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Johnson Introduces Tax Credit
Reform Bill; Prospects Improve
For Credit, Bond Cap Increases

By Samuel F. Hankin

income housing tax credit program, Rep. Nancy Johnson

(R-Conn.) introduced her program reform bill (H.R.
2400) on June 30. The bill tightens housing finance agency
allocation and inspection requirements, but provides devel-
opers with relief under the 10 percent expenditure test for
carryover allocations and lightens the tax load for individual
mnvestors.

Meanwhile, support in the House and Senate for a 40
percent increase in the tax credit per capita cap to $1.75 and
an acceleration of graduated bond cap increases is growing,
boosting chances that these provisions will appear in an
overall tax relief package, despite their omission from House
Ways and Means Committee Chairman Biil Archer’s (R-
Texas) framework for tax legislation.

While Archer’s framework doesn't include any specific
housing or real estate provisions, he did say any capital gains
relief would be retroactive to July 1, 1999.

Johnson's proposals contained few surprises. The bill
would codify recommendations by the Ways and Means
oversight subcommittee and the General Accounting Office
(GAO) to streamline the tax credit program.

As promised, Johnson incorporated some parts of the
reform measure she introduced last year (H.R. 3290), but
dropped provisions relating to a cap on agency administra-
tive fees and penalties for overallocations of tax credits. (For
background, see Current Developments, Vol. 25 p. 673.)

Ending the long wait for proposed changes to the low-

Changes in Bill

The most notable change from the prior bill would make it

easier to meel the 10 percent expenditure test for carryover

allocations. Currently, developers must meet the 10 percent

test by the end of the year in which credits are allocated.
Continued on page 157
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H. R. 2400, The Affordable Housing Improvement Act of 1999
Introduced by Congresswoman Nancy Johnson

Section-by-Section Description

This legislation would make a number of miscellaneous changes to improve the
operation of the Low-Income Housing Tax Credit program. Some of these changes
reflect the recommendations ol the Oversight Subcommittee in its report to the Chairman
in 1997.

Section 1. Short Title; Amendment of 1986 Code. This Act may be cited as the
“Affordable Housing Improvement Act of 1999™.

Section 2. Modification of Criteria for Allocating Housing Credits Among Projects.
Subsection (a) modifies the sclection criteria that allocating agencies must use in devising
their qualified allocation plans. Three selection criteria are added and one is deleted.
Selection criteria added include: 'y whether the project includes the usc of existing
housing as part of a community revitalization plan; 2) tenant populations of individuals
with children; and 3) projects intended for cventual tenant ownership. The selection
criteria deleted is: 1) participation of local tax-exempt organizations.

These changes are intended to modify the criteria an allocation agency must use in
devising its qualified allocation plan to require the agency to take into account criteria
that it may not now be considering including the treatment of families with children and
potential tenant ownership.

Subsection (b) adds a preference to qualified allocation plans for projects which
arc located in qualified census tracts the development of which contributes to a concerted 4

community development revitalization plan. Ao .’M’/Q (ol CO - / Gt
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This change is intended to encourage greater utilization of the Housing Credit as

part of local public-private partnerships to revitalize entire communities. It recognizes
the value of this program not only in providing alfordable housing, but in helping to
rebuild communitics. This new preference is in addition to existing preferences for
projects which are targeted to the lowest income tenants and projects which serve
qualified tenants for the longest pertods of time.

Section 3. Additional Responsibilities of Housing Credit Agencies. Subsection (a)
requires that prior to a Housing Credit allocation, the need for affordable housing in a
particular area be supported by a comprehensive market study. The study is to be
prepared by a neutral party, commissioned by the devcloper and approved by the
allocating agency. This change is intended to ensure that projects not only meet the
housing needs of the state but are needed in a particular location. In addition, a
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requirement is added that the allocating agency provide a written explanation to the
public for any allocations which arc made not in accordance with the established
prioritics and selection criteria developed by the agency. Subsection (b) requires
allocating agencies to include in their qualified allocation plans a requirement for regular
sitc visits to properties to monitor enforcement of habitability standards.

Section 4. Modifications to Rules Relating to Basis of Building Which is Eligible

for Credit. Subscction (a) modifics the rule under which projects located in “high cost

areas” are eligible to claim a credit up to 130% of the value of the normal credit. Under

this change, projects which receive HOME funds would be eligible for the higher credit

amount. The purpose of this change 1s to remove an impediment to the most difficult

developments that utilize HOME funds, putting such projects in the same position as

projects which use other federal assistance programs. -
G

Subsection (b) modifies a rule that excludes from eligible basis common areas of \f’)

a building that are used by individuals who are not tenants. This change would permit _ \

common areas in buildings located within qualified census tracts to be part of eligible C,/"}/

basis so long as the space is designed to be used by individuals who otherwise meet the

income targeting requiremenis of the program. This is intended to increase the

availability of community facilities in low-income neighborhoods which currently have a

shortage of spacc for such activitics as Head Start, child care, and support services for

Seniofrs.

Section 5. Other Modifications

Subsection (a) amends the individual alternative minimum tax to permit housing
credits 1o be used to reduce minimum tax liability. In general, under current law, tax
credits may not be used to reduce AMT liability. This change is intended to permit
individuals to obtain the tax benefits they cxpected to receive when they invested in the
Housing Credit, notwithstanding the later application of the AMT to the taxpayer. This
should increase the size of the individual market for Housing Credits. Subsection (b)
modifics the 10% rule of current law which requires the expenditure of at least 10% of
development costs by the end of the calendar year in which a credit allocation is made.
This provision would apply that in the case of allocations made after July 1, the developer
has 6 months from the allocation date to incur the 10% expenditure. Subsection (c)
modifies the definition of “*high cost areas™ for which projects are eligible to claim a
credit up to 130% of the valuc of the normal credit. For purposes of qualifying for the
higher credit, the term “qualified census tracts” would be modified to also include tracts
which have a poverty ratc of at least 25%. This would have the effect of including more
rural arcas within the qualified census tract definition, facilitating development of
affordable housing in such areas.
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To amend the Internal Revenue Code ol 1986 (o maodily the low-income
housing eredil.,

IN TIHE HHOUSE OIF REPRESENTATIVIES

Juxe 30, 1999

Mues. Jonxsox of Conneetieut. introduced the following hill; which was veferred

N - [ o

Nl o R e

to the Committee on Wayvs and Means

A BILL

To amend the Internal Revenue Code of 1986 to modify

the low-income housing eredit.

Beat enacled by the Senate and Howse of Representa-

SECTION 1. SHORT TITLE; AMENDMENT OF 1986 CODE.

(a) Snort Trroe.—This Aet may be cited as the
“Affordable Housimg mprovement Act of 19997,

(h) AMENDMENT oF 1986 Cobi.—xeept as other-
wise expressly provided, whenever i this Aet an amend-
ment. or repeal 1soexpressed in terms of an amcendment,

to, or repeal of, a scetion or other proviston, the reference
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shall be considered to be made to a section or other provi-
ston of the Internal Revenue Code of 1986,
SEC. 2. MODIFICATION OF CRITERIA FOR ALLOCATING
HOUSING CREDITS AMONG PROJECTS.

(a) SELRCTION  CRITERIA.—Subparagraph (C)  of

section 42(m) (1) (relatine to certaimn seleetion  ceriteria

must. be used) s amended

9

(1) by mserting ) meloding whether the project
imcludes the use of existing housing as part of a
community revitalhization plan™ hefore the comma at
the end of elause (i), and

(2) by striking clauses (v), (vi), and (vn) and
mserting the following new clauses:
“(v) tenant populations with special
housing needs,
“(vi) public housing waitimg lists,
“(vil) tenant populations of individ-
uals with children, and
“(vil) projects mtended for eventual
tenant ownership.”
(D) PREFERENCE FOR COMMUNITY REVITALIZATION
Progrcrs Locatin N QUALIFIED CENSUS TRACTS . —
Clause (1) of seetion 420m)(1)(B) 1s amended by striking

“and” at the end of subelause (1), by adding “and™ at

«HR 2400 IH



(] ] ) [N
|98 [\

2
N

3
the end of subelause (11), and by inserting after subclause
(1D) the followine new subelause:
I projeets which are located
i quahified census tracts (as defined
in subsecetion (DH)CH) and the devel-
opment. of whieh contributes to a con-
certed community revitalization
plan,”.
SEC. 3. ADDITIONAL RESPONSIBILITIES OF HOUSING
CREDIT AGENCIES.

() MarkgT Nrtupy; Pusnic Discnosurie oF Ra-
TIONALE Fok Nor Fonnowing CREDIT ALLOCATION
Priorrrigs.—Subparagraph (A) of seetion 42(m)(1) (re-
[ating to responsibilities of housing eredit agencies) 1s
amended by striking “and” at the end of elause (1), by
striking the period at the end of clause (1) and inserting
a comma, and by adding at the end the following new
clauses:

“(m) a comprehensive market study
of the housing needs of low-income idivid-
uals in the area to be served by the build-
me s condueted before the eredit alloca-
tion is made and at the developer’s expense
by o disinterested party who is approved

by such ageney, and

*HR 2400 IH
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“(v) awritten explanation is available
to the general publie for any allocation of
a housing  eredit dollar amonnt which s
not made m accordance with estabhshed
priorities and sceleetion eriteria of the hous-
ing credit ageney.”.

() Srre Visits.—Clause (1) of seetion 42(m)(1)(B)
(relating to qualified allocation plan) is amended by insert-
ing hefore the period “and in monitoring for noncompli-
ance with habitability standards through regular site vis-
is.

SEC. 4. MODIFICATIONS TO RULES RELATING TO BASIS OF
BUILDING WHICH IS ELIGIBLE FOR CREDIT.

(a) HOME Assistancre Nor o To  DISQUALIFY
Buinpinag ror ADDITIONAL  CREDIT  AVAILABLE  TO
Burmpinags iy i Cost AREAS.—Clause (1) of seetion
420 (2)(18) (relating to buildings receiving HOMIG assist-
ance) 1s amended by steiking the last sentence.

() Abaustib Basis To INcLube PorTION o1 CliR-
TAIN BuinbiNags Useb py Low-INcode INDIVIDUALS
Wito AriE NorT TENANTS AND BY ProJgger EMrnoy-
EEs.—DParagraph (4) of section 42(d) (relating to special
rules relating to  determimation of  adjusted  basis) s

amended—

*HR 2400 IH
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(1) by striking

)

Y

‘subparagraph (13)” in subpara-

oraph () and nserting “subparagraphs (13) and

(2) by redesignating subparagraph () as sub-

paragraph (1), and

(-3) by nserting after subparagraph (13) the fol-

lowing new subparagraph:

“C) INCLUSION OF BASIS OF PROPERTY

USED  TO  PROVIDE SERVICES 1FOR CERTAIN

NONTENANTS . —

*HR 2400 IH

“() IN  GENERAL.

The  adjusted
hasis of any building located in a qualified
census  tract (as defined in paragraph
(5)(CH) shall be determined by taking into
aceonnt. the adjusted basis of property (of
a character subjeet to the allowance for de-
preciation and not otherwise taken into ae-
count) used throughout the taxable year in
providing any community serviee facility.,
Y1) LamrrarioNn —The inercase  in
the adjusted basis of any building which is
taken into account by reason of clause (i)
shall not exceed 20 percent of the cligible
basis of the quahified Tow-imcome housing

project. of which it is a part. For purposes



6

1 of the preceding sentenee, all community
2 serviee factlities whieh are part of the same

3 gqualified Tow-imcome housing project. shall
4 he treated as 1 Facility.

S “(11)  COMMUNITY  SERVICE  FACIL-
6 Y. —Ior purposes of this subparagraph,
7 the  term fcommunity  serviee  Faeility’
8 means any facility designed to serve pri-
9 martly mdividuals whose income is 60 per-
10 cent oor less of arca median ineome (within
[ the meaning of subscetion (2)(1)(13)).".

12 SEC. 5. OTHER MODIFICATIONS.
13 () CREDIT ALLOWED AGAINST REGULAR AND MIN-

14 v Tax.—

15 (1) IN dENERAL.—Subsection (¢) of seetion 38
16 (relating to hmitation based on amount of tax) is
17 amended by redesignatimg paragraph (3) as para-
I8 oraph (4) and by mserting after paragraph (2) the
19 following new paragraph:

20 ) SPECIAL RULES POR LOW-INCOME 1TOUS-
21 ING CREDIT OF NONCORPORATE TANPAYERS.—

22 S(A) IN dENERAL.—In the case of the low-
23 mcome housing eredit. allowable to a taxpayer
24 other than a corporation—

«HR 2400 IH
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() this seetion and seetion 39 shall
be apphed separately with respeet to the
credit, and
“(i) inapplying paragraph (1) to the
credift—
“(1) subparagraph (A) shall not
apply, and
(I the hmitation under para-
eraph (1) (as modified by subclause
(1)) shall be reduced by the credit al-
lowed under subscetion (a) for the
taxable year (other than the low-in-
come housing eredit).

“(B) LOW-INCOME TTOUSING CREDIT.—or
purposes of this subsection, the term ‘low-in-
come housing credit” means the eredit allowable
under  subseetion (a) by reason  of  seetion
42(a)."

(2) CONFORMING AMENDMENT.—Subelause (11)
of secetion 38()(2) (A1) s amended by inserting
“or the low-inconme housing eredit” after “cmploy-
ment. eredit’

(b) Aunocarion ol CREbrr Lavir 1o CERTAIN

BurmniNgs.—

*HR 2400 IH
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section 42(d) () anh is amended

S

(1) The first sentence of seetion 42(00) (1) (1) (i)
is amended by striking “(as of™ the first place it ap-
pears and mserting “(as of the later of the date
which s 6 months after the date that the allocation
was made or”,

(2) The last sentencee of section 42(0)(3)(C) s
aniended by striking “project which™ and inserting
“project which fails to meet the 10 percent test
under paragraph (1)(I5) () on a date after the close
of the calendar yvear ino which the allocation was
made or which™,

(¢) DETERMINATION OF WIHETHER BUILDINGS ARL

Locared IN Hicn Cost Arieas.—The first sentence of

(1) by nserting “cither” before “in which 50
pereent”, and

<

(2) by mserting hefore the period or which

has a poverty rate of at Teast. 25 pereent””.

SEC. 6. EFFECTIVE DATE.

(a) In GENERAL.—Exeept as otherwise provided in

this section, the amendments made by this Act shall apply

(1) housing  credit dollar  amounts  allocated

after December 31, 1999 and

*HR 2400 IH
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(2) buildings placed o serviee after December

A1, 1999, to the extent paragraph (1) of scetion

42(h) of the Internal Revenne Code of 1986 does

not apply to any building hy rcason of paragraph (4)

thercof, but only with respeet to bonds assued after

December 31, 1999,

(h) SECTIONS 2 aND 3.—In the case of the amend-
ments made by seetions 2 and 23, subseetion (a) of this
scetton shall be appliecd by substituting “December 31,
20007 for “December 31, 19997 cach place it appears.

(¢) CrREDIT ALLOWED AcaINsT MiNnmvoy Tax.—
The amendments made by sceetion H(a) shall apply to tax-
able vears beetnming after December 51, 1999,

)

«HR 2400 IH



fwwmw‘w k90 3 14PN NOOTIOZ B

§"@

ZI'HE ENTERPRISE FOUNDATION

Lisa Green, National From: Staci Jones, Assistant Dir.-
Economic Council Public Policy

(202) 456-2803 PHONE #: (202) 543-4599

(202) 456-2223 FAX #: (202) 543-8130

August 13, 1999 PAGE(S) incl. this one: 7

_ d please find information on The Enterprise Foundation’s work in Newark, NJ and our
¥t -)m LutS on the Renewal Communities provisions of the House tax bill.

o

- re ;-?Ic;;-sc. téél free to contact me if you have any additional questions. I Jook forward to talking with you.
sl T

e le
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f THE ENTERPRISE FOUNDATION

{ ':.;LISA GREEN AUGUST 10, 1999

“STACI JONES

%,

4.t RS- RENEWAL COMMUNITY PROVISIONS IN H.R.2488, THE FINANCIAL
o - ; ~ FRbEDOM ACT OF 1999 — VIEWS OF ENTERPRISE FOUNDATION

cuontgan ool When you met with Alan Greenlee and Bobby Rozen last month you expressed an
R n,rest m recelvmg the Vviews of The Enterprise Foundatlon with respect to the Renewal

e _cué‘sas our view of that legislation.

¢ LR
.. LRI P T —

‘,. PP T
A " In general, while we are pleased that the House Republican leadership has taken the
S '. n,ntlw to support legislation designed to help revitalize economically distressed areas of the
T ": kI k\on we believe the Renewal Community provisions in the House bill would be quite limited

-k
§ i th ir effectiveness.
o

r r,

* . Summary of Provisions. The bill provides for the designation of 20 renewal

LOE lmumtlcs across the nation of which at least four would be in rural areas. Communities now
deg gnated as enterprise zones or enterprise communities would be eligible to be designated
AT ,‘ [eie wal communities. Areas would be eligible to compete for such designation based on certain
» " .. soneinic factors bearing on their need for economic development assistance. In addition, state
..um local governments would be required to submit a course of action that includes certain

\-“" @

N * Certain tax incentives would be made available within an area chosen as renewal

' ~_‘-': - *+ cotiitunities. Those incentives include: capital gains relief, incentives for family development

L a.,uOuntS deductions for commercial revitalization expenditures, additional section 179

‘nsmg, expensing of environmental remediation costs, and extension of Work Opportunity
X (,1cd1t

-.,.. i

Comments on Provisions. Overall, the Enterprise Foundation believes the tax benefits
4. ‘lmoosed for individuals and businesses operating within a renewal community would be

nes .¢ﬁc1al to the community but of limited effectiveness in raising the rate of investment and job
O mcaﬂon with the designated area. We welcome all incentives to encourage €conomic

e
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Svelopment of distressed areas but believe more substantial incentives would be necessary to

k%'a difference in the designated communities.

.?;E

SRS Capital Gains. It is our belief that tax incentives which would eliminate a tax on the gain
" iromnSelling capital assets within the geographic area would have limited incentive effect in

"‘x?".-reg_!;ing investment within the renewal community. Entrepreneurs are less focused on any

‘Jix_.t.gﬁtial for capital gains well into the future than they are on figunng out whether such

investments will produce positive cash flows to generate an annual profit. Therefore, we do not

| ' b : -.svc the capital gains incentives will have much effect. In addition, the capital gains
«Xclysion does not apply to the sale of a qualified community asset in a renewal community after

~22007¢ To be a true incentive for private investment, capital gains exclusions should be valid

T ‘2\\5:1cr;};vcr the sale of the community asset occurs.

. Commercial Revitalization Deduction. We see more promise in the proposed commercial
™~ ".t%'l;;ization deduction which will provide immediate tax savin gs for investments. This

‘TFo30sal is similar to legislation that Congressman English and Senator Hutchison have

0 tr',('.i'gfi_lced creating a Commercial Revitalization Tax Credit for investment within designated

=as.. The deduction based provision in the House bill is of less benefit to a developer but should

~ertheless provide incentive effects. Unfortunately, however, each area would be limited to $6

fion of qualified deductions each year, which will significantly limit the availability of this

S, mLr foentive making the overall provision fairly insignificant.

4

: .?v,ed Section 179 Expensing. We also support the section 179 expensing provision which

- ;pevmits businesses within a zone to expense an additional $35,000 in annual capital expenditures.
s+ #Uhi§ provision will provide assistance to small businesses located within a renewal community
~£19Kig it easier to invest in new equipment. We would not anticipate this provision leading to a
Y ;j-:lw'::iv_'i‘q}t_and noticeable boost m private sector investment with a renewal community, but it would
* ' % -provide marginal assistance to help maintain small businesses.

<
3eog

el

* % Environmental Remediation. We support the extension of this provision permitting
:xjensing of environmental remediation costs (brownfields) and support the broadest application
ot this, treatment to all economically distressed areas to make it easier to redevelop former

25 c{gjéfﬁial sites.

BIE
EN

Y, tew 0 " Extension of the Work Opportunity Tax Credit. Although we have some question about

, [ A Tl |
.. fm*

T overall effectiveness of this program in raising employment levels for targeted groups to be
el jred, %ve support the extension of current Jaw.

.. .

'_'E_F amily Development Accounts. We support federal policies to encourage lower income
ndividuals to establish bank accounts but question whether this proposal will have much effect.
S \mé EITC recipients who reside within a renewal cornmunity a $2,000 deduction for
::+-investment in a FDA is unlikely to have much effect. EITC recipients do not have the disposable
LA 4_11'(5_6;5;: to put aside funds for this kind of restricted-use savings. And, for those EITC recipient
- . who Would be in a position to utilize a tax deduction, the tax benefits are probably insufficient to

. cpusesmuch of a change in behavior.

L
P, .
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- We hope these comments are useful and look forward to working with you on these
in the future.



_;bnproﬁts to support the revitalization of Newark. The foundation is furnishing

-assistance to City National Urban Development Corporation (CNUDC) and other

«pa.mc1pants in efforts to revitalize Newark communities, The overall goals for the project

..dre to:

‘¢, Strengthen links between growing downtown economic resources and outer
, neighborhood renewal efforts; and,

. Assist Newark public institutions to become more capable partners in rebuilding the

city.

_.»Tlge prospects for revitalizing Newark depend on the effectiveness of individuals and

o orgamzatlons their ability to collaborate with one another, and an enhanced capacity on

- thc part of city government to support this work.

. opportunities for people to take control of their lives and communities. Launched in
_ 1982 by Jim and Patty Rouse, Enterprise has raised and committed more than $2.7 billion
Adrloans, grants, and equity for the development of nearly 100,000 homes nationwide.

* works with a vast network of more than 1,200 nonprofit organizations in more than 400
+--* jigcations to improve America’s urban neighborhoods through housing, job creation and
~ training, safety and a variety of support services.

The new optimism being felt for Newark’s future is underwritten to a considerable degree
- by the sense that different sectors of the city are moving toward goals which are, or could
."b‘e largely shared. Those spurring momentum in the downtown recognize the importance
ofiincluding those in more residential nelghborhoods Groups in the outer neighborhoods
""understand that expanding economic opportumty is a major priority of residents and that
*.both the downtown and the broader region represent the most promising resources for
RPN ﬁndmg that opportunity.  Key city officials apprcc1atc the value of working with
.4 il . communities that, whatever differences might exist on specific issues, agree on the

S «)nyelall thrust of the planning and development.
o9
~J'5While these perspectives are broadly compatible, to become effective different actors
. xinst find specific avenues for agreement and collaboration. On the most basic level this

w '“* israccomplished through specific projects and programs. The new level of economic
. ep e, gotivity in the downtown offers the most obvious set of opportunities. Groups who work
‘..., with residents in public housing, for instance, could be an effective bridge to jobs for

... .residents by working with an expanding downtown hospitality industry to tailor
" récruitment, training and support to employer and employee needs. Other hinks may be
fm ged around entrepreneurship training and financing.

‘ o

5, Fmerpnse role in supporting these developments correspondingly focuses on both
s -encouraging  specific  collaborations and, along with others, promoting ongoing
* connections among parties who have roles to play in planning and implementing change

' NS Page 1 of 3

C
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“ o . 7.+ .in'the city. This will happen in the downtown by helping to convene groups who, by
IR APIRR LT | o . s . . .
« . cpordinating, can render more effective assistance to downtown businesses and others.

T of ~ The primary aim of bringing together sources of financing with technical assistance
< Lrvdl) s aproviders is to help local entrepreneurs become more “bankable” and to develop feasible
. 4 %7 %% business plans.

VoL R
:.,‘ :,."._.a F 4 <

- . Beyond particular collaborative projects, Enterprise is encouraging the City, non-for-
P ,-:'...:,"‘. .'__pfpﬁts and private parties to consider the current master plan and zoning ordinance

I+ -revision process as an opportunity to create a common vision for Newark’s future that
~engages citizens, forges broad consensus and mobilizes capacities around achieving it.
-~ This master plan revision process can stimulate neighborhood planning as a core
{4 y:;component in planning while connecting all areas of the city together around cornmon
: _,.‘-_i;ﬂi‘emes such as economic development, transportation, etc. At present, there is no
e« 428« “comparable venue for organizing these sectors productively. Enterprise’s work includes
» v, i® - pfoviding direct capacity building assistance to the City, technical assistance to select
. . not-for-profit groups and organizations and helping to raise additional resources for this

Ao @ty
" . o . WNéwark Community Development System Capacity Building
""_:_- R :”';..-}_ )jg_\ji@"tually all observers of Newark affairs agree that city government’s capacity must grow

_ - 9%, rather than facilitating accelerated revitalization, the public sector will severely
IR « < 'constrain what can be accomplished. Moreover, limitations of capacity represent a very
* . e - Sgrious issue for the ability of CNUDC or any new CDC to achieve significant
.. "I‘-:u;oductivity. Without expanded activity, new groups merely compete for stagnant
- ""'resources with existing groups. Existing groups find their ability to “grow to scale”

" .. “'severely hampered as well.

b
AT O

. *Ihe city itself well understands this need. In fact, it would be surprising if the same level
~@ficapacity and operational efficiency which held during years of relative decline and
+ “Stagnation were equal to the work of enabling a significantly more dynamic level of civic
. vactivity. In light of this imperative, the administration has been increasingly open to
" "ideas from outside city government for improving effectiveness.

Enterprise is currently assisting in two principle areas to expand the capacity of Newark’s
<t~ . foGal government.  The first involves strengthening the ability of communities to
. participate in planning for their futures, including for the expansion of economic
. ".',_;'"Qpponunity in the context of updating Newark’s master plan and zoning ordinance.
.. ' Enterprise is providing technical assistance to groups sponsoring citizen involvement in
_« .the planning and secking to expand resources for this work.  The Foundation is also
*+ fumnishing additional assistance to the city administration to carry out planning work.
L A:.._,second area in which Enterprise will be helpful is with improvements to Newark’s
. - affordable housing production system. The mayor has announced a goal of creating

.

.- ~000 units of housing before the end of the year 2000. Over four years, 3,000 to 4,000
»¥ “qmits are sought.  These levels represent a dramatic increase over cument levels of

ST ', ‘production. Enterprise is working with the Newark Director of Housing to propose a
R S
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titywidc system of marketing, education and counseling to expand the pool of qualified

- homebuyers to meet increased production goals. In addition, Enterprise is assisting the

. Affordable Housing Network operate the Community Building Funding Pool to provide

- support to groups wishing to plan to help residents take advantage of growing economic

“- _activity both in the downtown and the region

Page 3 of 3
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Note To: Cliff Kellogg Y s . 2225

o s b

From: Judy Kennedy . o/
Subject: Potential Housing Credit Event for Secretary Summers

This responds to your request that | apprise you of any upcoming opportunities for the
Secretary to draw media attention to the importance of expanding the low income
housing credit. There’s a terrific opportunity coming up in Westchester County, New
York (the location of the Clintons’ new home) that conveys many positive messages
about both the efficiency and effectiveness of the credit and CRA.

1. NAAHL has been helping Bank of New York plan the first-ever fundraising dinner
October 6 for the Westchester Housing Fund, which is celebrating its tenth
anniversary of providing 0% loans to non-profit sponsors of low-income housing.
The fund is proud of the fact that it started with only a$1 million of private capital
and “ has not lost even a nickel in ten years of operation,” and its subsidiary, Hudson
Valley Opportunity Fund, is about to open 24 units of low-income senior housing
financed with the credit. Moreover, the low-income seniot apartments are located n
the affluent community of Rye, where market rents are out of the reach of most
seniors’ incomes.

&9

The Hudson Valley Opportunity Fund investors are a consortia of banks including
Bank of New York, Fleet, and small community banks who have parmered
successfully with non-profit sponsors of low-income housing for the ten years with
very little fanfare.

3. The sponosors would be willing to schedule the ribbon-cutting opening of the senior
housing for the afternoon of October 6. They would be thrilled to have Secretary
Summers appear at their first-ever fundraising dinner which starts at 6 PM that
evening. They are currently hoping for 200 attendees (with many banks taking
tables) but obviously the Secretary’s appearance would enable them to draw even
more participants and contributions.

Cliff, as you know wel), this event is a classic example of the kind of quiet success story
that the credit and CRA represent all over the couniry, but for which it’s been difficult to
engage the media. A visit by the Secretary or perhaps even Hilary Clinton would be just
the draw we need to help get the story out. Please let me know if you would like any
additional information or help on this.
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MEMORANDUM
TO: PAUL WEINSTEIN DT: SEPTEMBER 13, 1999
FR: BOB ROZEN

RE: NEW MARKETS INITIATIVE
CHANGES TO THE LOW-INCOME HOUSING TAX CREDIT

The recently passed, and soon to be vetoed, tax bill approved by Congress
includes a number of miscellaneous changes in the Low-Income Housing Tax Credit
(“LIHTC"). A few of those provisions would fit well within the President’s New
Markets Initiative in that they are designed to promote increased investment within
economically distressed areas. Although such LIHTC investment of course goes directly
to affordable housing, the resulting improved neighborhood conditions serve as a catalyst
for the kind of business investment which is the primary focus of the New Markets
[nitiative.

It is our hope that the White House will direct the Treasury Department to support
these changes to the LIHTC as part of the Administration’s overall efforts to enact its
New Markets Initiative. This could either be as part of potential tax bill negotiations this
fall or in the President’s next budget.

Preference for projects developed as part of a community revitalization plan. Under
current law, State Housing Credit allocating agencics must develop a plan for allocating
credits. The plan must include certain selection criteria including: (1) project location;
(2) housing necds characteristics; (3) project characteristics; (4) sponsor characteristics;
(5) partictpation of local tax-exempts; (6) tenant populations with special needs; and (7)
public housing waiting lists. The State allocation plan must also give preference to
housing projects: (1) that serve the lowest income tenants; and (2) that arc obligated to
serve qualified tenants for the longest periods.

The bill adds a couple of selection criteria to the hist and removes one existing
selection criterta. These are relatively unimportant although we do strongly object to the
removal of selection criteria (3). which refers to the participation of local tax-exempt
organizations. We would like for the Clinton Administration to work to restore that
criteria if there is a provision deleting it as part of a tax bill negotiated later in the year.

However, far more important to our policy interests is a provision that would
create a new preference for projects which are located in qualified census tracts, the
development of which contributes to a concerted community development
revitalization plan.



This change is intended to encourage greater utilization of the Housing Credit as
part of local public-private partnerships to revitalize entire communities. [t recognizes
the value of this program not only in providing affordable housing, but in helping to
rebuild communities.

The Local Initiatives Support Corporation and the Enterprise Foundation believe
the addition of this preference would have two effects. First, it would encourage local
communities to undertake concerted community development revitalization plans.
Second, it would result in more Housing Credit properties being located in economically
distressed areas. Both effects would increase overall investment in lower-income
communities, which is of course, the purpose of the President’s New Market Initiative.

Home Funding. Under current law, certain projects located in “high cost areas’ are
eligible to claim a credit up to 130% of the value of the normal credit. High cost areas
include: “qualified census tracts” where median income is below 60% of area median,
and “difficult to develop areas” which have been identified by HUD as having high
housing costs relative to income. Under current law, projects receiving CDBG assistance
are eligible for the higher credit amount but projects receiving HOME assistance are not.

This provision, which was included in the House bill but dropped from the
conference agreement, would permit projects receiving HOME assistance to be eligible
for the higher credit amount. This change is very important to the development of
affordable housing in economically distressed areas where it can be most difficult to
develop affordable housing. Such projects are most in need of higher credit amounts and
it makes no sense to permit use of CDBG funds, but penalize the use ot HOME funds
when the funds can be used for identical purposes. This change would remove an
impediment to the most difficult projects that utilize HOME funds, putting such projects
in the same position as projects which use other federal assistance programs.

Definition ol High Cost Areas. The bill includes a provision modifying the definition of
“high cost arcas™ for which projects are eligible to claim a credit up to 130% of the value
of the normal credit. For purposes of qualifying for the higher credit, the term “qualified
census tracts” would be modified to also include tracts which have a poverty rate of at
lcast 25%. This would have the effect of including more low-mcome rural areas within
the qualified census tract definition, facilitating development of atfordable housing in
such areas.

Community Space. Access Lo affordable child care is an obstacle to employment for
many lower income individuals. Particularly in economically distressed urban areas, the
shortage of available community space makes access to child care and Head Start
programs more difficult. Unfortunately, community space that is available in Housing
Credit properties cannot be used to address this shortage or space.

The reason is that common areas in a Housing Credit property are part of the
eligible basis on which the subsidy is based only if the space is used by individuals who



are tenants of the building. The bill includes a provision that would permit common
areas in buildings located within qualified census tracts to be part of eligible basis so long
as the space is designed to be used by individuals who otherwise meet the income
targeting requirements of the program. This is intended to increase the availability of
community facilities in low-income neighborhoods which currently have a shortage of
space for such activities as Head Start, child care, and support services for seniors.

[ have attached a copy of the relevant conference report explanation and
legislative language for your convenience.
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“(iv) a written explanation is available to the general public for any
allocation of a housing credit dollar amount which is not made in ac-
cordance with established priorities and selection criteria of the hous-
ing credit agency.”.

(b} SITE VisiTs.—Clause (iii) of section 42(m)(1XB) (relating to qualified allocation
plan) is amended by inserting before the period “and in monitoring for noncompli-
ance with habitability standards through regular site visits”.

SEC. 1334. MODIFICATIONS TO RULES RELATING TO BASIS OF BUILDING WHICH IS ELIGIBLE
FOR CREDIT.

fa) HOME ASSISTANCE NOT TO DISQUALIFY BUILDING FOR ADDITIONAL CREDIT
AVAILABLE TO BUILDINGS IN HiGH COST AREAS.—Clause (i) of section 42014 2AE) (re-
lating to buildings receiving HOME assistance) is amended by striking the last sen-
tence.

(b) ADJUSTED BasiS TO INCLUDE PORTION OF CERTAIN BUILDINGS USED BY Low-
INCOME INDIVIDUALS WHO ARE NOT TENANTS AND BY PROJECT EMPLOYEES.—Para-
graph (4) of section 42id) (relating to special rules relating to determination of ad-
Jjusted basis) is amended—

(1) by striking “subparagraph (B)" in subparagraph (A) and inserting “sub-
paragraphs (B) and (C)",
(2) by redesignating subparagraph (C) as subparagraph (D), and
{3) by inserting after subparagraph (B) the following new subparagraph:
“(C) INCLUSION OF BASIS OF PROPERTY USED TO PROVIDE SERVICES FOR
CERTAIN NONTENANTS.—

“11)_ IN GENERAL.—The adjusted basis of any building located in a
qualified census tract (as defined in paragraph (5)(C)) shall be deter-
mined by taking into account the adjusted basis of property (of a char-
acter subject to the allowance for depreciation and not otherwise taken
into account) used throughout the taxable year in providing any com-
munity service facility.

“(it) LIMITATION.—The increase in the adjusted basis of any building
which is taken into account by reason of clause (i) shall not exceed 20
percent of the eligible basis of the qualified low-income housing project
of which it is a part. For purposes of the preceding sentence, all com-
munity service facilities which are part of the same qualified low-in-
come housing project shall be treated as 1 facility.

“tii1} COMMUNITY SERVICE FACILITY.—For purposes of this subpara-
graph, the term ‘community service facility’ means any facility designed
to serve primarily individuals whose income is 60 percent or less of
area median income (within the meaning of subsection te DUBN.™,

SEC. 1335, OTHER MODIFICATIONS.
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(D) The first sentence of section 42(h)} 1N EXii) is amended by striking “tas of”
the first place it appears and inserting “tas of the later of the dute which is 6
months after the date that the allocation was made or”.

2) The last sentence of section -£2(h%3XC) is amended by striking “project
which” and inserting “project which fails to meet the 10 percent test under
paragraph (IMENii) on a date after the close of the calendar yvear in which the
allocation was made or which”.

(h) DETERMINATION OF WHETHER BUILDINGS ARE Located iy Hicit Cost
AREAS.—The first sentence of section 420510 CHGid ) 15 amended—

1) by inserting “etther” before “in which 50 percent”. and

(21 by inserting before the period * or which has a poverty rate of at least
2H percent”.
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(b IN GeNERAL.—Clause (i) of section 42(hu3)D) trelating to unused housing
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“(h the unused State housing credit celling for the yeuar pre-
ceding such year. over
“(ID the aggregate housing credit dollar wmount allocated for
such year.”,
by CONFORMING AMENDMENT. —The second sentence of section 42chw:3(C) (relat-
ny to State housing credit ceiling) is amended by striking “clauses (i and iy and
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REASONS FOR CHANGE

The Committee believes that modifications must be made to the
present-law tax on arrows and points to better reflect current de-
sign and practice in the manufacture of arrows and points.

EXPLANATION OF PROVISION

The bill makes two modifications to the excise tax on arrows and
arrow accessories. First, the bill extends the 12.4-percent tax on
arrow components to inserts and outserts designed for use with
taxable arrows. Inserts and outserts are defined as articles used to
attach a point to an arrow shaft. Second, the bill reclassifies
“hroadheads,” or arrow points designed for hunting fish or large
animals, as arrow accessories subject to the 11-percent tax rather
than arrow points subject to the 12.4-percent tax (as under present

law).
EFFECTIVE DATE

The provisions of the bill apply to sales by manufacturers begin-
ning on the first day of the first calendar quarter that begins more
than 30 days after the bill's enactment.

M. INCREASE LOW-INCOME HousING Tax CREDIT CAP AND MAKE
OTHER MODIFICATIONS

(secs. 1331-1337 of the bill and sec. 42 of the Code)
PRESENT LAW

In general

The low-income housing tax credit may be claimed over a 10-year
period for the cost of rental housing occupied by tenants having in-
comes below specified levels. The credit percentage for newly con-
structed or substantially rehabilitated housing that is not Federally
subsidized is adjusted monthly by the Internal Revenue Service s0
that the 10 annual installments have a present value of 70 percent
of the total qualified expenditures. The credit percentage for new
substantially rehabilitated housing that is Federally subsidized and
for existing housing that is substantially rehabilitated is calculated
to have a present value of 30 percent qualified expenditures.

Credit cap

The aggregate credit authority provided annually to each State
is $1.25 per resident, except in the case of projects that also receive
financing with proceeds of tax-exempt bonds issued subject to the
private activity bond volume limit and certain carry-over amounts,

Expenditure test

Generally, the building must be placed in service in the year in
which it receives an allocation to qualify for the credit. An excep-
tion is provided in the case where the taxpayer has expended an
amount equal to 10-percent or more of the taxpayer’s reasonably
expected basis in the building by the end of the calendar year 10
which the allocation is received and certain other requirements are

met.
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Basis of building eligible for the credit

Buildings receiving assistance under the HOME investment part-
nerships act (“HOME”) are not eligible for the enhanced credit for
buildings located in high cost areas (j.e., qualified census tracts and
difficult development areas). Under the enhanced credit, the 70-
percent and 30-percent credit are increased to a 91-percent and 39-
percent credit, respectfully.

Eligible basis is generally limited to the portion of the building
used by qualified low-income tenants for residential living and
some common areas.

State allocation plans

Each State must develop a plan for allocating credits and such
plan must include certain allocation criteria including: (1) project
location; (2) housing needs characteristics; (3) project characteris-
tics; (4) sponsor characteristics; (5) participation of local tax-ex-
empts; (6) tenant populations with special needs; and (7) public
housing waiting lists. The State allocation plan must also give pref-
erence to housing projects: (1) that serve the lowest income ten-

ants; and (2) that are obligated to serve qualified tenants for the
longest periods.

Credit administration

There are no explicit requirements that housing credit agencies
perform a comprehensive market study of the housing needs of the
low-income individuals in the area to be served by the project, nor

that such agency conduct site visits to monitor for compliance with
habitability standards.

Stacking rule

Authority to allocate credits remains at the State (as opposed to
local) government level unless State law provides otherwise. 55 Gen.
erally, credits may be allocated only from volume authority arising
during the calendar year in which the building is placed in service,
except in the case of: (1) credits claimed on additions to qualified
basis: (2) credits allocated in a later year pursuant to an earlier
binding commitment made no later than the year in which the
building is placed in service; and (3 carryover allocations.

Each State annually receives low-income housing credit authority
equal to $1.25 per State resident for allocation to qualified low-in-
come projects. > In addition to this $1.25 per resident amount, each
State's “housing credit ceiling” includes the following amounts: (1)
the unused State housing credit ceiling (if any) of such State for
the preceding calendar year:®7 (2) the amount of the State housing

**For vxannple, constitutional home rule cities 1n linois are guaranteed their proportionate
share of the $1.25 amount, based on their population relative to that of the State as a whole.
"A State's population, for these purpoes, is the most recent estimate of the State's population
relensed by the Bureau of the Census before the beginning of the vear 1o which the limitation
apphes. Also, for these purposes, the District of Columbia and the U.8 possessions (e, Puerto
Rico, the Virgin Islands, Guamn, the Northern Marianas and Amencan Siamoar are treated as
s.
he unused State housing credit ceiling s the amount of positive) of the previous year's
Annual eredit lanitation plus credit returns less the credit actually allocated i that yer.

i
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credit ceiling (if any) returned in the calendar year;s8 and (3) the
amount of the national pool (if any) allocated to such State by the
Treasury Department.

The national pool consists of States' unused housing credit
carryovers. For each State, the unused housing credit carryover for
a calendar year consists of the excess (if any) of the unused State
housing credit ceiling for such year over the excess (if any) of the
aggregate housing credit dollar amount allocated for such year over
the sum of $1.25 per resident and the credit returns for such year.
The amounts in the national pool are allocated only to a State
which allocated its entire housing credit ceiling for the preceding
calendar year, and requested a share in the national pool not later
than May 1 of the calendar year. The national pool allocation to
qualified States is made on a pro rata basis equivalent to the frac-
tion that a State’s population enjoys relative to the total population
of all qualified States for that year.

The present-law stacking rule provides that a State is treated as
using its annual allocation of credit authority ($1.25 per State resi-
dent) and any returns during the calendar year followed by any un-
used credits carried forward from the preceding year's credit ceiling
and finally any applicable allocations from the National pool.

REASONS FOR CHANGE

The Committee believes that the credit acts as a stimulus for
low-income housing. It believes that the expansion of the credit cap
will allow the construction and substantial rehabilitation of more
affordable rental housing for low-income individuals in the future.
The other changes to the credit program are intended to improve

the operation of the credit.
EXPLANATION OF PROVISION

Credit cap

The $1.25 per capita cap is increased to $1.75 per capita. This
increase is phased-in by increasing the credit cap by 10 cents per
capita each year for five years. The credit cap would be: $1.35 in
calendar year 2000; $1.45 in calendar 2001; $1.55 in calendar year
2002; $1.65 in calendar year 2003; and $1.75 in calendar year
2004, The $1.75 per capita credit cap is indexed for inflation begin-

ning in 2004.

Expenditure test

The bill allows a building which receives an allocation in the sec-
ond half of a calendar to qualify under the 10-percent test if the
taxpayer expends an amount equal to 10-percent or more of the
taxpayer’s reasonably expected basis in the building within six
months of receiving the allocation regardless of whether the 10-per-
cent test is met by the end of the calendar year.

sa Credit returns are the sum of any amounts allocated to projects within a State which fail
to become a qualified low-income housing project within the allowable time period plus any
amounts allocated to a project within a State under an allocation which is canceled by mutual
consent of the housing credit agency and the allocation recipient.
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Basis of building eligible for the credit

The bill makes three changes to the basis rules of the credit.
First, buildings receiving HOME assistance are made eligible for
the enhanced credit. Second, the definition of qualified census
tracts for purposes of the enhanced credit is expanded to include
any census tracts with a poverty rate of 25 percent or more. Third,
the bill extends the credit to a portion of the building used as a
community service facility not in excess of 20 percent of the total
eligible basis in the building. A community service facility is de-
fined as any facility designed to serve primarily individuals whose
income is 60 percent or less of area median income.

State allocation plans

Credit administration

The bill requires a comprehensive market study of the housing
needs of the low-income individuals in the area to be served by the
project and a written explanation available to the general public for

Stacking rule

The bill modifies the stacking rule so that each State would be
treated as using its allocation of the unused State housing credit
ceiling (if any) from the preceding calendar before the current
year's allocation of credit (including any credits returned to the
State) and then finally any National pool allocations.

EFFECTIVE DATE

In general, the bil] is effective for calendur years beginning after
December 31, 2000, and buildings placed-in-service after such date

in the case of projects that also receive financing with proceeds of

which are issued after such date. The increase and indexing of the
crediv cap is effective for calendar years after December 31, 1999,
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Presudens & Chief Executive Officer Identical Letter Sent to Full United States Congress

Dear Speaker Hastert:

As Congress considers must-pass tax legislation in the closing days of thi

should be accorded a higher prionty than a long

(LIHTC).

At stake is the opportunity to make urgently-needed housing available for 27.000 Americ.

S Se$8Jon. no 1ss.
-overdue increase in the low-income housing tax

families in this year alone. America’s Community Bankers is calling on Congress and the

Administration to recognize the cruel paradox in our record level of home ownership: wmore and 1
poor families are needlesslv denied the opportunity our prosperity h

For years now, ACB has made as a priority an increase in the per capita I
the states under the LIHTC. Sipce 1986, when the program was created as a repl

as created.

of ineffective subsidies. the per capita limit has been $1.25. Had it been indexed

would be §1.75 today. That increase would provide rental housing for 27.000 fa

We hear time and again that a nsing tide lifts all boats. And as we look at housing
€asy 1o engage in self-congratulation as we contemplate the fact that the rate of homeown
reached a record 67 percent. But 2 more careful] analysis brn

far behind. Thousands and thous

Rajsing the limit to $1.75 has broad, bipartisan support. The Administration’s
not only raising the limit, but indexing it to inflation. H.R. 175, introduced by
and Charles Rangel, has 351 cosponsors, probably more than anv other bil]
Senate counterpart. 5.1017, authored by

[t Congress and the Administration come together on any tax legisl
in the LTHTC must be included It is a matter of basic e

and support.
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Date: 10/14/99 Total Pages (including cover sheet): 2
To: Sarah Rosen Wartel]

Fax Number: 202 456-2223

From: Charlotte Bahin « Regulatory Department
email: cbahin@acbankers.org  phone: (202) 857-3121

RE: Low Income Housing Tax Credit
Message:

For your information, attached is a letter sent by ACB to all members of the House and Senate |
support of an increase in the low income housing tax credit
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