specifically geared toward the
low-income housing credit issue. So, we do have guidelines for the
examiners to follow and that is incorporated into the MSSP Pro-
gram or the Market Segment Specialization Program. So, it is an
ongoing type of educational guidance. They do not——

Mr. PorRTMAN. This is not really on point here and I apologize for
getting a little off track.

Mr. SmiTH. That is OK.

Mr. PORTMAN. I would assume that you have ongoing training
and not just guidance provided when someone has a question. If
you have 53 people, you are bringing new people in. You are work-
ing people out of other areas, I assume, into exam on this area. It
was just interesting.

One of the criticisms that many have leveled recently on the
training side is that it is not consistent district to district or even
region to region and sometimes there is not an adequate commit-
ment to it. I would hope that, in this area, we are getting lots of
training. Since you are, under GAO’s recommendations, taking on
all sorts of new responsibilities, you are going to be delving deeper
into it. You are not going to be just relying on the State data, it
sounds like and it sounds like you want to do that. You are going
to be matching the K-1s. Mr. Coyne and I are going to give you
the electronic transfer to be able to do that more easily, right?
[Laughter.]

Mr. POrRTMAN. I think it is, one, interesting for this hearing to
bring out the fact that this is a major project at the IRS and, two,
question whether these kinds of resources, the 53 examiners, the
service centers, your time, even though it is 5 {):xz;cent or less,
whether that is an appropriate program to be within the Service.

1 assume those examiners, particularly as you begin to delve
more deeply, which is what I think you are suggesting is appro-
priate—certainly, GAO did—will have to become more expert on
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housing issues generally. In terms of auditing what the developers
are doing, are they keeping to the guidelines, the goldplated issue
that Mrs. Johnson raised earlier? Is that true that those examiners
are going to have to develop an expertise and be trained on housing
issues that they may or may not have been trained on as an exam-
iner?

Mr. SMITH. Absolutely and that is one of the reasons we chose
to formulate the MSSP guideline for them. Many of our examiners
are generalists. They handle a wide range of businesses that they
are responsible for examining. Not all businesses or industries have
the same type of intricacies or methodologies of doing business and
so on. The MSSP guidelines also incorporate the very things that
you are mentioning. So, before they actually start the examination,
they can get an idea of how that industry operates, how the low-
income housing—so when they start asking questions of the tax-
payer, they are asking questions that make sense based on other
people’s experience who developed the MSSP guideline and
also——

Mr. PORTMAN. Which is going to require a lot of training and, to
the extent that we are asking the States to do more and provide
more information, you are going to have to have the analysts there
to be able to analyze that information. Otherwise, we are just put-
ting another unfunded mandate on the States that is not really
useful. So, it is going to involve, I would guess, even more re-
sources.

Mr. SMITH. It very well could, especially depending upon the re-
sults of the examinations—if we do see noncompliance in those
areas, obviously we would be applying more resources to them.

We are continuing to send out additional cases for examination.
We just did not want to leave the impression that they were all
sent out at the time of the training and we have not sent out addi-
tional cases since then. Based upon information that we continue
to receive from the States regarding noncompliance, we do look at
the potential for examination for some of those. I think most re-
cently, we sent out an additional 18 cases to our field examiners
to examine. One of the primary source documents that we used on
selecting those cases were the notifications that we received from
the States.

Mr. PORTMAN. One general question and then I will let others
have a turn. Given all your various responsibilities as the Assistant
Commissioner for Examinations and all the other areas that you
get involved in, do you think that this program properly fits into
the Internal Revenue Service or do you think that, particularly
given the level of expertise that proba{ly needs to be d%veloped to
properly audit it, it might be better placed in another department,
at least, to do the more indepth analysis and examination?

Mr. SMITH. That becomes difficult because you do have the direct
credit issue that we must handle on the tax returns. That is one
of the primary focuses that we do handle. Is it appropriate for the
taxpayers to be ta.kmi those credits? So, that portion, obviously,
would have to stay with the Service.

Mr. PORTMAN. Right.

Mr. SMITH. If we looked at some of the other oversight—I am not
sure if oversight is correct—but other responsibilities regarding the
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program, could they be shifted to somebody else, another agency,
I would imagine that potential exists. We would have to be able to
insure in considering that potential that we are able to segregate
the tax return information——

Mr. PORTMAN. 6103?

Mr. SMITH. 6103, things like that, to insure that we are in com-
pliance with the requirements of 6103 when we introduce another
responsible agency into the——

Mr. POrRTMAN. Is this something that should be outsourced to the
private sector?

Mr. SMITH. I do not believe the examinations should be
outsourced to the private sector, no.

Mr. PORTMAN. OK.

Mr. SMITH. I have not seen any data regarding outsourcing of ex-
amination activities. I am only personally aware of one that has
been engaged in and, I believe, that was in Florida. It dealt with
use in sales taxes.

Mr. PORTMAN. Yes.

Mr. SMITH. The information I have read there——

Mr. PORTMAN. It was on the audit function.

Mr. SMITH [continuing]. Did not convince me that it was more ef-
fective to outsource that because of the costs associated with it.

Mr. PORTMAN. I will just make the general comment that, as we
talk about are we getting our bang for our buck with this program,
we talked about the 9,000 or 10,000 discrepancy with our GAO
friends. There is another cost, of course, to the taxpayer and to the
system and to the IRS which is administering this. It sounds like
we are heading down the road toward more complexity, more focus
and more resources.

Mr. SMITH. There is absolutely a cost for the Service to admin-
ister it, no question, sir.

Mr. PORTMAN. Thank you, Madam Chair.

Chairman JOHNSON. Thank you very much. Mr. Weller.

Mr. WELLER. Thank you, Madam Chairman. And good afternoon.
I had just a couple of quick questions. A lot of what I was anxious
to ask has already been covered.

In the GAO recommendations they included some thoughts re-
garding improving compliance monitoring. And I just wanted to get
a feel from you, do you at the Service plan to institute any changes
to improve compliance monitoring?

Mr. SMiTH. The changes that we have instituted regarding the
processing of the State forms that we receive in our Philadelphia
Service Center is an effort that we’ve incorporated to improve com-
pliance monitoring. That’s one that we have ongoing.

If the question is referenced to the regulatory recommendations
that GAO has mentioned, and there are three principal ones. Some
of those involve compliance, for instance, requiring the States to do
onsite visits and so on. As I mentioned, we're certainly willing to
work with Treasury regarding those. I think we do have to balance
those with how much burden is associated with additional regu-
latory requirements, the costs associated with that, and so on.

The two things we're certainly—well, I don’t want to repeat my-
self. With respect to the one that we’ve already started, hopefully
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by July 1997 we’ll know the results of our matching with compli-
ance efforts.

And it will be beyond that when we know the results of the ac-
tual audit activities, so that we can judge on the effectiveness of
the notification to us from the States of noncompliance, and how
that actually translates down into credit disallowances or the ap-
propriateness of the credits on tax returns.

Mr. WELLER. I found your conversation with Representative
Portman very helpful, just getting a better understanding of how
you go about doing your job. And you mentioned costs and burdens
of improving compliance along the lines of GAO’s recommenda-
tions.

Can you share with us what the impact would be on the Service,
the cost of improving compliance, or the burden, as you use that
word? e

Mr. SMITH. Well, the burden that I was referring to was the bur-
den to the taxpayer or the States to comply. The costs for the Serv-
ice surround the necessary processing cost, and the coverage cost
from an examination standpoint.

As you probably know, we do have certain coverage levels on
groups of returns, whether they be corporate or individual returns.
Hopefully the examinations that we're now conducting will be able
to provide some information on examinations, although GAO is cer-
tainly correct that those results could not be projected to the uni-
verse. So we may know how the universe is performing from the
standpoint of compliance with the tax credits.

But we should have a much, much better idea how those tax-
ayers, where a notice of noncompliance has been received from the
tate, are performing on their tax returns relating to that credit.
Mr. WELLER. Finally, on the cost to your agency, do you feel that

with the staff resources and budget that you have to do your job
that you'd be able to improve compliance monitoring with the re-
sources you currently have?

Mr. SMITH. Certainly I do not intend on removing resources from
the program, from the examination program until we have a much
better picture as to the compliance levels and the conclusion of
those examinations.

But in all fairness, as you know, the size of the examination ac-
tivity at the Service is contracting. We have to make more intel-
ligent choices as to where to apply our traditional enforcement re-
sources, and attempt to apply tgose in the areas where there is the
greatest noncompliance needs.

If we are contracting, unless this program shows itself to be a
significant area of noncompliance, obviously I would be shifting re-
sources to other areas as I think is the expectation of our taxpayers
and, I believe, the Committee also.

So as examination contracts vis-a-vis its budgets, we do have to
make choices on areas of where to apply them. This will be incor-
porated into those choices, and, hopefully, be well guided by the re-
sults to indicate what is the level of noncompliance or compliance.

I don’t want to just refer to it in a negative sense. Sometimes I
do talk noncompliance, but I also want to include compliance lev-
els, and make those judgments based on that.

Mr. WELLER. Thank you, Madam Chair.
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Chairman JOHNSON. Thank you. We'll look forward to working
with you, Mr. Smith, in the weeks ahead to assure that we make
certain that we get the right information at the least cost to every-
body, both the least cost to the providers of the information, and
the least cost to the reviewers of that information.

But we do want to make sure that we get accurate and precise
information that go to the public policy issues, whether or not there
is compliance with the overall goals of the program to provide af-
fordable housing, and whether we are doing that in a cost-effective
manner.

In your experience, do you believe the syndicators in this pro-
gram are rewarded any better, more than in other programs?

Mr. SMiITH. I don’t have any information on which to base an an-
swer.

Chairman JOHNSON. Is the administration of this tax credit any
more complicated than some of our other tax credits? And is this
uniquely complicated?

Mr. SMITH. Well, it’s certainly not a refundable credit, which is
a——

Chairman JOHNSON. A blessing. I understand.

Mr. SMITH. But from administering, obviously that’s a choice in
the law whether it’s refundable. And I say that strictly from a
standpoint of administering it. So in that sense, it’s easier.

Iti;s not a simple area of the tax law. There is complexity involved
with it.

Chairman JOHNSON. But, for instance, we have education tax
credits, we have R&D tax credits. We have a number of other sig-
nificant credit programs in the law. Is this any more or less com-
plicated than they are?

Mr. SMITH. Not in administering them, I don’t believe. Especially
as compared to a refundable.

Chairman JOHNSON. Thank you very much. It’s a pleasure to
have you with us.

‘Mr. Logue, the executive director of the Michigan State Housing
Development Authority, on behalf of the National Council of State
Housing Agencies. Welcome.

STATEMENT OF JAMES L. LOGUE 1II, EXECUTIVE DIRECTOR,
MICHIGAN STATE HOUSING DEVELOPMENT AUTHORITY;
AND PRESIDENT, NATIONAL COUNCIL OF STATE HOUSING
AGENCIES

Mr. LOGUE. Thank you. I am Jim Logue, president of the Na-
tional Council of State Housing Agencies, the national nonprofit or-
ganization which represents the 53 State agencies which admin-
ister the low-income housing tax credit.

I am also executive director under Governor John Engler of the
Michigan State Housing Development Authority. My authority allo-
cates the housing credit in Michigan.

I appreciate the opportunity to testify today on behalf of the
States to which Congress has committed the high trust of admin-
istering the housing credit. We are deeply grateful for the support
this Committee and the Congress have so overwhelmingly given
the housing credit since Congress and President Reagan created it
in 1986.
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The housing credit represents a remarkable approach to dealing
with the low-income housing shortages which afflict almost all
parts of our country. Rather than another traditional one-size-fits-
all Washington-based program, top heavy with bureaucracy, Con-
gress specified that the housing credit would be overseen by the In-
ternal Revenue Service, but administered by the States.

Though State-based, the housing credit is one of the most thor-
oughly regulated and tightly overseen tax provisions ever created.
For example, housing credits are awarded only to developments se-
lected by the State in accordance with a comprehensive housing
needs plan.

Housing credits cannot be claimed until the State has thoroughly
reviewed the finances of the proposed development, carefully ra-
tioned the housing credit to the minimum amount needed to make
the development financially feasible, and checked to make sure
that it is completed according to the plan the State has approved.

Even then, the Service can recapture housing credits from any
property which the State finds out of compliance with Federal in-
come targeting, rent restrictions, or housing quality standards
through its required annual monitoring.

Before Congress finally made the housing credit permanent in
1993, the stop-start history of the credit under a series of sunset
deadlines discouraged many developers and investors from making
the long-term commitments necessary for housing credit develop-
ment.

The bill that led to housing credit permanence had bipartisan
support. Two-thirds or more of both Republicans and Democrats in
Congress cosponsored the Housing Credit Permanence Bill.

Eighteen months ago, Ways and Means Committee Chairman Ar-
cher asked the General Accounting Office to review the housing
credit. That study took more than a year. It was a broad and exten-
sive investigation, and now the results are in.

The facts that the GAO reported about the housing credit clearly
show that the housing credit has exceeded the goals Congress ex-
pected of it. Let’s look at the success story that the GAO found.

The average housing credit renter earns only 37 percent of the
local median income. More than three out of every four housing
credit renters have incomes below 50 percent of their area’s median
income.

Averaie housing credit apartment rents are well below market
rents. They average as much as 23 percent below the maximum
rents the housing credit allows. States are giving preference to
apartments dedicated to serving low-income tenants much longer
than the law requires.

Housing credit apartment development costs are reasonable.
They average less than $60,000 per unit.

e States have devel?ed best practices for housing credit ad-
?ﬂnistration. They include limitations on developer and builder
ees.

GAO found almost no evidence of ineligible tenant incomes or ex-
cessive rent charges. And GAO reported that each of the properties
it visited was in good condition and well maintained.

The report showcases how this unique Federal-State partnership
has worked to produce needed, decent, affordable apartments for
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American working families, the elderly, and other low-income peo-
;;lg with special needs, such as those with developmental disabil-
ities.

We believe this success story makes clear the need to increase
the volume limit on housing credit apartment production, which
has not been increased since the program was created in 1986.

As Congress transfers more housing responsibility to the States,
the decade-old cap on housing credit volume is strangling State ca-
pacity to help millions of Americans who still have no decent, safe,
affordable place to live.

The ability of States to tailor their housing credit programs to
their own needs and priorities is an essential part of the housing
credit success story. In my own State of Michigan, where Governor
Engler’s welfare reform efforts have proven so successful, housing
credits have been integrated into programs designed to help people
achieve self-sufficiency. Housing credits have been awarded to de-
velopments from Detroit to Kalamazoo that deal with the problems
and needs of low-income families beyond housing.

Madam Chairman, we pledge to you our full expertise and ener-
gies to help this Committee s%ape any changes it deems necessary
to housing credit administration.

Last fall, NCSHA assembled an informal housing credit commis-
sion, including representatives of all sectors of the housing credit
community. The commission includes State allocating agencies, pri-
vate homebuilders, nonprofit developers, housing credit syn-
dicators, urban experts, accountants and attorneys. A list of its
members is attached to my testimony.

The Commission’s purpose is to help Congress strengthen hous-
ing credit administration and oversight based on the five principles
the Congress has already embedded in it. They are State, not Fed-
eral administration, private-sector discipline, targeting to low-in-
come and area needs, assured compliance, and maximum practical
safeguards to maintain program integrity.

The Commission reviewed the GAO report and its recommenda-
tions after their release. The Commission, like NCSHA itself,
agrees with the thrust of the four recommendations GAO has made
regarding housing credit administration.

We have formulated proposals to strengthen housing credit en-
forcement, oversight, and compliance monitoring which go beyond
GAO’s recommendations. I have attached to this testimony a copy
of the letter the Commission has sent to you, Madam Chairman,
summarizing the changes we unanimously suggest this Committee
consider.

The Commission’s report also deals with actions the States and
the private sector are undertaking in important areas in which fur-
ther legislation or regulation is neither needed nor useful. Those
changes will reduce costs and enhance the opportunity for smaller
developers to participate more broadly in housing credit production.

In addition, States pledge to continue our efforts, which the GAO
has so often favorably cited in its report, to develop best practices
for the States to follow in administering the housing credit. We be-
lieve best practice development and simplification of housing credit
procedures are best undertaken by the States, working where ap-
propriate with the private sector.
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The housing credit process ought not be frozen in statute or regu-
lation when the States show that they can do the job themselves.

In summary, Madam Chairman, State housing agencies and
NCSHA’s Housing Credit Commission are committed to work with
Congress in developing any legislative and regulatory changes Con-
gress wants to consider.

In light of the strong bill of health the GAO report gives the
housing credit, however, we urge that any changes be made only
with considerable cause, deliberation and caution.

Madam Chairman, I welcome your questions.

[The prepared statement follows:]

Testimony of James L. Logue, I1I
President, National Council of State Housing Agencies
Executive Director, Michigan State Housing Development Authority
on behalf of the National Council of State Housing Agencies
before the House Ways and Means Committee Oversight Subcommittee
April 23, 1997

Madame Chairman and Members of the Ways and Means Oversight
Subcommittee:

I am Jim Logue, President of the National Council of State Housing
Agencies (NCSHA). NCSHA is the national nonprofit organization which
represents the 53 state agencies which administer the Low Income Housing Tax
Credit (Housing Credit).

I am also Executive Director under Governor Engler of the Michigan State
Housing Development Authority. That Agency allocates the Housing Credit in
Michigan. I have previously served as New Jersey Housing and Mortgage Finance
Agency Director under Governor Kean and as HUD Deputy Assistant Secretary for
Multifamily Housing under President Bush.

I appreciate the opportunity to testify today on behalf of the states to which
Congress has committed the high trust of administering the Housing Credit. I also
want to tell you about the group of Housing Credit experts we have assembled to be
available to this Committee to help make workable and effective whatever changes
this Committee chooses to recommend in Housing Credit administration and
oversight.

We are deeply grateful for the support this Committee and the Congress
have so overwhelmingly given the Housing Credit since Congress and President
Reagan created it as part of President Reagan's tax reform program in 1986. As you
know, the Housing Credit replaced all the less targeted provisions of the Internal
Revenue Code which previously had encouraged private investment in affordable
rental apartments.
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The Housing Credit represents a remarkable new approach to dealing with
the low income housing shortages which afflict almost all parts of our country.
Rather than another traditional “one-size fits all,” Washington-based program, top
heavy with bureaucracy, Congress specified that the Housing Credit would be
overseen by-the Internal Revenue Service, but administered by the states.

Low income rental housing needs decisions would be made at the state level
and housing production would rely on the energies and efforts of the private for-
profit and nonprofit sectors. Though state-based, the Housing Credit would be one
of the most thoroughly regulated and tightly overseen tax provisions ever created.

¢ The apartments the Housing Credit finances must be reserved for low
income people for long periods at restricted rents.

¢ Housing Credits are awarded only to developments selected by the state in
accordance with a comprehensive housing needs plan, developed by the
state after public hearings.

¢ Housing Credits cannot be claimed until the state has thoroughly
reviewed the financial needs of the proposed development, carefully
rationed the Housing Credit to the amount needed to make the
development financially viable for the long periods it is restricted to low
income renters, and checked to make sure it was completed according to
the plan the state approved.

* Even then, the Service can recapture Housing Credits from any property
which the state agency, through required annual compliance monitoring,
finds out of compliance with federal income targeting, rent restrictions, or
housing quality standards.

The Housing Credit has provided a unique public-private partnership
between government and for-profit and nonprofit developers to help meet low
income apartment shortages nationwide. It successfully anticipated by a full decade
the current trend toward greater state responsibility in national problem solving.

The record of the Housing Credit since Congress and President Reagan created
it more than ten years ago is one of unparalleled success. It has helped finance
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nearly 900,000 needed low income apartments nationwide, each dedicated to long-
term low income use.

We are proud of the role Congress gave the states in regulating and
facilitating the effort and achievement which both private home builders and
nonprofit developers have made to create the urgently needed housing the Credit
makes possible.

We are particularly grateful to Congress for permitting the states and the
private sector to help design the major reforms Congress made in the Housing
Credit in 1989 and since. By seeking the views of the states and the development
community charged with administering the Credit and producing the apartments it
finances, Congress assured that those reforms would be both effective and workable.

The most important change of all came when Congress finally made the
Housing Credit permanent in 1993. Before then, the stop-start history of the Credit
under a series of sunset deadlines had discouraged many developers and investors
from making the long-term commitments necessary for Housing Credit
development and investment. It was not until 1989 that states even received as
many applications for Housing Credits as they had Credits to allocate. And lack of
investor interest in a program which might disappear at any time depressed the
value of those Credits in raising equity in the investor marketplace.

The bill that led to Housing Credit permanence had bipartisan cosponsorship,
both broad and deep. Two-thirds or more of both Republicans and Democrats in
Congress cosponsored the Housing Credit permanence bill.

Since Congress assured Housing Credit permanence, the increased investor
demand for Credits has generated 25 percent more low income apartment
investment per Credit dollar than before permanence. Developer demand for
Housing Credits nationwide since Congress made the Housing Credit permanent -
exceeds their supply by more than 200 percent. As a result of this competition, states
have a wider variety of sound developments from which to choose to meet their
low income needs.

Eighteen months ago, Ways and Means Committee Chairman Archer asked
the General Accounting Office to review the Housing Credit and make any
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recommendations necessary to improve state administration and Internal Revenue
Service oversight, enforcement, and compliance efforts.

The GAO study took more than a year. It was one of the broadest and most
intense efforts GAO has ever undertaken. Now its results are in.

In short, the facts the GAO reported about the Housing Credit clearly show
that the Housing Credit has exceeded the goals Congress expected of it. It is helping
meet growing low income rental shortages in urban, suburban, and rural areas
nationwide. The GAQ report underscores Congress' extraordinary foresight in
relying on the states to administer this revolutionary and remarkably successful
program.

We believe that success story makes clear the need to increase the decade-old
volume limit on the Housing Credit's capacity to help meet the increasing shortage
of decent low income apartments. The federal limit on Housing Credit apartment
production has not been increased since the program was created in 1986.
Meanwhile, as Congress transfers more housing responsibility to the states, the
decade-old cap on Housing Credit volume is strangling state capacity to help
millions of Americans who still have no decent, safe, affordable place to live.

While I recognize that the GAO has taken pains to point out that it was not
asked to recommend whether the Housing Credit should be continued or to express
an opinion about its success, the facts that GAQO reports about the Credit dramatically
and emphatically answer both those questions. Let's look at the success story GAO
found:

¢ The average Housing Credit renter earns only 37 percent of the local
median income, although the law allows such renters to earn up to 60
percent.

¢ More than three of every four Housing Credit renters have incomes below
50 percent of their area's median income.

» Average Housing Credit apartment rents are weil below market rents.
They average as much as 23 percent below the maximum rents the
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Housing Credit allows and 15 percent below HUD's national Fair Market
Rent.

e States are giving preference to apartments dedicated to serve low income
tenants much longer than the law requires. In fact, two-thirds of the
apartments GAO studied were committed to low income use for 30 years
or more.

¢ Housing Credit apartment development costs are reasonable. They
average less than $60,000 per unit.

* Though not required by federal law, the states have developed voluntary
"best practices” for Housing Credit administration, including limitations
on developer and builder fees. The states also use Housing Credit
competition to control development costs.

¢ In reviewing tenant files at sample properties, GAO found “"almost no
evidence of ineligible tenant incomes or excessive rent charges.” GAO
also reports that "property managers consistently adhered to program
monitoring requirements by gathering and verifying household income
data,” and "rents charged for rental units and proportional tenant rent
payments [were] accurate.”

» GAO reported that each of the properties it visited was in good condition
and well maintained. !

The GAO study should reassure Congress and this Committee about your
wisdom in creating the Housing Credit. The report showcases how this unique
federal/state partnership has worked to produce needed, decent, affordable
apartments for American working families, the elderly, and other low income
people with special needs, such as the developmentally disabled.

1 As our comment on the draft GAO report, reprinted on page 171 of the final GAO report, highlights,
GAO described in the draft report the Housing Credit properties it inspected throughout the
country as follows: “[A]ll projects we visited appeared to be in good condition and well
maintained.” This tribute to Housing Credit properties was eliminated in the final report. This
deletion is the only substantive change GAO seems to have made between its draft and final
reports.
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The ability of states to tailor their Housing Credit programs to their own state
needs and priorities is an essential part of the Housing Credit success story. In my
own state of Michigan, where Governor Engler's welfare reform efforts have
proven so successful, Housing Credits have been integrated into programs designed
to help people achieve self-sufficiency. Housing Credits have been awarded to
developments from Detroit to Kalamazoo that deal with the problems and needs of
low income families which go beyond merely housing.

In Kalamazoo, an older, downtown residential hotel was turned into the
Rickman House, a Single Room Occupancy development, serving the shelter and
personal needs of 84 individuals with federal assistance and local philanthropic
funds. Two daily meals are provided to residents, as is housekeeping and job
training.

In Detroit's Empowerment Zone, an exciting development called Lakewood
Manor will house 30 extremely low income young parents, and will provide day
care, job training and placement services, educational referral, and parenting skill
classes.

The Housing Credit program is not personal or corporate welfare. It helps
folks who get up and go to work every day to earn their rent find decent, safe, and
affordable housing. It does so by encouraging individuals and corporations to make
investments in low income apartment development which they would never
otherwise have reason to make.

Housing Credit apartments rent up quickly, because the need for them is so
much greater than can be met under present Housing Credit volume limits. Every
year, another 100,000 low cost apartments, more than the Housing Credit can
produce under current limits, are demolished, abandoned, or converted to market
rate use. The numbers tell a sobering story: Ten million families with incomes low
enough to qualify for federal rental housing help get none. Five million pay more
than half their income for housing. More than a million live without basics like
plumbing, heat, or electricity.

The Housing Credit supports other important national objectives, too.
Housing Credit apartments help stabilize neighborhoods. They improve housing
quality and supply and act as catalysts for broader community revitalization.
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Housing Credit apartment construction is a key part of our national economy's vital
residential construction sector, annually generating 70,000 jobs, $1.8 billion in wages,
and $700 million in tax revenue. ’

Madame Chairman, we respect the Committee’s concern in asking for the
GAO study. We hope it reassures you regarding those concerns. We pledge to you
our full expertise and energies to help this Committee shape any changes it deems
necessary to Housing Credit administration.

To that end, without press release or fanfare, last fall NCSHA assembled the
informal Housing Credit Commission I have mentioned. It includes
representatives of all sectors of the Housing Credit community from all over the
nation. All of its members are Housing Credit experts. The Commission includes
state allocating agencies, private home builders, nonprofit developers, Housing
Credit syndicators, urban experts, accountants, and attorneys. I chair that
Commission. A list of its members is attached to my testimony for your reference.

The Commission’s purpose is to recommend any legislative or regulatory
changes it thinks necessary to strengthen Housing Credit administration and
oversight, based on the five principles Congress has already embedded in it:

o state, not federal, administration;

» private sector discipline;

* targeting to low income and area needs;

¢ assured compliance; and

¢ maximum practical safeguards to maintain program integrity.

From the beginning, the Commission has offered itself to the Ways and
Means Committee in any way it can be helpful to assure that whatever additional
safeguards you desire in the Housing Credit be made workable and effective. It is
available to the Committee for “one stop shopping,” if you want Housing Credit

community-wide reaction and advice regarding proposals the Committee may
consider regarding the Credit.
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The Commission has met four times. During each of those all-day sessions, it
discussed both recommendations it might make to Congress to improve the
Housing Credit and answers to attacks which might be made on any of the five
values | have enumerated above. For example, we discussed responses to any
proposal to substitute federal bureaucratic judgment for the state and local decisions
Congress intended in the Housing Credit. We discussed rebuttals to any proposal to
reduce the private sector discipline now an integral part of the program or to reduce
any of the program compliance and integrity safeguards Congress has already
enacted.

The Commission reviewed the GAO report and its recommendations after
their release. We have formulated additional proposals for you to consider to
strengthen Housing Credit enforcement, oversight, and compliance monitoring.
Our proposals go beyond those recommended by GAO. 1 have attached to this
testimony a copy of the letter the Commission has sent to you, Madame Chairman,
summarizing the changes in Housing Credit law and regulation we suggest this
Committee consider, including those the GAO recommends.

Some of these recommendations may require legislation. Others, including
those in the GAO report, may be implemented by regulation.

A third area of the Commission's report to you deals with actions the states
and the private sector are undertaking in important areas in which further
legislation or regulation is neither needed nor useful. These actions are designed to
reduce the paperwork burdens the Housing \Credit currently involves. Those
changes will reduce costs and enhance the opportunity for smaller developers to
participate more broadly in Housing Credit production. Examples include efforts we
plan with the private sector to make compliance, cost certification, and other
documents and procedures more uniform and streamlined among states and to
simplify and improve Internal Revenue Service compliance procedures to make
them more effective.

And the states pledge to continue our efforts, which the GAO so often
favorably cited in its report, to develop best practices for the states to follow in
administering the Housing Credit. Through NCSHA, three separate task forces of
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state credit allocators from across the nation have formulated more than 30 such
“"best practices” since 1992.

We believe best practice development and simplification of Housing Credit
procedures are best undertaken by the states, working, where appropriate, with the
private sector. We invite Congressional review of our work, such as the GAO
report has accomplished. The spirit of devolution which led Congress to entrust
Housing Credit administration to state governments in the first place recognized the
complexity and differences in housing development among the many parts of the
country, including your own states. The Housing Credit process needs to be allowed
to respond appropriately to those needs, and ought not be frozen in statute or
regulation where the states show they can do the job themselves.

In summary, Madame Chairman, state housing -agencies and NCSHA's
Housing Credit Commission are committed to work with Congress in developing
any legislative and regulatory changes Congress wants to consider. We want to offer
you our advice, based on our ten-year experience with the Credit, to make such
changes as effective and workable as Congress intends. We will also ask Congress to
reject proposals which are counterproductive to creating the desperately needed low
income rental supplies the Housing Credit was created to encourage or which
interfere with the extraordinarily effective reliance on state judgments about local
housing needs Congress intended in creating the Housing Credit.

Particularly in light of the strong bill of health the GAO report gives the
Housing Credit, however, we urge that any changes be made only with considerable

cause, deliberation, and caution.

Madame Chairman, [ welcome your questions.

e —

Chairman JOHNSON. Thank you very much. Thank you for your
helri) as we've been working through this subject for the last year,
and we appreciate your testimony today, and look forward to work-
in% with you as we improve this legislation.

was very surprised at the GAO report’s data that two thirds of
the households in Tax Code properties were one- or two-person
households.

Do you have an explanation for that?

Mr. LOGUE. I think the information suggests that that's where
the market is and where the need is. And certainly market analy-
ses that have been performed at the State level suggest that one-
and two-person households—and I think even national statistics
show this—represent about 60 percent of the households that are
low and moderate income and eligible for this type of a program.

So it’s not surprising that the size of units and the house%:olds
that would be occupying them would be of that nature. We in
Michigan typically find a lot of our developments are occupied by
single parents with children who may be in a situation where their
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income isn't sufficient to support the type of housing that’s other-
wise available.

Chairman JOHNSON. I guess I wonder whether that is really
where the need is. I mean, we’d have to look back to the State
plans and see where their priorities are, or whether this is where
the market is. This is the kind of project the market would like to
build because it's easy to manage: a combination of adults and
older people, and then in order to qualify, a few families.

So I really need to know, and I'd be interested in knowing wheth-
er States really don’t have affordable family housing at the top of
their priority list, or whether they do, but they can’t get projects
to come forward that are primarily family units.

I mean, it's harder to run family housing. No question about it.
It's harder to manage it. You want to manage it over 10 years and
getl;l tdax credits and so on. Is this just not a deal that syndicators
will do?

Mr. LOGUE. I don’t think that’s the case in general. I think cer-
tainly in Michigan we give highest priority to projects that serve
larger families in our allocation system. So projects that come in
with a number of units allocated or designed for large families
would get a higher point score in that category than any other com-
peting project.

I think the other information we need to look at is what is most
recently happening in the credit program with regard to those
types of priorities. The data the GAO used is from a period of time,
3 to 5 years ago.

Chairman JOHNSON. Right.

Mr. LOGUE. And I think that you will see in many of the State
allocation plans, which have developed over time, which have more
definitively targeted and identified the need, have made efforts to
give priority to projects that have larger families.

Chairman JOHNSON. Is it fair to say, Mr. Logue, that actually the
State plans have become more precise and targeted in the last 3

ears?
y Mr. LOGUE. I don't think there’s any question about it. I think
they get better every year.

Chairman JOHNSON. I think we do need better information on
the relationship between the States’ top three priorities. What's
their top priority, their second top priority, and the third top prior-
ity, and what kind of units are we building in this program? If you
would help us with that, I'd appreciate it.

Mr. LOGUE. We’d be happy to do that.

[The following was subsequently received:]
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“Nuatword
~ Council of

State
Housing
Agencies
April 21, 1997

The Honorable Nancy L. Johnson

Chairman, Committee on Ways and Means
Oversight Subcommittee

U.S. House of Representatives

1136 Longworth House Office Building

Washington, D.C. 20515-6350

Dear Madame Chairman:

When Ways and Means Committee Chairman Archer asked the
General Accounting Office (GAO) to study the Low Income Housing Tax
Credit (Housing Credit), he asked it to report on the following issues:

e how efficiently the Internal Revenue Service (the Service) is
administering and monitoring it;

e what controls exist at the state level to ensure that the Credit is
applied as Congress intended and that costs are reasonable;

» what controls exist to ensure that states do not allocate more Credit
than they have available to allocate;

¢ whether those residing in the Housing Credit apartments fit the
characteristics of the individuals and families for whom Congress
created the program; and

» such other issues as might arise during the course of the GAQO's
study.

Now the GAO has finished its work. You are holding Oversight

Subcommittee hearings on whether changes should be made to the Housing
Credit to improve its oversight, enforcement, and compliance.

444 North Capitol Streer, NW, Suite 438 Washington, DC 20001 (202)624-7710 FAX {202)624-5899

-
y
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The National Council of State Housing Agencies (NCSHA), which
represents all the state agencies which administer the Housing Credit, wants
to help you in any way we can. To that end, without press release or fanfare,
last fall we assembled an informal commission. Its members are all Housing
Credit experts. They are from all across the country. They are representative
of every sector of the Housing Credit community, including state allocating
agencies, private home builders, nonprofit developers, Housing Credit
syndicators, urban experts, accountants, and attorneys.

The Commission's purpose is to recommend any legislative or
regulatory changes it thinks necessary to strengthen the Housing Credit's
effectiveness, based on five principles Congress has already embedded in it:

* state, not federal, administration;

e private sector discipline;

* targeting to low income and area needs;

* assured compliance; and

* maximum practical safeguards to maintain program integrity.

From the beginning, the Commission has offered itself to the Ways
and Means Committee to help assure that any additional safeguards the
Congress desires are as workable and effective as Congress intends them to be.

The Commission has met four times. During those day-long sessions,
it discussed recommendations it might make to Congress to improve the
Housing Credit and rebuttals to attacks which might be made on any of the
five values enumerated above.

On the improvement side, we discussed a number of possible
expansions of the Housing Credit. We also discussed responses to proposals
which might be made to the Congress: (i) to substitute federal bureaucratic
judgment for the state and local decisions Congress intended in the Housing
Credit; (ii) to reduce the private sector performance and cost discipline now
an integral part of the program; or (iii) to change the program's low income
targeting or safeguards to program compliance and integrity Congress has
already enacted.

Naturally, every member of the Commission would like to see the
Housing Credit expanded, so it could do more good than present decade-old

- constraints permit. Though each of us might have some separate proposal to
make in that direction, all of us agree that the $1.25 per capita cap on the
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Credit set in 1986 is being significantly annually devalued by ordinary cost
increases and should be amended to reflect past and future inflation. In fact,
inflation has cut the purchasing power of the Credit dollar by nearly 45
percent since 1986.

Yet, as vital as we consider this and other expansions of the Housing
Credit to be, we recognize that the current Ways and Means Housing Credit
review is not the place to press them. Therefore, we have resolved to limit
our recommendations to those designed to advance the Ways and Means
Committee's present purpose of improving Housing Credit oversight,
enforcement, and compliance. To that end, the Commission unanimously
suggests the following.

¢ We agree with the thrust of the four recommendations the GAO
has made regarding Housing Credit administration. We note,
however, that all four relate to matters of regulation, rather than
Jegislation. We will be happy to work with the Service, as we
traditionally have on Housing Credit regulation, and with you
regarding any legislation you believe is needed to authorize those
regulations.

* Specifically, with regard to independent verification by state
agencies of developer information on sources and uses of funds, the
Commission suggests that state agencies be permitted to establish in
their Housing Credit allocation plans alternative, less expensive
cost verification procedures for appropriately small properties, since
those procedures involve a cost which represents 2 much greater
proportion of total project costs in small developments than in
larger ones.

e We also note that the Office of Management and Budget has
suggested that legislation to authorize the Service to establish an
audit procedure may be more appropriate than extension of the
Single Audit Act for that purpose. The Housing Credit is unique in
many regards, and the audit procedure applicable to it should take
that into account. Should the Committee decide to authorize the
Service to implement an audit procedure by regulation, similar to
that under the Single Audit Act, we suggest that the Service, in
consultation with the state allocating agencies, design those audits
and coordinate them with audits undertaken under the Single
Audit Act, to minimize the burden on the states.

In addition to the recommendations the GAO has made, the
- Commission - suggests the Committee consider the following
recommendations.
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Stengthening Housing Credit Ent

Administration and enforcement of Housing Credit requirements are
shared responsibilities of the federal government and state allocating
agencies. Yet, even though receiving an allocation of Housing Credits is not
an entitlement, Credit allocation and compliance monitoring in each state
must proceed without full knowledge of concerns the federal government
and even other states may have about certain Housing Credit applicants or
even what action the Service has taken on cases of noncompliance a state has
reported to it.

States are often inhibited from sharing compliance or other concerns
about individual applicants by threat of lawsuits, which, even though the
state prevails at an early stage, are enormously expensive and time
consuming for the state.

We suggest the following recommendations to reduce batriers to
Housing Credit enforcement and compliance:

Recommendation 1: Authorize the Service to share information with state
agencies about Housing Credit noncompliance, including notification of
Service action on state notices of noncompliance (Form 8823), developers in
substantial noncompliance, advanced investigative proceedings, and those
from whom Credits have been recaptured.

Discussion: The Service's current interpretation of disclosure laws apparently
prohibits them from sharing compliance information with state agencies,
because such information is considered "taxpayer information." This
interpretation prevents the Service from providing feedback to state agencies
on actions it takes in response to state reported noncompliance, including
whether owner corrections have been accepted by the Service, whether
Credits have been recaptured, whether more frequent or intense state
inspections of particular properties are warranted, or whether the agency
even needs to continue monitoring a building. The Service does not even
advise states of advanced investigative proceedings which, if known, could
alert states to cases in which special diligence may be required.

Recommendation 2: Make it a federal crime to knowingly make false
material statements or representations or knowingly falsify material
information on any documents relating to a Housing Credit application.

Discussion: Though some states require Housing Credit applications to be
- signed under penalty of perjury, the offense is rarely prosecuted and may not
carry penalties’ appropriate to fraud of this nature. In addition, Service
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sanctions which deny Housing Credits or impose other penalties on investors
to whom the Credit was sold may result in punishment of the innocent
investors, rather than the dishonest parties.

Recommendation 3: Provide state allocating agencies with appropriate
immunity from lawsuit for sharing Housing Credit allocation, compliance,
and enforcement information they reasonably believe is true with other state
allocating agencies and the Service.

Discussion: Ours is a litigious society. The threat of unmerited, expensive,
and time consuming lawsuits discourages state housing allocators from
sharing information which they reasonably believe to be true about Housing
Credit participants with other states, even though that information, if shared,
would lead to appropriately increased diligence by the receiving state in
allocation and compliance matters. Congress should consider providing
limited immunity from suit where states share information they reasonably
believe to be true about participants in the Housing Credit process.

Recommendation 4: Require that state allocating agencies make a compliance
visit to the site of each Housing Credit development within one year of
issuance of Form 8609 (final Credit award) and at least once every three years
thereafter.

Discussion: The 1990 Tax Act requires state allocating agencies to monitor all
Housing Credit properties for compliance. Service regulations permit states
to select one of three monitoring options, only one of which requires site
visits.

NCSHA has long suggested that all state agencies visit property sites on
a regular basis. In 1993, an NCSHA task force recommended that allocating
agencies visit each Housing Credit development within one year of its
completion and at least once every three years thereafter. (GAO found that 39
of the allocating agencies have already selected the Service's monitoring
aption requiring site visits.)

Recommendation 5: Direct the Service to amend its compliance monitoring
regulations to clearly define distinct classes of noncompliance, including
those which could potentially trigger recapture or loss of Housing Credits and
those which, if timely and reasonably corrected, would not; to clarify that
certain types of noncompliance, either because they are de minimis and are
corrected promptly, need not be reported to the Service; and to provide states
guidance on correction of noncompliance.

- Discussion: The Service requires state agencies to report all instances of
noncompliance, regardless of severity or possibility of triggering Credit
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recapture or loss. In practice, this requirement imposes a significant
administrative burden both on the state agencies to complete and the Service
to process a large number of forms reporting conditions that may not
materially affect a property, and that often have been corrected by the owner
before the Service is notified. The volume of these required reports makes it
difficult for the Service to quickly identify and pursue serious cases of
noncompliance, and produces unnecessary harassment of owners for often
technical, previously corrected compliance matters.

Service compliance regulations require states to inform the Service
whether the noncompliance has been corrected, but provide no definition to
the state allocating agencies as to what types of corrective actions can be taken
in specific noncompliance circumstances, including: (i) inadvertent or
mistaken rent overcharges; (ii) inadequate income documentation for current
tenants; (iii) inadequate income documentation for former tenants; and (iv)
late recertification or income verifications. The regulations also do not
consider whether particular types of noncompliance are so technical or
minimal in nature that they can be corrected and need not reported on Form
8823, or whether particular types of noncompliance must be reported, either
because of their severity, their duration, or the extent of owner misconduct.

Recommendation 6: Direct the Service to amend its compliance monitoring
regulations to permit states to establish in their allocation plans a safe-harbor
cure period for small or inadvertent errors of noncompliance corrected
within a reasonable period as determined by the state agency.

Discussion: The legislative history of the Housing Credit implies that owners
who make small or inadvertent errors of noncompliance may cure them
without penalty if they do so within a 'reasonable period’ after the owner
becomes aware of a problem (either through its own efforts or as a result of
notification from the state allocating agency). The vague phrase ‘reasonable
period' has never been interpreted by the Service, leaving agencies ill
equipped to enforce cures and owners at risk of later Service objection to the
correction.

Recommendation 7: Direct the Service to waive the annual tenant income
recertification requirement for a Housing Credit property, if the owner
certifies to the state agency that the building is occupied entirely by low
income tenants and the state agency verifies the low income status of a
percentage of the tenants by reviewing rent records, income certifications, and
supporting documentation in accordance with the Service's monitoring
requirements. ’

- Discussion: In 1993, Congress authorized the Service to waive tenant income
recertification ih Housing Credit buildings occupied entirely by qualified low
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income tenants. The Service issued a revenue procedure implementing this
provision in 1994. That procedure is unworkable, however, because it
requires owners to obtain a statement from the state agency documenting that
"each residential rental unit in the building was a low-income unit at the end
of the most recent credit period.” The Service only requires state agencies to
review a percentage of project files in their routine compliance monitoring
reviews, however, and so should not require review of all tenants as a
condition for receiving a waiver.

Recommendation 8: Direct the Treasury to amend its post-transfer
compliance bond procedures to: (i) allow alternate methods of security such
as letters of credit, and (ii) permit buyers instead of sellers to post security.

Discussion: Mindful of abuses of previous tax-oriented programs and fearing
the possibility of ownership transfers followed by noncompliance, Congress
wanted to insure that the buyers of Housing Credit properties would be at risk
of meaningful financial loss for noncompliance. It expressed this protection
in a post-transfer compliance procedure, mandating that the seller retains
financial liability and secure it by posting a surety bond. Once a property is
transferred, however, it is the buyer, not the selier, who is responsible for
compliance and therefore should bear the financial responsibility for it.

In addition, as a practical matter surety bonds are available principally
to large corporations; to date no Housing Credit surety bonds have been
issued to any other entity. By contrast, letters of credit are available to
individuals and to smaller corporations. They are every bit as financially
sound as surety bonds (and in some aspects easier to liquidate than bonds).
Thus, expanding the permissible post-transfer security to include letters of
credit would not diminish the federal government's protection. Expanding
the pool of potential post-transfer buyers would also strengthen the secondary
market for Housing Credits, in turn strengthening the portfolio by giving
states greater ability to bring in new ownership and management in
properties requiring recapitalization. '

Providing for D ion of State Exercise of Discrati

Recommendation 9: Require state agencies to document and make available
to the public their reasons for exercising the discretion permitted in their
allocation plans in making Housing Credit allocations.

Discussion: The Housing Credit program requires that states allocate Housing
Credits pursuant to a qualified allocation plan, adopted after public hearings.
Plans may allow for discretionary actions in Credit allocation to meet state
- housing needs.. These discretionary actions should be documented by the
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state allocating agency when they are exercised. That documentation should
be made available to the public.

Providing for Housing Credit Carryf I

Recommendation 10: Amend the Housing Credit statute to allow state
allocating agencies to allocate their carryforward- and national pool Credits
before their per capita and returned Credits.

Discussion: Each state receives annual Housing Credit authority of $1.25 per
resident. In the 1990 Tax Act, states were given the authority to carry forward
their unused per capita and returned Housing Credits for allocation in the
next calendar year. Any Housing Credits a state carries forward, but does not
use by the end of the second year, revert to a national pool and are
redistributed to states which use all their available Credit in the prior year.

Before the carryforward provision, states were required to use all per
capita and returned Credits within the calendar year or lose them. There was
no national pool. The purpose of the carryforward change was to give states
24 months to allocate their per capita and returned Housing Credits and
remove the "use it or lose it" pressure some states might feel at year-end.
However, due to the way the provision was drafted, states must use all of
their current wyear per capita and returned Housing Credits to avoid the loss of
carryforward Credits to the national pool or pool Credits from the program
altogether. This effectively creates an every-other-year carryforward and does
not give states a full 24 months to allocate their per capita and returned
Credits as Congress intended.

In 1993, the Chairman of the Ways and Means Committee wrote the
Treasury that Congress did not intend this outcome in creating the national
pool legislation and suggested the Service change its regulation to reflect the
efficient system Congress intended. The Service responded that it agreed the
Congressional intent was not served by the outcome the Service had
imposed, but suggested a change in statutory language is required to permit
the desired regulatory outcome.

Conclusion

We are prepared as a Housing Credit community to craft these and any
other workable and effective changes you believe will meet Chairman
Archer's goals, which we all share, of strengthening state administration,
compliance, and oversight of the Housing Credit.
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We will also continue to work as a community to strengthen areas of
the Housing Credit program in which no further legislation or regulation is
necessary or useful, such as reducing paperwork burdens, streamlining agency
requirements, reducing costs, and enhancing the opportunity for smaller
developers to participate more broadly in Housing Credit development.” We
are beginning work immediately, for example, to make compliance and cost
certification documents and procedures more uniform among the states.

We believe strongly, however, given the strong bill of health that the
GAO report actually gives the Housing Credit, that any changes should be
made only with considerable cause, deliberation, and caution. And, in the
words of President Reagan, who signed the Housing Credit into law: “If it
ain't broke, don't fix it.”

On behalf of the
Housing Credit Commission,

James L. Logue, Il
Chairman

e

Chairman JOHNSON. Then what is the range of application fees
among States that developers have to pay to a State industry. And
what does the developer get?

Mr. LOGUE. Application fees, I believe, are fairly consistent
across the country. I'll give you ours, which I think is fairly typical.
At the start of our process, we charge, I think, a relatively modest
$100 plus $5 per unit, and the maximum is $850. That’s basically
to do the initial review of the project.

And that, I can tell you, probably does not even cover the costs
we incur in reviewing and analyzing a project through the alloca-
tion process.

Once a project has received an allocation, we generally stage fee
payments through the final allocation process, and those generally
are computed as a percentage of 1 year’s worth of credit—and it’s
a total of 4 percent of 1 year’s worth of credit, 2 percent at the ini-
tial, and 2 percent at the final.

Chairman JOHNSON. Does that about cover your costs then for
the follow-on parts of the application process?

Mr. LOGUE. It covers the costs we have in the initial process of
allocation. That does not cover compliance monitoring, long-term
compliance monitoring. We charge a separate, one-time fee for that
of $175 per credit unit.

I am certain that will not be sufficient to cover the costs we will
incur over the low-income occupancy required period for compliance
monitoring. We do not look at the grogram as a——

Chairman JOHNSON. A cash cow?

Mr. LOGUE [continuing]. As a cash cow for certain. Especially
given the level of training we are providing now at low or no cost
to the managers and owners of our properties for compliance mon-
itoring. We have flown in at our expense national experts on com-
pliance monitoring to give seminars to all of the managers and
owners of our projects, and do that on a regular basis.
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And I know that those costs are probably now getting in excess
of fees we collect to administer the program.

Chairman JOHNSON. That’s very interesting. It’s also true that
the National Council of State Housing Agencies has made rec-
ommendations about developer fees and building fees and consult-
ant and professional fees. And these are often exceeded.

Do you think we need to be tougher? Do you think those need
to be in law?

Mr. LoGUE. I would suggest they do not. I think if you look,
again, at the averages, and if you look even back at the cost of the
overall program, the total development costs of projects financed
with the housing credit you’'ll see that they’re about $60,000.

If you look at comparable market rental units, the National
Home Builders projects those costs, the average cost at about
$82,000, and interestingly, new public housing units have an aver-
age cost of about $83,000.

So we're about 40 percent below market rental housing. We're
similarly about 40 percent below newly constructed public housing.
So in the context of overall costs, of which developer and builder
fees are part of that cost, I would say we are quite in line. In fact,
much more efficient in that regard in the question of costs which
include development fees.

Chairman JOHNSON. One last question. I was surprised, actually,
that not all the State agencies required good marrﬁet studies. We
are, in my part of the country, running into a surplus of affordable
rental housing, even to the extent where there is some effort to re-
duce public housing units.

To what do you attribute the lack of interest in good market
studies?

Mr. LOGUE. Well, again, I think in the GAO analysis, they found
that virtually all States perform some market analysis, that there
was a range of ways in which States approached market analysis.
I think virtually all States do require some form of market analy-
sis, whether it is an independent, project specific market analysis
commissioned by the agency, or the submission of market data by
the developer which is then reviewed b{ the agency.

Market is one of the key responsibilities allocating agencies be-
lieve they have to perform. And to the extent that there is greater
need to do that or need for greater refinement, I think that is a
concern we can address within the industry, within the allocating
agency community.

And I don’t think there is any disagreement from any State
agency that market analysis is a key and critical part of the re-
sponsibility of the allocating agency.

Chairman JOHNSON. Thank you. Mr. Coyne.

Mr. CoyYNE. Thank you, Madam Chairman. Mr. Logue, in your
testimony you indicate that the Council generally supports the rec-
ommendations for improved administrative oversight of the pro-
gram by the IRS and the States.

What specific types of low-income housing tax credit information
do you propose that the IRS obtain from the parties involved that
they’re not currently receiving?

Mr. LoGUE. I do not believe it’s a matter of the information that
they obtain. I think it’s a matter of how we can work more effec-
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tively and efficiently with the IRS in sharing some of that informa-
tion.

We have had excellent relationships with the IRS staff in work-
ing with this program over the 10 years it’s been in existence. We
have had some issues which they believe they cannot address the
way we would like to because of matters of confidentiality for the
taxpayer, which then puts us in the position as the parties respon-
sible for monitoring compliance of the projects in our States, of
often not knowing the outcome, for instance, of information we
have sent to the IRS with regard to compliance problems we have
identified, because IRS is unable to share with us the outcomes or
even what actions they are taking.

I think it is a process problem. If we could find a resolution it
would be helpful in sharing information back and forth.

To the extent that there is other information the IRS would find
of value that they don’t currently get, I think from the perspective
of allocations and compliance monitoring they get quite a good bit
of information, both in how much credit we allocate to a project,
how much credit we allocate on an annual basis, statewide, and,
again, compliance monitoring problems and issues we find.

I think it’s the communication back and forth that could be im-
proved and that would improve the overall program, taking into ac-
count the constraints they have right now on sharing that informa-
tion.

Mr. CoYNE. Do you have any proposals for smaller developments,
any more information that you would want relative to smaller de-
velopments?

Mr. LoGUE. I think smaller developments are projects we have
to look at very carefully in any kind of administrative oversight re-
form, because they are uniquely unable to bear high cost compli-
ance requirements.

And I think States have done a good job in trying, for instance,
in the area of cost verification, final cost verification, of looking at
smaller projects in a different way than they would larger projects,
recognizing they could not bear the cost of a $5,000 or $6,000 cost
certification at the end of a development process. It just would be
infeasible.

A look at alternative ways to deal with smaller developers and
developments is important so that the administrative burdens don’t
become so weighty that they can’t afford to do it.

Mr. COYNE. So you don’t have any recommendations that the IRS
should independently verify any information?

Mr. LOGUE. No. I would recommend that there are certain things
that States, as contained in the GAO report, could have more for-
mal cause verification procedures for, and that the appropriate
place for that process would be at the State level.

Mr. CoyNE. What do States contribute to this program relative
to the Federal Government? That’s the first part of the question,
and could you tell us what your agency’s budget is for selection and
compliance of credit projects, less the fees you take in related to
project applications and the title?

Mr. LOGUE. Let me try and start with the first part of the ques-
tion, what the agencies contribute to the Federal process. I think,
again, as I noted in my comments, this is a unique Federal-State
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relationship. When you consider that the staff—and I used to work
at HUD in Washington, so I'm familiar with the Federal housing
bureaucracy. When you look at the level of administrative support
for HUD housing programs, and look then at Federal oversight of
this program, you're really talking about the IRS in the context of
the Federal involvement in the process—which I think is a positive
attribute of the program.

The States have the primary responsibility for carrying out the
allocation and administration of the process with IRS oversight and
IRS ability to enforce sanctions when compliance with the tax cred-
it requirements is not followed.

I think States are able since the resources are used locally to
meet local State needs, it is a much more effectively used resource
as a result of that. It's closer to meeting the needs in the State and
in the various localities within the State.

So I think overall, from any which way you looked at it, it’s a
much more effective and efficient way to handle Federal programs
than what we might consider the common or typical process of Fed-
eral management and bureaucracy.

I think the States add a tremendous amount to it, and I think
as the GAO report shows, States have taken the role they've been
given very seriously, and while I'm a firm believer in continuous
improvement in every program—we can certainly continue to im-
prove this program overall—I think we've found this to be a very
effective and efficient and well regulated and overseen program.

Now, the second part dealing with the costs to my agency?

Mr. COYNE. Yes.

Mr. LoGUE. As I said, we do charge what amounts to about—for
any project that receives credit allocation, an amount equal to
about 4 percent of 1 year’s credit for that project.

With that, we have a staff in my agency of about ten people who
work specifically on the housing credit program. Some of them deal
with compliance monitoring. Others oversee the allocation process.

We do our site visits through that office. On the basis of the reve-
nue we take in, and, again, this does not include compliance mon-
itoring, but the revenue we take in through the fees versus our
overhead and direct costs, we are at about break even.

The total amount? I will get you the specific figures. I want to
say it’s probably in the vicinity of about $350,000 a year.

Mr. LoGUE. But that includes costs you wouldn’t normally con-
sider, for instance, in a normal administrative process. We,
through, for instance, our qualified allocation plan, we must hold
public hearings every time we change the plan.

The cost of just publishing the notices for a public hearing can
run into the $5,000 or $6,000 or $7,000 range, and that’s a regular,
ongoing cost we have.

But I can assure you, we are just about, on the allocation side,
at about break even.

Mr. COoYNE. You had put ten additional recommendations in the
back of your testimony. And one of them was increasing the $1.25
per capital cap, which started at the beginning of the program. Do
you have any idea what an appropriate cap would be, or would you
like to say what an appropriate cap would be?
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Mr. LoGUE. I would probably rather defer that. I don’t think we
as an organization have come up with a specific recommendation
on what an appropriate cap should be. And we are cognizant that
that is really not the topic for your consideration at this point.

But we do propose that the cap, just through inflation, has been
eroded over time, 10 years’ worth of time, and that its value today
is not what it was 10 years ago, and that as other aspects of the
Tax Code are indexed for inflation, indexing the tax credit for infla-
tion or some other mechanism for recognizing its eroding value
over time would be Erobably a place to start.

Mr. CoYNE. Thank you very much.

Chairman JOHNSON. Thank you. Mr. Portman has yielded to Mr.
Hulshof, who must leave.

Mr. HULsHOF. Thank you, Madam Chairman. Thank you, Mr.
Portman.

Mr. Logue, I think each one of us could probably supply some an-
ecdotal evidence of onsite visits that we've done. I've certainly been
extraordinarily impressed with some of the low-income housing de-
velopments that have worked, I believe, in the Ninth Congressional
District of Missouri.

It seems that we have a lot of single-parent families with chil-
dren, and some of the amenities that were talked about with GAO,
some of those amenities often provide additional safety features
and things like that.

So I've been impressed. But I do have a couple of questions. Ear-
lier with the GAS panel I did ask this question, and I know you
were here, and I would like to ask your comment as well.

Mr. White talked about the discretion that has been provided to
the States, and while they don’t talk about an abuse of discretion,
he did indicate in his testimony, the lack of documentation, and
that this might be a way to close a loophole, if you will.

What comments would you have to that recommended by GAO?

Mr. LOGUE. We would concur with the position that discretion
should be used only in a way that is consistent with the plan. Dis-
cretion is typically the ability for an allocating agency to have some
discretion in decisions. It should be a formal part of the plan sub-
ject to public comment.

We believe that the exercise of any discretion, and, in fact, we
recommend, our Commission recommends, that discretionary prac-
tices on the part of allocating agencies should be a matter available
to the public, that there be clear reasons and rationales for the ex-
ercise of such discretion, and that it should be done in the full light
of an open process.

But we do believe that discretion is a vital component to have in
our process. It is a complicated program. It is an evolving program.
The needs of each State evolve from year to year.

So the ability to assure that we, for administrative straightjacket
reasons, are not able to make good and appropriate decisions on
specific cases that are meritorious would be a harm to the program.

Mr. HULSHOF. I agree that a one-size-fits-all probably is not the
direction in which we want to go. The last question witl}; an accom-
panying comment, in that same earlier panel, Mr. Tanner inquired
about the affordability of low-income housing in rural area across
the country.
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And I note that in your recommendations as far as strengthening
the enforcement mechanisms, what I am about to ask you about
wasn’t in there. So I preface my question with that. I think per-
haps you know Mr. Gross, Richard Gross from our State.

Mr. LOGUE. He’s a close friend and a great director.

Mr. HULsSHOF. And I think that he also provided you in advance
a copy of a letter that he sent to me. There is a perceived problem,
and I'd like to get your comment as president of the association,
that the low-income housing tax credit is unable to assist in the de-
velopment of affordable housing in many rural communities, not
only in Missouri, but nationally, says Mr. Gross, because median
incomes in rural counties and the corresponding rents are too low
financially to support a development.

And he suggests that perhaps statutory changes should be made
to the program to allow housing finance agencies to use a statewide
average median family income as opposed to a rural median family
income, which in the State of Missouri’s instance, I think, goes
from about approximately $32,000 is the rural median income to
almost $42,000 for the statewide, which is a $10,000 difference.

Do you have, as president of the association, a recommendation
regarding that problem and possible solution?

Mr. LoGUE. We have discussed this with our tax credit commis-
sion, and I think even though it wasn’t quite in line with the spe-
cific issues we were addressing here today, it was discussed, and
I think that it's safe to say that there is a general recognition of
the problem, particularly in those States that have rural areas that
present the same problem that Missouri has.

And I think we would be very supportive of any changes that
would accommodate that particular problem in a legislative format.

Mr. HuLsHOF. OK. Thank you, Madam Chairman.

Chairman JOHNSON. Thank you.

Mr. Portman.

Mr. PorTMAN. Thank you, Madam Chairman. Mr. Logue, thanks
for all your comments. I had to miss some of your testimony. I
apologize for that, but I've been looking through it, and certainly
can’t argue with the general principles of your group, that you now
are president of the council and also your commission’s work has
been very helpful, as we work through this. I know you’re going to
work with us, if there’s an appropriate legislative response, and
certainly on the regulatory side.

You also were at HUD, as Deputy Assistant Secretary, I saw, in
the Bush administration, so you've seen other Federal programs in
the housing area. So I've got to give you a chance to respond to
what GAO probably didn’t respond to in a way that was satisfac-
tory to you, because they were focused more on the compliance
issues.

And that is how do you justify the cost differential, just that lit-
tle calculation I did, which simply relates to the GAO numbers of
a $453 per month average rent under the program, versus $555 per
month, figuring that out over a year period of time, multiplying it
by the 15-year period, and you get about an $18,000 value of the
rent subsidy. And that’s a zero discount rate, just $18,000.

And then the credit, the average credit subsidy, and we know it
can go far higher, and sometimes lower, but the average credit sub-
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sidy is $27,300. GAO gives a couple of thoughts. They said that it
was difficult to compare because of the overlapping programs,
which I suppose there’s some legitimacy to that. But we're really
focused on this program today.

And if there are other subsidies, maybe it even exacerbates the
disparity. They talked about transaction costs, which is fine. But
again, that shouldn’t be our concern. And you've talked, in response
to Mr. Coyne’s questions about the transaction costs. And you've
said that your fees, for example, don’t even cover your costs on the
application side. You said you about break even on the fees here.

Then they mentioned that public housing that was done under
the credit they thought was better managed, and, finally, that it
tends to be newer construction. What can you add to that? I know
you feel strongly, you're a big booster of the program.

Mr. LoGUE. Certainly if the question is, is the Federal Govern-
ment getting value out of the tax credit, I would say unequivocally
yes. Because the value can’t only be determined in comparing what
is effectively a new construction capital program, which the tax
credit is, to a program such as section 8 vouchers and certificates,
which is a rental subsidy program, which doesn’t really attack at
all the problem that the tax credit was primarily targeted for, the
development of new, affordable rental units in areas where afford-
able rental units are needed, and do not now exist.

So we've got to start off with the premise that these are, again,
looking at the only other comparable rental assistance program out
there today, which is the section 8 voucher and certificate program,
meeting different needs.

Mr. PORTMAN. Take off your HUD parameters, and just look at
it in terms of the perfect world. Because this is a rare opportunity
here. We have this report. This Subcommittee is going to look at
the whole program and come up with the blue sky solution. I mean,
take that §9,000, $10,000.

And you talk a lot in here about giving it to the States rather
than the Feds, and all the red tape and bureaucracy. I'm very in-
terested in that approach. I think the private-sector discipline is
great, the targeting and all that.

But to the extent there is a big subsidy here that exceeds per-.
haps some of the other Federal programs even, if you compare it
to section 8 or public housing construction, then why not give that
money either to the individuals or to the States? Why connect it
to the tax credit, through the developers through the fees? Why
not, if we can get more bang for the buck by giving you the money
directly, as we do in so many other Federal programs now, let you

o out and decide what your needs are in your communities. Hope-
lly you would then put it down to the community level in Detroit
and other places.

Mr. LoGUE. Which we do.

Mr. PORTMAN. But why not go that route?

Mr. LoGguE. I think we have to start with the underlying
premise, and I think the example you used, looking at the credit
and the cost to the program over a 10- or 15-year period.

Mr. PORTMAN. Fifteen-year period we used.

Mr. LoGUE. That may be I think the appropriate thing to look
at as far as the tax credit is concerned, is the real extended——the
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low-income use for that project, which nearly always is at least 30
years now, and in States like California is 55 years. And that has
not put any damper on the demand for the credit.

So from the perspective of the initial premise, I would sug-
gest——

Mr. PORTMAN. The 15-year period is not——

Mr. LOGUE. The 15-year period is not the appropriate period.

Mr. PORTMAN. Not a fair period.

Mr. LoGUE. I would say not, because all of our projects now are
at least 30 years, and many are much longer than that, as far as
how much affordability commitment they’ve given for their project.

Mr. PORTMAN. Do you feel comfortable with regard to Michigan’s
programs, that 30 years will not require additional subsidies?

Mr. LOGUE. I would be, I think, irresponsible to say that I know
what’s going to happen in 30 years with all these developments,
but I am comfortable with what we know now about the properties
we have financed with the tax credit.

They are quality projects. You talked about some of the other vir-
tues that we might look at or compare, like just giving the State
the funding as opposed to maybe involving the private sector. We
would engage the private development community with whatever
resources we had much like we do with the tax credit to develop
that housing.

We believe private ownership of housing provides a better prod-
uct, particularly rental housing. We've seen that time and time
again in comparing other Federal programs, particularly public
housing to programs like the tax credit.

The private-sector discipline, combined with the enforcement
ability that we have by virtue of this being a program administered
by the IRS or overseen by the IRS, presents a very powerful way
of making sure that the proper incentives are there to keep the de-
velopers who get the benefit of a tax credit interested and involved
in the long-term operator and ownership of these developments.

I wish when I was at HUD—when I got to HUD we were dealing
with things like the coinsurance problem, which was a disastrous
program that cost the Federal Government millions of dollars
which essentially allowed private-sector individuals to use the Fed-
eral insurance authority to do deals, and then essentially walk
away scot-free—we had the enforcement authority the IRS has over
the housing credit.

You don’t have that in the tax credit. Nobody who is investing
in a tax credit project is going to walk away if they are not in com-
pliance with the program parameters. I wish I had the enforcement
of the IRS when I was at HUD that the tax credit program has.

Mr. PORTMAN. So you like running it through the Tax Code be-
cause basically businesses are going to comply with the IRS?

Mr. LOGUE. I think so.

Mr. PORTMAN. We use the Tax Code for this and so many other
things because this is primarily a business issue.

Mr. LOGUE. It certainly is.

Mr. PORTMAN. Because the passive loss rules for individuals real-
ly aren’t that involved in that.

Mr. LoGUE. Right.
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Mr. PORTMAN. And businesses comply for the most part, because
they’re larger businesses.

Mr. LoGUE. We have found the industry’s interest in assuring
compliance, that is, the syndicators and the other investors in
these projects, in the tax credits, to be very helpful. So it’s a reci{)-
rocal relationship. They're concerned. They have their own due dili-
gence and review process to make sure that their investors are pro-
tected.

We have an independent yet comparable responsibility for mak-
ing sure as allocators that the properties are well maintained and
in compliance with the Tax Code. So you've got without any Fed-
eral bureaucracy structured around it a very powerful enforcement
mechanism for properties that are financed by this.

That’s why I have a lot of confidence in the long-term for this
program, and I think that’s why the GAO study has come out with
really a consistently well performing program.

Mr. PORTMAN. A recommendation for more bureaucracy.

Mr. LoGUE. Well, I think——

Mr. PORTMAN. Well, we just heard from the IRS, they’re going to
need to get more examiners up to speed, and have more informa-
tion coming in, more analysis, more matching of K-1s.

Mr. LOGUE. Yes. Can’t argue with that.

Mr. PORTMAN. That’s cost to the taxpayer, and it’s more bureauc-
racy, and it’s in an area where we've already got a lot of growth.

Anyway, we've probably spent too much time on the blue sky
stuff, and I know you’re a big booster of the program, and I think
you make a lot of good points. But it is an interesting opportunity
for us, although the credit is permanent, to look at does this really
make sense, or would it be better to come up with a program that
meets all the criteria that you lay out in terms of using the private
sector, the nonprofit sector, States rights and having State flexibil-
ity and so on.

Why do it through the Tax Code? Does that make any sense?
And, of course, this Subcommittee would lose jurisdiction. I guess
that’s one bad part about it. [Laughter.]

But coming down to Earth for a second, because you mentioned
something that interested me in terms of the administrative costs.
You said on some of the smaller projects there might be an argu-
ment to have fewer administrative burdens.

Do you have a recommendation in that regard? I think you said
there’s a $5,000 to $6,000 cost, typically, associated, and maybe for
a smaller project there should be some carve-out, or special provi-
sions. How would you go about that?

Mr. LOoGUE. Well, that really gets to one of the GAO rec-
ommendations. It gets to sources and uses verification, which really
is making sure that the costs that the developer represents to the
allocating agency are, in fact, real costs, both in the application
process and in the completion process.

So that, in fact, what the developer submits to the allocating
agency really reflects the true costs and they’re not padding costs
or adding costs that really are not there to get more credit.

We concur with that specific recommendation in principle, that
the GAO has made, in that independent cost verification should be
required for sources and uses of funds.
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And in the case of smaller projects, we only note that when you
get to projects—we have projects literally of one unit in our State
and I know other States do—and we’re probably talking of projects
of one to 25 units in size—there are alternative ways of, for in-
stance, certifying costs at the completion of construction to what
would be considered in the industry a formal cost certification,
which would still provide a review, but wouldn’t require the devel-
oper to pay again the $5,000 or $6,000 cost of a formal cost certifi-
cation.

There are other mechanisms. We think we have some. We’d like
to explore the opportunity for others that would provide us the
comfort level we need to make sure we're making good allocation
decisions, and yet not overburdening the small developer.

Mr. PORTMAN. Thank you.

Chairman JOHNSON. Thank you, Mr. Logue. We've talked to peo-
ple who are going to testify at the next hearing. We aren’t limiting
ourselves just to the review of the current program, which was the
task of GAO. We are interested in how one would go about making
this a more powerful program, and adjusting it so that smaller de-
velopers could take part, allow rural companies to do some of the
building in their own hometowns, which I think often isn’t the case
now.

So any ideas you have to help us with that, any changes you
think we should make in the law, or that we should suggest in the
regulations to be able to have the program deal more effectively
with small developers would be appreciated.

I just want to ask you two things in closing. Why doesn’t this
program rehab urban housing?

Mr. LoGUE. Well, that’s an interesting question, and I think the
GAO responded to that in one way. I would respond to it another
way. They basically said that rehab costs less than new construc-
tion.

I can tell you, being in housing development for almost 20 years,
that is the exception rather than the rule. Rehabilitation, particu-
larly in urban centers, other than those with unusually high intrin-
sic property values, like New York or maybe Los Angeles or San
Francisco, the cost of rehabilitation—particularly in a State like
mine, Michigan, where the housing costs are relatively low when
compared to national averages—the costs of rehabilitation often in
our experience is often much greater than new construction.

You also often end up with, in rehabilitation, if it was originally
not a residential structure, but you're converting, say, a warehouse
or some other industrial facility or a school, just staggering costs,
particularly when you don’t know what you’re getting into, and you
never know completely until you actually start construction or re-
habilitation of a facility.

Chairman JOHNSON. I'd like you and your membership to give a
little more consideration to this. I was just at the unveiling yester-
day of a rehab project in Hartford, Connecticut, and what was dif-
ferent about it as you walked through was the flexibility. They
could make a little nicety here, a little nicety there that developed
character in a way that is normally not possible under appro-
priated housing rehab programs or housing construction programs,
and really tailor the housing to the needs of the community, at the
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same time reclaiming in a very dramatic way most of a couple
block area.

So it does distress me that so little of this money is used for
rehab. I was born and raised in Chicago. When you drive around
the neighborhoods of Chicago, what we have to do is rehab.

So I would appreciate any thoughts you have on that in the time
ahead. Also why is it that it costs $83,000 on average to build pub-
lic housing units and $60,000 to build units under the tax credit
program?

Those are quite startling averages that you gave us.

Mr. LOGUE. Actually they were interesting to me. I do not know
the——

Chairman JOHNSON. Where do they come from?

Mr. LoGUE. Well, the public housing figures came from HUD.
They came from HUD. Those are HUD’s own figures.

Chairman JOHNSON. The LIHTC is from the GAO report?

Mr. LOGUE. From the GAO study.

On the question of rehab, just getting back to that for a minute,
40hpercent of the units financed with the tax credit in 1996 were
rehabs.

Chairman JOHNSON. OK. I missed that. We've had a lot of testi-
mony today saying new construction, new construction.

Mr. LOGUE. And that was for last year.

Chairman JOHNSON. That was for last year?

Mr. LOGUE. Yes.

Chairman JOHNSON. OK. Well, we'll try to get more information
about what type of rehabs those were.

Mr. LOGUE. Sure. We'd be happy to work with you en that.

Chairman JOHNSON. But, you know, the GAO said most were
new construction. Did they only mean 60 percent? OK. Thanks. I
appreciate that.

And then on the $82,000 versus $60,000?

Mr. LOGUE. I would say that I would only be speculating as to
why the public housing costs were what they are. Certainly I would
know most public housing units are located, and the type of recon-
figuration required in these mostly urban areas with probably
higher labor costs than you would find in nonurban areas. That
probably accounts for some of it.

I don’t know if there are other issues that they have to contend
with in those sites, such as environmental issues that you might
find in urban areas that might have to be dealt with.

Chairman JOHNSON. Yes. You really are fishing. I think maybe
Davis-Bacon might be a significant factor, as well.

Mr. LoGUE. I would imagine it would.

Chairman JOHNSON. It’s hard to believe 20 percent. And I think
we need to know that.

Let me just say in conclusion that I appreciate your testimony.
As you think about the discussions you've heard today, I think
we'’re all in agreement that we like a lot of what we see in the Low-
Income Housing Tax Credit Program, and that we want to respond
to some of the information that gAO has developed.

But we also want to look at in what ways could this program be
strengthened and broadened. So any ideas that you have, we do ac-
tually believe in the blue sky approach.
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Mr. LoGUE. Well, we appreciate that comment, and you have my
full assurance and ours that we will work with you on all those.
And we have ideas, some of which we’ve included in our letter to
you from the Commission.

And we’re very happy to work with you on any form of improve-
ment.

There was one point that the GAO made that if I had just a
minute, maybe I could help clarify, as far as the so-called lost cred-
it that I think was discussed when GAO was here, or unaccounted
for credit.

The years that they looked at in their study, particularly 1992-
1993, were quite unique and anomalous years for the tax credit
program. That was a period of time when the credit was only avail-
able for 6 months of the year. It was a very strange year, because
it was sunsetted—the authority for the credit to be allocated. It
was an odd year.

And the demand in that year—that’s the year I think that prob-
ably accounted for some of this return credit.

Chairman JOHNSON. That’s a very good comment, and very rel-
evant. If you run a program only periodically, you get periodic data.

Mr. LOGUE. And the other point is that last year, 1996, only $46
million of credit was returned. That’s less than half of what was
unaccounted for in 1992.

And I think it’s important to note that there will always be some
credit returned each year because credit agencies have the respon-
sibility for making sure no more than is necessary goes into each
credit project.

And if the State agencies are doing their job, they are going to
reduce the credit from what it was originally allocated for, because
they would review the actual costs and reduce the credit.

So if you saw a situation where there was not credit returned,
I would be concerned.

Chairman JOHNSON. But what I hear you saying is that the im-
plication that the program is underutilized really reflects a lack of
authorization during some months of one of the years considered?

Mr. LOGUE. I believe, and I think if we could work in getting to
the bottom of that, and find out that was probably a major reason
for the relatively high amount that was unaccounted for.

Chairman JOHNSON. Thank you very much for your participation.
I appreciate it.

Mr. LOGUE. Thank you.

Chairman JOHNSON. The Subcommittee is adjourned.

[Whereupon, at 4:25 p.m., the hearing was adjourned.]



LOW-INCOME HOUSING TAX CREDIT

THURSDAY, MAY 1, 1997

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON OVERSIGHT,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10:25 a.m., in
room 1100, Longworth House Office Building, Hon. Nancy L. John-
son (Chairman of the Subcommittee) presiding.

Chairman JOHNSON. The hearing will come to order.

I regret that we are getting a little bit later start because of the
vote, but we will call the hearing to order.

It has been said that a taxpayer is someone who works for the
government without having to take a civil service examination. As
the Ways and Means Subcommittee on Oversight, it is our job to
help make sure that tax dollars, or in the case of the low-income
housing tax credit, which is revenue foregone, accomplish the goals
established by the Congress.

This morning, we begin our second hearing on the administration
of the low-income housing tax credit, the largest Federal program
to stimulate the production of housing for low-income households.

Last week, we received testimony from the U.S. General Account-
ing Office about its study of the administration and operation of
the credit. We also heard from the Internal Revenue Service and
the National Council of State Housing Agencies, and learned that
the credit has helped finance the construction and rehabilitation of
a significant amount of housing for low-income Americans.

But we also learned that there are several opportunities to im-
prove the administration of the credit.

Today, we will be hearing from two of our colleagues, Mr. Metcalf
and Mr. Rangel. Mr. Rangel of course is our Committee’s Ranking
Democrat, and is one of the leading proponents of the low-income
housing tax credit.

Mr. Metcalf will appear on behalf of the Republican Housing Op-
portunity Caucus.

We will also hear from a number of stakeholders, men and
women who work with the credit, day in and day out.

As I mentioned last week, the GAO has given us a good starting
point. But I am looking forward to suggestions that our witnesses
may offer today about how to strengthen enforcement and compli-
ance, and to how better utilize this valuable program.

Because we have a number of witnesses today, it will be nec-
essary to adhere to the 5-minute rule, and I would like to begin by
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recognizing our Ranking Member, Representative Coyne of Penn-
sylvania.

Mr. CoyYNE. Thank you, Madam Chairwoman.

Over the next several hours, the Oversight Subcommittee will
have the opportunity to hear from those committed to ensuring
that the low-income housing credit works effectively and efficiently
as intended by the Congress.

The housing credit is the country’s premier program for develop-
ing and providing affordable housing to millions of individuals and
families. As confirmed by the U.S. General Accounting Office in its
report to the Subcommittee last month, the housing credit has been
utilized in most impressive ways, and has an outstanding track
record of compliance.

Today’s hearing will provide the Subcommittee with the perspec-
tives of those critical to the continued success of the housing credit.

I look forward to the testimony here today and suggestions for
improving oversight of the program, and particularly to hear from
our Ranking Member, Mr. Rangel, and our colleague, Mr. Metcalf.

Thank you, Madam Chairman.

Chairman JOHNSON. Are there any other statements Members
would like to make?

Mr. Weller.

Mr. WELLER. Thank you, Madam Chairman.

First, I want to applaud you for holding these hearings to exam-
ine the GAO study of the Low-Income Housing Tax Credit Pro-
gram. I appreciate the leadership you have given in the past as
well as with these hearings in regard to improving this tax credit
program.

I look forward to working with you to develop solutions that will
strengthen the successful public/private partnership that is a model
program for all Federal programs.

As a fellow Member of the Republican Housing Opportunity Cau-
cus, Madam Chairwoman, you know what a vital role the tax credit
program plays in meeting our needs for affordable housing.

Ninety-five percent of the affordable housing being built today is
dependent upon this tax credit. The construction of 70,000 to
100,000 new affordable units result directly from use of the credit.

Additionally, the credit program provides a critical incentive for
private investment and rehabilitation of over 50,000 rental units,
annually.

As a result of its successes, the integrity of the tax credit pro-
gram must be protected. True, we must continue to exercise dili-
gent oversight to ensure that the taxpayers’ investment is pro-
tected. But I cannot say this in strong enough words. I believe that
we must maintain the tax credit’s permanent nature. We can re-
view and improve the program without calling into question the
Federal Government’s commitment to foster the development of af-
fordable housing across the Nation.

Without the backing of the Federal Government, the investment
pool which provides the capital to develop affordable housing will
dry up. Our witnesses today can attest to that. They were on the
frontlines the last time there was a threat on the credit’s perma-
nence, and I look forward to their testimony on the importance of
the credit to the development of affordable housing and the effect
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of losing permanence in the efforts to raise capital from private in-
vestors.

Thank you, Madam Chairwoman.

Chairman JoHNSON. Thank you.

Mr. Metcalf, would you please come forward. Mr. Rangel will join
us in a moment. As Ranking Democrat on the Committee, he is vis-
iting with the President.

Mr. Metcalf.

STATEMENT OF HON. JACK METCALF, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF WASHINGTON

Mr. METCALF. Thank you very much, Madam Chairwoman.

I would like to thank you for the opportunity to testify before the
Oversight Subcommittee.

Since this is a synopsis of my written testimony, I ask permis-
sion that my written testimony be entered in the record.

Chairman JOHNSON. So ordered, Mr. Metcalf.

Mr. METCALF. As Chairman of the Republican Housing Oppor-
tunity Caucus, the RHOC, I want to express support for the low-
income housing tax credit. The mission of our Caucus is to give
Members of Congress interested in housing policies an opportunity
to discuss their concerns, get all the new ideas possible, and coordi-
nate a response.

The RHOC is committed to identifying alternative and innovative
solutions to housing needs by promoting policies that encourage the
construction, rehabilitation and preservation of affordable housing.

Additionally, we are committed to increasing home ownership,
especially for first-time buyers, expanding local flexibility and fos-
tering greater personal responsibility.

Over the past 3 years, I have visited housing projects financed
by the tax credit. Two years ago, I attended the grand reopening
of Whispering Pines, a 240 unit apartment complex in Lynnwood,
Washington, just outside my district, which had fallen into com-
plete disrepair.

Prior to rehabilitation with the tax credit, Whispering Pines was
;cihe cgmmunity center for drug trafficking, and it was nearly aban-

oned.

Today, it provides affordable housing to low-income families. The
transformation of Whispering Pines from a neighborhood of crime
to a nei%hborhood for families could only be possible through the
private financing that the low-income housing tax credit encour-
ages.

The tax credit does not just provide a roof over your head, but
a place you can call home, a place of your own. We can restore hope
in inner cities and rural areas by rebuilding communities in need
of an infusion of Fpriva’ce financing. We can achieve this goal, not
with yet another Federal program operated in Washington, DC, but
with a private/public partnership with local communities, devel-
opers, and investors.

We can achieve this goal, not with Federal mandates, but with
flexibility at the local level.

As this Subcommittee begins reviewing ways to improve the tax
credit, I would like to make a few recommendations. First, we need
to preserve the permanency of the program. I cannot stress the im-
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portance of the role that permanency plays in attracting private in-
vestors. Returning to a stop/start status to which the tax credit was
subjected before 1993 will disrupt the program just when it is
reaching peak efficiency.

Investors are much more willing to invest capital and resources,
if they are assured that the tax credit’s long-term status will not
change.

In fact this competition for tax dollars has generated 28 percent
more equity now than before permanency. That is, investors are
paying more for tax credit dollars, which increases the total num-
ber of affordable housing units available in our communities.

Even with a tax credit cap, which has not been indexed for infla-
tion since its inception, the demand for tax credit dollars has in-
creased as a direct result of permanency.

Second, we need to improve administrative oversight and compli-
ance of the tax credit while retaining as much flexibility as pos-
sible. We need better oversight. But too much oversight will hinder
the effectiveness of the program.

Third, we need to assure that small developers as well as large
developers have access to tax credits. With increased competition
for tax credit dollars, small developers may not be able to compete
with larger developers who have adequate staff and resources to
understand the intricacies of the tax credit program.

Additionally, we need to encourage construction of small projects.
As you know, small projects of 20 or less require substantially
higher equity to compensate for the loss of economies of scale asso-
ciated with these properties.

This problem is further exacerbated in rural and inner-city areas
whose household incomes are low, which results in extremely low
tax credit rents.

Last, I believe we need to require a market study before con-
structing a project. The purpose of this market study is to deter-
mine the feasibility of a proposed project at a location specific, and
in a market, and the viability of the project after the tax credit ex-
pires.

In conclusion, I want to offer the Housing Opportunities Caucus
assistance in helping this Subcommittee find ways to improve the
tax credit. Again, I thank you for this opportunity to speak before
the Subcommittee.

[The prepared statement follows:]




















































































































































































































































































































































































































































































