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Good morning, Mr. Chairman and members of the Subcommittee. My name is Benson Roberts. I 
am Senior Vice President for Policy and Program Development at LISC, the Local Initiatives 
Support Corporation. 

Since 1980, LISC’s charitable mission has been to revitalize low-income urban and rural 
communities, principally by mobilizing private capital for and providing expertise to local 
community developers. We have invested $7.8 billion – including $1 billion last year alone – in 
215,000 affordable homes, 30 million square feet of economic development space, 80 schools 
educating 28,000 children, 130 child care centers serving 12,300 children, and 155 playing fields 
for 150,000 youth. We have seen that low-income communities can be good places to live, raise 
families, and do business, and that community leaders can drive a revitalization process in 
partnership with the private sector and government. Former Treasury Secretary Robert Rubin 
chairs our board of directors. 

For 20 years, the Low Income Housing Tax Credit has been central to LISC’s work. Our affiliate, 
the National Equity Fund, has raised and invested $5.5 billion in 1,500 properties with 80,000 
quality affordable homes in 43 states. We have been part of a broad partnership that has helped 
the Housing Credit grow from a novel idea into the most successful federal policy for producing 
affordable rental housing the U.S. has ever had. The Housing Credit has proven to be:  

§         Productive: It has created nearly 2 million homes, including about 130,000 annually, for 
low-income families at restricted rents for terms of at least 30 years.  This production would not 
have occurred but for the Housing Credit. 

§         Locally responsive: It works for new construction, rehabilitation, and preservation of 
affordable housing. It works in cities, suburbs, and rural areas. It revitalizes low-income 
communities. It serves families, the elderly, the disabled, and the homeless. Each state sets its 
own housing priorities, and developers compete aggressively to meet these priorities. 

§         Collaborative: It creates partnerships among nonprofit and for-profit developers, private 
investors and lenders, and all levels of government. 

§         Cost efficient: It delivers about 90 cents at the start of a project for a stream of tax credits 
totaling one dollar over 10 years. Investors accept after-tax rates of return just above 5%, 
remarkably low for an equity investment in a form of real estate once seen as too risky without 
guaranteed rents and mortgages. 

§         Market disciplined: Investors receive their tax credits only if housing is built on time and on 
budget, operates successfully within local housing markets, and is well maintained over time. The 
annual foreclosure (failure) rate for Housing Credit properties is 0.02% annually, well below that 
for other housing or commercial real estate.[1]  

§         Adaptive: The way Housing Credits work continues to evolve, primarily to meet local needs 
and find more efficient ways to attract and manage investment capital.  



As successful as the Housing Credit has been, it could benefit significantly from updating.  When 
the Housing Credit was enacted in 1986, no one could know precisely how it would work. Many 
provisions written two decades ago have been essential to making the Housing Credit effective, 
while others have proven unnecessary and some have become obstacles to efficiency and 
flexibility. Markets and local needs have changed substantially. For example, before 1986 
individuals had been the predominant investors in low-income housing; now corporations provide 
virtually all of the investment, and fewer than 20 provide most of it. Similarly, as housing costs 
have risen, many states and communities are focusing more on preserving affordable housing as 
well as developing new housing, and low-income community development strategies have 
become more sophisticated and comprehensive. Finally, the Housing Credit has become integral 
to many other federal housing policies and programs. 

Accordingly, we strongly urge Congress to address the following objectives. 

Eliminate penalties for combining Housing Credits with other federal housing programs.  

We urge Congress to remove various restrictions that make it hard to coordinate Housing Credits 
with other federal policies and programs. These restrictions frustrate efforts to address local 
needs and add unnecessary legal and accounting costs. In some cases these restrictions were 
set many years ago to prevent properties from receiving excessive subsidy. However, they are no 
longer needed because states examine each project at three points to ensure that it needs the 
amount of Housing Credits allocated to it. In addition, the high demand for Housing Credits and 
other subsidies motivates all subsidy providers to limit subsidies to the minimum amount 
necessary. Congress has lifted restrictions for some specified programs, and that has worked 
well in those cases, but Housing Credit policy has not kept pace with other policy developments 
and emerging local needs. 

·        Ongoing governmental subsidies (e.g., rent, interest, and operating subsidies) should not be 
treated as grants, and instead treated similarly to Section 8 rental assistance. For many years, 
most forms of Section 8 rental assistance have been used to help very low-income tenants who 
could not afford even the modest rents of Housing Credit properties. Over the years, the IRS has 
extended this policy to accommodate a limited number of similar federal subsidies, such as public 
housing operating subsidies. However, there are still other comparable subsidies that the IRS has 
not affirmatively approved, leaving considerable confusion about their treatment, and interfering 
with the development of many important projects, mostly serving very needy populations. This 
change would facilitate the use of Housing Credits with numerous programs, including: homeless 
and other special needs housing under the McKinney-Vento Act and homeless veterans 
programs; preservation of older properties financed under HUD’s Section 236 program and the 
Section 8 moderate rehabilitation program; HUD’s Section 202 elderly housing program; and 
HUD’s Section 811 program for the disabled. 

·        Eliminate penalties for below-market federal loans except tax-exempt bonds.  Under current 
law, the available Housing Credit amount is reduced for projects receiving below-market federal 
loans, a policy that complicates many projects and makes others unfeasible. This change would 
allow Housing Credits to be used without penalty in conjunction with below-market federal loans 
in general, including those under the Section 202 elderly housing, Section 811 disabled housing, 
and HOPE VI public housing redevelopment programs, among others, as well as any future 
resources (e.g., under GSE legislation the House is considering this week).  We are not seeking 
to permit the use of 9% (70% present value) Housing Credits with tax-exempt bonds. 

·        Permit the “high cost area” basis increase on properties receiving below-market HOME 
loans. The HOME program is a federal block grant that states and localities use for the 
acquisition, development and preservation of affordable housing. In general, properties in areas 
where housing is especially hard to develop – markets where rents are very high relative to 
incomes and low-income communities – can get extra Housing Credits. However, these extra 



credits are not permitted if states and localities use HOME funds to make below-market loans. 
Not surprisingly, it is exactly these kinds of hard to serve areas where every possible resource is 
needed to make housing possible.  

Encourage mixed-income housing 

We recommend that the Housing Credit be modified to accommodate mixed-income housing, at 
least in certain circumstances. For 20 years the Housing Credit has done an excellent job of 
reaching low-income households at 40-60% of the area median, a national average of about 
$24,000 - $36,000 for a household of four persons. However, it has been difficult to use the 
Housing Credit to build mixed-income housing: reaching very low-income tenants at reasonable 
rents without deep ongoing subsidies is financially all but impossible, and units serving moderate-
income tenants are ineligible for Housing Credits. Nevertheless, many practitioners and policy 
experts agree that mixed-income housing is desirable social policy and conducive to the long-
term financial sustainability of the housing.    

More specifically, properties that serve some very low-income tenants at very low rents should 
also be able to serve a like number of moderate-income tenants at moderate rents, provided that 
the average income/rent ceiling for all Housing Credit units in a property does not exceed 60% of 
median. Under current law, the 60% standard generally applies to each unit rather than a 
building-wide average[2].  There are several circumstances for which there is a compelling policy 
justification for mixed-income housing: 

·        In high-rent markets where moderate-income renters face significant affordability problems. 

·        In low-income/high poverty areas as part of a mixed-income revitalization strategy. 

·        To preserve and revitalize federally assisted rental housing, including the redevelopment of 
public housing. In many properties, some tenants’ incomes have risen above 60% of AMI, and 
Housing Credits are unavailable to that extent. 

·        For rural areas. The population of many rural areas is too sparse for Housing Credit projects 
to work if the effective market is effectively limited to households between 40-60% of median 
income. Expanding the range of eligible incomes  would make more rural developments 
financially feasible, especially in isolated areas with few other affordable housing opportunities.  

We recommend that the maximum permissible income/rent for any unit should be based on 90% 
of area median.  This level would enable another unit in the property to serve an extremely low-
income household with an income below 30% of median.  However, project sponsors should 
otherwise have flexibility, e.g., to balance a household below 40% of median income with another 
below 80%. 

Foster Low Income Community Revitalization 

The Housing Credit has played a driving role in revitalizing low-income communities. It has 
replaced blight with attractive assets, provided low-income families a solid foundation for upward 
mobility,  helped community leaders take charge of their neighborhoods’ future, forged multi-
sector partnerships, and stabilized shaky neighborhood markets. Housing Credit investments 
frequently lead to other investments in homeownership and retail and other economic 
development activities.   

Independent research confirms positive community effects. The most sophisticated study 
examined the effects of 13 Housing Credit projects on the quality of nearby neighborhoods in 



three different cities.[3]  Projects produced upward shifts in nearby sales prices of 55 percent in 
Cleveland, 64 percent in Seattle, and 81 percent in Portland compared to what they would have 
sold for otherwise.  (Most economists agree that property values are highly indicative of 
neighborhood quality, including such factors as crime rates and the physical attractiveness of the 
area.)   Indeed, research has shown that nationwide, neighborhoods where Housing Credit 
properties are sited showed greater improvements in poverty, income and housing values than 
did all other metropolitan area neighborhoods.[4]  LISC and Enterprise Community Partners have 
commissioned further research from New York University’s Furman Center. Preliminary findings 
confirm those of other research and deepen our understanding of how Housing Credit projects 
create value.  For example, developing larger projects up to a point produces correspondingly 
larger benefits.  This is true mainly for projects involving rehabilitation of existing buildings, most 
likely reflecting the blighting influence of buildings in need of rehabilitation. 

To further foster low-income community revitalization, we urge Congress to enact the mixed-
income proposal discussed above and make two other modest changes: 

·        An important obstacle for families in low-income communities is the dearth of facilities for 
child care, primary health care, recreation and other community services that help families to 
grow strong and independent. Under current law, up to 10% of the eligible basis of projects in 
low-income or high poverty census tracts can support community service facilities. However, this 
allowance is too limited for smaller projects; for example, a child care center must be a certain 
size to function well. We recommend expanding eligible basis for these facilities to 20% of first $5 
million (indexed for CPI) and 10% thereafter.   

·        Incomes in rural areas are generally lower than in metropolitan areas, and in very low-
income rural areas it is financially very difficult to make Housing Credit development work.  To 
facilitate rural housing, we recommend basing rural rent/income ceilings on greater of: (1) current 
law or (2) 60% of national non-metro median. Since the national non-metro median income is 
significantly below the metro median, genuinely low-income households would still be served. 

Preserve Affordable Housing 

Tighter housing markets and rising housing costs have prompted many governmental and 
community leaders to prioritize the preservation of existing affordable housing. Housing 
preservation is often faster, less costly, and more scaleable than constructing new housing, 
though each strategy is appropriate in different circumstances.  In addition to the mixed-income 
housing proposal discussed earlier, we recommend three other changes. 

·        A modest number of older Housing Credit properties developed 15-20 years ago are 
starting to need additional capital improvements.  Additional capital can be raised by transferring 
the property to new ownership. However, current law requires replacing at least 90% of the 
ownership for the cost of acquiring a building to qualify for new Housing Credits. This transfer 
requirement is far more stringent than the general related-party rules elsewhere in the tax code 
[Sections 267(b) and 707(b)], which generally require replacing only 50% of the ownership. The 
more stringent requirement is unnecessary, since states already allocate credits to only the 
highest priority projects and ensure that projects receive only the credits they need. Nor is it 
workable.  Fewer than 20 corporate investors provide most Housing Credit investments, and most 
of these are banks that target only the communities where they have branch networks. The 
Section 42 requirement should be conformed to the tax code’s general 50% related-party rule. 

·        In general, the cost of acquiring a building is ineligible for Housing Credits if the building 
changed owners within the previous 10 years.  This rule made sense when the Housing Credit 
was enacted in 1986, following a surge of real estate sales in the early 1980s to take advantage 
of accelerated depreciation rules. These rules served little public purpose. However, since 



accelerated depreciation is no longer available, it makes no sense today, especially since 
preserving affordable housing has become so important and state administrative rules provide 
safeguards against abuse.  

·        Acquiring housing developed through HUD and USDA programs in the 1960s through early 
1980s and preserving affordability is difficult in part because some current investors must pay 
depreciation recapture (“exit taxes”). Investors/sellers can avoid exit taxes by holding their 
ownership until death, when basis is stepped up as ownership is passed to their estates. 
However, properties in weak housing markets often deteriorate in the meantime, and properties in 
stronger markets are often converted to rents unaffordable to low- and moderate-income 
families.  We urge Congress to enact H.R. 1491, the Affordable Housing Preservation Tax Relief 
Act of 2007, which would provide exit tax relief for housing that will remain affordable for an 
additional 30 years. This would facilitate the use of Housing Credits to preserve the affordability of 
federally assisted housing. Relief for properties that have previously received Housing Credits is 
unnecessary. 

Eliminate Unneeded Inefficiencies 

Several requirements serve little public purpose but impose unnecessary rigidities or 
administrative burdens. We recommend that Congress make several changes to address these 
issues. 

·        A technical but important data problem is freezing rents in many Housing Credit properties, 
threatening their financial stability.  Each year, HUD adjusts maximum incomes and rents as area 
incomes change, usually upward. HUD’s source of data was recently changed from the old 
census “long form”, which no longer exists, to the American Community Survey.  The new income 
levels across the country are lower than previously reported. Under HUD’s “hold-harmless” policy, 
maximum incomes and rents were not reduced, but they were frozen, and in many areas it will be 
several years before rents will increase. Meanwhile, operating costs continue to rise, and energy 
and insurance costs rising steeply. The result will be to destabilize current properties and to 
create great uncertainty for future developments. We are working with other organizations to 
recommend a technical modification to the Housing Credit that will address this problem and 
serve low-income tenants. 

·        In general the income of each tenant in Housing Credit properties must be recertified 
annually. In Housing Credit properties where all units are income- and rent-restricted, this 
requirement serves no purpose, since tenants are not evicted if their incomes rise, rents cannot 
be increased, and all vacated units are reserved for low-income tenants. The IRS does 
accommodate a waiver process, but not all states participate. The result is that many project 
sponsors annually recertify all tenant incomes at substantial cost and for no real purpose. This 
requirement should be eliminated for such Housing Credit properties.  

·        We strongly support repeal of the recapture bond rule under the Housing Credit. It requires 
investors selling an interest in a Housing Credit property to purchase a guarantee bond from an 
insurance company to cover recapture liability in the event of noncompliance. This is a unique 
rule; no other part of the Tax Code requires taxpayers to post a recapture bond. It is particularly 
unnecessary in this program where a limited number of large financial companies account for 
almost all investor capital; there is no risk they will not pay a potential tax liability. Indeed, for the 
most part smaller, lower rated insurance companies are being paid to insure a potential tax 
liability of larger, higher rated Housing Credit investors. However, the bonds are costly; they make 
the secondary market less liquid; and they increase investor yields at the expense of program 
efficiency.   



·        Currently, 10% of expected project costs must be incurred within six months after receiving 
a Housing Credit allocation (or by the end of the calendar year if later).  The current provision 
requires the expenditure of substantial legal and accounting costs, and does not achieve the 
desired policy result.  We do support the purpose of this provision, which is to encourage projects 
to move forward expeditiously. However, we believe it would be more effective if Congress 
provided broader direction that states should ensure that projects are ready to proceed. It is also 
notable that other provisions require projects to be completed by the end of the second year after 
Housing Credits are allocated.  

·        That Housing Credits are subject to the Alternative Minimum Tax restricts the investor 
market, adds risks to those who do invest, and as a result reduces the efficiency of this tax 
incentive.  We recommend that the AMT not apply to corporate investments in Housing Credits, 
historic rehabilitation tax credits (which are often combined with Housing Credits), and New 
Markets Tax Credits.  

·        Currently the maximum Housing Credit amount is set based on prevailing interest rates so 
that its present value is 70% of eligible basis (30% for building acquisition costs and properties 
financed with certain below-market federal loans).  The actual Housing Credit amount will 
fluctuate with interest rates, making it hard for sponsors and other participants to plan 
developments reliably. We recommend that the Housing Credit percentages be set at the greater 
of current law or 9%/4% annually. Under most conditions, the 9%/4% rates would apply, but if 
interest rates were to rise substantially, the current rule would allow a somewhat larger tax credit. 

Expand the Volume of Housing Credits 

Although our testimony has focused on provisions that would require little or no cost, we would 
also urge the Committee to consider expanding the volume of Housing Credits.  The need for 
affordable housing is far greater than the Housing Credit and other programs currently can 
address. The Housing Credit is already a proven success, and is well positioned for expansion.  

Conclusion 

This concludes my testimony. I would be happy to answer any questions. 
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