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Abstract

With 81.1 billion in national allocation capacity of so-called “9% tax credits” annually, enhanced by
848.3 billion in annual private activity bond issuance in connection with projects qualifying for so-
called “4% tax credits,” as of 2025, the U.S. federal government’s Low Income Housing Tax Credit
(LIHTC) program — pursuant to Section 42 of the Internal Revenue Code (IRC) of 1986 — accounts for
the production of approximately 25% of the multifamily housing unit construction in the U.S. each year.
This production, averaging roughly 86,000 units per annum since 1990, pales in comparison to the
estimated housing unit supply shortage of 4.7 million to 4.9 million total units, and is even more
daunting when contrasted with the estimated 7.1 million unit shortage in the case of households earning
30% or less of the Area Median Income. After considering the pace of obsolescence of existing housing
units, it would take current levels of affordable housing production well over a century to eliminate the
shortfall in supply. Resistance to increased federal spending — even after a substantial increase in
LIHTC allocations and other assistance to the industry under the first and second Trump
administrations (most recently in the One Big Beautiful Act of 2025, “OBBA”) — makes it unlikely that
the housing gap can be closed via fiscal outlays alone, however efficient the program has proven itself
to be in terms of both economic (fiscal) multipliers and social benefits. Yet there has been substantial
promise emerging from private efforts to leverage fiscal inputs through a novel debt capital markets
solution that pulls forward long-dated economic returns to owner/developers of affordable multifamily
housing portfolios using a customized, investment-grade-rated asset-backed securities (ABS) structure,
thus enabling the development of nearly 28% new (as well as preservation of existing) LIHTC-eligible
housing units pursuant to the assumptions set forth herein. This relatively new financial tool produces
demonstrable increases the macroeconomic benefits to the economy (thus increasing the fiscal
multipliers) derived from the original tax credit outlays by a demonstrable factor of over 17%. Further,
this form of financing is a timely compliment to provisions of the OBBA providing for both (i) the
permanent increase in 9% tax credits; and (ii) the reduction in required amounts of tax-exempt
mortgage debt required to secure as-of-right 4% tax credits under the LIHTC program. Several versions
of this financing vehicle have raised over $4 billion in proceeds for the affordable housing industry
since 2019. This paper covers the challenges impacting the provision of adequate quantities of housing
in the United States, specific problems posed in the development of affordable housing, particularly in
areas with high land cost; an outline of the Affordable Housing Future Flow Contributive ABS
transaction (AHFFC-ABS) that has been the dominant form of the type of issuance referenced above;
and the implications of such a private sector tool in acting as a force and fiscal multiplier of the policy
goals of Congress related to the production of affordable housing.
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U.S. federal discretionary spending has become a political and social fault line to a degree
unmatched at any time in modern history. Debates over support to the less advantaged in society
have the power to bring the legislative process to a standstill and, literally, to shut down the federal
government. Nevertheless, the dramatic 40-year-old shift from the development of public housing
in earlier eras, to the development of federally subsidized housing by the private sector,
promulgated under the Tax Reform Act of 1986 (P.L. 99-514), has remained nearly universally
supported by Republicans and Democrats alike. The 1986 creation of the Low Income Housing
Tax Credit under Section 42 of the Internal Revenue Code (commonly known as LIHTC)?,
together with federal rent subsidies® under Section 8 of the Housing and Community Development
Act of 1974 (P.L. 93-383), today support approximately 3.7 million existing residential housing

units* and rents for approximately 5 million U.S. households’, respectively.

The macroeconomic benefits to the U.S. economy, and fiscal multipliers, related to the Section 42
tax credits have — in most analyses® — been demonstrated to be quite positive (in excess of 1:1),
considering just direct and indirect effects of development and construction (0.7x” to 1.8x%), and

ranging from 3.0x to 4.7x when adding in indirect effects’ such as payments to vendors, tax

2 Occupancy of LIHTC-supported units is restricted to income-qualified households, generally capped at 60% of
area median income (AMI), subject to statutory set-aside requirements and a project-wide average income limit of
60% of AMI. 26 U.S.C. § 42(g)(1)-(2) (2018)

3 For households with gross income at or below 50% of the area median AMI. 42 U.S.C. § 1437f(0)(4) (2018)
(defining low-income and extremely low-income household eligibility thresholds).

4 HUD LIHTC Database (Housing units placed in service under the Low-Income Housing Tax Credit program,
approx. 3.7 million units through 2023), U.S. Dep’t of Housing & Urban Dev., National LIHTC Database

5 Center on Budget and Policy Priorities, Federal rental assistance supports roughly 5 million U.S. households
(including Section 8 programs)

6 See Part IV for a more fulsome discussion of fiscal multiplier effects.

7 Evan Soltas, Tax Incentives and the Supply of Low-Income Housing (unpublished manuscript, MIT Dep't of Econ.
May 11, 2024), https://evansoltas.com/papers/SoltasIMP.pdf. This low end of this range derives from this single
piece of outlying research which not only ignores indirect effects, but strongly promotes tenant voucher programs as
an alternative to tax credit driven incentives. I explain the deficiencies of the methodology used in that paper in Part
IV hereof.

8 The model discussed in Part IV of this paper concludes that project construction benefits, alone, results in a 0.8x
fiscal multiplier. When considering incremental benefits to the economy that accrue during the operating period of
LIHTC-eligible multifamily properties (using a 15-year life, corresponding to the period prior to which major
additional capital reinvestment is generally necessary) is 3.9x, exclusive of the construction period benefits. As
discussed in Part I'V, these conclusions derive from an extrapolation of factors drawn substantially from data
gathered by the National Association of Home Builders in 2010, supplemented by certain assumptions I set forth in
that part of the paper.

% Direct Effects: On-site employment (construction workers, project management) and immediate supply chain
demand (building materials, design services). Indirect Effects: Employment and purchasing activity by suppliers
responding to increased demand from construction and development activity.
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payments, and household spending by workers earning wages from property operations, creating
demand for retail, food, transportation, and other local services. Other analyses, incorporating
induced factors such as tenant household spending effects, health care savings from more stable
tenant households, and local property value spillovers, have suggested fiscal multipliers that are

far higher.'°

This effective partnership of private developers (including some non-profit developers), private
financial sector and other investors, and public subsidies, has proven remarkably successful for
nearly 40 years. Its success has not been confined to the production of housing and providing lower
quintiles of access to housing. The development standards and maintenance levels of privately
owned affordable housing projects have vastly exceeded those of public housing initiated before

1986, with construction quality comparable to or exceeding market-rate developments. !

Yet despite increases to LIHTC allocations, flexibility and availability over the last ten years, ' the
U.S. faces a housing shortage of 4.7 million units,'* with an even more acute affordability crisis:
7.1 million extremely low-income renter households lack access to affordable housing'4, and the
waiting time for Section 8 rent vouchers is an average of 2.5 years nationally.'’Despite the
popularity of the programs themselves, the resistance to increasing support to LIHTC and Section
8 correlates with the longstanding policy impasse in the U.S. between those favoring smaller
government, on the one hand, and a wider array of fiscal collective action solutions, on the other

hand. The absence of additional government support is perpetuating the pressure on rents and

10 As noted later, I ignore these induced effects for the purpose of the analysis in Part IV.

' Also incorporating tenant wellness, security, and community outreach features — many of which are mandated
under program regulations.

12 See U.S. Dep't of the Treasury, General Explanations of the Administration's Fiscal Year 2024 Revenue Proposals
61-63 (2023) (proposing $28 billion expansion of LIHTC over 10 years and increasing per-capita allocations); One
Big Beautiful Bill Act, Pub. L. No. 119-5, § 124101 (2025) (permanently increasing LIHTC 9% allocations by 12%
and lowering bond financing threshold from 50% to 25%, effective 2026).

13 Press Release, Zillow, U.S. Housing Deficit Grew to 4.7 Million Despite Construction Surge (July 9, 2025),
https://zillow.mediaroom.com/2025-07-09-US-housing-deficit-grew-to-4-7-million-despite-construction-surge.

14 Nat'l Low Income Hous. Coal., The Gap: A Shortage of Affordable Homes (2025), https://nlihc.org/gap (finding a
national shortage of 7.1 million rental homes affordable and available for extremely low-income renters).

15'Will Fischer & Barbara Sard, Families Wait Years for Housing Vouchers Due to Inadequate Funding, Ctr. on

Budget & Pol'y Priorities (July 22, 2021), https://www.cbpp.org/research/housing/families-wait-years-for-housing-
vouchers-due-to-inadequate-funding.
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owner-occupied housing prices throughout many areas of the country — especially in those

metropolitan areas offering the greatest concentration of employment opportunities.

If substantial additions to government aid are unlikely, what is to be done to remedy what can only

be described as a U.S. housing crisis?

The private sector, via the capital markets, has emerged with a novel solution to leverage the
benefits of existing LIHTC fiscal expenditures by providing affordable housing developers with
additional liquidity to support expansion of the stock of low-income housing. This tool is rooted

in the following factors of essential stability of affordable housing properties themselves:

(1) It is axiomatic that well-developed and maintained units offered at below market rents
will almost always be fully occupied (with allowance for transience and periodic capital
improvements). Accordingly, the average occupancy of LIHTC-eligible properties
across the country is 97%.°

(11) As described in greater detail below, LIHTC-eligible properties use the tax credits, to
which they are entitled, to raise equity — more equity as a percentage of project cost
than would be typical in the case of market-rate housing developments — and therefore
carry a relatively low level of mortgage debt, with a correspondingly lower propensity
to experience financial shortfalls or defaults.

(ii1))  Projects and extremely low-income tenants at projects benefitting from Section 8 rental
subsidies are, moreover, receiving a substantial portion of their rents backed by the full
faith and credit of the United States Government.

Furthermore, because the purchasers of the tax credits that are furnishing the equity dollars to
affordable housing projects are being compensated almost entirely via the tax credits received, the
bulk of the projects’ economics (cash flow and capital appreciation), after mortgage and other

priority payments, flow to the developer/owners.

Accordingly, (a) the underlying creditworthiness of LIHTC-eligible multifamily affordable
housing projects (with or without any specific portion of Section 8 subsidized rents), and the cash

flow generated therefrom, is comparatively the highest of any other form of commercial real estate

16 CohnReznick LLP, 2025 Affordable Housing Tax Credit Study (Nov. 2024) (finding national LIHTC portfolio
maintained median physical occupancy of 97% in 2024).



in the U.S., and (b) that credit quality is uniquely concentrated for the benefit of the
developer/owner, as opposed to a diverse group of equity investors, in a sizable ongoing return of
cash flow from operations and almost all of the capital appreciation on disposition.!” Thus, the
dimensions of the high-credit-quality interests held by the developer/owners of any reasonably
diversified portfolio of such affordable housing properties can run into the hundreds of millions,
if not billions of dollars of residual cash flow over the holding period thereof. The magnitude and
diversification of such cash flows permit the already creditworthy cash flows to developer/owners
to be aggregated and structured, via overcollateralization'® and other mechanisms, into investment
grade note offerings.!” This unique resource can, and has, been used via the employment of

AHFFC-ABS to accelerate the pace of badly needed affordable housing.

Nevertheless, the existence and dimension of private sector profitability that emerges from LIHTC
property development is an often-criticized element of Section 42 housing, with opponents citing
economic rent-seeking (relative to outright rent subsidies and public housing) as a regressive
element of what is otherwise a progressive program. As discussed in Part I hereof, the
development, management and preservation of public housing assets has yielded suboptimal
results in the United States, and the massive Section 8-type rent subsidies that would be required
to offset the loss the LIHTC program would be perennially vulnerable to changes in the political
environment (austerity, rent control initiatives, etc.) that would make it highly unlikely — if only
from the perspective of capital risk — for subsidized housing to be developed and preserved on the
same scale as Section 42 credit-eligible housing (see Part IV for additional discussion). Finally, it
should be noted that LIHTC development, as a programmatic reality, requires considerable
amounts of private capital to be placed at risk both well before credits are awarded to projects
(10% of which must, by law, be reserved for use by to not-for-profit, mission-driven, developers),

and after credits have been awarded but not yet distributed (given the 10 year allocation period).

17 Given that the mandated holding period for LIHTC-eligible projects is generally 15 years (with some exceptions),
the capital appreciation (especially when added to the amortization of the underlying mortgage debt) is often quite
substantial.

See 26 U.S.C. § 42(i)(1) (requiring 15-year compliance period for LIHTC properties).

18 Generally, 3x to 4x of the principal amount of the issued notes, ensuring that owner-issuers retain substantial
economic “skin in the game.”

19As of January 2026, Westwood Capital LLC has arranged over $3.5 billion in CLO securities backed by affordable
housing portfolios, demonstrating the substantial scale of high-quality cash flows available from diversified LIHTC
property ownership.



This front-ending of private spending draws billions of dollars of capital to the development of
affordable housing that boosts economic activity in advance of related government expenditures —
an unusually stimulative and attractive situation for any form of government spending targeted at

addressing social problems.

With my colleagues at Westwood Capital LLC,?° I initially observed the foregoing situation in
2017 and soon came to the conclusion that the value of the Section 42 program to the industry and
the U.S. economy could be enhanced even further: The high-quality economics flowing to
affordable housing portfolio developer/owners could be redirected through an asset backed
security to enable such developer/owners to sponsor security issuance with investment-grade
structured finance ratings. The firm has since arranged for the issuance of, and placed with
institutional investors, nearly $3.5 billion of such securities, and continues to actively engage in

such financing.

But this paper is not to highlight the business prowess of my firm or my colleagues, but rather to
offer an illustration of how the capital markets can leverage government fiscal spending that results
in high-credit-quality economic flows to private sector participants. It is an important illustration,
because — as noted in the conclusion hereto — the same could be made possible in other sectors of

the economy.

What has been accomplished is fundamentally the recycling of the original federal spending (tax
credits and rent subsidies) to pull forward long-dated returns to affordable housing portfolio
owners®' and enable such market participants to make material additional current period

investments in affordable housing assets.??> Emphasizing here that it is the existence of the tax

20 In addition to being a senior fellow and adjunct professor of macroeconomics and finance at Cornell Law School,
the author is founder and executive chairman of Westwood Capital, LLC, a 30 year-old, Manhattan-based, FINRA-
regulated investment bank specializing in structured finance.

2l The weighted average adjusted age of the 685 properties comprising the analytical set presented in Part IV, is 3.73
years (although the set includes a number of properties that have been subject to rehabilitation and the issuance of
additional tax credits, as well as those that been owned for periods in excess of their initial “compliance periods,” as
discussed further herein).

22 While the proceeds generated by AHFFC-ABS financings can, of course, be applied to any corporate purposes
(including acquisitions of portfolios from third parties, and distributions to equity owners) given the cost of the
financing, and the expertise of those who are the beneficiaries thereof, this paper contends that the highest and best
use thereof is the expansion of the affordable housing acquisition and/or development activities of the recipient
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credit and rent subsidies in the first instance that makes possible the creditworthiness necessary to

pull forward those returns and thereby enhance associated fiscal multipliers. Through the vehicle

described herein, the public is therefore receiving more bang for each fiscal buck expended through

the LIHTC and Section 8 programs, with no assumption of additional cost or risk. And, since

allocated Low Income Housing Tax Credits are realized over a period of 10 years, this benefit is

often obtained before the bulk of the government’s related fiscal cost has been incurred.

In short, with the use of AHFFC-ABS financial technology, developers and owners can act as their

own low-cost capital provider to future projects that would otherwise not “pencil” (prove

financially viable), without adding a financial burden to such additional projects. As set forth in

this paper, AHFFC-ABS can be demonstrated to:

(1)

(i)

(iii)

(iv)

)

(vi)

boost affordable housing by as much nearly 28% more units, over a 30-year time
frame, than could otherwise be developed or acquired by most market participants
in the absence of AHFFC-ABS financing;

add to the present value of local economic benefits, net of tax credits by a factor of
over 18%:;

increase the fiscal multiplier (present value of total benefits relative to present value
of the fiscal outlay) by over 17%:

enable developers to compete aggressively for competitively awarded 9% annual
tax credits in accordance with state Qualified Allocation Plans (see Part II, page
23);

provide a source of very low-cost permanent developer equity capital to
compliment the OBBA-promulgated change to requirements in connection with as-
of-right 4% annual tax credits (reducing the amount of required tax-exempt debt
financing to 25% from 50%), offering a “turbocharge” to the pace of development,
preservation and rehabilitation of affordable housing; and

economically and financially justifying development of new affordable housing
properties in the costliest development areas of the U.S., which are generally
proximate to the highest concentration of jobs.

enterprises — with a substantial portion of the financing received applied to closing gaps in the capital stack of
projects that would not be economic to develop but for the availability of AHFFC-ABS financing.
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With all the above benefits realized in a manner consistent with, and not disruptive of, underlying

tax credit partnership agreements and related regulatory requirements.

The paper proceeds as follows: Part I sets forth the history of government affordable housing
programs in the United States. Part I explains the capitalization of Section 42 (LIHTC) affordable
housing projects and the economic flows therefrom. Part III provides an overview of the
Affordable Housing Future Flow Contributive CLO transaction structure that enables what has
been described above. Part IV concludes by examining the potential incremental unit production
and fiscal multipliers associated with using the AHFFC-ABS methodology, and the use of similar
financial structures in other asset classes, with existing fiscal support from government, to

supplement effective industrial and/or social policy.



Part I: A Brief History of Housing Assistance Programs in the United States

From the New Deal to the 1970s

The federal government's role in housing subsidies emerged during the Great Depression as a
response to catastrophic foreclosure rates and widespread housing deterioration. Between 1929
and 1933, approximately twelve and a half million workers became unemployed, nine thousand
banks closed, and new home construction dropped 95 percent below 1920s levels.?® President
Franklin D. Roosevelt's New Deal established unprecedented federal involvement in housing

through several different initiatives.

The Homeowners' Loan Corporation (HOLC), established in June 1933 under the Homeowners'
Loan Act, represented the federal government's first major intervention in the mortgage market.
The HOLC introduced the concept of long-term, fixed-rate, self-amortizing mortgages—a

fundamental innovation that transformed American homeownership.2*

The National Housing Act of 1934 created the Federal Housing Administration (FHA) to provide
federally backed insurance for home mortgages made by FHA-approved lenders. This insurance
protected lenders against losses, encouraging them to offer more mortgages to prospective
homebuyers. Since its inception, the FHA has insured over 50 million mortgages throughout the

nation.?

The FHA fundamentally altered mortgage lending by introducing low-down-payment mortgages
(as low as 10 percent, compared to the previous 30-50 percent requirement) and extending

repayment periods from 5-10 years to 20-30 years.?® These changes made monthly mortgage

23 Congressional Research Service, The Labor Market During the Great Depression and the Current Recession, CRS
Rep. No. R40655, at 8 (2009); See Encyclopedia.com, Housing 1929-1941,
https://www.encyclopedia.com/education/news-and-education-magazines/housing-1929-1941; David C. Wheelock,
"Monetary Policy in the Great Depression: What the Fed Did, and Why," Federal Reserve Bank of St. Louis Review,
March/April 1992, at 3, available at https:/fraser.stlouisfed.org/files/docs/meltzer/whemon92.pdf.

24 Encyclopedia.com, Housing 1929-1941, supra 24

%5 Federal Housing Administration History, U.S. Dep't of Hous. & Urban Dev.,

https://www.hud.gov/aboutus/fhahistory.
26 Federal Housing Administration, Encyclopedia Britannica (Oct. 4, 2016),

https://www.britannica.com/topic/Federal-Housing-Administration.
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payments more affordable and often made buying cheaper than renting.?” Between 1934 and 1972,
the percentage of families living in owner-occupied homes increased from 44 percent to 63
percent.?® The FHA operates primarily from self-generated income through mortgage insurance

premiums collected from borrowers via lenders.?

The Housing Act of 1937 marked the birth of the federal public housing program, providing
subsidies from the federal government to local public housing agencies (LHAS) to improve living
conditions for low-income families.*® The legislation created the United States Housing Authority
within the U.S. Department of the Interior to control the payment of subsidies.>! While the federal
government provided funding, ownership and operation of housing remained the responsibility of

local public housing authorities appointed by local elected officials.>?

To deflect accusations of socialism and protect private developers from competition, the act
imposed several significant restrictions.>* First, it required the demolition of the same number of
housing units as would be built, ensuring no net increase in housing stock. Second, it severely
restricted the income of people who could reside in the new housing, setting very low maximum
income requirements to prevent competition with the private market.** These income restrictions
ultimately led to high concentrations of poverty within public housing projects, fundamentally
altering the character of public housing from its initial conception.®> The subsequent Housing Act
of 1949 aimed to remedy the post-World War II housing shortage and ensure "a decent home and

suitable living environment for every American family.>®

TId.

BId.

2 Fed. Hous. Admin. History, supra. 26

30 United States Housing Act of 1937, Pub. L. No. 75-412, 50 Stat. 888 (1937).
d.

32U.S. Dep’t of Hous. & Urban Dev., History of the Public Housing Program,
https://www.hud.gov/sites/dfilessOCHCO/documents/PIH-GUIDE-CF.PDF.

33 Housing Act of 1937, §§ 2(2), 10, 50 Stat. at 889, 891-92.

#d.

35 Boston Fair Hous. Comm'n, 1937: Housing Act (Wagner-Steagall Act),
https://www.bostonfairhousing.org/timeline/1937-Housing-Act.html

3642 U.S.C. § 1441 (declaring national housing policy goal of “a decent home and suitable living environment for
every American family”)
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Title I of the 1949 act established a federally subsidized program offering federal grants to cities
for slum clearance and urban redevelopment.®’ The legislation authorized up to $1 billion in loans
and $500 million in capital grants to local housing agencies for the construction of up to 810,000
units of public housing over six years.®® The act also expanded the Federal Housing
Administration's mortgage insurance program and reduced income limits for those qualifying for

public housing.*

When combined with powers of eminent domain delegated by state governments, local agencies
could assemble, clear, and sell parcels of land in "blighted" urban areas for redevelopment.*’ By
the time new funding for urban renewal ended in 1974, local authorities had been awarded federal
support for more than 2,100 distinct urban renewal projects with grants totaling approximately $53

billion in 2009 dollars.*!

The Housing Act of 1954 reduced the public housing goals of the 1949 act, focusing only on
replacing units lost to slum clearance rather than necessarily building in the same neighborhoods.*?
Although technically race-neutral, communities with high levels of people of color were
disproportionately chosen for redevelopment.** This shift in policy marked a transition away from
housing production toward urban redevelopment priorities that often-displaced existing

communities rather than improving residents' lives.**

3726 U.S.C. § 42.

38 However, construction proceeded slowly; by the end of 1957, only about 210,000 of the authorized units had been
completed. /d.

3 U.S. Dep’t of Hous. & Urban Dev., Major Housing and Urban Development Legislation Since 1932, at 4 (2024)
(noting that the Housing Act of 1949 expanded the Federal Housing Administration’s mortgage insurance programs
and further targeted public housing eligibility to lower-income families),
https://www.hud.gov/sites/dfiles/GC/documents/LegislationChronology2024.pdf.

40 Chronology of Housing Legislation, supra 39

4l'William J. Collins & Katharine L. Shester, Slum Clearance and Urban Renewal in the United States, NBER
Working Paper No. 17458, at 2 (Sept. 2011), https://www.nber.org/papers/w17458.

42 Housing Act of 1954, Pub. L. No. 83-560, 68 Stat. 590 (Aug. 2, 1954).

4 Emily Nonko & David Hochfelder, The History and Harm of Federal Urban Renewal Policy in New York State,
Rockefeller Inst. of Gov't (Apr. 12, 2024), https://rockinst.org/blog/the-history-and-harm-of-federal-urban-renewal-
policy-in-new-york-state/.

“Id.
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Tapping the Private Sector.: Section 8 of the Housing and Community Development Act of 1974

With rising criticism of public housing as too expensive to construct, unaffordable for those it
intended to serve, and often of poor quality and maintenance, a moratorium on new public housing
construction began in 1973.% The Housing and Community Development Act of 1974 (1974 Act)
fundamentally transformed federal housing policy by shifting away from construction of public
housing toward private-market-based rental assistance. The act created Section 8 (42 U.S.C. §
1437f), which provides rental housing assistance to low-income households by paying private

landlords on behalf of tenants.*®

The 1974 Act authorized the Secretary of Housing and Urban Development to make grants to states
and local governments to help finance community development programs. For housing assistance,
it created a comprehensive rental assistance program in which the federal government provided
private property owners with monthly assistance payments for new or substantially rehabilitated
rental units. Property owners agreed to rent to eligible low-income families (defined as families
with incomes at or below 80 percent of local area median income) who would pay income-based
rent. The act also provided public housing agencies with the authority to enter rental assistance

contracts for existing private market units that met quality standards.*’

The Section 8 program initially had three subprograms: New Construction, Substantial
Rehabilitation, and Existing Housing Certificate programs. The Moderate Rehabilitation Program
was added in 1978, and the Voucher Program in 1983. In 1983, the Housing and Urban-Rural
Recovery Act revoked HUD's ability to enter new Section 8 contracts for new construction, though

HUD could still renew contracts on existing properties.*®

The Quality Housing and Work Responsibility Act of 1998 (QHWRA) consolidated the earlier

Section 8 voucher program and certificate programs into a single Housing Choice Voucher (HCV)

4 Chronology of Housing Legislation, supra 39, at 163. (Speech by the Secretary of HUD, to the National
Association of Home Builders, January 8, 1973)

46 Housing and Community Development Act of 1974, Pub. L. No. 93-383, 88 Stat. 633 (Aug. 22, 1974), codified at
42 U.S.C. § 1437f.

Y1d.

4 Chronology of Housing Legislation, supra 39, at 177-82, 199, 222-26.
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program. The updated HCV program adopted the payment-standard approach, permitting tenants
to lease units above the fair market rent if they covered the difference, and capped participant rent
contributions at 30-40 percent of income. The law also created the Project-Based Voucher (PBV)
option, under which public housing agencies can allocate up to 20 percent of their vouchers to be

tied to specific housing units or complexes.*’

As of 2024-2025, Section 8 represents the federal government's primary means of providing
private-market housing assistance to multifamily tenants.>’ In 2022, approximately 2.3 million out
of 5.2 million households receiving rental assistance used Section 8 vouchers.’! Federal
appropriations for the Section 8 Housing Choice Voucher program totaled approximately $35.27
billion in the FY2026 House appropriations bill to maintain housing support for over 2 million
households. Project-Based Rental Assistance received $17.13 billion, a $237 million increase

above FY2025 levels, providing full renewal of housing contracts serving about 1.2 million

households.>?

Most households pay 30 percent of their adjusted income for Section 8 housing, with adjusted
income calculated as gross total income minus deductions for dependents under 18, full-time
students, disabled persons, elderly households, and certain disability assistance and medical

expenses.>

Despite demonstrated effectiveness, the Section 8 program faces severe capacity constraints due
to a dearth of available housing units. Waitlists for vouchers average 28 months, nationally, with
large housing agencies reporting average waits off from 7 to 8 years in many jurisdictions. Many

local programs are closed to new applicants.>*

4 Quality Housing and Work Responsibility Act of 1998, Pub. L. No. 105-276, §§ 501-599, 112 Stat. 2461, 2518~
86 (1998); 42 U.S.C. § 14371(0).

S00ffice of the N.Y. State Comptroller, Section 8 Housing Choice Vouchers — Federal Funding and New York,
https://www.osc.ny.gov/reports/budget/fed-funding-ny/section-8-housing-choice-vouchers

5! The Section 8 Housing Choice Voucher Program, Congressional Research Service (Dec. 11, 2023).

32 H.R. Rep. No. 119-212 (2025) (Departments of Transportation, and Housing and Urban Development, and
Related Agencies Appropriations Bill, 2026).

342 U.S.C. § 1437a(a)(1); 24 C.F.R. § 5.611.

54" Guerrero, Families Wait Years for Housing Vouchers Due to Inadequate Funding, Center on Budget and Policy
Priorities (Oct. 6, 2021) (showing that the national average wait for households that receive a voucher is
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A HUD study found that success rates for voucher holders finding qualifying housing within the
initial search period averaged 81 percent (86 percent excluding New York and Los Angeles).
Successful households took an average of 83 days to find units, with nearly one quarter taking
more than 120 days to lease a unit. Success rates varied significantly by market tightness, ranging

from 61 percent in very tight markets to 80 percent in loose markets.>”

Tax Reform Act of 1986 and the Low-Income Housing Tax Credit

The Tax Reform Act of 1986 (1986 Act) created the Low-Income Housing Tax Credit (LIHTC, or
Section 42) program, codified at Section 42 of the Internal Revenue Code (26 U.S.C. § 42).%° The
LIHTC has since become the federal government's primary tool for encouraging private
investment in affordable rental housing and, by 2012, accounted for approximately 90 percent of

all newly created affordable multifamily rental housing in the United States by 2012.°7

The LIHTC program provides a dollar-for-dollar reduction in federal taxes owed on other income
to corporations and wealthy individuals who invest in affordable housing. The federal government
issues tax credits to state and territorial governments based on population, and state housing
finance agencies award credits to private developers through competitive processes>®. Developers
generally sell the credits to institutional investors to obtain equity funding that replaces
conventional equity funding and reduces reliance on debt. Once housing projects are placed in

service, investors can claim LIHTCs over a 10-year period.>’

approximately 28 months and that some large housing agencies report average waits of seven to eight

years), https://www.cbpp.org/research/housing/families-wait-years-for-housing-vouchers-due-to-inadequate-funding.
35 Meryl Finkel & Larry Buron, Study on Section 8 Voucher Success Rates, Volume I: Quantitative Study of Success
Rates in Metropolitan Areas iv-v (Nov. 2001), https://www.huduser.gov/portal/publications/pdf/sec8success_1.pdf.
56 Tax Reform Act of 1986, Pub. L. No. 99-514, § 252, 100 Stat. 2085, 2189 (codified at 26 U.S.C. § 42).

57 Editorial, A Tax Credit Worth Preserving, N.Y. Times (Dec. 21, 2012),

https://www.nytimes.com/2012/12/2 1/opinion/a-tax-credit-worth-preserving.html.

38 The competition for tax credits can become very rigorous in the more heavily populated areas of the country
where demand for affordable housing is greatest and land costs are highest. Recently, developers have been under
pressure to supplement the funding obtained from selling the tax credits related to LIHTC-eligible properties, with
direct equity and other forms of investment of their own or of partners. Part II of this paper notes the role of
AHFFC-ABS financing in providing such supplemental funding at affordable cost.

% An Introduction to the Low-Income Housing Tax Credit, Cong. Rsch. Serv., RS22389 (2025),
https://www.congress.gov/crs-product/RS22389.
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Each state receives an annual allocation of 9 percent tax credits based on a per capita formula.®
For 2024, states received the greater of $2.90 per capita or $3,360,000 (a small state minimum) in
housing credit authority, with both figures adjusted annually for inflation since 2003.°' The per
capita allocation does not apply to 4 percent credits (see below), which are automatically available

to tax-exempt bond-financed projects subject to private activity bond volume limits.

The annual credit claimed equals a credit percentage multiplied by the project's qualified basis.
The percentage is larger for new construction or substantial rehabilitation (roughly 9 percent,
specified as a 70 percent present value credit) than for properties acquired for rehabilitation or
projects funded using tax-exempt bonds (roughly 4 percent, specified as a 30 percent present value
credit). Projects located in "difficult development areas" or "qualified census tracts" receive a 30
percent of eligible basis “boost” for the purpose of calculating the tax credits. In addition, state
housing finance agencies may provide 9% LIHTC projects with up to 30 percent in eligible basis

boosts. >

To qualify for LIHTC, projects must meet one of three tenant income tests:

B At least 20 percent of units occupied by tenants with income of 50 percent or less of area
median income (AMI)

B At least 40 percent of units occupied by tenants with income of 60 percent or less of AMI

B At least 40 percent of units occupied by tenants with income averaging no more than 60
percent of AMI, with no units occupied by tenants with income greater than 80 percent of

AMI (the "income averaging" option introduced after 2018)%3

0 1d.

! Novogradac, LIHTC Per-Capita Multiplier Increase for 2024 Ties Record Set This Year (Nov. 9, 2023) (showing
state allocations of the greater of $2.90 per capita or $3,360,000 for 2024 based on IRS Revenue Procedure 2023-
34), https://www.novoco.com/news/lihtc-capita-multiplier-increase-2024-ties-record-set-year.

2 An Introduction to the Low-Income Housing Tax Credit, supra 61

6326 U.S.C. § 42(g)(1) (2025); Consolidated Appropriations Act, 2018, Pub. L. No. 115-141, div. T, § 102, 132 Stat.
348, 1155 (2018).
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The gross rent test requires that rents do not exceed 30 percent of either 50 or 60 percent of AMI,
depending upon the share of tax credit rental units in the project. All LIHTC projects must comply
with these income and rent tests for 15 years (the "compliance period"), or the tax credits are
recaptured. An extended compliance period of 30 years or more is generally imposed by state
housing agencies through land use restriction agreements (LURAs), thereby extending the

affordability requirements beyond the compliance period.%*

LIHTC Development Costs and Regional Variations

It is very important to note, especially for the purposes of this paper, that LIHTC development
costs vary significantly by region and have increased substantially over time. In California, the
average cost per unit for 9 percent LIHTC new construction increased from $411,000 in 2008 to
$480,000 in 2019, representing a 17 percent increase after adjusting for inflation.®®> Between 2016
and 2019, costs increased from $425,000 per unit on average to more than $480,000 per unit, an
increase of 13 percent in just four years.®® Projects in the greater San Francisco Bay Area
(including Oakland and San Jose) increased by 22.4 percent to an average of almost $600,000 per
unit for 2017-2019.%7 By comparison, a 2018 U.S. Government Accountability Office report found

that median costs per unit for new construction were $126,000 in Texas.®

The high costs in large coastal cities reflect multiple factors: the cost of land in such metropolitan
areas; hard construction costs (materials and labor); stringent building codes and design
requirements for accessibility and sustainability; the complexity of assembling multiple funding
sources (with projects layering 4-8 sources being typical); legal fees; insurance costs; and extended

development timelines. ¢

6426 U.S.C. § 42(2)(2), (h)(6), ()(1), (§) (2025).

85 Carolina Reid, The Costs of Affordable Housing Production: Insights from California's 9% Low-Income Housing
Tax Credit Program, Terner Ctr. for Hous. Innovation (Mar. 2020), https://ternercenter.berkeley.edu/wp-
content/uploads/pdfs/LIHTC Construction_Costs March 2020.pdf.

% Jd. at2

71d. at 7

%8 U.S. Gov't Accountability Off., GAO-18-637, Low-Income Housing Tax Credit: Improved Data and Oversight
Would Strengthen Cost Assessment and Fraud Risk Management 16 (Sept. 2018),
https://www.gao.gov/products/gao-18-637.

% Reid, supra 67, at 8, 12, 14, 17-18.
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As noted above, while the LIHTC program has proven very effective, swelling costs in the areas
in which affordable housing is most in demand has made it increasingly difficult to make projects
work as an economic matter.’” Other lower-cost sources of capital are required to leverage the tax
credit equity that has been made available through Section 42. Traditionally, housing agencies and
mission-driven non-profits have been sources of subordinate, “soft” mortgage financing (on which
interest payments are either negligible or can be deferred) with — in some instances — principal
being ultimately forgiven on disposition of the assets. Most 4% credit affordable housing projects
benefit from low-interest, tax-exempt first mortgage bond financing. But soft debt and tax-exempt
financing is no longer enough to make deals “pencil” financially in many markets, and certainly
not enough deals to satisfy the need for affordable housing in the nation’s largest housing

markets.”!

The Affordable Housing Crisis: Current Gaps and Needs

Despite decades of federal housing programs, the United States faces a severe affordable housing
crisis, particularly for extremely low-income households. The National Low Income Housing
Coalition reports that extremely low-income renters (those at or below the federal poverty level or
30 percent of area median income) face a shortage of 7.1 million affordable and available rental
homes. Only 35 rental homes are available for every 100 extremely low-income renter households

nationwide.”?

Every state has a shortage of affordable housing for extremely low-income renters. States with the
best relative supply include North Dakota (62 affordable homes per 100 extremely low-income
households), Mississippi (59/100), West Virginia (58/100), South Dakota (54/100), and Wyoming
and Alabama (52/100). States with the most severe shortages include Nevada (17/100), California,

Florida, Hawaii, and New York.”?

0 1d. at 2, 6-8.

1'U.S. Gov’t Accountability Off., GAO-18-637, supra 70 at 1, 5, 10, 23, 29, 34

2 Nat’l Low Income Hous. Coal., The Gap: A Shortage of Affordable Homes (2024),
https://nlihc.org/sites/default/files/gap/2024/Gap-Report_2024.pdf.

B 1Id. at 20
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More than half of extremely low-income renters are severely housing cost-burdened (paying more
than 50 percent of income for housing) in every state. In 14 states and the District of Columbia,
three-quarters or more of extremely low-income renters are severely cost-burdened, with the
largest shares in Nevada (86 percent), Florida (82 percent), Arizona (81 percent), Texas (81

percent), and Oregon (80 percent).”

Approximately three-quarters of extremely low-income renters are cost-burdened, and federal
housing assistance reaches only about one in four eligible households due to lack of program
funding. About a quarter of all renter households in the United States are spending more than half

of their income on rent.”’

Beyond the affordable housing gap for extremely low-income households, the broader U.S.
housing market faces an overall shortage. Using the latest American Community Survey and
Housing Vacancy Survey data and following Freddie Mac's methodology, researchers estimate the
U.S. housing market was short 4.9 million housing units at the end of 2023 relative to mid-2000s
levels. For households earning $75,000 annually (close to the national median), only 21.2 percent
of home listings were affordable as of March 2025, up slightly from 20.8 percent in March 2024
but less than half the 49 percent accessible before the pandemic. To reach a balanced market, this
income group would need access to 48.1 percent of listings, requiring nearly 416,000 more listings
priced at or below $255,000. Households earning $100,000 annually face similar challenges, able
to afford only 37.1 percent of listings compared to 64.7 percent in 2019.7

Federal Housing Programs: Summary of Fiscal Commitments and Households Served

The Joint Committee on Taxation estimates LIHTC tax expenditures (foregone tax revenues) at
$13.7 billion for FY2025, growing to $14.4 billion for FY2026. For the period 2024 through 2028,

total foregone tax revenue is estimated at $72 billion. Additionally, the exclusion of interest on

" 1d. at 10, 21

SId. at5,10

76 Nat’l Ass’n of Realtors, 2025 Housing Affordability & Supply Report (2025), https://www.nar.realtor/research-
and-statistics/housing-statistics/housing-affordability-index.
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state and local government qualified private activity bonds for rental housing adds an estimated

$1.5 billion for FY2025, growing to $1.6 billion for FY2026, totaling $8 billion for 2024-2028."7

By way of comparison, the federal home mortgage interest deduction, which primarily benefits
higher-income homeowners, cost $216.6 billion over the five-year period FY2019-2023, compared
to $46.9 billion for LIHTC over the same period—yet LIHTC accounts for over five times the
housing production impact per dollar.”® Approximately 8 percent of households benefitted from
the mortgage interest deduction in 2024, with about 75 percent of federal revenue lost going to

households with incomes over $200,000 annually.”

Overall, federal affordable housing programs represent a substantial annual commitment of
resources, though these programs reach only a fraction of eligible households. As of the passage
and enactment, in February 2026, of the Transportation, Housing and Urban Development, and
Related Agencies Appropriations Act of 2026 (“THUD Act”) major programs include, with

approximations of fiscal expenditures related to each:®°

B Section 8 Housing Choice Vouchers: $38.44 billion serving approximately 2.3 million
households.
Project-Based Section 8: $18.54 billion providing assistance to 1.2 million units.

B Public Housing Operating Fund: $8.32 billion supporting 900,000 units housing 1.7 million

residents.

"7 Ed Gramlich, Low-Income Housing Tax Credits, in Nat’l Low Income Hous. Coal., 2025 Advocates’ Guide 5-10
(2025), https://nlihc.org/sites/default/files/AG-2025/5-10_Low-Income-Housing-Tax-Credits.pdf. Note, however
that — unlike tax credits, which result in a direct loss of government revenue from the taxation of income unrelated to
affordable housing production — the tax-exemption applicable to private activity bonds almost entirely relates to the
development, preservation and/or rehabilitation of affordable housing that would likely not otherwise be developed
or preserved/rehabilitated but for the existence of such tax-exemption.

8 Michael J. Novogradac, Once Again, Homeownership Gets Far More Tax Subsidies than Rental Housing,
Novogradac J. of Tax Credits (Jul. 2, 2018), https://www.novoco.com/periodicals/articles/once-again-
homeownership-gets-far-more-tax-subsidies-rental-housing

7 Urban-Brookings Tax Policy Center, Who Benefits From the Mortgage Interest Deduction and Who Misses Out?
(June 6, 2025), Tax Policy Ctr., https://www.taxpolicycenter.org/fiscal-facts/who-benefits-mortgage-interest-
deduction-and-who-misses-out

8 Transportation, Housing and Urban Development, and Related Agencies Appropriations Act, 2026, tit. I,
Department of Housing and Urban Development, 119th Cong. (2025-2026)
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B Public Housing Capital Fund: $3.2 billion for capital improvements to the same 900,000
units.

B [ow-Income Housing Tax Credit: making permanent tax expenditures with 3.65 million
total units created from 1987-2022 through the Tax Reform Act of 1986.

B Community Development Block Grant: $3.3 billion for community development activities
established in 1974.

B HOME Investment Partnerships: $1.25 billion for affordable housing development
established in 1990.

Despite these substantial investments, federal housing assistance reaches only about one in four
eligible households, and the nation faces a shortage of 7.1 million affordable rental homes for
extremely low-income renters.®! The federal government provides substantially more housing
subsidies to homeowners than renters—approximately $216.6 billion through the mortgage
interest deduction alone over FY2019-2023 compared to $46.9 billion for LIHTC—with benefits
flowing disproportionately to households earning twice the median renter income.®? This disparity

reflects historical policy choices favoring homeownership over rental assistance.

81 Nat’] Low Income Hous. Coal., The Gap 27 (2024) at 5, 10
82 Joint Comm. on Tax’n, Estimates of Federal Tax Expenditures for Fiscal Years 2019-2023, at 25-27 (2019);
Novogradac, Once Again, supra 79
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Part II: Typical Capitalization of, and Economic Flows from, LIHTC-eligible Multifamily Projects

The capital stack of Low Income Housing Tax Credit-eligible, multifamily residential projects is
far more complex than that of market-rate developments, owing to the rules promulgated under
Section 42 in general, in addition to the plethora of other public and private programs available to
assist with the financing of affordable housing projects. The number of financial stakeholders in
such assets is correspondingly also more numerous than that of conventional rental properties, and
the mission and interests of such stakeholders are considerably more varied. As we shall see in
Part III, these complexities posed fundamental challenges to the design of the AHFFC-ABS
financing structure, with the result being that the AHFFC-ABS vehicle is highly bespoke in its

accommodation to the capital stack of the underlying Section 42 projects.

Tax Credit Equity

To begin with, it is important to differentiate between the two incarnations of Low-Income Housing

Tax Credits that flow to tax credit equity investors, the 9% Credit and 4% Credit®’:

B 9% Tax Credit Projects (New Construction/Rehabilitation Ex-Federal Subsidies)

The 9% tax credit applies to new construction or substantial rehabilitation projects that do not
receive other federal subsidies. The credit is calculated as 9% of qualified basis, taken annually
for 10 years (“Qualified Basis” see below), with a present value intended to approximate 70%
of Qualified Basis. As of mid-2025, equity pricing for 9% credits ranges from ~ $0.75 to $0.90
per tax credit dollar, with Community Reinvestment Act (CRA)-motivated investors paying®*
the highest prices in that range. It is important to note that the value of these credits has
declined in recent years with higher interest rates impacting the present value of the tax benefits

generated over the 10-year period, creating a need for additional capital sources.

826 U.S.C. § 469.

8 The Community Reinvestment Act of 1977 offers regulatory incentives to banking institutions (so-called “CRA
Credits”) for community development activities such as funding affordable housing, economic development, and
community services in low- and moderate-income areas. Institutions receive favorable consideration for these
activities, which are evaluated by regulators to determine an institution's CRA rating. A favorable CRA rating offers
more liberal operational parameters by regulators.
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Qualified Basis is calculated as follows:

e FEligible Basis (depreciable costs, excluding land, permanent financing costs, and
syndication expenses)

*  x QCT/DDA Boost (up to 130% for Qualified Census Tracts or Difficult Development
Areas)®

e x Applicable Fraction (percentage of low-income units)

e = (Qualified Basis

e X 9% Credit Rate

e = Annual Tax Credits

The 9% credit is competitively allocated by state housing agencies based on per-capita

formulas ($3.00 per person, following a permanent 12% increase pursuant to the OBBA)®

States award credits through Qualified Allocation Plans (QAPs) that establish priorities for

project types, locations, and populations served®’.

For substantial rehabilitation, Section 42 requires expenditures during a 24-month period of at

least $8,500 per low-income unit (2025 threshold) or 20% of adjusted basis, whichever is

greater®®. The 9% credit can be combined with the 4% acquisition credit (see below) in

acquisition/rehabilitation deals, where the 4% credit applies to building acquisition costs and

the 9% credit applies to rehabilitation expenditures®. The OBBA permanent increase in

annually available 9% credits approximates $1 billion over the pre-OBBA baseline.

B 4% Tax Credit Projects (Acquisitions and Federally Subsidized Properties)
The 4% tax credit applies to three scenarios:

(1) acquisition of existing buildings for substantial rehabilitation.

8 See About the Rehabilitation Credit and Low-Income Housing Credit 1-2, IRS (Nov. 18, 2021),
https://www.irs.gov/pub/irs-sbse/Rehabilitation%20Credit%20and%20Low-
Income%20Housing%20Credit%20Compared.pdf (explaining LIHTC computation by multiplying qualified basis
by the applicable percentage over 10 years and distinguishing 9% and 4% minimum credit rates). This is somewhat
discretionary in the case of 9% credit projects.

%Nat’l Hous. Conf., How the 9 Percent Tax Credit Program Works, supra note 26.

87 See HOME and the Low-Income Housing Tax Credit Guidebook 1 (NYC Dep’t of Housing Pres. & Dev. & U.S.
Dep’t of Hous. & Urban Dev.), https://www.nyc.gov/assets/hpd/downloads/pdfs/servicess HOME-
LowIncomeHousing-Tax-CreditGuidebook.pdf (last visited Jan. 13, 2026) (explaining that Qualified Allocation
Plans set forth the criteria and procedures by which state housing agencies allocate competitive LIHTC credits).

8 Nat’l Low Income Hous. Coal., Low-Income Housing Tax Credits, supra note 25, at 5-10.

8 HOME & LIHTC Guidebook, supra note 29, at 13—14.
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(2) new construction or substantial rehabilitation with certain other federal subsidies; and
(3) projects financed with tax-exempt Private Activity Bonds (PABs)®.

The 4% credit does not require competitive allocation from state agencies if at least 25% of
eligible costs are financed with tax-exempt volume cap bonds—a threshold that was previously
50% but permanently reduced to 25% for properties placed in service after December 31, 2025,
under the One Big Beautiful Bill Act®!. This "25% test" (formerly "50% test") determines
eligibility for the automatic 4% credit®® Equity pricing for 4% credits generally runs $.02 to
$.03 higher than 9% credits, reflecting the higher mortgage levels and correspondingly higher
interest deductions available to the tax credit investors. Buildings in Qualified Census Tracts
or Difficult Development Areas receive the 130% basis boost (referenced above) for 4%
credits used in conjunction with tax-exempt bonds (generally Private Activity Bonds
(“PAB™)).”® 4% credits paired with PABs are subject to complex bond compliance
requirements under IRC Section 142, including the 95% "good costs" test (bond proceeds must
finance eligible costs), the 25% land acquisition limit, and the 2% bond issuance cost cap®.
AHFFC-ABS financing has particular applicability to the reduction in the required use of tax-
exempt PABs as a percentage of total development cost, in that AHFFC-ABS can be the source
of low-cost permanent developer equity to greatly accelerate the pace of development,
preservation and/or rehabilitation, by virtue of not having to resort to the employment of higher
cost taxable debt financing (as an encumbrance limiting what projects will “pencil”) or scarce

forms of soft financing or grants.

% Nat’l Low Income Hous. Coal., Low-Income Housing Tax Credits, supra note 25, at 5-10.

91 See An Introduction to the Low-Income Housing Tax Credit, CRS Report RS22389, Congress.gov (noting that the
4% LIHTC is available without state competitive allocation if 50% of aggregate basis is financed with tax-exempt
bonds and that the One Big Beautiful Bill Act permanently lowers this threshold to 25% for projects placed in
service after Dec. 31, 2025), https://www.congress.gov/crs-product/RS22389

%2 Nat’l Low Income Hous. Coal., Low-Income Housing Tax Credits, supra note 25.

9 See N.J. Hous. & Mortg. Fin. Agency, Low-Income Housing Tax Credit Program: Developer s Guide Appendix
12—13, https://www.nj.gov/dca’/hmfa/developers/docs/uniap/dev_uniap lihtc_appendix.pdf (last visited

Jan. 13, 2026) (noting that 4% LIHTC projects may include the 130% basis boost in Qualified Census Tracts or
Difficult Development Areas and generally trade at a slightly higher equity pricing due to higher mortgage and
interest deductions).

%4 See Husch Blackwell LLP, U.S. Tax Court Holds Bond Financing Costs Are Includible in LIHTC Basis

(Mar. 2024), https://www.hklaw.com/en/insights/publications/2024/03/us-tax-court-holds-bond-financing-costs-are-
includible-in-lihtc-basis (last visited Jan. 13, 2026) (discussing 4% LIHTC projects financed with tax-exempt bonds
and compliance with IRC §142, including the 95% “good costs” test, 25% land acquisition limit, and 2% bond
issuance cost cap).

24


https://www.congress.gov/crs-product/RS22389?utm_source=chatgpt.com
https://www.nj.gov/dca/hmfa/developers/docs/uniap/dev_uniap_lihtc_appendix.pdf
https://www.hklaw.com/en/insights/publications/2024/03/us-tax-court-holds-bond-financing-costs-are-includible-in-lihtc-basis
https://www.hklaw.com/en/insights/publications/2024/03/us-tax-court-holds-bond-financing-costs-are-includible-in-lihtc-basis

Tax credit equity, generated by selling credits to investors (typically special purpose funds, banks
and insurance companies motivated by tax burden management in addition to CRA Credit
considerations), often represents the largest single funding source in 9% LIHTC projects, and is
the second-largest source of financing in 4% LIHTC projects, after first mortgage financing®.
Developers syndicate credits by admitting investors as limited partners in partnerships, or members
in limited liability companies (LLCs) or through multi-investor funds or proprietary funds,
typically, with interests of over 99% of taxable income and losses. The developer/owner retains
the remaining taxable income and loss interest, as general partner or managing member®®. Tax
credits are allocated in a similar manner, generally following allocations of depreciation. The
partnerships’ cash flows from the projects, however, including, but not limited to, disposition

proceeds, are generally distributed 80% to 90% to the general partner. More on that to follow.

It is important to note that tax credit investor equity contributions are made in accordance with the
achievement of development milestones: approximately 10% to 20% at financial closing, with
remaining installments tied to construction completion, placed-in-service date, cost certification,
and compliance milestones®’. The gap between initial equity pay-in and construction costs
necessitates equity bridge loans, which are secured by future tax credit payments and typically

18, Nevertheless, this normally

priced favorably due to their short term and strong collatera
involves the presence of yet another financier to the project (most often the bank acting as project
construction lender). The additional liquidity availed by AHFFC-ABS structure, however, has
enabled developers to act as their own bridge lenders at generally lower cost. And in the affordable
housing industry, every penny counts in determining whether or not a particular project can be

developed.

95 See Margery Austin Turner et al., Low-Income Housing Tax Credit: How It Works and Who It Serves 67 (Urban
Institute 2020),
https://www.urban.org/sites/default/files/publication/98758/lithc_how_it works and_who_it serves_final 2.pdf
(last visited Jan. 13, 2026) (explaining that tax credit equity, typically purchased by banks and insurance companies
for tax and CRA purposes, is often the largest source of financing in LIHTC projects after first mortgages).

% OCC, Community Developments Insights: Low-Income Housing Tax Credits 3 (Mar. 2014).

7 Novogradac & Company LLP, HTC Payment and Draw Schedules, https://www.novoco.com/resource-
centers/historic-tax-credits/htc-payment-and-draw-schedules (last visited Jan. 13, 2026).

% Id., at 5-6.
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Representative Equity Contributions (as % of Total Development Cost):

e 9% new construction: 35-50%
e 4% with bonds: 15-25%
e 9% preservation: 40-60%
e Deep affordability projects: 25-40%°

State LIHTC programs in over 20 states provide supplemental credits that stack with federal
credits, significantly enhancing equity proceeds!®’. New York's State Low-Income Housing Tax
Credit (SLIHC), for example, provides up to $750,000 per project and generates approximately
$0.65-$0.70 per tax credit dollar when sold to investors!®!,

First Mortgage Debt Financing

B Tax-Exempt Bond Financing

Tax-exempt Private Activity Bonds (PAB) represent the most common first mortgage structure
for 4% LIHTC projects, historically required to finance at least 50% of aggregate basis
(reduced to 25% after 2025). Tax-exempt bonds offer below-market interest rates but are
subject to state volume cap limitations, creating competition among housing and other

infrastructure projects %2,

Bond structures include:
e Traditional tax-exempt permanent bonds: Long-term financing for stabilized properties
e Construction-to-permanent bonds: Convertible structure financing construction and

permanent phases

9 Urban Inst., Low-Income Housing Tax Credit: How It Works and Who It Serves, supra note 37, at 6-7.

100 See Supportive Hous. Network of N.Y., Low-Income Housing Tax Credit Program (SLIHC),
https://shnny.org/fundingguide/low-income-housing-tax-credit-program-slihc/ (last visited Jan. 13, 2026) (noting
that SLIHC credits stack with federal LIHTC, provide up to $750,000 per project, and sell for approximately $0.65—
$0.70 per credit dollar

101 74,

12 NLIHC, Low-Income Housing Tax Credits, supra note 25 at 5-6.
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e Short-term cash-backed bonds: Used to satisfy 25% (formerly 50%) test by routing taxable
lender advances through tax-exempt bonds, sometimes generating positive arbitrage during

construction'®,

Recent market data shows tax-exempt multifamily bonds with interest rates ranging from
5.75% to 6.50% depending on structure and term!®* Projects financed with at least 25%
(formerly 50%) tax-exempt PABs automatically qualify for 4% credits without competitive
allocation, though state agencies must still issue a Section 42(m) determination letter

105

confirming QAP compliance and financial feasibility *°, as well as IRS Form 8609 claiming

the tax credits upon completion and cost certification.

One particular constraint — leading to the OBBA-promulgated reduction in the required use of
tax-exempt bonds in connection with 4% LIHTC projects — was that most affordable housing
projects could only support long-term permanent debt in the range of 30—45% of aggregate
basis, depending on the project's net operating income (NOI) and prevailing interest rates. This
meant that a substantial portion of the bonds issued to meet the 50% test—often a third or more
of the total issuance—were "overhang" bonds that served no financing function beyond

satisfying the regulatory threshold.

Because states have a fixed annual volume cap on all private activity bonds (not just housing),
the waste from overhang bonds created an artificial bottleneck. By 2024-2025, approximately
half of all U.S. states were fully "oversubscribed" in their PAB allocations, meaning shovel-
ready affordable housing projects were turned away for lack of bond capacity. The OBBA
provided relief, but funding gaps now emerge in the financing of otherwise supportable 4%

credit projects. As noted earlier, this is a major use case for AHFFC-ABS financing.

103 Gerwitz, Four Percent LIHTC Developments (describing cash-backed bond executions and hybrid 4% LIHTC
bond structures).

104 Greystone Term Sheet, ATAX Multifamily Tax-Exempt Construction to Perm Financing (showing typical spreads
over SOFR/swap rates).

105 CHFA, Low-Income Housing Tax Credit Program (explaining automatic 4% credit eligibility for projects
financed with at least 50% tax-exempt bonds).
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B Taxable Debt: FHA, GSE, and Conventional Financing
o FHA-Insured Loans (HUD 221(d)(4) and 223(f)): FHA multifamily programs

provide non-recourse, long-term financing (35-40 year amortization) with
competitive rates and higher initial loan-to-value'%® (LTV) ratios (80-90%). This
form of financing is almost entirely the province of 4% tax credit projects, given
the higher advance rates (inasmuch as the tax credit subsidy to such projects is far
lower than in the case of those with 9% tax credits)'’. Since fiscal year 2020, more
than 27% of FHA multifamily originations have involved LIHTC properties, with
over $18.7 billion financed for 1,250+ developments. FHA permits LIHTC projects
to include secondary financing from public sources (subordinate to the FHA first
mortgage). Traditionally very challenging to secure, the FHA has 038,

FHA 221(d)(4) loans offer other particularly favorable terms for LIHTC projects:
e 1.11-1.15 Debt Service Coverage Ratio'” (DSCR);

e November 2025 interest pricing at roughly 6%; and
110

Possible Davis-Bacon wage exemption;

o GSE Permanent Financing (Fannie Mae and Freddie Mac): Both GSEs offer
specialized LIHTC products with DSCRs as low as 1.15x, LTVs up to 90%, and

amortization periods of up to 40 years. Fannie Mae's Unfunded Forward
Commitment program provides interest rate locks for 24-36 months during
construction, with conversion to permanent financing upon stabilization'!!. The

Federal Housing Finance Agency doubled GSE LIHTC equity investment caps in

196 Principal amount of the loan to the appraised value of the property.

197 The higher advance rates offsetting the higher cost of taxable FHA and agency debt.

198 Novogradac, Managing LIHTC Bond and Debt Processes, 12-15.

199 Total cash flow from the project available to pay debt service, as a multiple of payments (debt service) due on the
loan in the year in question.

119A ffordable Housing Finance: LIHTC Underwriting, Gap Financing, and Credit Delivery

12—15 (2023), https://easternlenders.org/resources/affordable-housing-lihtc-finance

(last visited Jan. 13, 2026).

" Fannie Mae, Unfunded Forward Commitment for LIHTC Properties,
https:/multifamily.fanniemae.com/financing-options/affordable-loans/unfunded-forward-commitment-4-lihtc-
properties (last visited Jan. 13, 2026); Freddie Mac, Optigo® LIHTC Cash Loan, https://www.lument.com/loan-
term-sheets/freddie-mac-optigo-9-lihtc-cash-loan-affordable-housing/ (last visited Jan. 13, 2026).
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2025 to $2 billion each ($4 billion combined), with 50% reserved for difficult-to-

serve markets and 20% of that for rural areas'!?.

o Conventional Taxable Loans: Regional and community banks provide construction

and permanent financing, particularly for smaller projects. Recent structures
combine taxable construction loans with short-term cash-backed tax-exempt bonds
to satisfy the 50%/25% test while capturing favorable taxable mortgage rates'!3,
Interest rates for taxable LIHTC construction financing typically range from

SOFR " plus 250 basis points to 300 basis points'!>.

Soft Dollar Secondary Financing

LIHTC projects typically require substantial "soft" financing—subordinate loans, grants, or
deferred payments—to fill the gap between tax credit equity, first mortgage debt, and total
development costs. Research shows an average of 3.5 permanent financing sources per LIHTC
project, with 4% deals averaging more sources than 9% projects, due to the lower proceeds from

the tax credit subsidy. 6.

While there are myriad providers of soft financing, the aggregate availability of such financing is
limited by the resources of government-linked and non-profit organizations that provide soft loans
and grants. Given the enormity of the need for affordable housing in the United States, it is often
the availability of soft financing — particularly in the rural and high-cost coastal markets — that
determine whether non-competitive credit projects (4% credits) can be developed in the first place.

This is one area in which the entry of the AHFFC-ABS product has proven to add considerable

12 Am. Bankers Ass’n, FHFA Raises Caps for Fannie, Freddie Rental Housing Investments (2025),
https://bankingjournal.aba.com/2025/08/fhfa-raises-caps-for-fannie-freddie-rental-housing-investments/; see also
Lument, Fannie Mae and Freddie Mac LIHTC Caps Set to Double, https://www.lument.com/fannie-mae-and-
freddie-mac-lihtc-caps-set-to-double/ (last visited Jan. 13, 2026).

13 Novogradac, Four Percent LIHTC Developments Take Advantage of Unusually Low Taxable Mortgage Rates
114 Secured Overnight Funding Rate

115 1 ocal Initiatives Support Corp., LISC NYC Lending: Predevelopment to Permanent Financing 6 (May 4, 2021),
https://www.lisc.org/media/filer public/a8/49/a849cce4-9707-481a-8541-
c5636266a584/lisc_nyc_lending_may_2021_final.pdf.

116 Carolina K. Reid & Elizabeth Kneebone, The Complexity of Financing Low-Income Housing Tax Credit
Housing in the United States 9 (Terner Ctr. for Hous. Innovation, Apr. 2021).
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value (to 4% and 9% projects alike), as it makes available additional low-cost capital when other

sources are limited.

Soft dollar investments in affordable housing development emanate from three principal sectors:
federal government sources, state and local sources, and community development financial
institutions (CFDIs). The latter blend federal, philanthropic, and private capital to create layered
financing structures that accommodate higher-risk affordable housing projects. Major banks
support CDFIs through intermediary lending programs, amplifying CFDI’s mission-driven
affordable housing investment capacity. Below is a list of major federal and state and local soft

dollar financing sources:

B Federal Soft Sources

o HOME Investment Partnerships Program: Provides grants to state and local

governments for affordable housing, frequently layered with 4% LIHTC credits.
o Housing Trust Fund (HTF): Federal competitive grants targeting extremely low-

income households (30% AMI or below).

o CDBG and Other Federal Programs: Community Development Block Grants and

Rural Development programs supplement LIHTC financing in specific contexts.

o Federal Home Loan Bank Affordable Housing Programs (AHP): Supported by

grants to member banks.

B State and Local Soft Debt Sources
State Housing Trust Funds: Most states maintain housing trust funds capitalized through
dedicated revenue sources (document recording fees, real estate transfer taxes, etc.)'!’.
These funds provide subordinate loans or grants, often with deferred payment terms or

forgiveness provisions tied to extended affordability periods.

117 Revenue Sources for Housing Trust Funds, Nat'l Hous. Conf., https:/nhc.org/policy-guide/housing-trust-funds-
the-basics/revenue-sources-for-housing-trust-funds/ (last visited Jan. 14, 2026).

30


https://nhc.org/policy-guide/housing-trust-funds-the-basics/revenue-sources-for-housing-trust-funds/
https://nhc.org/policy-guide/housing-trust-funds-the-basics/revenue-sources-for-housing-trust-funds/

Local Housing Agency Funds: Cities and counties allocate general funds, bond proceeds,

or inclusionary housing fees to support LIHTC developments!!'®. California's analysis

revealed that projects often combine multiple state funding sources, with each additional

source adding costs and timeline delays'!’.

State-specific examples include:

* California: Housing Accelerator program ($1.75 billion using federal recovery funds)
fills gaps in 4% projects '?°

* New York: HTF, SLIHC, and Rural/Urban Community Investment Fund layer with 9%
and 4% credits'?!

* Massachusetts: State LIHTC program ($60 million+ annually) combines with federal
credits'?,

Local tax abatements and payments in lieu of taxes programs also support affordable

housing development at the local level.

Seller Financing and Deferred Developer Fees, etc.

B Seller Take-Back Notes: Common in acquisition/rehabilitation and Rental Assistance

Demonstration (RAD) conversions, seller financing provides subordinate debt secured by

118 "Reducing the Complexity in California's Affordable Housing Finance System" by Carolina Reid and Tiffany
Tran (April 21, 2025)

19 74,

120 Cal. Dep't of Hous. & Cmty. Dev., California Housing Accelerator Program Background,
https://www.hcd.ca.gov/grants-and-funding/accelerator/program-background (last visited Jan. 14, 2026) (noting that
"the 2021-22 state budget appropriated $1.75 billion to fund" the Accelerator program using American Rescue Plan
Act funds to fill funding gaps for projects unable to access tax credits)

12INY. State Homes & Cmty. Renewal, State Low-Income Housing Tax Credit Program Term Sheet (July 2025),
https://her.ny.gov/system/files/documents/2025/07/2025-hcr-state-low-income-housing-tax-credit-term-
sheet.pdf(explaining that SLIHC "must be requested in conjunction with 9% LIHTC" and also works with 4%
LIHTC projects using tax-exempt bonds)

122 Massachusetts Low-Income Housing Tax Credit (LIHTC), Mass. Dep't of Revenue, https://www.mass.gov/info-
details/massachusetts-low-income-housing-tax-credit-lihtc (last updated Oct. 25, 2024) (stating annual allocation
limit of "$60,000,000, and unused or returned Massachusetts low-income housing tax credits, if any; and $5,000,000
for the preservation and improvement of existing state or federally-assisted housing").
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the property'?*. These notes can be structured as tax-exempt obligations to help satisfy the

50%/25% test ',

B Deferred Developer Fees: Developers commonly defer 20-50% of their development fee,
converting it to a subordinate note repayable from cash flow or refinancing proceeds. IRS
guidelines require deferred fees to constitute bona fide debt with reasonable interest rates,
defined repayment terms, and demonstrated ability to repay. For related-party transactions,
documentation must establish arm's-length characteristics. FHA permits deferred
developer fee notes in refinancing transactions but generally prohibits them in new
construction except for seller-financed debt where combined FHA loan-to-cost is below

50% (80% for LIHTC properties)'?>.

B Partnerships with Local Housing Agencies: State and local housing agencies play
multiple roles beyond funding:
Allocation and Administration: State Housing Finance Agencies (HFAs) or designated
state entities allocate 9% and 4% credits, prepare annual QAPs, conduct underwriting, and
monitor compliance. In many states, the same agency administers LIHTC and tax-exempt
bonds, though states like California and Massachusetts use separate entities 126.
Public Housing Authority (PHA) Partnerships: PHAs collaborate with LIHTC developers
through several mechanisms:
* Project-based voucher commitments that guarantee rental income for deeply affordable

units;

* Bond issuance authority for 4% credit projects;

123 Kent Neumann, Tax Exempt Multifamily Housing Bond Executions in the Current Market 50 (Tiber Hudson,
Feb. 2020), https://www.easternlenders.com/assets/docs/2020-EL A-Conference/2.8%20-

%20LIHTC%20A ffordable%20Panel.pdf (noting that "many 4% preservation deals include seller financing in the
form of a subordinate 'take-back' note" and that this structure is "common in RAD transactions").

124 Kent Neumann, Tax Exempt Multifamily Housing Bond Executions in the Current Market 4-6 (Eichner Norris &
Neumann PLLC, Feb. 2017),
https://www.easternlenders.com/assets/docs/LIHTCPilot_AffordableHousing.pdf(explaining how seller take-back
notes can be structured as tax-exempt obligations by allocating bond proceeds for the full purchase price while the
seller allocates the note as new funds to collateralize that portion of the bonds, thereby helping projects meet the
50% test requirement for 4% LIHTC).

125 Faegre Drinker, Secondary Financing, Novogradac, LIHTC Newsletter, supra 49

126 HOME & LIHTC Guidebook, supra 29, at 13—14.
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¢ Land contributions and ground leases;
e RAD conversions that transform public housing into LIHTC properties; '’ and

e Capital replacement funding.

Atlanta's new Affordable Urban Development agency exemplifies innovative public developer
models, retaining equity stakes in LIHTC projects developed with private partners while

contributing public land and maximizing long-term public value'?®.

Agencies establish minimum (and sometimes maximum) debt service coverage ratios (typically
1.15-1.20x for hard debt), operating reserve requirements (commonly four to six months of
operating expenses and debt service), and maximum developer fee limits. Projects without hard
debt must maintain income-to-expense ratios above 1.00, with 15-year averages of 1.10-1.50.'%

By statute, state housing agencies are not permitted to allocate more tax credits to a project than

are necessary, taking into account other public and private funding sources.

California faces particularly complex financing due to its fragmented system administered by
multiple agencies (TCAC for credits, CDLAC for bonds, HCD for state programs), with
developers navigating different timelines and requirements'’. The state's high development costs

and competitive market lead to heavy layering of local funds.

New York's integrated approach through HCR (Homes and Community Renewal) consolidates 9%
credits, 4% credits, SLIHC, and various gap financing programs under single RFP processes,
though complexity remains due to multiple funding sources'?!. Massachusetts benefits from
specialized LIHTC intermediaries like Mass Housing Investment Corporation (MHIC), which

provides construction financing, acquisition loans, and equity investment'®2,

127 Local Hous. Solutions, Collaborating with Public Housing Authorities; Local Hous. Solutions, Social Housing
and Public Developer Models.

128 Local Hous. Sols., Public Developer Models in the U.S. and Beyond.

129 Ohio Hous. Fin. Agency, LIHTC Rental Underwriting Guidelines; N.M. Mortg. Fin. Auth., LIHTC Financing
Structure Materials, supra 51; Novogradac, State LIHTC Term Sheets, supra 49

130 Terner Ctr., supra note 56 (discussing the 4-month delay per funding source).

BIN.Y. Homes & Cmty. Renewal, State LIHTC Term Sheet, supra 61

132 Mass. Hous. Inv. Corp., Rental Financing Programs, supra 62
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Community Development Financial Institutions provide flexible capital for LIHTC projects, often
filling gaps that conventional lenders cannot address. CDFIs blend federal, philanthropic, and
private capital to create layered financing structures that accommodate higher-risk affordable
housing projects. Major banks support CDFIs through intermediary lending programs, amplifying

affordable housing investment capacity'>.

Consolidated Financing Models

Based on comprehensive analysis of typical LIHTC capital stacks, six primary financing models
emerge (noting that the structure of 4% LIHTC projects is going through a period of flux with the

post-OBBA change to minimum levels of tax-exempt bond use):

Model A - 9% LIHTC New Construction (Competitive): New construction without
federal subsidies generates the highest tax credit equity (35-50% of TDC!**). First,
mortgage debt comprises 10-25% of TDC through conventional, CDFI agency, or FHA
financing. State/local housing trust funds, HOME, and state LIHTC programs provide 25-
40% of TDC as soft debt, and tax abatements often provide additional support. Deferred
developer fees fill the remaining gaps (5-15% of TDC). This model requires 1.15-1.20x

minimum DSCR and faces intense competition in most states'*>

Model B - 4% LIHTC with Tax-Exempt Bonds (Non-Competitive): New construction
or acquisition/rehabilitation using tax-exempt PABs (historically 50% of aggregate basis,
reduced to 25% post-2025) generates 15-25% of TDC from tax credit equity. Tax-exempt
bond financing provides 25-60% of TDC as first mortgage debt (now also including
recycled tax-exempt bonds under 2008 HERA authority). State/local gap funding, HOME,
and seller take-back notes contribute 20-35% of TDC. Deferred developer fees fill gaps (5-

133 Advantage Cap., Creative Financing for Affordable Housing Developments
134 Total development cost.
135 Nat'l Hous. Conf., How the 9 Percent Tax Credit Program Works, supra note 25
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15% of TDC). This model requires 1.15-1.20x minimum DSCR and automatic 4% credit

allocation '3,

Model C - 4% LIHTC with FHA/GSE Permanent Financing: New construction or
substantial rehab with FHA insurance or GSE permanent loans generates 15-25% of TDC
from tax credit equity. FHA 221(d)(4) or Fannie/Freddie permanent financing provides 50-
70% of TDC due to favorable terms and high LTV ratios. Limited soft debt (10-20% of
TDC) required due to stronger debt capacity. Deferred developer fees less common (5-10%
of TDC). This model requires 1.15x minimum DSCR and compliance with 25% (formerly

50%) test, using cash-backed bonds or other structures '*”.

Model D - 9% LIHTC Preservation/Rehabilitation: Substantial rehabilitation of
existing affordable housing generates 40-60% of TDC from 9% credits on rehab costs (plus
potential 4% credits on acquisition). Conservative first mortgage financing (10-20% of
TDC) through conventional or Freddie Mac preservation products. State preservation funds
and local sources provide 20-30% of TDC. Deferred developer fees common (5-10% of

TDC). This model requires 1.15-1.20x minimum DSCR and often receives QAP priority 3%,

Model E - 4% LIHTC with Taxable Construction-to-Perm: New construction using
taxable construction debt generates 15-25% of TDC from tax credit equity. Taxable
construction loan converting to permanent financing provides 50-65% of TDC. Short-term
cash-backed tax-exempt PABs (to satisfy the 25% test) combined with state/local gap
funding contribute 15-30% of TDC. Deferred developer fees fill gaps (5-10% of TDC).
This model requires 1.15-1.20x minimum DSCR and has grown increasingly common

when taxable rates are competitive. '’

136 MNA Advisors, Navigating Tax-Exempt Bonds and 4% LIHTC, Orrick, Tax-Exempt Bond Financing for Housing,
How to Use Bonds in LIHTC Deals, supra; Advantage Cap., Creative Financing for Affordable Housing
Developments supra 73

137 LSG Lending Advisors, HUD 221(d)(4) Loan (overview of HUD 221(d)(4) new construction and substantial
rehab financing), https://www.lsglending.com/hud221d4/ (updated 2025).

138 Lument, Freddie Mac Optigo® Preservation Rehabilitation Financing Term Sheet (outlining financing for
moderate rehabilitation of affordable multifamily properties with LIHTC), https://www.lument.com/loan-term-

sheets/freddie-mac-optigo-preservation-rehabilitation-financing-affordable-housing/ (last visited Jan. 20, 2026).
139 Novogradac, Four Percent LIHTC Developments, supra 54.
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Model F - Deep Affordability/Supportive Housing: Projects serving extremely low-
income or special needs populations generate 25-40% of TDC from 9% or 4% credits.
Limited or zero hard debt (0-15% of TDC) due to insufficient rental income from deeply
affordable rents. Heavy reliance on grants and operating subsidies: HOME, HTF,
state/local sources comprising 50-70% of TDC. Developer fees are often fully or partially
deferred (5-15% of TDC). This model requires 1.10-1.15x minimum DSCR or expense
coverage ratio if no hard debt. California, New York, and Massachusetts maintain dedicated

supportive housing set-asides and funding streams'#’.

Recent Policy Changes and Market Dynamics

The OBBA permanently reduced the bond financing test from 50% to 25% for properties placed
in service after December 31, 2025, dramatically expanding 4% credit accessibility This change is
expected to materially increase the number of projects qualifying for 4% credits, free up substantial

bond volume cap, and enable deeper affordability by reducing debt requirements'*!.

The legislation also permanently increased 9% credit allocation authority by 12%, expanding
available equity for competitive projects beginning in 2026. Combined with doubled GSE LIHTC
investment caps ($4 billion annually), these changes significantly enhance financing capacity for

affordable housing development!#2,

Current equity pricing (mid-2025) reflects these policy improvements while incorporating market
uncertainties around potential CRA rule changes. Bank investors, motivated by CRA obligations,

comprise approximately 80% of LIHTC equity demand, with the remaining 20% from non-bank

140 Exec. Off. of Hous. & Livable Communities (Mass.), 2025-2026 Low-Income Housing Tax Credit Qualified
Allocation Plan: Set-Aside Categories (MassHousing QAP), at Section VII (describing production and preservation
set-asides, including a 30% preservation set-aside requiring 4% LIHTC applications),
https://www.mass.gov/doc/2025-2026-lihtc-gap/download (last visited Jan. 13, 2026).

141 Cal. Council, Changes to the 50% Test Carry Benefit for Affordable Housing, supra 60; Advantage Cap., Creative
Financing for Affordable Housing Developments, supra 80

142 Am, Bankers Ass’n, FHFA Raises Caps for Fannie, Freddie Rental Housing Investments, supra note 54.
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investors and GSEs!®. It is interesting to note that tax credit equity pricing fell after the
promulgation of green energy tax credits under the Inflation Reduction Act of 2022. As those

credits sunset, equity is expected to flow back to LIHTC projects.

While Part IV discusses applications of AHFFC-CLO financing in the post-OBBA, post-THUD
Act environment, before proceeding with the complete credit and structural explanation of
AHFFC-ABS financing in Part III, let’s briefly delve into specific applications of the latter that

dovetail with the recent legislative changes:

Under the new 25% bond test, the binding constraint on 4% LIHTC production is tax-exempt
private activity bond volume cap, discussed earlier. Every dollar of tax-exempt PAB allocation
consumed per project is a dollar unavailable for another project. The strategic objective is therefore
to minimize PAB consumption per project while maintaining full 4% credit eligibility, thereby

maximizing the number of projects a given state's PAB cap can support.

This creates a clear optimization hierarchy for the capital stack (with one caveat, that follows):

1. Tax-exempt bonds at the minimum necessary to pass the 25% test (typically 25.5-27% of
aggregate basis with a prudent cushion)

2. LIHTC equity (fixed by the credit calculation, typically 35-39% of TDC)

3. Soft money, deferred developer fees, and exogenous capital to fill the remaining gap.

If AHFFC-ABS proceeds, obtained at the sponsor level and related to other assets, is contributed
as developer equity (not encumbering the subject property) carrying a low-cost to the developer
(today, about 275 bps over the 10 year U.S. Treasury Note, fixed), can fill all or part of the third
component, above, it would have advantages over all other forms of capital, save one, to optimize
the pace of development, preservation and/or rehabilitation. The exception is in the case of
preservation and rehabilitation transactions with existing low-cost (pandemic-era rates) FHA first
mortgage financing (generally around 23% of TDC). This would naturally be retained and thus
reduces the gap to be financed per item 3 above. See, particularly, Table 5 in Part IV hereof.

143 Tax Credit Advisor, Housing Tax Credit Monitor, supra 51 Feb. 2025; CohnReznick, Housing Tax Credit Monitor
supra 14
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Thus, under the new 25% test, the use of AHFFC-ABS proceeds to capitalize up to 28% (in the
case of non-FHA mortgage projects), and around 13% (in the case of FHA mortgage projects)

would accelerate and optimize the pace of development of 4% LIHTC affordable housing projects.

Finally, the THUD Act permanent extension of the increase in the amount of available 9% tax
credits will provide expanded opportunities for developers to compete for such awards. As noted
earlier, injections of developer equity are increasingly a principal driver of awards to developers.
And the cost of AHFFC-ABS-generated funding makes such injections both viable and highly

advantageous in driving such awards.
I can think of few other private sector financing initiatives that interact with public sector policy

initiatives and goals quite as well as the above applications of AHFFC-ABS, which is fully
described in the next part of this paper.
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Part III: The Affordable Housing Future Flow Contributive Asset Backed Security

At its essence, the AHFFC-ABS design is rather simple as it involves the contribution of future
cash flows accruing to Affordable Housing developer/owner sponsors as collateral in an otherwise
standard bankruptcy-remote mezzanine securitization structure. The novel aspects arise in (i) how
the foregoing is accomplished in a manner that coordinates with, and does not contravene, the
unique capitalization structures of LIHTC property transactions, as explained in Part II of this
paper; and (ii)) how LIHTC and Section 8 property-owning entities yield investment grade
creditworthiness via the redirection of such future cash flows'** — once legally received and owned
by the contributor entities — notwithstanding that they are significantly subordinated to existing

property debt and unsecured by the related real estate itself.

Inasmuch as the purpose of this paper is to analyze the policy implications of AHFFC-ABS on the
affordable housing industry and the public interest at-large; this section is not intended to provide
an exhaustive legal discussion of such transactions. It is important, however, to demonstrate the
novel approaches taken in the design of the securities, in order that the reader be able to evaluate
the utility thereof in connection with accelerating the pace of affordable housing development and
industry consolidation, as well as the potential uses of such a tool in connection with other
industries in which investment tax credits issued by the federal government play a role or might,

in the future, do so.

Summary of AHFFC-ABS Structure

The AHFFC-ABS structure permits passive, bankruptcy-remote contribution of residual
contractual revenue flows (payable to General Partners, Special Limited Partners and Managing
Members of property-owning entities, as well as affiliated development entities and other interest-
holders, collectively, “Contributors”) into the AHFFC-ABS financing structure, in a manner
designed to avoid conflict with, or disturbance of, senior debt covenants, covenants with limited

partners, or related regulatory agreements. In other words, all property-generated net cash flows

144 Without requiring the contributing entities (General Partners, Special Limited Partners, Managing Members, etc.)
to pledge or assign any assets or provided security interests in such contributing entities.
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to the financing sponsor and its aftiliates, relating to the specific pool of properties from which the
contributing entities derive cash flow to contribute to a given transaction, are the collateral for the
financing — neither the properties, nor ownership interests in the entities that are the existing

contractual recipients of the cash flows'®, as collateral.

The foregoing is particularly important in connection with maintaining the sanctity of customary
LIHTC and Section 8 senior mortgage debt covenants restricting the ability of property entity-
level sponsors from taking on debt that could potentially impact their ability to fulfill its mortgage
obligations (as well, in connection with government agency and government sponsored enterprise
debt, to continue to operate and maintain the properties in a manner consistent with relevant

legislation and regulations).

Furthermore, limited partnership and limited liability company agreements (collectively, “LPAs™)
with LIHTC tax credit investors are, of necessity, very restrictive regarding total property- and
entity-level debt, due to the importance of retaining ownership (avoiding foreclosure) to eliminate
the possibility of tax credit recapture. Relatedly, tax credit investors have an interest in the
underlying financial health of LIHTC property developers and owner/operators and, accordingly,
have generally placed strict limits on the undertaking of liabilities by such entities that could result
in their insolvency and on the conveyance to third parties of ownership interests in such developers

and owners.

Yet pledges and assignments of both economic stocks and flows are typical in structured finance
transactions, and mortgage security is the norm in real property-related securitizations. So, the
requirements of LIHTC property capitalization regimes and those of bankruptcy-remote structured
financings would, in the first instance, appear to be well at odds with one another. How, then, does

the structure of an AHFFC-ABS financing square such differences?

Utilizing what I refer to as a “passive contribution” methodology, together with a second-tier

mezzanine loan “Acceptance Company” structure, addresses these issues. For reasons articulated

145 The structure employs no mortgages secured by the underlying properties, nor pledges or assignments of any
interests in any general partner, managing member, or affiliated entity.
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more fully below, the creditworthiness of the, admittedly highly-subordinated, property-generated
net cash flows are typically sufficiently high as to require only an enforceable and irrevocable
agreement by the contractual recipients thereof to contribute such cash flows into the financing
structure — when, as, and if received under the already existing contractual terms of the LPAs and
any related development agreements. The bankruptcy-remote recipients of the contributed cash

flows are wholly owned subsidiaries'*¢

of the Contributors. And, most significantly, bank accounts
of such subsidiary/recipients are restricted by a series of Deposit Account Control Agreements
(“DACASs”)'¥7 entered into among the account holders, the relevant banks, and the AHFFC-ABS

noteholder trustee.

Each series of Acceptance Company recipients of the cash flows, as maker, are then able to issue
their respective mezzanine-level notes (the “Acceptance Company Notes™) sized to the available
and optimal level of principal that can be supported by the forecast cash flow generated by, and
available from contributions relating to, each of the underlying properties, relative to the aggregate
of (1) the secured debt encumbering each of the properties, and (ii) the Acceptance Company Notes
respecting each such property. The Acceptance Company Notes are issued to an affiliated special-
purpose AHFFC-ABS Receivables Backed Note Issuer (the “Issuer”), as payee, and are fully
collateralized by the Acceptance Company Notes. In the latter respect, the AHFFC-ABS structure
resembles that of any other financial asset backed securitization, notwithstanding the novel

techniques used to deliver reliable flows to the Acceptance Company.

Cash flows to the Acceptance Company, in excess of amounts necessary to make required quarterly
payments on the Acceptance Company Notes (or restore required interest reserves), are returned
to the Contributors via a highly subordinated junior Acceptance Company note. Interest reserves
in AHFFC-ABS transactions tend to be more robust than those in conventional asset backed
securitizations, given that the collateral for the Receivables Backed Notes is limited to the receipt

of contractual flows being contributed and acceleration of liquidity is unlikely.

146 Often a single State of Delaware “Series Limited Liability Company,” with one series as de-jure subsidiary of
each of the respective contributors within a given pool of assets.

147 Along with all downstream aggregator bank accounts, and the bank accounts of the Acceptance Company and
note Issuer (as defined in the following paragraph).
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The AHFFC-ABS structure is designed to “capture” all distributions of underlying affordable
housing property-related flows to the Contributors through the entire life of a portfolio, but without
any security interests granted by the Contributors themselves. As a general matter the volume of
cash flows forecast to be generated from a given affordable housing portfolio tend to range from
3x to 5x the principal amount of the Receivables Backed Notes being issued, with the sizing
typically higher for more mature portfolios and lower for younger ones. Accordingly, given the
long-expected holding periods of LIHTC properties (usually up to 15 years) the legal final

148

maturities *° of the Receivables Backed Notes range from 20 to 22 years or more in order to capture

all such potential distributions and provide for any delays in liquidation of properties.

Amortization of Receivables Backed Note principal follows the receipt of flows from the
Contributors. Transaction “waterfalls” provide that after quarterly interest is paid on the
Receivables Backed Notes, certain administrative expenses are paid, and interest reserves are
topped up to required levels, a percentage of the Contributor cash flows that remain are paid on
the Acceptance Company Notes and the Receivables Backed Notes in reduction of principal
outstanding thereon. The required percentages may vary from one quarterly payment date to
another in accordance with a predetermined schedule, generally increasing along the life of the
financing'*, until the Receivables Backed Notes are fully repaid. Cash flows remaining after
principal amortization thus calculated and due, is then returned to the Contributors via the junior

Acceptance Company note mechanism referenced above.

As a result of the forgoing, AHFFC-ABS Receivables Backed Notes are forecast to have a range
of expected maturities and weighted average lives that vary somewhat from transaction to
transaction (generally consistent with the age of the underlying portfolios, but also to satisfy the
preferences of issuers). As the Receivables Backed Notes are almost always issued as fixed rate
obligations, priced relative to U.S. Treasury securities, there may be pricing objectives involved in

f150

determining the desired weighted average life thereof >". Accordingly, weighted average lives of

148 The date on which all principal must be fully repaid with interest. Interest, on the other hand, must be paid timely,
generally on a quarterly basis.

149 These percentages tend to be highly bespoke in that the payment speeds can be varied to suit the preferences of
individual issuers and the maturity appetite of the buyside from time to time.

150 In a Treasury market with a steep yield curve, issuers may prefer a shorter WAL. The converse being true in a flat
curve environment.
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AHFFC-ABS notes tend to range from 8 to 10 years, with expected maturities generally ranging
from 10 to 13 years from date of issuance. Transactions typically include a function to increase to
100% the percentage of excess cash flow that is paid as amortization of principal in the event that
(1) principal amortization speeds materially lag initial forecasts, (ii) market asset values deteriorate
substantially, (iii) portfolio average economic vacancies rise beyond agreed levels, and/or (iv) the
pace of property sales (post-compliance period liquidations) deteriorates substantially, until such
time as principal outstanding returns to predetermined minimum expected levels. No Receivables
Backed Note default occurs, however, for failure to amortize principal in any amount, through any
date until the final legal maturity of the Receivables Backed Notes, due to contributed proceeds

not being available.

As described further, below, because the creditworthiness of the Receivables Backed Notes is
entirely derived from the quality and capitalization of the underlying affordable housing property
assets, AHFFC-ABSs are non-recourse to the sponsor of the Issuer, with the intent of preserving
the desired separation of the contributed cash flow from the potential bankruptcy estate of the
Contributors. Nevertheless, it is customary for ultimate sponsors of AHFFC-ABS transactions to
enter into undertakings to comply with all transaction requirements and documentation'>!.
Relatedly, sponsor affiliates serve as managers of the AHFFC-ABSs,'*? but are subject to removal
and replacement by the noteholders/trustee with a pre-appointed standby manager!> in the event
of bankruptcy, malfeasance or certain material breaches. Provisions are made in the AHFFC-ABS
underwriting for the payment of market rate management fees'>*, senior to payments on the
Receivables Backed Notes, to ensure the viability of such removal and replacement in the unlikely

case that it should it become necessary.

1531 Among other requirements, including what might normally be considered a component of a so-called, ”bad boy
guarantee” often seen in structured finance transactions.

152 Managing both the operations of the Contributors and managing the collateral pool, transaction reporting,
compliance, etc.

133 Which standby manager receives regular periodic reports and other salient information related to the Contributors
and underlying properties, enabling it to replace the sponsor-related entities in the manner described at any time and
in an orderly manner.

154 Negotiated with the standby manager.

43



Creditworthiness and Credit Rating

As noted above, the creditworthiness of AHFFC-ABS securities derives, in the first instance, from
the unique economics and financing of LIHTC-eligible multifamily housing properties. To
summarize:

Below market and/or government subsidized rents;

Relatively low levels of debt and mandatory debt service;

High and stable levels of occupancy;

Liberal use of deeply subordinated (soft) debt financing supplied by public agencies and
mission-driven NGOs;

Low risk profile of tax credit equity investors and high levels of management oversight;
and

B Macro factors surrounding the shortage of affordable housing in the United States.

While the diversity of risk inherent in any pooled asset backed security is, of course, a classical
element in the credit enhancement of any such securitization, because the assets in these
transactions are controlled by a common sponsor the AHFFC-ABS offers an element of back-end
cross-collateralization that is not a typical feature in conventional collateralized loan obligations

consisting of pooled loans from multiple borrowers.

On the other hand, while AHFFC-ABSs are collateralized by the Acceptance Company Notes, the
cash flow to service those notes is neither pledged nor assigned by the Contributors to the
Acceptance Company. While the Acceptance Company Notes can be foreclosed upon in a default,
the control of those notes, or the Acceptance Company themselves — or even control of the
Contributors — confers no creditor rights that materially improve upon the creditors’ positions in
the securitizations'>. Fundamentally, the terms of the agreements governing the property-owning
entities place the economic interests of the other stakeholders in those entities far above those of
the Contributors. The Contributors and investors in the Receivables Backed Notes rely on the cash

156

flow, actually received in the normal course of the operation and disposition °° of the underlying

properties, roughly approximating the underwritten forecasts of same.

155 The same is true of control of the Issuer, notwithstanding that a pledge of ownership of the Issuer is a typical
feature of these financings.
156 Tn accordance with statutory holding periods for the underlying properties.
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The credit lens through which one must view the security of AHFFC-ABS notes presents,
therefore, a bit of a mixed picture. And, perhaps more so than any other future flow-type
securitization, is truly rooted in the unique aspects of tax credit-supported and/or rent subsidized

affordable housing assets. The question arises, then, how does this novel security achieve high

investment grade (NAIC 1) levels of credit ratings'*’?

The simple answer is the combination of the following factors:

(1) The extremely low propensity of most LIHTC-owning property entities to default on
their senior debt obligations;

(i1) Higher than conventional recovery rates to mezzanine obligations on default due to the
fungibility of undistributed tax credits, especially during the first several years after a
property is placed in service;

(ii1))  Statistically meaningful levels of debtor and underlying property diversity, enhanced
by the highest levels of forecast cash flow overcollateralization for any comparable
securitized asset class;

(iv)  Cross collateralization of a very significant amount of Acceptance Company equity
residual among the makers of the Acceptance Company Notes'*%;

(v) The ability of the Receivables Backed Notes to absorb very high levels of valuation
stress on the underlying LIHTC properties, relative to market valuations; and

(vi)  The provision for standby asset management and deal management in the event that the
sponsor fails to perform or becomes insolvent.

Credit Ratings of AHFFC-ABS financing transactions have, to date, all been provided by the
Nationally Recognized Statistical Rating Organization (“NRSRO”’), Moody’s Investor Services,
Inc. (“Moodys”). Moody’s is alone among the major NRSROs recognized by the U.S. Securities
and Exchange Commission with dedicated criteria and methodology for the credit underwriting
and rating of the particular asset class of Structured Finance Collateralized Debt Obligations
including Commercial Real Estate CLOs, of which AHFFC-ABSs are a further subset. At this
writing, the Moody’s rating methodology governing their analysis and rating of AHFFC-ABSs is
published in the firm’s July 24, 2025 report, “Structured Finance CDOs”'*° (“SF CDOs”). The

firm classifies the transaction type as a Commercial Real Estate Collateralized Loan Obligation

157 AHFFC-ABS financings executed to date have obtained Moody’s Investor Services Inc. credit ratings of as high
as “Al,” with and average rating of “A2.” A few transactions have been deliberately issued in the “Baa” range to
stretch transaction proceeds, generally in connection with the financing of a portfolio acquisition.

158 Via the junior Acceptance Company note channel, discussed earlier.

159 Moody’s Ratings, Moody’s Ratings Document No. 445677 (Moody’s RMC) (on file with author),
https://ratings.moodys.com/rmc-documents/445677. (see, among other things, Appendix 9 thereof).
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(CRE-CLO) inasmuch as they are backed by direct loan interests in entities deriving flows from

rental real estate.

AHFFC-ABS are viewed by Moody’s as a static cash flow commercial real estate backed financing
CRE CLO, backed by senior mezzanine interests in, and related collateral backed by cash flow
emanating from, portfolios of eligible LIHTC and Section 8 project-based multifamily properties.
Moody’s employs several parameters as key indicators of the expected loss within CRE CLO
transactions, including weighted average rating factor (“WARF”), a primary measure of credit
quality with credit assessments completed for all of the collateral, weighted average life (“WAL”),
weighted average recovery rate (“WARR”), number of asset obligors; and pair-wise asset
correlation. Moody’s utilizes a proprietary Monte Carlo simulation model called CDOROM™
(“CDOROM”) to derive default or loss distributions for asset portfolios when rating CRE-CLO

and other structured finance CDO transactions.

Within the CDOROM Monte Carlo simulation framework, defaults are generated so that they
occur with the frequency indicated by the adjusted default probability for each credit in the
reference pool (i.e., in the case of AHFFC-ABSs, the default probability associated with a “shadow
rating” applied to each of the Acceptance Company Notes as determined by Moody’s). Recovery
rates for defaulted credits are generated by applying within the simulation the distributional
assumptions — including the correlation between recovery values — described in the “Recovery
rate” section of the methodology referenced above. Together, the simulated defaults and recoveries

across each of the Monte Carlo scenarios define the loss distribution for the reference pool.

In layman’s terms, Moody’s employs a two-phase analytical process to rate the Receivables
Backed Notes issued in AHFFC-ABS financings. First determining the likelihood of default of
obligations senior to the Acceptance Company Note related to each property-owning entity (which
implicitly guides the sizing of each such the Acceptance Company Note itself, by the arranger of
the AHFFC-ABS), to arrive at a shadow rating for same. Second, taking all the risk-adjusted flows
into the CDOROM Monte Carlo simulator and applying various economic and operational stress.
It should be noted, however, that Moody’s maintains guidelines on maximum rates of income

growth and minimum rates of expense growth that can be projected for a property’s future
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operations, as well as tight parameters on disposition sales proceeds as a multiple of Moody’s-

adjusted EBITDA from each property.

Ultimately, the Moody’s analytics yield an overall structured finance credit rating for any given
amount of Receivables Backed Notes backed by a specific pool of Acceptance Company Notes.
To date, the market for Receivables Backed AHFFC-ABS Notes has been almost entirely

comprised of buyers of investment grade notes in private placements.

The typical AHFFC-ABS issuance, of the nearly $3.5 billion in issuance that my firm has been
responsible for to date'®, has obtained Moody’s credit ratings that range from “A1” to “A2.”
Weighted average lives of most notes issued have been within a few months, plus or minus, of 10
years and, accordingly, have priced at an interest rate reflecting a margin (“Spreads”) over the 10-
year U.S. Treasury Note. In 2025, market-clearing Spreads have ranged from 260 basis points
(2.60%) to 280 basis points (2.80%) for notes in the foregoing ratings range. Fewer than a handful
of transactions have sought ratings at lower levels (“Baa2,” “Baal” and “A3”) in order to maximize
gross proceeds from such offerings — although these have chiefly been in connection with portfolio
acquisitions in which the incremental proceeds were directly reducing the amount of equity
investment required by the acquiror. Such lower-rated issuance generally prices at a Spread that is
~100 basis points higher than the Spread that the market demands comparable “A2” rated

securities ¢!,

The cost of funds is an important issue, as well as a segue into the next part of this paper. For it is
the ability of sponsors to access low-cost funding using the AHFFC-ABS structure that makes this
particular financial tool so compelling from a policy perspective. As discussed in Parts I and I,
there are considerable gaps in funding capacity that — in addition to restrictive zoning issues —
makes the development of affordable housing properties very difficult, especially in areas with

high land costs (typically, the coastal areas of the U.S.). Developers are increasingly pushed to

160 While Westwood Capital, LLC originated the AHFFC-ABS structure, and has arranged 70% or more of the
related notes outstanding, other investment banking firms have acted as arrangers of similarly structured securities
comprising the balance of total issuance to date.

161 A1l market metrics presented in this paper are only relevant to historical experience and cannot be viewed as
benchmarks in connection with future issuance, given the potential for changes in market conditions.
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close these funding gaps with non-tax-credit-derived funding, including privately sourced equity
(in addition to historically typical NGO-sourced funding). But such funds are either in limited
supply (NGO type) or are very expensive (private equity or internal corporate resource), leaving
many potential opportunities to develop affordable housing in job-rich geographies to die on the

drawing board, as it were.

As Part IV of this paper explains, the AHFFC-ABS structure has proven able to unlock the
considerable value that is inherent in diversified LIHTC and Section 8 housing portfolios — because
of the credit attributes discussed above — to generate liquidity to plug the aforementioned funding
gaps and deliver materially more units of affordable housing as a result. Part IV explains, then, the
connection between (a) the tax credits (and rental support) made available by Congress to the U.S.
affordable housing industry, and (b) the quantum of additional liquidity that flows into the sector
via the AHFFC-ABS channel to act as a force multiplier of that fiscal policy.
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Part IV: Leveraging the Impact of Fiscal Outlays

Observing that the AHFFC-ABS vehicle has delivered attractively priced funding to the affordable
housing industry, without disturbing the interests or subordinating the priorities of the existing,
non-sponsor stakeholders in LIHTC or Section 8 properties, is one thing. Dimensioning the degree
of additional production, enhanced economic benefits and resulting fiscal multipliers that this
financing tool delivers to the policy goals inherent in IRC Section 42 Low Income Housing Tax
Credits is something else entirely. This final part of the paper addresses this issue via the use of
recent, diverse, anonymized datasets drawn from AHFFC-ABS transactions '¢? totaling $1.3 billion
in aggregate note issuance and involving 685 LIHTC-eligible multifamily properties with over

50,000 apartment units (the “Sample Portfolio”).

The argument advanced in this section, supported by the following data as well as the information
presented in Parts I — III hereof, is that the availability of LIHTC credits (and, to a lesser extent,
Section 8 rental subsidies made available to ultra-low income tenants) yields valuable additional,
synthetic creditworthiness to portfolios of affordable housing assets — sufficient to attract material
amounts of incremental private sector capital to the asset class. Given that this additional funding
is made available to developers and owners relatively early in the lifecycle of their affordable

housing assets, '®*

the near-term impact of the overall original LIHTC fiscal subsidy is thereby
magnified, as are the economic benefits associated with the original credits. This is especially true
in light of (i) the fact that the AHFFC-ABS advances are available (on average) well before the
bulk of the government’s fiscal expense has been incurred!®* and (ii) that AHFFC-ABS proceeds

can be contributed to new projects as developer equity carrying a low-cost to the developer (today,

162 Westwood Capital LLC acted as financial advisor and placement agent in connection with all such transactions
and the datasets are used with permission of the advisor and agent. All of the transactions were undertaken in 2024
and 2025 and represent the most recent generation of the AHFFC-ABS financings, incorporating improvements
developed over the course of Westwood’s experience in arranging same.

163 The weighted average adjusted age of the 685 properties comprising the analytical set presented in this Part IV, is
3.73 years (although the set includes a number of properties that have been subject to rehabilitation and the issuance
of additional tax credits, as well as those that been owned for periods in excess of their initial “compliance periods,”
as discussed further herein). The average age of properties in the “youngest” portfolio in the dataset (<50
properties) is under 1 year, and the oldest (300+ properties) at just over 5 years.

164 Recall, as discussed in Part I1, that Low Income Housing Tax Credits are made available over 10 years. Using the
year 3.73 average set forth in the preceding footnote, 60%+ of the U.S. Treasury’s fiscal cost of credit issuance
related to the average project has yet to be incurred.
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about 275 bps over the 10 year U.S. Treasury Note, fixed) to (a) maximize competitiveness for 9%
credit allocations and/or (b) to optimize the capital stacks of projects for which 4% credits are

available.

In this connection, it is important to reiterate that the creditworthiness giving rise to AHFFC-ABS
financing is entirely derived from the performance of the existing affordable housing assets
themselves. The borrowing base is unrelated to the corporate credit of the sponsor but also does
not further encumber (via lien or any form of pledge or assignment) the underlying property assets.

Ultimately, the AHFFC-ABS financing capacity is an expression of a given portfolio’s'®

ability
to (a) generate extremely stable cash flows in excess of payments due on senior indebtedness; and
(b) realize on the economic values of the underlying assets (through sale or refinancing) in a
manner sufficient to repay both senior secured, property-level indebtedness, as well as the

Acceptance Company Notes that secure the CLO issuance.

Moreover, the application of AHFFC-ABS proceeds from a developer/owner’s existing portfolio
to the development or purchase of additional affordable housing assets, enters the capital stack of
such additional properties without encumbering them with additional debt. It is available for use
as infusion as sponsor equity — both (a) closing gaps in projects that would not be constructed in
the absence of such infusions and (b) as discussed elsewhere herein, making it far more likely that
sponsor proposals for development of new units will obtain awards of competitive low income

housing tax credits.

With respect to the impact of AHFFC-ABS financings on macroeconomic benefits and fiscal
multipliers, the analysis below isolates the IRC Section 42 (LIHTC) tax credits and ignores fiscal
outlays related to Section 8 subsidies inasmuch as the source of rental payments are not relevant
to the economic efficiency of the tax credits, which are the primary subject of this paper.
Furthermore, I have elected in this Part IV to take the conservative approach of not incorporating
induced benefits to the economy derived from improved tenant household spending, tenant

household health outcomes, and local positive property value spillovers. I do, however, consider

165 Tn addition to general factors relating to the history and reputation of the sponsor, diversity of property locations,
etc.
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the possibility of intertemporal crowding out of construction of market rate housing as a potential
reduction in the net economic benefits of the development of LIHTC-eligible projects — although

I reject extreme assumptions regarding such displacement for the reasons below given.
What, then, are the relationships between the fiscal expenditures (the tax credits) and the gross
proceeds of a AHFFC-ABS financing? And what are the incremental macroeconomic benefits and

fiscal multipliers associated therewith?

Characteristics of the AHFFC-ABS Borrowing Capacity

The below analysis contemplates three metrics:

B [ssuance capacity as a percentage of the original Low Income Housing Tax Credits
originally issued in connection with the subject property portfolio(s)'®;
B The ratio of total forecast contributed cash flow to the issuance capacity (“Collateral
Ratio”); and
B The average number of years to full disposition of the portfolio, divided by the Collateral
Ratio.
Issuance capacity as a percentage of original tax credits is the “bang-for-the-buck” metric most
directly tied to the government’s fiscal expenditure. But the other two comparative data points
are also highly instructive in that they join together to illustrate, respectively, (i) the efficiency of
the AHFFC-ABS program in capturing the value delivered to the CLO by the properties; and (ii)
the consistency of such efficiency — from portfolio to portfolio — when adjusted for temporal
factors. In the absence of conventional mortgage collateral, the Collateral Ratio and its time-
adjusted companion data point provides a reasonably accessible comparative to traditional “loan-

to-value” calculus. Collectively, as illustrated in Table 1, below, summarizing the Sample

Portfolio, the data demonstrates that the AHFFC-ABS results in near-term funding equivalent to

Portfolio Average Years
Aggregate Original Notes Issued Total Forecast Cash  Ratio of Total to
Low Income Receivables Number of as aPercent Flowfrom Closing Cash Flow to Estimated Disposition/
Note Housing Tax Backed Notes  Numberof Residential of Original to Full Disposition Notes Issued  Average Years to Collateral
Offering Credits ($s) Issued ($s) Properties Units Credits of Assets ($s) (Collateral Ratio) Full Disposition Ratio
A 301,517,874 95,000,000 34 3,534 31.51% 405,494,516 4.3 1 14.14 3.31
B 774,980,710 155,000,000 44 4,645 20.00% 459,744,968 3.0 :1 10.80 3.64
C 2,167,367,909 145,000,000 322 14,363 6.69% 430,119,661 3.0 :1 9.12 3.07
D 2,338,199,893 375,000,000 203 15,393 16.04% 1,563,888,360 42 1 12.20 2.93
E 1,093,501,578 540,000,000 82 13,165 49.38% 2,019,225,326 3.7 :1 10.84 2.90
Totals  1,310,000,000 685 51,100 4,878,472,831
Weighted Averages 30.34% 3.7 1 11.27 3.04

166 Utilized in the following section in connection with addressing the fiscal multiplier associated with LIHTC

issuance.
Table 1
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an average of just over 30% of original tax credit issuance (subject to one additional factor
discussed below) and a temporally-adjusted ~3:1 Collateral Ratio (far right column)'¢’

Given the range of results in the original tax credits to issued notes column, above, additional
analysis is required to understand the results, incorporating the following factors, and illustrated
by Table 2:

(1) Older portfolios require a lower ratio of aggregate forecast net cash flow to the proceeds
of AHFFC-ABS note issuance (“Net Cash Flow Coverage”), inasmuch as the periods
to recognition of disposition proceeds are shorter.

(11) As the bulk of the tax credits have been distributed in an older portfolio and are
therefore not available for recovery in a default scenario, as described in Part III, notes
issued as a percentage of the original credits will be lower, even as the ratio in (i),
above, improves 6%,

(ii1))  Portfolios with high relative levels of non-subsidized (taxable) senior secured debt
(generally from a FannieMae or FreddieMac originator, or from conventional taxable
“balance sheet!®” mortgage lenders) will require a higher level of forecast Net Cash
Flow Coverage.

(iv)  Portfolios with high relative levels of 4% tax credit properties and tax-exempt senior
debt will generally see a higher ratio of notes issued in relation to original tax credits

issued (see note offering E).
These relationships can also be observed in Table 2, below, drawn from the Sample Portfolio data.
In the first instance, although the vintage of the properties in the various portfolios can have a
substantial impact on Average First Mortgage Debt Service Constants (given the increase in
mortgage rates over recent years) the blended constants below — together with related “hard” debt
service coverage ratios — are generally a proxy for higher levels of tax exempt debt in a portfolio.
The lower the average constant and higher the coverage ratio, the generally greater the prevalence
of tax-exempt debt. The higher constituent portfolio’s internal leverage, the lower the proportion
of issued notes to the total of senior debt and issued notes, and the lower the issued note proceeds

as a percentage of original credits.

167 Note that with respect to Note Offering “D” the Collateral Ratio is skewed higher due to the contribution of
property debt interests, held by the sponsoring entities, respecting about 15% of the properties in the pool.

168 Factors (i) and (ii) are particularly evident in Note Offering “C” in Table 2.

169 Lenders originating mortgage loans to hold on balance sheet, as opposed to selling down to a government
sponsored enterprise.
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Debt Service
Average First Coverage on Senior Debtas Issued Notes
Mortgage Debt Senior Debt % of Total  as % of Total of
Note Service Contsant  with Required Senior Debt Total Senior Debt  Senior Debt+  Senior and Cash flowfrom  Cash Flow from % %
Offering (ati Payments Total Senior Debt Service Issued Notes  +Issued Notes  Issued Notes Mezz (o) i Di iti Operations Di
A 6.17% 1.28 :1 423,010,569 26,118,696 95,000,000 518,010,569 81.66% 18.34% 114,281,944 291,212,571 28.18% 71.82%
B 6.06% 1.85 :1 281,279,930 17,055,730 155,000,000 436,279,930 64.47% 35.53% 134,970,163 324,774,805 29.36% 70.64%
Cc 6.54% 121 1 1,574,065,771 102,930,338 145,000,000 1,719,065,771 91.57% 8.43% 160,600,289 269,519,372 37.34% 62.66%
D 5.32% 178 :1 1,199,647,035 63,762,112 375,000,000 1,574,647,035 76.19% 23.81% 447,459,328 1,116,429,032 28.61% 71.39%
E 5.56% 174 1 1,433,007,976 79,609,422 540,000,000 1,973,007,976 72.63% 27.37% 485,264,811 1,533,960,515 24.03% 75.97%
Totals 4,911,011,281 289,476,298 1,310,000,000 6,221,011,281 1,342,576,535 3,535,896,296
Weighted
Averages 5.89% 1.55 78.94% 21.06% 27.52% 72.48%

Table 2

Therefore, as the portfolios of many owner-operators may consist of properties exhibiting a blend
of all of the foregoing factors, observing the broader aggregates and weighted averages in Tables
1 and 2 provides a better understanding of the overall outcomes of AHFFC-ABS issuance, which

can be summarized with respect to the Sample Portfolio, as follows (with rounding):

o Average Tax Credits as a Percentage of Qualified Costs 49.9%!170
o Issued Notes as Percentage of Original Tax Credits 30.3%

o Total Contributed Cash Flow to Notes Issued 3.7x

o Temporally Adjusted Contributed Cash Flow to Notes Issued 3.0x

o Issued Notes as a Percentage of Total Debt 21.6%

These are reasonable rules of thumb on which to base the final conclusions of this paper — the

impact on the macroeconomic benefits and fiscal multipliers associated with LIHTC issuance.

Considerations in Assessing the Estimated Economic Impacts of AHFFC-ABS Financings

To gauge the economic impact of AHFFC-ABS Financings, we need to start with a baseline
assessment of the macroeconomic benefits associated with the development of LIHTC eligible
multifamily housing. As addressed in the introduction to this paper, various studies have been
undertaken to address the subject. They differ considerably from one another as a result of key
assumptions regarding the inputs into the economic impact of LIHTC properties including how

they factor in construction expenditures (direct spending, as opposed to direct and indirect

170 In other words, the blend of 9% tax credit projects (yielding credits for 90% of qualified costs over ten years) and
4% tax credit projects (yielding credits for 40% of qualified costs over ten years). Recall that 9% tax credits are
competitively allocated based on aggregates fixed by legislation, while 4% tax credits are available pretty much up
to a level enabled by state-level caps on tax-exempt debt issuance. It is important to thoroughly understand this
datapoint. It is saying that 4% credit projects are about 80% of the projects in the Sample Portfolio, which is a bit
higher on average than industry estimates of 60—70% of associated with 4% “bond” deals, and 30—40% with 9%
“competitive” deals. But as there is no firm datapoint on this issue, we are using the unweighted data from the
Sample Portfolio. The fact that 4% credit projects predominate (regardless of the data used) is exceptionally
important when understanding that ability of AHFFC-ABS proceeds to have maximum impact in the post-OBBA,
post-THUD Act environment.
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spending, induced); whether they assess federal level economic benefits as opposed to economic
benefits at state and local levels; whether they factor in additional economic activity at the margin,
induced by ongoing property operating expenditures; the degree to which — if they do so at all —
they factor in incremental tenant household spending induced by lower household rent
expenditures; whether they include surrounding property value (positive) spillover effects; and
whether they attempt to assess the value of improved social outcomes such as tenant household

physical and mental health.

Furthermore, no comprehensive national-level study currently exists that analyzes both 4% and
9% federal LIHTC credits combined, across both construction and full operational lifecycles, with
national economic multipliers tied to federal fiscal outlays. Available evidence consists of: (1)
local/regional economic impact studies with national methodology!”!, (2) state-level analyses of
subset credits!’?, (3) cumulative historical program totals without economic multipliers, and (4)
federal cost estimates without benefit analysis. In the absence of a conclusive study that fully
contrasts the macroeconomic benefits of both construction and operation of LIHTC properties, the
analysis presented here represents a rough synthesis of these fragmented sources (without
attempting to reconcile their methodologies'”®), with primary reliance on the NAHB report cited
in footnote 171. I do not consider state level tax credits in this analysis and rely on certain
assumptions and directional estimates to deliberately induce a more conservative bias to the

results.

Finally, and somewhat controversially, there is one recent outlying study!’ that attempts to cancel

out the benefits of LIHTC fiscal expenditures by claiming rather broadly that 80%!7> of housing

171 Nat’l Ass’n of Home Builders, The Local Economic Impact of Typical Housing Tax Credit Developments (Ernst
& Young 2010).

172 ¢.g. University of Georgia, Family and Consumer Sciences. "Revisiting the Economic Impact of Low-Income
Housing Tax Credits in Georgia." December 2022. Available at: https://www.fcs.uga.edu/docs/LIHTC-Economic-
Impact-022223-Digital.pdf

173 A legitimate undertaking for a separate paper.

174 Soltas, Evan. "Tax Incentives and the Supply of Low-Income Housing." Yale University Job Market Paper, 2024.
Structural econometric analysis of LIHTC displacement effects using IRS administrative data

175 This factor is known as the “Displacement Rate,” derived from an economic argument that the development of
affordable housing “crowds out” the development of market rate housing. While some element of crowding out can
be expected, as discussed herein this author finds the use of high displacement factors in connection with affordable
housing to unsupportable, for reasons I set forth later in this section.
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built under Section 42 would eventually be constructed as market rate housing and that the
alternative to the positive social outcomes of the LIHTC program can be achieved via a widely
expended tenant rent subsidy program. I comment on the defects in that analysis at the end of this

section.

The AHFFC-ABS financing structure, as described previously, is principally collateralized by cash
flow received by the sponsoring general partners, managing members (and affiliates) of low-
income housing property-owning entities. While it operates, from a credit perspective, via
substantial overcollateralization of the Acceptance Company indebtedness thus created and
accordingly leaves a substantial equity residual to be recovered by the sponsors, the interest and
principal payments related to these financings of course reduce the future cash flow returned to the
sponsors. In exchange, the sponsors receive an acceleration of capital that becomes available for
current equity investment in other business activities. Moreover, this accelerated capital
availability comes at a cost of funds that — especially when applied to additional investment in
affordable housing projects is both highly accretive to the sponsor and yields, therefore, a material
boost to the macroeconomic benefits obtained due to the federal government’s furnishing of the
original tax credits to the portfolio of properties involved in the AHFFC-ABS financing. Finally,
while each AHFFC-ABS financing executed to date has been anchored to a static portfolio of
assets, the production of additional assets that make use of the AHFFC-ABS proceeds as
incremental equity contributions to their capital stacks!”® (which additional assets’ cash flows do
not need to be contributed to the original AHFFC-ABS financing) makes possible the issuance of
additional AHFFC-ABS notes from an enlarged portfolio!”’. Therefore, the original AHFFC-ABS
financings spawn the creation of even more liquidity for investment, as the process of development
and additional AHFFC-ABS financing continues over time'’®. This is illustrated in Column D and

Column E in the Appendix.

176 T assume that the subject new assets are all those that would not financially pencil out, at the margin, but for the
additional equity capital from AHFFC-ABS proceeds invested in them.

177 A common outcome with which my firm has substantial experience.

178 T use a three year interval to incorporate new assets in a chain of offerings by a sponsor utilizing AHFFC-ABS
financings.
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While it is true that the sponsors would receive more money on a nominal basis were they to simply
“wait” for affordable housing property portfolios to generate cash flow over the lengthy statutory
holding periods thereof (generally 15 years from the point at which they are placed in service to
the point of disposition), the benefits of immediate capitalization of the a highly creditworthy
senior portion of the expected cash flow is of a magnitude and at a cost that induces a higher
propensity towards reinvestment, than would funds received slowly, in smaller amounts, over
time!”®. This is especially true when — as is the case with affordable housing development in higher
land and construction cost regions of the country, or where tax credit allocations are highly
competitive — there are copious potential projects that cannot be built without capital contributions
from developer/sponsors'®’. This core concept is critical to understanding the positive
macroeconomic impacts of AHFFC-ABS financing, especially in areas with high land and

construction costs '8!,

Before we get to the macroeconomic modeling, I believe it important to discuss the displacement
issue factored into step (viii) above. The small amount of literature on the subject of displacement
of market rate housing by LIHTC induced construction, and the huge differential in conclusions
reached in the paucity of studies of the subject, make it nearly impossible to reconcile the
conclusions reached. But to a large extent I am highly skeptical of the general notion that all
developable sites (let’s call those locations where lower income labor demand is sufficiently
robust, as jobs generate housing demand) would ultimately be put to residential uses. There are

three reasons for my view in this regard:

179 1 concede that there is no empirical data available to support this contention, but from the standpoint of capital
availability at a substantially lower cost than the returns a business can achieve by investment of such capital in its
core business — in an environment in which capital availability is a principal determinant of the ability to engage in
accretive investment — this claim ascends to a level of being axiomatic.

130 In other words, the total of senior secured debt, subordinate debt (soft or hard), grants and tax credit equity
available to many projects is insufficient to capitalize such projects without a meaningful additional capital
contribution from the developer/sponsor. Furthermore, many states’ Qualified Allocation Plan for Low Income
Housing Tax Credits (QAPs) have come to actually require developer capital commitments, e.g. “QAPs can also
dictate the developer’s contribution to the capital stack. ... In addition, some QAPs cite preference for applications
where the developer commits some of their own equity to the project. States award points if owner equity exceeds
10 percent of total development costs, or if the developer commits a percentage of allowable developer fees to
project development.” https://ternercenter.berkeley.edu/wp-content/uploads/2021/04/LIHTC-Complexity-Final.pdf
181 Most prominently the most densely populated coastal areas of the country including the 16 states in the
Northeast, Mid-Atlantic, Florida and the Pacific Coast, which account for approximately 43.4% of LIHTC units.
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(1) The enormous shortage of housing in the U.S., especially in its most densely populated
areas, despite one of the longest periods of consistent economic growth since the Great
Recession (interrupted so very briefly by the COVID-19 pandemic) amidst a period of
historically low costs of debt capital, belies the notion that housing demand is the
proximate driver of housing development at the margin;

(11) What does drive development at the margin is the availability of equity capital in
sufficient size to enable the securing of mortgage capital '*2. Equity investors in LIHTC
properties are, of course, not depending on overall profitability to justify the investment
of tax credit equity in a particular property on a particular piece of land, they are buying
tax credits and focus only on a property’s ability to carry its debt service!33. The notion
that all residentially zoned property that is fit for LIHTC development will eventually
be developed with market rate housing does not reflect the enormous level of risk
entailed in market-rate development that is fully exposed to the vicissitudes of
economic cycles;

(ii1)) A substantial proportion of 9% LIHTC projects are urban “in-fill” developments with
unit counts as low as 40 or 50 apartments, a scale below the level of practical economic
viability for market rate multifamily housing;

(iv)  Finally, while the inflation-adjusted cost of construction has not varied much in the
multifamily housing industry, the cost of land has skyrocketed by comparison. It is land
cost, not building cost that has driven the housing affordability dilemma in the U.S.
And land prices have been driven by a combination of outright speculation'* as well
as decades of falling cost of all forms of capital from their peak in the early 1980s'®’.
And with land constituting a much higher percentage to total project cost today, the risk
of market-rate property value collapse in a recession is magnified.

Thus, studies that claim high levels of displacement of market-rate housing by the LIHTC program
should be taken with a substantial grain of salt'%¢. Such studies amount to comparisons of apples
with oranges, however elegant the math employed. It is also useful to note that inasmuch as modern
LIHTC properties are built to market-rate standards and that after reaching their compliance dates
and the later expiration of their local Land Use Restriction Agreements, may conceivably become

market-rate properties, the oft-cited argument that over the long term all urban land is ultimately

182 To paraphrase Milton Friedman on a different subject, real estate development is always and everywhere a capital
phenomenon. Or as the great New York City developer Samuel LeFrak once said in my presence over 40 years ago
when asked about doing market surveys to make development decisions: “survey, shmurvey, if I get a mortgage, I
build.”

183 Which itself is far lower than that of market rate properties, owing to the larger amount of equity fostered by the
existence of the tax credits, as well as capital stacks that include “soft” debt, low cost tax-exempt debt, etc.

184 Speculation that is exacerbated by wealth concentration.

135 Even today’s post-pandemic moderately higher US treasury rates remain below their then-historically low levels
on the eve of the Great Recession.

186 See footnote 7.
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developed to its highest and best use is not distorted by the existence of LIHTC assets, the IRC

Section 42 tax credits serve not only to accelerate development temporally, but to make it viable.

For the purpose of this paper, however, I accept the “displacement” argument to a point. And that
point is both quite far out in time and modest in dimension. Baum-Snow and Marian’s 2009 study
of LIHTC development'®” suggests that crowding out is virtually unseen in stable areas in which
LIHTC properties are developed on infill sites (sites surrounded by already existing market-rate
and commercial properties). Whereas there is a substantial and logically understandable level of
displacement of market-rate development in areas undergoing gentrification, as affordable housing
drags down average incomes in the area and slows the rise of local rents which, in turn, slows the
pace of construction of market-rate multifamily housing. What looks like displacement, then, is
really a reflection of other forces at work in gentrifying neighborhoods. The extreme differences

are illustrated by the below Table 3, drawn from Baum-Snow and Marian:

Neighborhood Type New Rental Units per LIHTC Unit Crowd-Out Rate

All Areas +0.80 ~20%
Stable Areas +0.99 Minimal
Gentrifying Areas +0.37 ~63%
Table 3

Inasmuch as the following analysis keys off of the 2010 NAHB report, and that report is limited
to gross economic impacts on local economies from the development of LIHTC properties, I
accommodate the notion of moderate market-rate housing displacement with a 25% reduction in

the number of housing units that are produced with net AHFFC-ABS proceeds'®.

Modeling Assumptions

For context, I offer the following as a preface to understanding the assumptions on which my

economic impact assessment is based. I am positing that:

137 Baum-Snow, Nathaniel & Marion, Justin, 2009. "The effects of low income housing tax credit developments on
neighborhoods," Journal of Public Economics, Elsevier, vol. 93(5-6), pages 654-666, June.

188 Noting again that I am not entirely comfortable that this factor is a non-zero variable, I am including it for the
sake of argument as the literature is generally supportive of the concept of displacement.
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(1) The availability of new funding from AHFFC-ABS financings collateralized and serviced
by economic benefits accruing over the long-haul to developer/owners from already
existing assets will enable the development of new affordable housing projects that would
not be developed in the absence of the injection of additional funds that do not encumber
(and are not serviced by) the new assets that are thus being developed;

(2) It is not relevant to this analysis to conclude whether the infusion of new capital that is
essential to the financial support of the asset development that is being enabled at the
margin (as in 1, above) is being injected into the capital stacks of such project as pure
equity or highly subordinated loans from the developer — any form of documented claim
(debt or equity) would function similarly relative to not encumbering the new assets with
compulsory payments to the holder thereof. '%

(3) As noted earlier in this section (and illuminated by footnote 182), developers work for
development fees and future returns — if a new project can be developed at the margin, the
model assumes that in all cases it will be built. The economics are too compelling to
consider otherwise. Furthermore, the economic benefit conclusions set forth herein are not
impacted by whether or not the recipient of the AHFFC-ABS proceeds is engaged in actual
“land-up” development of a new property, or providing incremental financing to, or end-
buyer of assets developed by, a third party that is actually bringing such new property into
being.

Thus the model developed for this paper focuses on the application of an assumed portion of the
proceeds of AHFFC-LLC financings to the development of new affordable housing assets over the
model’s assumed time horizon and aggregates the benefits'®® that stem from such additional
development, with the baseline benefits related to the sample, real-world, portfolio set forth and
discussed earlier in this Part IV. It is by comparing net economic benefits stemming from the
baseline portfolio, with the increased net economic benefits accruing from the application of
AHFFC-ABS financing technology, that we can quantify the impact of the latter both in present
value dollar terms and as an improved fiscal multiplier. The model calculates the number of new
affordable housing units that can be constructed, utilizing the proceeds of each round of AHFFC-
ABS financings (the initial round, followed by subsequent rounds enabled by the contribution of
cash flows associated with the new assets enabled by the investment of proceeds from the prior
round) to — over a 30 year forecast from the model’s 2025 base year — establish such differential

between the economic benefits and fiscal multipliers with and without the availability of AHFFC-

139 Because the funding is being serviced by the AHFFC-ABS financing serviced by pre-existing assets.
190 As well as the additional fiscal expense related to the issuance of additional low income housing tax credits
connected with that additional development.
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ABS-generated capital infusions. The model assumes the passage of four years between such

financing rounds.

It is important to emphasize that, in the real world of serial AHFFC-ABS issuance, in addition to
expanding the issuer borrowing base via the contribution of new collateral, a substantial majority
of issuers would qualify for additional note issuance based on intertemporal changes to their core
portfolio over the assumed four years window between financing rounds. A substantial amount of
borrowing base expansion accrues simply by virtue of the assets underlying the pre-existing
portfolio more closely approaching their statutory compliance dates where they are available for
sale (and the receipt by contributors of substantial amounts of distributable cash flows associated

with such dispositions).

Nevertheless, the model does not take into account the receipt of funds associated with such
organic growth in issuance capacity — the purpose of the model being to track benefits from
incremental development expenditures alone. To be conservative, the model therefore only adds
to the preexisting static portfolio of contributed cash flows such additional borrowing capacity as
emanates from the additional assets that can be developed with the proceeds received from the

prior round of AHFFC-ABS financing.

With the above as a foundation, what remains is to present the quantitative metrics, assumptions,
and variables utilized to develop the model, which are set forth in Table 4, on the following page,

and are described in the pages that follow the table:

[remainder of page left blank intentionally]
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AHFFC-ABS Economic Benefit Model Metrics, Assumptions and Variables

Total Original Tax Credits in Sample Porfolio $6,675,567,963
Average Age of Properties in Sample Portfolio 3.73
Average Age Rounded (Model Input) 4
Total AHFFC-ABS Proceeds from Sample Portfolio 2024-2025 $ 1,310,000,000
Allocation of Proceeds: Assumed Use of Proceeds from Typical

(approximation of experience in financings to date) AHFFC-ABS Financing

B Costs of Issuance

® Financing Interest Reserves
B Corporate Overhead

W Corporate Debt Retirement

B Incremental Spending on

LIHTC Projects

Qualified (Tax Credit-eligible) Costs as a % of Total Project Costs 85.00%
Average Tax Credits over 10 Years for New Projects (i.e. blend of 9% and 4% Projects from Sample) 49.92%
Average Total Project Cost Per Unit in 2025 (per 2024 industry data, inflated)* $ 446,566
Post 2025 Inflation Assumptions: 2026 2.75%
2027 2.50%
2028 2.25%
Thereafter 2.00%
AHFFC-ABS Proceeds as Average % of Capital Stack of New Affordable Housing Projects 15.00%
Years Between Successive Rounds of AHFFC-ABS Financings 3.00
Years from AHFFC-ABS Financing Closing to New Projects Placed in Service 2.00
Displacement Factor** 25.00%
Construction Period Economic Benefit per 100 units (backended to final year of construction) as of
2010*** $ 8,397,500
Adjustment to 2010 Economic Benefits Reflecting Estimate Increased Percentage of Land Costs to
Project Costs from 2010 to 2022 -5.00%
Adjustment to 2010 Economic Benefits Reflecting Estimate Increased Percentage of Costs of
Imports to Project Costs from 2010 to 2022 -2.00%
Annual Operating Period Benefit per 100 units as of 2010*** $ 2,768,000
Imputed Years of Operating Period Benefit after Property is Placed in Service 15.00

*https://www.housingfinance.com/management-operations/developers-defy-cost-challenges_o

** Displacement Factor ignores economic benefits from indicated percentage of new units based on assumption that they would have been
constructed as market rate housing in the absence of the LIHTC program.

***NAHB 2010 data (see footnote 171)

Table 4

Below is a description of the items set forth in Table 4, together with an explanation of their usage

in the model:

B The first four lines are extracted from the data presented in the Sample Portfolio

B The model assumes that not all AHFFC-LLC proceeds will be applied to the development
or acquisition of new affordable housing stock. In all AHFFC-ABS financings, roughly
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10% of proceeds are sequestered in financing-related interest reserves. While these
reserves are flushed back to the sponsor of the issuer as the AHFFC-ABS notes amortize
and the reserves are no longer needed, the model assumes that the reversion of such
amounts is delayed sufficiently as to have no impact on nearer term investment decisions.
The balance of proceeds covers financing transaction costs, increases in sponsor working
capital'!, and reduction in what is generally more expensive sponsor-level corporate debt.
These allocations of proceeds are based on approximations of recent experience. It is
important to note that some issuers of AHFFC-ABSs have used funds for corporate
restructurings (buyouts of partners) and owner distributions. The 60% of gross proceeds
that the model assumes finds its way into reinvestment in new affordable housing assets is
a core assumption of the model and one could scale this variable higher or lower to produce
differing results.

The model computes the fiscal costs of issuance of additional federal LIHTC to support
the additional development that becomes developable due to the receipt of AHFFC-ABS
proceeds. Industry standards see the percentage of qualified aggregate development costs
that are eligible for tax credits, as a percentage of total development costs ranging from
85% to just over 90%. The model assumes the lowest end of this range to be conservative.

Since most portfolios of LIHTC-eligible properties consist of a mix of properties eligible
for 4% and 9% tax credits, respectively, the model assumes the actual mix of same drawn
from the Sample Portfolio. Since credits are distributed in equal proportion over 10 years
(aggregating 40% of qualified costs in respect of 4% projects, and 90% of same in
connection with 9% projects), the resulting assumption indicates the dominance of 4%
credit projects and is consistent with industry literature'®>. Thus, this datapoint holds that
4% credit projects are about 80% of the projects in the Sample Portfolio, which is a bit
higher on average than industry estimates of 60—70% of associated with 4% “bond” deals,
and 30-40% with 9% “competitive” deals. The fact that 4% credit projects predominate
(regardless of the data used) is exceptionally important when understanding that ability of
AHFFC-ABS proceeds to have maximum impact in the post-OBBA, post-THUD Act
environment.

The per unit project cost number assumed in the model is sourced as footnoted in Table 4.

Inflation assumptions are based on recent average Federal Reserve Open Market
Committee Summary of Economic Projections output.

The model assumes that there is a span of three years between the commencement of
successive rounds of AHFFC-ABS financings triggered by the contribution of developed

91 Corporate Overhead in the pie chart embedded in Table 4.

192 While 9% credit projects produced each years correlate with the availability of 9% tax credits made available by
the federal government, the use of 4% credits in eligible projects is neither capped nor tracked by any reliable source
of information.
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assets made viable by the proceeds of the prior financing round (the proceeds of each
successive round being realized, therefore, on the fourth anniversary of the round prior).

B Additional projects are presumed to be “shovel ready” and already through normal pre-
construction work, such that they can be completed and placed in service two years after
the receipt of the additional funding made possible by the AHFFC-ABS proceeds in the
manner explained below.

B The model assumes that net proceeds available for investment in future projects ultimately
constitute 15% of such future projects’ capital stacks. This is in excess of the 10%
benchmark often required in QAP reviews of proposed 9% credit projects, in order to
successfully obtain credit awards in high-cost markets. But it is intended to factor in the
use of AHFFC-ABS proceeds to inject larger amounts of low-cost equity dollars (see
discussion in the final pages of Part II of this paper) in the case of 4% credit projects'®>.

Table 5 illustrates the potential application of AHFFC-ABS derived proceeds in 4% credit

projects:
Metric New Construction Rehab (w/ FHA debt) Rehab (no existing debt)
Total Development Cost 35,000,000 28,000,000 28,000,000
Units 100 120 120
AHFFC-ABS Proceeds as Developer Equity
12,130,000 4,400,000 9,000,000

Developer Equity per Unit 121,300 36,667 75,000
Units per $1M of Equity 8.20 27.30 13.30
AHFFC-ABS Derived Equit % of TDC

erived Equity as % o 35% 16% 329%
Annual Total Carry Cost of AHFFC-ABS
Derived Equity (10 yr UST +275bps) 818,775 297,000 607,500

Table 5

The foregoing percentages of TDC are maximum levels. Various iterations of project
capital stacks are possible with respect to each type of project.

[remainder of page left blank intentionally]

193 Therefore, the 15% assumption utilized in the model is a blend of 10% AHFFC-ABS derived developer equity
for 9% credit projects, and a range of 16% to 35% of TDC AHFFC-ABS derived developer equity for 4% credit
projects. The use of AHFFC-ABS proceeds in new construction 4% credit projects, without soft debt or other forms
of capital above the tax-exempt first mortgage debt is unlikely and given less weight in the blended 15%
assumption. Indicated cost of AHFFC-ABS is for illustrative purposes only, anchored to a 4% 10 year U.S. Treasury
Note and does not include offering expenses.
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B The base level local'® economic benefits from the development and operation,
respectively, that are used in the model are CPI inflated quantities drawn from the NAHB
data footnoted in Table 4'%°.

B Notwithstanding the provenance of the economic benefit data set forth above, this author
deems that downward adjustments are appropriate to reflect the shift of the percentage of
land cost as a percent of project cost, and of imported finished goods as a percent of project
cost, respectively, from 2010 (the date of the source study) to date. Since compensation to
landholders has a lower propensity to generate consumption in project areas, and the
substitution of imported goods for locally produced goods reduces local economic benefits,
the model trims the expected construction-related economic benefits by the percentages set
forth in Table 4.

B The model only values operating period benefits for the first 15 years after a new property
is placed in service. 15 years reconciles with the statutory holding period generally
applicable to LIHTC property assets, following which they are often sold to new owners.
New owners then generally make significant reinvestment in such assets. While this
extends the lives of the assets, and an argument can be made to include such additional
investment and continued economic benefits from operations in the model’s calculus, this
activity is both very long-dated and encompasses a broad set of unknowable variables, that
it is ignored for the purpose of modeling. Again, this is a conservative assumption.

The model then proceeds to utilize ratios derived from the Sample Portfolio (set forth on page 51
hereof) to arrive at the volume of credits issued in connection with future projects and then sizes
the AHFFC-ABS proceeds received from the contribution of future cash flows from such projects
to the existing issuers (affording the ability to issue more AHFFC-ABS notes). This results in an
iterative “waterfall” of subsequent issuance and investment which the model incorporates over its

30-year time horizon !¢, The total of all fiscal costs related to the existing and future issuance of

194 There are no reliable existing estimates, to this author’s knowledge, of spillover economic benefits to the national
economy as a whole (labor mobility, decreased federal welfare spending, etc.) that derive specifically from LIHTC
property development, although these benefits must exist. Furthermore, as I have already noted, the NAHB study
does not factor in local benefits related to induced benefits of LIHTC property development including improvements
in healthcare outcomes, neighboring property value improvements (elimination of low-quality housing blight), and
homelessness prevention. The calculations in this section ignore these induced benefits.

195 In order to corelate to findings in the NAHB study, I utilize cost per 100 units. U.S. Dep’t of Hous. & Urban
Dev., Tenants in LIHTC Units as of December 31, 2022, https://www.huduser.gov/portal/Datasets/lihtc/2022-
LIHTC-Tenant-Tables.pdf

196 The iterative benefits of such reinvestment decline over time and, together with their decreasing present value
impact on the model, makes it appropriate for the time horizon set forth above. Note that likely increases, over time,
in the borrowing base value of existing properties in the model, which would normally yield additional AHFFC-
ABS note issuance and capital availability, is ignored as discussed previously.
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tax credits, as well as the local economic benefits of forecast existing portfolio and additional

development are then present valued to facilitate comparisons.

Findings

The model set forth in the Appendix, even with the highly conservative assumptions set forth
above, demonstrates that the Sample Portfolio of 685 projects containing 51,100 multifamily
residential units, when exploiting AHFFC-ABS financing capacity (see reconciliation table in the

Appendix):

L. can generate more than enough capital to enable the development of over 14,000 hard-
to-finance/pencil '’ multifamily units, an expansion of the housing stock by over 28%
of the “seed” stock in the initially financed Sample Portfolio;

II. adds to the present value of cumulative local economic benefits by a factor of 18.2%;
and
II1. increases the fiscal multiplier (present value of total benefits relative to present value

of the fiscal outlay) by 17.2%, from ~4.69x to ~5.50x %%

While the net proceeds from AHFFC-ABS financings can be used to benefit the sponsor of the
issuer through channels other than investment in hard-to-finance/pencil affordable housing
projects in the manner suggested'®®, which some of those channels even more profitable to such
sponsor, it is difficult to argue with the overall benefits this important tool can add, and is adding,

to the affordable housing industry from the perspectives of both the private and public sectors.

Conclusion
The ability to advance tax credit-driven investment goals of the government by employing the

higher risk tiers of economic residuals to securing novel vehicles for private structured finance

197 And arguably the most needed units as they tend to be in the most populous and expensive areas of the country
with the highest availability of jobs.

198 There are multiple methods of computing fiscal multipliers, just as there are multiple ways to assess the
macroeconomic benefits from any form of fiscal outlay. While this paper sets forth a method of doing both that the
author believes to be reasonable, the improvement to the relationship between costs and benefits — with the
utilization of AHFFC-ABS financial technology, should hold up regardless of the analytical method employed.

199 Some sponsors have utilized proceeds to eliminate the need for third-party bridge financing of tax credit equity,
some to eliminate the need for construction loans entirely, and it is likely that the AHFFC-ABS proceeds can be
leveraged further than the manner suggested herein by providing sponsor capital to projects in a lower proportion
than the 15%, one-size-fits-all, assumption used in the model.
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clearly has a place in the affordable housing industry. But looked at with a wider lens, there is a
more important observation to be made here. When government seeks to spur development of
anything — housing, new power technologies, new forms of transportation, industrial development,
etc. — there are often opportunities to couple the government’s statutory qualifications for tax
credits with the increased creditworthiness that the use of tax credit-driven equity brings to such

Initiatives.

Many (not all, of course) tax credit initiatives of government are directed to sectors in which there
is inadequate supply relative to end-demand for goods and services that it is in the public interest
to provide, but prices of inputs discourage development to satisfy the demonstrable end demand.
Government bridges that gap by providing the necessary incentives to spur the private sector to
create the needed goods and services. And that incentive must, by definition, yield a profit to the
private sector, even though the financial rewards thereto may be deferred. The mechanic for
achieving the desired result is often a combination of reducing internal risk (lowering debt levels)
beyond simply enticing equity into the capital stack with tax credits. After all, most tax credit
programs require that projects that are the beneficiary thereof remain operation for periods

sufficient for the tax credit buyer to actually receive their full distribution of credits.

In situations, such as the affordable housing industry, in which off-takers of the goods and services
thus provided by tax-credit financed development (such off-takers being tenants in the case of
housing) are either numerous as in housing, or of high credit quality (such as utility companies
signing off-taking agreements for conventional or alternative power generation plants) there is an
opportunity for the capital markets to turbocharge public policy initiatives by providing safely
structured, highly subordinated mezzanine capital. The lesson learned from the emergence of
AHFFC-ABS financing is that there are often disregarded claims on economic flows that can not
only increase volumes and profitability for the private sector, but can demonstrably, and sometimes
dramatically, leverage public policy goals and add to fiscal multipliers by increasing net
macroeconomic benefits to the economy. The financial sector should be, and I believe will always

be, keen to cooperate in such endeavors.
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Column

AHFFC-ABS Economic Benefit Model Output

c

Total Number of
Residential Units in
Anonymized Initial

Sample, Plus Additional

Average Amount of
Credits per Residential
Unit (Inflated per
Assumptions) Using

Average AHFFC-ABS
Proceeds per Newly

AHFFC-ABS Proceeds
Invested in New

Total Affordable
Housing Investment
Made Possible by
Amounts in Column D,

Total Hard, Soft and
Land Costs per New Unit

Units Made Posssible by] Constant Blend of 4% ] Contributed Residential JAffordable Housing from] Assuming Composition] of Affordable Housing
Incremental AHFFC- | and 9% Credit Projects Unit (Inflated per Initial Sample and as 15% of Capital Stack | (2024 actual, thereafter

ABS Proceeds (per per Sample (Average Forecast and Proceeds of Subsequent] of New Development Jadjusted for inflation per

Year Assumptions) Blend = 4.992%) Assumptions in Table 4) } AHFFC-ABS Financings (Column D + 15%) Assumptions in Table 4)
-4 51,100 130,637 307,871
-3 51,100 140,485 331,080
-2 51,100 170,627 402,115
-1 51,100 185,122 436,273
0 51,100 189,489 25,636 786,000,000 5,240,000,000 446,566
1 51,100 194,700 26,341 458,846
2 62,241 199,567 27,000 470,317
3 62,241 204,058 27,607 480,900
4 62,241 208,139 28,159 188,239,624 1,254,930,827 490,518
5 62,241 212,302 28,722 500,328
6 64,700 216,548 29,297 510,334
7 64,700 220,879 29,883 520,541
8 64,700 225,296 30,480 44,971,399 299,809,330 530,952
9 64,700 229,802 31,090 541,571
10 65,243 234,398 31,712 552,402
11 65,243 239,086 32,346 563,450
12 65,243 243,868 32,993 10,743,895 71,625,967 574,720
13 65,243 248,745 33,653 586,214
14 65,363 253,720 34,326 597,938
15 65,363 258,794 35,012 609,897
16 65,363 263,970 35,713 De minimis impact thereafter ignored 622,095
17 65,363 269,250 36,427 634,537
18 65,363 274,635 37,155 647,228
19 65,363 280,127 37,899 660,172
20 65,363 285,730 38,656 673,375
21 65,363 291,445 39,430 686,843
22 65,363 297,273 40,218 700,580
23 65,363 303,219 41,023 714,591
24 65,363 309,283 41,843 728,883
25 65,363 315,469 42,680 743,461
26 65,363 321,778 43,533 758,330
27 65,363 328,214 44,404 773,497
28 65,363 334,778 45,292 788,967
29 65,363 341,474 46,198 804,746
30 65,363 348,303 47,122 820,841
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Column

AHFFC-ABS Economic Benefit Model Output

| --Calculation of Number of New Affordable Housing Units Made Possible by AHFFC- Financing (per Assumptions)--|

G

Resulting Units of New
Affordable Housing
Financed by AHFFC-ABS

For Benefit Calculation
Purposes Only:
Reduce Number of Units
in Column G by 25% (per
discussionin Part1V) to
Reflect Displacement of
Market Rate Housing

Total LIHTC Qualified
Cost per Unit at 85% of

Credits Issued to New
Units Made Possible by
Assumed Qualified Cost
(with 2 year lead) of New
Affordable Houing
Developed, at 4.992%
(based on Initial

Proceeds (with 2year | that Would Otherwise Total Hard, Soft and Sample) of Qualified
cost lead) be Developed Land Costs per New Unit Cost CPIY/Y Inflation (actual
(ColumnE +Column [J(Column G - (Column G x§ of Affordable Housing ((Column G x Column through Year 0,

Year F(+2)) (1-25%))) (Column F x 85%) B(+2)) assupmtions thereafter)
-4 51,100 38,325 261,690 7.16%
-3 281,418 6.14%
-2 341,798 3.32%
-1 370,832 2.87%
0 11,141 8,356 379,581 2,223,462,587 2.36%
1 390,019 2.75%
2 399,770 2.50%
3 408,765 2.25%
4 2,459 1,844 416,940 532,498,424 2.00%
5 425,279 2.00%
6 433,784 2.00%
7 442,460 2.00%
8 543 407 451,309 127,216,570 2.00%
9 460,335 2.00%
10 469,542 2.00%
11 478,933 2.00%
12 120 90 488,512 30,392,683 2.00%
13 498,282 2.00%
14 508,247 2.00%
15 518,412 2.00%
16 528,781 2.00%
17 539,356 2.00%
18 550,143 2.00%
19 561,146 2.00%
20 572,369 2.00%
21 583,817 2.00%
22 595,493 2.00%
23 607,403 2.00%
24 619,551 2.00%
25 631,942 2.00%
26 644,581 2.00%
27 657,472 2.00%
28 670,622 2.00%
29 684,034 2.00%
30 697,715 2.00%
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Column

| Economic Benefits Derived from the Construction and Operation of Affordable Housing

AHFFC-ABS Economic Benefit Model Output

L M N o) P
Gross Local Economic Less Adjustment to Annual Operating Period
Benefit from Less Adjustmentto |2010 Economic Benefits Economic Benefit per

Costruction of One
Affordable Housing Unit
(Derived from NAHB

2010 Economic Benefits
Reflecting Estimate
Increased Percentage of

Reflecting Estimate
Increased Percentage of
Costs of Imports to

Net Construction Period]

Unit of Affordable
Housing (Derived from
NAHB study - see

study - see footnote 171] Land Costs to Project | Project Costs from 2010} Economic Benefit Per footnote 171 - with
with adjustment for | Costs from 2010 to 2022 to 2022 Unit adjustments for
Year inflation) (Column L x -5%) (Column L x-2%) (Sum Columns L:N) inflation)

-4 112,276 (5,614) (2,246) 104,417 -

-3 113,496 (5,675) (2,270) 105,552 37,411
-2 116,965 (5,848) (2,339) 108,778 38,654
-1 120,325 (6,016) (2,407) 111,902 39,764
0 123,164 (6,158) (2,463) 114,542 40,702
1 126,551 (6,328) (2,531) 117,692 41,821
2 129,715 (6,486) (2,594) 120,635 42,867
3 132,633 (6,632) (2,653) 123,349 43,832
4 135,286 (6,764) (2,706) 125,816 44,708
5 137,992 (6,900) (2,760) 128,332 45,602
6 140,751 (7,038) (2,815) 130,899 46,514
7 143,566 (7,178) (2,871) 133,517 47,445
8 146,438 (7,322) (2,929) 136,187 48,394
9 149,366 (7,468) (2,987) 138,911 49,361
10 152,354 (7,618) (3,047) 141,689 50,349
11 155,401 (7,770) (3,108) 144,523 51,356
12 158,509 (7,925) (3,170) 147,413 52,383
13 161,679 (8,084) (3,234) 150,362 53,430
14 164,913 (8,246) (3,298) 153,369 54,499
15 168,211 (8,411) (3,364) 156,436 55,589
16 171,575 (8,579) (3,432) 159,565 56,701
17 175,007 (8,750) (3,500) 162,756 57,835
18 178,507 (8,925) (3,570) 166,011 58,991
19 182,077 (9,104) (3,642) 169,332 60,171
20 185,718 (9,286) (3,714) 172,718 61,375
21 189,433 (9,472) (3,789) 176,173 62,602
22 193,221 (9,661) (3,864) 179,696 63,854
23 197,086 (9,854) (3,942) 183,290 65,131
24 201,028 (10,051) (4,021) 186,956 66,434
25 205,048 (10,252) (4,101) 190,695 67,763
26 209,149 (10,457) (4,183) 194,509 69,118
27 213,332 (10,667) (4,267) 198,399 70,500
28 217,599 (10,880) (4,352) 202,367 71,910
29 221,951 (11,098) (4,439) 206,414 73,348
30 226,390 (11,319) (4,528) 210,542 74,815
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Column

AHFFC-ABS Economic Benefit Model Output

Calculation of Economic Benefit Multiplier Related to the Sample Portfolio

Actual Fiscal Cost of Tax
Credits Issued in
Connection with Initial
Sample Porfolio (51,100
units) (From second
column of Table 1, page
49, spread over 10 years
based on average age of
assets in the Initial

Net Construction Period
Economic Benefit from
Initial Sample Portfolio
(51,100 units as
adjusted for
displacement) -
Backloaded to Final Year
of Construction

Operating Period
Economic Benefit from
Initial Sample Portfolio

(51,100 units as

adjusted for
displacement) - Adusted
for Inflation

Present Value of Initial
Sample Portfolio Fiscal
Cost of Tax Credits (NPV
of Column Q at 10-year

Present Value of Total
Economic Benefits from

Initial Sample Portfolio
(NPV of Columns R+ S at

Year Sample, not actual ages){ (Column O x Column H) | (Column P x Column H) UST =4%) 10-year UST = 4%)
-4 - 4,001,770,883 - (5,206,234,233) 25,036,100,097
-3 (667,556,796) 1,511,034,163
-2 (667,556,796) 1,541,254,846 Indicated Multiplier 4.69
-1 (667,556,796) 1,572,079,943
0 (667,556,796) 1,603,521,542
1 (667,556,796) 1,635,591,973
2 (667,556,796) 1,668,303,812
3 (667,556,796) 1,701,669,888
4 (667,556,796) 1,735,703,286
5 (667,556,796) 1,770,417,352
6 (667,556,796) 1,805,825,699
7 1,841,942,213
8 1,878,781,057
9 1,916,356,678
10 1,954,683,812
11 1,993,777,488
12 2,033,653,038
13 2,074,326,099
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
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Column

AHFFC-ABS Economic Benefit Model Output

| Calculation of Economic Benefit Multiplier Related to Units Financed with AHFFC-ABS Proceeds |

w

X

Net Construction Period
Benefit from Additional

Operating Period
Benefit from Additional

Actual Fiscal Cost of Tax] 14,263 Units Enabled viaJ 14,263 Units Enabled via
Credits Issued in Investment of AHFFC- ]| Investment of AHFFC-
Connection with ABS Proceeds, as ABS Proceeds, as Net Economic Benefit
Additional 14,263 Units Adjusted for Adjusted for from Additional 14,263
Enabled via Investment Displacement and Displacement Units Enabled via
of AHFFC-ABS Proceeds |Backloaded to Final Year](Continuous Cumulative] Investment of AHFFC-
(Column B (-2 yrs) x of Construction Column H (-3 yrs) x ABS Proceeds
Column G (-3 yrs), (Column H (-2 yrs) x Column P, ending 15 (Sum of Columns V
Year spread over ten years) Column O (-2yrs)) years - see page 64) through X)
-4 - - - -
-3 - - - -
-2 - - - -
1 - - - -
0 - - - -
1 - - - -
2 - 957,122,432 - 957,122,432
3 (222,346,259) - 366,258,918 143,912,660
4 (222,346,259) - 373,584,097 151,237,838
5 (222,346,259) - 381,055,779 158,709,520
6 (222,346,259) 232,039,194 388,676,894 398,369,829
7 (275,596,101) - 483,951,542 208,355,441
8 (275,596,101) - 493,630,573 218,034,472
9 (275,596,101) - 503,503,185 227,907,084
10 (275,596,101) 55,435,339 513,573,248 293,412,486
11 (288,317,758) - 544,749,172 256,431,414
12 (288,317,758) - 555,644,155 267,326,397
13 (65,971,499) - 566,757,038 500,785,539
14 (65,971,499) 13,243,783 578,092,179 525,364,463
15 (69,010,768) - 595,212,922 526,202,154
16 (69,010,768) - 607,117,180 538,106,413
17 (15,760,925) - 619,259,524 603,498,599
18 (15,760,925) - 138,708,433 122,947,507
19 (15,760,925) - 141,482,601 125,721,676
20 (15,760,925) - 144,312,253 128,551,328
21 (3,039,268) - 147,198,498 144,159,230
22 (3,039,268) - 32,377,494 29,338,226
23 (3,039,268) - 33,025,044 29,985,776
24 (3,039,268) - 33,685,545 30,646,277
25 - - 34,359,256 34,359,256
26 - - 6,911,792 6,911,792
27 - - 7,050,028 7,050,028
28 - - 7,191,029 7,191,029
29 - - 7,334,849 7,334,849
30 - - 7,481,546 7,481,546
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Column

AHFFC-ABS Economic Benefit Model Output

Y AA BB
Present Value of Net
Economic Benefit from Present Value of Total

Additional 14,263 Units
Enabled via Investment
of AHFFC-ABS Proceeds
(NPV of Column Y at 10-
year UST = 4%)

Present Value of Initial
Sample Portfolio Fiscal
Cost of Tax Credits (NPV
of Column Q at 10-year

UST = 4%)

Economic Benefits from
Initial Sample and
AHFFC-ABS Enbled
Portfolio (Column U +
Column 2)
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3,611,609,361

(5,206,234,233)

28,647,709,458

Indicated Multiplier

5.50
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AHFFC-ABS Economic Benefit Model Output

Units Increase

Original Units: 51,100

New Units Enabled: 14,263
Percentage Increase: 27.91%

Original Economic Benefits Net of Credits: 19,829,865,864
Post AHFFC-ABS Economic Benefits Net of Credits: 23,441,475,225
18.21%
Original Economic Multiplier: 4.69 X
AHFFC-ABS Enhanced Economic Multiplier: 5.50 X

17.28%
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