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The Case for Protecting the Housing Credit and Bond Programs
The National Council of State Housing Agencies (NCSHA), on behalf of the nation’s state Housing Finance Agencies (HFAs), urges the President’s Advisory Panel on Federal Tax Reform to recommend preservation of the Low Income Housing Tax Credit (Housing Credit) and tax-exempt private activity housing bond (Housing Bond) programs in any tax reform proposals or principles you put forward. 
The Housing Credit and Bond programs are by far the most effective tools states have to respond to their enormous affordable housing need.  With these programs, they provide affordable rental and ownership housing to tens of thousands of needy families annually.  

America’s need for affordable housing is great and growing.  More than 14 million working families of modest means in this country spend at least 50 percent of their income on housing.  Hundreds of thousands more live in substandard housing or are homeless.  Meanwhile, we are losing more low-cost housing annually to conversion, disrepair, and abandonment than we can replace with existing resources.  
Federal funding for housing programs is insufficient to make headway against these problems.  Three quarters of those eligible for federal housing assistance today do not receive it. Even the scare housing resources we have today are in jeopardy.  The Administration has proposed a 12 percent HUD funding cut in FY 2006, the largest reduction proposed for any federal agency.
Housing Credits—An Efficient Supplier of Affordable Rental Housing
Congress created the Housing Credit program as part of the federal government’s last major tax reform effort, the Tax Reform Act of 1986.  At the time, Congress took a remarkable, bold new approach to dealing with the low-income housing shortages that afflict almost all parts of our country, recognizing that apartments simply cost too much to build to rent at rates affordable to low-income families without some form of tax incentive or subsidy.  Congress eliminated previous tax incentives in favor of a more effective, efficient, and tightly drawn program that places development and investment responsibility in the hands of the private sector with strong government oversight.


The Housing Credit program, set forth in Section 42 of the Internal Revenue Code, provides a ten-year reduction in tax liability for owners of low-income rental housing based exclusively on the development cost of the low-income apartments produced.  Credit-financed apartments are dedicated for 30 years or more at restricted rents to families with incomes of 60 percent of median area income—on average, families earning $34,800 or less.


The program authorizes each state to allocate Housing Credits in proportion to its population.  For profit and nonprofit developers compete for Credits in an open, transparent process.  Successful applicants exchange Credits for equity that investors supply to help fund properties’ development cost.

States put each proposed development through three separate, rigorous financial evaluations to make sure it receives only enough Credit to make it viable as low-income housing for the long-term.  Only investors in properties that pass all three reviews, complete their developments, rent them to eligible low-income families, and keep them in habitable condition can claim Housing Credits.
The price investors are willing to pay for Credits and the return they are willing to accept demonstrate the efficiency of the program.  Over the last ten years, the average price per dollar for Housing Credits has increased over 50 percent.  In some cases today, investors are paying more than a dollar for a dollar’s worth of Housing Credits.

HFAs also finance the acquisition, construction, and rehabilitation of rental housing with tax-exempt Housing Bonds.  Multifamily Housing Bonds provide debt financing for more than 40 percent of apartments that receive Housing Credits and other low-cost rental housing.
The Housing Credit and Bond programs have financed over 2.7 million apartments to respond to the severe shortage of decent, safe, and affordable housing for low-income families—working families, seniors, homeless families and individuals, and people with special needs all across the country.  The two programs finance 160,000 apartments each year and are the only significant producers of affordable rental housing.
Creating Homeowners With Tax-Exempt Bonds
To help make homeownership affordable to tens of thousands of working families each year, the federal government allows state and local governments to use tax-exempt mortgage revenue bonds (MRBs) to finance low-interest mortgages for lower-income, first-time home buyers.  Investors purchase MRBs at low interest rates because the income from them is tax-free.  The interest savings made possible by the tax-exemption is passed on to home buyers by lowering their mortgage interest rate.

MRBs have made first-time homeownership possible for more than 2.5 million lower income families—more than 100,000 every year.  The average MRB homebuyer earns $38,900—less than three-quarters of the national median family income.
Promoting Economic Growth and Job Creation
The Housing Credit and Bond programs are not just good for housing.  They are good for the economy.  In 2003, the construction and operation of Housing Credit properties generated approximately 76,000 jobs, $2.5 billion in wages and salaries, and $1.3 billion in government revenue.  In 2003, the MRB program generated over 64,000 jobs, $2.5 billion in wages and salaries, $465 million in consumer spending, and over $1.3 billion in government revenue, and Multifamily Bond issuance generated almost 89,000 jobs, $2.9 billion in wages and salaries, and $1.5 billion in government revenue.
Potential Impact of Tax Reform Proposals 

Several tax reform proposals before the panel would eliminate the Housing Credit and Bond programs.  The private market would not make up for their loss. 
The Housing Credit and Bond programs help finance affordable housing production that would not otherwise occur.  Development and operating costs outstrip lower- and moderate-income renters’ ability to pay in most areas.  Lenders using taxable financing cannot offer mortgages to lower-income families that are as affordable as MRB-financed mortgages.  

Importantly, direct spending programs cannot replicate what the Housing Credit and Bond programs achieve.  A key to these programs’ success is private-sector discipline.  Housing Credit and Bond investors stand to lose the primary economic benefit of their investments (i.e., through Credit recapture or the loss of the Bonds’ tax-exempt status) if the programs fail to achieve their public purposes.  This consequence provides a performance incentive unmatched by direct spending programs that has helped make the Housing Credit and Bond programs the most effective and efficient federal mechanisms for providing affordable housing. 

NCSHA respectfully requests the panel be mindful that other seemingly benign changes to the existing tax code could have significant unintended negative effects on the Housing Credit and Bond programs.  The Administration’s 2003 proposal to eliminate taxation on dividends already taxed at the corporate level, for example, threatened to reduce annual Housing Credit production by as much as 35 percent.  This estimate did not even take into account the impact the proposal would have had on Housing Bonds, which finance many Housing Credit apartments.
Conclusion

Congress recognized the effectiveness and efficiency of the Housing Credit and Bond programs when, with overwhelming, bipartisan support, it made the programs permanent in 1993 and nearly doubled their purchasing power and indexed them to inflation in 2000.  Congress did so for good reason.  These vital programs have made housing affordable to millions of needy families, revitalized neighborhoods, and provided economic stimulus to thousands of communities.  We urge you to protect these programs as you consider various reform proposals.  We stand ready to assist you in any way we can.
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