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Updated White Paper Provides Revised Recovery
Estimates for Frozen LIHTC Rents

By Alex Ruiz, Managing Editor, Novogradac & Company LLP

an update to its white paper entitled “Effect of HUD’s
evised Income Calculations on Housing Tax Credit
Properties: How Long Until Qualifying Incomes & Tax
Credits Rise.” The original paper took a quantitative ap-
proach to analyzing the impact of the U.S. Department of
Housing and Urban Development’s (HUD's) revised in-
come calculations for metropolitan and nonmetropolitan
areas for 2007. The update, or 2008 edition of the paper,
serves to benchmark the recovery estimates from 2007
against the revised estimates from this year.

| ast month, Novogradac & Company LLP published

2007 was the first year that new area median income (AMI)
calculations had been implemented using the American
Community Survey data. There was a significant decrease
in the calculated AMI across all counties in the United
States. In the 2007 edition of the white paper, Novogradac
& Company LLP estimated that more than 84.5 percent of
the counties or similar areas experienced a drop in AML

The very-low income limit (VLI) is typically calculated as
50 percent of an area’s AMIL. HUD uses a set of “hold-harm-
less” tests to prevent VLI from dropping as a result of de-
creases in AMI. Each county or similar area is run through
various tests before its final VLI limit is determined. These
tests are: state area median income, high housing cost, low
housing cost, and the historical exception (also commonly
referred to as the hold harmless exception). This policy is
used in areas where income limits decreased, or didn’t rise
above the prior held harmless levels, and is intended to pre-
vent low-income housing tax credit (LIHTC) rents — and
rents under other programs where HUD income limits are
directly related to project revenues — from falling below
the previous year’s levels.

The estimated median family income for the United States
for fiscal year 2008 is $61,500. HUD says the fiscal year
2008 median family income level is about 4 percent higher
than the level for fiscal year 2007. Not all geographic areas,
however, show an increase in the median family income.
Again this year, HUD has not let current year income lim-
its fall below income limits for the previous year. HUD
implemented this policy in 637 of 2,043, or approximately
31 percent, of non-metropolitan areas. The hold harmless
policy was also implemented in 190 out of 532 metropoli-
tan areas for fiscal year 2008, or roughly 36 percent of met-
ropolitan areas.

Under HUD’s hold harmless policy rents won't rise un-
til median family income levels increase above the hold
harmless levels. This gap may take several years to close
in many areas and, therefore, rent and income levels will
likely remain flat for several years. In the meantime, own-
ers and managers of LIHTC properties are keeping a close
eye — closer than usual — on the operating budgets of
their properties, which are developed and managed with
relatively narrow financial margins, and which could face
even greater financial pressure. If expenses grow while
revenues remain flat some properties may eventually be
unable to meet debt service.

In some cases, the situation could be even worse. In most
tax credit properties, allowable rents are reduced by an al-
lowance for the cost of utilities paid for by tenants. As ex-
penses rise, this utility allowance rises, and the amount of
rent paid by the tenant actually falls.

It is interesting to note that in addition to the areas where
income levels are frozen under the hold harmless policy,
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Forecast Accuracy of 2007 Recovery Estimates

Accuracy (Years)
I Mon-Historical Exception
I underestimated by 2- 3
P underestimated by 1
I corect
B Overestimated by 1
B Cverestimated by 2- 4
This map portrays the diference
between last year's forecast for
historical excoption areas and the

rovised forecast using 2008 data
Data Source: waww.huduser org
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many areas fell under the state AMI exception, which provides that income limits are never set at less than the rel-
evant state non-metropolitan AMI. In 2008, income limits in 850 non-metro counties and 47 metro areas were set
at the state AML This number is more that twice that of 2007 when income limits for 237 non-metro areas and 24
metro areas were set at the state AMI level. However, initial analysis indicates that, overall, fewer areas’ very low
income numbers were adjusted in 2008 than in 2007.

One of the most significant findings of the update to the white paper involves the accuracy of the predicted recovery
times in areas where rents were held flat. Last year, the conservative estimate presented in the white paper was that
1,172 areas — or about one-third — would recover within one year. A more optimistic estimate projected that 2,069
areas (or 60 percent) would recover within one year. The median estimate was that 1,598 areas would recover within
one year. The actual number of areas that recovered within one year was 1,538 — an accuracy percentage of more
than 96 percent. The map above illustrates the accuracy of the predictions set forth in the 2007 edition of the white

paper.

Using the new data, the estimated recovery time for these areas is presented in the 2008 edition of “Effect of HUD’s
Revised Income Calculations on Housing Tax Credit Properties: How Long Until Qualifying Incomes & Tax Credits
Rise.” The 2008 edition provides a breakdown of these recovery estimates and a comparison to the original white
paper. The 2008 edition, which includes access to an online database of the information on which the analysis was
based, can be ordered online at www.novoco.com/products.$*

This article first appeared in the June 2008 issue of the Novogradac Journal of Tax Credit Housing and is reproduced here with
the permission of Novogradac & Company LLP.

© Novogradac & Company LLP 2008 - All Rights Reserved.

Notice pursuant to IRS regulations: Any ULS. federal tax advice contained in this article is not intended to be used, and can-
not be used, by any taxpayer for the purpose of avoiding penalties under the Internal Revenue Code; nor is any such advice
intended to be used to support the promotion or marketing of a transaction. Any advice expressed in this article is limited to
the federal tax issues addressed in it. Additional issues may exist outside the limited scope of any advice provided — any such
advice does not consider or provide a conclusion with respect to any additional issues. Taxpayers contemplating undertaking
a transaction should seek advice based on their particular circumstances.

This editorial material is for informational purposes only and should not be construed otherwise. Advice and interpretation
regarding property compliance or any other material covered in this article can only be obtained from your tax advisor. For
further information visit www.taxcredithousing.com.
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