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EXECUTIVE SUMMARY

Background

The Low-Income Housing Tax Credit (LIHTC) program is today the federal government's primary tool for producing rental housing intended to be affordable by low- and moderate-income households.  It relies on incentives built into the tax system, is administered primarily by state agencies, and is implemented by thousands of private businesses and non-profit organizations.  It is perceived by many to be less bureaucratic and stigmatized than predecessor housing production programs.  

This is a report on a national telephone survey of those who developed and own tax-credit properties placed in service between 1992 and 1994—seasoned properties that are far enough into their compulsory compliance period to be of interest.  The objective in conducting the survey was to begin to learn more about owners' development objectives, the performance of their properties, and what they intend to do with them when the compliance period is over, among other issues.  Auxiliary purposes were to test the utility of an existing database for surveying LIHTC properties, and to experiment with the use of survey research methods to obtain various kinds of information from owners.   

Many of the observations from the survey may come as little surprise to practitioners who have firsthand familiarity and experience with the program.  For others, however, the survey provides basic, systematically collected information that will contribute to continued public dialogue regarding this likely-to-be-expanded federal housing production program.  

Key findings
· Who are the owners?  There is considerable variation among property owners.  Three of every 10 are non-profit organizations and the remainder are primarily for-profit businesses.  A majority works in a single state in multiple neighborhoods, but some are active in only one neighborhood while others engage in activities in multiple states or across urban, suburban, and rural locations.  A large majority had substantial previous development experience before developing a tax-credit property, although some had no prior development experience whatsoever.  Most produced only one tax-credit property between 1992 and 1994, and seven of every 10 owners have developed more tax-credit properties since that time.

· What are some characteristics of their properties?  There is also considerable variation among properties.  While there appears to be no predominant type, tax-credit properties tend to be small, newly constructed as opposed to rehabilitated, and generally managed by their owners.  Tax-credit properties range in size from one to almost 300 units, averaging 36 units—33 for those owned by for-profit entities and 47 for those owned by non-profits.  Spread across urban, suburban and rural locations, more of the properties developed in the early 1990s were in central cities than in other places, and the fewest were in suburban areas.  In addition to newly constructed properties, there is also a significant cluster of larger rehabilitated properties situated primarily in central cities.  Properties are intended to serve families (including single-parent families), elderly persons, and disabled persons, with a small proportion serving specialized populations such as the homeless, farm workers, recovering addicts, or persons with HIV/AIDS.  Although not required by program rules, the incentives are such that almost all rental units in tax-credit properties are dedicated to low-income occupancy—low income as defined by the program.  
· What are owners' development and locational objectives?   Owners maintain that financial as well as civic or social reasons motivated their development decisions.  Given a choice, however, more of them claim civic or social reasons like helping low-income people or addressing a problem property for having gone into a tax-credit deal than financial reasons such as development fees—including about one-third of for-profit entities.  Market and experience factors, as opposed to public agency incentives, are owners' primary considerations in having decided where to locate their properties.  In terms of LIHTC-program incentives, two of every five properties are located in "Difficult to Develop Areas" or "Qualified Census Tracts," with those developed by non-profits, those in central cities, and those involving rehabilitation more likely than their counterparts to be so located.  Less than three of every 10 owners whose properties are in such areas, however, say these designations were important locational considerations.

· What are owners' sources of equity, development financing, and public support?  Development arrangements for tax-credit properties can be extremely complex, and vary considerably from deal to deal.  About four in 10 owners of early decade properties obtained tax-credit equity entirely through a syndicator, 36 percent entirely through direct placement, and the remainder through a combination of these or other means.  In a large majority of cases owners contributed some amount of equity themselves to the development, with other equity contributors being banks or lenders, corporations, individual investors and, in a few cases, non-profit organizations.  Types of development financing sources included, in order of frequency of use, tax-credit equity, below-market-rate debt, market-rate debt, and various public and private resources.  Most, but not all owners used their tax-credit equity for development financing, since it can also be used to offset future tax liability associated with property operations.  Deals generally consisted of many combinations of multiple types of financing sources, with over one in five deals involving as many as four or more types of sources.  The most common types of public support received by early decade owners were Community Development Block Grant (CDBG) funds, reduced or abated property taxes, and Federal Home Loan Bank Affordable Housing Grants.  CDBG, for example, was involved in 16 percent of all deals—in nine percent of those done by for-profit entities and 42 percent of those done by non-profit organizations.

· How do owners assess the effects of tax credits and allocation agency priorities?  The vast majority of owners regard tax credits as being integral to the deal.  They used the program primarily because tax credits made the deal economically feasible, less so to make it possible to achieve lower rents, and least of all because it was required by other funders.  Owners generally recall having made no significant changes to their original development plans so as to accommodate the state agency priorities that were used to judge development proposals in the early 1990s.

· How are owners' properties performing?  On all but one of several measures, properties are meeting owners' performance expectations, and are considered likely to continue to do so or improve in the future.  One in every four owners, however, expressed concern about cash flow performance, and owners of 14 percent of all properties believed theirs to be less profitable than comparable properties in the area—with this figure going as high as 21 percent for properties in central cities.  While overall occupancy in tax-credit properties is very strong, eight percent of early decade properties have vacancy rates of 10 percent or more, and two percent have vacancy rates of 20 percent or more—although some portion of this is a function of renovation underway or simply the fact that a few vacancies in small properties translate into high rates.  

· What are owners' future plans?   In 14 percent of early decade properties a group or organization has been designated as having a right of first refusal to purchase the property should ownership decide to sell it.  While many owners report not having plans for the disposition or use of their properties in the post-compliance period, the majority has such plans.  In most cases, the plan is to maintain the property for low-income occupancy.  In a small minority of cases, however, termination of low-income use is anticipated.  Properties that are not meeting cash flow expectations or whose financial performance is believed likely to get worse in the future are more frequently considered for cessation of low-income use than are properties with better current or projected financial performance. 

· What are owners' general views of the tax-credit program? Most owners see the LIHTC as a means for making deals financially feasible, have no regrets about using it, resubmit development proposals when they are initially turned down, want more tax credits made available, and intend to use the program further.  That notwithstanding, many complain about the program's rules and complexity, and about too much regulation, paperwork, and compliance monitoring.  From the owners' perspective, therefore, the LIHTC is beneficial yet overly bureaucratic and regulated—the latter view decidedly the antithesis of its public reputation.  

Further Research Issues

A number of policy and methodological issues emerging from the survey have implications for continued owner-oriented research on the LIHTC.

Policy issues.  Several issues follow from the survey data, and others from the analytic limitations imposed by the size of the owners sample.  First, in talking with developers and owners about their development plans and their future plans for the properties, it is clear that additional information is needed on the variation in partnership structures that are utilized in the LIHTC program.  Knowing more about how deals are structured—what each party to the deal contributes, the responsibilities of each, and what asset benefit each receives—is important to being able to assess the incentives that attract partners and frame their respective short- or long-term interests in the property.  Second, it is necessary to gather more detail than could be obtained in a brief survey on the need for, uses of, and costs of the multiple subsidies (whether below-market-rate debt, public supports of various kinds, or other forms of assistance) that are involved in tax-credit deals beyond those provided by the program.     

There are also policy issues that could not be analyzed further using the owners survey because of sample size constraints.  Among them are questions about property performance and future plans.  Additional attention needs to be paid to the fraction of properties not performing well, including learning more about what their owners are considering and doing about them.  Likewise, the group of properties whose owners are considering taking them out of low-income use—given the opportunity—should be further examined from both performance as well as incentive and motivational perspectives to see what can be done about preserving these affordable housing resources. 
Methodological issues.   To be able to continue to do research on the tax-credit inventory, it is necessary not only to compile a list of properties placed in service since 1994—as HUD is currently doing—but also to update and maintain the list of properties placed in service prior to that time.  Old or incomplete information can add expense and bias to surveys.  Absent good property lists, the only other sources of data are the state allocating agencies or the major syndicators who provide equity and other services to some portion of owners.  While those are good sources, provided information is forthcoming, there are limits to what can be obtained from them.  The ability to contact owners directly and secure their input is equally important.  

Also, future surveys might benefit from the experience of this survey with respect to the attempt to interview owners.  Almost one-third of those who were contacted refused to participate for one reason or another.  It is important, therefore, to look for constructive ways to increase response rates among owners.  

Finally, while larger-scale surveys are necessary and appropriate for making estimates about the full universe of tax-credit properties and owners, they should be supplemented with other techniques designed to obtain more in-depth information.  Semi-structured interviews with smaller samples of owners or focus groups with different types of owners, for example, would complement nicely the kinds of information that have been, and can be, gathered by cross-sectional surveys.  

