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Credit Limit

PROJECT: Village at Washington Terrace 
16 buildings in complex (14 residential,  
1 community center, 1 childcare center)

UNITS: 162 units of affordable housing

LIHTC USED: 4%

2017 TAX CHANGE DEFICIT: $1,403,013

Planning Practice

In Raleigh, North Carolina, 
the developer of the Village 
at Washington Terrace 
(foreground) and Booker Park 
North had to make up funding 
shortfalls after federal tax cuts.
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or a generation, the Low-Income 
Housing Tax Credit has touched most 
affordable housing projects in the 
U.S. The program, created in 1986, 
gives tax breaks to those who invest 
in rental housing production for poor 

and working-class Americans. Developers raise 
equity for affordable projects by selling tax credits 
to private investors, allowing them to reduce their 
corporate tax liability.

The program has created or preserved 2.3 million 
units of affordable housing over the last 30  years, 
according to the Urban Institute, but the value of 
the credits is vulnerable to economic downturns. 
Changes to the tax code can also put the program’s 
viability at risk, particularly if lower corporate tax 
rates across the board make tax breaks, like LIHTCs, 
less appealing because they are less necessary to 
investors’ bottom lines.

That is exactly what’s happening in the wake of 
Congress’s recent tax reform. The Tax Cuts and Jobs 
Act, passed in December 2017, lowered the corpo-
rate tax rate from 35 to 21 percent. As a result, the 
value of individual tax credits have fallen from $1.05 
per credit in November 2016 to 94 cents per credit 
(a slight rebound from the depths of uncertainty in 
2018, when credits were only worth 90 cents each), 
according to Novogradac & Company, a consul-
tancy that tracks the LIHTC industry closely.

Experts have been watching and wondering 
how it all will play out, particularly amid the U.S.’s  
worsening housing affordability crisis.

“There continues to be strong demand for 
low-income housing tax credits by investors, 
[but] the changes to the tax code did result in less 
investment for any particular project,” says Scott  
Hoekman, president and CEO of Enterprise Hous-
ing Credit Investments, a subsidiary of the national 
nonprofit housing organization Enterprise Commu-
nity Partners, “which then created a financing gap 
that needed to be made up elsewhere.”

For projects that were already in the LIHTC 
pipeline as tax reform negotiations played out, the 
drop in LIHTC value wasn’t the only hurdle. The 
several months of uncertainty caused a domino 
effect of delays and increasing construction costs 
that affected bottom lines even further. Developers 
and state and local officials had to get creative to fill 
the gaps and keep projects viable.

PROJECT: Booker Park North

UNITS: 72 units of affordable senior 
housing

LIHTC USED: 9%

2017 TAX CHANGE DEFICIT: $902,910

Tax code changes made LIHTCs 
less valuable, which means funding 
affordable housing is even harder. 
By JAKE BLUMGART
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But there are estimates. In December 2017, Novo-
gradac approximated that tax reform, as passed, 
would reduce the number of affordable rental hous-
ing units developed between 2018 and 2028 by 16 
percent (losing 232,000 from a projected 1,493,000).

Practitioners on the ground say that they are defi-
nitely feeling the pinch. In North Carolina, Michael 
Rodgers of the affordable housing developer DHIC 
says two of his projects were greatly complicated by 
the corporate tax cuts of 2017.

The Booker Park North project is bringing 72 
units of senior housing to Raleigh—using nine 
percent LIHTCs—while the larger Village at Wash-
ington Terrace will provide 162 units of affordable 
housing using four percent tax credits. Both projects 
applied for LIHTCs before the Tax Cuts and Jobs Act 
passed. After the legislation passed, Rodgers saw the 
value of the tax credits fall by about 10 percent on 
the two projects.

“Both [projects] suffered during tax reform 
because neither one had closed yet,” says Rodgers, 
who is a project manager with DHIC. “[W]e had 
to undergo a flying-by-the-seat-of-our-pants res-
cue to figure out how to move forward and keep 
them alive,” he says. “We lost between 13 to 15 cents 
on the dollar on what the equity price was going  
to be.”

To stay on course, DHIC approached the North 
Carolina Housing Finance Agency, hat in hand, and 
explained to the state authorities that tax reform had 
imperiled the subsidy package they’d worked out to 
ensure the projects’ feasibility.

The state bureau granted them (and all other 
projects with a nine percent LIHTC allocation) an 
additional allotment of $100,000 from future tax 
credits they expected to receive, while Wake County 
(where the projects are located) gave an additional 
$850,000. Then $200,000 was taken off the price of 
the land—which was owned by a group affiliated 
with DHIC—and the price of the loan was reduced 
by getting a lower interest rate loan from the State 
Employees’ Credit Union. 

The developer also loaned $203,000 to the proj-
ect from a one-time grant they received from Neigh-
bor Works: Project Reinvest, a project of a national 
network of community development corporations.

The crisis was averted, but the threat to afford-
able housing developers remains. DHIC has been 
around for more than 40 years and is one of the 
Research Triangle’s largest affordable housing pro-
viders. Can other, less established providers work 
the same magic? Can DHIC reliably count on such 

“We were scrambling,” recalls Joseph Portelli, 
vice president of development for the RPM Devel-
opment Group, an affordable housing provider in 
New Jersey. “The concern ranged from whether or 
not there would be a program at all to how pricing 
for tax credits might change.”

RPM’s 330-unit mixed-income housing devel-
opment in Jersey City was one of the projects left 
in the lurch. The project depended on four per-
cent LIHTCs, which generally account for 30 to 
40  percent of a project’s cost. The rest is made up 
of a complex stack of other funding sources like 
private activity bonds, loans, deferred developer 
fees, to name a few. (There is also a nine percent 
LIHTC that covers as much as 75 percent of a  
project’s costs.)

State and local authorities in New Jersey have 
struggled to fill the gap for RPM and other affected 
projects. The New Jersey Housing and Mortgage 
Finance Agency allowed developers to apply for 
state-backed “hardship credits” that were specifi-
cally designed to make up the difference left by price 
reduction. They also increased their caps on per-
unit development costs by $25,000, to accommodate 
increased costs of supplies caused by the Trump 
administration’s trade wars. Municipal authorities, 
Portelli reports, have waived or reduced fees for per-
mits, water, and sewer connections, but purely on a 
case-by-case basis.

Mind the gap
As in Portelli’s case, to try to fill the funding gap 
for current projects left by the federal government’s 
inaction and LIHTC’s weakened state, affordable 
housing developers across the country are turning 
to local and state authorities for help. 

Solutions are forthcoming because local pol-
icy makers are vigorously reacting to the pain of 
local affordable housing providers—even though 
local authorities can’t hope to fully meet housing 
needs on their own. But even if existing projects are 
saved, the long-term implications for the program  
are unclear.

“Our analysis indicates that fewer units will get 
financed overall, because the resources to make up 
the gap are limited as well,” says Hoekman.

Hoekman says it’s too early to say just how many 
fewer units are being produced in the wake of the 
corporate tax cuts. The Tax Cuts and Jobs Act of 
2017 passed at the very end of that year, and housing 
development projects usually take at least 20 months 
to wend their way through the development process.

DOES IT  
PENCIL OUT?

The Urban 
Institute’s cost of 

affordable housing 
tool explains why 
building it is so 

expensive.

EXPLORE
apps.urban.org/
features/cost-of- 

affordable-housing

‘We were 
scrambling.  
The concern 
ranged from 
whether or not 
there would be  
a program at all  
to how pricing  
for tax credits 
might change.’

—JOSEPH PORTELLI,  
VICE PRESIDENT OF  
DEVELOPMENT, RPM 

DEVELOPMENT GROUP, ON 
THE WHITLOCK PROJECT 

IN JERSEY CITY,  
NEW JERSEY (ABOVE).
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MIND THE GAP: ADJUSTING TO FUNDING SHORTFALLS AND COST INCREASES 
Booker Park North in Raleigh, North Carolina, was awarded a nine percent LIHTC in August 2016 to construct units for low-income 
seniors. Tax reform, tariffs on building materials, and a labor shortage combined to cause a significant funding gap that threatened the 
viability of the project. DHIC, the developer, made concessions and worked with local and state governments to make up the shortfall, 
and the project was completed in June 2019.
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Alternative methods
Local governments see that all of this is occurring in 
an atmosphere where the need for affordable hous-
ing is on the rise, especially in hot markets like the 
Research Triangle of North Carolina.

Rodgers says the municipal, county, and state 
governments he deals with understand the housing 
crisis and LIHTC’s circumscribed ability to address 
it. In his region, numerous municipalities have put 
forward bond referenda on the ballot to fund afford-
able housing.

largesse in the future? After all, the state finance 
agency’s grant of additional tax credits came from 
the next year’s supply—meaning there will be 
fewer available low-income housing tax credits for  
other projects.

“Across North Carolina, if not elsewhere, you are 
seeing fewer allocated projects than you would have 
in 2014 or 2015,” says Rodgers. “In an environment 
of rising construction costs and falling tax credit 
equity prices, our financing is getting thinner even 
as our construction needs are getting greater.”

FUNDING SOURCES
BUDGET

AUGUST 2016
BUDGET
MAY 2018

INCREASE/
(DECREASE)

Permanent Loan $1,952,000 $2,400,000 $448,000 

City of Raleigh $2,200,000 $2,200,000 $0 

Wake County $0  $850,000 $850,000 

DHIC/Neighborworks $0  $203,643 $203,643 

Deferred Developer 
Fee (DDF)

$264,361  $426,870 $162,509 

DDF as % of Total 
Developer Fee

28% 46% $0 

Total Annual LIHTC  $602,000 $702,000 $100,000 

LIHTC Equity Price $1.03 $0.88 ($0.15)

Equity from LIHTC $6,199,980 $6,176,982 ($22,998)

Total Sources of 
Funds

$10,616,341 $12,257,495  $1,641,154 

FUNDING USES

Hard Construction 
Costs

$7,243,742 $8,790,671 $1,546,929 

Soft Costs $1,089,033 $1,385,396 $296,363 

Developer Fee $936,000  $936,000 $0 

Reserves $267,565 $265,428 ($2,137)

Land $1,080,000 $880,000 ($200,000)

Total Uses of Funds $10,616,340 $12,257,495 $1,641,155 

Permanent loan went 
from 5.5% for 35 years 
to 3% for 30 years 
with below-market 
loan from State 
Employees’ Credit 
Union Foundation.

North Carolina 
Housing Finance 
Agency awarded 
$100,000 in additional 
credits (equivalent 
to an increase of 
$879,912).

Change in LIHTC 
pricing due to tax 
reform (equivalent to 
a loss of $902,910).

A DHIC affiliate 
owned the land and 
took a $200,000 loss 
on the sale to close 
the gap.

Applied to Wake 
County for additional 
loan funds.

Loaned into the 
project to pay for 
additional demolition 
costs.

Construction started 
about one year late, 
which led to cost 
inflation. Tariffs on 
steel and lumber and 
rising labor costs due 
to regional building 
activity meant higher 
construction costs.

SOURCE: MICHAEL RODGERS, DHIC
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and aluminum. Meanwhile, the continued pace of 
market-rate construction in many regions has sent 
the cost of labor spiking as well, making it harder 
for already struggling affordable housing devel-
opers to complete with their more conventional 
counterparts.

Future uncertain 
In short, affordable housing developers and indus-
try observers say that the sector hasn’t been deci-
mated by tax reform. Instead, they’ve suffered yet 
another setback when they were already outmatched 
by the need before the Trump administration even  
took office.

“The biggest obstacle is that there just aren’t 
enough credits issued. It’s highly, highly compet-
itive and just getting more dire every day,” says 
Woo Kim, aicp, a principal with the planning and 
urban design firm WRT. “We aren’t reforming this 
program at a national level to actually keep up with 
housing affordability issues.”

As the 2020 election nears, housing policy has 
begun to inch toward the national limelight again.  
A handful of the Democratic presidential can-
didates have put forward housing platforms, 
including Kamala Harris, Cory Booker, and Eliz-
abeth Warren, who proposes close to $500 bil-
lion in federal housing programs, although not  
through LIHTC.

Senator Amy Klobuchar (D-Minn.) says she 
wants to expand LIHTC, although her exact plans 
are not clear. Most substantially, for the LIHTC 
program, is Julián Castro’s proposal to expand the 
program by $4 billion a year while offering loan 
programs to incentivize more municipalities to 
accelerate development review for these projects 
(like Durham and Chapel Hill have done).

But experts say these changes are quite small 
compared to the bold visions the Democratic Par-
ty’s presidential candidates have been taking on 
issues like health care and climate change.

“I’m hearing some good ideas from presidential 
candidates, but I don’t think they are going to make 
a big enough dent,” says Kim, who argues that in 
many of the nation’s most dire housing markets the 
LIHTC program could be quadrupled in size.

“I think what we need in this country is a 
Works Progress Administration-type initiative for 
housing,” says Kim. “A lot of resources need to be 
devoted to this and it needs to be at the federal level. 
That’s the only way to solve the housing crisis.” 
Jake Blumgart is a reporter based in Philadelphia.

Last year Chapel Hill, by far the smallest of the 
Research Triangle’s three cities, approved a $10 mil-
lion bond referendum for local low- and moderate- 
income projects. This month in Durham, voters will 
decide on a $95 million bond for affordable hous-
ing, which the mayor bills as the largest effort in the 
state’s history.

The region’s largest city, Raleigh, is considering a 
similar referendum which pro-housing city council 
members want to stretch to between $50 million and 
$120 million. At the end of 2018, Wake County cre-
ated the Housing Affordability Department, funded 
by a property tax increase that should give the new 
agency $15 million a year.

Rodgers says there have also been attempts 
to ease administrative burdens. In Chapel Hill,  
Rodgers says the town allocated a staff person to one 
of their projects and quickly shepherded it through 
the bureaucracy. In Durham, the city manager 
declared one of their initiatives a “priority project” 
and moved it through the development review pro-
cess with unusual speed.

“Construction costs are rising rapidly, so a few 
months makes a big change in construction costs,” 
says Rodgers. “[They’ve tweaked] the permitting 
and development review process to ensure a much 
shorter time frame. At the end of the day, that’s 
what’s essential to keeping our projects on schedule 
and on budget.”

Portelli of RPM Development Group says he’s 
seen some of these trends in New Jersey, although, 
unlike in North Carolina, the legislature is consider-
ing a variety of affordable housing bills, including an 
inclusionary zoning requirement for those who get 
public aid on their projects.

In cities like Austin, Texas; Portland, Oregon; 
Charlotte, North Carolina; and Berkeley, Califor-
nia, bond referenda secured additional funding 
for affordable housing last year. In California, a 
statewide ballot referendum secured an additional 
$4 billion for affordable housing across the state.

And Congress hasn’t been entirely ineffectual. 
In the March 2018 federal omnibus bill, a tempo-
rary 12.5 percent increase in LIHTCs was approved. 
Novogradac estimates this will increase afford-
able housing production over the next 10 years by 
28,400, making up about 12.8 percent of the units 
the firm estimates will be lost due to the 2017 cor-
porate tax cuts.

But developers face further headwinds. Pres-
ident Trump’s trade policies have driven up the 
cost of building materials like soft wood, steel, 
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and come away with 
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can take to promote 
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