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Executive Summary

Background

Growing amounts of tax revenue are being lost because of increased use
of tax-exempt bonds as a method of financing construction of rental
housing. Because of concern that the tax exemption is costly and may
not be an efficient way to subsidize low- or moderate-income housing,
the administration has recommended that it be eliminated. At the
request of the Joint Committee on Taxation, Gao studied the use of tax-
exempt bonds for financing multifamily rental housing, focusing on

the cost of the program to the federal government,

whether projects are complying with minimum occupancy requirements
for low- and moderate-income tenants, and

who benefits from the program and how.

Tax-exempt bonds have been available to finance the construction or
rehabilitation of multifamily rental housing since the 1930’s. As interest
rates have climbed in recent years, use of these bonds has increased.
Tax-exempt bonds provide developers lower cost financing because they
can be marketed at lower interest rates since bond investors pay no fed-
eral income tax on interest received on the bonds. State and local hous-
ing agencies issued over $10 billion of these bonds in 1983 and 1984.
(See pp. 10-12.)

In 1980, the Congress added a requirement that the bonds achieve a
greater public purpose by targeting 20 percent of the units in each bond-
financed rental project for cccupancy by low- or moderate-income
households—defined as those earning no more than 80 percent of area
median income. (See p. 10.)

GAO visited 19 housing agencies in 14 states and 54 rental projects
financed with tax-exempt bonds. To provide a national perspective on
the program, GAO judgmentally selected these agencies and projects on
the basis of the dollar volume of the bonds issued, their geographic loca-
tion, and committee interest. (See p. 14.)

To supplement information obtained in these visits, questionnaires were
sent to all housing agencies identified as having issued bonds in 1983,
(See app. 11.)

Results in Brief

GAO estimates that the federal government will forego $2.3 billion (in
1985 dollars) in tax revenue over the life of the bonds issued in 1983
and 1984. This estimate is based on an economic model that describes
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Executive Summary

Principal Findings

how investors typically adjust their portfolios to accommodate an
increased supply of tax-exempt bonds. (See p. 36.)

The rental housing projects built with tax-exempt bonds that Gao
reviewed are generally operating in compliance with the requirement
that 20 percent of their units be occupied by low- or moderate-income
households. However, under the program, households can qualify as
low- or moderate-income households with incomes substantially higher
than the average renter. (See pp. 19-23.)

In addition to investors’ receiving benefits, bond-financing
intermediaries receive various fees, and developers receive about a 3-
percentage point reduction in interest rates from what they would have
been charged through conventional financing. However, without data on
the profitability of alternative developer investments, it was not possi-
ble for GAO to determine the extent to which lower interest rates
increased developers’ profits or the amount that was passed on to proj-
ect tenants through reduced rents. Gao did find, however, that one-third
of the projects it visited reduced rents for some low- or moderate-income
households. (See pp. 26, 38, 39, 42, and 43.)

Tenant Profiles

With only two exceptions, the projects GAO visited had at least 20 per-
cent of their units occupied by low- or moderate-income tenants. GAO
noted, however, that the incomes of these tenants normally exceeded
the national average renter income. This occurred for two reasons. First,
in setting income ceilings for low- or moderate-income households, 12 of
the 19 housing authorities visited did not require an adjustment for the
size of the household. If housing authorities required an adjustment for
family size, the maximum qualifying income for single-person house-
holds at one site Ga0 visited would be reduced from $22,640 to $15,850.
Data GAO collected on almost 8,000 tenants show that 12 of 48 projects
would not have met the 20-percent requirement if qualifying incomes
had been adjusted to reflect size of households. While such an adjust-
ment was required by legislation in 1980, subsequent amendments and
Department of the Treasury regulations are unclear as to whether this
adjustment is still required. In November 1985, Treasury issued pro-
posed regulations that would require family size adjustments in future
projects. (See pp. 20-23 and 35.)
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Second, the median income figure used to determine eligibility is the
median income of all households—both renters and homeowners.
Because homeowners, on average, earn twice as much as renters, quali-
fying incomes for low- and moderate-income households are generally
higher than average renters’ incomes. For example, in one area visited,
qualifying income was $20,250, whereas the average income of a renter
in that area was $13,266. For the projects visited, GA0 found that the
average income for all tenants was $24,157 while low- and moderate-
income tenants’ incomes averaged $15,697. Nationwide, the average
renter income was $14,000. (See pp. 18-20.)

Benefits to Tenants

GAO found that in one-third of the projects visited, rents for some low-
and moderate-income households were reduced from $10 to $200 per
month, either to comply with local requirements or to attract enough
low- and moderate-income tenants to meet the 20-percent requirement.
The remaining projects faced no such requirement and were able to
attract qualifying tenants without reducing rents. (See pp. 25 and 26.)

In addition, all renters—not just low- and moderate-income house-
holds—would benefit from the program if market rents fall because of
an increase in the supply of rental housing. According to housing eco-
nomics literature, each 1-percent increase in supply is likely to cause a
1-percent reduction in market rents. While GAO estimates that 25 percent
of the new rental housing starts in 1983 and 1984 were financed with
tax-exempt bonds, all rental units built with bonds since 1975 represent
only about 2 percent of the total rental housing supply. Furthermore,
some of these units would undoubtedly have been built without tax-
exempt financing. Therefore, the program probably has resulted in no
more than a 2-percent reduction in average national rent levels. (See pp.
43 and 46.)

Recommendations

GAO recommends that the Secretary of the Treasury clarify implement-
ing regulations to require that income used in qualifying households as
low- or moderate-income be adjusted to take household size into
account. (See p. 34.)
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Executive Summary

If the Congress wants to continue the tax-exempt bond program and if it
wishes to target the program to households whose incomes are lower
than those currently served, a number of options are available, Any
tightening of requirements must be weighed against possible impacts on
developer participation. Among the actions that the Congress may wish
to explore are

lowering the percentage of median income allowed for qualifying house-
holds and

restricting the amount of rent that can be charged to qualifying
households.

Other possible actions are discussed on page 35.

Treasury officials agreed with GAO’s recommendation regarding house-
hold size adjustments. Moreover, in November 1985, Treasury issued
proposed regulations to amend the Internal Revenue Code to require
that such an adjustment be made after December 31, 1985, when quali-
fying households as low or moderate income. (See p. 35.)
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Chapter 1

Introduction

Use of Tax-Exempt
Bonds to Finance
Rental Housing

Rental housing is the source of shelter for 27.5 million American fami-
lies—about one-third of all families—and the only source for most low-
income individuals. Most individuals with incomes below $10,000 rent
rather than own. Over the years, various federal programs have
attempted to help provide decent, affordable rental housing through
such means as rental assistance and production subsidies. One such
method is the use of tax-exempt bonds to finance construction or reha-
bilitation of multifamily rental housing.

Before 1968, section 103 of the Internal Revenue Code exempted inter-
est on state and local government bonds from federal income taxes,
regardless of how the state or locality used the bonds’ proceeds. State
and local governments have issued tax-exempt industrial development
bonds for the benefit of private industries since the 1930’s, but it was
not until the late 1960’s that these bonds were issued in any great quan-
tity. In 1968, members of Congress expressed concern both about the
large federal revenue losses associated with the growing volume of
industrial development bonds as well as the possibility that the volume
of these bonds would raise interest rates on tax-exempt bonds issued for
more traditional public purposes, such as roads and schools. In response
to these concerns, the Congress amended section 103 to provide that the
interest on these bonds be taxable unless issued for certain specified
purposes, one of which was construction or rehabilitation of rental
property.

In 1980, the law was again amended, requiring for the first time that
section 103 bonds be used as a mechanism for providing housing for
lower income individuals. The 1980 amendment specified that the bonds
were to be used for rental projects where at least 20 percent {15 percent
in targeted areas! ) of the units would be occupied by low- or moderate-
income individuals—those earning no more than 80 percent of an area’s
median income. According to congressional committee reports, the Con-
gress added the low- and moderate-income requirement to better assure
that the program would serve lower income households and to
encourage mixed-income projects.

1 An area that is either (1) a census tract in which 70 percent or more of the families have incomes
that are 80 percent or less of the applicable statewide median family income or (2) an area of chronic
economic distress as determined under the criteria established for mortgage subsidy bonds. All of the
rental projects included in our review required that at least 20 percent of their units be occupied by
low- or moderate-income households.

Page 10 GAO/RCED-86-2 Tax-Exempt Bonds



Chapter 1
Introduction

Amendments in 1982 attempted to improve bond administration by
requiring that bonds be approved by an elected public official, that pub-
lic hearings be held on proposed bond issues, and that information on
bond issues be reported to the Internal Revenue Service. These amend-
ments also required that bonds be issued in registered form (e.g., includ-
ing purchaser’s name) so that holders of the bonds could be notified if
the tenant income requirement for tax exemption was not being met,
which could result in the loss of the tax-exempt status.

Growth in the Use of Bonds
to Finance Rental Housing

During the past decade, the use of tax-exempt bonds to finance rental
housing has been erratic, as illustrated by figure 1.1.

Figure 1.1: Annual Volume of Tax-
Exempt Muitifamily Housing Bonds,
1975-84

6 Bilions of daltars

$0.9 $1.4 329 825 $2.7 52.2 $1.1 $5.1 $5.2 $5.0
1975 1876 1977 1978 1979 1980 1981 1982 1983 1984

As figure 1.1 shows, the annual volume of bonds increased sharply
between 1975 and 1977—from $900 million to $2.9 billion—and then
declined to $2.2 billion in 1980. In the following year, the volume fell by
half to $1.1 billion. It surged to $5.1 billion in 1982 and then stabilized
near that level for the next 2 years,
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The growth of tax-exempt bonds for multifamily rental projects can be
attributed to two primary factors. First, as interest rates rose in the late
1970’s, developers sought lower cost financing and chose tax-exempt
bonds because of their lower interest rates.

Second, the dramatic changes between 1980 and 1982 were likely influ-
enced by the anticipation and enactment of the 1981 accelerated cost
recovery system, which greatly liberalized depreciation rules for rental
housing. During 1980 and 1981, developers postponed decisions to
invest in rental housing until the more favorable depreciation rules
became effective.

Procedure for Issuing
Tax-Exempt Bonds for
Rental Housing

Step No. 1: Housing Agency
Gets Approval From State
or Local Governing Body to
Issue Bonds

The starting point for issuing tax-exempt bonds for rental housing is the
state or local housing agency. A developer approaches the housing
agency with a proposal for a rental housing project within the agency’s
Jurisdiction. If the agency approves the project, it then presents a bond
proposal to its governing body for authorization.

Step No. 2: Housing Agency
Retains Legal Counsel to
Develop a Prospectus

Once the bonds are authorized, the housing agency retains a bond coun-
sel to prepare the legal documents associated with bond issuance.
Among the most important documents is the prospectus, which
describes the terms and conditions of the bonds to potential investors.
Bond counsels also assure that the bonds meet the legal requirements of
local laws and regulations, the state constitution, federal laws and regu-
lations, and judicial opinions. In addition, the counsel certifies that the
interest paid to investors is tax-exempt according to federal laws and
regulations.
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Step No. 3: Underwriters
Are Hired to Market the
Bond Issues for the Agency

After purchasing the bonds from the housing agency, underwriters—
usually nationwide brokerage firms—either sell the bonds to other
securities dealers or sell them directly to investors. Dealers market the
tax-exempt bonds to investors—generally banks, savings and loan
associations, insurance companies, and individuals.

Step No. 4: Trustees Are
Named to Administer Bond
Issues for Housing Agencies

The housing agency deposits the bond proceeds in a trust account at a
bank or savings and loan association. This financial institution normally
acts as trustee for the housing agency and is responsible for administer-

ing the payment of principal and interest to the registered holders of the
bonds.

Step No. 5: Trustees or
Others Provide Loans to
Developers

The trustee, another bank or savings and loan association, or the hous-
ing agency lends the funds to developers of rental housing projects.

Looan repayment is usually guaranteed by a private company or through
federal insurance programs.

Congressional Interest

Revenue losses from tax-exempt bonds at a time of mounting federal
budget deficits and concern that tax exemption may not be an efficient
way to subsidize low- and moderate-income housing have brought the
tax-exempt bond program under close scrutiny by both the administra-
tion and the Congress. In fact, in response to these concerns, the admin-
istration and some members of Congress have already recommended
eliminating the tax exemption on state and local bonds used for private
purposes, such as industrial development bonds for rental housing.
Those members of Congress opposed to plans to eliminate the tax-
exemption on private-purpose bonds recognize the need to assure that
these bonds serve a significant public purpose.

The Joint Committee on Taxation, in a letter dated August 8, 1984,
requested our assistance in answering several questions relating to
whether tax-exempt bonds are an efficient method for making more or
better rental housing available to low- or moderate-income individuals.
On June 21, 1985, we testified before the Subcommittee on Oversight,

House Committee on Ways and Means, with the preliminary results of
OUr review.

Our analysis did not specifically address the administration’s proposal
to eliminate the tax exemption for multifamily rental housing. To do so
would require additional analysis of the benefits and costs of tax-
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Introduction

Objectives, Scope, and
Methodology

exempt bonds relative to other tax expenditures, as well as a compari-
son of alternative mechanisms for assisting the rental housing market.
However, this report does provide information on the costs and struc-
ture of tax-exempt bonds issued for multifamily housing which can
assist the Congress in its deliberations on the results of the proposed tax
reforms. In the event that the Congress decides to retain the current tax
exemption for rental housing, the report provides matters for congres-
sional consideration on how it can be changed to more closely target
benefits to low- and moderate-income renters.

The Joint Committee asked several questions about the tax-exempt bond
program’s costs to federal, state, and local governments; the benefits
received by parties to the bond issues; and the impact of bonds on the
rental housing supply. Another area of major concern to the Committee
was the extent to which low- and moderate-income persons were bene-
fiting from the program. Finally, the Committee asked several questions
relating to the characteristics of rental projects financed with the bonds
and the adequacy of the management of program requirements. In sub-
sequent discussions with the Committee’s staff, they expressed interest
in ways the program could better serve low- and moderate-income
households.

To obtain information relating to the Committee’'s concerns, we visited
19 housing agencies and 54 of the projects that they financed. In judg-
mentally selecting agencies to visit, we took into consideration the geo-
graphic location of the agencies and the dollar amount and number of
projects that they financed. We selected projects that were not autho-
rized to provide tenants rental subsidies under the Department of Hous-
ing and Urban Development’s (HUD's) section 8 rental assistance
program.? Eliminating section 8 projects enabled us to better isolate the
impact of tax-exempt financing on low- and moderate-income individu-
als. We were able to obtain income and household size information on
7,887 households including higher income households and those desig-
nated as low- and moderate-income from 48 of these projects. We also
obtained Internal Revenue Service (IrS) and Public Securities Associa-
tion municipal bond records to determine the volume of the tax-exempt
bonds issued in 1983 and 1984 and to estimate their cost to the federal
government in lost tax revenue.

20One of HUD's primary programs for assisting low-income households. See chapter 2 for a further
discussion of this program.
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To supplement these data, we sent questionnaires to the 230 housing
agencies that reported to the IRS that they issued tax-exempt bonds in
1983 and for whom we could obtain valid addresses. At the time of our
selection, 1983 data were the most current information available. The
230 housing agencies were responsible for $4.9 billion (92 percent) of
the $5.3 billion in bond activity in 1983. We received reponses from 164
of the agencies, which represented 58 percent ($3.1 billion) of the total
bond activity in 1983. A copy of the questionnaire summarizing answers
from the 164 agencies that responded is attached as appendix II.

We performed our work in accordance with generally accepted govern-
ment auditing standards. The views of directly responsible Treasury
officials were sought during the course of our work and are incorpo-
rated in the report where appropriate. In accordance with wishes of the
Committee, we did not request HUD or state and local housing authorities
to review and comment officially on a draft of this report. More detailed

information about the objectives, scope, and methodology of our review
is available in appendix III.
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Chapter 2

Tax-Exempt Bonds Can Better Serve Lower
Income Renters

Projects that we reviewed that were financed with tax-exempt bonds
generally had the required 20 percent of low-and moderate-income
households. Nevertheless, unless these households are charged reduced
rents, they may not be receiving any direct benefit from the bond
financing., Changes can be made to the program to better assure that
benefits accrue to low- and moderate-income households.

Tax-exempt bonds are designed to stimulate multifamily rental housing
production and achieve a greater public purpose by requiring that at
least 20 percent (or 15 percent in targeted areas) of units be occupied by
low- or moderate-income individuals.! We found, however, that the
incomes of households that qualify as low or moderate are generally no
lower than those of the typical renter nationwide. On the other hand,
the incomes of those households occupying the remaining units far
exceed those of the typical renter. The use of bonds, while complying
with the law, finances housing occupied by renters with average and
above-average incomes and, as discussed in chapter 3, this occurs at a
considerable cost to the federal government.

Above-average income renters qualify as “low and moderate income”
primarily for two reasons. First, using 80 percent of an area’s median
family income to determine program eligibility results in a high qualify-
ing ceiling. As defined by HUD, median family income includes homeown-
ers as well as renters. Because homeowner incomes are, on average,
twice those of renters, this tends to establish a project ceiling that is
substantially higher than the average renter income. Second, ambiguity
exists in both the authorizing legislation and the implementing Depart-
ment of the Treasury regulations; neither makes clear whether a house-
hold’s income should be adjusted for family size in determining whether
it qualifies as low or moderate income. In the absence of clear guidance,
most housing agencies are not requiring such adjustments.

Several housing agencies have gone beyond federal requirements and
have instituted actions that result in a program that better serves lower
income households. If the Congress wants to better target benefits to
low- and moderate-income households, we believe that the following
actions would help: (1) requiring household size adjustments, (2) target-
ing the program to households with even lower incomes, (3) increasing
the percentage of units targeted to lower income households, (4) reduc-
ing the rents these households pay, (5) recertifying tenant incomes, and

IWhile federal regulations speak of low- or moderate-income individuals, the intent is that the
incomes of all household members be considered.
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Tax-Exempt Bonds Can Better Serve Lower
Income Renters

Higher Income Renters
Live in Bond-Financed
Projects

(6) considering households on assisted housing waiting lists when rent-
ing units.

We recognize that any across-the-board tightening of targeting require-
ments has the potential to diminish the program’s attractiveness to
developers, which could reduce the number of housing units built under
the program. But, because housing markets and investment opportuni-
ties differ across the country, it is not possible to identify the precise
point at which introducing more stringent criteria would decrease the
number of units developers are willing to build or rehabilitate using tax-
exempt bond financing. Given the economic costs of the program, the
Congress may wish to consider the question of whether it wants the tax-
exempt bond program to better serve low- and moderate-income house-
holds and, if so, by how much.

Forty-eight of the 54 bond-financed projects we visited provided us with
both household size and income data on 7,887 tenants. These data
showed that, on average, these households had higher incomes than did
the general renter population. Even the average low- and moderate-
income households in these projects had incomes similar to those of the
average renter. In addition, tax-exempt bond-financed units are gener-
ally rented by younger people with smaller families than units found in
the overall rental market. We found that almost half (45 percent) of the
households of bond-financed projects were one-person households, only
16 percent had three or more people living in a unit, and almost half (47
percent) were headed by a person under 28 years old,

We also compared the characteristics of tenants of 48 bond-financed
projects with tenants of HUD’s section 8 program because (1) the section
8 program is the major means of providing federally subsidized housing
to low-income households and (2) the bond program'’s enabling legisla-
tion requires that “low and moderate income” be defined in a manner
consistent with the section 8 program. We found that the low- and mod-
erate-income households living in bond-financed projects have incomes
that average about twice those of section 8 tenants—$15,000 compared
with $7,000. This is not surprising since, as will be discussed later, the
section 8 program provides a greater federal subsidy to tenants and has
more restrictive requirements.

Table 2.1 compares income and other characteristics of different renter
populations.
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Table 2.1: Characteristics of Renters in
48 Bond-Financed Projects Compared
With Other Renters

48 bond-financed projects

Low- and

moderate-
income Allrenters HUD section
All renters renters nationwide 8 renters
Average income - $24,157 $15,697 $14,000 $7.000

Average age of household

head 32 31 11 50
Average family size 18 1.8 24 3.1

One important reason for the income variation between all households
in projects financed with tax-exempt bonds and other renters nation-
wide is that about 75 percent of the projects financed with tax-exempt
bonds are new construction, which is generally at the top of the quality
and price scale. Thus, households in projects financed with tax-exempt
bonds must be abie to afford the typically high market rent of new
apartments. As the table shows, the average income of all households
living in the projects we visited was $24,157, or 73 percent above the
average income of renters nationwide.

Differences in program structures help explain the large difference in
average incomes of the low- and moderate-income households living in
bond-financed and section 8 projects. Table 2.2 summarizes some key
differences between the programs.

Table 2.2: Comparison of Key
Provisions of Tax-Exempt Bond and
Section 8 Programs

Program provision Tax-exempt bond program Section 8 program
Qualitying income ceiling 80 percent of median income 50 percent of median income
Family-size adjustment Unclear Yes

required

Rents subsidized (rentersw No  Yes

pay only 30 percent of
income on rent)

Annual income recertification No Yes
required

The lower qualifying income ceiling for section 8 participants results in
a program that is better targeted to lower income households. Eligibility
for assistance under section 8 is generally limited to households whose
Incomes do not exceed 50 percent of the median income for the particu-
lar area of residence. For units that became available for occupancy on
or after October 1, 1981, 95 percent of households in assisted units must
meet this criterion, while the remaining 5 percent may have incomes up
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Why Above-Average
Income Renters Qualify
for Low- or Moderate-
Income Rental Units

to 80 percent of the area’s median. The differences in how the two pro-
grams handle family-size adjustment, income recertification, and subsi-
dies all contribute to a clear difference in incomes of the populations
taking advantage of these programs.

Above-average income renters qualify as “low or moderate income”
under the tax-exempt bond program primarily for two reasons. First,
the federal requirement that defines a low- or moderate-income house-
hold as earning no more than 80 percent of area median income results
in an income ceiling that is relatively high, particularly when compared
with the average renter nationwide. Second, federal legislation and
Treasury regulations do not specifically state that a household’s income
should be adjusted for household size.

Qualifying Income Ceiling Is
Relatively High

Federal law defines low- and moderate-income households, for purposes
of the tax-exempt bond program, as those earning no more than 80 per-
cent of area median income, As defined, an area’s median income
includes homeowners as well as renters within a standard metropolitan
area. Because homeowner incomes are typically twice those of renters,
this tends to establish a project ceiling that is substantially higher than
the average renter income. Using 1983 data, table 2.3 compares the
incomes that qualified a renter in the areas we visited with the incomes
of the average renter in those areas.
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Table 2.3: Qualifying Incomes
Compared With Renter Incomes, 1983

_ Quaiifying

Income as a

percentage

Household Qualifying Renter of renter

median income median median

Area income (80 percent) income income
Minneapolis, Minn. o $32,813 $26,250 $13,826 190
St. Louis, Mo. 29,813 23,850 13,576 176
Flint, Mich. 28,000 22,400 12,904 174
Denver, Colo. 31,625 25,300 15,282 166
Hartford, Conn. - 30,625 24,500 15,331 160
Raleigh, N.C. 27,400 21,920 14,008 156
Los Angeles, Calif. 28,813 23,050 14,946 154
Norfolk, Va. 25313 20,250 13,266 153
Washington, DC. 36,600 29,280 19,587 149
Detroit, Mich. 28,000 22400 15,158 148
Phoenix, Ariz. - 26,688 21,350 14,402 148
Atlanta/Marietta, Ga. 28,300 22,640 15,764 144
San Antonio, Tex. - 23,625 18,900 13,331 144
Orlando, Fla. 25,100 20,080 14,172 142
Gainesville, Ga. - 23,100 18,480 13,545 136
Dallas, Tex. 30,188 24,150 17,829 135

Inconsistent Interpretations
of Family-Size Adjustment
Requirement in Determining
Household Income

Since neither the law nor implementing Treasury regulations specifically
state that household incomes should be adjusted for family size in deter-
mining low- and moderate-income eligibility, some housing agencies,
bond counsels, and developers require such adjustments, while others do
not. These inconsistent interpretations not only have a significant
impact on the number and percentage of households meeting the low-
and moderate-income definition but also on whether individual projects
are in compliance with congressional intent.

In 1980, section 103(b)(4)(A) of the Internal Revenue Code was
amended to require for the first time that tax-exempt bonds be used to
provide housing for lower income individuals. The 1980 amendment
specified that the bonds were to be used for rental projects where at
least 20 percent (or 15 percent in targeted areas) of the units would be
occupied by low- and moderate-income individuals.

The definition of “low or moderate income” was to be determined by the

Secretary of the Treasury in a manner consistent with the section 8 pro-
gram. At the time, HUD considered persons eligible for section 8 if their
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adjusied income did not exceed 80 percent of the median income for
their respective area. HUD determines median incomes for areas on the
basis of families of four and then adjusts these incomes for larger and

smaller families. The percentage of area median income that qualifies
different size families is shown in table 2.4.

Table 2.4: Qualifying Percentage of
Area Median Income Based on Family
Size

Household size 1 2))8__ 74)7 i_—Gr /i
Percentage of area median
income required 0.56 064 0.72 0.80 0.88 0.96 1.04

The House report on the 1980 legislation mandating the low- and moder-
ate-income requirements stated that the determination of an area’s
median income should include adjustments for larger and smaller fami-
lies, as required under the HUD section 8 program. Uncertainty arose
regarding the family-size adjustment in the following year when the
Congress amended the section 8 program to require that 50 percent,
rather than 80 percent, of an area’s median income be the threshold for
qualification under that program. Because the legislation and imple-
menting Treasury regulations required that the determination of low
and moderate income be made in a manner consistent with the section 8
program, there was concern in the housing industry that this change to
50 percent of median income for the section 8 program would also
become a requirement for tax-exempt bonds.

To avoid that result, the Congress, in the Tax Equity and Fiscal Respon-
sibility Act of 1982, amended the legislation to read as follows:

“Individuals of low and moderate income shall be determined by the Secre-
tary in a manner consistent with the determinations of lower income fami-
lies under section 8 of the United States Housing Act of 1937 .. . except that
the percentage of median income which qualifies as low or moderate
income shall be 80 percent.”” [Emphasis added.]

Treasury subsequently made final its regulations using basically the
same language as the legislation,

On June 21, 1985, a municipal bond attorney testified before the Sub-
committee on Oversight, House Committee on Ways and Means, that the
Treasury regulations do not require adjustments based on smaller and
larger families. The attorney pointed out, however, that while most
developers and bond counsel believe that adjustments for family size are
not required, some have been concerned that the intention of the 1982
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amendments was simply to maintain the 80-percent-of-median-income
criterion, and not to eliminate adjustments for family size. They view
the lack of clear reference to family-size adjustments as merely an
oversight.

A Treasury official who also testified at the June 21 hearings agreed
that Treasury regulations do not make clear that median income is to be
determined by reference to the HUD adjustments for family size. Accord-
ing to this official, Treasury planned to issue revisions to these regula-
tions to clarify that this adjustment must be made. Treasury proposed
this revision in November 1985.

In practice, most housing agencies are not making this adjustment. In 12
of the 19 housing agencies we visited, the low- or moderate-income eligi-
bility criterion was the same for one-, two-, and three-person households
as for a family of four. In some cases, agencies’ counsel gave legal opin-
ions that family-size adjustments were not necessary but, more often,
the issue of whether to adjust for family size simply never surfaced.

Six of the remaining seven housing agencies made income adjustments
on the basis of family size either because they interpreted the law and
Treasury regulations to require this adjustment or because they wanted
to “achieve a greater public purpose” by better targeting their programs
to lower income households. The remaining agency made family-size
adjustments because it operated its tax-exempt bond program in con-
junction with HUD's section 8 program, which requires such adjustments.

By not requiring these adjustments, a higher percentage of tenants met
the low- and moderate-income criterion, and project management gener-
ally had no problem meeting the federal requirement that at least 20
percent of the project units be occupied by low- or moderate-income
households. In our survey, 56 percent of the households met the defini-
tion of low and mederate income, whereas only 35 percent would have
met the definition if family-size adjustments were clearly required, in a
manner consistent with the section 8 program.

On a project basis, 2 of the 48 projects for which we had both household-
size and income data did not meet the low- or moderate-income eli-
gibility requirement, even without making adjustments for family size.
After bringing this matter to the attention of the project managers, we
were advised it was corrected. (See ch. 4.) An additional 10 projects
would not have met the eligibility requirement, as table 2.5 shows, if
they had been required to adjust for family size.
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Table 2.5: Percentage of Low- or
Moderate-Income Households Per
Project With and Without Adjusting for
Family Size

How to Better Target
Program to Low- or
Moderate-Income
Renters

Project Unadjusted Adjusted
Packwood East, Charlotte, N.C. 47 15
Summit Station, Marietta, Ga. 42 13
Winter Creek, Dorville, Ga. 37 12
Wood Knoll, Marietta, Ga. - 3 16
Symphony Place, Minneapolis, Minn. 32 19
West Wind, Orlando, Fla. S 32 10
Post Brook, Decatur, Ga. o 31 2
Wood Glen, Marietta, Ga o 31 12
Chimney Trace, Stone Mountain, Ga. 27 10
Summerwood, Clarkston, Ga. T 24 6

Post Brook provides a clear example of the significance of not adjusting
for family size. In this 130-unit praoject, only three households (2 per-
cent), rather than 40 households (31 percent), would be considered low
or moderate income after family size is taken into account. Had adjust-
ments for family size been required, the qualifying income for single-
person households in this project would have been reduced from
$22,640 to $15,848.

Congressional concern is growing over the extent to which low- and
moderate-income households are benefiting from the tax-exempt bond
program. As a result, the Congress is considering ways to better target
the program to this income group. We have identified several actions the
Congress may wish to consider to better serve lower income households.
However, taking any of these actions could diminish the program’s
attractiveness to developers, possibly reducing the number of rental
units that would otherwise be constructed under the program.

Lower Income Ceiling and/
or Increase Percentage of
Units

As previously discussed, federal law defines low or moderate income for
the tax-exempt bond program as households earning 80 percent or less
of an area’s median income, and requires that at least 20 percent of a
project’s units be occupied by such households. The program may
achieve a greater public purpose to the extent that this income ceiling is
lowered and/or the number of units required to be occupied by low- and
moderate-income households is increased.

The following matrix in figure 2.1 illustrates how different combina-
tions of more restrictive requirements, including adjustments for family
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size, would have affected the eligibility of the 48 projects for which we
were able to obtain both household size and income data.

Figure 2.1: Number of Projects Meeting More Restrictive Eligibility Criteria
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The upper left corner of the matrix shows that 36 projects would qual-
ify for the program’s tax exemption if it required that 20 percent of the
units be occupied by households with incomes no higher than 80 percent
of an area’s median income after adjusting for family size. As one would
expect, if the definition of low and moderate income were made more
restrictive, fewer projects would qualify. For example, if the number of
units required to be occupied by low- or moderate-income households
remained at 20 percent, but the qualifying criteria were changed to 65
percent of area median income, 21 of the 48 projects would qualify. On
the other hand, if the definition for low- or moderate-income remained
at 80 percent of an area’s median income but the percentage of units
required to be occupied by these households were increased from 20 to
30 percent, then 27 of the 48 projects would qualify.
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to better target the tax-exempt program to lower income households.
One agency—Maryland’s Montgomery County Housing Opportunities
Commission—redefined low and moderate income as 65 percent of the
area’s median income, while the other—Virginia’'s Fairfax County Rede-
velopment and Housing Authority—set the criterion at 70 percent.

g Ammmm w2 PR P

Aside from these two agencies, onty eight of the 164 housing authorities
that responded to our questionnaire stated that they use less than 80
percent of area median income in qualifying households as low-or mod-

erate-income.

Two housing agencies we visited lowered the qualifying income ceiling

While none of the 19 housing agencies we visited increased the 20-per-
cent occupancy requirement, 13 agencies that responded to our ques-
tionnaire stated that they had a higher requirement. Among these
agencies, the percentage most frequently used was 25.

Limiting Rents of Low- and
Moderate-Income
Households

We found that most of the low- and moderate-income households renting
units in bond-financed projects are paying a relatively high portion of
their income on rent. As discussed in chapter 3, households receive
direct benefits from the bond-financed program only to the extent that
they pay below-market rents or developers are influenced to build lower
rent projects. On the basis of data for the 7,175 households? in 48 bond-
financed projects, we found that after adjusting incomes for family size,
63 percent of the low- and moderate-income households were paying
rents in excess of 30 percent? of their gross income. In sharp contrast,
only 4 percent of the remaining higher income households were paying
more than 30 percent. Table 2.6 provides more detailed information on
the portion of income paid for rent according to income group.

Table 2.6: Percentage of Gross Income
Spent on Rent

30 percent 31-40 41-50 Over 50
Income category o or less ~ percent percent percent
Low- and moderate- income
households - 37 36 14 - 13
Higher income households 96 4 0 0

2 Although we obtained income and household size data for 7 887 households, we could obtain rent,
income, and household size data for only 7,175 households.

SHUD often uses 30 percent or less of gross income as a benchmark for reasonable or affordable rent
burden for lower income households.
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Methods for Limiting Rents

Because tax-exempt bonds result in only a minimal increase in the over-
all supply of rental units (see p. 44), tenants generally benefit from this
financing only to the extent that they pay below market rents. (See ch.
3.) Since there are no rent restrictions in the bond program, the devel-
oper will generally charge market rents unless discounts are necessary
to attract low-income renters or to comply with local requirements. We
found that, for the most part, market rents are charged in bond-financed
units. Therefore, tenants who happen to live in bond-financed units gen-
erally pay rents no lower than those living in comparable conventionally
financed, market-rate units.

In about one-third of the projects we visited, some low- or moderate-
income households were charged reduced rents either to comply with
local housing agency requirements or to obtain a sufficient number of
tenants to meet the 20-percent occupancy level. However, the number of
units actually subsidized and the amount of the subsidy varied widely
among these projects. At some projects, all 20 percent of the units occu-
pied by low- or moderate-income households had reduced rents, whereas
other projects reduced rents on only a portion of these units. The
amount of rent reductions also varied—from as much as $200 per
month to as little as $10.

Our questionnaire asked housing agencies if rents paid by low- and mod-
erate-income households were less than rents paid by others for identi-
cal units in the same project. Fifty-three percent of the housing agencies
res

rents were the same, and 30 percent did not know.

There are three primmary ways to control rents. The first-——and in our
opinion the least preferable—is to limit the percentage (i.e., 30 percent)
of a household’s income that may be charged for rent. Such a restriction
could serve as an incentive to rent to low- or moderate-income house-
holds that are closest to the qualifying ceiling in order to minimize the
amount of rent owners would have to forego. In addition, this type of
rent restriction creates an administrative burden for projects because,
theoretically, each lower income household could be charged a different
rent on the basis of individual household income.

A second—and we believe better—method of controlling rents for lower
income households is limiting rents to a certain percentage of an area’s
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ardless of the actual income of the household occupy-
trast to the first method, this one provides no incen-
tive to rent to low- or moderate-income households with the highest
incomes and reduces an owner’s administrative burden by basing rents
on one standard—a percentage of area’s median income—rather than
on the varying incomes of individual households. This method was the
one most commonly employed by those housing authorities that did limit
rents on units occupied by lower income households and is turther dis-
cussed on page 30.
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This second method, however, also has its drawbacks: it does not guar-
antee that low- and moderate-income tenants benefit from the tax
exemption because it does not necessarily require developers to pass on
a portion of their subsidy to these tenants in the form of lower rents.
For example, if a developer builds a bond-financed project where all
units have relatively low rents (either because the developer builds in a
relatively low cost area of a city or builds a relatively austere project),
then all tenants may, in fact, be charged rents below those established
by this method, without the developer’s passing on any subsidy to
tenants.

To the extent that the tax exemption influences a developer to build a
lower rent project, lower income tenants may benefit; however, such
influences cannot generally be isolated. Nevertheless, this method of
controlling rents would discourge developers from building luxury
projects. The high rents associated with such projects would require
developers to pass along a greater portion of their subsidies to lower
income households in the form of lower rents.

The third way to control rents is to require developers to reduce rents
on units occupied by low- and moderate-income households, regardless
of how low or affordable the market rents are on those units. This is the
only method that guarantees lower income households will directly ben-
efit from the program. Nevertheless this method too has its drawback.
If, in fact, the program has influenced a developer to build a lower rent
project than the developer would have built in the absence of the pro-
gram, the developer may have already foregone some potential profit by
making this decision. To then require that developer to further reduce
rents may, in fact, become a disincentive to participating in the program.

Recertify Renter Income

The tax-exempt bond program does not presently require project owners
to periodically recertify the incomes of low- and moderate-income
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households to ensure that at least 20 percent of a project’s households
do not have incomes that exceed the qualifying ceiling. In fact, the con-
ference report to the 1980 amendment specifically states that annual
recertification is not required. Our discussions with congressional staff
and our review of the program'’s legislative history indicate that such a
provision was not included because it could be difficult to monitor and
noncompliance could result in an excessive penalty—the project could
lose its tax-exempt status.

The incomes of low- and moderate-income renters are, however——like
those of others—subject to change from year to year. As discussed on
page 17 and 18, we found that almost half of the low- and moderate-
income households in bond-financed projects were one-person house-
holds, with an average age of 31. Although we did not attempt to iden-
tify details of their employment, given that most of these people are
young and live alone, we believe it reasonable to conclude that some, if
not many, were in the beginning stages of their careers and could proba-
bly expect their incomes to increase in coming years,

By requiring annual recertification of incomes of low- and moderate-
income households, the Congress would better ensure that the tax-
exempt program is not serving households that may have had low
incomes when they first rented their units, but whose incomes have
since risen beyond the moderate level. Although monitoring compliance
would impose an additional administrative requirement on project own-
ers (i.e., annually contacting employers to verify tenants’ incomes),
nevertheless, 2 of the 19 housing agencies we visited had such a require-
ment and monitored annual recertification to assure that the intended
population continues to be served. Housing agency officials told us that
they minimize their monitoring burden by randomly verifying recertifi-
cation reports.

Neither of these agencies requires that project managers ask a house-
hold to vacate their apartment if their income rises beyond the moderate
level. Rather, if the change in income were to result in the project’s fall-
ing below the 20-percent requirement, then when any unit in the project
becomes vacant, it must be rented to a household whose income is
within low- or moderate-income limits. In our opinion, this is a reason-
able way to address a situation where a project is not in compliance,
rather than possibly withdraw a project’s tax-exempt status or request
a household to move.
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Recertifying incomes may be the only way to ensure that households
once considered lower income are, in fact, still lower income. Further-
more, if the Congress were to limit rents on certain units occupied by
low- and moderate-income households, recertification becomes all the
more important to ensure that higher income households do not receive
rent subsidies.

Consider Renting to Lower
Income Households on
Assisted-Housing Waiting
Lists

The tax-exempt bond program can be of greater service to low- and
moderate-income households if an attempt is made to rent units to those
who have already expressed a need for housing assistance. Local hous-
ing authorities are generally required to keep waiting lists of those in
need of assisted housing—one for public housing and one for the section
8 program. Although we generally did not find that these lists were
being used to refer households to bond-financed projects, we believe
that the bond-financed program might achieve a greater public purpose
to the extent that developers work with housing authorities in identify-
ing eligible tenants in need of housing assistance.

Given that the income limitations on households applying for section 8
or public housing units are more restrictive than for the bond-financed
program, many households on local waiting lists may not have incomes
that are high enough to afford a unit in a bond-financed project. Offi-
cials at one housing agency we visited told us that the incomes of the
households on their locally assisted-housing waiting list had incomes so
low that virtually none would be able to qualify for any bond-financed
apartment in that area. On the other hand, officials at another housing
agency estimated that about one-quarter of the households on their
waiting list have sufficient income to qualify them for some bond-
financed units in the area. This agency has been successful in placing
some households from this list in bond-financed projects. The agency
does not require a developer to rent to a household referred from the
waiting list but, rather, leaves this to the developer’s discretion. It is
important to further note that this agency is one that requires reduced
rents on units occupied by low- and moderate-income households, thus
making them more affordable. Giving consideration to households on
assisted housing waiting lists becomes even more feasible should the
Congress require rent limitations.
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The previous section discussed ways that the Congress might better tar-
get the bond program to serve lower income households and notes that
some housing agencies are taking some of these steps. Descriptions fol-
low of three agencies that have incorporated some or all of these actions
into their programs to better target this population.

Montgomery County,
Maryland, Housing
Opportunities Commission

The Montgomery County Housing Opportunities Commission operates a
tax-exempt bond program that

requires family size adjustments,

lowers the income ceiling for qualifying households as low or moderate
income,

limits the amount of rent that can be charged to low-and moderate-
income households,

requires that the incomes of low- and moderate-income households be
recertified annually, and

refers households on their local assisted-housing waiting lists to devel-
opers when they are renting project units.

The Montgomery County Housing Opportunities Commission defines
“low and moderate income” more strictly than do federal regulations by
defining this group as earning no more than 65 percent of an area’s
median income adjusted for family size. Thus, a four-person household
in Montgomery County can earn no more than $23,790, and a single per-
son no more than $16,653, to qualify for the units that must be occupied
by low- or moderate-income households. A four-person household could
earn up to $29,280, and a single person up to $20,496, and still be con-
sidered low or moderate income if the county used the less restrictive
federal criterion.

In addition, to better assure that these lower income households can
afford a unit, the county limits their rent, including utilities, to no more
than 30 percent of 65 percent of the area’s median income (on the basis
of a three-bedroom apartment and adjusted down for smaller units). To
illustrate, the annual median income in Montgomery County is $36,600,
and $23,790 is 65 percent of the median. Thus, low- or moderate-income
tenants of a bond-financed project in Montgomery County could pay no
more than $595 for a three-bedroom apartment, $535 for two bedrooms,
and $476 for one bedroom. In high-rent projects, this can result in rents
substantially below market rates. For example, as explained by the
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Commission’s executive director, the market-rate rent for a three-bed-
room apartment in one of the county’s projects was $819 a month, but
the project’s 20-percent low- or moderate-income households were
charged the $595 monthly rent. As a result of their stricter definition of
low or moderate income and their ceiling on rents, Montgomery County
(1) reduces the chance that these households pay a disproportionate
share of their income on rent and (2) ensures that at least 20 percent of
a project’ tenants have incomes that are 15 percent lower than what is
federally required.

The Commission requires that the incomes of low- and moderate-income
households be recertified annually and further assures that its bond-
financed projects will benefit those in need of housing by requiring
developers to use the Commission’s applicant waiting list in selecting
prospective low- or moderate-income tenants for 20 percent of each pro-
Ject’s units. This waiting list is comprised of households on either the
section 8 or public housing waiting list. Developers must consider this
list at least 60 days before any public solicitation for tenants. Applicants
from this list who respond during the 60-day period, who have suffi-
cient incomes to afford the required rent, and who are approved by the
developer will be given priority. As of August 1985, the waiting list con-
tained about 4,500 households, of which about one quarter had incomes
high enough to rent a bond-financed unit.

Aside from the more stringent restrictions Montgomery County places

on the units to be occupied by low- and moderate-income households (20
percent), it requires that an additional 30 percent be occupied by house-
holds with incomes not exceeding the aarea’s median. The county puts no
income limitations on households occupying the remaining 50 percent of
the units in a project.

Fairfax County, Virginia,
Redevelopment and Housing
Authority

The Fairfax County Redevelopment and Housing Authority, like Mont-
gomery County, has taken multiple steps beyond those federally
required to better target its program to low- and moderate-income
households. In addition to requiring a family-size adjustment, it has a
stricter definition of low or moderate income, restricts the amount that
low- and moderate-income households can pay for rent, and requires
developers to give priority in renting units to be occupied by low- or
moderate-income households to those persons on the housing authority's
waiting list.
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Fairfax’s housing authority defines low- and moderate-income house-
holds as earning no more than 70 percent of the area’s median income
adjusted by unit size. Given that larger families will oceupy larger units,
this tends to have the same effect as a family-size adjustment as shown
in table 2.7.

Table 2.7: Income Limits As a Factor of
Unit Size

Maximum
household Adiustment
Unit size B size - factor
Three-bedroom 4 x
(70 percent of area
median income)
Two-bedroom 3 Ox
One-bedroom 2 Bx

Fairfax’s housing authority also limits rents developers may charge to
low- and moderate-income tenants. Generally, the authority prefers to
limit rents to no more than 25 percent of 70 percent of the area’s median
income adjusted by unit size. Rents may be somewhat higher, depending
on project utility costs and negotiations with individual developers.

Furthermore, to assure that its program reaches lower income house-
holds in need of housing, Fairfax County requires that developers give
priority consideration to households on the county’s waiting lists for
assisted-housing assistance. Lastly, the county requires that no less than
20 percent of each size unit in a project be available for low- and moder-
ate-income households to assure a reasonable distribution of these
households throughout project units.

Los Angeles, California,
Community Development
Department

In addition to requiring adjustments for family size, the Los Angeles
Community Development Department established maximum rents that
may be charged to low- or moderate-income households on the basis of
the number of persons in the household and the size of the unit. Median
income and rents are subject to periodic adjustments; rent increases are
permitted only once a year and are limited to a specified percentage.
Table 2.8 shows the relationship of income to the rents established by
the agency at the time of our review. These rent limitations result in
rent reductions ranging from $192 to $227 per month at the projects we
visited.
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Table 2.8: Maximum Rents for Low- And
Moderate-Income Units

Maximum

allowable Number of bedrooms
Persons in household income 0 1 2 3
1 $16,150  $403  $403  $403  $403
2 o 18450 403 461 461 461
3 - T 20,750 403 461 518 518
4 23,050 n/a nfa 576 576

The agency also requires that low- and moderate-income households be
proportionately distributed among all unit types.

Conclusions

Tax-exempt bond-financed projects are renting to low- and moderate-
income households in accordance with the law. While the law requires
that only 20 percent of a project’s units be occupied by low- and moder-
ate-income households—defined as those earning no more than 80 per-
cent of an area’s median income—we found that 56 percent of the units
in the projects we visited were occupied by such households without
adjusting for family size (35 percent, if such an adjustment were made).

The program is not without problems. Ambiguity surrounds the issue of
whether incomes should be adjusted for family size when qualifying
households as low or moderate income. Neither the law nor implement-
ing Treasury regulations are clear and, in the absence of clear criteria,
most housing agencies have not made such an adjustment. The lack of
an adjustment considerably increases the number of projects able to
qualify as having at least 20 percent of their units occupied by low- and
moderate-income households. (See table 2.5.) Although Treasury plans
to finalize regulations that will require an adjustment for family size, it
had not done so at the completion of our review.,

We believe that if Treasury amended its regulations to require an
adjustment for family size, it would eliminate confusion and would fur-
ther the interests of low- and moderate-income households.

In addition to requiring household-size adjustments, options exist for
tightening the criteria to better target the program to lower income
households. The two that we believe to be the most effective are (1)
lowering the income ceiling used to qualify households as low or moder-
ate income and (2) limiting rents charged to low- and moderate-income
households. Lowering the qualifying ceiling would result in bond-
financed projects’ renting to households with lower incomes than those
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Recommendation to the
Secretary of the
Treasury

who are currently living in these projects. Also, most low- and moderate-
income households in bond-financed projects pay a disproportionate
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moderate-income households, the Congress would better assure that
these households do not incur an excessive rent burden.

Three other actions would also contribute to better serving low- and
moderate-income households. First, the percentage of units to be occu-
pied by low- or moderate-income households could be increased beyond
the 20 percent now required. This would likely result in more of these
households living in bond-financed projects. Without a decrease in the
qualifying income ceiling, however, it is unlikely that any change would
result in the income group served.

Second, by requiring project management to annually recertify the
incomes of low- and moderate-income households, the Congress would
be better assured that the program was continuing to serve this income
group. If the Congress were to require that rents be limited on units
serving low- and moderate-income households, then recertification
increases in importance so that higher income renters do not receive
rent subsidies.

Third, some low-income households have applied for assisted housing
through their local housing agencies. If developers were required to give
first consideration to these households and discount rents, it would
increase the likelihood that individuals with an expressed need for hous-
ing assistance would benefit.

Incorporating the above requirements into legislation to better serve
lower income households could, however, reduce the program’s attrac-
tiveness to developers. This, in turn, could decrease the number of units
constructed under the program. Nevertheless, given the program’s con-
siderable cost, as will be discussed in the following chapter, the Con-
gress may wish to incorporate these changes even at the risk of some
lessening of program participation by developers.

We recommend that the Secretary of the Treasury amend the imple-
menting regulations to the Internal Revenue Code to require that an
adjustment be made for household size when identifying a household’s
income as low or moderate.
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If the Congress wants to continue the tax-exempt bond program and if it
wishes to target the program to households whose incomes are lower
than those currently served, a number of options are available. The
information we have developed suggests that the program’s require-
ments could be modified to further benefit this group or one of even
lower income. However, if the Congress decides to legislate stricter
income requirements, the benefits should be weighed against the possi-
ble impact on developer participation. In considering stricter require-
ments, the Congress will need to decide whether the program should
serve more low- and moderate-income households, households with even
lower incomes, or both. Accordingly, the Congress may wish to consider

lowering the threshold used to qualify a household’s income as low or
moderate to some percentage below 80 percent of an area’s median
income and/or increasing the percentage of a project’s units that must
be occupied by low- or moderate-income households to a level beyond
the 20 percent currently required,

limiting rents charged to low- and moderate-income households to no
more than a certain percentage of the area’s median income or some dol-
lar amount less than the project’s market rents in an attempt to limit the
rent burden of these households,

requiring that Jow- and moderate-income renters’ incomes be annually
recertified to ensure that at least the required minimum level of low-
and moderate-income households is maintained, and

requiring that priority consideration be given to households on assisted-
housing waiting lists in renting a certain percentage of units targeted to
low- and moderate-income households.

Treasury officials, in providing oral comments on our draft report,
agreed with cur recommendation that implementing regulations to the
Internal Revenue Code be clarified to require that an adjustment be
made for household size when identifying a household’s income as low
or moderate. The officials stated that Treasury was about to issue regu-
lations stating that a household size adjustment will be required after
December 31, 1985. The Department issued proposed regulations to this
effect in November 1985.
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Tax-exempt bond financing for the development of multifamily rental
housing results in a sizable federal revenue loss, primarily because hold-
ers of such bonds pay no federal income taxes on the interest earned.
We estimate that the federal government will forego tax revenue of
about $2.3 billion (in 1985 dollars) over the life of the bonds issued in
1983 and 1984.

Principal beneficiaries of tax-exempt bonds include bondholders, devel-
opers, financing intermediaries associated with issuing the bonds
{including state and local housing agencies), and renters. Bondholders
benefit from the rise in tax-exempt interest rates resulting from the
increase in the volume of tax-exempt issues. Developers benefit from the
tax exemption through lower project-financing costs. State and local
housing agencies that issue the bonds and financing intermediaries—
bond counsel, underwriters, and trustees—who structure and market
bond issues benefit through administrative fees charged the developer.
All renters benefit to the extent that rents are reduced as the rental
housing supply is increased. The program has had minimal national
impact, however, on increasing the supply of low-income rental housing.

Tax-Exempt Bonds
Result in a Sizable
Federal Revenue Loss

The principal federal cost associated with the use of tax-exempt bonds
for multifamily rental housing is the revenue loss that occurs because no
federal income tax is due on the interest received by bondholders. We
based our $2.3 billion loss estimate on an economic model that describes
how investors typically adjust their portfolios to accommodate an
increased supply of tax-exempt bonds. Our methodology is explained in
detail in appendix V. Other factors that might also influence the total
tax loss, but that we were unable to quantify, are described below.

Secondary Factors That
Could Affect the Federal
Tax Loss

Our estimate of the federal revenue lost from tax-exempt bonds could be
influenced by several secondary factors, including

accelerated property depreciation allowances,
reinvestment of bond proceeds, and
lower mortgage interest deductions.

Our work provides no basis for estimating the net effect of the tax-
exempt bond program on the volume of construction or rehabilitation of
all rental housing. Therefore, we are unable to estimate the impact of
this factor on the total federal revenue loss resulting from accelerated
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Accelerated Depreciation

Investment of Bond Proceeds in
Higher Yielding Securities

depreciation allowances and lower mortgage interest deductions. Like-
wise, sufficient information was unavailable to accurately estimate the
costs associated with reinvestment of bond proceeds in higher yielding
securities.

The Internal Revenue Code permits the owners of rental housing to
recover their costs through depreciation over a period of time that is
considerably shorter than the economic life of the property. This accel-
erated depreciation feature increases the cost of the tax-exempt bond
program to the federal government to the extent that additional rental
housing is built with the proceeds of the bonds.

The size of the revenue loss hinges on the extent to which capital is
drawn to rental housing from nondepreciable sources or sources with
less favorable depreciation allowances. If tax-exempt financing merely
replaces conventional financing without affecting the amount of rental
housing construction, no additional cost accrues since the amounts the
owners of bond-financed rental housing deducted for depreciation
would be the same as the amounts owners of conventional rental hous-
ing would have deducted. However, if the availability of tax-exempt
financing increased the construction of rental housing and added to the
existing housing stock by attracting resources away from other nonde-
preciable or less favorably depreciable activities, an additional loss in
tax revenue ensues from the accelerated depreciation available for
rental housing,

The federal government will incur a further cost in connection with tax-
exempt bonds when state and local housing authorities invest bond pro-
ceeds in taxable securities earning a higher rate of return than the rate
that the authorities must pay to the owners of their bonds. The profit
resulting from borrowing funds at a lower rate in one market and lend-
ing them at a higher rate in another is called an “arbitrage profit.” As
nontaxable entities, state and local governments pay no federal income
taxes on such arbitrage profits.

The Internal Revenue Code imposes specific restrictions on the power of
state and local governments to earn arbitrage profits. They are
expressly allowed, however, to earn tax-free profits on the proceeds of
tax-exempt low-income housing bonds that are put aside for a limited
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Lower Mortgage Interest
Deductions

State and Local
Governments Also
Incur Costs

Beneficiaries of the
Tax Exemption

time until needed to meet costs of construction or that are placed in a
reserve account of restricted size.

Since tax-exempt financing offers owners below-market mortgage rates,
their interest deductions on federal tax returns are smaller than they
would be had they used conventional mortgage financing to build the
same units. To the extent that developers would have built the same
housing using more expensive conventional financing, our estimate of
the federal revenue loss would be reduced.

The issuance of tax-exempt bonds for multifamily rental housing also
results in state and local government tax losses because investment
income earned by bondholders may also be exempt from state and local
income taxes. The difficulty in obtaining information on the many vari-
ables affecting this calculation prevented our estimating the extent of
state and local government tax loss.

While the amount of state and local income tax lost on bondholders’
interest income is difficult to estimate because of variations in local tax
codes and difficulty in obtaining other necessary information, such as
the proportion of bonds purchased by in-state vs. out-of-state residents,
it could be several million dollars. A 1985 report by the Legislative Ana-
lyst for the State of California recognized the problem in obtaining pre-
cise data but estimated that the state of California lost about $4-$5
million annually for each $1 billion in tax-exempt bonds sold, assuming
all of the bonds were purchased by state residents.

Presently, seven states have no state income tax. In addition, four
others that have a state income tax do not allow an exemption for feder-
ally tax-exempt bonds. Therefore, these 11 states would not experience
a loss of income tax revenue from the issuance of tax-exempt bonds; the
remaining 39 states may, however, incur some loss of income tax
revenue.

The sale of tax-exempt multifamily housing bonds tends to raise prevail-
ing tax-exempt interest rates to the benefit of the buyers of tax-exempt
bonds. All buyers of tax-exempt bonds are beneficiaries of this effect,

The Use of Mortgage Revenue Bonds in California, Legislative Analyst, State of California, January
1985.
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not just the buyers of the bonds that are issued to finance multifamily
housing projects. All receive higher after-tax rates of return on the
bonds they buy than they otherwise would.

Besides bondholders, other beneficiaries of the bond-financed housing
program include

Developers. Developers benefit from lower financing costs from bond
issues, which may enable them to earn a greater rate of return than is
available from alternative investments, including conventicnally
financed rental housing.

State and local housing agencies and financing intermediaries. Housing
agencies issue bonds, and financing intermediaries structure and market
the bond issues, charging developers administrative fees for their ser-
vices (about 4 percent of a total bond issue).

Tenants. Tenants benefit to the extent that rents are reduced or the
housing supply is increased. Given the size of the existing rental housing
stock, the program has not had an appreciable impact on the total sup-
ply of rental housing.

Developers

Developer Profitability

In evaluating the financial feasibility of multifamily housing projects,
developers consider the risks and projected rates of return for both
those projects and alternative investment opportunities. Information
that we have collected indicates that developers who receive tax-exempt
financing for multifamily housing generally pay 2.5 to 3.5 percentage
points less to finance construction or rehabilitation than they would
have to pay if they had to rely on conventional financing. This interest
rate reduction lowers developers’ costs to build multifamily housing,
increasing the likelihood that developers will find that type of invest-
ment more profitable (after tax considerations and adjusting for risk)
than other investments. The significance of this interest differential rel-
ative to developer profitability and the feasibility of using part of the
differential to reduce rents on the units occupied by low- and moderate-
income households are described below.

The availability of financing through the bond program at rates approx-
imately 3 percentage points below those obtainable in the conventional

money market can have a substantial impact on a project’s profitability.
Tax-exempt financing may influence developers to construct or rehabili-
tate multifamily rental projects, rather than make an alternative invest-
ment. Although it was not practical to obtain data on the profitability of
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alternative investments with which to compare the profitability of mul-
tifamily housing financed either conventionally or with tax-exempt
bonds, we asked several developers to provide us with data showing the
differences between the two methods of financing a multifamily housing
project. One of these developers testified before the Subcommittee on
Oversight, House Committee on Ways and Means, and provided income
and expense statistics showing the interest rate impact of using tax-
exempt bonds on a project that he built in Frederick, Maryland.

The project is a 51-unit townhouse development where the developer
received approximately $2.1 million in bond financing at an interest rate
of 9.7 percent. The developer estimates that had he financed this project
conventionally, the interest costs would have been 13 percent. Rents on
the units are $515 per month for 12 end-unit townhouses and $500 per
month for the 39 interior townhouses. Tables 3.1 and 3.2 are abbrevi-
ated schedules, provided by the developer, showing the impact of bond
financing on the project’s cash flow over the first 6 years of operation.

Table 3.1: Income and Expense Schedule Using Tax-Exempt Financing

Year 1 _ Year 2_ . Year 3 i _Year 4 Year 5 7 Year 6

Income:

Gross rents

 $308.160  $326650  $346249  $367,023 380045  $412,388

Minus 5% vacancy

15,408 16,332 17,312 18,351 19,452 20,619

Net receipts

292,752 310,318 328,937 348,672 369,593 391,769

Expenses:

Debt service (9.7%) 205428 205428 205,428 205,428 " 205,428 205,428
Other 107,389 111,589 116000 120,832 125495 130,601

Total B 312,817 317,017 321,428 326,060 330,923 336,029
Cash flow (deficit) ($20,065) ($6,699) $7,509 $22,612 $38,670 $55,740
Total cash flow - $97,767
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Table 3.2: Income and Expense Schedule Using Conventional Financing

Year 1 Yerar 2 Year 3 Year 4 Year 5 Year 6

Income:

Gross rents

$308,160 $326,650 $346 249 $367,023 $389,045 $412,388

Minus 5% vacancy

15,408 16,332 17,312 18,351 19,452 20,619

Net receipts

282,752 310,318 328,937 348,672 369,593 391,769

Expenses: B
Debt service (13%) 271,148 271,148 271,148 271,148 271,148 271,148
Other 107,389 111,590 116,001 120632 12549 130601
Total 378,537 382,738 387,149 391,780 396,643 401,749
Cash flow (deficit) ($85,785)  ($72,420)  ($58,212)  ($43,108)  ($27,050) ($9,980)

Total cash flow (deficit)

($296,555)

Impact of Rent Reductions on
Developer Profitability

A comparison of the two schedules shows that the developer saves
about $66,000 annually ($271,148 minus $205,428) in interest expenses
through bond financing (about $100 per unit per month). This is sub-
stantial, both in relation to the project’s gross annual revenue
($293,000) and its impact on the project’s profitability. The schedule
shows that by using tax-exempt financing, the project generates a posi-
tive cash flow in the third year of operation, whereas the projections
show a negative cash flow through the sixth year using conventional
financing. For every year that the project does not generate a positive
cash flow, the developer would have to put additional funds into the
project in order to meet ongoing expenses.

While targeting benefits by limiting rents for lower income households
would make the units more affordable to them, it would also lower a
developer’s profitability. We can illustrate the impact on developer prof-
itability by assuming the local housing authority required the Frederick,
Maryland, developer to limit rents on the 20 percent of the units to be
occupied by low- and moderate-income households to not more than
$450 per month—a rent that would be affordable to renters earning 50
percent of the area’s median income. If we further assume that the
developer complied with this requirement by renting 11 interior units at
this reduced rent, the developer would forego $550 per month (11 units
x $50), or $6,600 a year. This has the net effect of reducing the savings
in interest cost for the developer by using bonds from $66,000 to

$59,400, and has the following effect on the developer’s projected cash
flow:
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Table 3.3: Cash Flow Comparison Considering Rent Limitations

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 __ Total

Cash flow (deficit)

Without rent limitation ($20,065) {$6,699) 5§Z;509 $22.612 $38,670 $55,740 $97,767

With rent limitation (26.665) (13,299) 909 16,012 32,070 49,140 58,167
The above schedule illustrates several points. By lowering rents on some
units, the project would not generate a significant positive cash flow
until the fourth year rather than the third, and total cash flow would be
reduced from about $98,000 to about $58,000 over the project’s first 6
years. This is still, however, substantially greater than the $297,000 loss
estimated with conventional financing.

Impact of Rent Limitations on The developer of the Frederick, Maryland, project told us that he needed

Developer Decisions to Construct to realize the entire benefit of the interest rate reduction in order for the

Projects project to be financially feasible. In general, requiring that rents be lim-

ited on units designated for lower income families in tax-exempt
projects lowers a developer’s projected rate of return on these projects,
making them less attractive relative to alternative investments. Whether
they would still remain sufficiently attractive to result in the projects’
being built would generally depend on the extent of the rent limitations
and the expected profitability and risk of other investment alternatives
available to individual developers.

In principle, portions of a developer’s savings due to tax-exempt financ-
ing can be taken away by requiring reduced rents for lower income fam-
ilies until the bond-financed project is as profitable as the next-best
Investment alternative. Tenants receiving a subsidy to live in a bond-
financed unit are better off than if they paid market rents to live in a
comparable housing unit. The number of units that can be subsidized
and the potential depth of the subsidy per unit depend on the value to
the developer of tax-exempt financing which, in turn, depends on how
much more profitable bond-financed rental housing is than the best
alternative investment. A developer’s savings in interest cost due to
bond financing is the maximum amount potentially available to subsi-
dize renters. This potential subsidy could be less if other investments
are more profitable than conventionally financed rental housing
projects. The closer in profitability the bond-financed project and the
next-best alternatives are, the less that can be passed on to renters. For
example, the bond financing may make a rental project $100,000 more
profitable than with conventional financing. However, the developer’s
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next-best investment may be $60,000 more profitable than a convention-
ally financed rental project. Therefore, a developer forced to pass more
than $40,000 of the interest saving on to renters would be better off not
participating in the program and investing in some other activity
instead.

State and Local Housing
Agencies and Financing
Intermediaries

Housing agencies and financing intermediaries benefit from tax-exempt.
bonds to the extent that this method of financing creates additional
demand for their services. Financing intermediaries include bond coun-
sel, mortgage bankers, and trustees. While conventional financing also
carries associated fees, certain financing fees collected by these parties
are unique to bond financing.

We do not know how much additional income financing intermediaries
received because of the program because we know neither the number
of units built that would not otherwise have been built nor the amount
of financing fees associated with conventional financing. But we deter-
mined, on the basis of information we could readily obtain, that interme-
diary fees averaged about 4 percent of the total bond issue for the 54
projects we visited, as follows:

Tabie 3.4: Average Intermediary Fees
As Percentage of Bond Issues

(percent)
Bond counsel and other legal fees ' 10
Jnderwriting fees - 23
Trusteefees " Toq
Housing agency fees 703
Total ' - ' a7

In addition to the fees shown above and as discussed previously, hous-
ing agencies may earn tax-free arbitrage interest income. Although
housing agencies are entitled to this amount, in some cases developers,

as their designees, receive this income instead. In these cases, the income
would be taxable.

Tenants

Tenants benefit to the extent that tax-exempt bonds succeed in increas-
ing the stock of available housing and lowering market rents beyond
what they would be without the program. Typically, lower market rents
result from rental supply increases. The greater the volume of activity
financed by the bonds, the greater the market impact is likely to be. As
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Renters Benefit If the Housing
Supply Is Increased

discussed in chapter 2, low- and moderate-income tenants may benefit
more if part of the interest rate subsidy is passed on to them in the form
of lower rents.

Tax-exempt bonds have been financing a significant amount of multi-
family rental housing since about 1975. State and local governments
have issued bonds since the 1930’s, but did not do so to any great extent
until the mid-1970’s. According to a Treasury official, one reason they
were not used earlier is that when market interest rates are low (as they
were from the 1930’s through the 1960’s), the subsidy from tax-exempt
financing is generally insufficient to compensate developers for the nec-
essary documentation and other costs—both in time and money-—of the
program.

Multifamily bond activity generally increased from 1975 through 1984,
peaking at an annual rate of about $5 billion. Data were not readily
available on the number of units newly constructed or rehabilitated
with tax-exempt bonds, but we estimate that about 200,000 new hous-
ing units may have been built with the proceeds of bonds issued in 1983
and 1984.2 This represents about one-quarter of the 830,000 multifamily
rental housing units started in these 2 years and about one-third of 1
percent of the 32-million-unit national rental stock in each year.? The
total accumulated activity under the program from 1975 through 1984
represents about 2 percent of the rental housing stock.

Housing agencies that responded to our questionnaire indicated that
they financed about 89,000 units using about $3.1 billion (58 percent) of
the $5.3 billion in bond activity in 1983. In 1984, they financed about
86,000 units using about $3.3 billion (66 percent) of the $5 billion in
bond activity. In 1983 and 1984 combined, about 79 percent of the
financing was used for new construction, 19 percent for rehabilitation—
regardless of whether change of awnership oceurred—and 2 percent for
a change of ownership only. Figure 3.1 illustrates the extent to which

2The number of units built. under the program is calculated by using our questionnaire results, which
suggest that 80 percent of the $10.3 billion in bonds issued in 1983-84 were used for new construc-
tion. Department of Commerce data suggest that the average unit cost of a newly constructed apart-
ment may be about $40,000. Dividing $40,000 into $8.2 billion results in approximately 200,000 new
units being built in 1983-84.

3The 830,000 newly constructed multifamily rental housing units built in 1983 and 1984 represent all

rmultifamily construction for rent and 30 percent of the multifamily construction of condominiums
(30 percent is the estimated portion of condominiums that are rented).
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tax-exempt bonds financed new construction, rehabilitation, or a change
of ownership in each of the years 1983 and 1984

Figure 3.1: Types of Projects Financed
With Bond Proceeds

100 Percentage of yearly total
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While we cannot determine the exact increase in the housing supply
resulting from the use of tax-exempt bonds, we believe that the pro-
gram’s overall impact on the housing market has probably been mini-
mal. This is because the accumulated rental units built with tax-exempt
bonds represent only about 2 percent of the total rental housing stock,
and many of these units might have been built anyway. Housing eco-
nomics literature suggests that each 1-percent increase in supply is
likely to cause a l-percent reduction in market rents. Therefore, even if
all the bond-financed units represent additions to the housing stock, the
cumulative effect of the program on rents is probably only about a 2-

Page 45 GAO/RCED-86-2 Tax-Exempt Bonds



Chapter 3

Costs and Beneficiaries of Tax-Exempt Bonds
and Bond Impact on the Supply of

Rental Housing

percent reduction. At current average rents, this represents about $8 to
$10 per month. The actual effect has probably been smaller, again,
because many of the bond-financed units might have been built anyway.

The primary reason why many of the units built with tax-exempt bond
financing might have been built using conventional financing is that
market evidence suggests that there is enough renter demand at rents
high enough to allow sufficient developer profitability even with con-
ventional financing. As we have shown, three-quarters of recent rental
construction may have been conventionally financed. Many of the
projects financed by bonds did not differ substantially in type from con-
ventionally financed units built in the same markets. If the bond-
financed projects could be rented at similar rents, then they might be
just as profitable if financed conventionally as those projects that were
actually financed conventionally (although less profitable than they are
with tax-exempt financing). At the time of our review, most bond-
financed projects were occupied by tenants paying market rents. Thus,
it is likely that these tenants’ demand for rental housing at market rates
would remain subtantially the same even if the projects were financed
conventionally. Therefore, it is likely that if no units were built with
tax-exempt financing, additional conventionally financed units could be
profitably built.*

To the extent that the program is responsible for an increase in the sup-
ply of rental housing, it will contribute to some reduction in rents. How-
ever, these rent reductions may not extend evenly threughout the renter
market. Rental housing markets often show some degree of segmenta-
tion by quality, with owners of higher quality units charging higher
rents. New bond-financed units typically add to the available supply in
the higher priced segment. Therefore, at least initially, the benefits from
supply increases may accrue primarily to those who typically live in
such units. Because rents are higher for these units, many of these
tenants are likely to have incomes higher than the average renter.

Over time, some of these benefits may reach tenants living in or search-
ing for units in the lower priced segments of the rental stock. Benefits
filter down to the extent that there is tenant crossover between market
segments. If some tenants vacate lower priced/lower quality units to
move into the new higher priced/higher quality units, this will create

“This line of reasoning does not apply in markets in which all new rental construction is financed by
tax-exempt bonds. The absence of conventionally financed construction makes it more likely that tax-
exempt financing is necessary to assure profitability. Even if tenants are willing to pay market rents,
those rents may be insufficient to warrant construction without tax-exempt financing.
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downward pressure on rents in the lower segments. The greater the dif-
ference in rents charged between two market segments, the less likely
that crossover occurs and the less likely it is that (or the longer it will
take until) benefits will reach the lower priced market segment,

Bond financing can also benefit some types of renters if program criteria
influence developers to build a project differently than they would
under conventional financing. Suppose, for example, that in order to
meet tighter targeting criteria, a project that would otherwise contain
high-quality units must be more austere to be profitable with lower
rents. In that case the new units would add to the lower rather than the
higher segment of the rental housing stock, which would more likely
benefit lower income renters. By definition, the austere project is less
profitable than a project built without targeting criteria (otherwise the
austere project would have been built without government incentives).
In this example, the developer gives up some market profitability in
return for the interest-rate subsidy. Thus, by subsidizing the construc-
tion of an austere, less profitable project, some of the government sub-
sidy is passed on to lower income renters by increasing the quantity of
lower priced/lower quality rental housing.

The developer presumably keeps a sufficient portion of the subsidy to
retain the advantage from participating in the program; otherwise, there
is no reason for the developer to participate. The developer’s willingness
to participate in the program is limited by the amount of the subsidy
that the developer keeps and the extent to which the more austere proj-
ect is less profitable than a market-rate project. As with supply
increases, it is impossible to tell if and when this change occurs. Further,
given the volume of the program relative to the existing stock, any
impact is likely to be quite small.

Conclusions

Tax-exempt bonds create a sizable federal subsidy for constructing and
rehabilitating rental housing. The present-value cost to the federal gov-
ernment from the issuance of $10 billion of these bonds in 1983 and
1984 totals about $2.3 billion. This subsidy aids developers of rental
property through lower financing costs. Others—such as state and local
housing agencies, bond counsel, underwriters, and trustees—also bene-
fit by charging developers administrative fees for their services in issu-
ing, structuring, and marketing bond issues. Lastly, bondholders benefit

from the increase in tax-exempt interest rates resulting from the sale of
multifamily housing bonds.

Page 47 GAO/RCED-86-2 Tax-Exempt Bonds



Chapter 3

Costs and Beneficiaries of Tax-Exempt Bonds
and Bond Impact on the Supply of

Rental Housing

Agency Comments

Tenants benefit to the extent that tax-exempt bonds succeed in increas-
ing the supply of rental housing and lowering rents beyond what they
would be without the tax exemption. Nationally, tax-exempt bond
financing accounted for one quarter of the new rental housing construc-
tion in 1983 and 1984. The impact of this housing, however, on meeting
low-income renters’ needs is minimal because most tax-exempt bond-
financed projects charge market rents. These rents generally exceed
average rents for all rental units because they are of higher quality. This
indicates that rental housing demand exists and might well be met with-
out tax-exempt financing.

Treasury officials pointed out that our estimate of the cost of the tax-
exempt bond program is lower than the Treasury estimate. Treasury
computed a revenue loss of $2.6 billion over the life of bonds issued in
1983. The principal difference between Treasury’s and our estimate is
that Treasury assumes that bond buyers are in higher tax brackets,
while we take a more conservative approach by assuming that investors
have lower marginal tax rates.
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Project Characteristics and Management

In addition to the issues presented in chapters 2 and 3, we were asked to
provide information on (1) the physical characteristics of tax-exempt
bond-financed projects, (2) how well these projects are maintained, (3)
whether the low- and moderate-income households in these projects are
discriminated against in any way, and (4) how projects are monitored to
ensure that at least 20 percent of their units are occupied by low- or
moderate-income households.

We found that, just as a person looking for an apartment in a conven-
tionally financed project usually encounters a range of alternatives, so
does the person looking to rent in a bond-financed project. The 54
projects we visited were representative of their local area’s rental hous-
ing market in that they varied in structure design and style, floor plans,
and rents charged. These projects appeared to be well maintained.

Rents charged were a key factor in the extent to which each project
served low- and moderate-income households. As would be expected,
those projects charging the lowest rents had the highest percentage of
units occupied by low- and moderate-income households. Conversely,
those charging the highest rents had the lowest percentage of units
occupied by these tenants.

The amount of rent charged is influenced by many factors. For example,
among the projects we visited, those charging the lowest rents were
often rehabilitated and had the fewest facilities available for tenant use.
On the other hand, projects charging the highest rents were often newly
constructed and had many recreational facilities.

Households with low or moderate incomes had equal access to common
facilities. They were limited in choosing an apartment only by what they
could afford, and they occupied units interspersed throughout the
projects. The only types of restrictions we found occurred in projects
that were limited to adults or to the elderly—restrictions we encoun-
tered in 21 of the 54 projects.

Tenant data we obtained showed that in 52 of the 54 projects visited (97
percent), households having low or moderate incomes occupied units to
a degree that met or exceeded the law’s 20-percent requirement. Project
managers assured adherence to this requirement primarily by gathering
and verifying household-income data, certifying eligibility, and report-
ing periodically to trustees and/or housing agencies the percentage of
units occupied by low- or moderate-income households.
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Each of the 54 projects differed in construction costs, rents, size, and
facilities; none could be considered typical. Bond issues for the 38 newly
constructed projects we visited ranged from $1 million to $20.1 million
and averaged $7.8 million. For the 15 rehabilitated projects, bonds
ranged from $425,000 to $12 million and averaged $4 million. One proj-
ect involved a change of ownership only, with no rehabilitation. The
bond issue for this project was $6.7 million.

Most of the projects visited (50 of 54) were two- or three-story build-
ings, and the remaining four were high rises. Buildings were constructed
of brick, stucco, wood, and/or metal siding. The average number of
apartments in the projects was 219 and ranged from 21 to 640 units.

Rents averaged $433 per month and ranged from $195 to $940. For
newly constructed units, rents averaged $448 per month; for rehabili-
tated units, $358. The projects contained a mix of one-, two- , and three-
bedroom apartments, as shown below:

Table 4.1: Distribution by Apartment
Type

Number of
Type of unit projects  Total units
Studio/efficiency - o 9 176
One-bedroom 49 5,084
Two-bedroom o 7 52 5,965
Three-bedroom . 15 619

While the facilities most commonly found were swimming pools, fire-
places, and tennis courts, some projects also had other facilities, includ-
ing complete exercise rooms, whirlpool baths, and jogging trails. Table
4.2 shows the number of projects (of the 54 visited) offering these
facilities.
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Table 4.2: Types of Facilities Offered

Number of

projects

that

Facility offered
Swimming pool o 39
Fireplaces N - 26
Tennis courts o - o 18
Covered parking - 12
Recreation buildings I L
Recreation rooms g
Other facilities 35

The extent to which projects have special facilities often reflects their
tenants’ ability to afford to live there. As one would expect, projects
with the most facilities generally had tenants with incomes averaging
more than projects with few facilities. We were able to obtain tenant
income data for 51 projects that were sufficient to compare average ten-
ant income with median renter income for the area. We found that 5 of
the 51 projects had average tenant incomes below their areas’ median
renter income, b projects had average tenant incomes that were twice
that of their areas’ median renter income, and the remaining 41 had ten-
ant incomes averaging between 100 and 200 percent of their areas’
median renter income. The following sections provide some detail on
these three types of projects. (App. VI contains specific information on
these 51 projects.)

Most Projects Serving
Tenants With Below-
Median Renter Incomes
Were Rehabilitated

In five projects the average household income was below the area’s
median renter income. The first four (see table 4.3) were rehabilitated;
the fifth project (Grand Meadows) was newly constructed and received
a local property tax subsidy, enabling it to reduce rents. According to
Grand Meadows’ manager, the tax abatement was entirely passed on to
tenants, resulting in an average tenant savings of about $40 per month.
Assuming 100-percent occupancy (101 units), the rent reductions from
the subsidy would total about $48,000 per year.

None of the five projects had many extra amenities. Table 4.3 provides
income data on the tenants of these five projects.
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|
Table 4.3: Projects With Tenant Incomes Below Area Median

Percentage of units occupied

Area by low-or moderate-income
Average median households
tenant renter Project rent No family With family
Project (state) income income range size adjust. size adjust.
Oakmont (Va.) 7 $12803 $13286  $310-32%6 BT 86
Seven Corners (Va.) 16,129 19,687 361-465 94 84
Vantage Point (Minn.} 11,291 13,826 315-390 9 93
Sunrise (Mich.) 12482 42904 255350 100 a
Grand Meadows (Mich.) 10,224 15,158 317-429 100 s

aFamily size data were not available for these projects.

Figure 4.1 pictures one of the projects we visited where tenants’ incomes
were generally below area median.

Figure 4.1: Vantage Point Apartments,
Minneapolis, Minn.
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Projects Serving Tenants With
Higher Incomes Were New and Had
More Amenities

Located near downtown Minneapolis, Vantage Point is a rehabilitated
high rise that charged rents generally lower than area market rents.
Eighty percent of the project’s tenants lived there before it was rehabili-
tated. The area immediately surrounding Vantage Point contains little
market-rate housing: most is either federally assisted or publicly owned.
The only notable amenities in this project were carpeting in a few apart-
ments and a security alarm system.

At the time of our visit, 173 of its 175 units were occupied and all but
one of the households met the low- or moderate-income requirement
without family size adjustment. Nevertheless, even with this adjust-
ment, 93 percent would have met the low- or moderate-income require-
ment. The project had an average tenant income of just over $11,000—
about 87 percent of the area’s median renter income—and rents ranged
from $315 to $390.

As shown in table 4.4, five projects (four of which were newly con-
structed) had an average tenant income that was at least twice that of
the median renter income in the area.

|
Table 4.4: Projects With Tenant Incomes More Than Double Area Median

Percentage of units
occupied by low- or
moderate-income

Average Area median households

. tenant renter Project rent No family  With family
Project (state) income income range size adjust. size adjust.
Botetourt (Va.) $29,608 $13,266 $285-675 40 26
Amherst (Calif) B 32,526 14946 383-940 42 32
Winterset (Ga.) 36,575 17,935 475-755 9 2
North Hill (Ga.) 39,432 15,764 505-670 10 I
Symphony Place (Minn.) 40,857 13,826 506-825 32 19

Page 54 GAOQ/RCED-86-2 Tax-Exempt Bonds



Chapter 4
Project Characteristics and Management

North Hill Apartments, pictured below, is one of the projects having an
average tenant income of two and a half times the area median.

Figure 4.2: North Hill Apartments,
Atlanta, Ga.

Located in the Atlanta metropolitan area, this project is a newly con-
structed garden style complex that charged rents generally higher than
area market-rate rents. North Hill's advertising brochure describes the
following extra features and facilities:

Electronic security gate.

Distinctive contemporary architecture,

Lush landscaping.

Pool with sundeck and Jacuzzi.

Two lighted tennis courts.

Car wash and coin laundry.

Screened porch or sunroom.

Fireplaces with ceramic hearths in some apartments.
Mirrored closet doors in some apartments.
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Greenhouse windows in some apartment kitchens.
Additional windows and doors in some apartments.

Figure 4.3: Pool Area, North Hill
Apartments

Construction of this 328-unit project was completed in December 1984;
at the time of our visit in November 1984, 270 units were occupied.
North Hill is one of two projects that we visited where low- and moder-
ate-income requirements were not met even without adjustments for
family size. (See p. 58.) Households had an average income of over
$39,000—about 250 percent of the area’s median renter income. Rents
at North Hill averaged about $600.

Projects Serving Average-
To Above-Average-Income
Tenants Varied

At the remaining 41 projects, the average tenant income was higher
than (but less than double) the areas’ median renter income. Thirty-two
of the projects were newly constructed; 8 were rehabilitated; and 1
involved a change of ownership without rehabilitation. The first two
projects listed in table 4.5 had average tenant incomes that were about
the same as area median renter income; the next two had average tenant
incomes about 150 percent of area median renter income; and the last
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two had average tenant incomes almost twice those of median renter

incomes.

Table 4.5: Projects With Tenant
Incomes Less Than Double Area

Percentage of units

Median occupied by low- or
moderate-income
Average Area median households
tenant enter Project rent No family  With family
Project (state} income income range size adjust. size adjust.
Rovalgate
(Tex.)  $13.336 $13,331 $260-400 86 L
Pine Cove
(Ga) 13884 13545 195325 68 57
Kensington Sg.
(Mo.) 21 O§0 13,576 _?;15-425 63 39
Five Flags
(Fla) N 21,338 - 15,172 330-470 547 2ﬁ
Dunlap (Ariz.) 26875 14402 365-510 a1 29
Summerwood
(Ga.) 31,414 15,764 485-610 25 6
As one might expect, projects at the lower end of the scale are more
likely to charge lower rents and, thus, serve a higher percentage of low-
and moderate-income tenants.
PI‘Oj ects Were Well All the projects that we visited were constructed or rehabilitated within
) . the past 3 years. Our observations of buildings, units, and grounds were
Maintained that they appeared to be kept in good condition, consistent with what
one would expect from projects so new. Most projects employed full-
time maintenance personnel to attend to household chores, including
cleaning, painting, and minor repairs. Some owners had already estab-
lished a capital reserve account for major repairs.
Projects Did Not None of the projects we visited restricted their low- or moderate-income

) tenants from using common facilities, such as tennis courts or swimming
Restrict Tenants on the pools. No rental contract exclusions existed limiting the use of these
Basis of Income facilties to any tenants. Sometimes, however, low- and moderate-income

households occupied units with fewer amenities because they were
unable to afford higher rents. Also, some projects were restricted to
occupancy by adults or the elderly.
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Units Rented by Low- and
Moderate-Income
Households Were
Distributed Throughout
Projects

Low- and moderate-income households were offered the same selection
of apartments as higher income households in terms of size, amentities,
and unit location, i.e., building level or view. They were constrained in
choosing a unit only by what they could afford. For example, a house-
hold’s income had some impact on whether it rented an apartment with
a fireplace or balcony.

Monthly reports to trustees often listed the apartment numbers of low-
or moderate-income tenants and our analysis of these lists, along with
our observations at the sites, showed that these units were distributed
throughout the apartment complex and not located in a single area.

Some Projects Excluded
Children

Monitoring of Income
Requirements

Nineteen of the 54 projects we visited had some form of restriction
against renting to households with children. Eleven of these projects did
not permit children at all and 7 had restrictions regarding the age of
children or the specific units they were permitted to occupy. The
remaining project restricted occupancy to the elderly.

In our opinion, excluding children from projects, with the exception of
those specifically designated for the elderly, is not in keeping with the
program’s public purpose intent since it tends to discriminate against
families.

Project owners are responsible for assuring compliance with the federal
requirement that at least 20 percent of the households in their projects
qualify as low- or moderate-income households,

Provisions in the deeds between the mortgagee and the project owner
state that the owner must comply with section 103 requirements. In
some cases, a “‘supplementary regulatory agreement” is made between
the housing agency and the owner that states that the owner must com-
ply with section 103. Owners, in turn, generally rely on their project
managers to assure compliance with requirements.

We found only two projects that did not comply with this requirement.
In these two projects—North Hill in Atlanta and Winterset in Marietta,
Georgia—low-income occupancy was 10 percent and 9 percent, respec-
tively. The managers of these projects told us that they misinterpreted
their local housing agency instructions and used 100 percent, rather
than 80 percent, of area median income when qualifying households.
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Other Tax-Exempt
Bond Requirements
Were Met

Conclusions

Within 90 days of our bringing this matter to their attention, the mana-
gers of the projects reported to their trustees that at least 20 percent of
their tenants met the federal criterion.

In order to rent an apartment, a person normally must provide income
data that includes the amount and sources of income. All of the projects
had such data on tenants qualifying as having low or moderate income.
Project managers certified the income eligibility of these tenants by cal-
culating total income and comparing that amount with 80 percent of the
area’s median income. Managers verified reported income by telephon-
ing employers or financial institutions, obtaining statements of wages
and income and/or copies of filed income tax forms, and/or requiring
individuals te have their income records notarized or to sign a statement
that the income data given were complete and accurate.

Housing agencies generally monitor whether projects are sustaining the
20-percent requirement. Most of the housing agencies we visited receive
monthly reports from project managers on compliance with income
requirements. In some cases, this responsibility is delegated to trustees.
The monthly reports generally showed the month’s leasing activity, pro-
vided copies of income certifications, and showed the number of units
occupied by low- or mederate-income households. Trustees and housing
agency officials who receive the reports said that they review them and
require compliance if the percentage of units occupied by lower income
households falls below 20 percent. Trustee and housing agency officials
alike said that they accept these reports “as is,” with no attempts to
confirm the data reported.

Public documents and official records at the 19 housing agencies we vis-
ited showed that they complied with federal requirements that (1)
bonds be issued in registered form, (2) bond issues be approved by city
or state officials and elected representatives, (3) bond issues be reported
to the IRS starting in 1983, and (4) public hearings be held to discuss the
bond funded projects.

As with rental units available in the private market, the quality of the
units available under the tax-exempt bond program varies. This pro-
gram, however, has one major feature that distinguishes it from the pri-
vate market: a portion of its units must be occupied by low- or
moderate-income households. Projects that charged low rents had no
difficulty attracting and serving low- or moderate-income households.
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However, as might be expected, projects with the lowest rents were the
least luxuricus. As rents increased, the quality of units improved, but
the ability of low- and moderate-income households to afford these units
decreased. In some cases, this was overcome by lowering the rents
charged to this group. As discussed in chapter 2, we believe this is an
issue that warrants congressional consideration.

We found no evidence that low- and moderate-income households are
discriminated against in the use of common facilities. In fact, in those
projects where low- and moderate-income households pay reduced rents,
the facilities available are probably beyond what they could normally
afford. As noted, we did find some projects that restricted households
with children. We question whether this is in keeping with the public
purpose intent of the program.
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Appendix [

Tax-Exempt Bonds Issued by States for

Rental Housing

Dollars in Millions

_Amount
State 1983 1984
Alabama o $ 82 $0
Alaska - 38 2
Arizona ) 172 66
Arkansas B . 18 17
California - i 793 927
Colorado 72 113
Connecticut - - 82 71
Delaware o 20 7
Florida - 353 470
Georgia - B 305 223
Hawaii N C 0
ldaho ) o 4 0
llinois - 99 9
Indiana i 43 25
lowa - B 13 40
Kansas 45 39
Kentucky B a 15 4
Louisiana o 188 104
Maire 0 14
Maryland B o 290 407
Massachusetts - 55 22
Michigan - - 96 66
Minnesota 128 123
Mississippi N N o 8 20
Missouri - 160 204
Montana 16 0
Nebraska ) 9 4
Nevada B 8 63
New Hampshire o 0 22
New:Jérrsey 48 30
New Mexico B 11 20
New York 368 314
North Carolina 44 73
North Dakota o 1 3
Ohio - 7 64
Oklahoma 171 12
Oregon - T 0 0
Pennsylvania B T 21 53
Rhode Island 13 33
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Amount
State 1983 1984
South Carolina 4 36
South Dakota - 10 0
Tennessee 70 215
Texas 1,124 402
Utah 40 52
vermont 8 0
Virginia 166 287
Washington 0 122
West Virginia 28 26
Wisconsin 7 10
Wyoming 3 0
Other 0 26
Total $5,256 $5,027

Source: Internal Revenue Service, Office of Tax Analysis.
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Copy of Questionnaire Mailed by GAO to
Housing Agencies With a Summary of
Responses Recelved

U.S. GENERAL ACCOUNTING OFFICE
Survey on the Use of Tax-Exempt Bouds
For Multi-Family Rentsl Housing

The U.5. Gensrsl Accounting Office (GAO) is an agency of the U.S. Congress
responsible for evaluating federal programs. We are currently evaluating the use of
tax-exeapt bonds for rental housing under Section 103 of the Interpsl Revenue Code.
This evaluation has been regquasted by snd the results will be reparted to the Joint
Committee on Taxation.

As you know, we racently sent you & maiigram to identify the types of projects
financed with tsax—exempt bounds. As part of our study, we are requesting housing
agencles throughout the couatry to complete the enclosed questiconaire to obtain
detailed {nformation on how the program is being carried out. We would like you to
respond to this questiconaire on the basis of activities and operations in your
office. It will be necessary for you to consult your files when completing the
questionnaire. You may find it helpful to have other knowladgesble staff answer
certain sections of the questionnaire.

This questiocanaire was developed to give the Congress scme of the information it
needs to determine what changes, Lf sny, are needed in the taz-sxempt boad program
for rental housing. HMost of the questions can be answaered by filling in the blanks
or checking the appropriate boxes. Spsce is provided st the snd of the questionnaira
for any comments you may have.

Your responses will be combiaoed with others and raported L{n susmary form.
Please give us your frank and honest comments. Your name and telephone number or
that of someone you had fill out the questionnaire are requested so that we may
contact your agency should we need clarification of the responses or additional
information.

Please recturn the completed questionnaire in the enclosed pra-addressed,
postage-paid envelope within 10 days after receipt. In the event the eovelope is
misplaced, the return address is:

Walter C. Herrmaan, Jr.

Regional Manager

U.S. General Accounting Office

Room 865

Patrick V. McNamara Federal Building
477 Michigan Avenue

Detroft, Michigan 48226

If you have any questions about the survey, please call Donald Schmidt or
Viacent Phillips on FTS at 226-6044 or collect at (313) 226-6044. We sppreciate your
participation and cooperation.

Ipl (1-3)
CDi (&)
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| INSTRUCTIONS: FPLEASE ANSWER ALL 3.

QUESTIONS AS THEY APPLY TC MULTI-
FAMILY RENTAL HOUSING FINANCED
WITH TAX-EXEMPT BONDS ISSUED

BY YOUR BOUSING AGENCY.

Questions 1 to 7 seek information about
tax—sxenpt bonds issued under Section
103 of the loternal Revenue Code.

1.

What was the total dollar amount of
tex-exeapt beands issued under
Section 103 of the Internal Raveoue
Tode in calendar years 1983 and
19847 Please include all types of
Section 103 financing methods.

CALENDAR YEAR TOTAL DOLLAR AMOUNT

1. 1983 §3,147,467,039 (5-13) &.

2. 1984 $3.325,991,438 (14-22)
How many units and projects were
financed uvaing tax-exempt bounds

L{ssued under Section 103 of the

Internal Revenue Code in calendar

years 1583 and 19847 Please

include all types of Section 103
financing methods.

£ §,
2/ 2

o
v
a,

Unitg

—
= i
‘o-' P
= &

CALENDAR YEAR

1. 1983 88,598 | 717 (23-30)

2. 1984 85,668 | 564 (31-38)

Hov many newly-constructed units
and projects were financed using
tax-exempt bonds issued under
Section 103 of the Intercal Revenue
Code in calendar years 1983 aud
19847 Please foclude all types of
Section 103 financing methods.

CALENDAR YEAR
1. 1983 (39-40)
2. 1984 (47-54)

How many existing units aond
projects were financed in calendar
vears 1983 and 1984 using
tax-exeapt bonds issued under
Section 103 of the Internal Revenue
Code which involved a change in
ownership, but no rehabilitation
occurred. Please include all types
of Section 103 financing methods.

CALENDAR

YEAR

1. 1983 | 2,583 6 K55-62)
2. 1984 442 3 K63-70)
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S. How many existing units and 7. For the three most recently
projects were financed in calendar rehabilitated projecta which had a
years 1983 and 1984 using change in ownership and involved
tax-exempt bonds issued under bonds issued under Section 103 of
Section 103 of the Internal Revenue the Internal Revenue Code, what was
Code which did not involve & change the total bond issue and the total
in ownership, but rehsbilitation amount allocated for rehabilitation?
occurred? Please include all types Please include all types of Section
of Section 103 financing methods. 103 financing methods.
5
§
v .
¥rs ) 538
SS.. &¥s
PROJECT NO. alinl &Qa <

1. Project 1 |550.6 mil|209.2 mil|(37-45)

2, Project 2 |ull.s milligR.6 milkee-54)

2, 1984 2,093 23 (13-20) 3. Project 3 [262.8 mil] 75.7 milks5-43})

6. How many existing units and
projects were financed in calendar
years 1981 and 1984 using
tax-exempt bonds issued under
Section 103 of the Internal Revenue
Code which iavolved both a change
in ownership and rehabilitation?
Please include all types of Section
103 financing methods.

&
& . v s
[ o / = el
L &/ F -
FseFeEss,
& ~ Lt
£ c “’éfc ~ L e b
TSl oS SEFS
CIFTYSLELRSES
CALENDAR YEAR /&~ &2 2 &
f. 1981 8,327 123 (21-28)
2, 1984 20,222 128 (29-36)
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8. Currently in your area, how much
is each of the fellowing income
categories in need of aulti-family

rental housing?

(POR EACH INCOME

CATEGORY CHECK ONE COLUMN.)

10. Currently in your area, how much

benefit (1f any) has each of the
following Loncome categories
received in terms of additional
housing units from sulti-fam{ly
rental housing financed using
tax—exeapt bonds issued under

1]

v Section 103 of the Internal Revenue
T /E v Je Code? (FOR EACH INCOME CATEGORY
€ [ 5 M CHECK ONE COLUMN.)
g v [§ &
£ [0 I [§ [~3
Y] h-] [ Mg
2 3[R & &=
- 0 * L
INCOME CATEGORIES /v jov [m [& fn Al
1. Area aedian Perdent (64-66) 4
income or 3
grester 6l 171 agi22 7 °
2. Lov or moderate i

income (between
502 and 80X of 1. Area sedisn
the ares median {ncome or

income) 2] wj2up7 |23 greater 11
Low income (501 2. low or moderate
ot less of area income (between
median income) 21 3 50% and BOX of

the area median
9. Which of the following sources (if income) 2114 J36 {32117

any) did you use to answver Question 3. Tow income (50%

INCOME CATEGORIES

3

16 7 | 52

Percent 8. (CHECK ALL THAT APPLY.) or less of area
D (67-70) uedian income) 12 132 f24 {1517
63 1. [] Best estimate
_ 11. Which of the following sources (if
14 2. [__] Study conducted by this any) did you use to answer Question
housing agency (WHAT 10. (CHECK ALL THAT APPLY.)
YEAR(S) DID THIS STUDY Percent (74-77)
COVER? ) 63 1. 1] Best estimate
18 3. [} study conducted by a group 12 2. [T] study conducted by this
outside of this housing housing agency {WHAT
agency (WHO CONDUCTEDL TEIS YEAR(S) DID THIS STUDY
STUDY AND WHAT YEAKR(S) DID COVER? )
THE STUDY COVER? _

% 3. [__] Study conducted by a group
outside of this housing
ageuncy (WHO CONDUCTED THIS

) STUDY AND WHAT YEAR(S) DID
_ THE STUDY COVER?
24 4. [} Other (SPECIFY)
)
2% 4. [TT] other {(SPECIFY)
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Copy of Questionnaire Mailed by GAO to
Housing Agencies With a Summary of
Responses Received

12.

Percent

29

12

25
13.

Percent

2l
13

In your ares between January 1,
1982 and December 31, 1984, how
much of an {ncrease in multi-family
rental housing has resulted from
tax-exempt boods issued under
Section 103 of the Internal Revenue
Code? CHECK ONE. GIVE YOUR BEST
ESTIMATE.)

(78)
1. [_] 0-102 focrease

2, [:] 112-25% increase

3. [:] 262-40% tocrease

14. Under Federal law, a Section 103

Percent

project (1) must have at least 20
percent of the units occupied by
low or moderate income tenants, and
(2) low or moderate income is
defined as 80 percent or less than
the ares's median income.

For your Section 103 projects, has
your housing agency adopted the
FPederal lsw as described above or
are other rules used? (CHECK ALL
THAT APPLY.)

(5-9)

74 1. [:] This housing agency uses

4. [} 41%-60% fncrease
5. [__) 612-B0X fncrease
6. [:] 812-100% fncrease

In your area between January 1,
1982 and December 21, 1984, haw
much of an increase in sulti-family
rental housing has resulted from
all types of financing excluding
tax-exempt boonds issued under
Section 103 of the Internal Reveaue
Code? (CHECK ONE. GIVE YOUR BEST
ESTIMATE.)

_ (79)
1. [__] 0~10% incresase

2. {_] 112-25Y increase
3. [:] 26%-40Y increase
4. [) 412-60% increase
5. [__) 61Z-BOX increase

6. [_) 81X-1001 increase

8

5

20

the Federal lawv described
above.

2. l:] More than 20X of Secticn
103 projects must de
occupied by lov or moderate
income tenants (WHAT
PERCENT 1S USED? 21-100 %) (10-12)

3. [:] Less than BOX of the area
median iocome is used to
define low and aoderate
{iocome (WHAT PERCENT

IS USED? 50-73  X) (13-15)

—

4 |

—

As a condition of
occupancy, an applicant
caonot exceed & certain
annual income (WHAT IS THIS
MAXIMUM INCOME LIMIT FOR A
TWO-PERSON

HOUSEHOLD §15,600-63,675 3y (16-20)

—

27 5. {_] other (SPECIFY)
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Copy of Questionnaire Mailed by GAO to
Housing Agencies With a Summary of

Responses Received

15. Which method (if any) does your
housing agency use to monitor
compliance with the Section 103
bond requirement that at least 201
of the units in & project are
occupled by lowv or moderate iacome
individusls? (CHECK ALL THAT
APPLY.)

Percent (21-25)

2t 1. [] Bousing sgency
periodicslly collects
tenant ivcome data

43 2. [_| Housing agency
periodically reviews tenant
income data provided by
project management

27 3. [::] Trustee collects or reviews
tenant incowe data

10 &. [__] No monitoring is done

3% 5. [__] Other (SPECIFY)

16. In your area's Section 103
projects, are rents paid by low
income tenants lower than renmts
paid by others for idencical uanits
in the same project? (CHECK ONE.)
Percent (26)

23 1. l::l Rents are alwvays lower
17 2. [::] Rents are frequently lower

13 3. [:__] Rents are occasionally
lower

17 4. [::] Rents are the same
30 5. [:] Don't know

17. Is your housing agency & etate or

Percen%oc.l ageocy? (CHECK ONE.)

— (27)
23 1. [_] State agency

77 2. [:] Local agency

18. If you would like to elaborate oo

sny of the issues raised in this
questionnaire, use the space below.

(28)
31 Percent Responded

Provide the name and telephone
nunber of the person completing
this questionnaire so that we amay
contact him/her should we need
clarification of any respoases.

You may wish to make a copy of your
completed questionnaire wo that
your answers will be readily
acceselble to you should we seek
clarification.

Rane

Title

Telephone Number ( )
Area Code

THANK YOU FOR YOUR COOPERATION.
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Appendix III

Objectives, Scope, and Methodology

In an August 8, 1984, letter, the Joint Committee on Taxation asked us
to undertake a review of the use of tax-exempt bonds to finance multi-
family rental housing in order to help the Committee determine whether
tax-exempt bonds are an efficient method for making more or better
housing available for lower income individuals. Specifically, the Com-
mittee asked us to address the following questions:

1. How large are the costs imposed on various parties, including the fed-
eral government, states, and local governments, by the issuance of tax-
exempt bonds for this purpose?

2. Who benefits, and by how much, from the tax exemption provided for
interest paid on the bonds?

3. Is additional housing being built in response to these tax incentives
and, if so, how much additional housing is being built?

4. If there is an increase in the stock of housing, what are the effects of
this increase on local housing markets and who benefits from the
increase?

5, To what extent are these bonds being used to finance new housing
units as opposed to units undergoing a change of ownership, and when
previously occupied units are financed, to what extent does renovation
occur in conjunction with the change of ownership?

6. What are the physical characteristics of some of the projects that
have been built with tax-exempt bonds?

7. Are the rental units that are reserved for (occupied by) low- and mod-
erate-income individuals different from the other units in the project?

8. Do these occupants enjoy equal access to such amenities as swimming
pools and recreation halls?

9. Are the housing units financed with tax-exempt bond proceeds gener-
ally well maintained over their economic life or are they permitted to
deteriorate with relatively little maintenance being performed?

10. Are adequate efforts being made to monitor compliance with the
requirement that specified numbers of units be reserved for (occupied
by) low- and moderate-income individuals and with other requirements
for tax exemption imposed by the Code?
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Initiaily, we sent mailgrams to 243 housing agencies that reported to RS
that they issued tax-exempt bonds in 1983 under the provisions of sec-
tion 103 of the Internal Revenue Code. A total of 288 agencies reported
to IRS that they issued such bonds in 1983; however, IRS records and our
own additional research identified addresses for only 243 of the agen-
cies. Furthermore, 13 of the responses indicated that either the address
was incomplete or the agency did not authorize tax-exempt bonds for
rental housing. Thus, we received only 230 usable responses. Mailgram
responses enabled us to identify the section 103 projects nationwide
that were funded without section 8 project-based rental subsidies, and it
was on these projects that we focused our selections for project visits.
Under Section 8 of the U.S. Housing Act of 1937, the government pro-
vides a rental subsidy by paying the difference between a market-com-
petitive rent and 25 to 30 percent of a tenant’s income. By visiting
projects without rental subsidies, we were able to better ascertain the
specific benefit of tax-exempt bonds to low-income individuals.

We also sent questionnaires to the 230 agencies to achieve nationwide
coverage of housing agency activities and to obtain additional data
needed to answer the Committee’s questions. (See app. II for a copy of
the questionnaire and a summary of agencies’ responses.)

The information obtained from Irs records and through the mailgrams
and questionnaires was partially verified through visits to selected
housing agencies and projects that they financed. Using information
obtained from IRS records and the mailgrams, we judgmentally selected
19 housing agencies for detailed review, taking into consideration
whether they were state or local agencies, the dollar amount of tax-
exempt bonds issued by state and local agencies in the various states,
geographic location, number of non-section 8 projects financed, and
Committee interest. The Committee wanted us to visit projects in the
northern part of the country (where new construction was in a
depressed state) and projects in the southern part (where new construc-
tion was booming). The agencies selected and projects visited are sum-
marized in appendix IV, and figure II.1 highlights the locations.
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Figure 111.1: Location of Housing Agencies Visited

We visited at least three bond-financed projects at each agency we
selected, unless the agency financed less than three projects that met
our criteria—non-section 8 housing financed since 1982 and at least 50-
percent occupied. Because our visits to projects in the Atlanta, Georgia,
area served as a testing ground for visits to other projects throughout
the country, we visited additional projects in this area.

We developed national aggregate statistics on the nationwide rental
stock, the number of units financed in 1983 through tax-exempt bond
financing, and the number of units constructed or rehabilitated with
alternative financing. During our visits to selected housing agencies, we
also asked for information on the number of rental units built in that
area with and without tax-exempt bond financing during 1983. In addi-
tion, our questionnaire asked housing agency officials their views on the
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extent to which additional housing was being built in response to the tax
incentives.

The primary data we used to estimate lost tax revenues included
records on municipal bond issuances filed with the IRS, computerized
records maintained by Control Data Corporation on municipal bond
offerings, and information from state and local housing agencies
obtained through our nationwide questionnaire and our visits to selected
agencies and projects.

During our visits to selected housing agencies and to projects they
financed, we observed and documented the physical characteristics of
the projects and collected information relative to their low- and moder-
ate-income tenants.

During the review, we met with experts in the tax-exempt bond and
housing areas to obtain their views. We also drew on general informa-
tion from some of our previous work in housing that was related to
some of the Committee’s questions.

We conducted our review from August 1984 to August 1985 and per-

formed our work in accordance with generally accepted government
auditing standards.
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Housing Agencies and Projects Visited

During Review

Housing
Agency Total
Bonds Project Bond
Housing Agency and Issued in Issue
Project Name 1983 Amount
New York City Housing
Development Corp.,
New York, N.Y.° $345,000,000
Bexar County Housing Finance Corp.,
San Antonio, Tex. 122,300,000
Royalgate $3,200,000
Qak Run 4,590,000
Hearthstone 4,720,000
Michigan State Housing Development
Authority, Lansing, Mich. 96,100,000
Sunrise 4,360,162
Grand Meadows 2,793,462
Montgomery County Housing
Opportunities Commission
Kensington, Md. 88,800,000
Knights Bridge 9,850,000
Greenhills 3,150,000
City of Marietta Housing Authority,
Marietta, Ga. 68,100,000
Summit Station - 14,500,000
Winterset 14,225,000
Wood Glen o 15,975,000
Wood Knoll 11,900,000
Connecticut Housing Authority,
Hartford, Conn. 61,600,000
Allen Court o 2,831,297
Main Place b
Industrial Development Authority,
Phoenix, Ariz. 59,400,000
Dunlap 5,230,000
Westcreek 6,000,000
Orange County Housing Authority,
Orlando, Fla. 49,900,000
Five Flags 6,500,000
Monterey West o 7,925,000
West Winds 7,700,000
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Housing Agencies and Projects Visited

During Review

s T - - 0O 00 @ @ @ @ @ @@ @O0
- - ____________________________________________________________________________________|]

Percentage

of Units

Occupied by

Low- or

Amount Utilities Moderate-

Type of Spent on Number of Monthly Included in Income
Construction Rehabilitation Units  RentRange Rent Individuals  Complete or Partial Restrictions
Rehabilitated $760,103 153 $260400 " 86 ~ None
New . 198 295-545 ° i 71 - , No children_
New . 252 ?22-369 oon B 70 » NEJDEE
Rehabilitated 2,714,989 334 255350 o 1000 Elderly only in one building
New . 101 317-429 ) k 0 Elderly only
New 256 416783 S 50 N ~ None
New . 78 425525 oom 64 - B None
New . 348 390575 ! 2 B ~ None
New . 302 475-755 ! 9“‘77 Ne children in one bedroom
New . 380 460-635 N ° 31 ) No children
New . 75‘312 395-655 n 37 - No children
Rehabilitated 1,150,304 50 340-400 ) 65 ‘None
Rehabilitated 1,656,437 ) 72 350-450 B © 65 None
New i I 365-510 ° 50 ~ Nochildren in 162 units
New . 224 305-445 ° 74 None
New . 328 330-470 o 54 ) ' None
L New . 251 455 i 59 No children
New . 272 355-505 ’ 32 One child in two-bedroom only
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Housing Agencies and Projects Visited
During Review

Housing
Agency Total
Bonds Project Bond
Housing Agency and Issued in Issue
Project Name 1983 Amount
City of Los Angeles, Los Angeles, Calif. 45,700,000
Burbank Blvd 1,287,500
Amherst Associates 1,025,000
Sherway Villa 3,070,000
Housing Authority of the County of Dekalb,
Dekalb, Ga. 41,600,000
Summerwood 7,983,966
North Hill 18,700,000
Winter Creek 6,450,000
Weatherly : 6,750,000
Post Brook 4,300,000
Chimney Trace 5,150,000
Towne Parc 2,735,831
6800 Peachtree - 5,432,824
Highland Park N B 2592379
Minneapolis Community Development B -
Agency, Minneapolis, Minn. 39,800,000
Vantage Point 2,425,000
St. Anthony Place o 425,000
Symphony Place 20,100,000
Fairfax County Redé_v'elopmenl Authority,
Fairfax, Va. 37,600,000
Shenandoah Crossing 31,500,000
Seven Corners ' 6,065,000
Mesquite Housing Finance Corp.,
Mesquite, Tex. 33,500,000
Clayton Hill B 7,988,370
Pecan Ridge 4,770,000
Smith Summit S 7,300,000
Grand Prairie Housing Finance Authority, T
Grand Prairie, Tex. 28,800,000
Mill valiey - 4,950,000
High Key - 5,880,000
Windridge 9,100,000
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Housing Agencies and Projects Visited

During Review

Percentage

of Units

Occupied by

Low- or

Amount Utilities Moderate-

Type of Spent on Number of Monthly Included in Income ]

Construction Rehabilitation Unitsi ’ Rent Range Rent Individuals Complete or Partial Restrictions
New . 30 403460 ' 86 None
New . . 21 383-940 N/A 42 None
New . 100 383-630 k 47 No children except in two-bedroom
New . 208 485610 o 24 No children
New . 328 505-670 N/A 10¢ None
New . 200 370-505 i ° 37 No children
New . 223 360-495 n f No children
New . 130 410-570 ° 3 No children under 14 yrs.
New 0 144 395-495 i o 27 None
Rehabilitated 2,735,831 132 400-495 m 48 No children
Rehabilitated 5432824 282 430-550 m 49 None
Rehabilitated 2,682,379 138 435-545 L m 49 No children
Rehabitated 555,000 175 315-320 ) j 99 One building elderly only
Rehabilitated 425,000 21 262-593 o I 67 None
New . 250 506-825 k 32 Neone
New . 640 372-705 ! 53 None
Rehabilitated 1,924,214 283 361-465 B m 94 No children in one-bedroom
- New . 318 295-520 S 69 None
N New . 210 320-575 m 74 None
New . 254 425-615 m 50 None
New . 164 280-440 ! 69 None
New . 208 340-495 m 76 None
o New . 336 320-560 o 47 No children
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Housing Agencies and Projects Visited
During Review

Housing
Agency Total
Bonds Project Bond
Housing Agency and Issued in Issue
Project Name 1983 Amount
North Carolina Housing Finance Agency,
Raleigh, N.C. 28,600,000
Qualil Forest 1,229,700
Parkwood East 3,360,000
Norfolk Redevelopment and Housing
Authority, Norfolk, Va.r ) 25,500,000
Beechwood - 4,700,000
Botetourt 1,000,000
_Oakmont . B 4,395,000
North Shore 6,666,666
Housing Authority of St. Louis County,
St. Louis, Mo. o 21,200,000
Elta Rose B 1,100,000
Lucas Hunt 11,050,000
Kensington Square o 12,000,000
Colorado Housing Finance Authority,
Denver, Colo. 12,900,000
Indian Tree 6,200,000
Hunter's Ridge S o 6,700,000
Ciqmbray Park 8,678,400
Housing Authority of the City of
Gainesville, Gainesville, Ga. 1,200,000
Pine Cove 1,200,000

Total Selected Columns

$1,207,600,000

$359,510,557
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Housing Agencies and Projects Visited

During Review

Percentage

of Units

Occupied by

Low- or

Amount Utilities Moderate-

Type of Spent on Number of Monthly Included in Income
Construction Rehabilitation Units  Rent Range Rent Individuals Complete or Partial Restrictions
New . 48 336-435 m 57 None
New . 128 330-445 ! 47 No children in one bedroom
New . 136 335-442 m 66 None
Rehabilitated 1,000,000 40 285-675 ! 40 No children
Rehabilitated 4,353,338 456 310-326 ! 98 None
€ . 212 365-456 ! 55 None
Rehabilitated 200,000 80 236-258 m 86
Rehabilitated 2,000,000 606 307-421 ' 81 None
Rehabilitated 2,100,000 510 315-425 m 63 None
New . 168 375-490 ! 58 None
New . 240 365-545 m 57 None
New . 256 353-533 ' 57 No children over 2 years old
New . 66 195-325 m 80 None

11,844
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aAll projects received section 8 project-based subsidies.
BMain Place and Allen Court were financed from the same bond issue.
SNorth Shore was a change of ownership. It was neither newly canstructed nor rehabilitated.

dSince our visit Winterset has increased the percentage of units occupied by low- or moderate-income
individuals 10 24%.

eSince our visit North Hill has increased the percentage of units occupied by low- or moderate-income
individuals to 20%.

Tenant income information was not readily available for Weatherly.

9Monthly rents ranged from $195 to $940, averaging $432 for all tenants— averaging $373 for low-
income tenants and $479 for non-low-income tenants.

hSunrise management collected income information on new tenants only. Income data was available cn
only 25% of the tenants.

Rent includes all utilities.

IRent includes some utilities. (Tenant payments total $10 or less monthty.)
Rent includes some utilities. (Tenant payments total $11 to $30 monthly )
'Rent includes seme utilities. (Tenant payments total $31 to $60 monthly .}
MRent includes some utilities. (Tenant payments total $61 to $140 monthly.)
"Rent includes no utilities. (Tenant payments total $31 to $60 menthly )

°Rent includes no utilities. (Tenant payments total $61 to $14C monthly.)
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Methodology Used to Estimate Federal
Revenue Loss From Tax-Exempt Bonds

Our estimate uses an economic model that describes how, in aggregate,
investors adjust their portfolios to accommodate an increased supply of
tax-exempt bonds. The results derived from the model are based on
three key assumptions: (1) investors are free to move their capital
among different investment opportunities to obtain the highest after-tax
rate of return, (2) the total pool of savings available for investment is
fixed and, therefore, not affected by an increase in the volume of tax-
exempt bonds, and (3) each new issue of tax-exempt bonds for multi-
family housing is a net addition to the outstanding total of tax-exempt
assets including bonds.

The first assumption implies that if competition among borrowers to
obtain funds exists, those offering the highest after-tax return (adjusted
for risk) will obtain the funds. The second assumption implies that if, at
interest rates prevailing before a new tax-exempt issue, all borrowers
were able to obtain funds, then an increase in the demand for funds
(supply of bonds) will cause interest rates to rise. This increase, which
may be quite small, will be necessary to ration a fixed pool of savings
for investment among borrowers. As interest rates rise, some borrowers
are no longer willing to pay the market rate to obtain investors’ savings.
Interest rates will stop rising when the new rate is high enough that the
available savings from investors is sufficient to allow all borrowers will-
ing to pay that rate to obtain funds.

The key to determining the revenue loss lies in the third assumption.
The implication of this assumption is that as interest rates rise to accom-
modate the increased demand for investor savings, borrowers who
become unwilling to pay the market rate are not other municipal and
state governments. This is because since no profit motive is involved,
government borrowers can be assumed to be less interest-rate-sensitive
than corporations. If this assumption holds, then investments paying
income that is taxable will be replaced in some investors’ portfolios by
newly issued tax-exempt bonds.!

! Although it is generally believed that the demand of municipal borrowers for funds is less sensitive
to interest rate increases than the demand of other borrowers, it is possible that our third assumption
will not strictly hold. That is, in aggregate, some of the newly issued tax-exempt bonds might replace
other tax-exempt assets in investors' portfolios. If this were to happen, then the reduction in taxable
income and, therefore, the reduction in tax revenues, would be less.

The reduction in tax revenues would also be less if the second assumption does not strictly hold and,
instead, the rise in interest rates resulting from the increased demand for funds (supply of bonds)
stimulated saving. If this were to happen, then more savings would be available to ration among
borrewers. Therefore, investors would be willing to hold additional tax-exempt bonds without an
equivalent reduction in their holding of investments paying taxable income. This implies that the
reduction in taxable income and, therefore, the reduction in tax revenues would be less.
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On the basis of these assumptions, we applied the following two-step
formula to estimate the annual federal tax loss for each new tax-exempt
bond issue in 1983 and 1984. The face value of each new bond issue was

multiplied by the interest rate of a comparable taxable corporate bond
issue and then

multiplied by the percentage difference between the yields of the tax-
exempt and taxable bonds, expressed as the following ratio:

taxable yield - tax-exempt vield
taxable yield

The first step computes the amount of previously taxable income no
longer subject to tax by multiplying the amount of newly issued tax-
exempt bonds by the current interest rate for comparable taxable secur-
ities. Step two converts this amount into an annual tax loss by estimat-
ing the marginal tax rate of those investors who replace their
investments that pay taxable income with tax-exempt bonds.2 These
investors are not necessarily the actual purchasers of the new tax-
exempt bonds, some of whom, particularly those with very high mar-
ginal tax rates, might have bought the bonds to replace other invest-
ments paying tax-exempt income. Instead, they are likely to be investors
In an income tax bracket for which the after-tax yield from a taxable
security is the same as the yield from a tax-exempt bond. For example,
assume an investor is in the 30-percent income tax bracket and pur-
chased $10,000 of taxable securities paying an interest rate of 10 per-
cent. This investor would earn interest income of $1,000 ($10,000 x 10
percent) and receive an after-tax yield of $700 ($1,000 minus $300 paid
in taxes). Had this same investor purchased comparable tax-exempt
bonds paying an interest rate of 7 percent, the yield would also be $700
($10,000 x 7 percent), thus making the investor indifferent as to which
type of security to purchase.

Therefore, at any given time, the tax rate at which investors would be
indifferent would be determined by the percentage difference in interest
rates between comparable taxable and tax-exempt securities.

In making our actual calculations of the federal revenue loss from tax-
exempt bonds issued in 1983 and 1984, we used the actual interest rate

ZThe marginal tax rate, or tax bracket, is the percentage of additional taxable income that would go
toward taxes.

Page 82 GAO/RCED-86-2 Tax-Exempt Bonds




Appendix V
Methodology Used to Estimate Federal
Revenue Loss From Tax-Exempt Bonds

paid on each bond and the interest rate paid on corporate bonds of com-
parable risk and maturity. We used the difference in interest rates on
these bonds to calculate the appropriate marginal tax rate that we used
to compute the revenue loss on each individual bond issue.3

Because these bonds generate income over many years, we calculated
the tax loss in each year throughout the life of the bond. We then dis-
counted future tax losses and totaled these discounted values to express
the present value of the total revenue loss during the life of the bonds.
We used an 8-percent discount rate, which is consistent with that used
by the Department of the Treasury and the Joint Committee on Taxation
in making overall estimates of federal revenue losses from all types of
tax-exempt securities.?

Using the method we have described, we estimate that the approxi-
mately $5.3 billion of tax-exempt bonds issued to finance the construc-
tion or rehabilitation of multifamily rental housing in 1983 will cost the
government about $1.1 billion (present value) in tax revenue over the
life of the bonds. On the same basis, the $5 billion of bonds issued in
1984 will cost the government about $1.2 billion (present value) in tax
revenues over the life of the bonds.

#The tax loss could be less if the supply of new tax-exempt bonds is sufficiently large relative to the
existing stock of all assets. We have not changed any results due to this consideration because, in
practice, the amount of tax-exempt bonds issued in this program has been very small relative to the
stock of assets in the economy.

4We used an 8-percent discount rate to facilitate meaningful comparisons between our estimate and
those of others who have used that rate. To calculate present values, we usually use a discount rate
that reflects the government’s borrowing costs. If we had used such a rate—which would be higher
than 8 percent—in this analysis, our estimate of the present value of the revenue loss would have
been somewhat smaller.
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Description of Projects Visited Classified By
Income of Occupants

Table VI.1: Projects Serving Below-Average-Income Households

Percentage of units

Average occupied by low- or
tenant moderate-income
income as households
percentage No
Average Area renter of area adjustment Adjustment
tenant median median for family for family
Project (state) Type o income income income ~ Rents size size
Grand Meadows New
{Mich.) - $10,224 $15,158 67 $317-429 100 e
Seven Corners Rehab
fayg 16,128 19,587 83 361-465 94 84
Vantage Point Rehab
(Minn.) - 11,291 13826 87 315-390 99 93
Qakment Rehab
(Va) | 12803 13266 97 31036 96 8
Sunrise Rehab
(Mich.) 12,482 12,904 97 255-350 100 a

@Family size data were net available.
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Figure Vi.1: Grand Meadows
Apartments, Grand Blanc, Michigan

Buildings

Grand Meadows is a project for senior citizens located in Grand Blanc, a
suburb of Flint, Michigan. Grand Meadows is newly constructed and
charges rents comparable to rents charged in the area. Available ameni-
ties include security intercom systems, extra wide doorways and halls,
activity rooms, large community room, and a laundry room.

Number: 1.

Stories: 3.

Type: low rise.

Exterior construction: brick and aluminum.

Table VI.2: Grand Meadows
Apartments—Units

Profile

|
Size in Square Feet

Number of units Type of unit N Size Rent®
- (bedrooms-}tsaths) S
89 1t/ 552 $317-3520
12 o2 816 414429
o L . i

aDoes not include electricity, estimated at $30/month.

bvaries on the basis of location in project. Rent is greatest for third-floor apartments, and least for first-
floor apartments.

Occupancy, Oct. 31, 1984: 59 percent.

Number of tenants, Jan. 24, 1985: 168.

Average tenant income: $10,224

Number of lower income tenants: 60.

Percentage of units occupied by lower income tenants: 100.
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Income of Occupants

Figure V1.2: Seven Corners Apartments,
Falls Church, Virginia

Buildings

This rehabilitated project is located in suburban Falls Church, Virginia.
Seven Corners charges rents generally lower than those charged in the
area. Available amenities include laundry facilities, emergency call sys-
tems, and air conditioning.

Number: 54.

Stories: 3.

Type: low rise.

Exterior construction: brick.

Table VI.3: Seven Corners
Apartments—Units

Profile .

.|
Size in square feet

Number of units Type of unit  size Rent?
 (bedrooms/baths)y

i VA 639  $361-375

e VA 7% 422-465

284 .

#Does not include electricity, estimated at $25 to $70/month.

Occupancy, Mar. 4, 1985: 95 percent.

Number of tenants, Mar. 4, 1985: 270.

Average tenant income: $16,129.

Number of lower income tenants: 254.

Percentage of units occupied by lower income tenants: 94.
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Description of Projects Visited Classified by
Income of Occupants

Figure VI.3: Vantage Point Apartments,
Minneapolis, Minnesota

Buildings .
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Vantage Point, located near downtown Minneapolis, is a rehabilitated
project charging rents generally lower than the Minneapolis area market
rate. The area surrounding Vantage Point contains little market-rate
housing. Most of the housing in the immediate vacinity is either publicly
assisted or publicly owned. Eighty percent of the tenants were living in
the project before it was rehabilitated. Available amenities in some units
include carpeting and balconies.

Number: 3.

Stories: 6.

Type: high rise.

Exterior construction: brick.

Table VI.4: Vantage Point Apartments-—
Units

Profile .

. |
§rize in square feet)

Number of units ~ Type of unit  Size " Rent®
7 {bedrooms/baths)

129 Lt T 650 $315:325

46 21 ’ 750 355390

175

2Does not include electricity, estimated at $10/month.

Occupancy, Mar. 7, 1985: 100 percent.

Number of tenants, Mar. 7, 1985: 175.

Average tenant income: $11,291.

Number of lower income tenants: 173.

Percentage of units occupied by lower income tenants: 99,

Page 87 GAO/RCED-86-2 Tax-Exempt Bonds




Appendix VI
Description of Projects Visited Classified by
Income of Occupants

Figure VI.4: Cakmont Apariments,
Norfolk, Virginia

Buildings
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Oakmont is a rehabilitated complex charging rents generally lower than
the Norfolk area market rate. The project contains few amenities and
serves primarily low- to moderate-income tenants. At the time of our
visit, Qakmont was in the process of substantial rehabilitation. Availa-
ble amenities include laundry facilities in each building.

Number: 19.

Stories: 2.

Type: low rise.

Exterior construction: brick.

Table VI1.5: Oakmont Apartments—
Units

Profile

Size in square feet

Number of units Type of unit o Size Rent?
. {bedrocoms/baths)

s 21 439474 $310
76 - 371 561 326
456 S

@Does not include electricity, estimated at $30/month.

Occupancy, Jan. 24, 1985: 100 percent.

Number of tenants, Jan. 24, 1985: 168.

Average tenant income: $12,803.

Number of lower income tenants: 165.

Percentage of units occupied by lower income tenants: 98.
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Figure VL.5: Sunrise Apartments,
Detroit, Michigan

Buildings

This rehabilitated project is located in a residential area of Detroit,
Michigan. Sunrise charges rents generally lower than rents in the imme-
diate area. The brochure advertising Sunrise states that “Sunrise Apart-
ments offer the professional, the ultimate, in luxury apartment living,
by giving you the perfect location in the Detroit area . ...” Available
amenities include air conditioning, balconies, swimming pool, laundry
facilities, playground, and community building.

Number: 10.

Stories: 3.

Type: low rise.

Exterior construction: brick.

Table V1.6: Sunrise Apartments—Units

Profile

|
Size in square feet

Number of units Type of unit 7 Size Rent?

S R B 7(rb-edroom3/~baths) 7 '
I 1/1 ' 862 $256-300
% 2yt ’ ' 743 330-350

4Does not include electricity, estimated at $30 to $40/month.

Occupancy, Feb. 4, 1985: 90 percent.

Number of tenants, Feb. 4, 1985: 300.

Average tenant income: $12,482.

Number of lower income tenants: 300.

Percentage of units occupied by lower income tenants: 100.
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Description of Projects Visited Classified by

Income of Occupants

Table VI.7: Projects Serving Average- To Above-Average-income Households

Average

Percentage of units
occupied by low- or
moderate-income

tenant households
income as No
Average Arearenter percentage adjustment Adjustment
tenant median of area for family for family
Project (state} Type income income median Rents size size
Royalgate (Tex.) Rehab $13,336 $13,331 100 $260-400 86 79
Burbank Blvd. (Calif ) New 15,163 14,946 101 403-460 86 71
Pine Cove {(Ga.) New 13,884 13,545 103 195-325 80 57
Lucas Hunt (Mo.) Rehab 15,067 13576 111 307-421 81 64
Efta Rose (Mo.) Rehab 15,747 13,576 116 236-258 86 63
High Key (Tex.) New 21,239 17,859 119 340-495 76 62
Oak Run (Tex.) New 16,161 13,331 121 295-545 71 47
Westcreek (Ariz.) New 17,495 14402 122 305-445 74 57
Pecan Ridge (Tex.) New 21,931 17,859 123 320-575 74 48
Clayton Hill (Tex ) New 22 561 17,859 126 295-520 69 38
Mill Valley (Tex.) New 22,568 17.859 126 280-440 69 38
Beechwood (Va.) New 17,145 13,266 129 335-442 66 50
Hearthstone (Tex.) New 17,361 13,331 130 222-369 70 44
Quail Forest (N.C)) New 18,688 14,008 133 336-435 57 34
North Shore (Va.) a 17,697 13,266 133 365-456 77 51
Monterey West (Fla.) New 19,330 14172 136 455 59 28
Greenhills (Md.) New 27,533 19,587 141 425525 64 49
Smith Summit (Tex.) New 25,939 17,859 145 425-615 50 36
Windridge (Tex.) New 26,241 17,859 147 320-560 47 23
Five Flags (Fla.) New 21,338 T14.172 151 330-470 54 26
Shenandoah Crossing New ‘ B S
(vVa)) 29,936 19,587 153 372-705 53 b
Summit Station (Ga.) New 27724 17,935 155 390-575 42 13
Kensington Square Rehab S '
(Md.) 21,060 13,576 155 315-425 63 39
6800 Peachtree (Ga.) Rehab 24,601 15,764 156 430-550 49 35
St. Anthony Place Rehab o
{Minn.) 21,619 13,826 156 262-583 67 61
Hunter's Ridge (Colo.) New 23,907 15,282 156 365-545 57 38
Parkwood East (N.C.) New 21,931 14,008 157 330-445 47 15
Wood Knoll (Ga.) New 28,152 17,935 157 395-655 37 16
Knights Bridge (Md.) New 31,274 19578 160 416-783 50 34
Wood Glen (Ga.) New 28,700 17,935 160 460-635 31 12
indian Tree (Colo.) New 25,303 15282 166 375-440 58 24
Towne Parc (Ga.) Rehab 26,239 15,764 166 400-495 48 22
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Description of Projects Visited Classified by
Income of Qccupants

Percentage of units
occupied by low- or

Average moderate-income
tenant households
income as No

Average Arearenter percentage adjustment Adjustment

tenant median of area for family for family

Project (state) Type income income median Rents size size
West Winds (Fla.) New 23,726 14,172 167 355-505 32 10
Cambray Park (Colo.) New 26,021 15,282 171 353-533 ) 57 9@
Winter Creek (Ga.) New 27,226 15,764 173 370-505 37 12
Highland Park (Ga.) Rehab 27,983 15,764 178 435-545 49 24
Sherway Villa (Calif.) New 26,661 14,946 178 383-630 47 24
Chimney Trace (Ga.) New 29,021 15,764 184 395-495 27 10
Dunlap (Ariz.) New 26,875 14,402 - 187 365-510 50 29
Post Brook (Ga.) New 30,040 15,764 191 410-570 31 2
Summerwood (Ga.) New 31,414 15,764 199 485-610 24 6

2Change of ownership—neither newly constructed nor rehabilitated.

bFamily size data were not available.
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Description of Projects Visited Classified by
Income of Occupants

Figure VI.6: Royalgate Apartments, San

Antonio,Texas

Buildings
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Royalgate Apartments is located in San Antonio, Texas, and is a rehabil-
itated project originally constructed in 1965 (first phase) and 1968 (sec-
ond phase). According to the advertising brochure, “Royalgate is an
island of country within the city, with two large pools surrounded by
woodland and courtyards and adjacent to Royalgate Park.” Available
amenities include two large pools, clubhouse facilities, covered parking,
three laundry rooms, and extra storage rcoms.

Number: 12.

Stories: 2.

Type: low rise.

Exterior construction: brick and wood.

Table VI1.8: Royalgate Apartments—
Units

Profile

Size in square feet

Number of units - Tyﬁé“c‘)'fwﬁﬁrirt' Size Rent®

N (bedrooms/baths} S
1Mz 1/1 578-655 $260-290°
41 2 /1 896-1,000 365-400
153 o

aDoes not include electricity, estimated at $12 to $30/month during winter and $17 to $30/month during
the summer,

PRentals differ on the basis of apartment size.

Occupancy, Jan. 18, 1985: 86 percent.

Number of tenants, Jan. 18, 1985: 131.

Average tenant income: $13,336.

Number of lower income tenants: 113.

Percentage of units occupied by lower income tenants: 86.
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Income of Occupants

Figure VL.7: Pine Cove Apartments,
Gainsville, Georgia

Buildings

This newly constructed complex is located in an area that is experien-
cing a shortage of multifamily rental housing. Pine Cove charges rents
generally below other rents in the area. Available amenities include
laundry facilities, swimming pool, air conditioning, and balconies.

Number: 7.

Stories: 2.

Type: low rise.

Exterior construction: wood and stucco.
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Table V1.9: Pine Cove Apartments—
Units

Profile

Size in square feet

Number of units N Type of unit ’ Size Rent®
- (bedrooms/baths)

7 ' 0/1 363 $195

35 o 1 /1 513 250

24 2/ ) 653 325

66

4Does not include electricity, estimated at $25 to $65/month.

Occupancy, Nov. 1, 1984: 89 percent.

Number of tenants, Nov. 1, 1984: 59,

Average tenant income: $13,884.

Number of lower income tenants: 40.

Percentage of units occupied by lower income tenants: 68.
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Income of Occupants

Figure VL1.8: Five Flags Apartments,
Orlando, Florida

Buildings

Five Flags Apartments is a newly constructed project located in subur-
ban Orlando, Florida, and is situated on a lake. Rents at Five Flags are
typical of those charged for similar housing in the area. Available amen-
ities include private patio or balcony, cable television, dishwasher,
swirmnming pool, Jacuzzi, weight room, two racquetball courts, two
lighted tennis courts, and laundry facilities.

Number: 26.

Stories: 2.

Type: low rise (garden style).

Exterior construction: block and masonry.

Table V1.10: Five Flags Apartments-—
Units

Profile

]
Size in square feet

Number of units Type of unit Size Rent?
(bedrooms/baths)

248 1/1 ' 579 $330-405"

80 a 2 /1 68 405470

aDoes nol include electricity.

PRents differ on the basis of location of apartment.

Occupancy, Dec. 23, 1984: 99 percent.

Number of tenants, Dec. 12, 1984: 326.

Average tenant income: $21,388.

Number of lower income tenants: 176.

Percentage of units occupied by lower income tenants: 54.
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Income of Occupants

Figure VI.9: Kensington Square
Apartments, Florissant, Missouri

Buildings
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This rehabilitated project is located in a suburb of St. Louis, Missouri,
and was originally constructed in 1965. Rents at Kensington Square are
typical of those charged by similar projects in the area. Available ameni-
ties include private patio or balcony, air conditioning, dishwasher, laun-
dry facilities, and two swimming pools.

Number: 36.

Stories: 3.

Type: low rise.

Exterior construction: brick and wood.

Table VI.11: Kensington Square
Apartments—Units

Profile

Size in square feet

Number of units ~ Type ofunit - Size Rent?
{bedrooms/baths)

132 R 736 8315

224 2 /1 832 345

18 2 /715 o 1,350 425

36 2 /2 1,024 365

510 o

2Does not include heat and electricity, estimated at $125/month.

Occupancy, Dec. 23, 1984: 78 percent.

Number of tenants, Dec. 23, 1984: 398.

Average tenant income: $21,060.

Number of lower income tenants: 321.

Percentage of units occupied by lower income tenants: 63.
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Income of Occupants

Figure VI1.10: Dunlap Apartments,
Phoenix, Arizona

Buildings .

This project, located in suburban Phoenix, Arizona, is a newly con-
structed project charging rents higher than those generally charged in
the area. According to the project brochure, *“Dunlap Square offers an
unforgettable experience in the world of luxury living for both profes-
sional individuals and families . . . .”” Available amenities include private
patios, vaulted ceilings, heated competition swimming pool, children’s
pool, laundry facilities, playground, spa, covered parking, and oversized
windows.,

Number: 14.

Stories: 2.

Type: low rise.

Exterior construction: stucco.

Table VI1.12: Dunlap Apartments—Units

Profile .

|
Size in square feet

Number of units Type of unit Size Rent®
T  (bedrooms/baths)
92 1 T 664 $365-400
76 22 T sst 450480
24 g2 T Tom 485510

192 o - ' ' -

#Does not include utilities, estimated at $30 to $125/month.

Occupancy, Feb. 4, 1985: 83 percent.

Number of tenants, Feb. 4, 1985: 160.

Average tenant income: $26,875.

Number of lower income tenants: 66.

Percentage of units occupied by lower income tenants: 41.
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Appendix VI
Description of Projects Visited Classified by
Income of Occupants

Figure VI1.11; Summerwood
Apartments, Clarkston, Georgia

Buildings

This project, located in suburban Clarkston, Georgia, is a newly con-
structed project charging rents higher than those generally charged in
the area. According to the project brochure, “Summerwood is a collec-
tion of apartment homes designed for the active individual. These qual-
ity constructed homes have standard features not found in most
apartments.” Available amenities include private decks and patios, fire-
place, swimming pool, electronic security system, custom crafted vani-
ties and cabinitry, and tennis courts.

Number: 21.

Stories: 3.

Type: garden style.

Exterior construction: vinyl.

Table VI.13: Summerwood
Apartments—{Units

Profile

Size in square feet

Number of units Type ofunit ' ~ Size  Rent
o (bedrocoms/baths)

88 VA ) 1076 $485505

120 22 7 1245 540610

208 -

2Does not include utilities, estimated at $75/month.

Occupancy, Oct. 31, 1984: 99 percent.

Number of tenants, Oct. 31, 1984; 206.

Average tenant income: $31,414.

Number of lower income tenants: 52.

Percentage of units occupied by lower income tenants: 25.
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Description of Projects Visited Classified by

Income of Occupants

Table VI.14: Projects Serving Above-Average-Income Households

Percentage of units
occupied by low- or
moderate-income

Average
phelei households
income as No
Average Arearenter percentage adjustment Adjustment
tenant median of area for family for family
Project (state) Type v income n inconp\ median Rents size size
Winterset New
(Ga) - ~ $36.575 ) $17;9,35¥,~ 204 $475-7$i ) _ 9 2
Amherst New
(Calif) 32,526 14946 218 383-940 42 32
Botetourt Rehab
(Va) - _ o 29,608_ 13,266 ) 223 285-6?5 40 26
North Hill New
{Ga.) - 39,432 15,764 ] 250 B 505-670 100 1
Symphony New
Place (Minn.) 40,857 13,826 296 506-825 32 19

23ince our visit, the percentage of units occupied by low- or moderate-income tenants has increased to

20.

®Since our visit, the percentage of units occupied by low- or moderate-income tenants has increased to

24.
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Description of Projects Visited Classified by
Income of Occupants

Figure VI.12: Winterset Apartments,
Marietta, Georgia

Buildings

Winterset Apartments, located in Marietta, Georgia, is a newly con-
structed project charging rents higher than those generally charged in
the area. Available amenities include electronic security gate, lush land-
scaping, pool with sundeck and Jacuzzi, two lighted tennis courts, car
wash and coin laundry, dishwasher, screen porch or sun room, and bal-
cony. Selected units have fireplace with ceramic hearth, additional win-
dows and doors, and greenhouse window in kitchen.

Number: 32.

Stories: 3.

Type: low rise.

Exterior construction: wood.

Table VI.15: Winterset Apartments—
Units

Profile

|
Size in square feet

Number of units o Type of unit Size Rent?
o (bedrooms/baths)

104 171 960 $475

148 272 1,230-1,245 575

50 372 ' 1435 670

302 S

8Does not include electricity, estimated at $50 to $60/month.

Occupancy, Oct. 30, 1984: 100 percent.!

Number of tenants, Oct. 30, 1984: 154,

Average tenant income: $36,575.

Number of lower income tenants: 14.

Percentage of units occupied by lower income tenants: 9.2

'Based on 154 units completed at time of visit.

2Since our visit, Winterset has increased the amount of lower income tenants of 20 percent.
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Description of Projects Visited Classified by
Income of Occupants

Figure VI.13: Amherst Apartments, Los
Angeles, California

Buildings

Ambherst Apartments is a newly constructed project in Los Angeles, Cali-
fornia. Its rents are typical of those charged for similar housing in the
area. Two parking levels are located beneath the project. Available
amenities include covered parking, laundry facilities, balconies (some:
units), security gate, and air conditioning.

Number: 1.

Stories: 3.

Type: low rise.

Exterior construction: stucco and wood.

Table VI.16: Amherst Apartments—
Units

Profile

Size in square feet

Number of units Type of unit ) Size Rent®

' (bedrooms/baths} L o
6 0/1 540 $383-620°
9 ’ 171 o 600-650 740775
6 22 750 860-940
21 : ' -

“Does not include electricity, estimated at $15 to $40/month.

®varies on the basis of low-income designation versus market rate (studios only), location, and whether
the apartment contains a balcony.

Occupancy, Jan. 28, 1985: 95 percent

Number of tenants, Jan. 28, 1985: 20.

Average tenant income: $32 526.

Number of lower income tenants: 9.

Percentage of units occupied by lower income tenants: 45.
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Income of Occupants

Figure VI.14: Botetourt Apartments,
Norfolk, Virginia

Buildings

Botetourt Apartments is an adult high-rise project located in a historic
section of Norfolk, Virginia. The project is substantially rehabilitated.
The studio apartments are rented to low- or moderate-income persons in
order to meet the 20-percent set-aside requirement. Available amenities
include laundry facilities.

Number: 1.

Stories: 8.

Type: high rise.

Exterior construction: brick.

Table VI.17: Botetourt Apartments—
Units

Profile

Size in square feet

Number of units 7 Type of unit Size Rent®
7 (bedrooms/baths) o

g 0o/1 375  $285-325°
9 IS N 575850 375-500
B 21 o 875 325-525
8 2/ 2 1075 550675
40 S

ADoes not include electricity, estimated at $25 to $60/month.

BVaries on the basis of location of apartment in project.

Occupancy, Jan. 23, 1985: 98 percent.

Number of tenants, Jan. 23, 1985: 39.

Average tenant income:; $29,608.

Number of lower income tenants: 9.

Percentage of units occupied by lower income tenants: 23.
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Income of Occupants

Figure VI.15: North Hill Apartments,
Atlanta, Georgia

Buildings

North Hill Apartments, located in the Metropolitan Atlanta area, is a
newly constructed project charging rents generally higher than rents in
the Atlanta area. Available amenities include electronic security gate,
distinctive contemporary architecture, lush landscaping, pool with sun-
deck/Jacuzzi, two lighted tennis courts, car wash and coin laundry,
screened porch or sun room, and track lighting in dining room. Selected
units have fireplaces with ceramic hearths, mirrored closet doors, green-
house window in kitchen, and additional windows and doors.

Number: 46.

Stories: 3.

Type: garden apartments.
Exterior construction: cedar.

Table VI.18: North Hill Apartments—
Units

Profile

Size in square feet

Number of units Type of unit Size Rent®
(bedrooms/baths) T

118 1/1 ©o50 $505

193 22 1,230-1,245 585-605

17 32 1,435 670

a2s -

3Does not include utitities.

Occupancy, Nov. 1, 1984: 82 percent.

Number of tenants, Nov. 1, 1984: 270.

Average tenant income: $39,432.

Number of lower income tenants: 33.

Percentage of units occupied by lower income tenants: 10.
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Description of Projects Visited Classified by
Income of Occupants

Figure VI1.16: Symphony Place
Apartments, Minheapaolis, Minnesota

Symphony Place Apartments, located in downtown Minneapolis, is a
newly constructed project charging rents generally higher than those
charged in the Minneapolis area. Available amenities include indoor
pool, indoor tennis court, racquetball court, sauna, whirlpool, exercise
room, party room, laundry room, security system, dishwashers, and cen-
tral air conditioning.

Buildings »  Number: 1.
» Stories: 26.
» Type: high rise.
« Exterior construction: brick.

Table VI1.19: Symphony Place

Apartments—Units Size in square feet
Number of units ~ Type of unit o Size Rent?
- ~ (bedrooms/baths) - -
e Ty 691-1,035 $506-605
I o272 A2 550-825
250 N : - o T

2Does not include electricity, estimated at $15/month.

Profile » Occupancy, Mar. 8, 1985: 98 percent.
= Number of tenants, Mar, 8, 1985: 246.
« Average tenant income: $40,857.
» Number of lower income tenants: 78.
« Percentage of units occupied by lower income tenants: 32.
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