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The LowlIncomeHousing Tax Credit And Multifamily Bond Financing:

A Comparison Of State-L evel Allocation Policies

EXECUTIVE SUMMARY

I ntroduction

This paper examines sate housing agencies use of the Low Income Housing Tax Credit (LIHTC) and
multifamily bond financing alocation processes to direct housing development toward high-need aress,
serve certain populations, and encourage the fulfillment of other policy objectives. Findings are based on
an examination of the tax credit and bond finance dlocation processes in Forida and in nineteen other

states.

State Allocation Plansfor LIHTC and Bond Financing

State housing agencies create an annud Qudlified Allocation Plan (QAP) outlining the process by which
developments will be sdected to recelve federd tax credits Multifamily bond financing usudly is
alocated by the same agency as the tax credits, dthough a few States use a separate committee or
authority to dlocate bond financing. Most sates under study use the QAP requirements as a threshold
for sdlection of projects for bond financing; in afew cases, states use a separate preference system to
select projects for bond financing or delegate the salection of projectsto loca authorities.

Sour ces of Information for Setting Priorities

States rely on the following sources of information to develop ther priorities for tax credit and bond

finance dlocation:



)

Internal Revenue Code Section 42. The federa law governing the tax credit program requires that
dates consder a number of policy-related criteria in their sdlection of projects, such as project
location and housing needs characterigtics.

Satute In severd dates, the statute authorizing the housing agency to award tax credits or bond
financing also directs those resources to certain types of projects or locations.

Research and data analysis. States may perform forma rental housing needs assessments or less

formd, in-house data analysis to determine areas with the greatest need for housing units.

Saff and Board opinions and knowledge. Most alocation policies are based heavily on gaff’s

opinions and knowledge of housing trends and on Board members’ priorities.

Public input. States hold public hearings to accept comment on QAPs and may adso convene
mesetings or advisory committees of housing professonals.

Consolidated Plan. A number of states incorporate the needs assessment and priorities from their

HUD Consolidated Plan into their QAPs.

Input from other state agencies. Some housing agencies seek input from other state agencies to

ensure that the housing projects sdected meet other identified policy needs.

The Use of Research and Data in Allocation Plans

Housing Needs Assessments

Most dates under study use some type of needs assessment as part of the basis for dlocation of

resources among geographic areas. The needs assessments typicaly compare one or severa of the

following variables across counties or regions of the state: cost-burdened households, households with



low-incomes or in poverty, supply of affordable housing units, number of substandard housing units, and
employment or population growth rate.

Use of Data to Fulfill Specific Policy Objectives

Severd dates formulate specific policy objectives and collect data to determine the location or type of
development that would best meet those objectives. In many of these cases, the objective is to

encourage affordable housing projects in areas of economic distress.

Market Sudies for Individual Projects

All gates require market studies for individua projects that provide demographic data and information
about the neighborhood surrounding the housing site. By determining the demand for individua projects,
gte-gpecific market studies provide a useful supplement to dtates determination of generd aress of
housing need.

Types of Policy-Related Selection Criteria

States QAPs st asde tax credits or give additiond ranking points to certain types of projects to fulfill
policy priorities. The most common policy-related selection criteriainclude the following:

? Family type and size. Many dtates provide additiond points to projects with units for larger
families. Some dates dso favor projects with single room occupancy (SRO) units for individuds at

risk of homelessness.
? Location. States may give preference to projectsin areas with ahigh need for affordable housing, in

places with few exigting tax credit projects, or in areas of poverty or economic distress. Most states

aso give preference to rurd projects to help them compete with projects in metropolitan areas.



? Income targeting. Most states award extra points to tax credit projects with units for households at

or below 50 percent of the area median income.

?  Special needs. All dates give preference to specia needs housing. The most commonly served
populations ae the elderly, homeless persons, persons with developmenta or physica disabilities,
and those with chronic mentd or physicd illnesses.

? Local planning. A number of States give preference to projects that meet loca priorities.

Set-Asdes and Scoring: Designing a Preference System

Set-Asides

Through set-asides, dtates reserve tax credit resources for projects of a particular type or location.
Most gates require a specified percentage of available tax credits to be dlocated to a certain project
type or location as long as projects saected meet threshold requirements.

Scoring

Scoring systems alow agency daff to rank gpplications based on their fit with policy objectives and
measures of project quality. In some cases, states emphasize project quality measures heavily and
award only asmal number of points to projects for meeting policy objectives. In others, the number of
points assigned to policy criteria is high enough to give gpplicants a strong incentive to design projects
serving populations or geographic aress targeted by the housing agency.

Conclusion

There is no single process by which states choose populations and geographic areas to receive specia
emphasis in tax credit and multifamily bond finance dlocation. Mogt sates dlocation plansrely on data



andysis, input from housing practitioners and other state agencies, and interpretation by agency daff
members. Severd dements are common to most sdection systems, including preferences for large
families, rurd areas, neighborhoods undergoing revitdization, lower-income tenants, disabled tenants,
homeless persons, and elderly tenants. The expanded use of needs assessments can help states pinpoint
specific areas and populations where devel opments serving these groups will be most effective.



The LowlIncomeHousing Tax Credit And Multifamily Bond Financing:

A Comparison Of State-L evel Allocation Policies

I ntroduction

This paper examines the process by which state housing agencies sdlect developments to receive
financing through the federal Low Income Housing Tax Credit (LIHTC) and multifamily bond financing.
Specificdly, it outlines the ways in which states use the dlocation of these resources to direct housing
development toward high-need areas, serve certain populations, and encourage the fulfillment of other
policy objectives.

The paper seeks to answer four questions:

1) How do states arrive at the policy priorities that are reflected in their project selection processes?

2) How do states incorporate housing needs assessments and other types of data analyss into their
selection processes?

3) What types of policy objectives do states incorporate into their project selection processes?

4) How do dates design preference systems that ensure that developments meseting these objectives
are sHlected?

Findings are based on an examination of the project sdection processes in Florida and in nineteen other
dates: Arizona, Cdifornia, Colorado, Georgia, Indiana, Massachusetts, Maine, Maryland, Michigan,
Minnesota, New Mexico, North Carolina, New Jersey, New Y ork, Oklahoma, Pennsylvania, Texas,
Virginia, and Washington. Data sources include each state's Qudified Allocation Plan (QAP) for the
sdection of tax credit projects, amilar plans or gpplications outlining each dtate's procedure for
dlocation of bond financing, interviews with state housing agency deff, and interviews with private
housing developers who have participated in the tax credit or bond financing programs in multiple sates.



As project selection processes change from year to year, the report is based on the most recent QAP
available from each gtate under study. In most states, the most recent QAP was gpproved in 2001. For
Maryland and Michigan, the most recent QAPs available were approved in 1999; for New York, the
plan was approved in 1998. Finaly, New Jersey’ s QAP is undated but appears to have been approved
in 2000 or 2001.

This report begins with a brief description of state plans that guide the dlocation of the LIHTC and
multifamily bond financing. Next, it examines the processes by which states set priorities for the use of
these resources. Third, it examines the use of housing needs assessments and other data collection in
decison-making. Fourth, it ligs the types of policy objectives that states seek to fulfill through ther
dlocation of tax credits and bond financing. Findly, the paper discusses the types of systems that states
have desgned to ensure that the projects selected meet their policy objectives. Appendix 1 includes
more detailed descriptions of each dtate's alocation process. As a supplement to the discussion of
state-leve alocation processes, Appendix 2 contains a description of the use of needs assessments by

county-level housing finance agenciesin Horida

State Allocation Plansfor LIHTC and Bond Financing

Most states receive far more gpplications for tax credits than they can fund. Section 42 of the Internd
Revenue Code requires the state agencies responsible for alocating the tax credit to create an annud
Qudified Allocation Plan (QAP) outlining the process by which developments will be selected. These
plans establish the threshold requirements that al goplications must meet, such as financid feashility
sandards, site requirements, developer experience, and other measures of project qudity. They may
adso edablish set-asides of tax credit resources for projects located in high-need aress or serving
priority populations and scoring systems by which competing projects will be ranked on mesasures of
project quaity and their accordance with policy objectives (US General Accounting Office, 1997).

Multifamily bond financing usudly is alocated by the same state housing agency as dlocates the tax
credits. In a few cases, however, a separate State committee or authority is responsible for the

2



alocation. Unlike under the LIHTC program, federal statute does not require states to draw up an
dlocation plan for multifamily bond financing. Moreover, competition for multifamily bond financing is
not nearly as fierce in mogt dates as it is for tax aedits. Thus, most states under study have not
developed separate, elaborate selection processes for bond financing. Instead, most states offer bond
financing on a firg-come, first-served basis to gpplicants presenting feasible projects that meet income-
targeting requirements. These gtates usudly require projects receiving “automatic” federa tax creditsin
conjunction with tax-exempt bond financing to meet minimum threshold criteria in their QAPs. Other
dates use the scoring system from their QAPs to select projects to receive bond financing, or they
delegate the didtribution of bond financing to local agencies. Table 1 below summarizes sates methods
for dlocating multifamily bond financing.



Table 1.

Methodsfor Allocating Multifamily Bond Financing

QAP

First Come, First
Served; QAP as
Threshold for Tax-

Preference System
Other than QAP
(See Below)

Local Authorities
Responsible for
Allocation

Exempt Bonds

Arizona &
California &

Colorado &

Florida &

Georgia Vs

Indiana =]

Maine

Maryland

M assachusetts

Michigan

Minnesota

New Jer sey

New Mexico

B[R

New York

North Carolina s

Oklahoma

K&

Pennsylvania

Texas &

Virginia &

Washington e

Four states under study—Cdifornia, Florida, Texas, and Washington—do use preference systems
separate from the QAP to select projects for bond financing. Cdifornia stax credits and bond financing
are dlocated by two different agencies. The agency respongble for dlocating bond financing, the
Cdifornia Debt Limit Allocation Committee, has indtituted its own system for ranking requests for funds
with different priorities than those used in the QAP. In Horida, the Horida Housng Finance
Corporation alocates both the tax credits ard bond financing. The scoring and ranking system for
seecting projects for bond financing is Smilar, but not identicd, to the system outlined in the QAP for

! The New Y ork State Housing Finance Agency, which allocates multifamily bond financing and a portion of the
state’ stax credits, develops its own QAP and appliesits threshold requirements to tax-exempt bond financing
requests. The main QAP for the state of New Y ork is developed by the New Y ork State Division of Housing and
Community Renewal (DHCR), a separate agency.

2 North Carolina Housing Finance Agency (NCHFA) does require that devel opers seeking tax-exempt bond financing
from local authorities submit an application to the state in order to receive the associated “automatic” tax credits.
These projects must meet the threshold requirementsin NCHFA’s QAP.
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tax credit project sdection. In Texas, the Texas Department of Housing and Community Affairs dso
allocates both resources, but uses a lottery system rather than the QAP to sdlect projects for bond
financing. Projects serving tenants with lower incomes receive priority in the lottery. In Washington, the
Washington State Housing Finance Commission fas established a separate scoring system to rank
projects gpplying for bond financing. In addition to these states, Arizona uses alottery to alocate bond
financing but does not apply a preference system to gpplicants.

Because few states have separate policy criteria for selecting projects to receive bond financing, much
of the discusson below of methods of priority-setting refers to the alocation systems reflected in the
QAPs. A full discusson of each dat€'s tax credit and bond dlocation process is included in the

Appendix.

Sour ces of Information for Setting Priorities

While dates have a great ded of latitude in setting priorities in their QAPs, Internd Revenue Code
Section 42 does require that states consider certain policy-relaed criteriain their project selection
processes. As revised a the end of 2000, the Code includes the following requirements:

” o

z  States mugt give preferencein their QAPs to “ projects serving the lowest income tenants,” “ projects
obligated to serve qudified tenants for he longest period,” and “projects which are located in
qudified census tracts...and the development of which contributes to a concerted community

revitdlization plan.”®

& The QAP must establish selection criteria related to project location, housing needs cheracteristics,
project characteristics, sponsor characterigtics, specia needs tenants, public housing waiting lists,
families with children, and projects intended for tenant ownership.

% A qualified censustract (QCT) is onein which 50 percent of households have incomes below 50 percent of the area
median income and the poverty rateis 25 percent or greater.
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& States must require “a comprehensive market study of the housing needs of low-income individuals

in the areato be served” for each project receiving an alocation.

In addition to meeting federd Satutory requirements, most state housing agencies combine information
and expressed priorities from a number of sources in order to develop criteria for the selection of

projectsto receive tax credits and bond financing. These sources include the following:

& Statute In severa dates, the statute that authorizes a housing agency to award tax credits or bond
financing includes requirements for the allocation of those resources. For example, the Cdifornia
datute that desgnates the Cdifornia Tax Credit Allocation Committee as the agency responsible for
housing tax credit alocations requires that the agency reserve 60 percent of tax credits for projects
amed at large families and 10 percent of credits for projects with single room occupancy (SRO)
units. Smilarly, the statute authorizing the Texas Department of Housing and Community Affars to
dlocate multifamily bond financing requires that the department give firgt priority to projects with
100 percent of units affordable to households at 50 percent of the area median income and second
priority to projects with 100 percent of units affordable to households at 60 percent of the area

median income.

# Research and data analysis. States may base their sdection criteria on a forma assessment of
rental housing needs or on aless formd, in-house andysis of housing-related data. For example, the
Georgia Department of Community Affairs commissoned a forma needs assessment in 1999 in
order to quantify housing needs by county. Georgias tax credit project selection process gives
preference to projects located in higher-need counties.

The use of research and data analysis as a basis for the alocation of tax credits and bond financing

isexplored in more detail in the following section.

& Saff and Board opinions and knowledge. Mogt states rely heavily on agency staff’s opinions and
knowledge of housing trends in the setting of alocation policies and on Board members' discussion
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and decisons. For example, Pennsylvania's QAP emphasizes housing for the ederly, people
moving from welfare to work, and those with physca or mentd disabilities; these priorities were

based on Board members' interests and discussions.

Public input. States generdly hold public hearings to accept comment before their QAPs are
findized. These hearings dlow housing professonds, advocacy groups, and individuas to contribute

their ideas on the tax credit alocation process.

A number of dates aso convene meetings or advisory committees of affordable housing
professonds to collect outsde input into dlocation priorities. FHFC's public workshops are one
example of a mechaniam for collecting outsde input. Similarly, New Jersey convenes an advisory
group of for-profit and non-profit developers, bankers, syndicators, and others involved in
multifamily housing production and financing to collect their idess about the tax credit alocation
process. Virginia convened a daylong “stakeholders’ forum including locd and state government
gaff, nonprofit and for-profit developers, and specia interest groups to discuss the tax credit

allocation process.

Consolidated Plan. The Consolidated Plan that states produce for HUD includes an assessment of
housing needs and sats forth the state's priorities. A number of states incorporate these priorities
into their QAPs. In North Carolina, for example, the percentages of tax credits dlocated to the
West, Central, and East regions of the state correspond to population distributions found in the
Consolidated Plan.

Input from other state agencies. Some housing agencies actively seek input from other date
agencies to ensure that the housing developed under tax credit or bond financing programs meets
other identified policy needs. For example, New Jersey’s QAP sats aside dgnificant tax credit
resources for specid needs housing with services, including housing for public assstance recipients
and for the devdopmentaly disabled. The New Jersey Housing and Mortgage Finance Agency
sought input from the stat€'s Department of Human Services in setting these priorities. Smilarly,
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after discussons with the dtate corrections department, the Arizona Office of Housing and

Community Development agreed to set aside tax credit resources for projects located within 15

miles of state prisons, where affordable housing for prison workersis scarce.

Table 2 summarizes the sources of information on which states based their QAPs.

Table2. Main Sources of Information Underlying QAP Priorities
Statute Research & Saff and Advisory Consolidated Other State
Data Analysis Board Committee or Plan* Agencies
Opinionsand Public
Knowledge Comment
Arizona & & &
California & & & a1
Colorado & & a1
Florida & & &
Georgia & & &
Indiana 5 & & &
Maine & & & &
M assachusetts o &
Maryland s P
Michigan & & &
Minnesota & & &
New Jer sey & & &
New Mexico & = &
New York & &
North Carolina & & a1 &
Oklahoma & & a1 &
Pennsylvania & &
Texas V-t & & & &
Virginia & &
Washington & & a1

* The 1997 GAO analysis of the tax credit program found that state agencies who administer the tax credit “primarily
relied on Consolidated Plans to define their housing priorities,” with about two-thirds of the agencies surveyed
reporting that the Consolidated Plan was the primary source of information about housing needs (US General
Accounting Office, 1997). In this analysis, however, we identify only those agencies in which staff or the written
QAP specifically referred to the Consolidated Plan as a major data source. Since many of the needs assessments cited
in QAPs are based on U.S. Census data, they likely generate similar priorities to the Census-based Consolidated

Plans.

® While Massachusett’ s QAP priorities are not set by legislation, the plan does give scoring preference to projectsin
compliance with the Governor’s recent Executive Order 418, whichrequires “all communities to take stepsto create

housing for individuals and families across a broad range of incomes.”
® All projects must be located in areas authorized by Maryland’s Smart Growth legislation.
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The Use of Research and Data in Allocation Plans

Housing Needs Assessments

Housing needs assessments alow dates to trandate a genera policy goa—the digtribution of multifamily
housing resources among geographic areas based on their relaive housng needs—into criteria for the
selection of projects. Most states under study use some type of needs assessment as part of the basis
for thar dlocation of tax credit resources among geographic areas. Table 3 a the end of this section

summarizes states needs assessment methods.

There is no single, agreed-upon indicator of housing need. Instead, states have designed studies that

incorporate one or severd of the following indicators:

& Cost Burden. The most common indicator measured by statesin their housing needs assessmentsis
the number or percentage of renters in a county, region, or other area paying more than 30 percent

or 50 percent of their income for housing.

& Poverty or Low-Income Status. States may designate areas with large numbers of households with
incomes below 50 or 60 percent of the area median or living in poverty as high-need areas for
housing. Often, states combine the cost burden and low-income status variables. For example, they
may measure the number of households in a county with incomes below 50 percent of the area
median who pay more than 30 percent of their income for rent. States may further divide these
households between families and e derly households to determine the housing needs of each of these

groups.

& Supply of Affordable Housing Units. Often, states that measure the number of cost-burdened or
low-income households compare this number to the supply of subsidized housing or housing units
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with low rents in eech area. The supply of affordable housing units may aso be divided into family
and dderly units, particularly if the state measures only the supply of publicly subsidized housing.

& Substandard Housing. HUD provides U.S. Census data identifying the number of substandard
housing units to each jurisdiction that completes a Consolidated Plan. HUD's definition of a
substandard unit containing “physca defects’ includes units lacking complete kitchen or bedroom
facilities and those without dectricity. States may designate areas with large numbers of substandard
units as having a high housing need.

& Growth Rate Aress in which employment or populaion are increasing rgpidly often experience
affordable housing shortages, as new workers or resdents compete for limited available housing.
States may use high growth rates in counties or regions to identify areas with current or future
affordable housing needs.

Most states measure severa of these indicators in their needs assessments. In Texas, for example, the
dete legidature enacted a Satute in 1999 requiring the Texas Department of Housing and Community
Affars (TDHCA) to develop aformulafor dlocating tax credits across the stat€'s 10 Uniform Planning
Regions based on each region’'s rdative need for housng. Over the course of severd months, the
agency sought input from the public, the Texas A&M State Data Center, housing practitioners, and
locd officids to determine the most gppropriate method of measuring housing needs by region. TDHCA
devised aformulathat includes three indicators: the number of unassisted renters with incomes below 50
percent of the area median paying more than 50% of their incomes for rent, the number of tota
households living in severely substandard housing, and the region’ s percentage of the State' s population

in poverty.

Once dates determine the rdative need for housing in each aea they must trandate these
measurements into a system for alocating resources. In the case of Texas, TDHCA assigned a weighted
score to each region by combining the three indicators measured in the needs assessment, with the

percentage of the stat€' s poverty population weighted twice as heavily as the number of households with
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a cogt burden or living in substandard housing. In 2001, TDHCA will ditribute tax credits among the
regions based on their weighted scores.

Other examples of the use of needs assessments to determine dlocation of resources include the

following:

& The Horida Housing Finance Corporation (FHFC) commissioned a statewide rental market study in
1998. That assessment estimated current and future numbers of renter households, income levels
and subsequent affordable rent, and the supply of affordable renta housing in each Florida county.
Basad on this assessment, FHFC divided its tax credits among groups of smilarly sized counties
according to each group’ s demonstrated housing need. The Corporation allocated 64 percent of tax
credits to Large Counties, 26 percent to Medium Counties, and 10 percent to Smal Counties.

Horidd s digribution of multifamily bond financing mirrors this formula

#  Georgid s QAP contains locationa scoring maps for generd multifamily housing and ederly housing.
To cregte these maps, the Georgia Department of Community Affairs (DCA) calculated each
county’s total unmet need for housing, defined as the number of households in the county with
incomes between 30 and 60 percent of the area median income minus the number of renta units
affordable to households at that income level. To account for counties with smal populations but
high affordable housing needs within that population, the state so calculated each county’s rddive
unmet need for housing, defined as the number of households a 30-60 percent of the areamedian
income divided by the number of units affordable to those households. The cdculaions for the
generd multifamily map include dl households and rentd units faling within the income and rent
boundaries; the caculations for the ederly housing map include only households headed by persons
of a least 62 years of age and only housing units designated as elderly housing by DCA, HUD, and
USDA.

DCA assigned each county a generd multifamily housing score and an ederly housing score based
on itstotal and relative unmet needs for each type of housing. Rura counties were ranked separately
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from non-rurd counties. Projects located in higher-need counties receive preference in project

sdection.

& Michigan State Housing Development Agency (MSHDA) cdculates a * County Needs Index” with
a score for each county based on its growth, income level, and asssted housing supply. MSHDA
measures counties growth in population, property vaues, and employment since 1990 to create the
growth component of the score, with higher growth indicating more housing need. The income
component is comprised of measures of current family median income, change in median family
income since 1990, and the current average weekly wage for the county; higher income counties are
assumed to have lower affordable housing needs. The asssted housing component is comprised of
counts of existing subsidized housing units and tax credit units per capita; higher numbers of exiging
assigted units are assumed to indicate a lower need for new units. Projectsin high-scoring counties

receive additiond pointsin the scoring of tax credit gpplications.

& The Washington Center for Real Edtate Research (WCRER) created a statewide housing needs
andysis for the Washington State Housing Finance Commisson. As Georgia's study did, the
Washington study includes messures of absolute and relative unmet need for low-income rental
housing. Firgt, for each county, WCRER determined the number of households below 50 percent of
county median income and the maximum affordable rent that these households could pay. WCRER
then subtracted the number of subsidized housing units, market units with rents below the maximum
affordable rent, and low-income owner-occupied units from the number of low-income households
to produce the absolute number of affordable renta units needed in each county. Second, for each
county, WCRER calculated the absolute number of units needed as a percentage of the number of
low-income households to produce a relative measure of unmet need. The state Housing Finance
Commisson combined the absolute and relative measures of unmet need to create a scoring

preference for projects located in counties with higher needs identified in the WCRER studly.

Note that in most cases, states ba ance absolute measures of need with reative need measures to ensure

that the most heavily populated areas are not designated the neediest Smply because they are likely to
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generate high numbers of households with affordable housing needs. A relatively wedthy urban area
with a amdl pocket of low-income neighborhoods might contain far more households with housing
needs than a rurd community in which nearly dl resdents need housng assstance. By combining
measures of the number of households needing assstance with measures of the percentage of
households needing assstance as a share of the community’s population, states can ensure that both

large and samdl communities receive assstance.

Table3. NeedsAssessment Methods
Uses Needs Unit(s) of Variables Studied Resulting Allocation
Assessment Analysis Preferences
in QAP? Studied
Arizona N
California Y Counties Percentage of the state’s Ceiling on percentage of tax
population paying morethan | creditsthat each county can
30% of income for rent receive
Colorado Y Counties and | Renter households below 51% | Additional points for counties
Metropolitan | AMI experiencing or metropolitan areas with
Areas substandard housing or high percentages or numbers
overcrowding or paying more | of households experiencing
than 30% of income for rent these problems
Florida Y Counties Number of renter households | Set-asides of 64% of creditsto
Large Counties, 26% to
Renter incomes Medium Counties, 10% to
Small Counties
Supply of affordable rental
units
Georgia Y Counties General/elderly rental Assigned scores to each
households at 30-60% AMI county based on level of
unmet general and elderly
Supply of rental units housing needs
affordable at 30-60% of AMI
Supply of subsidized unitsfor
the elderly
Rural (not withinan MSA) vs.
Non-rural
Indiana N
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Uses Needs Unit(s) of Variables Studied Resulting Allocation
Assessment Analysis Preferences
in QAP? Studied
Maine Y State- Number of senior and family Assigns high, medium, and
designated renter households with low ratingsto each labor
labor market incomes below 50% of market | market area based on theratio
areas areamedian according to 1997 | of subsidized unitsto renter
Claritas data households and awards
higher pointsto projectsin
Supply of existing subsidized | higher-rated areas. Separate
units for seniors and families ratings for senior, family, and
assisted living projects.
Maryland N
M assachusetts N’
Michigan Y Counties Changein population, 1990 to | Scoring preference for
date projectsin counties with
higher growth, lower income
Changesin overall and and lower supply
residential property values,
1990 to date
Changes in employment by
place of work and place of
residence, 1990 to present
Current median family income
Change in median family
income, 1990 to present
Average weekly wage
Supply of subsidized and tax
credit units per capita
Minnesota N
New Jer sey N
New Mexico N
New York N
North Carolina N
Oklahoma N
Pennsylvania Y Multi-county | Percentage of households at Dollar amounts of credits for
Regions or below 50% of median each region

income

" Massachusetts mentions a“annual needs evaluation” in its QAP but does not identify specific higher-need
locations or populations.
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Uses Needs Unit(s) of Variables Studied Resulting Allocation
Assessment Analysis Preferences
in QAP? Studied
Texas Y Multi-county | Severe cost burden (Renters “Regional Allocation
Regions below 50% AMI paying more | Formula’ setting aside dollar
than 50% income for rent) amounts of credits by region
Households in severely
substandard units
Share of state’s poverty
population
Virginia Y Regions 2000 households below 60%
area median incomefrom
Claritas
Supply of tax credit units
Washington Y Counties 2000 household income by

county from Claritas

Househol ds below 50%
county median income

Supply of private-market units
affordable below 50% county
median income

Supply of subsidized housing
units

L ow-income owner-occupied
units

Use of Data to Fulfill Specific Policy Objectives

Severd dates incorporate data into their dlocation of resources in a different way: they formulate

specific policy objectives, collect data to determine the location or type of development that would best
meet those objectives, and then provide the data to applicants so that they can determine whether their
projects fit the identified objective. Often, the data come from another state agency that isinvolved in

planning.
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In many of these cases, the policy objective is to encourage affordable housing projects in aress
showing signs of economic distress. North Carolina s QAP, for example, includes a scoring preference
for projects located in “economicaly distressed areas.” The state's Department of Commerce divides
counties into five tiers based on locd employment opportunity data, with the most economicaly
distressed counties designated as “Tier Ong’ or “Tier Two.” The North Carolina Housng Finance
Agency provides gpplicants with a list of Tier One and Two counties so tha the applicants can
determine whether their projects meet this criterion.

Smilarly, Michigan sets asde at least 30 percent of its tax credits for projects in “digible distressed
aess” The dae deveops a lig of digible areas, which must meet a least one of the following three
criteria: 1) have negative population change between 1970 and the most recent census, rea and
personal property vaue growth below the state average, and poverty and unemployment rates higher
than the state average; 2) be designated as a blighted area by local government; or 3) be designated a
Neighborhood Enterprise Zone by the Michigan Enterprise Authority. The lig of communities with
digible areasisinduded in Michigan's unified application for multifamily housing financing.

Market Sudies for Individual Projects

A third way in which data is incorporated into the resource alocation process is the requirement for
market studies to establish the feasibility of individua projects. As noted above, the federal Section 42
Code now requires that adl projects undergo a market study before they can receive tax credits. These
studies include demographic data, such as the number of area low-income households, along with other
information about the neighborhood surrounding the proposed development. This requirement aso

applies to developments that receive tax credits as a result of receipt of tax-exempt bond financing.
In some sates, the developer must include a market study as part of the initid application; in others,

projects that are selected for ranking or underwriting must then undergo a market study. In generd,
either the ate or the gpplicant must engage an independent analyst to perform the sudy.
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Like the overdl needs assessments performed by states, the market studies are intended to ensure that
projects are placed in areas where there are sufficient numbers of income-éeligible households seeking
housing. However, they differ in that the statewide assessments determine the areas with the greatest
unmet need for housing so that states can direct more low-income housing to these areas, while market
studies seek to determine the demand for an individud project: whether there are enough households of
the gppropriate sze with incomes low enough to qudify for rent-restricted housing but high enough to
pay necessary rents. Thus, a project located in a high-need area ill might have difficulty succeeding if
there is not sufficient demand for the units. In this way, Ste-specific market studies provide a useful
supplement to states determination of areas of housing need.

Types of Policy-Related Selection Criteria

To varying degrees, states QAPs set aside tax credit resources or give additiond ranking points to
certain types of projects in order to fulfill the policy priorities identified through the stat€'s decison
making process. Many of these policy-related selection criteria are required by the Section 42 Code,
with the states own research and observation confirming and refining the gpplicability of federa criteria
to state-level needs.

Table 4 at the end of this section summarizes each state's policy-related criteriafor tax credit and bond
financing alocation processes. The most common types of these criteriainclude the following:

& Family type and size. The Section 42 Code requires states to include sdection criteria in their
QAPs that address the needs of families with children. Mogt states meet this requirement by
providing additiona scoring points for projects that include units for larger families; that is, projects
with a portion of units containing three or more bedrooms. For example, a project in Michigan

receives additiona scoring pointsif at least 10 percent of its units contain three or more bedrooms.
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Of the states under study, only Cadlifornia explicitly sets aside tax credits for large family units®
Cdifornia reserves 60 percent of its tax credits for projects in which at least 30 percent of units

contain three or more bedrooms.

At the other extreme, Cdlifornia also sets aside 10 percent of its tax credits for projects comprised
of sngle room occupancy (SRO) units. SRO units cater to single adults without children and are
intended to provide smdl housing units at very low rent levels for those who might otherwise be a
risk of homeessness. Similarly, Maine sets aside $300,000 in tax credits for SRO projects of 30
units or less, and Minnesota gives additiona scoring points to projects that contain at least 50
percent SRO units.”

& Location. Nearly dl states set geographic criteria for the sdection of tax credit projects. Most
commonly, states attempt to distribute tax credits among different areas based on each ared's
relative need for affordable housing. As roted earlier, states reserve credits and give additional
scoring points for projects in areas that some type of Statewide assessment designates as high-need.

Some states use these same criteriain the selection of bond-financed projects.

In other cases, dates establish geographic criteria in order to ensure that tax credit resources are
distributed equitably across a sate. Severd dtates give additiona points to projects located in cities
or counties with few existing tax credit projects. For example, the New Mexico QAP identifies
groups of “targeted” and “underserved” counties. These counties are those that have not received
tax credit developments during the past severd years or that have recelved a lower percentage of
the stat€' s tax credit dollars than their percentage of the state’ s population. Another common way in
which states ensure equity in the digtribution of tax credit resources is by setting aside a portion of

® While it does not reserve a specific percentage of tax credits for large family projects, Minnesota also gives priority
tothese projectsinitsinitial selection of projects. Metropolitan-area projects that are selected in the first round of tax
credit funding must either be composed of at least 75 percent two bedroom units, with one-third of these units
containing three or more bedrooms; be composed of single room occupancy (SRO) units, with 75 percent of units
affordable for persons with incomes of 30 percent of the area median or lower; or include substantial rehabilitationin
aneighborhood targeted for revitalization.
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tax credits for rurd projects, which otherwise might not rank as highly as projects in metropolitan
aess. In severd cases, this preference gpplies only to projects recalving federa Rurd Housing

Service subsdies.

Findly, severa dates give preference for tax credits to projects located in areas of poverty or
economic distress. Texas, for example, gives extra points to tax credit gpplications for projects
located in counties in which 10 percent or more of households are in poverty. Similarly, anumber of
dtates provide extra points in their tax credit selection processes for developments located in HUD-
specified difficult development areas (DDAS) or quaified census tracts (QCTs). ™

£ Income targeting. In accordance with the Section 42 Code requirement that states give preference
to “projects serving the lowest income tenants,” most states award extra points to tax credit
projects with units affordable to and reserved for households with incomes at or below 50 percent
of the area median.™* A number of these States give additiona points to projects containing units for
households with il lower incomes. For example, Indiana gives additiond points to developments
containing 5 percent or more units for households at or below 30 percent of the area median income
or to developments containing 15 percent or more units for households at or below 40-50 percent

of the area median income. Projects with larger numbers of lower-income units receive more points.

Texas and Washington aso establish separate income targeting for their bond financing projects. In
Texas, projects that reserve al dof their units for households at 50 percent or 60 percent of the area
median income receive priority, while in Washington, projects reserving 30 percent of ther units for

those a 50 percent of the median income receive additiona scoring points.

° As noted above, projects predominantly comp osed of SRO units are one of the permitted uses of first-round tax
credit allocationsin Minnesota.

“ DDAs are those areas with high construction, land and utility costs relative to the area median income. See note 1
above for the definition of a QCT. The Section 42 Code specifies that states must give preference to projectsthat are
located in QCTsand are part of acommunity revitalization plan.
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At the same time, a number of States—Arizona, Indiana, Massachusetts, Michigan and
Minnesota—use income targeting in thelr project selection processes to encourage economic
integration through mixed income developments. Each of these states provides additiond points for
developments that contain higher-income, market-rate units along with income-restricted units.

& Special needs. All gates under study give some type of preference to specid needs housing in their
tax credit selection processes, as directed by the Section 42 Code. The most commonly served
specia needs populations are the elderly, homeless persons, persons with developmenta or physica
disabilities, and those with chronic menta or physica illnesses. In most cases, the project sponsor
must provide appropriate supportive services for the population in order for the project to receive

preferentia consderation.

Many states both set aside tax credit resources for projects serving persons with specia needs and
award extra scoring points to these projects. Maine, for example, sets aside $300,000 in tax credits
for asssted living facilities (ALF) for the ederly and dso awards extra points to ALF proposas.
Applicants must receive a funding commitment for the services associated with the facility from the

Maine Department of Human Servicesin order to fulfill the set-aside and receive extra points.

Texas and Horida aso give preference in their bond financing sdections to housing for those with
specia needs. FHorida reserves bond financing for one ederly housing development each year and
gives additiona scoring points to developments that provide services to specid needs populations.
Texas requires that five percent of units in each multifamily project recalving tax-exempt bond
financing be designed for specia needs populations.

& Local planning. Findly, a number of dtates give preference in their QAPSs to projects that can
demondtrate that they meet locd priorities. Some states awvard extra points to applicants who can

" Nearly all of the states also give preference to projects that extend rent and income restrictions for tax credit units
beyond the minimum 15-year compliance period. Some states require that rent and incomerestrictions remainin place
for 30 years and give preference to projects that keep use restrictionsin place even longer.
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demondirate that their projects fulfill aloca community development or housing plan. Others give

points to projects that can demondtrate local government support through aletter of support or atax
abatement (GAO, 1997).

Of the states under study, New Jersey places the greastest emphasis on locd planning. In its urban

projects cycle, New Jersey sets aside 25 percent of its tax credits for projects that are part of

approved neighborhood plans. New Jersey also awards extra points to projects applying under its

urban and suburban cydes if they are located in areas with a municipa, county, or regiond plan

endorsed by the State Planning Commission as consstent with the New Jersey State Devel opment

and Redevelopment Plan.

Table4. Summary of Policy-Related Preferences

Located on tribal
lands

Located in
Governor’s Action
Community
(designated for
neighborhood
revitalization)

City, town, or
county not
recelving tax
creditsin past 5
years

Qualified Census
Tract (QCT)

Family Size Geographic Local Planning | Income Targeting Special Needs

Arizona 3-4 bedroom units Rural City- or county- Includes market - Homeless,

(Tax Credits) Border countiesor | designated rate units Alzheimer’s,
prison redevel opment mentally ill,
communities project or area emotionally

) 20'5_0%_ aea disturbed youth,
Ryral projects median income AIDSHIV,
with US Rural (AMI) domestic violence,
Devel opm.er.1t substance abuse
(RD) subsidies
Elderly
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Family Size Geographic Local Planning | Income Targeting Special Needs
California 3+ bedroom units Located within Locatedina Below 50% AMI
(Bond employment Community or 50-60% AMI
Financing) center Revitdization
Area
California 3+ bedroom units Rural 30-50% AMI Elderly
(Tex Credits) | grog Distribution to Developmental
counties by need disabilities,
physical abuse
Survivors,
homeless,
farmworkers,
chronically ill, teen
parents
Colorado (Tax| Familieswith County with high Community with 40-60% AMI Homeless, assisted
Credits) children need idgnti'fied housing Below 30% AMI living for elderly,
priority and special needs developmentally
disabled, mentally
disabled, AIDS,
physical handicap
Florida 3+ bedroom units Distribution to Elderly
(Bond counties by size Farmworker
Financing) Urban In-fill Tenant Services
Florida 3+ bedroom units Division among Commitment to Elderly
(Tax Credits) Small, Medium, provide set-aside Farmworker or
and Large Counties units beyond the Fishing Worker
Rural projects minimum set-aside
receiving RD selected
subsidies
QCT
Urban In-fill
Counties under
50,000 population
Georgia (Tax Counties with high Below 50% AMI Elderly
Credits) need Homeless,
Rural disahilities,
In-fill domestic abuse,
alcohol/drug
addiction,
HIV/AIDS,
farmworkers
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Family Size Geographic Local Planning | Income Targeting Special Needs
Indiana (Tax 2-3 bedroom units Distribution to 30-50% AMI Elderly
Creditsand citie_s and counties Includes market- People with
Bond by size rate units disabilities
Financin
9 Underserved area Homeless
QCT or difficult to
develop area
(DDA)
Maine (Tax SRO Rural projects Part of local 40-50% AMI Assisted living for
Credits) receiving RD neighborhood elderly
subsidies revitalization plan Homeless. mental
High-need market or developmental
area disabilities
Maryland 3+ bedroom units Rural 30-60% AMI Assisted living,
homeless, families
in welfare-to-work
program
M assachusetts| Familieswith Municipality with In community Below 40% AMI Assisted living for
(Tax Credits children less than 10% complyingwith Includes market- frail elderly,
subsidized ExecutiveOrderto | 4ta units developmental
housing create affordable disahilities,
housing homeless
Part of
neighborhood
revitalization
effort
Michigan (Tax| 3+ bedroom units Eligible distressed 20-50% AMI Elderly
Credits) aes Includes market- Special needs
Rural projects rate units (unspecified)
with RD subsidies
Counties or census
tracts with high
need
Underserved
county
Minnesota 2-3 bedroom units Rural projects Greater Minnesota | 30-50% AMI Mentd illness,
(Tax Credits) | grog with RD subsidies proj ect; that. meet Includes market - d.evel.opmental
High-growth, high- locally identified rate units disahility, drug
need cities and need dependency, brain
counties Part of i qj ur)./,.physi cal
QCT or DDA cooperatively disability
developed plan

Underserved city




Family Size

Geographic

Local Planning

Income Targeting

Special Needs

New Jersey
(Tax Credits)

3+ bedroom units

Underserved
municipality

Part of
neighborhood plan

Areawith a
municipal, county,
or regiond plan
endorsed by the
State Planning
Commission

M eets court-
ordered fair share
requirement

Welfare-to-work
participants

Developmentally
disabled

Elderly

HIV/AIDS,
homeless,
mentally ill, frail
elderly, alcohol or
substance abusers,
physical
disabilities,
developmental
disabilities,
pregnant teens or
teen parents,
domestic violence
victims

New Mexico
(Tax Credits)

Counties without
recent tax credit
projects

QCT or DDA

Native American
trust lands

40-50% AMI

Elderly

Homeless,
physical or mental
disabilities, mental
illness

New York (Tax
Credits)

Part of housing or
community
development
strategy

30-50% AMI

Additional low-
income units

HIV/AIDS,

alcohol or
substance abusers,
mentally ill,
homeless, physical
disabilities,
domestic violence,
developmental
disabilities, elderly
and frail elderly

North
Carolina (Tax
Credits)

3-4 bedroom units

Distribution to
regions by
population

Rural projects
with RD subsidies

Economically
distressed counties

50-60% AMI

Elderly, mobility
impaired
handicapped
Mental illness,
developmental
disability,
substance abuse
Homeless

Farmworkers




Family Size Geographic Local Planning | Income Targeting Special Needs
Oklahoma Rural 50% AMI or less Elderly
(Tax Credits) Rural projects Mental and
receiving RD physical
subsidies disabilities
High job-growth
aea
Empowerment
Zone/Enterprise
Community
QCT
Disaster area
Pennsylvania Rural projects Part of community | 40-50% AMI or Elderly
(Tax Credits) receivingRD revitalization plan less Wefare-to-work
subsidies
o HIV/AIDS,
Distribution to homeless,
regions by need farmworker,
QCT physical or mental
disability
Texas Below 50% of
(Bond AMI or 50-60% of
Financing) AMI
Texas 3-4 bedroom units Distribution to 50% of AMI or Elderly
(Tax Credits) regions by need less Transitional
Rural housing for the
High-need or high- homeless
poverty counties
Underserved area,
DDA, QCT, area
targeted for
economic
development
Virginia (Tax | 3+ bedroom units Regions with 30-50% AMI Elderly, homeless,
Credits) Families with fewer existing tax physically or
children credit units mentally disabled
QCT, DDA, state
enterprise zone
Washington 3+ bedroom units Rural Loca government 30-50% AMI Elderly, persons
(Tax Credits) Rural projects targgted areafor with d| sahilities,
receiving RD Iow-|_ ncome tran§|t| onal
subsidies housing housing for
homeless
QCT or DDA
Farmworkers

High-need counties




Family Size Geographic Local Planning | Income Targeting Special Needs

Washington 3+ bedroom units QCT or DDA Part of economic 50% AMI
(Bond Counties development or
Financing) underserved by community

revitalization

previous bond

financing effort

Set-Asides and Scoring: Designing a Preference System

Once the states have identified their policy priorities, they must implement a system that gives preference
to projects that fulfill these priorities. All states use set-asides and scoring systems to select tax credit
projects that meet their priorities. Some aso use the QAP scoring system or a separate scoring system
to rank projects for multifamily bond financing, but none use set-asides for this purpose. Thus, the

andysisthat followsreferslargdy to tax credit preference sysems.

Set-Asides

Through st-asides, states reserve tax credit resources for projects of a particuar type or location that
meets the state’ s policy objectives. Most states require that a specified percentage of the total avalable
tax creditsin that round be allocated to a certain project type or location as long as dl projects selected
meet threshold requirements. For example, severa states set aside a percentage of tax credits for rura

projects. The state may award the entire percentage to one project, or it may award credits to severa

rurd projects with the sum of the awards reaching at least the designated percentage of that year’s tax
credit dlocation.

Arizona and Florida are unusud in that, in addition to setting aside percentages of its credits based on
location, they specify a target number of specific types of projects to be awarded credits before other
projects are consdered. FHFC sets asde credits for two elderly housing developments, one
development for farmworkers or fishing workers, and three urban in-fill developments. The Arizona

Office of Housng and Community Development sets aside credits for one project in each rurd Council
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of Government region, one project in a border or prison community, a least one Rurd Development-
subsidized project, one project located on tribal lands, and one project in a neighborhood that has been
designated for revitaization under the Governor’s Action Community program.

Florida is dso unusud in that it reserves set dollar amounts rather than percentages of its total credit
amount for severd types of projects. $3 million for HOPE VI or Front Porch Florida projects,
$100,000 for projects receiving Rurd Development 515 program funds, and $200,000 for federdly
subsidized projects for farmworkers or fishing workers. Of the other tates under sudy, only Maine and
Pennsylvania reserve set dollar amounts of tax creditsfor certain project types.

Scoring

Scoring systems dlow agency staff to rank gpplications based on their fit with policy objectives as wll
as a number of measures of project qudity: the economic feasbility of the development, the amenities
offered, the developer’s history of compliance with agency requirements for previous projects, and o
forth.

Scoring systems vary widdy in the extent to which they emphasize policy objectives versus measures of
project quality. In some cases, the number of points granted for meeting policy objectivesis very small.
The points might provide an incentive for developers to modify their projects or provide away to bresk
atie between two otherwise equal projects, but it is possible for projects that do not receive any points
for meeting policy priorities to be sdected. For example, New York’s scoring system offers a limited
number of points for developments that target families with incomes lower than the tax credit maximums
or that fit local housing plans, but no additiona points for meeting other types of policy priorities. The
points for public policy criteria aone are not sufficient to affect project selections sgnificantly.

In other states, however, scoring criteria provide strong incentives to design projects that meet the
gate's policy priorities. In Georgia, for example, projects receive anywhere from 15 to 50 points of a
possible total 200 points depending on their location by county. Projects in higher need counties receive
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higher point totals. Because the county need score is such a large part of the tota score, projects
located in high-need counties are much more likely to be sdected than those in low-need counties. At
the same time, Georgia s system provides more flexibility than a geographic set-aside system would,
because applicants with projects in lower scoring counties may be able to compensate somewhat for
this disadvantage by seeking a higher number of points under other criteria

Conclusion

In sum, there is no sngle process by which states determine which types of populaions and which
geographic areas will recaeive specid emphasis in tax credit and multifamily bond financing. Most states
dlocation plans rely on data andys's and on input from housing practitioners and other state agencies,
combined with a greet degree of interpretation by agency staff members. As competition for tax credit
and bond financing resources increases, states may be moving toward project selection systems that are
based more heavily on asessment. Representatives from severd states without needs assessments in
place mentioned that their agencies had commissioned or were considering creating such an assessment,
and two dtates that do not currently alocate bond financing on a competitive basis are consdering doing

SO.

Even dates that do use needs assessments rely on varying definitions of a community or population that
“needs’ housng. Some dates direct housing resources to those areas with the most low-income
resdents, others favor pojects in areas with the greatest ggp between the number of low-income
resdents and the supply of low-income housing. In addition, most states baance their preference for
high-need areas with measures to ensure equitable digtribution of resources throughout a state. Thus,
dates might designate rurd areas or those without significant previous alocations of resources as

automatic high-need aress.

Despite the variations in states decison-making processes and definitions of housing need, their
preference systems tend to be quite smilar. Common eements include preferences for large families,

rurdl areas, neighborhoods undergoing revitalizetion, lower-income tenants, disabled tenants, homeless
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persons, and elderly tenants. These preferences are encouraged by the federd tax credit legidation and
by dtates dedre to use subsdized housing as a mechanism to support populations needing specid

assstance. Rather than replace these preferences, the expanded use of needs assessments can help
dates pinpoint those specific areas and populations where developments serving these groups will be
mogt effective.
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Appendix 1. Case Studiesof State Allocation Proceduresfor LIHTC and Bond Financing

Arizona

Arizona s Office of Housng and Community Development dlocates the federd tax credit. The Office
a0 sHects multifamily projects to recaeive bond financing through an annud |ottery, dthough the bonds
areissued by a separate authority.

Arizonds QAP contains numerous st-asides. Arizona sets aside 10 percent of its tax credits for
projects in rura areas—counties with population less than 400,000 or Census County Divisons under
population 50,000. The QAP aso sets aside credits for one project in each of the four rural Council of
Government regions, one project located in a border county or within 15 miles of a State prison
community, one or more Rurd Development 515 projects, one project located on triba lands, one
project in a Governor’'s Action Community revitdization neighborhood, and one specia needs project
sarving homeess persons or families, Alzheimer's victims, serioudy mentdly ill persons, serioudy
emotiondly disturbed youth, developmentaly disabled persons, AIDS/HIV victims, domestic violence
victims, or victims of chronic substance abuse. These set-asdes must be met only if gpplications
demongtrate demand for the projects in their market sudies. Finally, the QAP reserves $600,000 for a
discretionary dlocation by the state Governor.

Arizond's scoring system for tax credit projects favors projects that contribute to community
revitdization, with extra points for developments located in a HUD-designated Qudified Census Tract
(QCT) or that are part of alocally-designated redevelopment project or area. The scoring system aso
favors projects containing 3-4 bedroom units for large families; projectslocated in cities or counties that
have not received tax credit alocations in the past five years, projects in which at least 80 percent of
units are reserved for the elderly; and projects in which 100% of units are reserved for the specid needs
populations identified in the gpecia needs st-aside.
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Arizond's set-asides and scoring system are based largely on internd decisions and discussions with
other gate agencies, including the Governor’ s Office and the Department of Corrections. A 1999 study
provided a statewide overview of housing needs but did not include local area data. The Office of
Housing and Community Development plans to commission a more extensive needs assessment that will
include information about local needs.

California

Cdifornia divides its housing resource dlocation responshilities anong a number of entities The
Cdifornia Tax Credit Allocation Committee (CTCAC) dlocates federd and state housing tax credits.
The Cdifornia Housing Finance Agency (CHFA) offers tax-exempt and taxable bond financing, but the
affordable renta projects it finances compete with those financed by loca authorities in a process
overseen by the Cdifornia Debt Limit Allocation Committee (CDLAC). Findly, the Department of
Housng and Community Devdopment offers other types of permanent financing for rentd and
trangtiona housing devel opments through the state's Multifamily Housing Program.

CTCAC uses Cdifornia's QAP to guide the alocation of both the federal and state housing tax credits.
The QAP contains an unusudly large number of set-asde providons, dthough asingle project may fulfill
the requirements for more than one type of set-asde. Most prominently, the state reserves mogt of its
tax credits for certain family and unit types. CTCAC sets aside 60 percent of tax credit resources for
projects serving large families, in which at least 30 percent of units must have three bedrooms or more.
It dso sets aside 10 percent of tax credits for sngle room occupancy (SRO) projects serving individuas

whose incomes do not exceed 45 percent of the area median.

In addition, the QAP reserves 5 percent of tax credits for projects in which at least 25 percent of units
serve specia needs populations with incomes a or below 45 percent of the area median. Specia needs
populations might include the developmentaly disabled, physicd abuse survivors, persons who are
homedess or at risk of homdessness, farmworkers, persons with chronic illnesses including HIV and

menta illness, and displaced teen parents or expectant teen parents. The QAP aso reserves 15 percent
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of tax credits for projects in which al tenants are elderly, 20 percent of credits for projects in rurd
areas, and 10 percent of creditsto preserve federaly subsidized renta housing.

In addition to these set-asides, Cdifornia places aceiling on the distribution of tax creditsin each county
to ensure that tax credits are distributed equitably. A county’s ceiling is equa to its percentage of
population paying more than 30 percent of income for rent, as determined by the 1990 Census. Other
set-asides take precedence over the geographic distribution.

Cdifornias tax credit scoring criteria largely mirror its set-asde provisions. Large family, at-risk
federdly subsidized housing, SRO, specid needs, and ederly projects receive extra points. The QAP
aso includes a strong scoring advantage for projects that serve tenants with incomes between 30 and

55 percent of the median income; the lower the income targeting, the more points the project receives.

Many of the priorities reflected in Cdifornid s QAP are mandated by statute, including the set-asides for
large family units and SROs. Other decisons largdy reflect agency Saff experience and public

comment.

Applications for multifamily bond financing undergo a two-step process. First, developers apply to the
Cdifornia Housng Finance Agency for bond financing, which CHFA offers in the form of a firgt
mortgage. CHFA does not perform a sdection process. Instead, CHFA applies to the Cdifornia Debt
Limit Allocation Committee on behdf of dl of the gpplicationsiit receives. CDLAC, in turn, ranks these
projects against other applications for projects that are submitted by loca jurisdictions.

The CDLAC sdection sysem does not include specific set-asides, but CDLAC does divide
goplications into three pools: mixed-income projects, rura projects, and other projects. Mixed-income
and rura applications are ranked only againgt dher gpplications in the same category. If a mixed-
income project is not funded, it is not digible for consderation in the pool of other projects, but rura
projects that do not receive funding in the rural pool may compete in the pool of general projects.
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In generd, CDLAC uses the same scoring preferences in each of the three pools. CDLAC places a
high priority on targeting units toward lower income groups. Projects receive a large scoring advantage
if they incdlude a high percentage of units affordable to households a 50 percent of the area median
income or less or a smdler scoring advantage if they include a high percentage of units affordable to
households at 50-60 percent of the area median income. Mixed-income projects receive lower scoring
advantages for including the lower-income units than do other projects. CDLAC gives additiona points
to projects that redtrict rents to levels that are at least 20 percent below market rates for comparable
developments.

In addition to income targeting, CDLAC dfers points for projects that provide units of three or more
bedrooms for large families, that are located within one mile of employment stes and in a sub-county
area whose three-year employment growth exceeds the Statewide average by at least 10 percent, and
that are located in a Community Revitdization Area. To receive points under the Community
Revitdization Area criterion, the housng program must be involved in community partnerships or
programs that benefit the surrounding neighborhood, the project must be located in an area where funds
have been expended for infrastructure improvements, or other resdentia and business development

must be underway in the area.

Colorado

The Colorado Housing and Finance Agency dlocates the federd housing tax credit, a new date tax
credit, and multifamily bond financing. Projects recelve bond financing on a fird-come, first-served basis
but are required to meet the minimum threshold criteria outlined in the QAP.

Colorado’'s QAP does not contain policy-related set-asides other than a set-aside for HOPE VI
projects. Its scoring system gives preference to projects located in high-need areas, defined as counties
or metropolitan areas with a high percentage of renters with incomes below 51 percent of the area
median who are experiencing substandard housing, overcrowding, or a cost burden. The scoring system

aso favors projects for families with children; projects with a higher percentage of units affordable to
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tenants at 40, 50, and 60 percent of median income than required; projects that reserve at least one-
third of units for the homedess, asssted living for the ederly, or supportive housing for persons with
chronic disabilities; or projects in which 10-30 percent of units target residents at or below 30 percent

of the areamedian income.

While the Housng and Finance Agency has not commissoned a forma needs assessment, it regularly
conaults the state’'s HUD economigt to learn about locd market conditions. The preference for
supportive housing for special needs tenants was based on discussions with agencies providing services

to the homdess.

Florida

The Horida Housing Finance Corporation (FHFC) alocates both the federd tax credit and multifamily
bond financing. Unlike most other state housing agencies, FHFC has designed separate, dthough

smilar, sdection criteriafor each program.

FHFC uses set-asides to direct housing to specific areas and priority populations. In the QAP, FHFC
sets asde 64 percent of its tax credit resources for large counties, 26 percent for medium-szed
counties, and 10 percent for small counties The QAP dso sas targets for severd types of
developments: in each round, FHFC seeks to alocate tax credit resources to two ederly housng
developments, one farmworker or fishing worker development, one urban infill development containing
a least 75 percent high-rise units, and two other urban infill developments. These targets supercede the
geographic set-asides. In addition, the QAP reserves specific dollar amounts of credits to meet various
policy priorities: $3 million for HOPE VI or Front Porch Florida projects, $100,000 for projects
receiving Rurd Development Section 515 subsidies, and $200,000 for projects that reserve 100
percent of units for farmworkers or fishing workers and will receive Rurd Development Section 514 or
516 subsidies.



Florida's tax credit scoring system rewards projects with family units of three bedrooms or grester;
projects located in qualified census tracts (QCTS); projects located in counties with fewer than 50,000
resdents, and projects that meet state, regiond, and loca housing needs. The scoring system aso
rewards projects that meet the targets listed in the set-asde section: ederly housing, farmworker or
fishing worker housing, and urben infill projects.

In the alocation of multifamily mortgage revenue bond financing, Florida provides scoring points based
on the number of “public policy criterid’ that a development meets. These criteria include the provison
of a least 20 percent family units with three or more bedrooms; the provision of various types of tenant
sarvices for families or dderly persons, the extension of rent restrictions beyond the minimum required
by federd statute, and setting aside additiond units for low income tenants. FHFC then targets the top-
scoring projects for selection in the same categories it uses for tax credit projects. ederly, urban in-fill,
rehabilitation, and farmworker developments. The bond alocation aso follows the same geographic
lit as the tax credits. 64 percent to large counties, 26 percent to medium-sized counties, and 10

percent to small counties.

The divison of tax credit and bond resources by county Size is based on a 1998 needs assessment
commissioned by FHFC. Other policy objectives are set by the FHFC Board based on staff and public
input, particularly through a series of public workshops held by FHFC.

Georgia

The Office of Affordable Housing of the Georgia Department of Community Affairs dlocates the federd
LIHTC as well as a date tax credit. However, the department dlocates its multifamily bond financing
authority to local finance authorities, which are responsible for selecting projects for bond financing.
Thus, the QAP addresses only the tax credits.

Georgia's QAP contains only one policy-related set-aside, which designates 30 percent of tax credits
for projects located in rural aress. Instead, Georgid's scoring system serves to direct projects to
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counties with the grestest housing need. Each year, agency staff create two maps showing housing need
by county: one goplying to generd multifamily projects and one applying only to ederly housing
projects. For the generd multifamily map, each county receives a score of 15 to 50 points depending on
a formula that includes the county’s total unmet need for housing (the estimated number of households
with incomes between 30 and 60 percent of the area median income minus the number of rental units
that are affordable to those households) and the county’s relative unmet need for housing (the ratio of
smilarly low-income households to the number of units affordable to them). Total unmet need accounts
for 75 percent of the county ranking decision, and relative unmet need accounts for 25 percent. Rurd
and non-rura counties are ranked separately; the rurd ranking takes into account both need and the
number of recent tax credit and HOME projects in the county, while the non-rura ranking is based on
need only. The ederly housng map is determined in a smilar way, except that only households headed
by a person 62 years of age or older and only units that receive Sate or federd subsidies for elderly
housing are counted. Because an gpplicant can receive up to 50 of 200 total points based on the
location of the project, the geographic scoring system heavily influences which projects are sdlected,
and projects are rarely selected in counties designated as the lowest-need aress.

In addition to the geographic scoring system, Georgia offers more limited incentives to projects thet
sarve tenants with lower incomes or specia needs. The QAP awards points to developments that
reserve five percent or more units for households with incomes a or below 50 percent of the area
median, projects that are completely reserved for ederly tenants, and projects that reserve at least 50
percent of units for specia needs populations such as homeless persons, persons with disabilities,
abused spouses and their children, dcohol- or drug-addicted persons, persons with HIV/AIDS, or
migrant farmworkers. Specid needs projects must provide supportive services in order to receive
additiona points. Finally, the QAP encourages certain development patterns, awarding extra points to
infill developments and developments located adjacent to “ stable, occupied residentia development.

Georgia s geographic point system origindly was based on a 1999 statewide housing heeds assessment.
Since that time, agency daff have revised and refined the scoring system annualy. Other scoring

priorities are based on staff knowledge and opinions as well as public input; for example, Saff solicits
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comment on the QAP from the Georgia Affordable Housing Codition, a group of for- and non-profit
rea estate developers, investors, and property managers.

Indiana

The Indiana Housing Finance Authority (IHFA) alocates the state’'s LIHTC resources and selects
projects to recommend to the Indiana Development Finance Authority for multifamily bond financing.
IHFA uses the QAP scoring criteria to select projects for bond financing as well as tax credit projects.
Set-adde requirements gpply only to tax credit projects.

Indiana sets aside a portion of its tax credits based on the size of the city or county in which the project
will be located. Twenty-five percent of credits are reserved for large cities (population 25,000 +), 10
percent for smal cities (population 10,000-24,999), and 15 percent for rural counties (population
9,999 or less). Indiana dso sets aside 10 percent of its tax credits for developments reserving at least
80 percent of units for ederly tenants and 10 percent for units that provide housing for people with
physicad or mentd disabilities.

Indiands scoring criteria are divided into five categories condituency served, development
characterigtics, financing, market, and other factors. The “congtituency served” category awards points
for meeting a number of policy objectives, including, in descending order according to the number of
related points: offering resdent services, mixing market-rate units in low-income projects, targeting
households at 30 to 50 percent of area median income, and providing units for persons with disabilities
or homeless persons. In the “market” category, developers may win extra points for locating in a town
with less than 150 existing tax credit or bond-financed units in which a market sudy indicates an
affordable housing shortage. The market category aso includes points for development in a QCT or
difficult to develop area (DDA). Findly, the *development characteristics’ category includes points for

the indusion of two- and three-bedroom units for families.
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Many of the priorities in the QAP are based on the Housng Needs Assessment of Indiand's
Consolidated Plan. The QAP notes that this assessment identified needs for renta housing throughout
the state, with a more pronounced shortage in urban aress, a shortage of units for single- parent families,
low-income persons generdly, the elderly, persons with disahilities, and large families;, and a need for
trangtiond housing for the homeless. IHFA trandated these identified needs into the geographic set-
asides, the set-asde for dderly housing, and higher point vaues for developments serving large families
or homeless persons. Other sources of information leading to the policy objectives in Indiana's plan

include agency staff’ s experience and feedback from developers.

Maine

The Maine State Housing Authority alocates the federa tax credit and multifamily bond financing. Bond
financing is alocated on afirg-come, firg-served basis.

Based on its Consolidated Plan, Maine places a high priority on SRO housing for single adults and
assigted living facilities (ALF) for the frail elderly. Maine holds atax credit funding round for these types
of housing outsde of its norma alocation process, reserves $300,000 in credits each for SROs and
ALFs, and gives a strong preference to ALF projects in its scoring system. ALFs must have a

commitment of services from the Maine Department of Human Servicesin order to receive funding.

Maine gives scoring preferences to projects based on their location in high-need state |abor market
areas. The Housng Authority designated 35 labor market areas in the state, each grouped around
economic activity in a particular city, county, or region. The Authority then determined each ared's
relative need for housing by dividing the number of subsdized units for families and seniors by the
number of family and senior renter households with incomes below 50 percent of the labor market
ared’ s median, as determined by 1997 Claritas data. The Authority used these ratios to cregte two lists
ranking each market area as high-, medium- or low-need for senior housing and family housing. The
Authority adso created asimilar list of 31 regions for which it classfied the need for ALFs.
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Maine aso sets aside $75,000 in credits for projects with a funding commitment from the Rura Housing
Service and gives scoring preferences to projects that target households at 40-50 percent of the area
median income, projects that are part of aloca neighborhood revitdization plan, and projects that give
preference in at least 20 percent of units to homeless or displaced persons, people with menta or
developmentd disabilities, or other specia needs populations.

Maryland

The Maryland Department of Housing and Community Development allocates the federd tax credit and
multifamily bond financing. Bond financing is dlocated on a fird-come, firg-served basis, with projects
required to meet the minimum threshold criteria in the QAP. However, as demand for bond financing
increases relative to available supply, Maryland is considering ingtituting a competitive process for bond

finandng.

All projects seeking tax credits must be located in a “Priority Funding Area’” under Maryland's Smart
Growth Initiative. These areas include municipdities, aress ingde the Bdtimore and Washington
beltways, state-designated Neighborhood Revitdization Aress, federa and state empowerment zones,
county-designated priority areas such as rurd villages, and certified heritage aress. Most other state
spending is aso redtricted to these areas.

Maryland’'s QAP does not contain specific policy-related set-asides, but 10 percent of the annual credit
celing is st asde as a “Secretary’s Reserve’ for specid projects that are consdered outside of the
norma competitive process. These usudly consst of projects that are high priorities for locd

governments.

Maryland's scoring preferences favor projects in rurd aress, projects with units targeting families from
30 to 60 percent of the area median income, and specia needs facilities such as asssted living, homeess
shdlters or trangtiond housing, three or more bedroom units for large families, and units serving families

in awdfare-to-work program. The Department of Housing and Community Development based these
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decisons on daff knowledge and the federad tax credit legidation. The Depatment has not
commissioned aformal needs assessment but is considering doing so.

M assachusetts

Massachusetts divides its dlocation respongbilities between two agencies. The Massachusetts
Department of Housing and Community Development (HCD) dlocates the mogt of the federd tax
credits and a new sate housing tax credit. The Massachusetts Housing Finance Agency alocates
multifamily bond financing and the federd tax credits associated with tax-exempt bonds. Applications

for bond financing are gpproved on arolling bass and are not ranked competitively.

Massachusetts QAP does not set aside tax credits based on policy priorities but does provide a
scoring system. Severd of Massachusetts scoring preferences favor projects that encourage economic
integration. Projects receive extra points if they include market-rate units or if they provide housing for
large families in a municipdity with less than 10 percent subsidized housing. They receive a stronger
scoring preference if they are located in communities that are certified by HCD as complying with
Executive Order 418, which encourages “al communities to take steps to creste housing for individuals

and families across a broad range of incomes.”

Scoring preferences adso favor projects that reserve at least 10 percent of tax credit units for tenants
with incomes at or below 40 percent of the median and projects that are part of a localy approved
neighborhood revitdization effort. Findly, specid needs projects with appropriate design and services
receive extra points, including asssted living facilities for the frall ederly and housing for persons with
deveopmentd disabilities, the homdess, and families with children.

Michigan

The Michigan State Housing Development Authority (MSHDA) administers the tax credit and
multifamily bond financing programs. As in many sates, bond financing is dlocated on a firg-come,
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fird-served basis to projects that meet underwriting standards or, in the case of projects that will dso
recelve automatic tax credits, QAP threshold requirements.

MSHDA sets aside 30 percent of itstax credits for projects located in “digible distressed areas.” These
are defined as areas that either 1) have experienced negative population change between 1970 and the
most recent census, red and persond property vaue growth below the state average, and poverty and
unemployment rates higher than the sate average; 2) have been designated as a blighted area by loca
government; or 3) have been designated a Neighborhood Enterprise Zone by the Michigan Enterprise
Authority. MSHDA dso sets asde 10 percent of its credits for rura projects recelving Rurd
Development subsidies and 10 percent for elderly projects.

Michigan's scoring system for tax credits contain a number of policy-related criteria The system gives
preference to aress with higher need. Applicants receive points for locating a project in a high-need
census tract and alesser number of points for locating in a high-need county or in acentrd city. Scoring
aso gives preference for location in counties with fewer than 100 exidting tax credits, for projectsin a
“renaissance’ economic development zone, and for projectsthat can demonstrate local support through

atax abatement.

MSHDA aso uses the scoring system to affect the incomes served in tax credit projects. Applicants can
receive a large number of points by targeting lower-income resdents. Michigan uses the statewide
rather than area median income to evauate project targeting, with projects receiving preference if they
sarve tenants with incomes between 20 and 50 percent of the statewide median. At the same time,
MSHDA encourages mixed-income developments, gpplicants can receive a smdl number of extra

points by including a least 20 percent market-rate unitsin atax credit development.

Findly, MSHDA uses its scoring system to encourage housing that serves specid needs populations or
large families. An applicant can receive alarge number of points for a project that is entirely devoted to
gpecid needs populations and a smaler number of points for projects that reserve some units for
persons with specid needs. All specid needs developments must provide related services. Also,
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projects can receive a smdl number of points if a least 10 percent of its units are intended for large

families and include three or more bedrooms.

MSHDA'’s geographic scoring preferences are based on a county-by-county needs assessment
produced annualy by the agency’s marketing divison. The assessment measures each county’s
population change, 1990 to date; changes in overdl and resdentia property value, 1990 to date;
employment by place of work and place of resdence, 1990 to date; current median family income;
change in median family income, 1990 to date; current average weekly wage; supply of subsidized
housing units per capita; and existing LIHTC dlocations per capita. Counties receive higher scores if
they are experiencing high population, property vaue, and employment growth; if they have lower
incomes, and if they have fewer subsdized units and LIHTC dlocations. Other state agencies, including
Michigan's Office of Management and Budget, Treasury Department, and Employment Security
Adminigtration, supply most of the data included in the needs assessment. MSHDA purposdly chose
indicators that would reflect more recent data than the 1990 Census.

Other bases of decison-making for Michigan's preference system include state statute, which mandates
the set-asides for projectsin distressed areas, rura projects, and elderly projects, and staff experience.

Minnesota

The Minnesota Housing Finance Agency (MHFA) alocates the federd tax credit and multifamily bond
financing. However, MHFA dlocates a portion of its credits to a number of city or county
“aubdlocating” agencies, which sdect projects independently. Bond financing is available from MHFA
on afird-come, firs- served bass throughout the year. Bond-financed projects receiving automatic tax
credits must meet the QAP s minimum threshold requirements but do not compete with tax credit
projectsin the selection process.

Minnesota's primary geographic set-aside is a split of tax credits between the Minnegpolis-Saint Paul

metropolitan area and the remainder of the state, known as Greater Minnesota. The aloceation of tax
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credits is based on each ared s share of the state' s public assistance recipients. In practice, thisyields a
nearly even split of credits between the two areas. The set-aside applies both to credits that MHFA
alocates itsdlf and those distributed by suballocators.

Local governments may apply to MHFA to become suballocators of tax credits, and the suballocation
amounts themsalves are based on geographic formulas intended to reflect variation in housing needs. In
Greater Minnesota, each suballocator receives an amount of credits based on its population relative to
the entire Greater Minnesota region. MHFA also sets asde 25 percent of Grester Minnesota tax credits
for smal projects financed by Rurd Development. In the metropolitan areg, cities or counties with high
growth and a shortage of affordable rentd housing receive more credits. Specificaly, the amount of
credits is based on the subdlocating jurisdiction’s share of the region’s households paying more than 50
percent of income for rent, 1988 employment, 1988 to 2000 employment growth, 1988 households,
and 1988 to 2000 household growth. MHFA currently is updating this formula based on the results of
the 2000 Census, with input from the State Demographer’ s office, the Minnesota Department of Trade

and Economic Development, and the Minnesota Department of Human Services.

Minnesota' s set-aside procedure aso differs from that of the other states under study. MHFA requires
a concurrent “firg round” of competition for the tax credits it dlocates and those digtributed by
suballocators. MHFA places gtrict limits on the types of projects that are eigible for sdlection during this
firg round, with al sdections meeting specific policy objectives. In the metropolitan area, projects must:
1) contain at least 75 percent SRO units for households with incomes at or below 30 percent of the
area median; 2) contain at least 75 percent family units with at least two bedrooms, with at least one-
third of these units containing three or more bedrooms; or 3) involve “subgtantia rehabilitation” in a
neighborhood “targeted by the city for revitaization.” In Grester Minnesota, projects must be able to
demondtrate that they “meet alocaly identified housing need.” In ether region, projects are aso dlowed
if they reserve a portion of their units for persons with a mentd illness, devdopmentd disability, drug
dependency, brain injury, or physica disability; if they preserve federdly subsidized housing & risk of
deterioration or conversion to market-rate housing; or if they receive Rura Devel opment financing.



MHFA does not assign a percentage of tax credits to each of these types of projects. If all tax credits
avallable are not allocated to projects meeting these criteria, MHFA and the subalocators may hold
subsequent dlocation rounds, during which these set-asides do not apply.

MHFA appliesits scoring system only to the projects it selects to receve tax credits. Suballocators may
st their own ranking systems. MHFA'’s system includes preferences for projects that serve the same
populations favored by the set-asdes. Thus, projects with SRO units, large family units, or units
reserved for persons with specid needs receive additiond points. The sysem adso rewards
developments targeted toward lower-income tenants, with extra points for projects with al or a portion
of units affordable to those with incomes of 50 percent of the area median and additiona points if the
projects include units affordable to tenants at 30 percent of the area median income. At the same time,
mixed-income developments with a least five percent market-rate units recave a dight scoring
advantage. Findly, the scoring system includes a dight advantage for projects located in QCTs or
DDAs, in areas previoudy underserved by the tax credit program, or in areas with a “cooperatively

developed housing plan.”

Minnesota's complicated subdlocation and set-aside systems are largdy mandated by Statute.
Decisgons about the scoring system are based on MHFA senior gaff’s experience and input from a
committee of local housing and economic development authorities, focus groups of developers, and
public hearings on the QAP.

New Jer sey

The New Jersey Housing and Mortgage Finance Agency (NJHMFA) dlocates the federd tax credit
and multifamily bond financing for the state of New Jersey. While bond financing is available on a firgt-
come, fird-served basis, with tax-exempt bond-financed projects receiving autometic tax credits subject
to the minimum threshold requirements of the QAP, New Jersey has a highly complicated selection
system for tax credit projects.



New Jersey divides itstax credit dlocations into four concurrent “cycles’: Urban Cycle, Suburban/Rurd
Cycle, HOPE VI Cycle, and Specia Needs Cycle. The Specia Needs Cycle includes housing with
sarvices for persons with HIV/AIDS, homeess persons, the mentaly ill, frall ederly, acohol or
substance abusers, persons with physica disabilities, persons with developmentd disabilities, pregnant
teens or teen parents, participants in wefare-to-work programs, and victims of domestic violence.
Developers apply for credits through the cycle that applies to their project type, and projects compete
only with other gpplications in their respective cycdes. NJHMFA may hold a find cycle in which any
type of project can competeif dl credits are not dlocated in the four initid cycles.

Each cycle has a different set of set-aside criteria, with two of the cycles induding policy-related set-
asides. The Specia Needs Cycle sets aside $210,000 in tax credits for projects that reserve 10 percent
of units for participants in Work First or General Assstance welfare-to-work programs and an equal
amount for projects that provide housing and services for developmentdly disabled persons. The Urban
Cycle sets aside 25 percent of credits for projects that are part of a neighborhood plan and 15 percent
of creditsfor elderly housing projects.

The scoring criteria for the four cycles are largdy the same, but the policy objectives included in each
vary dightly. The Urban Cyde includes extra points for developments that provide units of three or
more bedrooms as well as dight advantages for projects located in areas with few recent tax credit
projects and those located in areas with state-endorsed plans. The Suburban/Rura Cycle dso gives
preference to large family projects and those located in areas with plans, but rewards more strongly
those projects that help fulfill New Jersey’s court-ordered “fair share’ digtribution of affordable housing
among communities. Scoring in the Specid Needs Cycle is designed to attract projects with a strong
supportive service component; these projects must contain a minimum level of services and receive
extra points if they offer additiond services. Applicants o receive points if the developer or on-gte
service provider can demonsgtrate experience in specia needs housing. Findly, the Specia Needs Cycle
provides extra points to projects that meet the state’ s set-aside for units serving Work First or Generd



Assgtance participants and reserve dl of the remaining units for tenants with incomes a or below 60

percent of the area median.

The New Jersey selection process is not based on aforma needs assessment. Rather, staff developed
the system with input from other state agencies, the Governor’s office, those commenting on the plan in
the QAP public hearing, and an dlocation advisory group comprised of for-profit and non-profit
developers, bank representatives, tax credit syndicators, and other members of the affordable housing
indudtry.

New Mexico

The New Mexico Mortgage Finance Authority (MFA) dlocates the federa tax credit and haf of the
date's multifamily bond financing. The state Board of Finance dlocates the remaining bond financing.
MFA accepts bond financing applications on a rolling bass. Projects must receive a least hdf of the

threshold score in New Mexico’s QAP in order to receive bond financing.

The only policy-related set-aside in New Mexico's QAP is a 10 percent set-aside of credits for
projects recaiving Rurd Development subsidies New Mexico's tax credit scoring system favors
projects in five “target” counties and four “underserved” counties. These areas either have not received
a tax credit project in the previous seven years or have had a lower percentage of tax credit dollars
alocated to them than their percentage of the stat€'s population. New Mexico's scoring criteria aso
favor devdopments in a QCT or DDA, projects in which the average income is 40-55% of the area
median, projects for the ederly, projects on Native American trust lands or owned by a Native
American entity, and projectsin which at least 25 percent of units are set aside for the homeless, people
with physicd or mentd disabilities, or people with chronic mentd illness.

MFA st its policy-related selection preferences based on public hearings, and, to a larger extent,
informa input from congtituencies concerned with housing; data from the Consolidated Plan showing
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needs for assstance to Native Americans, and data from the University of New Mexico predicting an

increase in the state’ s ederly population.

New York

The New York State Divison of Housng and Community Renewd (DHCR) is the main agency that
alocates the LIHTC and a state housing tax credit. DHCR alocates some federa tax credits to three
subdlocating agencies. the New York State Housing Finance Agency, which aso alocates multifamily
bond financing; the New York City Depatment of Preservation and Development; and the
Development Authority of the North Country. The State Housing Finance Agency develops its own
QAP, which it uses to st threshold requirements for projects receiving federa tax creditsin conjunction
with tax-exempt bond financing and to set sdection criteria for projects applying for federa tax credits
aong with taxable bond financing.

The DHCR QAP does not contain set-aside requirements. The scoring criteria give preference to
projects that serve lower-income tenants. Applicants may receive points for targeting units toward
households with incomes of 30, 40, or 50 percent of the area median and for including more low-
income units than are required by the LIHTC program. The scoring system aso gives extra points to
projects that fit locdly identified needs or are part of a locd housng or community development
drategy. Findly, the scoring system confers a dight advantage on projects that reserve at least 15
percent of units and provide services for specia needs populations, including persons with HIV/AIDS,
mentd illness, physicd disabilities, or developmentd disabilities; substance abusers, homeless persons,
the ederly and frail ederly; and those escaping from domegtic violence.

The DHCR QAP is based on the state's Consolidated Plan, and al projects must show that they fit
within that plan. Projects dso must demondrate that they fit within the locd Consolidated Plan if one
exigs. The scoring advantages for projects serving lower-income tenants are based on the Section 42
requirement for this type of preference. In other policy-related areas, agency staff chose not to impose
gringent scoring criteriato alow for flexibility in project sdlection.
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North Carolina

The North Carolina Housng Finance Agency (NCHFA) dlocates the federa LIHTC and North
Carolina’ s state housing tax credit. The QAP s requirements and criteria apply to both state and federd
tax credit dlocations. Multifamily bond financing is issued by loca authorities rather than NCHFA,
athough developers must submit an application to NCHFA and meet the QAP threshold requirements

in order for aproject recelving tax-exempt bond financing to receive the associated tax credits aswell.

North Carolina's QAP contains one policy-related set-aside provison: an dlocation of tax credits
based on the state’s regiona population distribution, with 15 percent of tax credits reserved for the
West region, 50 percent for the Central region, and 35 percent for the East region.

Scoring criteria favor projects located in rura areas and, to a lesser extent, projects located in
economicaly distressed counties. The scoring system encourages gpplicants to  include a portion of
units for tenants with incomes below 50 percent of the county median, particularly in counties with
higher median incomes. The scoring adso rewards specia needs projects that set asde at least 25
percent of units for the ederly, mobility-impaired handicapped, homeless persons, or farmworkers or
that set asde at least 10 percent of units for persons with menta illness, substance abuse problems, or
developmentd disabilities. Applicants must provide a supportive service plan to receive points for a
specid needs project. Findly, North Carolina’s scoring system offers a dight advantage to projectsin
which at least 25 percent of units contain 3-4 bedrooms. Applicants seeking points for these large family

units must o provide a supportive service plan.

The demographic andyss contained in North Carolina's Consolidated Plan forms the basis of North
Carolind s set-aside system. The scoring system is based on agency staff opinions and decisons, with
input from the public and participating devel opers.



Oklahoma

The Oklahoma Housing Finance Agency (OHFA) dlocates the federd tax credit and multifamily bond
financing. Projects receive bond financing on a firs-come, firg-served bass, with bond-financed
projects required to meet the minimum threshold criteria outlined in the QAP.

OHFA sets aside 15 percent of its tax credits for elderly housing, 10 percent for projects receiving
subsidies from Rura Development, and 10 percent for other rura projects. Many of the scoring
preferences in the QAP direct projects towards areas where housing might support economic hedlth:
areas with job growth, HUD- or Rura Development-designated Empowerment Zones and Enterprise
Communities, QCTs, and disaster areas. Oklahoma aso gives scoring preference to projects in which
a least 10 percent of units are targeted toward families at or below 50 percent of the area median
income and those that reserve units for the ederly, persons with mental or physica disabilities, and other
speciad needs populations.

OHFA’s current selection criteria are not based on a statewide needs assessment, but OHFA isin the
process of cresting an assessment. Many of the preferences stem from input solicited from developers,
who encouraged OHFA to concentrate on ederly and rurd developments. Other sources of information
include the Consolidated Plan, which provided information about areas of job growth; the State
Department of Commerce, which directed OHFA toward areas of economic growth and
Empowerment Zone/Enterprise Communities, and discussons with gaff from other OHFA divisons,
who encouraged a greater emphasis on specid needs housing.

Pennsylvania

The Pennsylvania Housing Finance Agency (PHFA) adminiders the federd tax credit and multifamily
bond financing. Applicants for bond financing must satisfy the minimum threshold criteria in the QAP,
and the Agency’s Board occasiondly considers other QAP scoring criteria in bond financing decisions

to ensure that a project is needed.
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Pennsylvania's QAP sets asde dollar amounts of its tax credits for each of six regiond groups d
counties. Regions receive tax credits in proportion to their percentage of households a or below 50
percent of the region’s median income, as caculated by researchers at Penn State University. PHFA
aso sets aside up to $200,000 for projects receiving Rurd Development subsidies.

The QAP gives scoring preference to a number of types of specia needs projects. ederly housing,
housing with services for people moving from welfare to work, housing for people with physica or
mentd disabilities trangtional or permanent housing for the homeless, and farmworker housing.
Applicants for tax credits under these preferences must identify a service plan and service provider.
Pennsylvania' s QAP aso gives scoring preference to projects located in a QCT, projects reserving a
least 20 percent of units for tenants with incomes at 40 percent of the area median or less, projects with
rents affordable to those at 50 percent of the area median, and projects that use existing housing as part
of a community revitdization plan. Most of these scoring preferences are based on the federal tax credit
legidation and internal Board decisons. PHFA aso conducts an annua housing industry focus group to

review Pennsylvanid stax credit program as awhole.

Texas

The Texas Department of Housing and Community Affairs (TDHCA) oversees selection of projects for
the federd tax credit and multifamily bond financing programs. While TDHCA itsdf dlocates the tax
credits based on the QAP, the agency participates in a lottery administered by the Texas Bond Review
Board to obtain the authority to issue bonds on behaf of projects.

The Texas QAP outlines a Regiond Allocation Formula, which assigns a percentage of tax credits to
each of Texas's deven Uniform State Planning Regions. The formula incorporates three criteria the
region’s share of the state’ s unassisted renters with incomes below 50 percent of the area median who
pay more than 50 percent of their income for housing; the region's share of renter and owner

households with incomes below 50 percent of the area median who live in severdy substandard
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housing; and the region’s share of the stat€' s population in poverty. These numbers come from the 1990
Census and will be revised when 2000 Census figures become avallable. TDHCA combines these
percentages, weighting the poverty population twice as heavily as the other two indicators, to create a
percentage score for each region. The plan cdls for each region to receive that percentage of tax credits
as well as HOME and state housing trust fund dollars. In addition to the Regiond Allocation Formula,
Texas sets asde 15 percent of itstax credits for rurd projects and 10 percent for elderly developments.

Texas supplements the dlocation of tax credit resources by region with scoring preferences for high-
need counties and localities. Projects located in counties with 10 percent or more of households in
poverty or 20 percent or more of renter households paying more than 30 percent of their income for
rent receive preference, as do projects located in QCTs, DDAS, counties targeted by the state for

economic development, an Empowerment or Enterprise Zone, or atax increment financing didrict.

The scoring system dso places a priority on units aimed a particular subpopulations. It gives the
greatest advantage to trangtional housing and service programs for homeless persons. Projects that
provide accessible housing and appropriate services for the elderly, that are comprised of at least 15
percent 3-4 bedroom units for families with children, and that include units for households with incomes

at or below 50 percent of the area median aso receive preference.

Recent date legidation required TDHCA to develop the Regiond Allocation Formula, which will be
used for the firg time this year. Other bases for decisons about the plan’s priorities include the
Consolidated Plan, which places priority on trangtiond housing for the homdess and on housing for
tenants with incomes below 50 percent of the area median, and agency Staff experience.

As noted above, Texas uses a lottery rather than a scoring system to choose projects to receive bond
financing. However, the date does give firg priority for bond financing to projects in which rents on dl
units are affordable for tenants at 50 percent of median income, second priority to projects in which
rents on dl units are affordable for tenants a 60 percent of median income, and third priority to dl other
qudified projects.
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Virginia

The Virginia Housng Development Authority (VHDA) dlocates the federd tax credit and multifamily
bond financing, while the state Department of Housing and Community Development alocates a date
housng tax credit. Bonds are dlocated on a firgt-come, firg-served bags, athough the state has
discussed implementing a competitive process. Projects seeking bond financing must meet a dightly
lower threshold score in the QAP than tax credit projects.

VHDA sets asde about two-thirds of its tax credits for dlocation across various regions. 15.4 percent
in Northern Virginia, 11.45 percent in the Richmond area, 14.69 percent in the Tidewater area, 10.68
percent for smal metropolitan areas, and 17.78 percent for rura areas. These percentages represent
each ared s share of households below 60 percent of the area median income, as listed in year 2000

marketing data from Claritas, minusits share of existing tax credit units.

Virginias QAP gives scoring preference to developments in which at least 20 percent of units contain
three or more bedrooms; projects located in a localy identified area, DDA, dtate enterprise zone, or
QCT; developments reserving units and restricting rents for tenants at 30, 40, and 50 percent of median
income; and housing for the elderly, homeess, physcdly disabled, or mentaly disabled. These scoring
preferences are based largely on staff discussion and knowledge.

VHDA currently is developing a new needs assessment in cooperation with the Department of Housing
and Community Development. As part of this needs assessment, the two agencies conducted a series of
regiona housing forums throughout the state to identify critical housing needs. VHDA dso convenes an
annua stakeholders forum to discuss ways to improve the tax credit program. The July 2000 forum
included representatives from locad gvernments, state government, non-profit developers, for-profit
developers and specia interest groups. Topics discussed included hard-to-do projects, geographic
digribution and locality support, new congruction versus rehabilitation, targeting mixed income and
specid needs populations, and balancing housing quality and quantity.
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Washington

The Washington State Housing Finance Commission adminigters the federd tax credit program and
multifamily bond financing. Unlike in most dtates, the Commisson has developed separate project
selection systems for the two programs.

Washington's QAP contains just one policy-related set-aside: 15 percent of tax credits for projectsin
rurd counties, including projects receiving Rurd Development subsdies. The QAP s scoring system
srongly emphasizes the development of units a lower income levels than the 60 percent of median
income alowed by the federad tax credit law. The strongest scoring preference is for projects reserving
a high percentage of units for tenants at 30-50 percent of the area median income. The QAP dso
contains a geographic needs scoring System, with projects recalving various amounts of points
depending on the county in which they are located. Projects must reserve at least 51 percent of housing
units for tenants with incomes a or below 50 percent of the area median in order to qudify for
geographic scoring points. Findly, the scoring system favors projects with at least 20 percent of units
containing three or more bedrooms; projects in a DDA, QCT, or areatargeted for low-income housng
by locd government; projects receiving Rurd Development subsidies; projects located in certain rurd
counties, projects with al units reserved for the dderly; farmworker housing; and projects reserving at

least 20 percent of units for persons with disabilities or for transtiona housing for the homeless.

The county-by-county scoring system is based on the Statewide Housing Market Study/Housing Needs
Anaysis prepared by the Washington Center for Real Edtate Research (WCRER) at Washington State
Universty. WCRER's andlys's estimates the gross need for affordable renta housing in each county as
the county’ s number of households at or below 50 percent of the county median income, asindicated in
year 2000 Claritas marketing data, minus the number of homeowner households at that income level.
Based on a series of surveys of renta housing developments, WCRER estimated the number of market-
rate, multifamily rental units that would be affordable to households a 50 percent of median income in
each county. WCRER dso performed a survey to determine the number of subsidized renta housing
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units in each county. Findly, WCRER calculated each county’ s absolute need for affordable rental units
(gross need minus affordable market-rate units and subsdized units) and relative housing need (absolute
need as a percentage of the county’s tota households). The Housing Finance Commission combined

these two measures of need to rank counties and assign point values to each.

The Housing Finance Commission dso scores multifamily bond financing gpplications in order to select
projects. Mogt of the criteria are smilar to those in the QAP, with preferences for projects in which 15
percent of units contain three or more bedrooms; projects located in aDDA, QCT, or areatargeted by
the locdl jurisdiction; projects reserving 30 percent of units for tenants at 50 percent of median income;
and projects that are part of aloca economic development or community revitadization effort. Projects
seeking bond financing aso receive points based on the county in which they are located. Unlike with
tax credit projects, however, the Commission assgns points to counties based on their share of past
bond financing resources, not on the gap between the number of low-income renters and affordable

units.



Appendix 2. The Use of Housing Needs Assessments by County Housing Finance Agencies
As a supplement to the nationd comparison of state housing finance agencies dlocation policies, we
surveyed county housing finance agencies (HFAS) in Horida to determine whether they base the

adlocation of multi-family bond financing on housing needs assessments.

We reached representatives of 16 of the 20 county HFAS identified by the Florida Divison of Bond
Finance as having issued multi-family bonds in the past 10 years.

?  Alachua County Housing Finance Authority

?  Charlotte County Housing Finance Authority

? Housing Finance Authority of Clay County

? Collier County Housing Finance Authority

?  Duvd County Housing Finance Authority

?  Hillsborough Housing Finance Authority

? Housing Finance Authority of Lee County

? Housing Finance Authority of Manatee County

?  Miami-Dade County Housing Finance Authority

?  Orange County Housing Finance Authority
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?  Osceola County Housing Finance Authority

? Housing Finance Authority of Pam Beach County

?  Pasco County Housing Finance Authority

? Pindlas County Housing Finance Authority

? Housing Finance Authority of Polk County

? Housing Finance Authority of S. Johns County

Of these 16, 10 HFAs were able to provide actual or estimated totals of the amount of bonds issued
and the units produced under their multi-family bond financing programs. These 10 agencies had issued
over $1.76 hillion to finance gpproximately 32,745 multi-family units.

Extent of the Use of Needs Assessments

For the most part, county HFAS do not use needs assessments to guide their dlocation of multi-family
bond financing. Of the HFASs listed above, only the authorities in Miami-Dade County and Pinellas
County use needs assessments as part of their alocation processes.

In many cases, dlocation of multi-family bond financing proceeds on a “firs-come, fird-served” rather
than competitive basis. In others, alocations are competitive, but project selections are rot targeted
toward the locations or populations experiencing particular housing needs that a needs assessment
would reved. In Hill other cases, this targeting does take place but is not based on a forma needs

assessment.

Of the 14 HFAs surveyed that do not use needs assessments:
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? Five (S. Johns County, Alachua County, Osceola County, Clay County, and Polk County) do not

use a comptitive process to alocate bond financing.

?  Six (PaAm Beach County, Lee County, Pasco County, Collier County, Duva County, and Manatee
County) use a competitive selection process but do not target resources toward particular locations

or populations.

? One (Charlotte County) directs bond financing toward developments for the ederly and large

families in conjunction with FHFC' s tax credit alocation preferences.

? One (Orange County) gives preference to developments in aress targeted by the IRS for bond
financing or within five miles of an employment center, but these preferences are not based on a

formal needs assessment.

?  One (Hillshorough County) will give preference to developments for the ederly this year, but that

preference is not based on aformal needs assessment.

Four of the HFA's that do not target bond financing resources toward particular locations or
populations neverthdessindicated that they collaborate with the loca planning department to ensure that
housing is located gppropriately. Collier County HFA consults housing studies produced by the County
Depatment of Housng and Urban Improvement. &. Johns County HFA will consult a needs
assessment to be completed by the County planning department. Osceola County HFA consults with
the County planning department to determine the department’s development priorities for various
planning sectors. Duval County HFA consults with the Jacksonville planning department to ensure that

devel opments meet requirements such as zoning and concurrency.

Contents of Needs Assessments
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Miami-Dade County HFA commissioned a needs assessment for multi-family housing for very low- and
low-income households, which was completed in February 2001. The study estimates the need for
affordable apartments for households below 50 percent of the area median income and between 50 and
80 percent of the area median income for the periods 2000-2005 and 2005-2010. The study further
bresks the need for housing for each of these groups into County Commission digtricts and income
subgroups. Findly, the study estimates the need for large family units and ederly housing units in each of
those time periods and didtricts.

Pindlas County HFA uses a needs assessment commissoned by the Pindlas County Community
Development Department in 1995. The HFA plans to commisson a new assessment when 2000
Census data becomes available. The existing needs assessment addresses multi-family housing as part of
a larger study that dso covers population growth, demographics, employment, the overadl housing
market, and ownership housing in the county. The renta housing section of the sudy examines the
fallowing:

?  Thecurrent supply of rental housing units.

? Totd forecasted renta housing demand for 1995-1999, 2000-2004, 2005-2009, and 2010-2014.

? Demand forecasts for these time periods by income level, County planning sectors, and household
gze

? A comparison of rents and vacancy rates in five gpartment submarketsin Pinelas County.

?  The number of public housing, Section 8, and other subsidized housing units by County planning
Sector.

? A discusson of specia needs housing and the potentid demand for SRO units.
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