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Re:
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The Illinois General Assembly created the Illinois Housing Development Authority (IHDA) in 1967 as a public corporation, chartered with the responsibility of financing the development of affordable housing for low and moderate-income households and persons. 

As was the case with most Housing Finance Agencies (HFAs) throughout the country formed at that time, IHDA’s primary vehicle of generating revenues to carry out its lending mission was through bond financing.  This provided capital for primarily multi-family properties at first, and was frequently used in conjunction with other federal programs (in particular HUD’s Section 236 Interest Reduction Program and its Section 8 Project-Based Rental Assistance Program) to help guarantee availability of such housing to low and moderate-income households.  Because of the double tax exemption (federal and State), these bonds were attractive investments on the municipal bond market.  Most new federal rental assistance subsidies ceased by the early 1980’s.

Additionally, IHDA did not get significantly involved in single-family housing lending until the early 1980’s, when it began a major first-time homebuyer first mortgage financing program with local lenders.  This has become a permanent program over the years and IHDA has been able to customize it for both rural Illinois and for particular urban markets to meet local needs, including features such as reduced interest rates and closing costs/down-payment assistance.

The major retreat of the federal government to provide ongoing, long -term capital funding of affordable housing in the early 1980’s meant that the federal government, Congress, and the States had to devise ways of creatively working with the private sector to raise revenues for filling this financing gap.  A large part of this occurred through housing financing agency involvement in a few major areas, per the following:

· The Low Income Housing Tax Credit Program—a new federal program providing tax credits to developers of affordable rental housing (created by the Tax Reform Act of 1986).

· The creation of the HOME Program, a federally-funded housing block grant program (created by the National Affordable Housing Act of 1990) which significantly emphasized leveraging of funds with other public and private resources to provide for creative approaches to affordable housing production.
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· The creation of various State-level trust funds for affordable housing, which were funded through a specific dedicated tax or funding move.  The Illinois General Assembly passed its Affordable Housing Trust Fund Act in 1989 by dedicating 50% of the State’s revenues received from the State’s real estate transfer tax to affordable housing..

· Co-insurance programs, primarily through the HUD/FHA Risk Sharing Program, which allowed States to share the mortgage insurance risk of larger multi-family projects with the federal government.

While all of these programs have been successful in their own right, they have resulted in the 

following:
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The multi-source funding or “layered financing” (referred to by some as “lasagna financing”) has necessarily complicated the affordable housing development financing process for applicants, especially those new to the field of real estate financing.  It has also forced HFAs to improve internal coordination of programs, even considering such ideas as a common application process for all programs.
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There remains a major need for a federally-funded rental assistance program that is project-based, thereby allowing the subsidies to again serve the dual purpose of providing affordable housing to lower and fixed income households/persons and also  providing collateral for financing of the development.
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While Congress recently increased the private activity bond cap and LIHTC per capita funding formulas, these are still limited resources under which States in particular have a growing list of clientele:  public housing redevelopment, assisted living for the elderly, community-based housing options for persons with disabilities, permanent /transitional housing for the homeless, and rural housing development (in light of limited federal funding in the area), just to name a few of the major ones which were not historically users of State HFA programs.  The creation of a new production program which could provide flexibility in funding determinations, would be a major benefit, or at least a major deregulation and increase in funding of the HOME Program as an alternative.
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Another practical example of an area that could assist in bolstering production is the repealing of the ten-year rule, which deliberately restricts private-activity bonds (specifically mortgage revenue bonds) by requiring that pre-payments on mortgage loans made more than ten years after the bond issuance be applied toward calling the bonds.  It prevents MRB funds from being rolled over to issue new debt from which new mortgage loans can be made.  This is particularly problematic in states like Illinois that have financed a significant amount of single-family mortgages.  The ten-year rule impacts the ability of Housing Finance Authorities (HFAs) to issue refunding bonds that can fund mortgages at current interest rates.  The rule erodes issuing capacity.  As an example, it was calculated by the National Council of State Housing Agencies (NCSHA) that Illinois would lose $256 million in MRB funding availability, or approximately 3,783 first-time homebuyer mortgages, due to the ten-year rule’s impact between 1998 and 2002.
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In closing, there are charts attached depicting the unit volume of affordable housing financed by program in Illinois since IHDA’s inception.  Please note that it is the public-private partnership feature of these programs which has significantly contributed to their success, making it a “win-win” scenario for both investors and, more importantly, for low and moderate income persons living in these affordable housing developments.
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