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MORTGAGE TAX CREDIT

TUESDAY, SEPTEMBER 13, 1983

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, D.C.
The committee met, pursuant to notice, at 10:03 a.m. in room

SD-215, Dirksen Senate Office Building, Hon. Robert Dole (chair-
man) presiding.

Present: Senators Dole and Mitchell.
[The press release announcing the hearing, the description of

S. 1598 by the Joint Committee or Taxation, and the prepared
statements of Senators Dole and Mitchell follow:]

[Press Release]

FINANCE COMMITTEE SETS HEARING ON S. 1598, MORTGAGE TAX CREDIT BILL

Senator Robert J. Dole, Chairman of the Senate Committee on Finance, today an-
nounced that a hearing will be held on S. 1598, the First Time Homebuyer Assist-
ance Act, on Tuesday, September 13, 1983.

The hearing will occur at 10:00 a.m. in room SD-215 of the Dirksen Senate Office
Building.

S. 1598, introduced by Senators Dole, Long, Domenici, Bradley, Tower, Wallop,
and Heinz on July 12, 1983, would create a new housing assistance mechanism for
State and local governments that could be used instead of mortgage subsidy bonds.
Under the bill, State and local governments could "trade in" some or all of their
annual bond authority in exchange for certificates that would entitle homebuyers to
effectively reduce market interest rates by claiming a Federal tax credit for a por-
tion of their mortgage interest payments.

In announcing the hearing Senator Dole stated, "Mortgage credit programs could
be established under this bill that would have all of the benefits of existing mort-
gage bond loan programs. In addition, to the extent the option afforded by the bill is
utilized, homebuyers will receive 10 percent more assistance, and the U.S. Treasury
will save 20 to 40 percent of the cost. The bill would also make low-income housing
assistance more feasible by permitting deeper interest rate subsidies than those
typically provided by mortgage subsidy loans."

STATEMENT OF SENATOR DOLE

INTRODUCTION

The Finance Committee will today hear testimony on S. 1598, the First Time
Homebuyers Assistance Act of 1983. This bill, introduced by myself and Senators
Long, Domenici, Bradley, Tower, Wallop and Heinz, takes an innovative, but long
overdue approach to assisting State and local governments, the home building and
real estate industries, and first time homebuyers. All of these groups were hurt by
the record high interest rates experienced prior to the current recovery. They all
could be threatened again if record Federal deficits, in a period of robust recovery,
drive interest rates above the so-called "choke point" for prospective home purchas-
ers.

(1)
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Ironically, one of the most popular remedies for the malady of high-interest rates
has been, in the view of many experts, akin to the once popular medical practice of
blood letting.

Although mortgage subsidy bonds unquestionably have been beneficial for some
homebuyers, realtors, home builders, and State and local officials interested in pro-
viding those groups with Federal financial assistance, the cost to the Federal Treas-
ury and the impact of traditional State and local borrowing costs have been simply
excessive. If large Federal deficits cause problem for State and local governments
and the home building industry, and if Congress is committed to finding a way to
help first-time homebuyers, then Congress should endeavor to subsidize home pur-
chases with the most efficient subsidy mechanism possible. S. 1598 is intended to
move national tax and housing policy in precisely that direction, by giving Stateand local mortgage bond issuers the option of exchanging some or all of their mort-
gage bond authority, for authority to issue tax credit certificates that will effectively
reduce the interest rates on market rate loans.

I believe there are substantial incentives to switch from issuing bonds to issuing
credits under this bill. And for every dollar exchanged, substantial revenues will be
saved. According to the Joint Tax Committee revenue estimates, with credit usage
starting at 20 percent, and rising to 60 percent over the next five fiscal years, we
will recoup half a million dollars. With more usage, still more could be saved.

HOW CREDITS WOULD WORK

Under the mortage bond law, each State is permitted to issue an amount of mort-
gage bonds each year, referred to as the State's applicable limit. Within each State,
the applicable limit is apportioned among State and local authorities. Under this
bill, any State or local agencies authorized to issue an amount of mortgage bonds
could elect to forego issuing some or all of the bond allotment for any calendar year
and instead issue mortgage credit certificates directly to homebuyers. Each mort-
gage credit certificate would enable a homebuyer to obtain a nonsubsidized mort-
gage loan from a lender or developer, and then claim a Federal tax credit for a spec-
ified percentage of his mortgage interest payments. In this way, the interest rate on
a market rate mortgage loan would be reduced or bought down with the tax credit.
Since the credit would be available as long as the homebuyer retained the mortgage
on his home, the subsidy provided by the annual tax credit would be indistinguish-
able from the subsidy provided by a mortgage loan obtained through a tax-exempt
mortgage subsidy bond.

ADVANTAGES OF CREDITS

The advantages of credits, over bonds, accrue to almost all currently involved in
the mortgage bond program. Bond underwriters and wealthy bond investors, of
course, may not directly benefit from use of tax credits, but they will certainly bene-
fit indirectly as citizens concerned with lowering Federal deficits.

States and localities will benefit from a reduced level of tax-exempt borrowing,
and greater flexibility in providing subsidies to those who most need assistance.

Homebuyers and the homebuilding industry will benefit from what we estimate is
a 10 percent increase in the amount of subsidy going to the homebuyer, and the
possibility of far deeper subsidies than is possible wit mortgage bonds. They also
will benefit from the more certain countercyclical advantages of credits, which need
not be locked-in to the interest rate applicable at the time of a given bond issue.

Finally, the Federal Government will benefit from a lower deficit, attributable to
greater efficiency in providing Federal financial assistance to homebuyers.

I look forward to hearing the testimony of our distinguished witnesses.

STATEMENT BY SENATOR GEORGE J. MITCHELL

Mr. Chairman, I am pleased to attend this hearing which has been called to re-
ceive testimony on legislation which you introduced, S. 1598, the First Time Home-
buyer Assistance Act. I would like to commend you for your interest in and concern
for the number of families who rely on some form of assistance to realize their
dream of home ownership.

As we all know, the housing industry in its totality forms an important part of
our national economy. Yet, it is considerably disadvantaged by its sensitivity to in-
terest rates. During the last recession, we witnessed a decline in home construction
and home sales that has been unequalled in the post-war period. Housing starts
plummeted to one million last year, unemployment topped ten percent, and mort-
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gage rates have remained stubbornly in the double digits. We saw an ameliorgation
of those conditions earlier this year as the recovery has gotten under way. However,
that recovery is now threatened by interest rates which rose two full percentage
points this summer. At the same time, housing starts fell and new home sales
dropped 6.5 percent in July. These difficulties are perhaps reflected in the recent,
troubling observation of the Census Bureau that the percentage of homeowners in
this country has declined for the first time since the Great Depression.

As the housing industry has suffered from the swings in the economy, its support
at the federal level has been sharply undermined. The share of the federal budget
allocated to housing programs has dropped from 5.2 percent in fiscal 1980 to less
than 1 percent in the fiscal year that begins on October lt. That amounts to a de-
cline of 84 percent.

Yet, throughout this difficult period, the housing industry and first time home
buyers have been sustained to some degree by mortgage revenue bonds. The mort.
gage revenue bond program has proven to be an effective vehicle for providing af-
fordable housing for many thousands of families. And, during periods of recession
and high interest rates such as we have experienced, it functions as a countercycli-
cal tool, often providing the only affordable source of mortgage capital.

I support this program as a viable means of providing mortgage credit and contin-
ue to call for the repeal of the December, 1983, sunset date. I am gratified that
three quarters of the members of the House and Senate agree with me.

While the mortgage revenue bond program has in my opinion proven its worth, I
recognize that it may not be the only way of supplying housing for first time home
buyers of low and moderate income. To that end, I view the legislation before us
today with an open mind. It assumes the extension of mortgage revenue bonds and
would permit state and local governments to exchange all or part of their bond au-
thority for authority to issue mortgage credit certificates, subject to the same eligi-
bility requirements as the bond program. Its strength is that it suggests a continu-
ing role for such agencies which have been singularly successful in the last decade
in delivering various forms of housing assistance.

However, S. 1598 is not flawless. And, it should not be considered a substitute for
repeal of the sunset date on mortgage revenue bonds.

One of the fundamental differences between the two programs is that mortgage
credit certificates do not represent a source of home financing. Rather, they assume
the availability and affordability of mortgage capital. Questions arise as to whether
such capital will exist ir all circumstances, such as during periods of volatile inter-
est rates when some lenders withdraw from the market, or in certain geographical
areas such as inner cities and rural areas. My own state of Maine is largely rural in
nature and has insufficient capital to permit significant development. Credit is hard
to come by in those areas even in the best of times.

I also question whether lenders would take the tax credit into account in judging
the credit-worthiness of eligible families and whether any other mechanisms, such
as permitting access to the secondary mortgage market, would be necessary to com-
plement mortgage credit certificates.

Other issues arise as to the administration of the program. Who will ensure that
the eligibility requirements are met? Lenders? State and local governments? The
borrowers themselves? And who will finance the cost of program administration?

The transition rules proposed for the phase-in of mortgage credit certificates
would appear to penalize state and local governments for giving up part of their
mortgage bond authority. Would a modification of the rules give those units of gov-
ernment a greater incentive to utilize the new credit mechanism?

Another question which presents itself is whether the tax credit level should be
raised to approximate the benefits of mortgage revenue bonds. The 14.35 percent
level recommended in the bill is significantly less than the 20 percent interest rate
reduction which mortgage revenue bonds have been found to provide.

Finally, will the First Time Homebuyer Assistance Act be more efficient than
mortgage revenue bonds? While there are claims that it will reduce revenue losses
to the federal government and alleviate pressure on tax-exempt interest rates, there
is dispute as to the validity of the General Accounting Office report which conclud-
ed that a bond-financed program in 1982 would cost four times as much in federal
savings as the benefits provided to home buyers. That report was aired in a hearing
held before this committee earlier this year during which it was criticized both for
the methodology used to estimate revenue losses and the period studied by it which
had abnormally high interest rates. I hope today's session will shed more light on
the comparative efficiencies of both financing mechanisms.

In conclusion, Mr. Chairman, I am pleased to consider the legislation which you
have sponsored and look forward to hearing the testimony to be presented today. At
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the same time, however, I must reiterate my support for the mortgage revenue bondprogram and urge the prompt repeal of the sunset date so that state and local hous-ing authorities can continue utilizing this effective tool for home purchase, home
improvement, and rental housing.
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DESCRIPTION OF S. 1598
(THE FIRST TIME HOMEBUYER ASSISTANCE

ACT OF 1983)

SCHEDULED FOR A HEARING

BEFORE THE

COMMITTEE ON FINANCE

ON SEPTEMBER 13, 1983

PREPARED BY THE STAFF

OF THE

JOINT COMMITTEE ON TAXATION

INTRODUCTION
The Senate Committee on Finance has scheduled a public hear-

ing on September 13, 1983, on S. 1598 ("The First Time Homebuyer
Assistance Act of 1983"), introduced by Senators Dole, Long, Do-
menici, Bradley, Wallop, Tower, and Heinz. The bill relates to the
authority of State and local governments to issue qualified mort-
gage credit certificates.

The first part of the pamphlet is a summary of the bill. This is
followed by a more detailed description of the bill, including
present law, issues, explanation of provisions, and effective date.
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I. SUMMARY
The Mortgage Subsidy Bond Tax Act of 1980 (the "1980 Act") im-

posed restrictions on the ability of State and local governments to
issue tax-exempt bonds to finance owner-occupied residences. The
1980 Act provides that interest on mortgage subsidy bonds is
exempt from taxation only if the bonds are "qualified mortgage
bonds" or "qualified veterans' mortgage bonds". The 1980 Act re-
stricts the aggregate annual volume of qualified mortgage bonds
which a State, and local governments within the State, may issue.
Qualified mortgage bonds must satisfy a number of additional re-
quirements, including a requirement that the bonds be issued
before January 1, 1984.

The bill (S. 1598) would allow State and local governments to
elect, for any year, to exchange all or part of their qualified mort-
gage bond authority for authority to issue qualified mortgage credit
certificates (MCCs). MCCs would entitle homeowners to refundable
credits not exceeding 50 percent (but not less than 10 percent) of
mortgage interest on qualifying principal residences. The credits
would be subject to the existing eligibility requirements for quali-
fied mortgage bonds.

The total amount of MCCs distributable by a State or local gov-
ernment would be equal to 14.35 percent of the amount of ex-
changed mortgage subsidy bond authority. For States and localities
which issued less than their full authorized volume of mortgage
subsidy bonds in 1983, the authority to issue MCCs would be
phased in over a 5-year period.

Under the bill, MCCs could be distributed only following the an-
nouncement by the State or local government, at least 90 days
before distribution, of a proposed plan of distribution.

The bill does not extend the authority to issue qualified mort-
gage bonds, although it assumes some such extension.
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I. DESCRIPTION OF THE BILL

A. Present Law
Overview

The Mortgage Subsidy Bond Tax Act of 1980 (the "1980 Act")1

imposed restrictions on the ability of State or local governments to
issue bonds, the interest on which is tax-exempt, for the purpose of
making mortgage loans on single-family residences. The 1.980 Act
provides that interest on mortgage subsidy bonds is exempt from
taxation only if the bonds are "qualified mortgage bonds" or"qualified veterans' mortgage bonds'.

Qualified veterans'mortgage bonds
Qualified veterans' mortgage bonds are general obligation bonds,

the proceeds of which are used to finance mortgage loans to veter-
ans. Unlike qualified mortgage bonds, the tax-exemption for veter-
ans' bonds does not expire after December 31, 1983.
Qualified mortgage bonds

Qualified mortgage bonds must satisfy numerous requirements,
discussed below. In addition, interest on these bonds is tax-exempt
only if the bonds are issued before January 1, 1984.2

Volume limitations
The 1980 Act restricts the aggregate annual volume of qualified

mortgage bonds that a State, and local governments within the
State, can issue. The State ceiling is equal to the greater of (1) 9
percent of the average annual aggregate principal amount of mort-
gages executed during the 3 preceding years for single-family
owner-occupied residences located within the State, or (2) $200 mil-
lion.

Limitation to single-family, owner-occupied residences
All proceeds (except issuance costs and reasonably required re-

serves) of qualified mortgage bonds must be used to finance the
purchase of single-family residences located within the jurisdiction
of the issuing authority. Additionally, it must reasonably be expect-

' Title XI of the Omnibus Reconciliation Act of 1980 (Pub. L. 96-499). The provisions of this
Act (i.e., Code sec. 103A) were subsequently amended by section 220 of the Tax Equity and Fiscal
Responsibility Act of 1982 (TEFRAXPub. L. 97-248).

2S. 137 (introduced by Senators Roth, Mitchell, Durenberger, Danforth, Packwood, Wallop,
and others) would make permanent the tax exemption presently provided for qualified mort-
gage bonds. A hearing on this bill was held by the Senate Committee on Finance on May 13,
983. (For a description of S. 137, see Joint Committee staff pam hlet, "Description of Tax Bills

(S. 137 and S. 1061) Relating to Mortgage Subsidy Bonds and Federal Guarantee of Tax-Exempt
Bond Investments," JCS12-83,May 12, 1983.

H.R. 2973, as approved by the Senate on June 16, 1983, would likewise have made permanent
the present law tax exemption for qualified mortgage bonds. However, that provision was subse-
quently deleted in conference (P.L. 98-67).
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ed that each residence will become the principal residence of the
mortgagor within a reasonable time after the financing is provided.
Generally, the term single-family residence includes 2-, 3-, and 4-
family residences if (1) the units in the residence were first occu-
pied at least 5 years before the mortgage is executed and (2) one
unit in the residence is occupied by the owner of the units.

General limitation to new mortgages
With certain exceptions, all proceeds of qualified mortgage bonds

must be used for the acquisition of new mortgages rather than ex-
isting mortgages. Exceptions are provided that permit replacement
of construction period loans and other temporary initial financing,
and certain rehabilitation loans. Rehabilitation loans must be
made for work begun at least 20 years after the residence is first
used and the expenditures must equal 25 percent or more of the
mortgagor's adjusted basis in the building. Additionally, at least 75
percent of the existing external walls of the building must be re-
tained as such after the rehabilitation.

Certain mortgage assumptions permitted
Loans financed by qualified mortgage bond proceeds may be as-

sumed if the residence satisfies the location and principal residence
requirements, discussed above, and the assuming mortgagor satis-
fies the 3-year and purchase price requirements, discussed below.

Limitation on advance refunding
Qualified mortgage bonds may not be advance refunded.

Targeting requirement
At least 20 percent of the proceeds of each issue must be made

available for owner-financing in "targeted areas" for a period of at
least one year. The term targeted area means a census tract in
which 70 percent or more of the families have income which is 80
percent or less of the statewide median family income, or an area
designated as an area of chronic economic distress.

8-year requirement
In order for an issue to be a qualified mortgage issue, at least 90

percent of the mortgages financed from the bond proceeds are re-
quired to be provided to mortgagors, each of whom did not have a
present ownership interest in a principal residence at any time
during the 3-year period ending on the date the mortgage is grant-
ed. The 3-year requirement does not apply with respect to mortga-
gors of residences in three situations: (1) mortgagors of residences
that are located in targeted areas; (2) mortgagors who receive
qualified home improvement loans;3 and (3) mortgagors who re-
ceive qualified rehabilitation loans.

3 Qualified home improvement loans are loans, not exceeding $15,000, that finance the alter.
ation or repair of a residence in a manner that substantially protects "the basic livability or
energy efficiency of the property" (sec. 103A(1N6)).
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Purchase price requirement
In order for an issue to be a qualified mortgage issue, all of the

mortgages (or other financing) provided from the bond proceeds,
except qualified home improvement loans, are required to be for
the purchase of residences the acquisition cost of which does not
exceed 110 percent (120 percent in targeted areas) of the average
area purchase price applicable to that residence.

Arbitrage requirements
In order for an issue to be a qualified mortgage issue, the issue is

required to meet certain limitations regarding arbitrage as to both
mortgage loans and nonmortgage investments. The effective rate of
interest on mortgages provided under an issue of qualified mort-
gage bonds (determined on a composite basis) may not exceed the
yield on the issue by more than 1.125 percentage points. The 1980
Act also imposes restrictions on the arbitrage permitted to be
earned on nonmortgage investments and requires that any arbi-
trage on nonmortgage investments must be paid or credited to the
mortgagors or paid to the Federal Government.

B. Issues
The principal issue is whether State and local goverments should

be entitled to exchange all or part of their qualified mortgage bond
authority for authority to issue mortgage credit certificates. Relat-
ed issues include:

First, what is the relative efficiency and effectiveness of mort-
gage credit certificates and mortgage subsidy bonds as a means of
providing a subsidy to first time homebuyers?

Second, which type of program (mortgage credit certificates or
mortgage subsidy bonds) is better suited to the purpose of targeting
the available subsidy to those individuals who are most in need of
assistance?

C. Explanation of Provisions
Overview

The bill would allow State and local governments to elect, for
any calendar year beginning after 1983,4 to exchange all or part of
their qualified mortgage bond authority for authority to issue
qualified mortgage credit certificates (MCCs). MCCs would entitle
taxpayers to refundable Federal income tax credits for not more
than 50 percent (but not less than 10 percent) of interest on indebt-
edness incurred to finance the acquisition (or qualified rehabilita-
tion or improvement) of qualified principal residences. The credits
would be subject to the existing eligibility requirements for quali-
fied mortgage bonds. For States and localities which issued less
than their statutory maximum of qualified mortgage bonds during
calendar year 1983, authority to issue MCCs would be phased in
over a 5-year period.

4 Under present law, the authority to issue qualified mortgage bonds will expire on December
31, 1983 (see Part A, Present Law, above). Thus, in order for the MCC program to take effect,
Congress would have to extend the availability of qualified mortgage bonds beyond the 1983
sunset.
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Qualified mortgage credit certificates (MCCs)
Qualified mortgage credit certificates (MCCs) would take the

form of certificates issued to qualifying homebuyers. Each certifi-
cate would specify (1) the principal amount of indebtedness the in-
terest on which qualified for the credit and (2) the applicable per-
centage of the credit. The applicable percentage could not exceed
50 percent, but could not be less than 10 percent, of interest on the
qualifying indebtedness. (The actual amount of the credit in any
year would depend upon the mortgage interest rate.) The certifi-
cate would entitle the taxpayer to a credit against his or her Feder-
al income taxes for a taxable year during which the taxpayer used
the residence as his or her principal residence during that taxable
year.

MCCs would be refundable to the taxpayer (i.e., credit amounts
in excess of any Federal income taxes would be refunded to the
taxpayer). However, when a taxpayer received an MCC, the taxpay-
er's deduction for interest on the qualifying mortgage (sec. 163(a))
would be reduced by the amount of the credit. For example, a tax-
payer receiving a 50-percent credit, and making $1,000 of interest
payments in a given year, would receive a $500 credit and a deduc-
tion for the remaining $500 of interest payments.

Under the bill, MCCs would not be available for property fi-
nanced with mortgage subsidy bonds. Additionally, loans between
related parties would not qualify for the credit.

Criteria for eligibility
MCCs would be subject to the existing eligibility requirements

applicable to qualified mortgage bonds. Thus, MCCs would general-
ly (1) be limited to interest on mortgage loans for single-family
owner occupied residences (as defined under the qualified mortgage
bond provisions) located within the jurisdiction of the issuing au-
thority, (2) be available only for new mortgages (with allowances
for qualified rehabilitation and improvement loans and for certain
mortgage assumptions), and (3) be available to finance the acquisi-
tion of residences the acquisition cost of which does not exceed 110
percent (120 percent in targeted areas) of the average area pur-
chase price applicable to the residence. Additionally, 90 percent of
MCCs distributed under each MCC program5 would be required to
be made available only to mortgagors who did not have a present
ownership interest in a principal residence at any time during the
3-year period ending on the date the mortgage is granted (with ex-
ceptions for qualified rehabilitation and home improvement loans
and residences located in targeted areas). Finally, at least 20 per-
cent of the agg-egate amount of MCCs issued under each program
would be required to be made available for financing in targeted
areas for a period of at least one year.

Under the bill, MCCs could be issued for debt incurred to refi-
nance a principal residence if the refinancing takes the place of an
existing mortgage for which a certificate has already been issued
and does not extend the term or increase the principal amount of
the original mortgage.

5 A State or locality could have more than one MCC program in each year (subject to the
aggregate volume limitations on MCCs).
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As in the case of qualified mortgage bonds, a State or localitty
would be free to establish more stringent criteria for participation
in an MCC program.
Volume limitations

General limits
Under the bill, the aggregate annual amount of MCCs distributa-

ble by a State or locality could not exceed 14.85 percent of the
volume of qualified mortgage bond authority exchanged by the
State or locality. For example, a State which was entitled to issue
$200 million of qualified mortgage bonds, and which elected to sur-
render $100 million of bond authority, could distribute an aggre-
gate amount of MCCs not exceeding $14.35 million.

The aggregate annual amount of MCCs issued by a State or local-
ity would be determined by multiplying (1) the principal amount of
each MCC certificate issued by the State or locality by (2) the appli-
cable percentage for each certificate, and adding the products. For
example, a State with $14.35 million of MCC authority could dis-
tribute credits for 14.35 percent of the interest payments on mort-
gages having an aggregate principal amount of $100 million (there-
by approximating the benefits provided by $100 million of mort-
gage subsidy bonds). However, the State could also issue any other
mix of higher or lower percentage credits in an aggregate amount
not exceeding $14.35 million (subject to the 10 -and 50-percent re-
quirements and the targeting an purchase price requirements ap-
plicable to mortgage subsidy bonds).

Phase-in of MCC authority
States or localities which issued qualified mortgage bonds in

amounts less than their maximum legal authority during calendar
year 1983, would be subject to a 5-year phase-in of authority to
issue MCCs. For each of these years, the amount of qualified mort-
gage bond authority which a State or locality could exchange for
authority to issue MCCs would be limited to the volume of quali-
fied mortgage bonds it actually issued in 1983, increased for each
year by 25 percent of the remaining difference between the 1983
volume and the statutory amount. For example, a State which had
authority to issue $200 million of qualified mortgage bonds in 1983,
but actually issued only $100 million, would be entitled to ex-
change $125 million of authority in 1984 ($100 million plus 25 per-
cent of the remaining statutory authority), $144 million in 1985
($125 million plus 25 percent of authority remaining in 1984), $158
million in 1986, $167 million in 1987, $175 million in 1988, and the
full $200 million in 1989.6

Where a State or locality issued both qualified mortgage bonds
and MCCs, the phase-in would apply to the total amount of bonds
and credits which it could issue. Thus, in the example above, the
State (if it elected to issue MCCs) could use or exchange a total of
$144 million of qualified mortgage bond authority in 1985. The

S The phase-in" rule would apply regardless of the amount of authority actually exercised by aState or locality in an ' intervening year. Thus, in the example, the State could exchange $144
million of bond authority in 1985 for authority to issue MCCs regardless of the actual volume of
its 1984 issues.
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phase-in would not apply if the State elected to issue only mort-
gage bonds.
Public reporting requirement

Under the bill, State or local housing agencies could issue MCCs
only after making generally available, at least 90 days prior to dis-
tribution, a proposed plan of distribution of the credits. The pro-
posed plan would set forth the eligibility requirements to receive
MCO certificates and the methods by which the certificates would
be issued.

E. Effective Date
The bill would apply to interest paid or accrued after December

31, 1983, on mortgages executed after December 31, 1983.
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The CHAIRMAN. Let me say, just as a way of introduction, we cer-
tainly welcome the witnesses. I'm advised that there may not be
other Senators here, so I'm going to ask the cooperation of wit-
nesses. I had an opportunity last evening to look through all the
statements, and I'm going to ask those who are going to testify to
summarize their statements- not to read their statements. I have
already read them. And if I'm the only one here, and if you have
read them, and I have read them, you know, let's don't read them
again.

So if you can summarize in 1 minute or 2. We believe that we
have an initiative here that deserves serious consideration. It has
broad support. Senators Long and myself, Domenici, Bradley,
Tower, Wallop, and Heinz, and a number of others who have indi-
cated an interest since the introduction.

We think it's an innovative but long overdue approach to assist-
ing State and local governments to homebuilding and real estate
industries, and first time home buyers primarily. All of these
groups were hurt by the record high interest rates experienced
prior to the current recovery. They all could be threatened if the
record Federal deficits in a period of robust recovery drive interest
rates above the so-called chokepoint for prospective home purchas-
ers. And I must say I am less and less encouraged that we are
going to do anything about the deficits, so I think this is an area
that should be addressed.

Ironically, one of the most popular remedies for the malady of
high interest rates has been in the view of many experts akin to
the once popular medical practice of bloodletting. Although mort-
gage subsidy bonds have been beneficial for some home buyers, re-
altors, homebuilders, and State and local officials, interested in
providing those groups with Federal financial assistance, the cost
to the Federal Treasury and the impact on traditional State and
local borrowing costs have been simply excessive. If large Federal
deficits cause problems for State and local governments and the
homebuilding industry, and if Congress is committed to finding a
way to help first time home buyers, then Congress should endeavor
to subsidize home purchases with the most efficient subsidy mecha-
nism possible.

S. 1598 is intended to move national tax and housing policy in
precisely that direction by giving State and local mortgage bond is-
suers the option of exchanging some or all of their mortgage bond
authority for authority to issue tax credit certificates that will ef-
fectively reduce the interest rates on market rate loans.

I think there is substantial incentives to switch from issuing
bonds to issuing credits under this bill. And for every dollar ex-
changed, substantial revenues will be saved. According to the Joint
Tax Committee revenue estimates with credit usage starting at 20
percent and rising to 60 percent over the next 5 fiscal years, we
will recoup half a billion dollars. With more usage, still more could
be saved.

I have in my statement some of the advantages and how the
credits work. It just seems to me that we have an opportunity
here-and I know there are some who would like to maintain both
programs. And I would just say to those well-intentioned folks who
are going to be testifying-we've got a problem in this country. It's

28-039 0 - 84 - 2
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called the deficit. And everybody is willing to wait until after the
election except some of us who don't think that's very good policy.
And it's my hope that there will be some cooperation. If everybody
comes in with a little bit of greed, we are going to be probably suf-
fering from high interest rates, if not next year, in 1985, and then
most of the witnesses here who depend on lower rates for a liveli-
hood are going to be in real difficulties.

So I'm still of the hope that there are enough of us in Congress
in both parties to face up to the deficits before the election. And
what you are saying is really before August or September 1985.
And I don't think anybody in the homebuilding business or the real
estate business or-any other business will suggest that we are not
flirting with high interest rates and choking off the recovery, and
choking off your profit margins to your members if we don't do
what we should do in the Congress with a balanced spending reduc-
tion and revenue package. So it's my hope that even though we are
having hearings on some specific legislation, that we haven't lost
sight. of the need for facing up to the deficit.

Mr. Chapoton.

STATEMENT OF HON. JOHN E. CHAPOTON, ASSISTANT SECRE-
TARY FOR TAX POLICY, DEPARTMENT OF THE TREASURY,
WASHINGTON, D.C.
Secretary CHAPOTON. Thank you, Mr. Chairman.
I'm delighted to be here and to have the opportunity to present

the administration's position on this bill, S. 1598. As you know, of
course, the authority to issue mortgage subsidy bonds expires at
the end of this year. And, therefore, this bill would be effective
only if that sunset is extended.

As you know, the Treasury Department strongly opposes any ex-
tension of the MSB program. But if that program is continued over
our objections, we would support the approach of giving State and
local governments the option of providing Federal subsidies for
mortgage interest payments, such as this bill would do.

Basically, S. 1598 would allow State and local governments to
elect to exchange all or a portion of their MSB authority for au-
thority to issue mortgage credit certificates. The taxpayer home-
owner who receives a mortgage credit certificate would be entitled
to a credit against his tax liability, equal to a percentage of his
mortgage interest payment. The percentage would be determined
by the State or local government issuer. And it could vary from 10
to 50 percent.

The credit would be refundable in the event the taxpayer didn't
have enough tax liability to fully utilize the credit, and the credit
would offset dollar for dollar his deduction for interest paid under
section 163.

The eligibility requirements for mortgage credit certificates-
that is, the homeowners who could benefit under this program or
those requirements-would be identical to the present MSB pro-
gram.

The annual amount is as, of course, you know, under the present
MSB program there is an aggregate volume limit each year. And
there would be a translation of, under this bill-a translation of
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the dollar caps to similar caps under mortgages that could qualify
for the credit.

Basically, the certificates, the mortgage credit certificates, would
provide the homeowner with a credit of 14.35 percent of the inter-
est he pays. That is, assuming the authority elects a dollar for
dollar conversion of its-the issuing authority elects a dollar for
dollar conversion of its MSB authority into mortgages eligible for
the credits. But to give issuers greater flexibility, the bill would
allow the issuer to provide a greater or lesser credit than 14.35 per-
cent of his interest paid by making a corresponding adjustment to
the MSB authority that the issuer so remedies.

In May of this year, Mr. Chairman, we testified before the Sub-
committee on Taxation and Debt Management on S. 137, which
would extend or remove the sunset date on MSB's. In that testimo-
ny we strongly opposed any extension of the sunset. We still feel
that way, and still oppose extension of the sunset.

I don't want to go in any detail through our reasons, but let me
just tick them off.

We first feel that the MSB program is not a cost effective way to
subsidize owner occupied housing. At least one-third of the cost of
the program inures to bondholders and intermediaries, and not to
the homeowner.

Second, we think it does damage to the tax-exempt market to
flood the market with mortgage subsidy bonds. Therefore, causing
a substantial increase in interest costs to State and local govern-
ments for their traditional financing.

And, finally, we think there is a significant cost to the Federal
Government. A 1-year extension of the MSB program would cause
a $4 billion revenue loss over the life of the bonds issued during
that 1-year extension. A 3-year extension would cost $15 billion
total revenue loss.

If the sunset is extended, we would support, as I have stated, the
alternative of giving the issuing authorities the right to issue tax
credits. There are several advantages we see. The primary advan-
tage, though, is that mortgage credits over- MSB's are much more
cost effective a program. The tax credits would bypass the interme-
diaries who now reap a substantial profit from the MSB program
so you could provide the same benefit to homeowners at a substan-
tially reduced cost to the Federal Government. And at this time,
the budget deficit problem that we are facing, as the chairman
pointed out, we think we should search for more cost effective
means of providing benefits.

I do give an example in the testimony, but I won't go over it now.
But, basically, under the facts there assumed, the cost to the Feder-
al Government providing the same benefit to a homeowner is-it
results in a 50-percent savings. That wouldn't be true in every case.
But those assumptions are very reasonable.

As I had mentioned, we estimated that a cost of a permanent ex-
tension of MSB's would be $3.2 billion over the next 5 years. You
could look beyond those 5 years, and the cost would be substantial-
ly more because the bonds issued during the 5-year period are
going to be outstanding beyond the end of the century.

We estimate that the cost of extending the program through
mortgage credits could reduce the cost of extension of this benefit
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to homeowners by $600 billion. That is, from $3.2 to $2.6 billion
through the mortgage credit certificate program as contrasted with
the MSB program. And the long-term savings would be sustantially
more.

A second major advantage of the credit program is that the
amount of the subsidy would be established directly, and would not
depend upon conditions in the volatile tax exempt market. Basical-
ly, under the MSB program the amount of the subsidy depends on
the spread from time to time between taxable and tax exempt
rates, a very arbitrary item. But that tells you how much of the
benefit goes to the homeowners, and it is volatile, and certainly
adds an undesirable element to the MSB program.

A third advantage to the subsidy, to the credit certificate pro-
gram, is that it would not add to the outstanding volume of tax
exempt bonds. Thus, would not do further damage to the tax
exempt market.

A final advantage is that you would not have to-the issuer
would not have to establish a reserve fund to service their mort-
gage subsidy bonds. Reserve funds are necessary to tax exempt fi-
nancing since the issuing authority is acting as a financial interme-
diary. But amounts set aside in reserve fund reduces the proceeds
of MSB's that are available for mortgages. That problem would not
exist through the credit certificate approach.

We do have an objection, a strong objection, to one part of the
mortgage credit certificate program. And that is the refundability
feature of it. As we have pointed out before, we think the primary
purpose of the Tax Code has to be to raise revenues. We think we
jeopardize the fundamental nature of the tax law if credits become
refundable. We think this objection outweighs any benefit that
could be achieved through a refundable credit.

We, of course, realize what the purpose of a refundable credit is.
We run into the problem every time we give credits in the tax
codes. We run into the problem of taxpayers who cannot utilize
those credits. But in this case, that problem is not as significant as
it usually is because we estimate over 90 percent, probably as high
as 95 percent, of the homeowners would have sufficient tax liability
to fully absorb the credit.

I have other comments in the testimony, Mr. Chairman, regard-
ing some administrative problems that we would like to work with
the committee on. And then, finally, I do point out in our state-
ment that the committee should consider the cost of any extension
of benefits to homeowners. And we would suggest that the commit-
tee try to make this change, if it sees fit to extend benefits, reve-
nue neutral, by limiting the volume of MSB's, and perhaps putting
a limit on other private purpose tax exempt bonds so that the over-
all cost to the Federal Government is not increased.

And, finally, we do also suggest that if it is added that there
should be a sunset on the credit mechanism as well as a sunset on
any extension or removal of the December 31 date.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. And your entire statement will be

made a part of the record.
[The prepared statement of Mr. Chapoton follows:]
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Mr. Chairman and Members of the Committee:

I am pleased to appear before you today to present the views
of the Treasury Department on S. 1598, the "First Time Homebuyer
Assistance Act of 1983," a bill that would permit State and local
governments to issue mortgage credit certificates entitling
homeowners to Federal tax credits in lieu of financing low
interest mortgage loans through tax-exempt mortgage subsidy
bonds.

The authority for States to issue tax-exempt mortgage subsidy
bonds ("MSBs") is scheduled to expire at the end of this year.
Thus, S. 1598 would be effective only if the MSB program is
extended. The Treasury Department strongly opposes any extension
of the MSB program. If the program is continued over our
objections, we support the approach of giving State and local
governments the option of providing Federal subsidies for
mortgage interest payments by distributing mortgage interest tax
credits in lieu of issuing MSBs. In addition to commenting on
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S. 1598, I also want to take the opportunity today to discuss the
need for Congress to consider changes that would reduce the cost
of the MSB program if it is extended.

Background

In general, MSBs are obligations the proceeds of which are
used to finance owner-occupied single-family residences. Under
current law, an MSB is tax-exempt only if it meets the
requirements set forth in section 103A of the Internal Revenue
Code. At least 90 percent of the lendable proceeds of the bond
issue must be used to finance the residences of individuals who
have not had a prior ownership interest in a principal residence
at any time during the immediately preceding three years
("first-time homebuyer requirement"). In addition, the
acquisition cost of an eligible residence cannot exceed 110
percent of the average purchase price for single-family
residences in the area in which the residence is located.

For residences located in certain "targeted areas", the
first-time homebuyer requirement is waived, and the purchase
price limitation is increased to 120 percent of the average area
purchase price. A targeted area is defined to include a
"qualified census tract" or an "area of chronic economic
distress." A qualified census tract is a census tract in which
at least 70 percent of the families have an income that is 80
percent or less than the statewide median family income. An area
of chronic economic distress is an area so designated by a State
and approved by the Secretary of Housing and Urban Development
and the Secretary of the Treasury in accordance with four
criteria- The criteria relate to the condition of the housing
stock, the need for subsidized owner-financing, its potential for
improving housing conditions, and the existence of a housing
assistance plan.

Current law also imposes a limit on the aggregate amount of
tax-exempt MSBs that can be issued within any State during a
calendar year. The volume limitation is equal to the greater of
$200 million or 9 percent of the average annual volume of
mortgages for owner-occupied residences originated in the State
during the preceding three years. Further, the law limits the
amount of arbitrage profit that can be earned by an issuer. The
effective interest rate on mortgages made to homebuyers is
limited to 1 1/8 percentage points above the bond yield.

Finally, except for general obligation bonds issued by States
to provide housing for veterans, current law provides for the MSB
program to expire at the end of 1983.
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Description of S. ]598

Under S. 1598, State and local governments could elect to
exchange all or a portion of their authority to issue tax-exempt
MSBs for authority to issue mortgage credit certificates. A
taxpayer who receives a mortgage credit certificate would be
entitled to a tax credit equal to a percentage of his mortgage
interest payments. The percentage of interest payments that
would qualify for the credit could vary from 10 to 50 percent.
The applicable percentage would be determined by the issuer and
would be stated on the mortgage credit certificate. The mortgage
interest credit would be refundable with the result that a
taxpayer would receive a cash payment to the extent that the
amount of the credit-exceeded his tax liability. The bill would
require a taxpayer to reduce his deduction for mortgage interest
under section 163 of the Internal Revenue Code by the amount of
the credit.

Eligibility requirements for mortgage credit certificates
would be identical to the eligibility requirements under the MSB
program. The mortgage credit certificate would remain in effect
until the issuing authority revokes it or the residence to which
it relates ceases to be the taxpayer's principal residence.

The aggregate annual amount of mortgage credit certificates
that a State or local government could issue would be linked to
the dollar amount of MSB authority that is given up in exchange
for authority to issue mortgage credit certificates. The State
or local government could use the certificates to provide tax
credits of 14.35 percent of the interest paid on new mortgages in
principal amount equivalent to the principal amount of MSB
authority surrendered, or to provide a greater (or lesser) rate
of tax credits on a smaller (or larger) principal amount. A
State or local government that did not issue its entire
authorized volume of qualified MSBs in 1983 would be subject to a
five-year transition rule that would phase-In the authority to
issue mortgage credit certificates. The transition rule would
affect the volume limitation on a State's authority to issue MSBs
only if the State elects to issue mortgage credit certificates.
If the State issues both mortgage credit certificates and MSBs
during a year of the transition period, the phase-in limitation
would apply to the total amount of bonds and credits that it
could issue during that year.

Finally, at least 90 days prior to the issuance of mortgage
credit certificates, the issuing authority would-be required to
provide public notice of the eligibility requirements for such
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certificates, the method by which such certificates are to be
issued, and any other information required by the Internal
Revenue Service.

Discussion

On May 13, 1983, we testified before the Subcommittee on
Taxation and Debt Management on S. 137, a bill that would
eliminate the December 31, 1983 sunset date on the tax exemption
for qualified MSBs. In our testimony we strongly opposed any
extension or repeal of the sunset provision. Our position on the
sunset of the MSB program has not changed.

MSBs ari not a cost-effective way to subsidize owner-occupied
housing. At least one-third of the total cost of the [ISB program
inures to bondholders and financial institutions, who serve as
intermediaries, while at most two-thirds of the benefits reach
the individual homebuyer. Moreover, we believe that the
subsidies that .MSBs provide to homeowners are unnecessary in view
of other Federal assistance for homebuyers.

We also oppose extension of the MSB sunset because continued
issuance of MSBs would cause further damage to the tax-exempt
bond market. Extension of the MSB program would increase
significantly the volume of private purpose tax-exempt bonds.
This additional volume of tax-exempt bonds would result in a
substantial increase in interest costs for State and local
governments in financing traditional public projects, such as
schools, roads, sewers, and public buildings. Finally, an
extension of the MSB program would cause large future revenue
losses. A one-year extension would cost the Federal government
$4 billion over the term of the bonds issued during the extension
period. A three-year extension would have a total cost of $15
billion.

We recognize that notwithstanding the Administration's strong
opposition to MSBs, there is considerable Congressional support
for extending the MSB program as a means of providing additional
Federal assistance to homebuyers. Accordingly, if MSBs are to be
continued, we would support giving State and local governments
the option of issuing mortgage credit certificates in lieu of
MSBs. We must oppose, however, the provision of S. 1598 that
would make the tax credits refundable. We also have comments on
several other aspects of the bill.

Advantages of Mortgage Credit Certificates over MSBs

While MSBs and the mortgage interest credit proposed in
S. 1598 both are intended to reduce the cost of homeownership to
low- and moderate-income individuals, the primary advantage of
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mortgage credit certificates over MSBs is that they are more
cost-effective than MSBs. Tax credits would bypass the
intermediaries who now reap a substantial portion of the benefits
of tax-exempt financing. The greater cost-effectiveness of tax
credits would enable State and local governments to provide the
same benefit to homebuyers at a lower total cost to the Federal
government. At a time when Federal deficits are of particularly
great concern to all of us, we should redouble our efforts to
provide Federal benefits through the most cost-effective means
possible.

An example illustrates the cost savings to the Federal
government of a tax credit over tax-exempt financing in providing
equivalent benefits to homeowners. Low- and moderate-income
individuals currently can obtain FHA-insured mortgages with an
interest rate of 13 percent or MSB-financed mortgages with an
interest rate of approximately 11 percent. On a $50,000
mortgage, the monthly payment on an FHA-insured mortgage would be
$572, compared to a monthly payment of $476 on an MSB-financed
mortgage. If the taxpayer received a mortgage interest tax
credit of 14.35 percent of his interest payments, the total
after-tax cost of the FHA-insured mortgage for the first year
would be $4,594 (assuming the homeowner itemizes deductions and
is in a 20 percent marginal tax bracket). In comparison, the
total first-year after-tax cost of the MSB-financed mortgage
would be $4,616.

While the two programs provide approximately the same benefit
to the homeowner, the cost to the Federal government would be
significantly less under the mortgage credit certificate program
than under the MSS program. The first-year cost to the Federal
government of subsidizing a $50,000 mortgage would be
approximately $1,614 with MSBs, compared to $746 with the
mortgage interest tax credit. Thus, under the assumptions used
in this example, the mortgage interest tax credit represents a
potential cost savings to the Federal government of 53 percent to
the extent that it is used to replace MSBs.

The Treasury Department has estimated that the cost of a
permanent extension of MSBs would be $3.2 billion over the next
five years. Loo;. ng beyond five years, the total cost would be
considerably more-s.,L- most of the tax-exempt MSBs authorized by
the extension of the program would be outstanding beyond the end
of this century. We further estimate that the cost of extending
the MSB program over the next five years could be reduced by
approximately $600 million (to $2.6 billion) if the mortgage
credit certificate option is adopted. The long-term cost savings
would be considerably greater.
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A second major advantage of mortgage credit certificates over
MSBs is that the amount of the subsidy would be established
directly and would not depend upon conditions in the volatile
tax-exempt bond market. The subsidy provided through MSBs varies
with the spread in interest rates between taxable securities and
tax-exempt securities. Thus, the rate of the subsidy could vary
significantly depending on both the timing of the issuance of the
MSBs and the placing of the mortgage loan, and may bear no
relationship to the amount of assistance that an individual may
need to purchase a home. The rate of the subsidy provided with a
tax credit, on the other hand, could be set di& ly by
government authorities before the mortgage loan is made.

A third advantage of providing a subsidy through a mortgage
credit certificate rather than through tax-exempt financing is
that, unlike MSBs, tax credits would not add to the outstanding
volume of private purpose bonds. This should help to reduce the
cost to State and local governments of financing traditional
public facilities and services with tax-exempt obligations.

Finally, mortgage credit certificates would eliminate the
need for issuing authorities to establish reserve funds to
service their MSBs.. Reserve funds are necessary to tax-exempt
financing since the issuing authority is acting as a financial
intermediary. Nevertheless, amounts set aside in a reserve fund
reduce the proceeds of an MSB that are available for mortgages.

Opposition to Refundability of Credit

Notwithstanding the substantial advantages of mortgage credit
certificates over MSBs, we cannot support S. 1598 if the credit
is refundable. The tax code first and foremost is designed to
raise revenues. While tax credits are sometimes used as a
convenient means of distributing Federal benefits, refundable
credits would jeopardize the fundamental nature of the Federal
income tax system. We believe that the importance of preserving
the primary function of the tax code as a revenue raising statute
outweighs any benefit that could be achieved through refundable
tax credits.

We recognize that the refundability of mortgage credit
certificates is intended to insure that in every case eligible
homebuyers receive benefits through mortgage credit certificates
that are roughly equivalent to the benefits that they would
receive through MSBs. As a practical matter, however, almost all
recipients of mortgage credit certificates would have sufficient
tax liabilities to absorb the full credit.
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Additional Comments

I wish to comment on a number of other aspects of the
mortgage credit certificate program.

Administration of the Program. we are concerned with
administrative and enforcement aspects of the program. The bill
would allow States and localities to set the rate of the subsidy
within certain limits and to provide different rates for
different taxpayers. The provision for varying rates may make it
difficult to monitor the volume limits. In view of this, a
limited number of rates or denominations for mortgage credit
certificates may be preferable. In any event, a mechanism to
monitor the volume limitations and to insure that the recipients
of mortgage credit certificates are qualified individuals is
essential to administration of the program. In addition,
consideration should be given to providing sanctions for
violations of the statutory requirements. If the Committee
intends to report this legislation despite the Administration's
objections. we would like to work with the Committee to insure
that the program can be properly administered and enforced.

Mortgage Credft Certificates as a Substitute for MSBs.
Another question that deserves consideration is whether mortgage
credit certificates should be an optional alternative to MSBs or
a replacement for MSBs. S. 1598 would allow States to elect
whether to issue mortgage credit certificates or MSBs. Because
of the substantial advantages of mortgage credit certificates
over MSBs, we would prefer that mortgage credit certificates be
enacted as a substitute for MSBs rather than as an elective
alternative.

Sunset Provision. we also strongly believe that any
additional Federal housing assistance that is provided through
tax subsidies should be subject to a sunset provision. Unlike
direct expenditure programs, tax subsidies are not required to be
reviewed annually as part of the appropriations process (although
we recognize that the tax-writing committees may review these
matters from time to time). Sunset provisions insure that the
usefulness and effectiveness of such programs will be reviewed
periodically.

If the MSB program must be continued, we strongly believe
that the extension should be for a limited period. Similarly, if
the mortgage credit certificate program is enacted, it should
include a sunset provision.

Eligibility Requirements. In our earlier testimony on the
sunset provision of the MSB program, we also stressed the
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importance of modifying the eligibility requirements if'the
program is extended. The current requirements do not adequately
target the benefits to low- and moderate-income first-time
homebuyers. Since the eligibility requirements for mortgage
credit certificates would be keyed to the requirements for MSBs,
it 's appropriate again to consider modification of the existing
requirements.

The MSB program, if continued, should be restricted in
nen-targeted areas to first-time homebuyers. Allowing existing
homeowners to participate in the program crowds out first-time
homebuyers, since existing homeowners typically are better risks
and better able to provide larger downpayments. In addition, the
purchase price limits in non-targeted areas should be reduced to
90 percent of the average area price. Under the current purchase
price limits, nearly all first-time homebuyers qualify for
assistance. The program was never intended to benefit such a
large class of homebuyers. Changes should also be made to the
definition of targeted areas. Current designations of targeted
areas are subjective and difficult to administer. Finally, the
purchase price limits should be supplemented by an income
limitation equal to the median family income in the State.

In summary, if the MSB program is to be extended, S. 1598
with a nonrefundable credit would be a desirable modification to
the program. We would like to work with the Committee with
respect to the other concerns that we have raised today.

Cost of the MSB Program

Before concluding my prepared remarks, I want to emphasize
the importance of dealing with the fiscal impact of the MSB
program. In these times of budgetary constraint, it is essential
for Congress to determine how it will pay for the MSB program if
it extends the sunset. If MSBs must be continued, we believe
that the best way to pay for the program is to offset the future
revenue losses by scaling back the size of the MSB program and by
simultaneously placing further restrictions on other private
purpose tax-exempt bonds.

Our projections show that if the current State volume limits
are not changed, the annual volume of tax-exempt MSBs will exceed
$20 billion in 1987. we believe that the volume limits could be
reduced in two ways. First, the allowable State volume :ould be
reduced from 9 percent of the previous three years' average
mortgage originations to a lower percentage such as 5 percent.
Second, veterans' housing bonds should be included under the MSB
State volume limit.

Future revenue losses also could be offset by imposing
additional restrictions on other private purpose tax-exempt
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bonds. State and local governments issuing private purpose bonds
could be required to give some form of support at their own cost
to projects that receive Federally subsidized bond financing.
Moreover, the provisions of current law requiring that all
industrial development bonds be approved by a voter referendum or
by an elected official following a public hearing could be
extended to all private purpose bonds. Further, the limitations
on depreciation deductions for property financed by tax-exempt
bonds could be tightened.

Nevertheless, while we would support the tightening of
existing limitations, experience shows that piecemeal
restrictions are unlikely to reduce significantly the growing
volume of private purpose tax-exempt bonds. We think that
Congress should explore the possibility of enacting comprehensive
restrictions applicable to all types of private purpose borads.
One such comprehensive approach would be to impose State volume
limitations on all private purpose bonds, similar to the State
volume limits currently applicable to MSBs. State and local
governments could still decide which qualifying activities,
whether owner-occupied housing, rental housing, economic
development, or other uses, best serve local needs and deserve a
Federal subsidy. The Federal government's interest would be
protected through the overall limit on the amount of private
purpose tax-exempt bonds that could be issued. The Treasury
Department would support a properly designed volume limitation if
the limitation imposes a reasonable ceiling on the amount of
private purpose bonds that can be issued.

Finally, another proposal that deserves careful consideration
is a trigger mechanism that would suspend the MSB program during
periods when mortgage interest rates fall below a certain level.
The explosive growth of MSBs in the late 1970's was attributable
in part to the increase in mortgage interest rates during that
period. A trigger mechanism would reflect the reduced need for
Federal assistance when interest rates decline.

Tklis concludes my prepared remarks. I will be happy to
respond to any questions that you may have.
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The CHAIRMAN. As I understand, you do not support the propos-
al, but if there is a choice between an extension of the sunset of
this proposal then it would have more merit. Is that correct?

Secretary CHAPOTON. That is correct. Subject to our concerns
with the refundability feature of this program, which gives serious
concern.

The CHAIRMAN. I think the point that ought to be made-and,
again, I understand Treasury's position-but you had some com-

--ment about a third of the benefits go to intermediaries.
Secretary CHAPOTON. That's correct. Less than two-thirds of the

benefit go to the homeowners. A third of the benefits go to interme-
diaries.

The CHAIRMAN. Now do you have some documentation on that? I
think there are a lot of members who signed up to repeal the
sunset who think they are really doing something for first time
homebuyers or for low-income Americans who want to buy a home.
And I think they may be doing a little bit for those people, but
they are doing a lot more for a lot of people who have a very spe-
cial interest in the legislation. And, again, if we are going to have a
program, I think we have a responsibility with those gapping defi-
cits to try to find the most effective program.

Secretary CHAPOTON. We certainly agree, Mr. Chairman. We
could certainly provide our analysis in that regard. I should point
out that the Congressional Budget Office study showed a less bene-
fit passing the homeowners, more inefficiency than our assump-
tion.

The CHAIRMAN. I think they said about 50-50.
Secretary CHAPOTON. About 50-50, or less than 50-50, they esti-

mated. Less than 50 percent of the benefit would go to the home-
owner.

The CHAIRMAN. That's not a very cost effective program.
Secretary CHAPOTON. It's not a very cost effective program.
The CHAIRMAN. As a matter of fact, very helpful to some, but it

doesn't do much for the first time homebuyer.
Secretary CHAPOTON. Yes, sir.
The CHAIRMAN. Senator Mitchell.
Senator MITCHELL. Thank you, Mr. Chairman. I have a detailed

statement that I would ask be made a part of the record. In the
interest of time, I will not read the entire statement.

I would like to comment, Mr. Chapoton. We have been through
this before at your previous appearances before the committee, and
I must say it is as dismaying today as it was on previous occasions
in which you opposed any legislation to deal with this serious prob-
lem.
-I think we ought to note that during the recent recession, which

we are now hopefully recovering from, there was a decline in home
construction and home sales unequaled in the postwar period. And
most troubling of all is the report that the percentage of homeown-
ers in the United States has declined the last couple of years for
the first time since the Great Depression.

I think it no coincidence that that has occurred during a period
in which the Federal Government has withdrawn from the area of
housing activity. The share of the Federal budget allocated to hous-
ing dropped from just about 5 percent in fiscal year 1980 to less
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than 1 percent in the fiscal year that is commencing October 1,
1983. That's a decline of 85 percent in just a few years. And I think
it clearly is a major contributing factor to the difficulties in the
housing industry.

I commend the chairman for offering this legislation. I think we
must continue the important effort in an area that is fundamental
to every American family. I do not agree with the chairman, of
course, as we know, or you on the mortgage revenue bond proiaiii.

I would like to ask, after making those observations, a few specif-
ic questions. First, is it not true that a major difference between
this alternative and the revenue bond program is that the mort-
gage credit certificates assume the availability and affordability of
home financing, whereas the revenue bond program itself repre-
sents a source-of such financing? And if that is the case-I know
the answer to this-what can you suggest be done to assure that
credit will be available and affordable; particularly, during reces-
sions or in rural areas like my own State where even in the best of
times such credit is hard to come by?

Secretary CHAPOTON. Well, I think, Senator Mitchell, I would
like to comment on the earlier point. I understand, of course, your
position. And we all, I think, agree on the importance of private

me ownership. I think your figures probably deal with-we are
now talking about individual private family owned residences; I
think your figures also relate to multifamily housing, which is also
a concern. I agree. I'm not sure it's involved here.

But I think what we would say, the figures show, is that a recov-
ery is the strongest help to people who are trying to finance their
first home. And that we make the problem more difficult, and
really don't help it in a meaningful way, by dealing with-it on pro-
grams such as this.

Overall, the program has put out a lot of money. We think most
of these homeowners would have bought homes perhaps a little
later, but would have certainly been homebuyers in any event.

Senator MITCHELL. Oh, but, Mr. Chapoton, you are not seriously
suggesting that the Federal programs that have been in existence
in the postwar period have not contributed to making housing
more readily-single family housing, if you want to limit it to
that-more readily available to Americans than would otherwise
have been the case?

Secretary CHAPOTON. No, sir. I'm talking about the mortgage
subsidy bond program. No question about we have, through Gov-
ernment policy, allocated a substantial portion of our capital stock
to single family homes.

Senator MITCHELL. Well, even the mortgage revenue bond pro-
gram has made that available. Your criticism of it has been that it
is inefficient; that it adversely affects the tax exempt market; and
is expensive to the Government.

Secretary CHAPOTON. That is correct.
Senator MITCHELL. But not one of those supports your arguments

that it has not made housing more readily available to those Amer-
icans who need it. All you are saying is that it is not very efficient,
and effective in doing that.

Secretary CHAPOTON. That's correct. And the targeting mecha-
nism put there at the income scale basically is, as I have men-
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tioned before-we think are people that would have purchased
houses. No question that if you lower the cost-and this lowers the
cost-it means they will purchase a house sooner.

And I think your comment that the mortgage subsidy bond pro-
gram provides tax exempt financing does provide a source of funds
where the credit mechanism means that you would go to tradition-
al sources of funds, but reduce the cost of those funds. I think there
has not been a showing that there will not be sufficient funds at
the proper cost for first time home buyers. And absent a showing of
that, I think we certainly ought to go to the most cost effective--

Senator MITCHELL. Well, how about just looking at what hap-
pened in this country in the past 2 years? How much more evi-
dence do you need than that?

Secretary CHAPOTON. Well, indeed, when interest rates got
higher, there were not even mortgage subsidy bonds issued. So we
simply cannot solve all the problems that we would like to solve.
But at a certain point, funds are not available. At a certain point,
interest cost funds are not available. I think they are now available
though.

Senator MITCHELL. Well, my time is up. And I know that we
have a time problem here. So I will end my questioning. I do have
several other questions. I wonder if I might submit them in writ-
ing, Mr. Chapoton, just to give the chairman an opportunity to pro-
ceed with the hearing.

Secretary CHAPOTON. Yes, sir. I will be happy to answer them.
Senator MITCHELL. Thank you.
[The questions from Senator Mitchell follow:]
RESPONSES TO SENATOR MITCHELL'S QUESTIONS CONCERNING MORTGAGE CREDIT

CERTIFICATES

Question. Mortgage credit certificates assume the availability and affordability of
home financing. Is there anything that can be done to assure that such credit will
not be lacking during recessions or in rural areas?

Answer. Improvements in the secondary markets for mortgages have made the
availability of mortgage credit less susceptible to general economic conditions and
geography. However, if an issuing jurisdiction believed that mortgage availability
was only possible through the issuance of tax-exempt mortgage subsidy bonds
(MSBs), under S. 1598 it could forego the tax credit option and issue MSBs instead.

Mortgage availability is often confused with mortgage affordability. Many home-
buyers may consider mortgages to be unavailable if they cannot afford to pay high
rates of interest, yet mortgage lenders may have sufficient funds to lend at the high
rates.

The mortgage credit certificate option has a distinct advantage over MSBs in this
regard. When mortgage interest rates reached 17 percent, tax-exempt interest rates
reached a level of 13.5 to 14 percent. Many jurisdictions did not issue MSBs because
many homebuyers cannot afford MSB-subsidizcd mortgages with interest rates of 14
to 15 percent. If mortgage interest rates were to increase sharply again, the mort-
gage credit certificate option would be more effective in making mortgages afford-
able. The issuing authority could choose a rate of subsidy that would reduce the
after-credit cost of the mortgage to a level that homebuyers could afford. For in-
stance, a 35-percent tax credit would reduce the total interest cost of a 17-pulc6nt
mortgage to the equivalent of the interest cost of an 11-percent mortgage.

Question. Will the tax credit in fact better target aid to low and moderate income
persons in those circumstances where they do not qualify for or cannot afford con-
ventional financing?

Answer. The eligibility requirements for the mortgage credit certificates are iden-
tical to the requirements for MSBs. The mortgage tax credit option, however, per-
mits the issuing authorities to vary the rate of the subsidy given to eligible individ-
uals.
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Under S. 1598, State and local housing authorities would be able to make mort-
gage credit certificates available to families that cannot qualify for or afford conven-
tional financing by issuing mortgage credit certificates with rates of subsidy between
(say) 25 and 50 percent. On the other hand, because the rate of subsidy from MSBs
is dependent on conditions in the tax-exempt bond market, housing authorities are
not able to offer deeper subsidies to families most in need of assistance under the
MSB program.

Question. The mortgage credit. certificate program concentrates on providing
home ownership opportunities through the resale of existing housing. Yet, every
year, housing are removed from the market due to age, deterioriation or destruc-
tion. Should there be a role for new construction in the program to replace such
units?

Answer. The mortgage credit certificate proposal, and the current MSB program,
do not differentiate between mortgage financing for new and existing homes. Mort-
gage credit certificates would be available to finance a mortgage on a newly con-
structed home if the homebuyer meets the eligibility requirements.

Question. Given that the tax credit is refundable at the end of the year, and is not
available as part of monthly cash flow, will lenders have any difficulty in taking the
tax credit into account in determining the creditworthiness of an applicant?

Answer. We expect that recipients of mortgage credit certificates will be able to
increase the number of exemptions claimed on their W-2 withholding forms which,
in turn, should reduce Federal income tax withholding and increase monthly cash
flow for these homebuyers. If withholding is adjusted to reflect the value of the
credit, we expect that most mortgage lenders will consider the availability of the
credit in determining whether the applicant has the ability to make mortgage pay-
ments.

The CHAIRMAN. Thank you, Senator Mitchell.
We have a briefing at 10:30 on Lebanon by Secretary Shultz. I'm

going to be a little late, I guess. Not too late.
I will also have some questions of Mr. Chapoton after we have

had other witnesses and after maybe Treasury has had an opportu-
nity to review their statements.

Again, it seems to me we just ought to make a judgment in the
committee whether we are trying to help investors and bond law-
yers or first time home buyers. And once we make that choice, it
ought to be fairly easy.

Secretary CHAPOTON. I agree, Mr. Chairman.
Senator MITCHELL. In a court of law, Mr. Chairman, that is

called a leading question. [Laughter.]
Secretary CHAPOTON. Thank you, Mr. Chairman.
The CHAIRMAN. At least leading. But I think there is a basic

judgment we have to make. But I would say to Mr. Chapoton that
something will happen. I mean there will either be an extension or
some-because I think the committee does feel strongly there is a
need in this area, and we understand Treasury's objections. But we
will try to work it out.

Our next witness will be Mr. Peach, Director, Resources, Commu-
nity and Economic Development Division, General Accounting
Office, Washington, D.C.

Again, Mr. Peach, I would say, as I have indicated to Mr. Chapo-
ton, that I had the opportunity last evening to read your state-
ment. I think it is a very excellent one. I hope you might be able to
summarize it so that if we have a few questions we would like to
address, we can, and then move onto the next panel.

28-039 0 - 84 - 3
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STATEMENT OF J. DEXTER PEACH, DIRECTOR, RESOURCES, COM-
MUNITY AND ECONOMIC DEVELOPMENT DIVISION, GENERAL
ACCOUNTING OFFICE, WASHINGTON, D.C.
Mr. PEACH. Mr. Chairman, I would be pleased to summarize my

written statement. Let me first introduce my colleagues at the
table with me. Mr. William Gainer who is a group director respon-
sible for our housing program reviews of the General Accounting
Office; and Mr. Larry Hirschler who worked on the review that we
did in the mortgage revenue bond area for the committee.

My statement is lengthy. It has a number of exhibits. The basic
message, though, is that a homeowner tax credit program which
would provide income tax reductions to subsidize mortgage interest
payments could be much more efficient as a subsidy mechanism
than the existing mortgage revenue bond provision.

Essentially, the calculations that we did in our review indicated
that from a present value basis, the tax revenue loss of mortgage
revenue bonds issued in 1981 and 1982 could approach $2.6 billion
while the revenue loss to provide equivalent benefits using the tax
credit were estimated at about $680 million.

The CHAIRMAN. About a $2 billion difference?
Mr. PEACH. Yes. That's correct. And that's based on looking actu-

ally at what happened in 1981 and 1982.
Now depending on how it's implemented by States and localities,

the structure of the tax credit being proposed could allow the
mechanism to reach more households who could not otherwise
afford to purchase homes. These tax credits could provide a greater
degree of flexibility to State and local governments in terms of se-
lecting participants in accordance with need, achieving geographic
targeting, and controlling the timing of assistance.

I might add, Mr. Chairman, I believe the flexibility of this provi-
sion is one of its more attractive features; particuarly, if you look
at trying to target it more closely to those families in need.

I should emphasize that we are not commenting on the policy
question of whether or not subsidies should be made available to
facilitate home ownership for first time home buyers. Essentially,
our comments are directed to certain key features of the bill, and
suggestions for some additional provisions which we believe Con-
gress might wish to consider.

Let me cover briefly just what those suggestions are. There are
about four or five of them.

One would be the question of explicit guidance on who should
benefit from homeownership assistance, which perhaps could en-
hance the program effectiveness. This could be accomplished by a
rule which would tie eligibility to area and median income or by
stipulating that assistance should only be provided to households
who could not afford to purchase homes without assistance.

This explicit legislative guidance may be needed because our ex-
perience under the mortgage revenue bond program is that federal
purchase price limits and state and local income limits have proved
ineffective in terms of targeting those in need, as intended by Con-
gress.

As a second point, households receiving assistance should be al-
lowed to shop the market for the most affordable financing in hous-
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ing rather than being required to deal with a specific lender or to
buy specific properties to obtain the subsidy. The underlying mort-
gage revenue bond legislation is silent on that particular point.

We also support a sunset provision which would require reau-
thorization of the tax credits, and underlying mortgage revenue
bond legislation 2 to 3 years after passage to allow Congress to re-
evaluate the success of the proposal, and to debate the need for the
continued assistance.

Also to facilitate congressional oversight, tax credit issuers might
be required to collect certain basic information on income and
family size on assisted home buyers in a standardized format speci-
fied by the Treasury. And we assume in saying that that this is the
kind of information that would have to be gathered anyway in
terms of qualifying the people for the credit.

There is also another point that after putting together our state-
ment we think is worth raising. And that is in recognition of the
fact that once many people receive the credits, their income will go
up over a period of time. And the need for the subsidy could drop.
So it may be appropriate to put in some kind of recertification pro-
vision after some set period to recertify people for the credit.

And while we have no precise idea as to what kind of period that
could be, one could look in a 3- to 5-year range, I suppose. But sug-
gesting it would be appropriate.

Let me close my statement with that, Mr. Chairman. I think
those are the essential points that we need to make that we would
like for the committee to consider as they move forward with this
legislation. And we will respond to your questions.

[The prepared statement of Mr. Peach follows:]
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ON

THE FIRST TIME HOMEBUYER
ASSISTANCE ACT OF 1983

Mr. Chairman and Members of the Committee:

We appreciate being asked to comment on S-1598, the "First

Time Homebuyer Assistance Act of 1983". We previously discussed

the costs and benefits of the mortgage revenue bond program under

which States and localities sell tax-free bonds and use the pro-

ceeds to fund lower-interest rate mortgages to first time homebuy-

ers, and certain alternatives in our April 18, 1983, report to the

Chairman and then subsequently during two hearings held by your

Subcommittee on Taxation and Debt Management and by the House Com-

mittee on Ways and Means. On those occasions we concluded that a

homebuyer tax credit program which would provide income tax reduc-

tions to subsidize mortgage interest payments could be much more

efficient as a subsidy mechanism than the existing mortgage

revenue bond provision.

We believe that S. 1598 which would allow States and

localities to substitute the use of tax credits for mortgage
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revenue bonds would be a positive step in improving the cost-

effectiveness of subsidies for first time homebuyers. Depending

upon how it is implemented by States and localities, the structure

of the tax credit being proposed could allow the mechanism to

reach more households who could not otherwise afford to purchase

homes. These tax credits can provide a greater degree of flexi-

bility to State and local governments in terms of selecting parti-

cipants in accordance with need, achieving geographic targeting

and controlling the timing of assistance.

As in our previous testimony, we are not commenting on the

policy question of whether or not subsidies should be made avail-

able to facilitate homeownership for first-time homebuyers.

Our statement today will be confined to commenting on certain key

features of the tax credit proposal and suggesting some additional

provisions which we believe Congress should consider as it takes

up this legislation.

In brief, we believe that a variable tax-credit subsidy as

contained in this bill will allow States and localities to match

the subsidy amount to household need. In addition, we also sup-

port the refundability provision which allows households with

limited tax bills to benefit from the program. Both of these pro-

visions enhance the potential for income targeting. We think that

the amount of the tax credit subsidy will adequately approximate

the aggregate amount of subsidy provided by revenue bonds and that

it should be sufficient to result in some States trading revenue

bond authority for the use of tax credits. Its structure will

allow it to be used effectively regardless of the level of

interest rates, and rapid fluctuations in interest rates will not

2
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degrade its effectiveness as has sometimes been the case with

revenue bonds. All in all, it should prove administratively sim-

ple to implement and it will provide State and local governments

with a much greater ability to achieve specific policy goals such

as targeting assistance to low- and moderate-income households or

geographic areas or perhaps providing countercyclical economic

stimulus.

To strengthen the proposal and help overcome what we believe

were shortcomings in the underlying mortgage revenue bond program,

Congress should also consider some additional legislative

provisions.

--Explicit guidance on who should benefit from homeownership

assistance could enhance program effectiveness. This could

be accomplished by a rule tying eligibility to area median

income and by stipulating that assistance should only be

provided to households who could not afford to purchase

homes without assistance. Such explicit legislative guid-

ance may be needed because Federal purchase price limits

and State and local income limits have proven ineffective

in targeting benefits to those in need as intended by

Congress.

--Households receiving assistance should probably be allowed

to shop the market for the most affordable financing and

housing rather than being required to deal with a specific

lender or to buy specific properties to obtain the

subsidy. The underlying mortgage revenue bond legislation

is silent on this point.

3
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--A sunset provision which would require reauthorization of

the tax credit (and the underlying mortgage revenue bond

legislation) 2 to 3 years after passage would allow Con-

gress to reevaluate the success of the proposal and debate

the need for providing continued assistance.

--To facilitate Congressional oversight tax credit issuers

might be required to collect certain basic information

(e.g., income and family size) on assisted homebuyers in a

standardized format specified by the Treasury.

BACKGROUND

In a typical mortgage revenue program, State or local govern-

ments issue tax-exempt bonds, thereby providing funds for below

interest rate mortgage loans for single-family homes. The State

or local agency's primary role is to issue the bonds and establish

eligibility guidelines for mortgage loans. Mortgage loans-are

most often made through lending institutions which process appli-

cations, check the borrower's credit worthiness, and ensure that

borrowers meet legislative restrictions. The bonds are repaid

from the mortgage payments collected from individual homeowners.

Federal law sets a limit on the volume of bonds each state can

issue ($200 million per year or more depending on the private

lending activity in the State).

Under an annual tax credit program for homebuyers, borrowers

would receive a certificate which would allow them a tax credit to

offset their tax bills equivalent to a given percentage reduction

of their mortgage interest expense each year. Recipients could

increase their income tax withholding exemptions, thereby helping

them make monthly mortgage payments. Under S-1598, State and

4
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local governments could elect to exchange all or a part of their

mortgage revenue bond authority to issue a comparable amount of

tax credit certificates. The tax credit option results in yearly

Federal revenue losses as do mortgage revenue bonds.

COST-EFFECTIVENESS

In our April report, -alculated that had tax credits been

used in 1982 the long-term revenue loss to the Treasury could have

been roughly 25 percent of the costs incurred using revenue bonds

and that this lower cost would have been roughly equal to the cash

value of the tax credit to homebuyers. The major reason for these

lower costs is that the tax-credit option eliminates the large

tax-savings provided to revenue bond investors as well as the

profits provided to many financial and legal intermediaries.

We calculated, for example that the present value of lost tax

revenues for a homebuyer tax-credit in 1982 would have been about

$3,500 based on an average mortgage of $43,300 (Exhibit 1). By

contrast, the same benefit to homebuyers under the mortgage reve-

nue bond program would have a present value cost of approximately

$13,300 per loan. Thus, the $10 billion raised with revenue bonds

for home loans in 1981 and 1982 could result in a tax revenue loss

of $2.66 billion (present value) while a tax-credit program

providing the same loans could have been funded for about $680

million--a savings of approximately $2 billion. We also concluded

that even greater savings (or improved benefits) could have been

achieved if loans had been granted only to those low- and

moderate-income households that needed assistance to purchase

homes.

5
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Although the interest rate subsidy provided to homebuyers by

revenue bonds can fluctuate substantially from month to month and

is therefore subject to some uncertainty, we believe that over the

long run the value of the subsidy averages between 10 and 15 per-

cent of the market interest rate. Thus an average subsidy of

14.35 percent as provided by this bill should be ample to approxi-

mate the revenue bond subsidy and make its use attractive, result-

ing in savings to the Treasury while increasing the overall

assistance available to homebuyers (See Exhibit 2). As an exam-

ple, applying the proposed 14.35 percent credit to the average

market interest rate in 1982, the subsidy provided buyers on a

$43,300 mortgage would be about $5,300 as compared to a revenue

bond subsidy of $3,500. The tax credit cost would equal the same

$5,300 as compared to a revenue loss under mortgage revenue bonds

of $13,300. Exhibits 3 through 5 show the Federal costs and home-

buyer interest savings resulting from increasing or decreasing the

level of a tax-credit under a variety of market interest rates.

FLEXIBILITY

Compared to the revenue bond structure, the proposed home-

buyer tax credit provides much greater flexibility to State and

local governments to select among loan applicants and to adjust

the subsidy level based upon financial need. In addition, the

tax-credit will not be adversely affected during periods of

fluctuating interest rates and market instability. Specifically:

--Tax credits would provide greater opportunity for the

administering agencies to screen households to select

participants with the greatest need and then allow

6
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participants to pick and choose among lenders to shop for

the best mortgage interest rates available. Such

flexibility is not generally available under revenue bond

programs which often leave the selection of potential

homebuyers up to a limited number of lenders who take

applicants on a first-come, first-served basis.

--Tax credits can provide subsidies in accordance with finan-

cial need. Administrating agencies could provide larger

subsidies to qualified purchasers with relatively low

incomes and smaller subsidies for purchasers in less finan-

cial need. The tax credit proposal also makes the credit

"refundable" for those whose income tax bills are too low

to fully utilize a tax credit. In contrast, since the

interest reduction is the same for all buyers and higher

income buyers buy more expensive homes, revenue bonds have

provided smaller benefits to lower income households and

larger benefits to higher income households. For example,

in 1982, for a household earning $20,000 annually, we

estimate that the bond subsidy was worth about $450 per

year while a household earning $40,000 received a yearly

interest reduction of about $820.

--Tax credits would function smoothly during periods of

fluctuating interest rates and market instability. Unlike

revenue bonds, the tax credit can allow States and

localities to set a predetermined reduction of the mortgage

interest: rate effective at the time of home purchase. In

contrast, the revenue bond mortgage rate is set when the

7
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tax-exempt bonds are sold to investors, but the value of

the subsidy to buyers fluctuates with the mortgage market

interest rate. For example, a decline in interest rates

following the sale of bonds can drive conventional interest

rates below those of bond financed mortgages. Such a drop

in rates occurred in late 1982 and left many housing agen-

cies with bond proceeds that they could not lend to home-

buyers. As a result, many agencies were forced to call

portions of their bonds or blend unusable proceeds with

those from lower cost bond issues, thus failing to provide

the full amount of lending anticipated, or degrading the

impact of the lower cost bond issues.

INCOME TARGETING

While the Congressional intent was to target revenue bond

subsidies to low- and moderate-income households who could not

otherwise afford homeownership, the program was structured in a

way that did not facilitate the achievement of this objective.

Our research shows that most 1982 revenue bond homebuyers were

above median income (See Exhibits 6 through 8 for information on

revenue bond homebuyer incomes) and at least half, and perhaps as

many as about three-quarters could have purchased the same homes

without subsidy (Exhibit 9). In our April report we also con-

cluded that Federal purchase price limits and the first-time

homebuyer eligibility requirements which were used as proxies for

income targeting under the mortgage revenue bond program were

largely ineffective in targeting benefits to those low- and

moderate-income households in need of assistance (See Exhibits 10

8
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and 11 which show the purchase price limits and the level of

income needed to purchase the maximum priced house allowed by Fed-

eral regulations). Had program benefits been more fully targeted

to low- and moderate-income people, the proportion of loans going

to households which could not otherwise afford homeownership would

have been much greater.

Better income targeting could be achieved, for example, by

setting explicit income limits which (1) precluded households

above median income from receiving assistance (See Exhibit 12 for

some examples of local limits based on median income), and (2)

stipulating that only households who could not otherwise afford to

buy homes could use these tax credits. To determine need, an

applicant's income must be compared to the incomes of households

of the same size residing in the same geographic area. It is

likely that with some exceptions, households with income above the

median (adjusted by family size) for their locality could buy a

house in their community, although it might not be the house they

most desire. This conclusion is based on the fact that a HUD sub-

sidized homeownership program which proved very popular, used

income limits set just below the median for each locality and on

two sets of calculations we performed. We estimated that (1) as

many as three-quarters of revenue bond subsidized homebuyers could

- hav met the income standards for an unsubsidized loan (See

Exhibit 9) and that (2) roughly the same proportion of these

households were above median income adjusted for family size (See

Exhibit 6).

9
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Although data was not readily available on the assets of

mortgage revenue bond homebuyers Congress might also wish to con-

sider excluding households with substantial assets from receiving

subsidies. Such households have the ability to provide larger

down payments and thus decrease their monthly mortgage payments

enough to quality for an unassisted loan. We do know that a small

percentage of revenue bond homebuyers did make substantial down

payments (See Exhibits 13 and 14).

In order to provide subsidies to as many lower income house-

holds as possible, it might also make sense to require that pur-

chasers be allowed to shop for the most affordable housing in the

area. This would argue against reserving some block of credits

for new houses or particular developments which has been done fre-

quently under mortgage revenue bonds. New homes are generally

more expensive than comparable existing homes. Consequently, we

believe the Congress should consider requiring that households

receiving tax-credits be allowed to shop the market rather than

being required to buy certain properties to obtain the assistance.

SUNSET/PROGRAM EVALUATION

With regard to how long the proposed legislation should be in

effect, we believe that establishing a sunset date and including

program evaluation provisions in the Act would be appropriate.

The homebuyer tax-credit program contains many theoretically

desirable characteristics but is, like all new ideas, untried. It

is therefore an ideal candidate for re-evaluation after 2 or 3

years. The effectiveness of the mortgage revenue bond program is

still subject to argument and if it is extended beyond 1983 we

10



42

believe it should also be periodically reevaluated and reauthor-

ized especially in light of the creation of a homebuyer tax credit

alternative as-proposed in this legislation. To facilitate pro-

gram evaluation and Congressional oversight, Congress should

consider requiring that issuers collect certain standardized

information on tax credit beneficiaries. Without this data base,

data collection and analysis to support Congressional decisions is

time consuming and unnecessarily expensive. In fact, lenders

generally collect all or most of the information which would be

useful as a part of determining whether prospective buyers qualify

for mortgage loans.

In conclusion, providing subsidies to households using home-

buyer tax credits would be less costly than providing mortgage

revenue bond financing and would provide greater flexibility to

State and local governments in providing assistance. Requiring

targeting to households those incomes do not allow them to

purchase homes without assistance would very likely increase

program cost-effectiveness as compared to the present mortgage

revenue bond program now being used by States and localities.

Adding sunset and evaluation requirements to this and the underly-

ing legislation would be desirable. And providing for free compe-

tition among lenders and homesellers would likely further the

goals of making housing affordable to a greater number of

households.

This completes my prepared statement. My colleagues and I

will be happy to respond to any questions.

11
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LIST OF EXHIBITS

1. Federal cost of providing the same benefit to homebuyers
under mortgage revenue bonds and alternatives

2. Average life cycle costs and monthly subsidy per
household

3. Total Federal cost per unit for a homebuyer tax-credit
program

4. Homebuyer tax-credit program: effective reduction in
the average homebuyer's interest rate

5. First-year average interest reduction provided by a
homebuyer tax-credit program

6. Income distribution of mortgage revenue bond homebuyers
in eight states as a percent of local family median
income

7. Income distribution of MRB homebuyers in 40
jurisdictions, by percent of state family median income

8. Income distribution of MRB homebuyers in 40
jurisdictions

9. Percent of mortgage revenue bond homebuyers in seven
states who could have purchased in 1982 without subsidy

10. Annual income required to purchase the maximum priced
house allowed by federal regulations in eight states
during 1983

11. Federal purchase price limits for mortgage revenue bond
single-family homes in non-target areas

12. Comparison of mortgage revenue bond income limits and
median income in selected localities

13. Percent of downpayment for MRB homebuyers in eight
states

14. Amount of downpayment by MRB homebuyers in eight states
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EXHIBIT 2

Average Life Cycle Cost and
Monthly Subsidy Per Househiod

Mortgage revenue bond (actual 1982)

Percent of
funds' loans
loaned made

10
40
28
15
7

17
45
24
10
4

100 100
- -a

Hypothetical State tax-credit program
providing a flat subsidy to all income

Credit
percentage

14.35
14.35
14.35
14.35
14.35

groups

Life cycle
Mortgage cost per
Amount loan

$ 29,100
41,900
53,400
68,000
72,700

$ 3,600
5,300
6,500
8,300
8,900

Hypothetical State tax-credit program
incorporating a variable subsidy

Credit
percentage

50
30
10

Mortgage
Amount

$ 30,000
30,000
30,000

Life cycle
cost per

loan

$ 12,800
7,700
2,600

15

EXHIBIT 2

Income
group
($000)
0-20

20-30
30-40
40-50
Over 50

Total

Mortgage
amount

$ 29,100
41,900
53,400
68,000
72,700

Life cycle
,cost per

loan

S 8,900
12,900
16,400
20,900
22,300

Monthly
subsidy

$ 33
48
61
78
83

Income
group
($000)

0-20
20-30
30-40
40-50
Over 50

Monthly
subsidy

$ 53
76
97

123
132

Income
group
($000)

10-15
15-20
20-25

Monthly
subsidy

$ 190
114
38



47

Total Federal Cost Per Unit For A Homebuyer
Tax-credit Program a/

Tax credit
as a percentage
of mortgage
interest paid

10.0

14.35
15.0
17.5

20.0

Conventional Mortgage Interest Rate
10 percent 12 percent 14 percent 16 percent

$ 3,000
3,700
4,300
4,500
5,200
6,000

$ 3,300
4,100
4,800
5,000
5,800
6,600

$ 3,600

4,500

5,100
5,400
6,300

7,200

$ 3,800

4,700

5,400
5,700

6,600

7,500

a/ These amounts represent the life cycle costs and benefits in
present value terms on a $43,300 mortgage that is prepaid at
the end of its 12th year.

EXHIBIT 4 EXHIBIT 4

Homebuyer Tax-credit Program:
Effective Reduction In Average Homebuyer's

Interest Rate a

Tax credit
as a percentage
of mortgage
interest paid

10.0

12.5

14,35
15.0

17.5

20.0

Conventional Mortgage Interest Rate
10 percent 12 percent 14 percent 16 percent

1.0

1.3

1.4
1.5

1.8

2.0

1.2
1.5

1.7
1.8

2.1

2.4

1.4

1.8
2.0

2.1

2.5

2.8.

1.6

2.0
2.3

2.4

2.8

3.2

a/ For example, a 14.35 percent tax-credit as proposed in S-1598
would effectively reduce the mortgage interest rate by 2
percent from 14 to 12 percent.

16
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First-year Average Interest Reduction Provided
by a Homebuyer Tax-credit Program

Tax credit
as a percentage
of mortgage
interest paid

10.0

12.5

14.35
15.0

17.5
20.0

EXHIBIT 6

Conventional Mortgage Interest Rate
10 percent 12 percent 14 percent 16 percent

$ 430
540
620
650
760
860

$ 520

650

740
780
910

1,040

$ 610
760

870
900

1,060
1,210

$ 690
860

990
1,040
1,210

1,380

EXHIBIT 6

Income Distribution of Mortgage Revenue Bond
Homebuyers in Eight States as a Percent of Local

Family Median Income

Income group as a
percent of

median income

0- 50
50- 80
80-100
100-120
120-200
Over 200

Total

Percent of Homebuyers
Before After

adjusting for adjusting for
family size family size

1
20
28
20
27] 51%

100

0
8

17

4] 75%
91

100

18

EXHIBIT 5 EXHIBIT 5



INCOME DISTRIBICN OF MM MEt-EYS IN 40 JURISDICTIONS,
BY PERCENT OF STATE FAMILY MEDIAN COM

BY BOND-ISSUING ALrIIORrITY
NUMBER OF PARTICIPANTS

Percent of State Family Median Income

Jurisdiction 0-50 50-80 80-100 100-120 120-200 200 and Tlotal
over

Alaska 2 191 220 257 603 27 1,300
California

Fairfield City 0 3 19 22 44 5 93
Fresno County 1 .37 43 77 55 0 213
Newark City 1 6 8 37 159 41 252
Riverside County 1 7 32 55 58 0 153

Colorado
Larimer County 2 22 52 67 3 0 146

Connecticut 37 803 962 222 115 1 2,140
Florida 6 25 25 22 31 0 109
Broward County 0 11 19 57 165 0 252
Dade County 0 4 6 25 100 0 135
Duval County 0 12 26 49 155 0 242

Hawaii 0 4 13 10 3 0 30
Idaho 3 70 141 129 15 0 358
Indiana 33 208 199 132 103 0 675
Kentucky 1 49 160 154 31 0 395
Louisiana 8 38 74 128 825 263 1,336
Maine 0 6 12 31 35 0 84
Maryland 0 0 0

Montgomery County 3 89 208 295 13 0 608
Washington County 4 23 27 21 10 0 85

Michigan 0 6 18 48 0 0 72
Minnesota 0 7 12 18 1 0 38
Mis-souri 11 112 256 300 285 0 964
Montana 0 17 52 83 95 0 247

M

-

0j

ti,x

'-4



Percent of State Family Median Income

Jurisdiction 0-50 50-80 80-100 100-120 120-200 200 and Total
over

Nebraska 67 144 171 101 106 0 589
NewHampshire 0 1 0 1 0 0 2
New Jersey 2 25 30 22 37 0 116
New York 21 203 324 343 707 42 1,640
North Carolina 6 85 135 199 0 0 425
Oklahoma 1 24 72 121 705 308 1,231
Pennsylvania 196 506 475 402 271 0 1,850
Rhode Island 133 854 418 174 133 0 1,712
South Dakota 0 0 6 5 28 0 39
Tennessee 93 410 345 256 94 0 1,198
Texas 0 0 1 1 2 0 4
East Texas 0 2 7 8 28 2 47
Gregg County 17 20 24 22 17 0 100
Tarrant County 17 37 56 42 110 0 262

Utah 0 2 9 8 6 0 25
Virginia 4 92 258 306 173 0 833
Wyoming 0 13 39 76 342 1 471

Total participants 670 4,168 4,954 4,326 5,663 690 20,471

Percent of participants 3 20 24 21 28 4 100

* .4 1-

Cu,
'4

'-4
w
'-4

-4

'C

'-4
w

-4



INCOME DISTRIBrrION OF M HOM.BYERS IN 40 JURISDICTIONS
BY BOND-ISSUING AUT!

NOMBER OF PARTICIPANTS BY INCOME LEVEL
(in $10,000 intervals)

H r income in thousand s .....
Jurisdiction 0-10 10-20 20-30 30-40 40-50 Over 50 Total

Alaska 0 34 317 407 358 184 1,300
California

Fairfield City 0 1 36 22 24 10 93
Fresno County 0 16 107 86 4 0 213
Newark City 0 5 29 82 77 59 252
Riverside County 0 2 71 77 3 0 153

Colorado
Larimer County 1 23 119 3 0 0 146

Connecticut 0 264 1,419 394 53 10 2,140
Florida 6 50 51 2 0 0 109
Broward County 0 30 222 0 0 0 252
Dade County 0 10 125 0 0 0 135
Duval County 0 38 15t 54 0 0 242

Hawaii 0 0 19 11 0 0 30
Idaho 0 146 207 5 0 0 358
Indiana 8 266 319 77 5 0 675
Kentucky 3 271 121 0 0 0 395
Louisiana 9 111 469 747 0 0 1,336
Maine 0 14 70 0 0 0 84
Maryland

Montgomery County 0 42 335 231 0 0 608
Washington County 0 13 50 21 1 0 85

Michigan 0 2 53 17 0 0 72
Minnesota 0 10 27 1 0 0 38
Missouri 6 238 696 24 0 0 964
Montana 0 44 187 16 0 0 247

m

-4

0

r')
Ca

'X

0



Honebuyer income in thousands
Jurisdiction 0-10 10-20 20-30 30-40 40-50 Over 50 Total

Nebraska 53 250 257 29 0 0 589
New Hampshire 0 1 1 0 0 0 2
New Jersey 0 11 46 37 19 3 116
New York 6 124 555 557 286 112 1,640
North Carolina 6 220 199 0 0 0 425
Oklahoma 1 96 373 499 178 84 1,231
Pennsylvania 105 597 877 271 0 0 1,850
Thode Island 58 929 617 105 3 0 1,712
South Dakota 0 7 26 6 0 0 39
Tennessee 134 790 274 0 0 0 1,198
Texas 0 0 4 0 0 0 4

East Texas 0 5 24 15 3 0 47
Gregg County 16 34 42 8 0 0 100
Tarrant County 13 76 107 66 0 0 262

Utah 0 2 21 2 0 0 25
Virginia 0 161 577 95 0 0 833
Wyoming 0 20 117 239 95 0 471

Total participants 425 4,953 9,316 4,206 1,109 462 20,471

Percent of participants 2 24 46 21 5 2 100

1-3
00

I'-) CA

toX

0-4

1-3
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EXHIBIT 9 EXHIBIT 9

Percent of Mortgage Revenue Bond
Homebuyers in Seven States Who Could Have

Purchased in 1982 Without Subsidy

Affordability Standard
33 percent 28 percent

Varies by housing costs housing costs
State a/ to income b/ to income c/

Connecticut 87 63 28
Idaho 82 54 28
Indiana 90 80 60
Kentucky 87 77 48
New York 91 93 72
Oklahoma 92 92 67
Virginia 77 53 17

Weighted Average 88 76 48

a/ Based on housing costs to income standards that lenders actu-
ally used in approving MRB loans in the seven States. Using
this criteria assumes that lenders did not apply more lenient
loan qualification standards to MRB homebuyers than homebuyers
who obtained market rate loans.

b/ Based upon a reasonable proxy for the standard used for conven-
tionally insured and government insured loans granted in 1982.
Conventionals would routinely have been granted at 30 percent
with many exceptions possible for smaller households and FHA
and VA loans would have generally allowed much higher debt to
income ratios, given their methodology for qualifying buyers.

c/ Based on the most stringent standard used for market rate loans
during 1982. Using this standard assumes that lenders applied
a much stricter standard for market rate loans than for MRB
loans.

24
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EXHIBIT 10

Annual Income Required to Purchase the Maximum
Priced House Allowed by Federal Regulations

in Eight 'States During 1983 a/

State

Connecticut

New York

Oklahoma

Alaska
Idaho

Virginia

Kentucky

Indiana

Required incomes
New Existing

$ 92,517 $ 90,279
67,573

55,900
55,296

50,696

50,125

50,462
47, 135

47,583
44,646
40,748
41,312

31,213

30,635
33,281

Income as a Percent
of State Family
Median Income

New Existing

239
202
244
175
233
228
212
183

211
167
195

129

190

142

129
129

a/ Based on an affordability standard allowing 25 percent of
household income to go for mortgage principal and interest pay-
ments, excluding taxes and insurance. We made this computation
based on information provided by the eight States pertaining to
minimum required downpayments, mortgage interest rates, and
maximum loan amortization periods. We then converted the
required income to a percent of State family median income.

25
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FEDERAL PhME PRICE LIMITS
FOR HORGAG REVUEM MC4

SINGL-FMILY HOMES IN NoN~-TAR~m AREAS

1982

AREA

Alabama
Alaska
Arizona

Phoenix
Tucson

Other
Arkansas

Little R)ck
Other

California
Anaheim
Bakersfield
Fresno
Los Angeles
(Cnard-Simi Valley
Riverside
Sacramento
San Diego
San Francisco
San Jose
Santa Barbara
San losa
Stockton
Vallejo

Other
Colorado

Denver
Other

Onnecticut
Bridgeport
Danbury
Hartford
New Haven
Norwalk
Stanford
Other

Delaware
Wilmington
Other

Florida
Daytona Beach
Fort Lauderdale

EXISTING NEW

$ 58,230
90,630

80,190
74,880
68,670

55,890
57,960

104,760
79,200
81,540
96,390
97,740
80,370
87,030
96,930

114,210
110,070
119,520
88,830
60,030
83,520
73,530

72,000
70,650

66,330
82,170
75,420
67,230

107,820
127,800
76,680

a/
67,80

49,950
62,550

EXISTING

$ 50,490 $ 73,150 $ 57,970
74,610 129,140 100,320

71,820
59,670
55,260

118,360
92,840
54,010

92,620
74,140
47,410

55,260 a/ Y
52,650 73,150 65,670

110,430
59,580
52,020
90,540
86,580
74,070
84,060
88,200
96,660

129,600
98,640
84,870
55,980
75,960
80,100

63,180
49,410

75,600
70,290
59,580
55,980

109,440
128,340
53,820

a/
52, 90

43,380
63,270

150,040
97,900

106,260
124,410
132,890
89,650
94,710

115,060
149,380
154,740
139,590
107,360
71,500

102,740
99, 110

76,230
89,540

82,830
101,860
99,330
79,200

168,190
163,350
99,990

77,550
60,060

66,880
95,700

124,850
70,290
64,790

115,610
116,820
94,710

100,760
100,210
119,790
135,850
120,010
109,320
65,340
91,410
92,950

93,940
62,920

97,570
96,800
72,710
71,610

137,390
164,120
73,370

66,440
58,410

48,290
86,570
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EXHIBIT 11 EXHIBIT 11

1982 1983

AREA NEW EXISTING NEW EXISTING

Fort Myers $ 65,700 $ 56,610 $ 92,180 $ 106,590
Lakeland 54,900 34,560 70,730 48,510
Miami 72,270 65,250 97,680 92,730
Orlando 55,890 43,200 76,120 54,670
Sarasota 61,110 62,640 94,380 75,130
Tampa 64,890 47,430 83,820 65,340
West Palm Beach 54,810 61,380 93,720 94,600
Other 59,580 45,180 76,450 63,140

Georgia
Atlanta 79,920 60,300 98,120 73,700
Other 53,370 42,210 67,760 53,240

Hawaii
Honolulu 105,300 98,910 a/
Other 136,980 101,520 140,470 121,000

Idaho 70,650 60,390 100,430 81,840
Illinois
Chicago 73,890 64,170 97,240 82,390

Other 66,060 39,060 78,540' 52,800
Indiana
Indianapolis 77,040 44,910 87,230 61,600
Other 50,850 41,490 68,860 39,380

Iowa 63,810 46,440 61,050 52,250
Kansas
Wichita 64,710 45,540 73,700 86,020
Other 48,960 37,440 70,400 52,250

Kentucky
Louisville 64,890 45,180 92,950 56,430
Other 52,560 39,870 72,490 54,560

Louisiana
New Orleans 83,700 67,320 101,530 82,280
Other 69,210 50,580 81,290 63,360

Maine 66,150 52,380 61,600 59,620
Maryland
Baltimore 76,050 52,830 85,800 83,930
Other 49,590 50,850 57,090 72,160

Massacusetts
Boston 71,370 61,110 86,790 77,660
Other 58,230 48,780 71,170 56,430

Michigan
Detroit 89,370 50,580 121,550 66,110
Other 69,750 40,500 80,410 56,980

Minnesota
Minneapolis 83,880 61,920 103,070 81,620
Other 63,810 51,210 77,990 62,590

Mississippi 59,130 42,390 67,980 48,070
Missouri
Kansas City 69,570 46,260 96,910 71,170

St. Louis 74,520 44,370 86,240 70,840
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EXHIBIT 11 EXHIBIT 11

1982 1983

AREA NEW EXISTING NEW EXISTING

Other $ 52,920 $ 42,390 $ 63,030 $ 49,390
Montana 71,370 56,070 70,950 66,880
Nebraska

Lincoln 56,250 46,170 71,720 55,220
Other 45,630 36,000 57,090 45,980

Nevada 88,200 85,050 98,010 94,490
New Hampshire 56,070 48,960 62,700 63,690
New Jersey

Long Branch 76,140 75,870 85,140 91,960
Newark 97,110 78,840 125,620 103,620
Other 69,750 63,900 86,680 74,360

New Mexico 58,410 41,760 91,960 57,530
New York
Albany 61,920 42,930 78,430 51,480
Buffalo 63,000 44,730 82,500 51,260
Nassau 82,080 60,300 132,000 83,380
New York City 84,240 71,460 119,680 92,950
Rochester 63,450 42,390 76,340 56,540
Other 58,950 37,620 68,860 40,370

North Carolina
Charlotte 69,750 53,370 81,400 69,190
Greensboro 79,920 41,220 84,480 51,370
Raleigh 66,150 43,920 87,340 47,630
Other 40,320 38,880 72,270 45,430

North Dakota 71,370 56,070 70,950 66,880
Ohio
Cincinnati 68,850 52,740 92,400 56,980
Cleveland 77,580 53,640 117,370 71,280
Columbus 69,120 52,020 135,300 65,890
Dayton 76,140 39,960 103,070 49,280
Other 56,340 41,310 84,700 57,860

cklahoma
Oklahoma City 71,820 59,940 88,990 74,470
Tulsa 86,040 58,050 99,990 79,860
Other 60,840 41,580 88,110 60,720

Oregon
Portland 68,850 55,620 99,660 80,520
Other 59,040 47,160 87,010 66,330

Pennsylvania
Allentown 66,960 43,380 72,710 54,120
Harrisburgh 42,100 42,100 62,590 51,810
Northeast Obunties 52,470 29,970 61,820 40,040
Philadelphia 63,270 46,890 86,570 59,950
Pittsburgh 69,390 52,020 99,660 60,500
Reading 63,090 36,810 75,240 44,000

Other 50,940 44,190 56,980 50,820
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EXHIBIT 11

1982

AREA

Rhode Island
Providence

Other
South Carolina

Columbia
Greenville

Other
South Dakota
Tennessee

Chattanooga
Memphis
Nashville

Other
Texas

Austin
Dallas
Houston
San Antonio

Other
Utah

Salt Lake City
Other

VermTont
Virginia

Norfolk
Richmond

Other
Washington

Seattle
Other

Wst Virginia
Wisconsin
W ming
District of Oolumbia

NEW EXISTING NEW EXISTING

$ 64,620
66,150

72,450
47,700
61,470
71,370

53,100
73,800
60,030
43,020

70,200
100,260
70,560
75,690
57,780

68,940
82,530
52,560

76,950
60,750
64,350

68,760
65,340
50,400
63,270
71,370
90,090

$ 46,260
52,380

58,050
44,640
48,510
56,070

54,270
55,800
56,610
40,590

63,720
64,260
77,580
64,440
45,450

48,870
49,410
43,110

54,630
54,360
44,820

68,850
51,660
45,810
49,680
56,070
83,880

$ a/ $ a/
76,890 53,130

Y Nt specified
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1983

88,440
-73,920

80,960
70,950

74,800
85,910
74,030
71,720

95,370
112,420
89,650
87,560
80,410

81,620
68,090
61,600

95,920
77,220
62,700

96,800
85,030
61,600
77,110
70,950

120,010

73,700
67,650
56,870
66,880

62,590
76,340
62,810
56,870

81,180
105,820
104,830
84,590
55,990

66,550
60,610
59,620

59,730
58,410
59,180

89,210
62,810
55,990
56,320
66,880

112,090
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EXHIBIT 12 EXHIBIT 12

Comparison of Mortgage Revenue Bond
Income Limits and Median income in

Selected Localities
(family of four)

1983 HUD 1982 Revenue Bond
Localities Median Incomes Income Limit a/

Austin, TX 27,900 38,000

Baton Rouge, LA 28,300 40,000

Boise City, ID 26,800 33,000

Buffalo, NY 25,700 Unlimited

Colorado Springs, CO 24,100 32,000

Great Falls, MT 25,300 31,500

Little Rock, AR 24,700 36,000

Oklahoma City, OK 27,600 47,300

Portland, ME 25,600 27,000

Wilmington, DE 28,900 37,500

a/ In many instances 1983 state mortgage revenue bond income

limits have increased above the 1982 limits even though

interest rates have declined. For data on this topic see GAO's

June 15, 1983 testimony before the House Ways and Means Commit-

tee on The Costs and Benefits of Single-Family Mortgage Revenue

Bonds, exhibit 18.
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PERCENT' OF DWPAYME!r FOR MM HOMEBUYEPS IN EIGHT STTS

T

Percent of
down payment

0 -9
10 - 19
20 - 29
30 - 39
40 - 49
50+

Alaska

88
7

3
1

100

Percent of Rrlnr
I~ ~ ~ ~ ~~ecn of ___ - _____ ________

Connecticut

46
27
15
7
3
2

100

Idaho

1
91

5
2
1
0

100

Indiana Kentucky

42
27
17
6
4
4

100

New York
Ok~a~a iraini Tobtal

71
23

6
0
0
0

100

2
58
24
8
4
4

100

66
20

9
3
1

100

88
8
3
1
0
0

100

50
29
12
5
2
2

100

I I_______ L _____ I _____ I _____ I ~I _____ I _____

*Less than 1/2 percent.

M

1-3i

I-,

Number of

4,447
2,598
1,102

394
204
159

8,904

t
ViminiaOklahoma



AMUN OF DNNPAYMERr BY MM IN EI f STNTE:

* Ls than 1/2 percent

N%)

I
0

0

00

1-3

p..

Percent of f Rnxry~hn.-,D0wnpayment
amount Alaska Connecticut Idaho Indiana Kent2ky New York Oklahma Virginia Total

0- 5,000 69 51 70 69 89 39 71 90 635,001- 10,000 23 23 25 17 10 28 15 6 2010,001- 15,000 3 11 3 8 1 13 6 3 815,001- 20,000 2 7 1 3 - 10 3 1 420,001- 25,000 1 4 1 2 - 4 2 * 2
25,001- 30,000 1 2 * 1 - 2 1 - 130,001- 35,000 1 1 * * - 2 1 - 1
35,001- 40,000 * 1 - * - 1 * - *
40,001- 45,000 * * - * - 1 1 *
45,001- 50000 * * - - _ . . _ .
50,001- 75,000 * * - - - . * _ *
75,001-100,000 .. ....

100,000+

100 100 100 100 100 100 100 100 100

'-a

Number of

5,571
1,801

685
395
203
100
70
30
21
10
17

1

8,904

'-4

I

I .

Percent of
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The CHAIRMAN. Do any one or the other gentlemen want to
make any statement?

Mr. HIRSCHLER. No.
The CHAIRMAN. Let me say first of all, as I have indicated, I did

read your statement last evening, and I have listened to the testi-
mony. We believe-you can't address whether or not there should
be a subsidy, but you did properly address if, in fact, there is a de-
termination by Congress that there should be then we ought to
have the most efficient one we can find.

I think the suggestions you have just made about the sunset and
about the recertification, in particular, probably are good points.
There may be others. We understand that there are probably a lot
of areas in the bill that can be refined and modified because even
though we spent some time trying to put it together, there are
always areas that we may have overlooked, though the staff did
good work.

The National Low Income Housing Coalition points out that
many low-income individuals-renters with less than 80 percent of
the median income-are apparently not served by the current
mortgage bond program. The final GAO study data indicates that
75 percent of bond loans in 1982 were made to families above 100
percent of median income. Can mortgage bonds or mortgage credits
serve those lower income families with incomes below 100 percent,
80 percent, or even 50 percent of median income? That has been
one of the-I assume we will have witnesses this morning-criti-
cisms that we are not serving the right people. Can we tailor our
program to make certain that is done?

Mr. PEACH. Yes, I think the program can be tailored. And I think
some of the provisions in the bill help to serve that kind of pur-
pose. For example, the ability to use a sliding scale would help to
serve that kind of purpose. I think the refundability provision also
helps to serve that kind of purpose. I think it gives the State some
incentive to look at targeting the program because they have the
ability to use those kind of mechanisms and provide a greater
credit to those people that are most in need.

And you did refer to some of the findings of our earlier study
which did indicate that often the people qualifying for these loans
under the mortgage revenue bond program were substantially in
excess of the median income, and fairly high cost homes.

The CHAIRMAN. Has there been any judgment made why so
much of the money goes in the present programs to families above
the median income?

Mr. PEACH. It, again, gets into this targeting question. And as we
looked at it, and we included a number of schedules in our report,
it's both a question of income limits, which are substantially above
the median income level in certain areas, and also purchase price
limits, which have been escalating to a higher level. So it's just a
question of where the program is targeted. It allows you to go into
the higher priced limits in homes, and also to reach people whose
income is substantially above the median for their area.

The CHAIRMAN. Did you make a determination on what the reve-
nue loss was for each dollar benefit? What the cost to the Treasury
was for each dollar in benefits to first time home buyers?

Mr. PEACH. All right. Let me ask Mr. Gainer.
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Mr. GAINER. It is, of course, going to vary over time with the
level of interest rates. We estimated that it's some place in the
neighborhood of perhaps $4 for $1 in benefits in 1982. It would be
more in the neighborhood of, let's say, $3 in cost for $1 in benefits
in 1983. And it might be slightly lower, if interest rates continue to
decline in 1984. It's hard to conceive of a circumstance in which
the costs were not about twice the benefit under the mortgage rev-
enue bond program however.

The CHAIRMAN. What accounts for that big discrepancy? Why
does it cost the Treasury $4 or $3 to get $1 in benefit? I mean it
seems to be a very inefficient program. It's better to just have a
grant program than have this present program unless we can make
it more efficient.

Mr. GAINER. Well, as you pointed out earlier, there are so many
intermediaries in the program, including high income bond buyers
who avoid a lot more in the way of taxes than is passed onto the
home purchaser. You also have the basic inefficiency of bonding as
a mechanism versus raising money in the mortgage market, which
is much more efficient.

The CHAIRMAN. Those are the primary ingredients of a very inef-
ficient program. I guess it's not a leading program to say that. It's
not an efficient program, is it? The present program?

Mr. GAINER. We concluded that it's not.
The CHAIRMAN. Do you know of any more inefficient programs

than this program?
Mr. PEACH. I don't know whether we know of any more ineffi-

cient, but you mentioned the thought of a direct payment ap-
proach. And we included schedules on our earlier report that con-
trasted this program in terms of the cost versus the benefits going
to the home buyers for both the mortgage revenue bond program,
tax credit approach, and also a direct payment approach. And, of
course, the other two show to be both much more efficient if you
look at both 1981 and 1982 experience. It can vary, as Mr. Gainer
pointed out, depending on the interest rate type situation as to ex-
actly what the difference is.

The CHAIRMAN. And I know you don't study all the programs.
But I think this program ought to be one cited in the Pentagon.
When they talk about their inefficient ones, they can cite, well,
there is one that is much more inefficient. It's called the mortgage
bond program. And it might help Casp Weinberger sell his defense
budget.

But I don't know if you had cost overruns in these programs or
just all costs, and very little benefits.

But we will be working with GAO as we try to put together a
package that will benefit home buyers. It seems to me what Con-
gress responsibility is-it's not to benefit someone else. And, cer-
tainly, there is no one opposed to the profit motive in certain pro-
grams, but it shouldn't be.

I think Treasury indicated about a third of the intermediaries.
What is your figure on that? Half?

Mr. GAINER. In earlier testimony, we had two estimates. One was
for the 1982 program where we thought it was about a fourth of
the benefits going to households. And in the estimate for 1983,
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about 60 percent of the benefits going to intermediaries rather
than to homeowners.

The CHAIRMAN. In 1983?
Mr. GAINER. Our estimate for 1983 is that 60 percent of the bene-

fits would go to intermediaries and bondholders rather than to the
homeowner.

The CHAIRMAN. So 60 percent of the benefits go to intermediaries
and only 40 percent to the homeowners. That it would seem to me
that everybody ought to be getting together on some more efficient
program, even though some have a very special interest. And I
don't quarrel with that except there is also the public interest, and
there is also a big, big deficit out there that's frightening. In fact,
they are so frightened, they can't act on it. They are stiff, including
the White House.

Thank you very much.
Mr. PEACH. Thank you.
The CHAIRMAN. Our next group will be a panel consisting of Joe

Morris, president of Columbia Savings Association, Emporia, Kans.,
on behalf of the United States League of Savings; Ronnie J. Wynn,
president of Colonial Mortgage Co., Montgomery, Ala., vice chair-
man, legislative committee, Mortgage Bankers Association; Mr.
Smith, executive vice president of Ohio Association of Realtors;
Cushing Dolbeare, president of National Low Income Housing Coa-
lition.

I guess, Joe, you are first.
And, again, I might suggest, since I have read your statements,

and I'm the only one here, and I assume you read them before you
came-if not, we are in real trouble-that maybe you could sum-
marize very quickly. And we may have some questions.
STATEMENT OF JOE C. MORRIS, PRESIDENT, COLUMBIA SAVINGS

ASSOCIATION, EMPORIA, KAN., ON BEHALF OF THE UNITED
STATES LEAGUE OF SAVINGS INSTITUTIONS, WASHINGTON,
D.C.
Mr. MORRIS. Thank you, Mr. Chairman,. My name is Joe Morris

from Emporia, Kans., and I appear on behalf of the United States
League of Savings Institutions.

Mr. Chairman, I am pleased to announce the support of the
United States League for the mortgage credit certificate proposal,
Senate bill 1598. In our, view, this approach to homeownership sub-
sidy is far more efficient and potentially less costly to the Treasury
than existing mortgage revenue bond programs. The flexibility of
its design can make it possible to better serve households which
cannot otherwise qualify for unsubsidized home loans. This should
be a foremost objective of housing subsidy programs. It is one not
as well accomplished by the tax exempt bond finance programs.

Indeed, we would support an income limitation and tighter pur-
chase price restrictions to assure that the general revenue bond au-
thority, if extended, would better meet that public policy purpose.

Again, I compliment the sponsors of S. 1598 for designing a
better program for making homeownership possible.

I've appreciated this opportunity to present the views of the
United States League, and look forward to your questions.

[The prepared statement of Joe E. Morris follows:]
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STATEMENT OF

JOE C. MORRIS, BEFORE THE

SENATE COMMITTEE ON FINANCE

September 13, 1983

MR. CHAIRMAN:

My name is Joe C. Morris and I am President of Columbia

Savings Association of Emporia, Kansas. I appear today on

behalf of the United States League of Savings Institutions*,

where I serve as Chairman of the Corporate Tax Issues Committee.

*The U.S. League of Savings Institutions, formerly the U.S.
League of Savings Associations, has a membership of 3,500
companies representing over 99% of the assets of the $730
billion savings and loan business. League membership includes
all types of associations -- Federal and state-chartered, stock
and mutual. Recently, many prominent savings banks have joined
the League as members. The principal officers are: Leonard
Shane, Chairman, Huntington Beach, California; Paul Prior, Vice
Chairman, New Castle, Indiana; William O'Connell, President,
Chicago, Illinois; Stuart Davis, Legislative Chairman, Beverly
Hills, California; Roy Green, Executive Vice President,
Washington, D.C., Phil Gasteyer, Legislative Counsel; Coleman
O'Brien, Associate Legislative Counsel. League headquarters
are at Ill East Wacker Dr., Chicago, Illinois 60601. The
Washington Office is located at 1709 New York Avenue, N.W.,
Washington, D.C. 20006. Telephone: (202) 637-8900.
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I am pleased today to announce the League's support for

S. 1598, the First-time Homebuyer Assistance Act of 1983, and

to compliment Senators Dole, Long, Domenici, Bradley, Tower,

Wallop and Heinz on its introduction. From our perspective as

the principal private-sector source of home financing, the

option of using mortgage credit certificates is a more

efficient and equitable way to make home ownership possible for

Americans otherwise unable to achieve that goal than

continuation of the tax-exempt mortgage :evenue bond programs.

Indeed, we would not oppose replacement of revenue

bond-financed mortgages with the federal tax credit envisioned

by S. 1598.

And, as has been demonstrated so well by the General

Accounting Office, there are important savings to be achieved

(in terms of revenues sacrificed) by the U.S. Government

through use of this new option by State and local housing

finance agencies. As is well known, the savings institution

business is particularly sensitive to interest-rate pressures.

To the degree that Federal deficits are reduced and interest

rates generally are held in check, our ability to supply

mortgage credit to the overall housing market is improved.

As a general proposition, housing subsidies should seek to

encourage homeownership whenever possible and assure that the

highest possible percentage of the subsidy reaches the intended

beneficiary -- and is not siphoned away to cover transactions

and adminstrative costs.
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COMPARING MORTGAGE REVENUE BONDS AND CREDIT CERTIFICATES

Mortgage revenue bonds (MRBs) and the mortgage credit

certificates (MCCs) envisioned by S. 1598 are both subsidy

programs designed to make housing more affordable by reducing

mortgage payments. The two programs, however, accomplish this

in very different ways. Revenue bond financing allows States

and municipalities to offer below market-rate loans (and thus,

lower monthly payments) by channeling lower-cost, tax-exempt

bond proceeds into mortgages. The MCCs, on the other hand,

lower monthly payments by allowing qualified homebuyers to

claim an annual income tax credit from 10% up to 50% on the

interest they pay on a conventional home loan. Recipients

could choose the credit as a tax refund or adjust payroll

witholding (or estimated payments) by the amount of the

credit. (The credit is refundable for families with little or

no tax liability in a particular year.)

In essence, MRB programs are indirect subsidies channeled

through the tax-exempt bond market while the MCC concept

generates direct subsidies to homeowners. This structural

difference leads to two distinct advantages for the mortgage

credit certificates compared to the revenue bond-financed

mortgages.

From a public policy standpoint, despite their popularity,

mortgage revenue bond programs have been disappointing. The

preliminary report issued in April by the General Accounting

Office found that "the objective of subsidizing low- and

moderate-income households who need assistance to purchase
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homes is not generallyachieved." That preliminary examination

showed that over half of the beneficiaries in programs studied

had family incomes above the median for their areas. While

revenue bond programs may have affected the "timing" of home

purchase, it is questionable whether they have significantly

opened up the opportunities for home ownership -- with all of

the social and economc benefits that implies -- to families

otherwise denied by the private marketplace.

The GAO also concluded that only 87% of bond proceeds are

actually lent to homebuyers. A full 13% of funds raised were

spent for bond underwriting, trustee fees, reserve funds and

administrative costs. It was then determined that because MRB

financing reduces the beneficiaries' loan interest rates by 15%

below market rates, the magnitude of subsidy provided averages

13.05% (87% x 15%).

In designing the mortgage credit alternative, the sponsors

of S. 1598 wish not only to eliminate the inefficiency, but to

expand the subsidy. Therefore, the MCC subsidy rate is set at

14.35% (13.05% increased by 10%). For every dollar in revenue

bond issuing authority surrendered under a State's volume

limits, a State may issue 14.350 of mortage credit certificates

to be claimed on Federal tax returns. The innovative approach

of S. 1598 allows some flexibility here: by adjusting the rate

on MCCs distributed, a State agency can tailor its program to

different segments of the homebuying public and adjust the

number of borrowers served.
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To better understand the efficiency of the MCCs, Table 1

compares a $100 million revenue bond program with the tax

credit alternative set forth by S. 1598. (The analysis assumes

that families can spend 28% of their income on mortgage

payments.)

Using a 14.35% tax credit for $100 million in mortgages,

over a broad range of market interest rates, the MCC program

could increase the number of beneficiaries by an average of 14%

over those served by revenue bonds. Note, too, that MCCs make

homes slightly more affordable.

The efficincy of a subsidy program can be measured in yet

another way. If the subsidy provided to each beneficiary is

too little to make available housing affordable, then the

subsidy is inefficient.

Current revenue bond programs generally provide one subsidy

rate to all who qualify, regardless of income -- making them

more meaningful to applicants in higher tax brackets. The

mortgage credit certificate, however, can be designed so that

larger credits (up to a 50%-of-interest maximum) can be

distributed to needier families. For example, operating within

a $14.35 million credit-issuing volume limitation, a State

could lend $100 million in mortgages with 14.35% credit

certificates or $57.4 million in mortgages with 25% credit

certificates. In doing this the State would reduce the number

of mortgagors assisted -- but it would also increase the

affordable home price of those who were served from an average

of $28,300 to $33,200, a jump of over 17%.
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Table 1 also demonstrates the second major advantage the

direct tax credit could provide in comparison with the revenue

bond-financed mortgages. In estimating MCC costs to the

Federal Government, the actual amount of the tax credit is

used; for MRBs, "static" tax losses are estimated (assuming

municipal bond investors are high-income individuals in the 50%

tax bracket and that the spread between tax-exempt and taxable

bonds is 350 basis points). Parenthetically, we agree with the

frequent criticisms that static tax loss analysis unfairly

disregards the important revenue gains which flow from tax code

incentives for savings and housing. For comparison, the table

assumes a 12-year life for the mortgages involved.

During the life of the certificates, total allowable tax

credits would cost the U.S. Government an average of $20.84

million per $100 million in mortgages originated over the

interest rate ranges shown in Table I. Revenue bond-financed

mortgages, on the other hand, would cost the Treasury $78

million over the same period. This would mean an average

saving to the Treasury (under the scenarios goven in the table)

of about $57 million if the S. 1598 alternative replaced the

mortgage revenue bonds entirely.

Approximately $10 billion in mortgage revenue bonds were

issued in the 1981-81 period; had direct Federal income tax

credits been used instead, the static tax savings would have

approached $5.7 billion (over a 12-year period).
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MORTGAGE LENDER CONSIDERATIONS

The U.S. League is gratified that the design of the

mortgage credit certificate alternative contemplates

market-rate mortgages originated and serviced by private-sector

lending institutions. There have been numerous dislocations in

markets around the country over the past several years when

revenue bond-financed loans became available. As Chairman

Dole's introductory statement recognized, there have even been

times when market rates plunged rapidly -- and lenders found

themselves committed to distribute loans financed by tax-exempt

issues carrying higher rates that those dictated by the changed

marketplace for conventional or FHA mortgages.

Theoretically, under the design of S. 1598, a lending

institution would not need to know in many cases that a loan

applicant had qualified with the State or local housing

authority to receive the Federal tax credit certificate.

However, if the certificate option is to broaden the

opportunities for homeownership -- and serve families who would

not otherwise qualify for a mortgage -- we would anticipate

that the lender would need to have that knowledge in advance as

part of its loan "underwriting" process. It is reasonable to

assume that the State or municipal mortgage finance authorities

will depend upon savings institutions and other home lenders to

help with the initial processing of MCC applicants, just as

they do borrowers receiving revenue bond-financed loans.
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This raises a couple of practical considerations.

Application processing does impose costs on lending

institutions. Under revenue bond programs, State agencies

compensate lenders for their efforts. Allowance will need to

be made for some similar arrangement with the MCCs.

Another consideration is the "timing" of the receipt of the

subsidy by the beneficiary. If the applicant is marginal, and

needs the dollar-and-cents relief made possible by the

subsidized loan to meet his or her mcnthly payment, a delay

until taxes are paid and a credit is claimed could be a

deterrent to qualification. I would imagine that most lending

institutions would counsel MCC applicants to make an immediate

adjustment in their payroll witholding or estimated tax

obligations so that disposable family income would be available

to meet the first monthly payment of their new home purchase.

In this regard, use of the standardized loan documents of

the Federal National Mortgage Association and the Federal Hme

Loan Mortgage Corporation are now commonplace among

private-sector lenders. In their underwriting guidelines,

FNMA/FHLMC standards are phrased in terms of an applicant's

"gross" income. Perhaps your Committee Report or other

appropriate instruction could encourage those agencies to

recognize the need to adjust for mortgage credit certificates,

when available.

Finally, S. 1598 contemplates that the various restrictions
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imposed on mortgage revenue bond programs in 1980 would remain

in place for the MCC option. One such restriction states that

at least 20% of the proceeds of bond issues must be made

available for owner-financing in "targeted areas", generally

neighborhoods of economic distress. Assuming that restriction

would continue to apply for MCCs, it may be somewhat more

difficult for an individual lending institution, dealing with

case-by-case applicants, to comply with that guideline than it

is under the present revenue bond programs where a "block" of

loans artz allocated to loan originators all at once.

I would anticipate that appropriate legislative history,

rather than further changes in the statutory'language of S.

1598, would be sufficient to address these concerns.

INCOME, PURCHASE PRICE LIMITATIONS

While we acknowledge the very real political pressures for

continuing unchanged the mortgage revenue bond programs beyond

their scheduled termination December 31, the U.S. League

recommends that your Committee reexamine the basic restrictions

imposed by the Mortgage Subsidy Bond Tax Act if 1980.

As cited above, the preliminary study of the General

Accounting Office concludes that the purchase price limit of

the 1980 Federal law and income limits set by the States have

not been effective in directing assistance to households which

otherwise could not achieve home ownership. Since these

programs are ultimately funded by revenue foregone from all
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Federal taxpayers, we believe that some upper income limit

established by the U.S. Congress would be an improvement. The

115%-of-area-median income ceiling considered, but eventually

discarded, during development of the 1980 law would be a

reasonable (if not generous) limit in our view.

In addition, the GAO study suggests that the typical

beneficiary of the tax-exempt cut-rate mortgage bond financing

could well hav qualified for an unsubsidized FHA-insured home

loan. In recent years, FHA has broadened its programs to serve

an even larger spectrum of buyers, particularly through use of

graduated payment mortgages. Therefore, it would seem

appropriate to relate the price-of-home limitation of existing

law to the limits which apply to FHA programs. So that the two

types of federal incentives do not duplicate one another, we

would recommend that the revenue bond purchase-price

restrictions be set at equivalent loan amounts for, say, 80% of

FHA 203(b) limits.

Imposition of an income ceiling and a tighter

purchase-price limitation would do a better job in assuring

that these housing subsidies do indeed reach those who

otherwise could not afford to own a home.
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CONCLUSION

In conclusion, Mr. Chairman, I am pleased to announce the

support of our organization for the mortgage credit certificate

proposal of S. 1598. In our view, this innovative approach to

homeownership subsidy is far more efficient and potentially

less costly to the Treasury than existing motgage revenue bond

programs. The flexibility of its design can make it possible

to better serve the households which cannot otherwise qualify

for unsubsidized home loans -- the foremost objective, in our

opinion, of subsidy programs. Indeed, we would support an

income limitation and tighter purchase-price restriction to

assure that the general revenue bond authority, if extended,

would better meet that public policy purpose.

Again, I compliment the sponsors of S. 1598 for designing a

"better mousetrap" for making home ownership possible.

I have appreciated this opportunity to present the views of

the U.S. League and look forward to your questions.
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-able 1: Mortgage Revenue Bond Financing vs. Mortgage Credit Certificates(1 )

Market Rates

li%

MRB(2)
Annual P&I
Payments(

3 )

12%

WC m(2)

2796 3246

Annual Interest
Payments 2618 3118

Tax Credit (14.35%) 0 447

Net Annual
Payments 2796 2799

Affordable
Mortgage(4 ) 28075 28400

Affordable
Home Price 31194 31555

Number of
of Beneficiaries 3099 3512

Cost to U.S.
Treasury per
Beneficiary(5) $22,690 $5,171

Total cost to
U.S. Treasury(5 )
($Millions) t70.32 $18.16

2796 3246

2657

0

2796

26110

29011

3332

3151

452

2794

26300

29222

3802

13%

276(2) 35

2796 3252

2688

0

2796

24370

27077

3570

3181

456

2796

24500

27222

4082

14%

279(2) W

2796 3256

2711

0

2796

22820

25355'

3812

3203

460

2796

22900

25444

4367

$22,653 $5,247 $22,588 $5,323 $22,476 $5,386

$75.48 $19.95 $80.64 $21.73 $85.68 $23.52

Note: 1) Comparisons for $100 million in issuance authority, using $10,000 family income as
benchmark.

2) MRB loans made at 15% below market interest rates.
3) Affordable P&I payments set at 28% of income.
4) Trians made at 90% of home price.
5) Treasury losses calculated on foregone revenues from taxable investments made at 35

basis points above tax-free yields: 50% marginal tax bracket.

Source: U.S. League of Savings Institutions, Economics Dept.
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STATEMENT OF MR. RONNIE J. WYNN, PRESIDENT, COLONIAL
MORTGAGE CO., MONTGOMERY, ALA., AND VICE CHAIRMAN,
LEGISLATIVE COMMITTEE, MORTGAGE BANKERS ASSOCIA-
TION, WASHINGTON, D.C.
The CHAIRMAN. Mr. Wynn.
Mr. WYNN. Mr. Chairman, my name is Ronnie J. Wynn. I'm

President of Colonial Mortgage Co., a mortgage banking firm head-
quartered in Montgomery, Ala. I'm also vice chairman of the Mort-
gage Bankers Association of America's NBA Legislative Commit-
tee.

NBA appreciates the opportunity to appear before you today to
express our views on S. 1598, the First Time Homebuyers Assist-
ance Act.

The inefficiencies of tax-exempt revenue bonds for housing are
recognized even by those of us who support their use, and who are
involved in the operation of mortgage programs financed by such
bonds. The optional alternative of mortgage credit certificates,
which S. 1598 would provide, appears to ue to be a significant im-
provement in the system of delivering financial assistance to poten-
tial home buyers who could not otherwise purchase adequate hous-
ing.

NBA, therefore, supports the concept of the bill. However, we
would urge that it be amended to assure that home buyers would
be free to use their mortgage credit certificates with all types of
lenders, and to assure that States target mortgage credit certifi-
cates and revenue bond proceeds to individuals and families with
lower incomes than are eligible under current bond programs.

In reaching the conclusion that mortgage credit certifications, as
proposed in S. 1598, appear to be a more efficient system of deliver-
ing assistance to home buyers needing assistance, NBA compared
tax exempt revenue bonds for housing with mortgage credit certifi-
cates from several aspects. An analysis of that comparison is con-
tained in NBA's written statement, which we would request be in-
cluded in the record.

The CHAIRMAN. It will be included in the record, as all state-
ments will be included in full.

And I thank you.
[The prepared statement of Ronnie J. Wynn follows:]

28-039 0 - 84 - 6
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Mr. Chairman and Members of the Committee, my name is Ronnie J. Wynn. I am

President of Colonial Mortgage Company, a mortgage banking firm headquartered in

Montgomery, Alabama. I am also vice chairman of the Mortgage Bankers Association of

America's (MBA) Legislative Committee. MBA* is the trade association of the Nation's

mortgage banking industry. Accompanying me are Burton C. Wood, MBA's Legislative

Counsel, and William E. Cumberland, MBA's General Counsel.

MBA appreciates the opportunity to appear before you today to express our views on S

1598, the "First Time Homebuyer Assistance Act," which you introduced, along with

Senators Long, Domenici, Bradley, Wallop, and Tower. The inefficiencies of tax-exempt

revenue bonds for housing are recognized, even by those of us who support their use and

who are involved in the operation of mortgage programs financed by such bonds. The

optional alternative of mortgage credit certificates, which S 1598 would provide, appears

to us to be a significant improvement in the system of delivering financial assistance to

*The Mortgage Bankers Association of America is a nationwide organization devoted ex-
clusively to the field of mortgage and real estate finance. MBA's membership is
comprised of mortgage originators, mortgage investors, and a variety of industry-related
firms. Mortgage banking firms, which make up the largest portion of the total
membership, engage directly in originating, financing, selling, and servicing real estate
investment portfolios. Members include:

o Mortgage Banking Companies o Mortgage Brokers
o Mortgage Insurance Companies o Title Companies
o Life Insurance Companies o State Housing Agencies
o Commercial Banks o Investment Bankers
o Mutual Savings Banks o Real Estate Investment Trusts
o Savings and Loan Associations

MBA headquarters is located at 1125 15th Street, N.W., Washington, D.C. 20005;
telephone: (202) 861-6500
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potential homebuyers who could not otherwise purchase adequate housing. MBAO

therefore, supports the concept of the bill. However, we would urge that it be amended

to assure that homebuyers would be free to use their mortgage credit certificates with all

types of lenders and to assure that states target mortgage credit certificates and revenue

bond proceeds to individuals and families with lower Incomes than are eligible under

current bond programs.

In reaching the conclusion that mortgage credit certificates, as proposed in S 1598, appear

to be a more efficient system for delivering assistance to homebuyers needing assistance,

MBA compared tax-exempt revenue bonds for housing with mortgage credit certificates

from several aspects. The following is an analysis of that comparison:

EFFECT OF TIMING OF BOND ISSUANCE

From a mortgage lender's point of view, the most immediately noticeable inefficiency in

the tax-exempt mortgage revenue bonds for housing programs is the need to accommodate

the timing of the issuance of the bonds. Revenue bonds provide funds in large blocks, at

one time, which is determined by the capital markets, requiring that mortgages be funded

quickly, usually on a first-come, first-served basis. If the timing is not right, homebuyers

will not benefit, and participating mortgage lenders could suffer substantial losses.

Size of Bond Issues. Because of the many intricate administrative and legal steps required

to issue and market revenue bonds, and because of the nature of the capital markets,

revenue bonds must be issued in amounts measured in millions or hundreds of millions of

dollars. The revenue bond market is not equipped to provide to a state housing agency a

variable stream of capital funds on a daily or weekly basis to match the varying volume of

mortgage loans made to homebuyers.
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The relatively large bond issue proceeds cannot be held for long periods and distributed in

an administratively controlled manner over time because mortgage interest income is

needed to supply the interest payments on the bonds. Bond issuing agencies must put the

proceeds into mortgages promptly because the Federal arbitrage law restricts the

investment income a state housing agency may earn from investing tax-exempt revenue

bond proceeds in other types of securities, and there is always a chance that market

Interest rates on mortgages may drop.

Allocation Methods. Typically, state housing agencies make revenue bond proceeds

available to borrowers through established lenders, who are experienced in making, or

"originating," home mortgages. Being able to use bond revenue proceeds to make loans to

customers is important to a mortgage lender, because these loans can be made at an

interest rate that is less than the interest rates that must be charged to make loans

funded with conventional, non tax-exempt capital. Obviously, borrowers are attracted by

the lower rate, but the lender's ability to offer the fullest spectrum of loan terms is also

important to home builders and real estate brokers who want a reliable place to refer

buyers so that their transactions will close. State agencies have allocated bond proceeds

in a variety of ways. Some have limited access to the proceeds to state and federally

chartered depository institutions, or in other ways have excluded certain types of lenders,

such as mortgage bankers. More typically, the agencies have called for bids from lenders,

or required commitment fees from lenders to reserve the availability of the bond proceeds

for a particular lender.

Impact of Market Changes. If, as happened last year, interest rates in the general capital

markets fall between the date a revenue bond is issued and the dates the proceeds are

used to make mortgage loans, the interest rates on the mortgages become unattractive to

borrowers and the bond proceeds are not drawn down. This results from the structural
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need for the state agency to set the mortgage interest rate at the time of issuing the

bonds and in relation to the interest rate that the bonds provide. The adverse

consequences of a falling interest rate are several. Homebuyers do not have tax-exempt

bond assistance available to them until another bond issuance is prepared and marketed;

bond holders are paid off earlier than anticipated and desired; and participating lenders

have paid the agency a useless allocation or commitment fee. The amount of the fee is

effectively lost.

Selection Process Inhibited. Another result of the need of the state housing agency to

convert the bond proceeds into mortgages as quickly as possible is that an agency is not

permitted to collect applications from all who might be eligible and interested in

acquiring a house at that time, and to weigh the relative merits of each case. General

eligibility requirements are established, and those eligible are served on a first-come,

first-served basis.

Timing of Mortgage Credit Certificates. As compared with tax-exempt mortgage revenue

bonds, a mortgage credit certificate program could be much more efficient. The orderly

flow of the regular mortgage market would be available because loans could be funded

from the full range of sources of capital. There would be no need for state agencies to

distribute bond proceeds through lenders it believed would place the proceeds quickly

because of the lender's nature or because the lender had advanced commitment fees.

Finally, without time pressure, eligible individ-tals and families can be assisted on a

comparison basis, in varying degrees, and can be assured, in advance of their search for a

home to buy, that the assistance will be there when its needed.
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ADMINISTRATIVE COSTS

Issuing Revenue Bonds. According to the April 1, 1983 Report to the Chairman of the

Senate Finance Committee, "The Costs and Benefits of Single Family Mortgage Revenue

Bonds: Preliminary Report," an average of only 87 percent of mortgage bond proceeds are

actually lent to homebuyers. The 13 percent difference goes for administrative purposes,

including legal fees, underwriting fees, handling fees, and the establishment of a reserve.

Because the terms of revenue bonds may be changed from issue to issue, the capital

markets treat each issuance as a discrete one, requiring independent formality. Also,

some state and local housing authorities are relatively inexperienced in bond issuance.

The adverse cost impact of each of these factors is likely to decrease over time, but they

are inherent elements of a tax-exempt revenue bond system.

Distribution Costs. Just as the variations between Issues of the bonds create costs, so do

the variation in the terms of the underlying mortgages and in the requirements that

participating mortgage lenders must meet. Loan origination criteria and loan servicing

standards differ from agency to agency and from issue to issue. The complexity of the

standards and the risk of non-compliance increase the costs of participating mortgage

lenders, especially those who operate nationally or regionally.

The Regular Mortgage Market. With mortgage credit certificates, the lenders can obtain

funds using consumer deposits or the substantially routinized nationwide mortgage

markets. Mortgage-backed securities guaranteed by the Government National Mortgage

Association (GNMA-MBS) are being used to bring billions of dollars to the home financing

market, yet the issuance of a GNMA-MBS requires no special bond counsel or investment

banker fees because the GNMA-MBS is a standard instrument whose terms cannot be

varied by the issuing mortgage lender. The same is true for mortgage-backed securities

issued by the Federal National Mortgage Association (FNMA) and the Federal Home Loan
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Mortgage Corporation (FHLMC). And, similarly, influenced by the presence of FNMA and

FHLMC as sources of capital, and guided by the Federal Housing Administration (FHA)

and the Veterans Administration (VA), the regular mortgage market has developed a set of

origination and servicing criteria that are standard nationwide. Of course, standardized

securities and standardized origination and servicing criteria incur administrative costs,

but to a lesser extent than is now incurred in the tax-exempt revenue bond system.

Providing for Administrative Expenses. As noted above, a portion of the bond proceeds

are used by state agencies to pay the costs of administering the program. The mortgage

credit certificate proposal contains no such provision for internal program allowance for

administrative costs. Some policing would be performed by the Internal Revenue Service,

but the expense incurred by the state in preparing and distributing the certificates must

be paid for from external sources. Failure to provide for administrative costs might cause

some states to avoid use of the mortgage credit certificate program.

OTHER FACTORS

Other factors have been cited as meriting passage of the First Time Homebuyers

Assistance Act, which are not within the particular experience of mortgage lenders but

which do appear important. As investments, tax-exempt revenue bonds for housing appeal

to high-bracket taxpayers with the result that, by the General Accounting Office report

estimate (referred to earlier in the testimony), $3,500 interest subsidy over the full

mortgage term will result in a $13,000 loss of Federal tax revenue. Revenue bonds for

housing compete for the interest of the same limited number of investors who seek tax-

exempt income with revenue bonds for public works projects, such as water and sanitation

plants, driving the costs higher for these facilities, which benefit and are paid for by all

the community. Neither of these negative characteristics would be present in a program

of mortgage credit certificates.
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MBA'S CONCERNS

Participation by All Lenders. Under the authority to issue tax-exempt revenue bonds for

housing, several state housing agencies have allowed only state or federally chartered

depository institutions to make loans funded with the bond proceeds. In those states,

mortgage bankers were excluded from the programs. Mortgage bankers, the experts at

using the secondary mortgage market to tap the national capital markets, have become a

major source of mortgage finance, generally equalling the banks and the thrift institu-

tions. MBA believes that the most effective use of mortgage credit certificates would be

to give them to a qualified individual to use wherever and with whichever lender he or she

wishes.

To assure that the homebuyers who are assisted by the mortgage credit certificates obtain

the best mortgage terms, MBA urges Congress specifically to prohibit any limitation or

restriction on the type of lender that may provide qualifying mortgages for the mortgage

credit program.

Targeting. MBA opposed the use of municipal tax-exempt revenue bonds to fund home

ownership when such bonds mushroomed in 1978 and were made available to high-income

families. The rapid proliferation of these bonds for home mortgages allowed the

substitution of public funds for private funds in the marketplace. MBA no longer

categorically opposes the issuance of home mortgage revenue bonds. When properly

administered and properly targeted, revenue bond programs can provide hombuyers with

needed financing and mortgage lenders with a new source of business opportunities,

without infringing upon markets that can be served without government subsidy. On May

17, 1983, MBA's Board of Governors adopted a revised statement of policy on the subject

of tax-exempt bonds for housing, as follows:
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"MBA supports using municipal tax-exempt bond issues to provide funds for

home mortgages, provided such issues are targeted toward meeting the needs

of the disadvantaged, that is, the low-incomet the elderly, and the handi-

capped. Further, such programs should be simplified and strict standards

applied to make then less costly to homeowners and easier to work with for

all participants. Moreover, if used, such programs should only be available to

housing finance agencies which allow all types of originators and servicers to

participate in all their programs."

Preliminary findings of a study being conducted by the General Accounting Office (GAO)

raise a question whether revenue bonds for housing are currently restricted so as

adequately to targeted the proceeds to disadvantaged persons. In its April 1, 1983 report,

cited earlier, the GAO found "that most subsidized home loans were not made to low- and

moderate-income households in need of assistance, but rather to those who probably could

have purchased homes without assistance." (page 3).

S 1598 simply incorporates the current Federal statutory limits on transactions that are

eligible for financing with the proceeds of tax-exempt revenue bonds, without further

targeting.

MBA urges that the Federal restrictions on mortgage credit certificates, and on tax-

exempt revenue bonds, as well, be tightened to target the assistance to individuals and

families with incomes lower than are currently eligible for assistance.

Termination and Recertification. There are two aspects of the ending of assistance under

the mortgage credit certificate program that are not addressed or are unclear in S 1598.

There is no provision protecting lenders, who have relied on the continued validity of the
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credit certificate, from a State terminating the certificate on the grounds that it was

fraudulently obtained, or other grounds unrelated to the ability of the homeowner to pay

the mortgage. MBA suggests that a provision be added that the certificates are

uncontestable once issued and used to obtain a loan.

There is no provision for recertification by the state agency of low income status of the

homeowner to assure targeting. MBA suggests that a recertification requirement be

considered. Perhaps the credit should automatically reduce in five year stages unless the

homeowner provided requalification information to the State to renew the full credit.

CONCLUSION

MBA appreciates the opportunity to testify regarding the First Time Homebuyer Assis-

tance Act. S 1598 proposes an Interesting new initiative, which we are continuing to

study and which likely will be further refined by the Committee and the Congress. We

would be pleased to assist you as you continue to consider the proposal, and to furnish any

additional information that might be needed.
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STATEMENT OF ALMON R. SMITH, EXECUTIVE VICE PRESIDENT,
OHIO ASSOCIATION OF REALTORS, AND MEMBER, OHIO HOUS-
ING FINANCE AGENCY, ON BEHALF OF THE NATIONAL ASSO.
CIATION OF REALTORS, WASHINGTON, D.C.
The CHAIRMAN. Mr. Smith.
Mr. SMITH. Senator, my name is Almon R. Smith. I'm the execu-

tive vice president of the Ohio Association of Realtors. I'm also an
appointed member by Governor Saless, one of the two Republicans
appointed to the Ohio Housing Finance Agency, the organization
which was created to implement the mortgage revenue bond pro-
gram in Ohio. This is Ohio's first year for mortgage revenue bonds,
and so I cannot speak in terms of estimates. I can only speak in
terms of reality.

In the 3 months time since the housing agency was created, the
State of Ohio has sold 300 million dollars' worth of single family
mortgage revenue bonds. This sale was the largest single mortage
Revene bond issue in the history of the United States.

The interest rate on the resulting loans to the first-time home
buyers in Ohio was 9.98 percent. This interest rate occurred at a
time when the going convertional mortage market interest rate
was between 121/2 and 13 percent. This represents a considerable
difference in interest rates, as some others have indicated and the
difference represents direct benefits to the qualifying home buyers.
The State of Ohio then sold another 110 million dollars worth of
mortgage revenue bonds in July. The resulting interest rate or this
issue ended up at 10.6 percent compared to a then 131/2 to 13% per-
cent market rate.

Also, in connection with the first sale of 300 million dollars'
worth of bonds, $292 million or 97.4 percent were for mortgages. It
was only that differential of a little over 2 percent that went for
other costs, other than the mortgages. On the second issue 95 per-
cent of the issue went to mortgage loans.

The average income of the person purchasing a home under
these issues was $28,371. The average home purchase price was
$46,726. These statistics are all based on the first 1,087 loans that
were closed.

By our calculations what that saved the median income purchas-
er if he or she held a home himself or sold it on a loan assun, option,
which this program does allow to another first time homebuyer,
saved him over $10,800 in monthly payments if he held it 10 years.
If he held it 30 years, that was over $32,000.

The CHAIRMAN. But what does it cost the Treasury?
Mr. SMITH. The cost to the Treasury, Senator, is dependent upon

the figures that are used as to determinations as to whether the
money that went into the revenue bonds would have come from
sources that were paying income tax, or whether they would have
come from other sources that were already investing in those pro-
grams. Also, there was a question as to whether or not the tax
impact of the business activity which is created in the building and
purchasing of homes was also included in those figures.

I should point out that we speak as proponents of Senate bill
1598. And we believe that it does allow a viable alternative. We
think that that is good. We do see a potential weakness during pe-
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riods of time when there is tight money, and that does occur from
time to time. That perhaps the normal financial institutions are
not able to obtain the funds necessary for housing, and this would
not meet that need.

Therefore, we do support this as an alternative to mortgage reve-
nue bonds to be done together. I had other comments. I realize my
time is up. I will be more than happy to answer any questions.

[The prepared statement of Almon R. Smith follows:]
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STATEMENT
on behalf of the

NATIONAL ASSOCIATION OF REALTORS*
regarding

THE FIRST TIME HOMEBUYER ASSISTANCE ACT OF 1983
by

Almon R. Smith
September 13, 1983

I am Almon R. Smith, Executive Vice President of the Ohio

Association of Realtorsm and a member of the Ohio Housing Finance

Agency. On behalf of the nearly 600,000 members of the NATIONAL

ASSOCIATION OF REALTORS*, we appreciate this opportunity to present

our views on S. 1598, the First Time Homebuyer Assistance Act of

1983.

SUMMARY

The NATIONAL ASSOCIATION OF REALTORS* commends the sponsors of

this legislation for seeking to improve the availability of home

financing assistance. We generally encourage proposals which in-

crease homeownership opportunities, particularly opportunities for

those discouraged from the market by high interest rates.

We support the concept of S. 1598, which assumes the proposed

mortgage credit certificate program would serve as an alternative to

a continued mortgage revenue bond program. The existing mortgage

revenue bond program has proven its ability to provide below market

financing in the form of fixed rate, ievel payment mortgages, even

at times when such mortgages are extremely hard to find. Although

the mortgage credit alternative proposed in S. 1598 would require

acceptance of market available mortgage terms, we believe the program

would provide welcome assistance to the homeownership affordability

problems facing many potential homebuyers.

The NATIONAL ASSOCIATION OF REALTORSe urges that in consideration

of this legislation, Congress reject any new restrictions in the mort-
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gage revenue bond program and ensure that, if enacted, the mortgage

credit certificate program fully track the mortgage revenue bond re-

quirements. We do not support the provisions in S. 1598 which would

limit individual mortgage interest deductions by the benefits claimed

under the mortgage credit certificate program, and we would suggest

that Congress clearly express the intention that mortgages carrying

credit certificates be fully assumable in the secondary market.

BACKGROUND

In the late 1970s, as economic conditions reduced the availability

of traditional home mortgage financing, the tax-exempt mortgage revenue

bond method of raising housing investment capital developed. Since

that time, the mortgage revenue bond program has successfully proven

its ability to provide much needed, affordable housing capital to

potential homebuyers who find themselves priced out of the housing

market by high interest rates. For example, in 1982, when interest

rates were prohibitively high, mortgage revenue bonds financed the

purchase of approximately 80,000 new and 100,000 existing single fam-

ily homes. This home sale activity resulted in nearly 100,000 new jobs

and $800 million in additional tax revenue.

The NATIONAL ASSOCIATION OF REALTORS* supports the continuation

of the existing mortgage revenue bond program, set to expire December

31, 1983, and we therefore urge prompt Congressional approval of H.R.

1176 and S. 137.

S. 1598, the legislation currently i fore this Committee, is

designed in response to perceived inefficiencies in the mortgage rev-

enue bond program. While we may question the extent of mortgage rev-

enue bond inefficiency, we do not see reasonrat this time to oppose

this legislation. We are pleased, in fact, that the introduction of
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this bill assumes a continued mortgage revenue bond program and

again evidences Congressional recognition of the need for certain

federal homebuyer assistance programs to*offset the effects of high

or rising mortgage interest rates.

As we understand the legislation, states and localities could

elect on a yearly basis to trade in some or all of their annual

mortgage revenue bond authority for authority to issue mortgage tax

credit certificates. These certificates would entitle qualifying

homebuyers to claim a refundable federal tax credit ranging, at the

option of the issuing agency, between 10 percent and 50 percent of

the individual's total annual mortgage interest payment. This could

result in states issuing either all mortgage revenue bonds or all

mortgage credit certificates or a state determined mixture of both

bonds and certificates.

Under the legislation, the total state dollar amount of mortgage

credit certificate authority would be determined by multiplying the

amount of mortgage revenue bond authority foregone by 14.35 percent.

The resulting dollar figure could then be allocated to as many qual-

ifying homebuyers, in credit amounts ranging from 10 percent to 50

percent of interest payments, as the state issuing agency may determine.

Further, and significantly, S. 1598 would statutorily require an

individual to reduce his or her mortgage interest tax deduction by the

amount of any mortgage tax credit claimed under this program.

For states or localities which in 1983 issue less than their

maximum mortgage revenue bond authority, a transitional five year

phase-in of the mortgage credit certificate program would result.

Under the proposed transitional rule, the amount of mortgage rev-
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enue bond authority which a state could exchange for mortgage credit

certificate authority would be limited to the volume of mortgage rev-

enue bonds issued in 1983, increased each of the next five years by

25 percent of the remaining difference between the 1983 volume and

the statutory amount. For example, a state with 1983 mortgage rev-

enue bond authority of $200 million which issued only $100 million

would, in 1984, be allowed to exchange only $125 million of mortgage

revenue bond authority ($100 million plus 25 percent of the remaining

statutory amount). In 1985, this amount would increase to $144 mil-

lion and so on.

RECOMMENDATIONS

The NATIONAL ASSOCIATION OF REALTORSe has the following concerns,

recommendations and comments regarding S. 1598.

PROGRAM QUALIFICATIONS

The NATIONAL ASSOCIATION OF REALTORSe is encouraged that this

legislative proposal would determine mortgage credit certificate par-

ticipation under precisely the same qualifications as exist under the

mortgage revenue bond program. We supported the modest mortgage rev-

enue bond program changes which Congress made last year, including

liberalizing the arbitrage, first time homebuyer and purchase price

limitations. Congress expressly intended that these changes allow

tax-exempt home purchase finance programs to serve as counter-cyclical

support for potential homebuyers priced out of the market by high

interest rates. we would urge Congress to continue the federal

mortgage revenue bond program qualifications as they currently exist.

SUBSIDY RATE LEVEL

Successful implementation of the mortgage credit certificate

28-039 0 - 84 - 7
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proposal depends on the duplication, or improvement, of benefits

currently provided qualifying mortgage revenue bond homebuyers.

Widely criticized General Accounting Office (GAO) data served as

the basis in determining the 14.35 subsidy rate level proposed in

S. 1598. There is genuine uncertainty regarding the amount of

lendable proceeds which result from a single family bond issue and

regarding the true average spread between mortgage revenue bond

mortgage rates and conventional mortgage rates.

We do not offer a resolution to the criticisms at this time.

We would be pleased, however, to work with the Committee staff in

examining the GAO assumptions to develop a mortgage cost reducti-on

under the credit proposal which matches the savings which the mort-

gage revenue bond program provides qualifying homebuyers.

MORTGAGE INTEREST DEDUCTION LIMITATION

The NATIONAL ASSOCIATION OF REALTORS® is opposed to statutory

limitations on the full tax deductibility of mortgage interest pay-

ments. We find'unnecessary the provision in S. 1598 which statutorily

requires an individual to reduce his or her mortgage interest deduc-

tion by the amount of tax credit claimed under this program.

It is our understanding that the mortgage credit certificate

program is being suggested as an equivalent alternative to the mort-

gage revenue bond program. A mortgage revenue bond beneficiary does

not suffer any reduction in the full tax deductibility of actual

mortgage interest payments. Committee report language stating that

no double subsidy is intended would be more appropriate than a iat-

utory limitation. We would suggest that retaining the mortgage in-

terest deduction limitation provision in this bill would only serve

to discourage use of, and involvement in, the mortgage credit cer-
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tificate program.

PROGRAM DURATION

we would also strongly recommend, and we believe this is now

implicit in S. 1398, that this program have the same sunset date

to which the mortgage revenue bond program might ultimately be

subject.

PROGRAM MECHANICS

If enacted, we assume that state housing agencies would, as

they do now under the existing mortgage revenue bond program, play

a vital role in implementing the mechanics of the mortgage credit

certificate program. However, it is unclear in many respects ex-

actly how this proposed mortgage credit certificate program would

work in practice.

For example, under the mortgage revenue bond program, a bond

beneficiary obtains financing from a mortgage originator who is

generally aware that the individual is a bond beneficiary. The

mortgage originator makes the mortgage qualification with this

knowledge.

The present legislation is unclear as to whether the mortgage

originator will make qualification assessments with or without know-

ledge of the ultimate availability of a mortgage tax credit. Fac-

toring in the mortgage tax credit would, in many cases, determine

whether or not the individual qualifies for a mortgage. Hence, we

would recommend clarity of this situation, either in the Committee

report or by allowing the qualifying housing agency to issue "cer-

tificates of mortgage tax credit entitlement." Such certificates

could then be used by the potential homebuyer in shopping among the
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lending institutions for the lowest mortgage rate. We believe that

certainty in program participation, however accomplished, would help

to provide greater competition in the mortgage finance area and

consequently enable more individuals to become homeowners.

AVAILABILITY OF MORTGAGE CAPITAL

The existing mortgage revenue bond program makes a significant

contribution towards improving housing affordability and the avail-

ability of mortgage capital. The mortgage credit certificate proposal

likewise would appear to ease housing affordability problems. How-

ever, we are concerned that the proposal is deficient in its ability

to generate previously unavailable mortgage capital.

Although the proposal may improve competition for existing funds,

the mortgage credit certificate holder must accept whatever mortgage

capital is available, at the discretionary terms of the lender. Mort-

gage revenue bonds, on the other hand, are consistently able to pro-

vide home financing in the form of fixed rate, level payment mortgages.

More importantly, mortgage revenue bonds perform this capital formation

role in areas of the country which typically do not have housing money

available. During times of tight money, this inability to create new

mortgage capital could be a barrier to full implementation of the

mortgage credit certificate program.

To partially offset this potential barrier, we would suggest that

Congress clearly express an intention that mortgages carrying mortgage

credit certificates remain eligible for purchase in the secondary mar-

ket by.FNMA, FHLMC and GNMA. It is essential, particularly during

times of high interest rates, that tax credit mortgages remain eligible

for secondary market purchase. Without this eligibility, the counter-

cyclical benefits of the program would be neglected.
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STATEMENT OF CUSHING DOLBEARE, PRESIDENT, NATIONAL
LOW INCOME HOUSING COALITION, WASHINGTON, D.C.

Mr. DOLBEARE. I'm Cushing Dolbeare, president of the National
Low Income Housing Association. We greatly appreciate the oppor-
tunity to testify this morning.

Our concern is primarily that historically housing related tax
subsidies have outrun direct outlays for housing assistance by a
factor of 3 to 4 to 1. Now we are in a situation where direct ex-
penditures for low income housing assistance are being choked off
almost entirely so that we are going to have to place more reliance
on the tax system to try to deal with the housing problems, if the
Federal Government is, indeed, going to make any effort to deal
with our housing problems.

I think it's clear and our testimony documents this that the most
critical housing problems that we have in this country are those of
low income people.

We would like to commend you and your staff for what we be-
lieve is an extremely creative approach to dealing with a tax provi-
sion that has a worthy social purpose but which is not as efficient
as it could be and recasting it to make it considerably more effi-
cient.

I would hope that you would exercise the same kind of creativity
on the major components of housing related tax expenditures.
Namely, homeowner deductions, which are about 80 percent of the
$40 billion that we will be spending through the tax system this
year on housing.

We generally support your proposed legislation. We think it's
urgent that the refundability provision be retained. We think it's
urgent that there be targeting provisions. We would urge, indeed,
that there be some additional incentives written into the legisla-
tion to the extent that local and state agencies choose to try to
serve lower income people; they are compensated for the additional
cost by receiving a larger tax credit than they would be if they
serve people who were in a somewhat higher income bracket.

There are some additional changes which we also suggest as im-
provements in the legislation. We would be delighted to work with
you and your staff as you proceed on this important matter.

Thank you very much.
The CHAIRMAN. Thank you.
[The prepared statement of Cushing Dolbeare follows:]
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NATIONAL LOW INCOME HOUSING COALITION
323 Eighth Street, N.E.
Washington, DC 20002

202 544-254

TAX CREDITS FOR RONE OWNERSHIP: THE NEED FOR BETTER TARGETING

Statement of Cushing N. Dolbeare, President, National Low Income Housing
Coalition, before Senate Finance Conmittee, September 13, 1983.

The National Low Income Housing Coalition greatly appreciates the opportunity
to testify on an issue which, broadly construed, is of major concern to low
income people: the use of tax subsidies to provide housing assistance to home
owners. We believe that S. 1598, the specific subject of this hearing, should
be considered in the contest of overall housing needs, particularly those of
low income people, and the resources available - both through tax and direct
expenditures -- to deal with them.

HOUSING ACCOMPLISHMENTS, HOUSING NEEDS, AND HOUSING PROGRAMS

This nation has much to be proud of when we consider our housing
accomplishments* Boae ownership has become regarded s the norm and the vast
majority of households with a steadily employed member have, in fact, become
hone owners. In 1981, 882 of all households consisting of married couples with
no nonrelatives were owners (compared to 652 of all households regardless of
composition).

While it Would be a mistake to minimize the housing problems of low income
home owners, broadly speaking home ownership is a signal that people have
"made it,", that they have not only shelter but economic security. Renters, on
the other hand, are all-too-often people who are left out, or in danger of
being thrown out. Therefore, the emphasis on providing renter households with
the opportunity for home ownership is important.

We believe that housing choice should be a fundamental tenet of housing
policy. That applies not only to fair housing - which we strongly support -
but to choice of tenure and type of housing as well. The problems of housing
choice, supply, and affordability are complex and require a range of federal,
state, and local actions. Federal tax provisions have long been a major source
of housing subsidies. Today they are assuming increasing importance as direct
federal assistance for producing and rehabilitating housing is being
strangled.

Forty years ago, the major .housing problem ' in this country was the lack of
housing that was fit to live in. Housing quality has improved dramatically
since then. The first census of housing was taken in 1940 and found 452 of
all occupied dwelling units were either dilapidated or lacked basic plumbing
facilities. While truly comparable data for 1980 are not available, the 1980
figure is almost certainly below 51. Even so, there are still several million
households living in housing without basic plumbing or so seriously
substandard that they are dangerous to health or safety. Additional millions
of households are unable to obtain shelter without spending more than half
their incomes for it -- and these are our lowest income households, who then
cannot afford the other necessities of life.
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Through a historical accident, the federal government provides billions of
dollars annually in home owner subsidies through the taxl system, which cost
many tines as much as direct housing subsidies, for middle and upper income
people. The tax exemptions for mortgage interest and property tax payments
amount, in effect, to an entitlement to housing assistance, through the
Internal Revenue Code, to middle and upper income home owners. They are a
costly, regressive, and inefficient subsidy mechanism. The National Low
Income housing Coalition urges this Committee to devote serious study to ways
in which these home owner deductions could be modified and rationalized to
preserve the benefits of home ownership, to provide needed assistance to
middle income hove owners, and to bring a greater degree of fairness into the
overall picture og federal housing assistance.

In sharp contrast to the availability of home owner deductions for middle and
upper income hone owners, we have failed to provide comparable assistance for
low income households, whose need is incomparably greater. Indeed, almost
half a century of providing assisted housing for low income people has
produced fever than four million occupied, subsidized housing units - about
three years production of unsubsidized housing units. Not only is there no
entitlement to assistance, but we do not even have subsidized hone ownership
programs for low income people. The tax credit approach contained in S. 1598
could, with appropriate changes, be a first step in remedying this lack.
However, as it stands, it does not meet this important objective.

The disparity between housing assistance provided for low income people and
subsidies for higher income groups is dramatic and growing. The cost to the
Treasury of home owner mortgage interest and property tax deductions alone has
risen by 632 since 1980: from $23 billion in 1980 to an estimated $37.5
billion in 1984. Other housing-related tax subsidies are less costly, and
better geared to the production and rehabilitation of housing units.

HOUSING TAX SUBSIDIES$ NE BUDGET AUTHORITY AND HOUSING PAYMENTS, 1980-84
(Billions of dollars)

1980
Tax subsidies 26.5- -- -----
Budget authority 26.7 * -" *-- -

ousing payments 4.5
1981

Tax subsidies 33.3
Budget authority 30.2 e
Housing payments 5.7

1982
Tax subsidies 36.6
Budget authority 17.4
Housing payments 6.9 *

1983
Tax subsidies 39.8
Budget authority 8.7 * e* ,
Housing payments 7.8

It is appropriate, as present legislation governing the use of Mortgage
Revenue Bonds does, to focus assistance on rental housing and on providing
home ownership opportunities for first-time buyers. Chart A, shoving 1981
median incomes by tenure and selected housing characteristics, throws the
differences between renters and owners into sharp relief. The median incomes
of owners with children are roughly twice those of renters. There are twice as
many owner households with children under 18 as there are renter households.
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Table 1 shows incomes of renters and owners by selected household
characteristics in 1981. Only 372 of all households bad any children under
18; only 92 had children under six; and only 42 had three or more children.
It is worth noting that, while almost four-fifths of all married couple
families were owners, 51 of female householders and 522 of male householders
with no spouse present were renters. This appears to be a function of both
income and race: the rate of homeownership increases sharply for households
with incomes above $35.000, except for black households.

The strong preference for hose ownership in our society is perhaps partly a
function of the substantial federal subsidies which are provided for home
owners. But it also reflects some deeper values. One indication of the kinds
of housing choices people would make if income were not a factor is provided
by the behavior of people who can afford to choose. Over 902 of all households
with incomes above $50,000 are home owners.

Affordability is the major housing problem facing most low income renter
households. Since 1974, federal housing legislation has set the threahhold
for housing assistance at 802 of median income and has defined households with
incomes below 502 of median as "very low income". An estimated 61% of all
renter households had incomes below 802 of median in 1980, and 402 had incomes
below 502 of median. The proportions were significantly higher for larger
households and for minority households. Whereas 552 of all black renter
households and 482 of all Hispanic renters had incomes below 502 of median,
only 362 of white renter households fell in this very low income category.

This being the case, it is small wonder, as Chart B shows, that the vast
majority of very low income renters pay more than half their incomes for
shelter. The contrast with higher income households is striking. (In
addition to the almost six million renter households paying over half their
incomes for shelter, there are another 2.5 million owners who do so. As with
renters, their incomes are predominantly below $10,000.)

There are, quite simply, a lot more poor renter households than there are low
rent units in the housing inventory. Chart C shows the number of renter
households in 1980 and the number of affordable pnits in the housing
inventory, using either the 252 of income affordability standard. The bottom
line is that there are four million more renter households with incomes below
$7,000 than there are units renting for $146 per month or less, including
utilities, which is what a household with a $7,000 income can afford. There
are almost twice as many households with incomes below $3,000 are there are
units renting for less than $63. In 1980, the family with an income of $3,000
at the median rent of $179 paid by the 2.7 million households with incomes
below $3,000 would spend 722 of its income for shelter and have only $71 for
all other needs.

Moreover, only 192 of the renter households in this lowest income bracket
lived in subsidized housing in 1980. More than half, 512, were households of
two or more people; 52 were households of five or more; 49X were single person
households. More than one quarter, 272, were female-headed households; 132
were married couples with no other nonrelatives in the household; 62 were
male-headed households. There were children under 18 in 272 of the
households, with 62 having three or sore children. Only 42 paid less than 252
of income for rent; 592 paid 602 or more. Ten percent lived in units lacking
some or all plumbing facilities; 42 were overcrowded. Twenty-nine percent
were black; 82 were of Hispanic origin. All had incomes below 752 of the
poverty level. Forty-six percent lived in central cities; 312 lived outside
of metropolitan areas.
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These households are the poorest of the poor, but in 1980 they were less than
one third of all households with incomes below the poverty level. There were
also another 3.3 million renter households with incomes above $3#000, but
below the poverty level, and another 4.9 million owner-occupants below the
poverty level. It is worth stressing that the economic situation and federal
policies and programs which made it possible for so many families to become
home owners in the period after World War II have substantially lessened the
amount of housing assistance needed now to provide adequate shelter for all
poor families.

The dimensions of our low income housing problem are easy to forget. When we
speak of low income housing needs, we are, by the most conservative estimates,
talking about millions of people: 29 million in all, including more than 11
million children (4 million of them under six) and 4 million elderly people.

President Reagan's Comission on Housing, in its report last year, used 8 less
conservative estimate of housing need: households with incomes below 50% of
median. There are 20 million such households, half of them renters. (Chart D
shows the number of renter households, by household size, with incomes below
501 and 802 of median.) Only one quarter of these renter households are now in
subsidized housing. In other words, for each family now in low income housing
-- after close to half a century of providing housing assistance -- there are
three others who need it, who probably want it, and who can't get it.

The achievements of our housing assistance efforts over the last balf century
sharply contrast with this picture of housing need. At the end of fiscal
1984, if all goes as planned, HUD will be providing housing assistance to not
quite four million households and the Farmers Home Administration will be
assisting another million.

A rough picture of the characteristics of households living in much assisted
housing is provided by a recent Census Bureau report. The report covers only
rental housing, omitting the owner-occupied units assisted under HUD's Section
235 and FHA's 502 programs. Thus, the total picked up by this survey is well
below the actual number of units subsidized. It includes occupied units
assisted through public housing, Section 8 and other rental subsidy programs.
About 112 of all renter households received federal housing assistance in
1981. But, significantly, almost one third of all female-headed households
with incomes below the poverty level lived in assisted housing, as did almost
372 of elderly households. Some 432 of assisted housing tenants also received
food stamps, and four fifths of these households were below the poverty level.
Three fifths of all low income housing residents were white. Three fifths
were family households, but more than half of these were headed by women with
no husband present. There were children in just under half of all households.
Half of all assisted housing was in central cities; another quarter was
outside metropolitan areas.
Not only are low income housing needs critical, but events of the past several
years should fill us with a sense of foreboding. Programs to provide direct
housing assistance for lower income people (in contrast to tax subsidies) have
been cut drastically. Worse, the impact of these cuts has yet to be felt and,
when it is, it will take years to reverse the damage.

Broadly stated (and grossly oversimplified), not only did the 1970's see the
largest increment in assisted housing since the federal government began
providing it in the 1930'., but, because of the time it takes between
Congressional action to provide housing and getting it built and occupied, the
largest number of program reservations (the first step in the process) came
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during the Ford 'administration; the largest number of construction starts
during the Carter administration; the largest number of additional subsidized
units actually occupied will apparently come under tbe Reagan administration;
and we will being seeing the effects of the devastating cuts of the past three
years during the next administration. In other words, the increase in

homelessness and other dramatic indicators of the low income housing crisis is

not, so far, because of cuts in housing programs. lather it is the impact of

the recession and cutbacks in other programs. We are still to reap the

consequences of the housing cuts.

This fact gives added urgency to the actions of this Comittee. The National

Low Income Housing Coalition does not believe that tax subsidies which serve
low and moderate income people should be cut at this time. We do endorse
improving their efficiency and, even more important, targeting thew as far as

possible where the need is greatest. For this reason, we support the
initiative to provide a tax credit option as a substitute for mortgage revenue
bonds, provided it is adequately targeted for low income people.

RECOIO4ENDED CHANGES IN 8. 1598

Except for public housing, the only assistance which the Federal government is
now providing for housing production is through tax subsidies. It is critical
therefore, given our major housing needs, that these subsidies not be
terminated unless and until direct subsidy programs to replace them are

enacted, funded, and operating and, equally important, that they be targeted
to the extent feasible.

8. 1598 as presently drafted would permit sate and local agencies qualified
to issue mortgage revenue bonds to trade in part or all of their

authorizations for a tax credit set at 14.352 of the unused bond authority.

The credit could be offset against 102-502 of the mortase interest paid by
the home buyer and would be "Tefundable". Use of the credits would be subject
Lo the same restrictions as govern mortgage revenue bonds.

We assume that the primary target population for a homeownership subsidy
program are married renter households ed between 25 and 35. There are four
million such households most of then in the income range now served by RB's,
as the following chart I next page) shows.

Two significant points should be stressed. First, 602 of young renter
households have incomes below 025,000 but only half of the MU users fall into
this income range. Second, the proportion of upper income (over $35,000
households) using MRB's is almost twice the proportion of upper income young
renter households.
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INCOME Of YOUNG lENTIS AND MORTGAGE REVENUE BOND U1KM8

Iacono

40-15,000
Yount renters *
MAD users

$15-25,000
Young renters *

MRS users

$25-35,000
Young renters *

MRS users

Over $35,000
Young renters *
MRS users

Total
Young renters
MRS users

Member I

1,001,000 24.5 ***************
1,974 9.6 *******

l,470,000 36.0 *****-*********
6,160 39.9 *************

709o000 17A ;;;;;;;;

318,000 7.6 ********
3,085 15'1

4,081,00 100.0
20a471 100.0

wwwwwwwwwwwwwWw

* Married couples ed between 25-34.
Ciurce: 1981 AS, Part C, Table I and GLO Rept on RB's

We do act believe that 5. 1598 will achieve the objective of serving renters
at the lover end of the income scale without either additional restrictions on
the use of MR's or significant incentives to state and local agencies to
increase targeting, or both. For instance, the credit could be skewed so that
instead of a flat percentage of unused bond authority, it varied vith the
income of the purchaser. , For example, the credit might be 10% of unused bond
authority for households vith incomes from 80-1152 of median, 152 for
households vith incomes between 501 and 802 of median, and up to 251 for
households vith incomes below 502 of median. This vould not only serve the
social purpose of providing assistance vhere it is most needed, it would also
help offset the additional cost of providing the deeper subsidies needed by
very low income households.

The limit on the amount of subsidy per household - set at 502 of mortgage
interest - should also be removed, at least for very low income households.

Credits should be available for very low income people to purchase units in
cooperatives as well as for single family housing.

Finally, we call attention to the need for adequate planning for the program
and for appropriate citizen participation in determininS the use of the
assistance provided.

With these changes included, S. 1598 represents an important initiative: one
which ve believe should be enacted as part of the extension of the HR
program.

Page 6
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CHART 1.

RAI%-INM IUMCS By INOOMP, U,6.1 1960.

Income under $3000
u r 25%
25-34
35-49%
Over 50%

Income $3000-6999
Under 25%
25-34%
35-49%
Over 50%

Income $7000-9999
LUder 25%
25-34
35-49%
Over S0

Inome $10000-14999
Under 25%
25-34%
35-494
Over 50%

Income *5S000-19999
Lkder 25%
25-34%
35-49
Over 50%

Income $20000 or more
Under 25%
25-34%
35-49%
Over 50%

135000
210000
231000

2172000

1086000
956000

1541000
2895000

1008000
1248000
1146000

457000

2742000
1894000
738000
180000

2829000
691000
131000

20000

4889000
316000

30000
6000

*
**
**

0** 0CC

*0* ** ** * * *

*0*0*

*0*0*0*0
**

*

Source: Compiled by Low Inoome Housing Information Service from 1980 Annual PIOuaing
Survey Data.
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1980 Renter Eouseholds end Units in Affordable Rent Rana.

Note: This chart compares the
number of rental units in the
availability) in a .rent range

Income/Rent Range

Income under $3000
Units under $63

Income $3000-4999
Units: rent $63-104

Income. $5000-6. )9
Units: rent $105-146

Income $7000-9999
Units: rent 147-208

Income $10000-14999
Units: rent 209-313

Income 615000-20000
Units: rent 314-417

number of renter households, by income, in 1980 with the
housing stock regardlessr of location; quality or
that represents 251 of i:.come.

Households
or Units

2,748,000 *************"
1,252,000 ******

3,589,000
1,451,000

******.******~ ****

2,882,000 **************
2,351,000 ************

3,862,000" **4*******,***
5,526,000 *

5,553,000
10,067,000 .**.**.********.e***** * ********e*****....*********

3.672,000 ****.************
4,464,000 *

Sources Low Income Bousing Information Service (based am 1980 jkmual Dous ing Sej Data)
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Below 80
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Belw 80
Below 50%
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Below 80%
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Five pernsTotal
Below 80%
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Below 80
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1,887,000
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622,000
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793,000
604,000
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39.5
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63.7
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The CHAIRMAN. I think we do have an obligation. I don't question
that. I think we just have to find the most efficient way to do it.
We are dealing with taxpayers' funds, and I won't repeat the prob-
lems we are having.

It shouldn't be tough at all. If we have got an Inefficient program
that can be modified and workable, and give more assistance to
first time homebuyers, more business to homebuilders and realtors,
I should think it would enjoy rather broad support.

I would like to ask just one question or two questions on the-it
may have been covered in your statement, Mr. Wynn, but just in
case. It's my understanding that based on staffs-that the typical
underwriting approach is to use an applicant's monthly gross
income and compare it with the required monthly mortgage pay-
ments. Now tax credits do not affect gross income. I guess my ques-
tion is how are you going to be able to determine how can mort-
gage lenders take the annual tax credit into account in deciding
whether to make the loan?

Mr. WYNN. Senator, I would assume that the mortgage lender
would add the credit to the gross income, and use it as additional
gross income in determining the ability to make a monthly pay-
ment.

However, I think it's extremely important to point out that there
needs to be a way to allow the actual cash credit to flow through to
the mortgagor or the first time homebuyer on a monthly basis
through some formula of adjustment to withholding taxes or some-
thing of that nature because the payments have to be made on a
monthly basis; not on an annual basis. And we feel strongly that
there must be the ability to make those payments.

The CHAIRMAN. I am advised that current law would permit that
so there wouldn't be any problem.

I guess my second question-and I think this is important to
your industry. In fact, I think were suggested that at least we
should make a record-is if a State housing agency adopted a mort-
gage credit certificate plan, when the certificate was issued to an
individual who could then go shopping for a loan, how long a
period should we allow this certificate to be valid before the loan is
actually-made? Do you have any suggestions in that area?

Mr. WYNN. Senator, we would suggest a minimum of 6 months,
and a maximum of a year. As you know, two of the most important
criteria of qualifying as a first time buyer from a credit side is the
amount of income as well as the number of individuals in the
family. If you support what your income is by your 2 year prior tax
return, and obviously between 6 months and a year the number of
dependents in a family could change, then there seems to me that
there would be the need for some recertification within a 6 month
to a year period to determine the continuing eligibility to use the
credit.

The CHAIRMAN. Mr. Smith, I think you have read the GAO
report or at least heard the witnesses and heard one of the ques-
tions. Their final report indicates that 75 percent of bond loans
went to families above median income in 1982. I know you have
given me some statistics, but they may or may not be helpful.

If mortgage bond loans or mortgage credits were primarily tar-
geted primarily to lower income families instead of higher income

28-039 0 - 84 - 8
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families, would there be a greater likelihood of actually helping
those who truly could not otherwise afford housing?

Mr. SMITH. Fist of all, Senator, our statistics, which are from
the first one-fifth of those loans that were closed in Ohio, do not
substantiate most of what GAO may claim. But there is, of course,
that differentiation. There is no doubt that programs designed to

\help that lower income, median income, person are very helpful. I
give you, however, sir, a suggestion that perhaps part of the prob-

./em might be with the present situation.
For example, when we issued the first 300 million dollars' worth

of mortgage revenue bonds in Ohio, we attempted through every
device possible to get the Internal Revenue Service and HUD to
expand and allow us to use the 1980 census track and other target-
ed areas for providing these moneys into targeted areas. They did
not act upon those requests, and so we were taken to use the 1970
census track, thus taking large amounts of money that should have
been earmarked for that purpose and making them unusable. Be-
cause in that 13 year period of time, many of those tracks have no
housing left in whatsoever. So there is no doubt that in the oper-
ation of the mortgage revenue bond program there are inefficien-
cies. And, certainly, those have to be addressed. That's why we also
support as an alternative to that so that within each State they
can deal with these on a State-by-State basis.

The CHAIRMAN. Thank you. And we will make that statement
part of the record. And we will look at some of the-I think you
said the average income was, what, $28,000?

Mr. SMITH. $28,371. Yes, sir.
The CHAIRMAN. What's the highest income?
Mr. SMITH. If you will give me--
The CHAIRMAN. That will all be reflected in your report.
Mr. SMITH. Right. About 85 percent of the loans were made to

people making less than $35,000 a year. I do remember that
number off the top of my head.

The CHAIRMAN. In the low income area, what do you consider to
be a definition of low and moderate income households who should
be helped by either our program or the mortgage program? Do you
have a rule of thumb?

Mr. DOLBEARE. There are a variety of definitions. All of them
have problems with them. The one that I think is most uniformly
accepted is the definition of people with incomes below 50 percent
of their family median. That's approximately 20 million households
in this country. Ten million of them are renters. Only one-quarter
of those renter households are now living in subsidized housing.
These are figures from the report of President Reagan's Commis-
sion on Housing.

So that a minimum very low income housing need would be at
least 7 million households. Certainly, a mortgage revenue bond pro-
gram would, I would think, want to go a little higher than that
very low income because the subsidy that is involved isn't suffi-
cient to get down there without being combined with other subsi-
dies.

The next bracket that is usually used is income between 50 and
80 percent of family median. That, again, is a relatively tight defi-
nition. You can find in almost any community people with incomes
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above that level that are having housing difficulties. You also find,
though, that the vast majority of people in that income range are
able to find housing that meets minimum standards of quality at
costs they can afford, but their choice is rather severely restricted
so that to summarize certainly incomes below 80 percent of the
median we would stress incomes below 50 percent of the median. I
think if we want to get into some assistance for new housing pro
duction, would be necessary also to include another range of
middle income really, say, 80 to 115, 120 percent of median.

The CHAIRMAN. Well, how ha the mortgage bond program fired
in serving that constituency you just referred to?

Mr. DoLBmwRr. Well, on page 6 of my testimony there is a little
chart which compares just the distribution of young married renter
households. That is, married couples aged between 25 and 34. That
shows that about one-quarter of them have incomes of less than
$15,000. That's a little-maybe 75 percent of median or below.
About 10 percent of mortgage revenue bond users, if the GAO fig-
ures are correct, fall in that income category. In part, that's be-
cause you need, I think, for a large number of those households
some additional subsidy. That's one of the reasons we like your tax
credit approach. Because it does make it more flexible than simply
the 2- or 3-percent interest differential you get with mortgage reve-
nue bonds.

If the program is really going to be able to serve people with
very low incomes, it would need to have the restriction that is in
there now of limiting it to 50 percent of the interest removed so
that it could be up to 100 percent, or if it were refundable for a
very low income family, possibly even some additional payment.

But it seems to me that within the concept those refinements
could be worked out and would be consistent with it.

The CHAIRMAN. Is there anything else any of the witnesses wish
to add? I don't want to cut anyone off. But we have your state-
ments, and we will be-and I know there is some interest in resolv-
ing this matter at the earliest possible time so it's my hope we can
work out some agreement with members of the committee. We
have Senator Long, Senator Bradley, myself and other Members-
Senator Heinz, along with Senator Tower who does a lot in the
housing area. A number of other Senators who are looking at the
legislation.

It just seems to me that we have an opportunity not because my
name is on it, but an opportunity to focus on a problem that affects
not only home buyers but also our problem with deficit spending.

We appreciate very much your coming. Thank you very much. If
we have other questions, I assume you would be able to submit the
answers in writing.

Our final panel is Mr. David Smith, vice president and secretary,
National Association of Home Builders; Wayne Millsap, chairman,
Missouri Housing Development Commission; Wallace Ford, execu-
tive director, State of New York Mortgage Agency; Michael Lang,
general manager, Park West Construction Co.; Blake Chambliss,
chairman-elect, Housing Committee, American Institute of Archi-
tects.

Let's see, I assume you will proceed in the way your names were
called unless you have another. And, again, I would hope that we
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might summarize the statements. They will be made a part of the
record in full. And I have had an opportunity to review nearly all
the statements.

Mr. Smith.

STATEMENT OF DAVID C. SMITH, VICE PRESIDENT AND SECRE-
TARY, NATIONAL ASSOCIATION OF HOME BUILDERS, WASH-
INGTON, D.C.
Mr. SMITH. Mr. Chairman, and members of the committee, my

name is David Smith. I'm vice president-secretary of the National
Association of Home Builders. The NAHB considers the mortgage
credit certificate proposal to be a very promising new approach for
assisting first-time home buyers and others in need of housing as-
sistance.

The mortgage credit certificate program has the potential of
being a flexible and efficient complement to the mortgage revenue
bonds. Beyond its value as a homeownership assistance mechanism,
this tax credit program could be a significant factor in promoting
pension fund investment in residential real estate. By prompting
housing finance authorities to issue taxable bonds that carry the
mortgage credit certificate, this new program could create a hous-
ing-investment vehicle that will overcome the most significant bar-
riers to the pension funds in housing.

In sum, we believe that you, Mr. Chairman, and your colleagues
have developed a program that with modifications could assist a
substantial number of potential home buyers. However, we believe
that the changes we propose are essential to the success of a new
program. Our key recommendations are as follows:

Reauthorization of mortgage revenue bonds is essential. Mort-
gage interest deduction must not be jeopardized. The tax credit
evel must be raised to match the benefits of mortgage bonds. The

transition rules require the average State to sacrifice $220 million
in mortgage bond authority. There must be a role for new construc-
tion. Fannie Mae, Ginnie Mae and the Federal Home Loan Mort-
gage Corporation participation is essential to insure the success of
the mortgage credit certificate program. And, finally, the adminis-
tration of the program by State and local housing finance agencies
is strongly recommended.

These are our principal recommendations for the mortgage credit
certificate program. We would be pleased to continue to work with
the members and the staff of the Senate Finance Committee on de-
velopment of this important legislation. Our detailed analysis of
the First Time Homebuyers Assistance Act of 1983 is being submit-
ted for the record.

I thank you for the opportunity to testify.
The CHAIRMAN. You made some reference to pensions.
Mr. SMITH. Well, Senator, historically, pension funds have not in-

vested in housing. Less than 1 percent of the assets of the ERISA
regulated funds are in residential real estate. To date, the pension
funds have been reluctant to invest in housing because there has
not been a housing investment vehicle that provides adequate call
protection. Through the active management of bond cash flows,
corporate bond issuers are able to insure that bond calls are mini-
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mized. State and local housing finance authorities have the same
capability for active management under their tax exempfbond pro-
grams. But pension funds, which are already tax exempt, have no
use for tax exempt bonds. Housing finance authorities have the ex-
perience to issue taxable cash flow bonds, and they can meet their
programmatic objectives by combining taxable bond capital with
mortgage credit certificates. Simultaneously, they will be creating
an investment opportunity that is ideal for the pension funds.

In this way, the mortgage credit program could provide State
and local housing finance authorities with an incentive to issue
taxable bonds, and also open up pension funds for the housing in-
vestment.

The CHAIRMAN. So what you are suggesting is it may be an op-
portunity here?

Mr. SMITH. That's correct.
The CHAIRMAN. We've been working with homebuilders for years

trying to figure out some way to loosen up some of the pension
funds.

Mr. SMITH. There is a substantial amount of money accumulat-
ing in pension funds, and we would certainly like to get them in-
vesting in housing.

The CHAIRMAN. Thank you.
[The prepared statement of David Smith follows:]
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STATEMENT OF

THE NATIONAL ASSOCIATION OF HOME BUILDERS (NANS)

before the

COMMITTEE ON FINANCE

UNITED STATES SENATE

on

"THE FIRST TIME HOMEBUYER ASSISTANCE ACT OF 1983"

SEPTEMBER 13, 1983

Mr. Chairman and Members of the Committee:

My name is Dave Smith and I am Vice President and Secretary of

the National Association of Home Builders (NAHB). I am presenting

this statement on behalf of the more than 112,000 members of NAHB.

NAHB is a trade association of the nation's homebuilding industry.

- Mr. Chairman, NAHB considers the Mortgage Credit Certificate

proposal to be a very promising new approach for assistfng first

time homebuyers and others in need of housing assistance. We con-

gratulate you for your efforts.

The Mortgage Credit Certificate program has the potential of

being a flexible and efficient complement to mortgage revenue bonds.

Beyond its value as a homeownership assistance mechanism, this tax

credit program could be a significant factor in promoting pension

fund investment in residential real estate. By prompting housing

finance authorities to issue taxable bonds that carry the mortgage

credit certificate, this new program could create a housing investment

vehicle that will overcome the most significant barriers to pension

investment in housing.
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In sum, we believe that you, Mr, Chairman, and your colleagues

have developed a program that, with modifications, could assist a

substantial number of potential homebuyers. However# we believe

that the changes we propose are essential to the success of this

new program. Our key recommendations are as follows:

o Reauthorization of Mortgage Revenue Bonds Is Essential - NAHB

will support the Mortgage Credit Certificate proposal only

if the sponsors of this tax credit legislation commit to

move ahead rapidly with the legislation to repeal the sunset

date on mortgage revenue bonds. Over three-fourths of the

House and Senate have co-sponsored the mortgage bond reautho-

rization legislation. We believe strongly that the mortgage

credit certificate proposal must not divert Congress from

its essential work in obtaining elimination of the sunset

date for mortgage bonds.

o Mortgage Interest Deduction Must Not Be Jeopardized - Home-

buyers who benefit from the mortgage credit certificate pro-

gram are, in effect, being denied a portion of their mortgage

interest deduction. We can understand the rationale for this

action in the case of this program. However, I do not need

to remind you that NAHB opposes any action to limit the tax

deductibility of mortgage interest payments.

o The Tax-Credit Level Must be Raised to Match the Benefits of

Mortgage Bonds - Although the Mortgage Credit Certificate is

an attractive homeownership assistance vehicle, the credit

level of 14.35A does not come close to matching the benefits

of mortgage bonds. A 1979 Urban Insitute study sponsored by
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HUD determined that mortgage revenue bonds deliver a 20%

interest rate reduction when compared with conventional

mortgage rates. NAHB duplicated the Urban Institute mnethod-

ology using 1982 and 1983 data and found the interest rate

reduction to be 21.6%. A tax credit level of at least 21%

more accurately reflects the mortgage bond program benefits

that the tax credit legislation should provide.

o The Transition Rules Require the Average State to Sacrifice

$220 Million In Mortgage Bond Authority - The inclusion of

severe transition rules is without programmatic justification

and brings into question the meaning of the original mortgage

bond volume safe harbors included in the Mortgage Subsidy

Pond Tax Act. The transition rules should be amended so that

states and localities are not punished for attempting to

implement this new program. Moreover, we are concerned that

the decision to participate in the program by one small

locality could reduce mortgage bond authority for every

other jurisdiction in the State.

o There Must be a Role for New Construction - In these times of

high energy and maintenance costs, a new home often makes

more sense for moderate income first time homebuyers. Fre-

quently, the existing homes available for sale are too big

and too expensive to operate for a moderate income household.

As with the mortgage bond program, builders must have the

option to obtain mortgage credit certificates direct from the

issuing authority to use with their qualifying residences.

Without this link between certificates and new units, the new

construction impact of this program may be. minimal.
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o FNMA/GNMA/FHLMC Participation Is Essential To Ensure the

Success of the Mortgage Credit Certificate Program - To

ensure adequate capital availability for this program, it is

essential that mortgages carrying the tax credit be eligible

for purchase by the federally chartered secondary market

agencies, the Federal National Mortgage Association (FNMA),

the Government National Mortgage Association (GNMA) and the

Federal Home Loan Mortgage Corporation (FHLMC). As a signi-

ficant aid to implementation, these agencies should be

encouraged to develop underwriting quidelines that account

for the tax credit.

o State and Local Housing Finance Agency Administration of

the Program Is Strongly Recommended - State and local Housing

Finance Agencies have a proven track record in administering

targeted homeownership programs. To ensure continuity and

coordination with existing programs, it is important that

the legislation designate state and local housing finance

agencies presently administering mortgage revenue bond

programs as the administering agents for this program.

These are our principal recommendations for the Mortgage Credit

Certificate program. We would be pleased to continue to work with

the members and staff of the Senate Finance Committee on the develop-

ment of this important legislation. Our detailed analysis of the

First Time Home Buyer Assistance Act of 1983 is being submitted for

the record.

Thank you for the opportunity to testify. I would be pleased to

answer any questions you may have.
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"FIRST TIME HOMEBUYER ASSISTANCE ACT OF 1983"

SUMMARY

The following is a summary of the proposed mortgage credit
certificate program which addresses a number of key questions about
the program.

Tax Credit Level

According to a statement accompanying the Senate bill, S.1598,
the 14.35% credit "will provide state and local housing authori-
ties with the option of providing substantially more financial
assistance to homebuyers and the homebuilding industry than is
currently provided through the issuance of tax exempt mortgage
subsidy bonds." This statement, however well intentioned, is
inaccurate as the tax credit is presently structured; a dollar
of mortgage credit certificate authority provides 24% to 34%
less assistance to homebuyers and the homebuilding industry
than a dollar of mortgage bond authority. The bill assumes:

o Mortgage revenue bonds provide an interest reduction of
15% when compared with conventional mortgage rates.

o 87% of the proceeds of mortgage bond issues actually go to
finance mortgages.

To calculate the credit level, the bill multiplies the assumed
interest reduction spread by the ratio of lendable proceeds

-and -- allegedly to provide more subsidy than mortgage bonds --
increases the result by 10%.

(.15 x .87) x 1.1 - .1435

The weighted average annual percentage rate for all state
Housing Finance Agency homeownership loan programs (not counting
buydowns and other external subsidies) was 12.31% for the period
January 1, 1982 to June 30, 1983. when the rates on mortgage
bond programs are compared on a monthly basis with rates on
similar term and loan to value ratio conventional loan rates
(obtained from the Federal Home Loan Bank Board), the weighted!--
average spread between mortgage bonds and the conventional
market is 21.61%, Applying this empirical measure of the bene-
fit provided by mortgage bonds to the equation -- rather than
15% -- we see a corresponding change in the tax credit level:

(.22 x .87) x 1.1 - .2105
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The Federal Home Loan Bank Board data and the data on mortgage
revenue bond program yields strongly suggest that the 14.35%
tax credit provides substantially less assistance to homebuyers
than mortgage revenue bonds on a dollar for dollar basis.

Mortgage Capital Availability

Mortgage Capital availability should not be a barrier to imple-
mentation of the program as long as the federally-chartered
secondary market agencies will purchase mortgages carrying the
certificates. The certificates may promote the issuance of
taxable bonds by Housing Finance Agencies, thereby creating an
excellent incentive for pension fund investment in residential
real estate.

Transition Rules

The transition rules for the program would require most
participating states and localities to sacrifice significantly
more mortgage revenue bond authority than they receive in credit
certificate authority. For example, if states issue the same
volume of mortgage bonds in 1983 as they did ini 1982, the average
state would stand to lose $220 million more in mortgage bond
authority than it receives in credit certificate authority if it
participates in the new program during every transition year.

Program Administration

Administration of the mortgage credit certificate program
raises a number of concerns relating to enforceability of the
program requirements builder participation; underwriting; and
administrative costs. A number of modifications to the program
are called for but none should prove to be an insurmountable
barrier to implementation of the program.
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OVERVIEW OF LEGISLATION

On July 12, Senate Finance Committee Chairman Robert nole and
Senators Long, Domenici, Bradley, Wallop, Tower and Heinz introduced
S.1598, the "First Time Homebuyer Assistance Act of 1983." A com-
panion hill, H.P.3594, was introduced in the House on July 19, by
Rep. Conable and others. This bill would allow state and local
governments to elect, for any year, to exchange all or part of their
mortgage bond authority for authority to issue Mortgage Credit
Certificates.

Mortgage Credit Certificates (MCCs) would entitle homebuyers to
refundable tax credits from 10% to 50% of the mortgage interest
paid for mortgages on qualifying residences. Homebuyers would not
be allowed to deduct from their taxable income the portion of their
interest payments offset by the MCC tax credit. The proposed program
would carry the same first time homebuyer, purchase price and tar-
geting restrictions as mortgage revenue bonds.

State and local governments could elect, on a yearly basis, to
trade-in part or all of their single family bond authority for
mortgage credit certificate (MCC) authority. The swap would be
based on the total volume of bonds issued by the state or locality
in 1983, and not the full mortgage bond authority. In 1984, for
example, a state with a $200 million mortgage bond volume cap that
only issued $100 million in 1983 would be eligible to trade-in $125
million worth of mortgage revenue bond authority for mortgage credit
certificates. By using mortgage bonds only, that state could issue
$200 million in bonds in 1984. Over a six-year period, the allowable
volume for states and localities using both programs would be
raised until the cap equals the full mortgage bond authority.

The 14.35% credit level is based on the assumptions that the
average mortoage revenue bond issue provides a mortgage loan fund
equal to 87% of the bond proceeds and mortgage bond mortgages have
yields 15% lower than conventional yields. Hence, the credit level
of 14.35% is assumed to be 10% higher than the benefit provided from
mortgage bonds (.87 x .15 a .1305; .1305.x 1.10 - .14355).

The following example compares the subsidy provided by mortgage
credit certificates with mortgage revenue bonds. If the state or
local government trades-in $100 million in mortgage revenue bonds
for mortgage credit certificates and conventional mortgage rates are
13%, the $100 million in authority would translate to $1,866,150 in
tax credits annually. These credits could be used to effectively
lower the interest rate to 11.13% on $100 million in mortgages.
Given the traditional mortgage interest reduction provided by mortgage
bonds, in the same market, the comparable rates for a mortgage bond
program adjusted for costs of bond issuance would be 10.41%.

Like mortgage bonds, the tax credit would remain in effect until
the mortgages are prepaid. The tax credits are assumable only if
the individuals assuming the financing meet the program eligibility
requirements.
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DOES THE MORTGAGE COST REDUCTION PROVIDED IN THE BILL MATCH THE
MORTGAGE INTEREST RATE REDUCTION PROVIDED BY MORTGAGE BONDS?

No. Although materials accompanying the bill state that the
program provides a subsidy that is 10% greater than mortgage bonds,
the tax credit actually understates the benefits of mortgage bonds
by 24% to 34%. The benefits of mortgage bonds are understated
because the true spread between mortgage bond program mortgage rates
and similar conventional mortgage rates is misstated as 15% rather
than 21.6%. A tax credit level of 21% would more accurately represent
the interest rate break obtained from mortgage revenue bonds.

The Spread Between Mortgage Bond Program and Conventional
Mortgage Rates

The legislation assumes that the roduction in interest rates
provided by mortgage bonds is between 10% and 15%, which was
determined using Federal Home Loan Bank Board and General
Accounting Office (GAO) data.

However, the GAO approach for measuring the rate spread obtained
from mortgage bonds, as set forth in "The Costs and Benefits of
Single Family Mortgage Revenue Bonds: Preliminary Report";
April 1983, has been widely and justifiably criticized. To
determine the mortgage bond program yields, GAO uses the Daily
Bond Buyer revenue bond index and adds 125 basis points. This
action ignores the fact that single family bonds have consis-
tently lower yields than the Bond Buyer index.

To calculate the conventional market rate, GAO uses GNMA yields.
The GNMA yields are then increased to account for servicing
fees. Because GNMA's are only issued on FHA mortgages and are
backed by the full faith and credit of the U.S. Government,
the GAO analysis compares yields on municipal securities with
yields on federal securities. The GAO's approach for calculating
both mortgage bond program yields and conventional market yields
suffers from a failure to take advantage of readily available
empirical data on effective yields for mortgage bond programs
and conventional mortgages. The GAO use of proxies for conven-
tional. and mortgage bond program rates simply is not justified.

Our general approach is to compare each mortgage bond program
with similar fixed rate conventional loan statistics. Buydowns,
adjustable rate loans, shared appreciation mortgages and other
"bells and whistles" are not included. Mandatory points paid
by the borrower, seller and lender (in the case of some Housing
Finance Agency programs) are all taken into account in computing
the effective mortgage interest rate for both the mortgage
bond rates and conventional rates. Those state programs that
received state appropriations to buydown mortgage rates were
excluded from the analysis.
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Point contributions made by the issuing agency are not counted
in this analysis if the point contributions were funded from
excess income on earlier bond issues. Because the excess income
is a product of the mortgage bond program, it would be inappro-
priate to treat such a contribution as an external subsidy.
For example, the continuing workability of mortgage forgiveness
programs demonstrates that even after the Mortgage Subsidy Bond
Tax Act, housing bond issues are capable of generating positive
cash flows in the later years of the issue sufficient to provide
a significant benefit to homebuyers.

It is important to note that this methodology for measuring the
benefits of mortgage bonds is the same as the methodology used
by the Urban Institute in its 1979 study of tax-exempt financing
for housing. Not surprisingly, this HUD-sponsored study found
that mortgage revenue bonds provided a 20% reduction in interest
rates from conventional market levels (Peterson G, and B. Cooper,
Tax-Exempt Financing of Housing Investment, Urban Institute,
Washington, D.C., 1979.)

The following describes a comparison of state Housing Finance
Agency mortgage rates and conventional mortgage rates (see
Table 1 attached):

Issuing Agency. This study includes all but one of the
state Housing Finance Agency single family homeownership
bond issues sold between January 1, 1982 and July 1, 1983
not receiving special subsidies from the'state or federal
government. A Puerto Rico issue is not included because
accurate information on points charged could not be
obtained. No home improvement bond issues are included.
This analysis includes only state Housing Finance Agency
issues because data on local housing bond issues were not
generally available.

Issue Date. The bond issue dates shown are the dates on
which the bonds were sold to the underwriters

Amount. The amounts shown on the table are the face amounts
of the bond issue.

Mortgage Rate and Points. The mortgage rates shown are the
contract interest rates for the mortgage bond program.
Where the program includes mandatory buydown points from
sellers, the effective mortgage rate shown is adjusted, to
reflect this contribution. Points include all program
related costs, including points paid by the seller, lender
and homebuyer. Loan origination points are included.
Where points can be passed from lender to seller or borrower
they are not counted twice. Point information was obtained
from a survey of state Housing Finance Agencies by the
Council of State Housing Agencies and corroborated by a
Smith, Barney, Harris, Upham and Company study.



123

Term. The terms shown are the maximum terms of the
mortgages funded by the bond issues.

Effective Rate. The effective rate computations for the
mortgage bond programs assume a ten year life for the loan
(the same assumption as the FHLBB uses). The calculation
of the effective rate for each mortgage bond program ac-
counted for the contract rate and term of the loan.

Conventional Mortgage Rate

The conventional mortgage rate is the effective rate
(annual percentage rate; APR) for fixed rate loans of
similar term and loan-to-value ratio as the Housing Finance
Agency loans. This data is provided by the Federal Home
Loan Bank Board in its "National Averages for All Major
Lenders Commitment Rates and Lending Policy" series. The
FHLBB series provides average monthly rates for loans of
different terms and loan-to-value ratios. The 90% loan-to-
value ratio was selected as being the most appropriate for
comparison with mortgage bond loans. Mortgage bond loans
and the conventional loan series were matched as closely
as possible on an individual basis.

Some have argued that the commitment rate statistics are
inappropriate because, when compared with the average
yields for loans closed, the commitment rates are substan-
tially higher. The rational for the contention is that
the loans closed statistics should be used-as a comparison
with mortgage bonds since they portray what actually hap-
pened in the market that month.

This approach suffers from a number of major problems. In
the first place, the loans closed data include all mortgage
bond loans closed by conventional lenders. Particularly
in 1982, mortgage revenue bond loans composed a significant
portion of lender originations. Because of this, mortgage
bond loans served to lower the average yield in the compari-
son group, thereby artifically lowering the spread between
the conventional and mortgage bend rates. Furthermore,
40% or more of the loans closed series is composed of
adjustable rate loans. Adjustable rate loans have lower
yields in the early years because they can be adjusted
upward in later years to reflect market trends. On the
other hand, the vast majority of mortgage bond loans have
a fixed yield for the life of the loan.

The commitment rate is a valid measure of mortgage rates
free of buydowns and other external subsidies. That is
exactly the statistic we are seeking. Some have argued
that the rates quoted by lenders in the Bank Board survey
are actually much higher than the rates at which these
lenders are really willing to lend. Even if some lenders
set their rates high in order to lower their mortgage loan
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volume, the effect to the consumer is the same in terms of
the cost of mortgage financing, The commitment rate
statistics are ideal for comparison with mortgage bond
programs rates because both are commitment rates. To the
extent that homebuyers obtaining conventional commitments
chose not to close on their loans for any reason, the same
phenomenon is as likely to occur with a mortgage revenue
bond program commitment. Simply stated, this approach
compares apples with apples. Until shown a better source
of empirical data, we continue to hold that the Bank Board
survey of lender commitment rates is the best existing
measure of market mortgage interest rates and is entirely
appropriate for a comparison with mortgage revenue bond
commitment rates.

Spread and Weighted Spread

The spread between mortgage bond and matched conventional
effective yields is calculated on an issue by issue basis
and then weighted according to the size of the bond issue.
The weighted average spread represents an accurate indicator
of the subsidy provided by mortgage revenue bonds. As can
be seen from Table 1, the resulting weighted average spread
is 21.6% -- substantially higher than the 10% to 15%
cited in the materials accompanying the bill and very
close to Dr,-Peterson's findings from his 1979 study for
HUD.

The Standby Nature of Mortgage Bond Programs

Comparing mortgage bond program yields with lender commitment
rates at the time the bonds are sold substantially underestimates
the true rate spread between mortgage revenue bond mortgages and
the conventional market for the consumer. The reason for this
understatement of the mortgage bond subsidy is due to the fact
that mortgage bond programs are six to nine month long-term
optional standby commitment programs. Corresponding conventional
commitments typically are for one or two months.

Why does the length of the commitment affect the conventional/
mortgage revenue bond program spread? Mortgage rates are vola-
tile. If conventional mortgage rates remained fixed from the
time the bonds were sold until all of the loan acquisition fund
was spent, ting the spread at the time the bonds were sold
would be at. accurate way to gauge the interest rate break pro-
vided to homebuyers by mortgage bonds.

In fact, however, mortgage rates can vary quite widely during
the period that the mortgage bond proceeds are available.
Assuming that rates are as likely to go up as go down in a
givtn period, why does this rate volatility not simply wash
out? Experience shows us that consumers are very responsive to
the relative spread between mortgage bond rates and the conven-
tional market.
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Many state and local agencies sold mortgage'bonds during the
first half of this year. Given the spread between the conven-
tional market and mortgage bond rates, originations proceeded
at a strong and steady pace. When conventional rates jumped
two points during June and July, the mortgage bond money avail-
able from these earlier issues became an extraordinary bargain.
Bond program originations during times like these, when conven-
tional rates have risen, accelerate substantially. In a very
real sense, consumers in the aggregate are using mortgage bond
programs as a standby.

A number of bond issues were also sold shortly before the onset
of a major decline in conventional mortgage rates, and subse-
quently, conventional lenders could undercut the rates provided
through mortgage bond programs in a number of cases. Even when
the conventional market rates were slightly higher than mortgage
bond rates, demand for these mortgage bond issues slackened
because consumers did not see the benefit of mortgage bond
financing given all its encumbent restrictions.

How can we determine the value of the standby commitment offered
by mortgage bonds? One approach would be to look for analogues
in the conventional market. In fact, no major secondary market
agency extends a standby commitment as long as that offered by
mortgage bond programs. In the GNMA financial futures options
market, an option on a GNMA security for delivery six months
from the time of purchase would be priced to yield roughly 70
basis points more than current delivery GNMAs. This premium is
charged because of the substantial interest rate risk involved
with commiting to lend at a specified rate six months from the
present. Every mortgage bond program that provides commitments
to builders to finance new homes offers similar comitments at
no additional charge. When the long-term commitment feature is
taken into account, the weighted average spread between mortgage
bond program rates and the conventional market rises to exactly
25%.

28-039 0 - 84 - 9
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WILL MORTGAGE CAPITAL AVAILABILITY BE AN IMPEDIMENT TO FULL
IMPLEMENTATION OF THE PROGRAM?

Mortgage capital availability should not be a barrier to full
implementation of the program in most areas as long as mortgages
carrying the credit remain eligible for purchase by the federally
chartered secondary market agencies, the Federal National Mortgage
Association (FNMA), the Government National Mortgage Association
(GNMA) and the Federal Home Loan Mortgage Corporation (FHLMC).
During times of tight credit and mortgage market volatility, the
secondary market agencies play a crucial role in maintaining a supply
of capital to housing. It is essential that mortgages carrying the
credit certificates be eligible for purchase by these agencies so
that during times of tight credit the program will remain operational.

If the mortgage credit certificate program is made workable, it
is likely that state housing finance agencies and possibly some
local housing authorities will issue taxable cash flow bonds to
raise mortgage capital for this program. A major capital formation
role for Housing Finance Agencies is particularly important in
rural states and other areas of the country that do not have complete
access to the mortgage capital markets.

The entry of Housing Finance Agencies into the taxable bond
market should be actively encouraged as a promising way to promote
pension fund investment in residential real estate. Historically,
pension funds have not invested in residential real estate because
there has not been a housing-related security available that afforded
sufficient call protection and that paid on a biannual basis. Because
of their tax-exempt status, there is no reason for pension funds to
invest in tax-exempt mortgage bonds. The taxable mortgage bonds
would offer pension funds an investment opportunity identical to
corporate bonds.

Given access to FNMA, FHLMC and GNMA, and an active capital
formation role by Housing Finance Agencies, capital availability
should not be an impediment to implementation of the mortgage credit
certificate program. Moreover, due to entry of Housing Finance
Agencies into the taxable bond market, this program could be a key
to unlocking pension funds for residential real estate investment."
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DO THE TRANSITION RULES REPRESENT A FAIR TRADE-OFF OF MORTGAGE BOND
AUTHORITY FOR MORTGAGE CREDIT CERTIFICATE AUTHORITY?

No. Using 1983 safe harbor bond volume ceilings and 1982 total
mortgage bond issue volume as a proxy for 1983 volume, Table 2 shows
that the average ctate would have to sacrifice about $220 million
dollars in mortgage bond authority over the five-year transition
period in order to participate in the mortgage credit certificate
program. This is an exceptionally high price to pay to participate
in a program that delivers 24% to 34% less subsidy than mortgage
bonds.

Having a transition rule at all for the mortgage credit certi-
ficate program raises questions about the real meaning of the mortgage
revenue bond volume limits. Congress set these limits in the Mortgage
Subsidy Bond Tax Act of 1980. The fact that some states have opted
not to issue bonds to the full extent of their authority should not
be used as a justification for penalizing them for participating in
this new program.

The justification for the transition rules for the mortgage
credit certificate program appears to he that the credit certificates
are considered to be much simpler to administer and, therefore,
states that have not used their full mortgage bond authorization may
more easily use their full authorization under the tax credit program.

To the extent that a volume problem is anticipated and Congress
is unwilling to allow states to issue mortgage credit certificates
to the full extent of their bond authority under existing law, then
Congress should consider alternative transition rules that do not
penalize states and localities so heavily for experimenting with the
new program. An alternative transition rule is illustrated in Table
3. This rule is structured exactly the same as the rule in the
bill except that states and localities would be entitled to 50% of
the prior year's unused authority in addition to the authority used,
instead of. 25%. This adjustment reduces the penalty for participating
in the mortgage credit certificate program to S93 million for the
average state over a five-year period. As well, this transition
rule is truly a fiveyear transition, returning authority levels to
normal by year five. The transition rule in the bill has the average
state S23 million under its baseline authority in year five.
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HOW SHOULD THE PROGRAM BE ADMINISTERED?

It appears as though the program would be no more difficult to
administer than the current mortgage revenue bond program, but
because of the purchase price, target areas, first time homebuyer
and other state and locally-imposed targeting requirements, it is
important rot to underestimate the complexities of the proposed
mortgage credit certificate program. However, state and local
agencies experienced with mortgage revenue bonds are in an ideal
position to implement the program. A number of specific administra-
tive concerns with the mortgage credit certificate proposal follow .

Enforceability

With mortgage bonds, the issuing authority has a powerful incen-
tive to make sure that the requirements of the program are met.
If there are demonstrated abuses of the program that are not
quickly remedied, the outstanding tax-exempt bonds will become
retroactively taxable. Under the mortgage credit certificate
program, it is not clear how compliance with the rules of the
program will be enforced. Will the onus for enforcement be on
the individual homebuyer? This raises the possibility that
homebuyers, who by no fault of their own violated the rules of
the program, are severely penalized in the form of a major tax
penalty. Clearly, some enforcement procedure must be developed
that ensures compliance with the program rules while not placing
first time homebuyers in an untenable position and thus dis-
copraging participation in the program.

Ruilder Commitments

The mortgage credit certificate program should he structured to
allow builders to obtain commitments that can be used to pro-
vide below market rate financing for new housing. Without a
way for builders to secure the commitments directly from the
issuing authority, it is unlikely that even a small portion of
the mortgage credit certificates will be used to finance pur-
chases of new housing. One of the significant benefits of
mortgage revenue bond programs is that builders can obtain a
long-term permanent financing commitment from the Housing
Finance Agency. This commitment assures the builder that there
will be a permanent "take-out" for his construction period
financing. Without a commitment of this kind, the builder
cannot obtain construction financing. moreover, having a below
market rate commitment allows the builder to plan and design
developments specifically tailored to the affordability and
lifestyle needs of moderate income first time homebuyers.
Builders simply cannot take the risk of building housing for
income groups that cannot afford to buy without special financing
arrangements directly tied to the development. Furthermore,
builders cannot run the risk that the few homebuyers in their
community who may hold certificates will choose to buy homes in
their development.
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Underwriting

How will lenders underwrite loans that carry the mortgage credit
certificate? Is it likely that lenders will qualify homebuyers
for loans who, without thecertificate, would not otherwise
qualify? To ensure that the underwriting process will allow the
mortgage credit certificates to benefit households who otherwise
would be unable to afford to buy, it is essential that FNMA,
GNMA and FHLMC amend their mortgage purchase rules to-provide
for this new program.

Administrative Costs

Administrative costs for the mortgage revenue bond program are
provided for through the issuance of the bonds., How will the
administrative costs of the mortgage credit certificate program
be covered? If state and local agencies are expected to appro-
priate funds to administer the program, it is important that
this requirement be noted and factored into the overall calcu-
lation of the benefits of mortgage bond programs versus the
mortgage credit certificate. To the extent that state and local
governments must use funds for administration that otherwise
would be used to buydown mortgages on mortgage bond loans, the
tax credit level should be increased accordingly.

28-039 0 - 84 - 10
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Table 2

ILLUSTRATION Of PROPOSED TRANSITION RULES FOR MORTGAGE CREDIT CERTIFICATE

SAFE HARBOR BOND MCCm MRS AUTO REMAIN MRS TOTAL ASSIST
AUTHORITY VOLUME ISSUED SACRIFICED AUTHORITY (MRBs & mCCe)

(SMIL) (MIL) ($MIL) ($NIL) ($MIL) (SMIL)

YE.AR 1 255 159 I 9,63 255.03 255.03
YEAR I 255 159 s 72.19 133.00 183.00
YEAR 1 255 159 10 72.03 83.0 183.09
irAR 1 255 159 159 72.01 24.03 183.10
Y hR 1 255 159 183 72.10 3.60 183.80

YEAR 2
YEAR 2
YEAR 2
YEAR 2
YEAR 2

YEAR 3
YEAR 3
YEAR 3
YEAR 3
YEAR 3,

YEAR 4
YEAR 4
YEAR 4
YEAR 4
YEAR 4

YEAR 5
YEAR 5
YEAR 5
YEAR 5
YEAR 5

255
255
255
255
255

255
255
255
255
255

255
255
255
255
255

255
255
255
255
255

159
159
159
159
159

159
159
159
159
159

159
159
159
159
159

159
159
159
159
159

I5,
ISO159
183

0
5s

1it
159
183

1
56

13M
159
183

s
5o

190
159
183

04.00
54.1,
54.0.
54.00
54.1,

6.00
40.53
40.5,
40.50
40.5040.00

30.38
30.30
30.38
30.38

eCg.
22.78
22.78
22.78
22.78

255.0
151.00
1c1.86

42.0
18.03

255.13
164.50
114.50
55.50
31.53

255.13
174.63
124.63
65.63
41.63

255.10
182.22-
132.22
73.22
49.22

255.0
201.10
201.0
201.10
201.60

255.00
214.53
214.56
214.50
214.50

255.30
224.63
224.63
224.63
224.63

255.0
232.22
232.22
232.22
232.22

TOTAL MRS AUTHORITY SrCRIFICED BY THE AVERAGE
STATE ISSUING MORTGAGE CREDIT
CERTIFICATES DURING EACH OF THE FIVE TRANSITION YEARS-- $219.66 MILLION

mu.... .m m....u~uauu. m uui~mmusu.um~m uuua mmum.m....... a.....

AVERAGE STATE BOND VOLUME SAFE HARBOR BASED ON IRS 1983 STATE AVERAGE
SAFE HARBORS FOR MORTGAGE REVENUE BONDS.
MORTGAGE BOND VOLUME 18 BASED ON STATE AVERAGE MRS VOLUME FOR 1982.

PREPARED BY RATIONAL ASSOC Of DOME BUILDERS MORTGAGE FINANCE DIVISION.

AUGUST 1983
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Table 3

ALTERNATIVE TRANSTION RVLtS FOR ORTMAGE CRIDT ClRTIFICATE

SAFt BARBOR 103 BOND *CC$ PS ATOT REMAIN KA TOTAL ASSIST
AUT ORITY VOLUME ROUGD SAClIFICED AUTHORITY (MISa & MCCN)

(00IL) (OMIL) (MIL) (MIL) (MIL) (MIL)
TFw ) 255 159 l .i$ ass,1 255.00
IEAR 1 2US 1so 50 48:00 157.01 217.60YFw 1 255 159 100 40.90 187.10 267.00
YEAR 1 255 IS$ 1#$ 46.00 10.600 207.09
YEAR 1 2SS l 15 IS 400.09 4.00 207.00
TZAR I ISO 5| 183 46,10 24.10 207,00

TAP 2 25S5 ISO9 000 0ss. 255.10
TEAR 2 255 O 159 s 24.00 161.00 231.61
TEAR 2 55 159 1M0 24.10 131.10 231.00
YE 2 2M5 Is9 19 24,00 72,00 31.0
TEAR 2 255 IS O 183 24.00 40.00 231.10

YEAR 3 255 1590 6 .09 2550,0 255.
T A 3 255 159 s 12.00 113,00 243.01
Tr" 3 255 15 O100 12.01 143.00 243.00
YwEA 3 255 159 59 12.4O 14.0 243.00
YEAR 3 2S5 1SO 163 12.0 6$0.01 243.00

ErtM 4 255 5M 0 10.00 255.00 255.0l
TEAR 4 255 IS 50 6.0 ,19.16 249.Ii
YEAR 4 255 159 0 o.t0 149.80 249.00
YEAR 4 255 ISO ISO 6.0# 00.00 249.00
YEAR 4 55 159 .00 66.1 249.10

TEAR 5 255 15 0 .fll 255.00 255.10
YEAR 5 255 19S Os 3.00 202.60 252.00
YEAR 5 255 ISO lt 3.00 152.06 252.00
YFMR 5 255 1S 159 3.01 93.60 252.00

ER w 5 255 159 183 3.00 69.00 252.01
.ow v a so... m. . .......m... ...... b... . UU. . .

TOTAL I; AUTBORITY SACRIFICED BY T;E AVERAGE
STATE IUSUING ONE DOLLAR OR MORE IN MORTGAGE CREDIT
CDPTIPIIATES DURING AC8 OP TIE FIVE TRANSITION TERS- $93,0 MILLION

AVERAGE STATE BOND VOLOME SAFE HARBOR BASED ON IRS 1983 STATE AVERAGE
SAtE RRBORS FOR MORTGAGE REVEUt BONDS,
MORTGAGE BOND VOLUME IS BASED ON STATE AVZRAGE MRb VOLUME POR 1982.

PREPARED BY NATIONAL ASSOC OF BONE BUILDERS NORTGAGt FINANCE DIVISION.

AUGUST 1983



133

STATEMENT OF WAYNE MILLSAP, CHAIRMAN, MISSOURI HOUS-
iNG DEVELOPMENT COMMISSION, KANSAS CITY, MO., ON
BEHALF OF THE COUNCIL OF STATE HOUSING AGENCIES,
WASHINGTON, D.C.
The CHAIRMAN. Do you live in Kansas City now?
Mr. MILLSAP. No. I'm in St. Louis.
The CHAIRMAN. That's what I thought.
Mr. MILLSAP. The Housing Commission office is in Kansas City.

My family is in St. Louis where I am an attorney.
The CHAIRMAN. Well, I will know where to find you if I go to

Missouri.
Mr. MILLSAP. Mr. Chairman, members of the committee, my

name is Wayne Millsap of St. Louis, Mo. I'm here today on behalf
of the Council of State Housing Agencies to comment on S. 1598,
the First Time Homebuyers Assistance Act of 1983.

I will make three key points and request that my written testi-
mony be printed in the record in its entirety.

The CHAIRMAN. It will be.
Mr. MILLSAP. No. 1. We acknowledge the chairman for his sensi-

tivity to the issue of meeting this Nation's housing needs during
the 1980's and beyond. Additionally, you have demonstrated, I
think, great creativity in introducing S. 1598.

No. 2. For over a decade, tax exempt financing has proven to be
an effective tool for housing assistance. But we recognize that we
must be flexible and try new methods. Therefore, we support
S. 1598.

No. 3. We have reviewed the proposed mortgage credit certificate
plan, and have questions about the results it will produce. Howev-
er, we are willing to cooperate to make the program successful,
though not as a substitute for mortgage revenue bonds.

Our support of S. 1598 in no way alters our primary commitment
to the continued use of tax exempt financing for housing.

Thank you. I would welcome any questions.
The CHAIRMAN. I think I have a couple of technical questions for

later.
[The prepared statement of Wayne Millsap follows:]
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TESTIMONY OF
WAYNE MILLSAP, CHAIRMAN

MISSOURI STATE HOUSING COMMISSION
REPRESENTING THE

COUNCIL OF STATE HOUSING AGENCIES
BEFORE THE

SENATE FINANCE COMMITTEE

SEPTEMBER 13, 1983

MR. CHAIRMAN, MEMBERS OF THE COMMI T EE, MY NAME IS WAYNE

MILLSAP. I AM CHAIRMAN OF THE MISSOURI HOUSING COMMISSION, AN AGENCY

WIfCH HAS BEEN IN THE BUSINESS OF PROVIDING HOUSING ASSISTANCE SINCE

1971 AND HAS FINANCED OVER 25,000 UNITS OF HOUSING FOR THE LOW AND

MODERATE INCOME RESIDENTS OF THE STATE OF MISSOURI.

TODAY, I REPRESENT THE COUNCIL OF STATE HOUSING AGENCIES, AND ITS

COMPANION ORGANIZATION, THE NATIONAL CONFERENCE OF STATE HOUSING

FINANCE AGENCY CIIAIRPERSONS. THE COUNCIL AND CONFERENCE ARE

ASSOCIATIONS OF STATE HOUSING FINANCE AGENCIES IN 49 STATES, THE

DISTRICT OF COLUMBIA, PUERTO RICO, AND THE VIRGIN ISLANDS. FOR TODAY'S

HEARING, I WILL PROVIDE A BRIEF SUMMARY OF THIS STATEMENT, AND ASK

THAT MY WRITTEN REMARKS BE REPRINTED IN THE RECORD IN THEIR

ENTIRETY.

THE COUNCIL OF STATE HOUSING AGENCIES IS COMMITTED TO THE GOAL

OF PROVIDING ASSISTANCE TO FAMILIES THAT OTHERWISE MIGHT NOT HAVE TIlE

OPPORTUNITY TO BECOME HOMEOWNERS. WE COMAIEND SENATOR DOLE FOR

RECOGNIZING THE NEED TO CONTINUE TIllS ASSISTANCE. AS REPORTED

RECENTLY IN THE WASHINGTON POST, THE CHIEF OF TIlE HOUSING DIVISION OF

THE CENSUS BUREAU, ARTHUR F. YOUNG, HAS OBSERVED A DECLINE IN THE

-I-
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PERCENTAGE OF HOMEOWNERS IN TIIE UNITED STATES FOR THE FIRST TIME

SINCE THE GREAT DEPRESSION:

THE NATIONAL DEREGULATION OF FINANCIAL INSTITUTIONS TWO
YEARS AGO, PLUS IEAVY FEDERAl1 DEFICIT, IIAVE RAISE) THE COST
OF MORTGAGE MONEY BEYOND TitE REACH OF MILLIONS OF PEOPLE
WHO CONSIDER TtiEISELVES FUTURE HOMEOWNERS.

"WE'RE TELLING PEOPLE, IN EFFECT, YOU CAN'T BE A PART OF
THE SYSTEM, YOU CAN'T' HAVE A PIECE OF PROPERTY, HOWEVER
SMALL IT MAY BE," YOUNG SAID.

"THAT, IN MY OPINION, IS SOCIAL DYNAMITE IN A SOCIETY LIKE
OURS. WE ARE ON THE VERGE OF BREAKING A FUNDAMENTAL SOCIAL
COMPACT AMONG ECONOMIC CLASSFS THAT WE HAVE lIAD FOR
DECADES: WORK HARD, TIE PART OF THE CAPITALIST SYSTEM, AND
ONE DAY YOU OR YOUR CHILDREN WILL BECOME PROPERTY OWNERS.

WHAT THE CENSUS OFFICIAL HAS DIAGNOSED, SENATOR DOLE HAS ALSO

RECOGNIZED IN THE INTRODUCTION OF HIS PROPOSAL. THIS IS THE SAME

PROBLEM TIIAT STATE HOUSING FINANCE AGENCIES ADDRESS WITH THEIR

CURRENT MORTGAGE BOND PROGRAMS.

FOR OVER A DECADE, STATE HOUSING FINANCE AGENCIES IIAVE SERVED

THE GOAL OF INCREASING HOMEOWNERSHIP OPPORTUNITIES T[IROUGH TIE

SALE OF TAX-EXEMPT REVENUE BONDS FOR HOME MORTGAGES. TAX-EXEMPT

FINANCING IS A PROVEN AND EFFECTIVE VEHICLE FOR PROVIDING Tf-IS

ASSISTANCE, BUT WE RECOGNIZE THAT IT MAY NOT BE THE ONLY WAY.

BECAUSE OUR FIRST PRIORITY IS EXPANDING OPPORTUNITIES FOR

HOMEOWNERSHIP, WE SUPPORT THE DEVELOPMENT OF ANY NEW PROGRAM

WHICH HAS THE POTENTIAL FOR SERVING THE SAME GOAL. FOR THAT REASON,

WE TESTIFY TODAY IN SUPPORT OF LEGISLATION TO CREATE MORTGAGE TAX

CREDITS AS ANOTHER TOOL TO BE USED ALONG WITH MORTGAGE REVENUE

BONDS TO MEET THE NEEDS OF FIRST-TIME HOMEBUYERS.

WE DO HAVE RESERVATIONS ABOUT THE FORM OF THE PROPOSAL,

THOUGH, AND WHAT THE PROGRAM MAY ACTUALLY PRODUCE IN PRACTICE.
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WE MUST EMPHASIZE TUE IMPORTANCE OF RETAINING THE PROVEN TOOL OF

TAX-EXEMPT FINANCING. ELIMINATION OF TIIE DECEMBER 31, 1983 SUNSET

DATE IN THE MORTGAGE SUBSIDY BOND TAX ACT MUST BE THE FIRST PRIOkill',

WITHOUT DIMINISHING ITS SCOPE OR PURPOSE.

THE ROLE OF STATE HOUSING FINANCE AGENCIES

STATE HOUSING FINANCE AGENCIES HAVE AN OBVIOt.! INTEREST IN S. 1598

BECAUSE THE PROPOSED TAX CREDIT PROGRAM BUILDS OFF THEIR

LONGSTANDING MORTGAGE REVENUE BOND PROGRAMS. WE APPLAUD THE

SENATOR'S INTENTION TO TAKE ADVANTAGE OF A NATIONAL NETWORK OF

STATE AND LOCAL HOUSING FINANCE AGENCIES TO OPERATE THE TAX CREDIT

PROGRAM. MORE TIAN ANY OTHER SET OF INSTITUTIONS, THESE AGENCIES

HAVE THE SKILLS AND THE EXPERIENCE TO MAKE HOUSING ASSISTANCE

PROGRAMS WORK.

COLLECTIVELY, STATE HOUSING FINANCE AGENCIES HAVE FINANCED

NEARLY ONE MILLION HOUSING UNITS, ABOUT HALF FOR HOMEBUYERS AND

HALF FOR LOW INCOME TENANTS. WE HAVE ADAPTED THE TAX-EXEMPT

FINANCING TOOL TO HOME PURCHASEl HOME IMPROVEMENT AND RENTAL

HOUSING PROGRAMS SO SUCCESSFULLY THAT HOUSING FINANCE AGENCIES

HAVE BEEN ESTABUSHED IN EVERY STATE N LITTLE MORE TIAN A DECADE

(INCLUDING STATE-LEVEL AGENCIES IN 49 STATES).

STATE AGENCIES HAVE PROVIDED THE FINANCING FOR ABOUT ONE-THIRD

OF ALL FEDERALLY SUBSIDIZED SECTION 8 HOUSING FOR LOW INCOME

FAMILIES. AT THE SAME TIME, THEY HAVE PROVIDED OWNERSHIP AND RENTAL

OPPORTUNITIES FOR FAMILIES AND SENIOR CITIZENS WITHOUT DIRECT FEDERAL

ASSISTANCE. ALL ACROSS THE COUNTRY, WE HAVE SKILLED HOUSING

-3-
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PERSONNEL OPERATING SOUND PROGRAMS, IN CONTRAST TO SOME OF THE

PROBLEMS WITH FEDERAL HOUSING PROGRAMS, HOUSING FINANCE AGENCIES

HAVE BEEN THE GREAT HOUSING SUCCESS STORY OF THE LAST DECADE.

STATE HOUSING FINANCE AGENCIES DO NOT EXIST FOR THE PURPOSE OF

SELLING TAX-EXEMPT BONDS, THOUGH. OUR PURPOSE IS TO PROVIDE

ASSISTANCE TO THE RESIDENTS OF OUR STATES IN TiE MOST EFFECTIVE AND

EFFICIENT MANNER POSSIBLE. BECAUSE OF OUR SINCERE INTEREST IN

FURTHERING THAT GOAL, STATE HOUSING FINANCE AGENCIES ARE WILLING TO

EXPLORE AND DEVELOP ALTERNATIVE METHODS OF DELIVERING THAT

ASSISTANCE.

IN THE BRIEF PERIOD SINCE THE INTRODUCTION OF S. 1598, WE HAVE

CONDUCTED AN INTENSIVE REVIEW OF THE PROPOSED MORTGAGE CREDIT

CERTIFICATE PLAN. IN ALL CANDOR, WE MUST TELL YOU T!IAT MANY OF OUR

AGENCIES FEAR THIS BILL IS YET ANOTHER ATTEMPT BY THE FEDERAL

GOVERNMENT TO REDUCE THE EFFECTIVENESS AND INDEPENDENCE OF STATE

AGENCIES. THEY VIEW IT AS ANOTHER IN A LONG SERIES OF ATTEMPTS TO CURB

THE USE OF TAX-EXEMPT BONDS.

11OWEVER, 01, rt CONSENSUS POSITION IS THAT THE PROPOSED PROGRAM

OFFERS AN OPPORTUNITY FOR FEDERAL, STATE AND-LOCAL GOVERNMENTS TO

WORK TOGETHER TO DEVELOP AN ALTERNATIVE METHOD OF MEETING OUR

ULTIMATE GOAL. ALT11OUGH WE HAVE A NUMBER OF QUESTIONS, WE ARE

COMMIFED TO SEEING IF IT CAN BECOME A WORKABLE TOOL.

ONLY TIME WILL TELL IF THE MORTGAGE CREDIT CERTIFICATE PROGRAM

WILL FULFILL THE PROMISE OF ITS PROPONENTS. IN THE MEANTIME THE FIRST

PRIORITY OF CONGRESS MUST BE TO ELIMINATE THE DECEMBER 31, 1983 SUNSET

DATE ON THE MORTGAGE REVENUE BONDS, WITHOUT PROGRAM KILLING-

RESTRICTIONS. WE ASK THE CONGRESS NOT TO TAKE AWAY A PROGRAM THAT

f __
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WE KNOW CAN HELP ADDRESS THE HOUSING NEEDS OF THE EIGHTIFS.

QUESTIONS ABOUT THE MORTGAGE TAX CREDIT PROGRAM

IN OUR EVALUATION OF THE MORTGAGE TAX CREDIT PROPOSAL, MANY

QUESTIONS HAVE BEEN RAISED ABOUT POTENTIAL TROUBLE SPOTS IN

OPERATING THE PROGRAM. WE ARE CONCERNED ABOUT ASPECTS IN WHICH

TAX CREDITS DO NOT MEASURE UP TO TAX-EXEMPT FINANCING, CREATING

DISINCENTIVES FOR STATE AND LOCAL AGENCIES TO TRY THE NEW PROGRAM.

WE ALSO ASK WHETHER SOME ELEMENTS OF THE I1OPOSAL HAVE BEEN OVER

SOLD, PARTICULARLY ITS VALUE OVER MORTGAGE REVENUE BONDS AND

ALLEDGED ADMINIgrRAlIVE SIMPLICITY.

1. WILL TAX CREDITS EFFECTIVELY SERVE FAMILIES WIIO OTHERWISE COULD

NOT 01TAIN A MORTGAGES, LOAN?

MANY STATE HOUSING OFFICIALS, WITH LONG EXPERIENCE IN DEALING

WITH FINANCIAL INSTITUTIONS AS PART OF THEM MORTGAGE BOND PROGRAMS,

QUESTION WHETHER TAX CREDITS WILL EFFECTIVELY SERVE LOWER INCOME

BUYERS USING ONLY PRIVATE SOURCES OF CREDIT. IN PART, THEIR CONCERN

STEMS FROM STANDARD PRACTICES IN UNDERWRITING MORTGAGE LOANS.

LENDERS TYPICALLY USE GROSS OR PRE-TAX INCOME AS TIE MEASURE OF

AN APPLICANTS ABILITY TO REPAY A MORTGAGE. FN.%IA AND FHLMC

UNDERWRITING GUIDELINES REINFORCE THIS PRACTICE. WHILE SOME LENDERS

MAY ADJUST THEIR PROCEDUR ES FOR TAX CREDIT RECIPIENTS, THIS KIND OF

CHANGE IS UNLIKELY TO OCCUR WITHOUT SOME EDUCATION AND PERSUASION.

IN TIlE CASE OF CONSERVATIVE FINANCIAL INSTITUTIONS, THE ADJUSTMENT
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MAY NOT ItAPPEN AT ALL.

PERHAPS IQUALILY INIPORTANT IS OUR CONt'i.l(N ABOUT TIll WILLINGNESS

OF PRIVATE LENDERS TO EXTEND CEDIT 'o BORROWERS ONLY BARELY ABLE

TO AFFORD A MORTGAGE. DESPITE THE TAX CREDIT, THESE BORROWERS MAY

BE VIEWED AS TOO GREAT A RISK BECAIIRE OF THEIR INABII.ITY TO A 3SORB

UNEXPECTED INCREASES IN THE COST OF MAINTAINING THEIR IIOMES-AND

THEREFORE PUT THE MORTGAGE AT RISK.

STATE HOUSING OFFICIALS ALSO QUESTION WHETHER PARTICIPANTS IN

THE TAX CREDIT PROGRAM WILL BE ABLE TO OBTAIN MORTGAGE CREDIT AT

TERMS WHICH THEY CAN HANDLE. HIGH DOWNPAYMENTS AND ADJUSTABLE

RATE MORTGAGES MAY ACT AS A BARRIER TO THOSE WHO NEED TIlE

ASSISTANCE OF TAX CREDITS THE MOST.

ALL OF THESE FACTORS ADD UP TO THE FEAR THAT TAX CREDITS MAY

LARGELY BENEFIT FAMILIES WHO WOULD HAVE OBTAINED A MORTGAGE LOAN

WITHOUT THE CREDIT. TO PROTECT AGAINST THIS, ADMINISTRATORS OF THE

CREDIT PROGRAM MAY FIND IT NECESSARY TO REGULATE LENDING PRACTICES

IN CONJUNCTION WITII THE USE OF TIIESE CERTIFICATES. FOR EXAMPLE, IN

ORDER TO QUALIFY FOR A CERTIFICATE, ADMINISTRATORS MAY PRFSCRIBE

MORTGAGE TERMS OR REQUIRE CERTAIN AFFIRMATIVE LENDING PRACTICES ON

THE PART OF PARTICIPATING LENDERS.

ALTERNATIVELY, STATE OR LOCAL AGENCIES MAY ALSO REMEDY TlIESE

PROBLEMS BY CREATING FUNDING PACKAGES FOR THE PRIVATE SECTOR WHICH

WOULD LESSEN THE PERCEIVED RISK TO PRIVATE LENDING INSTITUTIONS. THIS

FINANCING COULD BE PROVIDED SEPARATELY OR IN CONJUNCTION WITH

FEDERALLY SUPPORTED MORTGAGE PROGRAMS IN SUCH A WAY AS TO

INCREASE THE AVAILABLE SUPPLY OF MORTGAGE CREDIT.

FINALLY, A WORD SHOULD BE ADDED ABOUT THE POTENTIAL FOR
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REACIIING LOWER INCOME I.\IIII'lS TlRO(11(ol TIIE USE Or. TAX CREDITS.

WHILE STATE liOUSING FINANCE ..\GEN('IlI EXPI I.S CONCERN ABOUT TIIE

ABILITY OF TilE TAX CrliT:)lr OPiON rO RI:rll TIHE SAME MARKET AS SERVI))

BY MORTGAGE BONDS, PROPONENTS OF TIlE IEGISI,A'TION SUGGEST TIAT TIlE

NEW PROGRAM COULD REACH EVEN LOWER INCOME FAMILIES. THEY BASE THIS

CLAIM ON THE FACT THAT TAX CREI)ITS MAY BE VARIED IN SIZE, SO THAT

LOWER INCOME BORROWERS CAN RECEIVE A DEEPER SUBSIDY THAN IS

AVAILABLE WITHl MORTGAGE BONDS.

CLAIMS THAT THE PROGRAM CAN SERVE A LOWER INCOME POPULATION

Muir BE CAREFULLY EXAMINED, NOT ONIY BECAUSE OF TIlE ARGUMENTS

RAISED EARLIER BUT ALSO BECAUSE OF COMPLICATIONS WITII A REFUNDABLE

CREDIT. THE LEGISLATION PROVIDE FOR A REFUND IN TIE CASE OF FAMILIES

wrrlH TAX LIAIIII.ITIES SMALLER IAN IE ciRlI)wr OWED To TriEM. IT Is IIGHLY

UNLIKELY THAT A PRIVATE LENI)ER WOUl.) TAKE A REFUND INTO ACCOUNT

WHEN UNDERWRITING A MO{rGA(E III.'AUSE IT WOULI) C'01E IN A LUMP SUM

Ar 'Ill" END OF TIll' YEAR, IIATIII.R TIIA1N AS PAcIr ol" TIi. PIO(IOWIEIR'S

%IONrIILY CASH FLOW.

IN At)1 )ITION, SUCII Ii.FUNI)S WOULD PROIIAIlLY IB SUII JI' T 'ro rI IlB

APPROPRIATIONS PROCESS, CAUSING I,ENDERS TO VIEW TIHEM \S AN UNSTABLE

SOURCE OF INCOME. IF THE QUESTION OF REFUNDABILITY FORCES TIE

REFERRAL OF TIS LEGISLATION TO TIE APPROPRIATIONS COMMITTEE, WE

WOULD SUGGEST SEPARATING TH4E ISSUE SO AS NOT TO SLOW IJP A TAX RILL ON

TIUS ISSUE OR ON THE ELIMINATION OF THE DECEMBER 31, 1983 SUNSET

PROVISION.
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2. CAN THE PROGIIA\I 14F PUT IN PLACE QUICKLY AND EFFICIENTLY?

BY BUILDING OFF OF TilE MORTGAGE REVENUE BOND PROGRAM, TIlE TAX

CREDIT PROPOSAL TAKES ADVANTAGE OF THE EXISTING NETWORK OF STATE

AND LOCAL HOUSING FINANCE AGENCIES WHICH OPERATE HOMEOWNERSHIP

ASSISTANCE PROGRAMS ACROSS THE COUNTRY. AS WE UNDERSTAND THE

LEGISLATION, IT INTENDS FOR THESE AGENCIES, WHICH NOW ISSUE TAX-EXEMPT

BONDS FOR HOUSING, TO BE GIVEN THE OPTION TO USE MORTGAGE CREDIT

CERTIFICATES TO ACHIEVE THE SAME GOALS. WE BELIEVE THAT THIg IS AN

APPROPRIATE AND EFFICIENT ARRANGEMENT, WHICH MAKES USE OF EXPERTISE

ALREADY IN PLACE TO HELP MAKE THE NEW PROGRAM WORK.

AS IT IS PRESENTLY WORDED, THE LEGISLATION MAY LEAD TO SOME

CONFUSION ABOUT THE AUTHORITY TO ISSUE BONDS VERSUS THE AUTHORITY

TO OPERATE A MORTGAGE CREDIT CERTIFICATE PROGRAM. UNDER SECTION

103A OF TILE INTERNAL REVENUE CODE, 'TILE VOLUME OF MORT(IAGE REVENUE

BONDS THATr ANY STATE 1AY ISSUE IS I)IVII)EI) HALF TO TILE STATE IiOUSING

FINANCE AGENCY AND IIALF TO TIE I,O.AL, ISSUERS, UNLESS STATE LAW OR A

GOVERNOR'S DIRECTIVEi PROVIDES OTIIERWISE. TillS AII,OCATION PROCESS IS

AN ESTABLISHED PROEUIE IN riiE STATES AND ELIGIBLE ISSUERS OF

MORTGAGE BONDS IIAVE BEEN IDENTIFIE).

S. 1598 PROVIDES THAT MORTGAGE CREDIT CERTIFICATE PROGRAMS MAY

BE "ESTABLISHED BY A STATE OR POLITICAL SUBDIVISION THEREOF FOR ANY

CALENDAR YEAR FOR WIIICH IT IS AUTIIORIZED TO ISSUE MORTGAGE SUBSIDY

BONDS." TO ENSURE A SMOOTH TRANSITION INTO THE NEW PROGRAM, AND TO

PREVENT AN UNNECESSARY DISRUPTION OF THE ALLOCATION PROCESS

ESTABLISHED BY SECTION 103A, THE LEGISLATION SHOULD BE AMENDED TO

STATE THE FOLLOWING: THAT UNLE.lS OTHERWISE PROVIDED UNDER STATE
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LAW, A MORTGAGE CREDIT C'ERTIFI'ATF PROGRAM MAY BE ESTABLISIIED AND

CARRIED OUT BY ANY AGENCY WITIIlN TIlE SATrE WhICh IS AUTHORIZED TO

ADMINISTER MORTGAGE SUSIRI)Y BOND PIROGRANIS. WE WOULD BE PLEASED TO

WORK WITH THE COMMITTEE ON A CLARIFYING AMENrDMENT.

3. HOW WILL THE PROGRAM RE ADMINImTERPD AND WHO WIlL PAY?

ADVOCATES OF THE MORTGAGE CREDIT CERTIFICATE PLAN CLAIM THAT

ONE OF ITS GREATEST ADVANTAGES IS THE SIMPLICITY OF ADMINISTERING A

TAX CREDIT PROGRAM. WE BELIEVE THIS ADVANTAGE HAS BEEN OVERSOLD.

MORTGAGE TAX CREDITS WOULD NOT BE A SIMPLE LINE ITEM, UNIVERSALLY

AVAILABLE TO ALL QUALIFIED TAXPAYERS. AS A LIMITED RESOURCE IT WILL

NOT BE SELF-EXECUTING AS IS MUCII OF TAX LAW. RATHER, IT WILL REQUIRE

SCREENING APPLICANTS FOR ELIGIBILITY, WORKING WITH PARTICIPANTS IN TIlE

PROGRAM TO 'tURN CERtI'IFI('ATES INTO MORTGAGE INTEREST PAYMENTs', AND

ENFORCING PROGRAM REQUIREMENTS.

IT HAS BEEN SUGGESTED) 'rlAr A LARGE PORTIONOF Tile ADMINISTRATIVE

RESPONSIBILITIF.S UNDER TIlE rA CREDIT PROGRAM COULD BE TURNED OVER

TO PRIVATE LENDERS. AS IN THEMORTGAGF REVENUE BOND PROGRAM,

PRIVATE LENDING INSTITUTIONS WILL UNDOUBTEDLY DO MUCHl OF TIE

SCREENING OF APPLICANTS; AND AS IN THE BOND PROGRAM, THEY WILL

REQUIRE SOME COMPENSATION FOR THE ADDED BURDEN OF PROCESSING AN

APPLICATION WITH A CREDIT CERTIFICATE. BUT CERTAINLY, THE

RESPONSIBILITY FOR ADMINISTERING THE PROGRAM MUST REMAIN WITH PUBLIC

ENTITIES SUCH AS STATE AND LOCAL HOIJSING FINANCE AGENCIES. IF NOT, THE

NEED FOR REGULATION WILL FALL MORE TO THE FEDERAL GOVERNMENT AND

THE PROGRAM WILL SUFFER BECAUSE OF THE LACK OF STATE AND LOCAL
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RESPONSIBILITY.

MUCH IIAS RF.FN M1ADE OF TIlE I:ACT TIIAT THE TAX CREDIT LEGISLATION

PROVIDES NO SOURCE OF FUNDING TO OPERATE THE PROGRAM AND ENFORCE

ITS REQUIREMENTS. IT SHOULD BE POINTED OUT, HOWEVER, THAT IN THE CASE

OF TAX-EXEMPT FINANCING PROGRAMS, THE COST OF ADMINISTRATION IS

LARGELY PAID BY THE BORROWER THROUGH FEES CHARGED IN THE MORTGAGE

LENDING PROCESS. THE TAX CREDIT PROGRAM MAY ADOPT THE SAME

PRINCIPLE, BUT WHERE IT OPERATES WITH PRIVATE SOURCES OF MORTGAGE

CAPITAL, SPECIAL PROVISION MUST BE MADE TO PAY FOR THE STATE OR LOCAL

AGENCY'S COST OF RUNNING TIiE PROGRAM. THESE EXPENSES MUST EiTHER BE

COVERED BY APPROPRIATIONS OR BY EARNINGS FROM FINANCING

COMPONENTS OF TIUE TAX CREDIT-PROGRAMI.

THE PRESENT SYSTEM OF FUNI)ING TIlE Oi'RArION OF MORTGAGE BOND

PROGRAMS NOT ONLY MAKES ThEI S.I,F-SUPPOIITING, RUT ALSO RESJITS IN A

111011 DEGRI.EE OF ADMINISTRATIVE EFFI'IENCY, FOR WIUCil TIF.rE PROGRAMS

ARI-E LAUDED. A SIMILAR FINANCING ROLE FOR STATE AND LOCAl,

GOVERNMENT IN THE TAX CREDIT PROGRAM WOILD PROVIDE AN ANSWER TO

THE QUESTION OF ADMINISTRATIVE COSTS, ANT) AT TIlE SAME TIME ADDRESS A

NUMBER OF OTHER QUESTIONS ABOUTTHE WORKABILITY OF TIlE PROPOSAL,

(INCLUDING DIRECTLY INCREASING THE SUPPLY OF HOUSING CREDIT).

IN EVALUATING THE TAX CREDIT PLAN, CONGRESS MUST CONSIDER THE

POSSIBILITY THAT IT MAY INCREASE TIlE BURDEN ON THE FEDERAL

GOVERNMENT TO MAKE SURE TIIAT ITS REOUIR.MENTS ARE MET. ALTHOUGH

TIlE TARGETING REQUIREMENTS IN TIE MORTGAGE SUBSIDY BOND TAX ACT

(WHICII WOULD ALSO APPLY TO TIE TAX CREDIT PROGRAM) MAY SEEM SIMPLE

ENOUGH IN TfIEORY, IN PRACTICE, TlIEY REQUIRE ENORMOUS TIME AND

EFFORT TO ENFORCE.
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FOR EXAMPLE, THE FIRST-TIMIE HOMEBUYER REQUIREMENT IS MORE

COMPIJCATED TIIAN SIMPLY OBTAINING COPIES OF PAST YEARS' TAX FORMS

(WHICH MAY RE DIFFICULT ENOUGH, IN AND OF ITSELF). THERE ARE MANY

INSTANCES IN WIflCII PRIOR IIOMEOWNERSHIP MAY Nor BE EVIDENT, SUCII AS IN

THE CASE OF A SPOUSE WHO OWNED A HOME IN A PREVIOUS MARRIAGE OR

WHEN THE APPLICANT HAS OWNED A MOBILE HOME. ENFORCEMENT OF SALES

PRICE LIMITS IS ALSO COMPLICATED BY DIFFERENCES BETWEEN TARGETED AND

UNTARGETED AREAS AND BY THE FACT THAT "ACQUISITION COST," FOR

PURPOSES OF THE TAX ACT, MAY NOT BE THESAME AS TIE ACTUAL PURCHASE

PRICE. AT PRESENT, STATE AND LOCAL HOUSING AGENCIES EXERCISE EXTREME

DILIGENCE IN ENFORCING T"FSE REQUIREMENTS, BECAUSE THE TAX EXEMPTION

OF THEIR BONDS DEPENDS ON IT. BECAUSE SO MUCiH IS AT STAKE, THE

CURRENT PROGRAM POlICES ITSELF. WITH THE TAX CREDIT PROGRAM, THERE

WILL BE LESS OF AN INCENTIVE TO MAKE SURE TIIAT COMPLICATED FEDERAL

REQUIREMENTS ARE ENFORCED. AS A RESULT, ADDITIONAL FEDERAL

OVERSI(SIIT MAY [I REQUIRED.

IN CASE Ir APPEARS THAT WE ARE PLACING TOO MUCH EMPHASIS ON

ADMINISTA'FlVE CONCERNS, WE ADD AN IMPORTANT NOTE OF CAUTION. PAST

FEDERAL PROGRANI "T) INCREASE." TilE oPpoRuNITY FOR IIOMEOWNERSUIP

AMONG LOWER INCOME FAMIIJIS HAVE OFTEN RESULTED) IN DISASTER. THE

EARLY SECTION 235 PROGRAM AND OlER Cilr lEFFORs PRODUCE)

THOUSANDS OF FORECIOSURE.S, ABANDONED PROPERTIES, SCANDAL, AND EVEN

CRIMINAL CONVICTIONS. 'rIGHTER CONTROLS AND MIORE DIRECT OVERSIGHT

WERE NEEDED TO ENSURE ACCOUNTABILITY AND SUCCESS IN THESE PROGRAMS.

WE RAISE THIS POINT BECAUSE THE FINANCE COMMITTEE MAY NOT BE AS

WELL AWARE OF THESE PROBLEMS AS ARE O7HER COMMITTEES WITH DIREC'

HOUSING RESPONSIBIILITIFS. STATE hOUSING FINANCE AGENCIES ARE WELL
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ACQUAINTED WITH THIS RECORD, IIAVING STEPPEr IN AND WORKED OUT MANY

OF TIlE PRORLIEMS. OUR OWN MORTGAGE BFOND PROGRAMS HAVE AVOIDED

SUCH DIFFICULTIF. THROUGH DILIGENT AND CONSCIENTIOUS PROGRAM

ADMINISTRATION. THUS, WE CANNOT OVEREMPtlASIZE THE IMPORTANCE O

ADMINISTRATIVE FACTORS IN ANY NEW ASSISTANCE PROGRAM.

4. DOES THE LEGISLATION PROVIDE SUFFICIENT INCENTIVE TO TRY THE NEW

PROGRAM?

IT HAS BEEN STATED THAT THE MORTGAGE CREDIT CERTIFICATE

PROGRAM PROVIDES AN ALTERNATIVE AND EQUAL METHOD OF ACHIEVING THE

PURPOSES OF TAX-EXEMPT FINANCING PROGRAMS. WHILE nOTH PROGRAMS

ASSIST HOMEHUYERS BY EFFECTIVELY REDUCING NIORTGAGE INTEREST RATES,

IT SHOULD BE CLEARLY UNDERSTOOD TIIAT 'AX ("', DITS ARE NOT AN EQUAL

SUBSTITUTE FOR REVENUE BOND PROGRAMS. NIOREOVER, AS IT IS DRAFTED,

TIlE LEGISLATION REDUCES EVEN FURT!II'R Till" ('ONIPARABILITY BETWEEN TIIE

TWO PROGRAMS.

THE QUESTION IS NOT WHETHER TAX CRI)ITS AND TAX-EXEMIPT BONDS

ARE EQUIVALENT PROGRAMS; THEY ARE NOT. TH. IMPORTANT QUESTION IS

WHETHER THIS DIFFERENCE MATTERS. WE REIiEVE THAT THERE ARE CRUCIAL

DIFFERENCES IN THE TWO PROGRAMS WHICH WILL SIGNIFICANTLY AFFECT THE

WILLINGNESS OF STATE AND LOCAL GOVERNMENTS TO TRY THE NEW TAX

CREDIT OPTION.

TAX CREDITS WOULD PROVIDE ASSISTANCE TO IIOMEBUYERS BY

INCREASING THE AMOUNT OF INCOME THEY HAVE AVAILABLE TO PAY INTEREST

COSTS ON A MORTGAGE. FOR THE PROGRAM TO WORK, THE BUYER MUST fE

ABLE TO OBTAIN FINANCING. OTHERWISE, THE CREDIT IS OF NO USE.
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MORTGAGE REVENUE IBONDS, ON THE OTHER HAND, PROVIDE ASSISTANCE TO

HOMEBUYERS BY OFFERING MORTGAGES WITII BELOW MARKET INTEREST

RATES. MORTGAGE CAPIrAL AND TIlE INTEREST RATE REDUCTION GO HAND-IN-

IIAND WITII TIIE CURREN'r PROGRAM.

IT iS SUGGESTED THAT ACCESS TO CREDIT POSES NO SIGNIFICANT PROBLEM

IN TODAY'S MORTGAGE MARKET, AND THAT STATE AND LOCAL GOVERNMENT

FINANCING MAY NO LONGER BE NEEDED TO FILL GAIS LEFT BY TIlE PRIVATE

MAKRET. BUT IN A RECENT DISCUSSION PAPER ON IIOMEOWNERSHIP, TIlE U.S.

LEAGUE OF SAVINGS INSTITUTIONS STATES ThIAT "lltE PROSPECT FOR A SEVERE

SHORTFALL OF CAPITAL IN THIS COUNTRY FOl TIlE COMING YEARS CASTS AN

OMINOUS SHADOW OVER HOMEOWNERSIIIP OPPORTUNITIES TlHROUGH THE

REMAINiER OF TIlE 1980S." TIlE REPORT SUGGESTS TIIAT COMPETITION FOR

CREDIT, ALONG WITII A LOW RATE OF SAVING, WILL SQUEEZE MANY WOULD-RE

HOMEBUYERS OUT OF THE MAKRET.

WIll.E TAX CRF.DITS MAY GIVE SOME FAMILIES TIE INCOME NEEDED TO

QUALIFY FOR A MOIRGAGE, THESE RORROWERS WILL HAVE A DIFFICULT TIME

COMPETING IN A TIGhIT MARKET BECAUSE OF TIlE ADDED COST OF PROCESSING

A LOAN WITH A CREIIT CERTIFICATE. MOREOVER, rREIDITS WILL NOT WORK AT

ALL IN MARKETS WIIIIhi" I,ENI)ERS IIAVI" 'FFITIVIY wrrlII)RAWN FROM

MORTGAGE LI'NI)ING, AS WAS TIlE CASE IN MANY OVATIONSS DURING 1981 AND

1982. THE SAME IS TRUE FOR GEOGRAPIIIC AREAS IN WIII' MORTGAGE lOANS

ARE DIFFICULT TO COME BY, AS IN INNER rITINS AND RURAL, AREAS.

WE BELIEVE THAT THE ABSENCE OF MORTrAE FINANCING IN THE TAX

CREDIT OPTION WIL,, AT MINIMUM, LIMIT ITS EFFECTIVENESS IN SOME

LOCATIONS AND DURING SOME PERIODS OF TIME. UNLESS STATE OR LOCAL

AGENCIES ARE ABLE TO PROVIDE COMPANION FINANCING PROGRAMS, THE

CREDIT PROGRAM MAY BE VIEWED AS A LESS ATTRACTIVE ALTERNATIVE.

-13-



14

ASIDE FROM Till" QUESTION OF FINANCING, IF MORTGAGE TAX CREDI-1S

AND MORTGAGE REVENUE BONDS ARE INTENDED 'O BE EQUIVALENT

PROGRAMS, THE PROPOSAL SEEMS TO FALL SHORT OF THIS GOAL. BOTH TIE

FACTOR FOR CONVERTING BOND AUT~IORITY TO TAX CREDIT AUTHORITY AND

THE TRANSITION RULES MAY FURTHER DIMINISH THE AMOUNT OF ASSISTANCE

THAT WOULD BE AVAILABLE THROUrHtI THE NEW PROGRAM WHEN COMPARED

WITH MORTGAGE BONDS.

THE LEGISLATION WOULD ALLOW HOUSING FINANCE AGENCIES TO

CONVERT 14.35 PERCENT OF THEIR "UNUSED BOND AUTHORITY" FOR TAX

CREDITS. IN OTHER WORDS, $100 MILLION IN UNUSED BOND AUTHORITY WOULD

EQUAL $14.35 MILLION IN TAX CREDIT AUTHORITY. (NOTE, O10WEVER, THAT THIS

$14.35 MILLION DOES NOT REPRESENT THE ACTUAL AMOUNT OF TAX CREDITS

CLAIMEl) BY HOMEBUYERS, BUT RATHER EQUALS THE SUM OF THE MORTGAGE

AMOUNT MULTIPLIED BY TAX CREDIT PERCENTAGE FOR EA(1H PARTICIPANT IN

'rilE CREDIT CETIFICAT'E PROGRAM; THE ACTUAL AMOUNT OF ASSISTANCE

RECEIVED BY TAXPAYERS WOULD BE LESS.)

TIllS 14.35 PERCENT FOLLOWS FROM TIlE ASSUMPTION THAT MORTGAGE

BOND-FINANCED LOANS REAR EFFECTIVE INTEREST RATES RO(JGHLI,Y 15

PERCENT BELOW MARKET INTEREST RATN- FOR EQtlIVAIENT LOANS.

ALTHOUGH IT MAY SEEM STRAIrHTFORWARD, THERE IS NO GENERAL

AGREEMENT ON TIE QUESTION OF HIOW LARGE AN INTEREST RATE REDUCTION

REVENUE BOND PROGRAMS PROVIDE. THE ANSWER DEPENDS ON (1)

ASSUMPTIONS ABOUT TilE MORTGAGE RATE IN BOND PROGRAMS AND (2) THE

DEFINITION OF "EQUIVALENT, MARKET RATE MORTGAGE LOANS."

A RECENT GAO ANALYSIS, FOR EXAMPLE, COMPARED THE MORTGAGE

RATE ON BOND FINANCED LOANS WITH THE RATE ON FEDERALLY INSURED

MORTGAGES, FINANCED WITH FEDERAL GUARANTEES. WE WOULD HARDLY VIEW
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THIS AS A MEASURE OF MARKET RArES Ol? INTrRESr. THE ANALYSIS ALSO

APPAIEI'NTioY CONIPARE I.S lONc' 'l, FIXEl.) iATE, IIOND-FINANCED LOANS

WITH LOW DOWNIPAYMENT TO MORTGAGES WITIH A WIDE RANGE OF TERMS-

AGAIN, IAR)LY EQUIVALENT MIOITGAG ES.

IT APPEARS THAT THE ONE AVAILABLE MEASURF OF MORTGAGE INTEREST

RATES WHICH IS MOST COMPARABLE TO BOND PROGRAM RATES IS PROVIDED BY

THE FEDERAL HOME LOAN BANK BOARD. TIlE BANK BOARD REPORT ON

COMMITMENT RATES IS COMPREHENSIVE, EXCI,UDES FEDERALLY BACKED

MORTGAGES FROM ITS CALCULATIONS, AND ALLOWS A COMPARISON OF

EQUIVALENT LOANS WITIIOUT OUTSIDE SUBSIDIES AND BUYDOWNS. USING THIS

SERIES, THE NATIONAL ASSOCIATION OF HOME BUILDERS HAS CONCIUjIDED THAT

THE TRUE SPREAD BETWEEN INTEREST RATES IN STATE BOND PROGRAMS AND

.. SIMILAR CONVENTIONAL MORTGAGES FROM JANUARY 1982 THROUGH JUNE 1983

WAS 21.6 PERCENT. UNLIKE THE GAO COMPARISON, TIlE IOME BUILDERS'

ANALYSIS INCORPORATES TiHE ACTUAL EXPERIENCE OF STrATE HiOUSING

FINANCE AGENCIES DURING TtIIS PERIOD.

ANOTIIER AREA IN WHICH AS..SIS'rANCE PROVIDED BY TAX CREDITS FALLS

SHORT OF MORTGAGE REVENUE BONDS IS IN TIlE CASE OF AN ISSUER SUBJECT

TO THE TRANSITION RULES. THE LEGISLATION IMPOSES TRANSITION RULES IN

ORDER TO KEEP TIE USE OF TIlE PROGRAM FROM GROWING MUCH BEYOND

WHAT IS ANTICIPATE[ WITH MORTGAGE REVENUE BONDS; THE ULTIMATE AIM IS

TO PREVENT HIGHER TIIAN EXPECTED REVENUE LOSSES.

WIIILE WE UNDERSTAND TIlE NEED TO STAY WITHIN THE TAX LOSS

PROJECTED BY THE JOINT TAX COMMITTEE FOR MORTGAGE BONDS (WHICH IS

ALSO TIlE PROBLEM IN INCREASING THE 14.35 PERCENT CREDIT FORMULA), WE

MUST POINT OUT TIIAT TIlE TRANSITION RUI.ES CREATE ANOTHER DISINCENTIVE

TO STATE AND LOCAL GOVERNMENTS TO TRY THE TAX CREDIT PROGRAM.
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WHERE TIlE TRANSITION RULES ARE IN EFFECT, THEY DIMINISH THE AMOUNT OF

ASSISTANCE THAT WOULD POTENTIALLY BE AVAILABLE TI1ROUGH MORTGAGE

BONDS ALONE.

5. WILL TAX CREDITS PROVIDE SIGNIFICANT ECONOMIC ADVANTAGES OVER

MORTGAGE REVENUE BONDS?

I

AT PRESENT, STATE AND LOCAL GOVERNMENTS HAVE A PROGRAM IN

PLACE WHICH HAS PROVEN EFFECTIVE OVER THE YEARS. OPERATING

PROCEDURES ARE ESTABLISHED, AND FIRST TIME HOMEBUYERS ARE RECEIVING

ASSISTANCE. WHAT, THEN, ARE THE ADVANTAGES OF CREATING A NEW

PROGRAM?

ADVOCATES OF TIlE TAX CREDIT PLAN CLAIM THAT IT OFFERS ECONOMIC

ADVANTAGES OVER MORTGAGE BONDS BY REDUCING FEDERAL REVENUE LOSS

AND REIIEVING PRESSURE ON TAX-EXEMPT INTEREST RATES. .SIIA BELIEVES

THAT TIIESE CLAIMS GREATLY EXAGGERATE THE BENEFITS OF THE TAX CREDIT

OPTION, BECAUSE THEY ARE BASED ON FAULTY AND OVERBLOWN ESTIMATES OF/
THE IMPACT OF MORTGAGE REVENUE BONDS.

THE CLAIM TIIA'r TIlE PROGRAM CAN MATCH MORTGAGE BONDS IN

MEETING NEEDS "BUT AT A FRACTION OF THE COST IN TAX EXPENDITURES TO

THE FEDERAL GOVERNNfENT..." IS INCORRECT. THIS CLAIM IS BASED ON A

GENERAL ACCOUNTING OFFICE ANALYSIS, WHICH CONCLUDES THAT A TYPICAL

BOND-FINANCED MORTGAGE MADE IN 1982 WILL COST ABOUT FOUR TIMES AS

MUCH IN FEDERAL REVENUES AS iT PROVIDES IN INTEREST SAVINGS TO THE

HOMEBUYER, OVER THE LIFE OF THE MORTGAGE.

CSHA REJECTS THE CLAIM THAT ADOPTION OF THE TAX CREDIT PROGRAM

WILL PRODUCE LARGE SAVINGS OVER MORTGAGE REVENUE BONDS. THE

-16-
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ALLEGATION BY GAO THAT BOND PROGRAMS ARE GROSSLY INEFFICIENT

RESULTS FROM ESTIMATES WHICH (1) EXAGGERATE THE REVENUE LOSS FROM

THESE BONDS AND (2) UNDERSTATE INTERESTr SAVINGS. IN PART, THIS IS DUE TO

ASSUMPrIONS ABOUT INTEREST RATES. THE COST ESTIMATE WAS DRIVEN UP BY

THE FACT THAT GAO CHOSE TO STUDY A PERIOD OF ABNORMALLY HIGH

INTEREST RATES. ON THE BENEFIT SIDE, INTEREST RATE ASSUMPTIONS

INACCURATELY REFLECTI'I) THE SPREAD BETWEEN BOND-FINANCED AND

MARKET RATE MORTGAGES.

THE COST FIGURE PRESENTED BY GAO IS ALSO IHIGH BECAUSE OF THE

METHOD USED TO ESTIMATE IT. NO ONE CAN MEASURE EXACTLY HOW MUCH

TAX REVENUE GOES UN('O1,I,Y"PEI) WHEN TAX.IXEMPT BONDS ARE ISSUED. WE

CAN ONLY ESTIMATE TIlE AMOUNT, MAKING ASSUMPTIONS ABOUT THE WAY

PEOPLE INVEST AND 11OW THEY STRUCTURE TIIIR IiOLDINGS. rHE METHOD

USED BY GAO ASSUMS THE MAXIMUM POSSIBI.E TAX LOSS FROM TIIESE BONDS,

BY SUGGESTING TIIAT EVERY DOLLAR INVESTED IN TAX-EXEMPTS MEANS A

I)OLLAR LOST FROM FULLY TAXABLE INVESTMENTS. A MORE REALISTIC VIEW

OF INVESTMENT PATTERNS WOULD PRODUCE A SUBSTANTIALLY LOWER COST

ESTIMATE.

TAX CREDITS ARE ALSO TOUTED AS A WAY OF REDUCING THE AMOUNT OF

BORROWING IN TIIE TAX-EXEMPT BONI) MARKET, AND THEREBY LOWERING

INTEREST RATES. AS IN TIlE CASE OF REVENUE LOSS, ESTIMATES OF THE EFFECT

THAT THE LEVEL OF BORROWING hIAS ON TAX-EXEMPTP INTEREST RATFS ARE, AT

BEST, ROUGII APPROXIMATIONS OF 11OW TIE FINANCIAL MARKET WORKS. TIE

URBAN INSTITUTE STUDY OFTEN CITED ON THIS SUBJECT HAS BEEN CRITICIZED

BY BOTH SUPPORTERS AND OPPONENTS OF REVENUE BOND PROGRAMS FOR

OVERSTATING TIlE EFFECT ON INTEREST RATES.

-17-
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EVEN THE TREASURY DEPARTMENT, IN TESTIMONY BEFORE A SENATE

FINANCE SUBCOMMITTEE HAS ACKNOWLEDGED THAT IT USES A MUCH LOWER

FIGURE IN ITS ESTIMATES OF THE EFFECT OF NEW TAX-EXEMPT ISSUES ON

INTEREST RATES. THUS CLAIMS THAT TAX CREDITS-BY REDUCING THE VOLUME

OF TAX-EXEMPT MORTGAGE BONDS-WILL HAVE A SIGNIFICANT EFFECT ON TAX-

EXEMPT INTEREST RATES ARE HIGHLY EXAGGERATE!n.

A POSSIBLE BENEFIT OF THE TAX CREDIT PROGRAM IS THAT THE LEVEL OF

BENEFITS CAN BE TARGETED TO DIFFERENT INCOME GROUPS BY A SLIDING

SCALE FOR THE AMOUNT OF THE CREDIT. IT SHOULD BE NOTED, HOWEVER,

THAT SUCH TARGETING HAS BEEN USED IN MORTGAGE BOND PROGRAMS,

PARTICULARLY WITH HOME IMPROVEMENT LOANS. POSSIBLY, THE CHALLENGE

*WF THE CREDIT PROGRAM WILL RESULT IN EVEN MORE CREATIVE APPROACHES

TO PROVIDING ASSISTANCE USING MORTGAGE BONDS.

CONCLUSION

IN SUMMARY, MR. CHAIRMAN AND MEMBERS OF THE co1,qrmEi, WE

SUPPORT THE TAX CREDIT INITIATIVE AS A PROPOSAL. IF ENACTED, WE WOULD

APPLY OUR EXPERIENCE TO tRY TO MAKE THE PROGRAM WORK 'To IIELP MORE

FAMILIES ACHIEVE THE AMERICAN DREAM OF IIOMEOWNI".RSIIIP. '' TIE SAME.

TIME, AS THE PRIMARY FINANCIAL INSTITUTIONS SERVING LOW AND MOI)ERATE

INCOME HOUSING NEEDS OVER THE PAST DECADE, WE CAUTION THAT THE

PROPOSED PROGRAM IS MORE COMPLEX THAN IT -MAY APPEAR IN THEORY.

TREMENDOUS ENERGY AND RESOURCES WILL BE REQUIRED TO MAKE THE

PROGRAM OPERATIONAL AND EVEN THEN, IT MAY NOT GENERALLY OFFER

BENEFITS EQUAL TO THE PRESENT MORTGAGE BOND PROGRAM.

STATE HOUSING FINANCE AlENCIES APPROACH THIS NEW PROGRAM IDEA

WITH AN OPEN MIND AND BELIEVE THAT IF ANYONE CAN MAKE IT WORK, WE

CAN. BUT THE PROVEN ALTERNATIVE MUST BE RETAINED AS WELL. BEFORE WE

TRY OUT THE NEW PROGRAM, CONGRESS SHOULD FIRST ELIMINATE THE

DECEMBER 31, 1983 SUNSET ON MORTGAGE REVENUE BONDS.
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STATEMENT OF WALLACE L. FORD, II, EXECUTIVE DIRECTOR,
STATE OF NEW YORK MORTGAGE AGENCY, NEW YORK, N.Y.

Mr. FORD. Good morning. Mr. Chairman, my name is Wallace L.
Ford, II. I'm executive director and chief executive officer of the
State of New York mortgage agency, better known by the acronym
SONYMA. I'm also chairman of the single family home owners hip
committee of the council of State housing agencies. And today I am
testifying on behalf of the State of New York.

As my colleagues, I would just like to summarize my comments.
And we have our complete testimony submitted to the committee
review.

First of all, I would just like to commend the chairman for ac-
knowledging the important role that State housing agencies must
play to promote homeownership by low- and moderate-income
households at a time when continued high interest rates have put
homeownership costs beyond the reach of millions of Americans.

The First Time Homebuyers Assistance Act of 1983 also reflects
an understanding of the importance of giving States flexibility in
pursuing housing solutions which coincide with the housing and
economic conditions, and resources within their boundaries. Home-
ownership the key to stable communities and neighborhoods is de-
clining in this country. Between 1970 and 1980, the percent of
homeowners nationwide decreased for the first time in 40 years. In
New York, SONYMA has been addressing the housing needs of
moderate income households, but the need is for more rather than
less housing assistance in the State.

New York's primary goal is to insure there are mortgage assist-
ance programs to provide the maximum feasible benefits to poten-
tial homebuyers in the State; particularly, first time home buyers
and families purchasing homes in targeted distressed areas. With
this goal in mind, two principal concerns arise regarding the abili-
ty of the tax credit proposal to achieve the desired objectives.

First is the issue of mortgage affordability. When a bank consid-
ers whether a prospective home buyer qualifies for a mortgage
loan, the bank compares two dollar figures. One being the monthly
payments under the terms of the mortgage. The other is the gross
income; not the after-tax income of the borrower.

The second concern relates to the dollar value benefits flowing to
home buyers in the State. It is being contended that the average
subsidy provided to home buyers will be greater with mortgage tax
credits than with mortgage revenue bonds. I would only call to the
committee's attention the fact that in SONYMA's recent June 1983
bond sale we resulted with a mortgage rate of 9.9 percent while
conventional mortgage rates averaged in excess of 13 percent. This
translates into a benefit for participating home buyers of over 24
percent.

The additional concern we have has to do with the cost with re-
spect to administration. And in that regard we would just like to
again suggest that the retention of the mortgage revenue bond pro-
visions of the Tax Act continue while these other alternatives are
explored.

I would like to thank you, Mr. Chairman, as well as the members
of the committee for the opportunity to comment on this act, and
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hope that my comments will be of assistance to the committee as it
considers this legislation.

[The prepared statement of Wallace Ford II follows:]
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Mr. Chairman and Distinguished Senators,

Good morning. My name is Wallace L. Ford II. I am

Executive Director and Chief Executive Officer of the State

of New York Mortgage Agency -- better known by the acronym

SONYMA. I am also the Chairman of the Single Family Homeowner-

ship Committee of the Council of State Housing Agencies. I am

testifying today on behalf of the State of New York.

I would like to commend Senator Dole for acknowledging

the important role that state housing agencies must play to

promote homeownership by low and moderate income households at

a time when continued high interest rates have put homeownership

costs beyond the reach of millions of Americans. Senator Dole's

bill -- S. 1598, the First-Time Home Buyers Assistance Act of

1983 -- also reflects an understanding of the importance of

giving states flexibility in pursuing housing solutions that

coincide with the housing and economic conditions and resources

within their boundaries.

Homeownership -- the key to stable communities and neigh-

borhoods -- is declining in this country. Between 1970 and

1980, the percent of home owners nationwide decreased for the

first time in 40 years. In New York, SONYMA has been addressing

the housing needs of moderate income households, but the need

is for more rather than less housing assistance in the State.

SONYMA's most recent bond sale will enable approximately 3,500

New York households to afford homeownership, but the demand for

low-interest mortgages far exceeds the supply. During the

past two months alone, SONYMA has received some 15,000 telephone
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calls inquiring about the mortgage program.

New York's primary goal is to ensure that its mortgage

assistance programs provide the maximum feasible benefit to

potential home buyers in the State -- particularly first-time

homebuyers and families purchasing homes in targeted distress

areas. With this goal in mind, two principle concerns arise

regarding the ability of the mortgage tax credit proposal in

S. 1598 to achieve the desired objective.

:I First is the issue of mortgage affordability. When a bank

considers whether a prospective home buyer qualifies for a

mortgage loan, the bank compares two dollar figures. One is

the monthly payments under the terms of the mortgage. The

other is the gross income -- not the after-tax income -- of the',

borrower. The mortgage revenue bond program significantly reduces

one of those figures -- monthly payments. This enables a

home buyer with lower gross income to qualify for a loan. In

contrast, the mortgage tax credit would alter neither of the two

critical figures. Monthly payments in most instances would be

based on a market rate mortgage. And gross income, of course,

would not be affected by the availability of a tax credit. Again,

it has been our experience that banks and savings and loan insti-

tutions in New York simply do not take into account a borrower's

after-tax income. Thus, the question arises as to whether the

mortgage tax credit would enable households at the lower

end of the income scale to afford mortgages.

The second concern relates to the dollar value of the

benefits flowing to home buyers in the State. It ha8 been

contended that the average subsidy provided to home buyers will
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be greater with mortgage tax credits than with mortgage revenue

bonds. But upon closer examination, this claim appears to be

based upon a significant understatement of the benefit to home-

buyers under the current program. The proposed tax credit

benefits are based on an estimated tax-exempt'bond benefit of

10 to 15 percent. Experience from SONYMA's recent bond sales

resulted in an interest reduction benefit of approximately

20 percent. In fact,SONYMA's June 1983 bond sale resulted in

a mortgage rate of 9.9 percent while conventional mortgage rates

averaged in excess of 13 percent. This translates into a bene-

fit to participating home buyers of over 24 percent.

New York has one additional concern with the mortgage tax

credit proposal. As you know, the mortgage revenue bond program

is self-supporting on the State level, and agencies such as

SONYMA presently operate without State appropriations. In

contrast, the implementation of mortgage tax credits would

entail administrative costs which may have to be paid out of

the State budget.

There are many alternative methods of meeting the variety

of housing finance needs in the nation. Mortgage tax credits

may be one possible way of helping to make home ownership a

reality for most citizens. It is critical, however, that this

new approach not be pursued at the expense of the mortgage

revenue bond financing mechanism. As SONYMA described in

detail during testimony before this Committee on May 13 of

this year, the mortgage revenue bond program has achieved signi-

ficant success in New York, as elsewhere. I urge youi passage

of the legislation to extend this important program.

Ifi closing, I would like to thank Chairman Dole and the

members of the Committee for the opportunity to testify on the

First-Time Home Buyers Assistance Act of 1983. I hope that my

comments will be of assistance to the Committee as it considers

this legislation.
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STATEMENT OF MICHAEL R. LANG, GENERAL MANAGER, PARK
WEST CONSTRUCTION CO., COLORADO SPRINGS, COLO.

The CHAIRMAN. Mr. Lang.
Mr. LANG. Mr. Chairman, I'm Michael Lang, general manager of

Park West Homes. I'm here with Bruno Pasquinelli, a principal in
that company.

We've been in the primary homebuilding business for 26 years,
and have actively serviced that market, and continue to service
that market. And I have two comments on the proposed legislation.

First off, for the First Time Homebuyers Assistance Act to serv-
ice the first time home buyer something is going to have to be done
that that home buyer has the potential to make those payments.
There is going to have to be some sophistication to the legislation
to insure that the individual has the funds to diminish withhold-
ings; IRS guidelines are going to have to be addressed. Otherwise,
the payments won't be made.

The second point I would like to make is that to qualify this indi-
vidual, HUD guidelines, Fannie Mae guidelines, et cetera, are
going to have to be addressed, or that individual will never be al-
lowed to make that purchase.

And I think these two technical aspects of the bill have to be ad-
dressed or the bill itself will never be successful.

Thank you, sir.
[The prepared statement of Michael Lang follows:]
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Ri ParkWest Homes
6050 Erin Park Drive
Suite 200
Colorado Springs, CO 80907
(303) 594-9305

TESTIMONY OF MICHAEL R. LANG

GENERAL MANAGER PARK WEST HOMES

CONCERNING MORTGAGE TAX CREDIT BILL

GENTLEMEN:

Park West Homes is a privately held national building

company engaged in developing and constructing on-site single and

multi-family residential communities. Our targeted market is the

entry-level buyer. The principals of Park West Homes have

delivered in excess of 10,000 residential units during the past

26 years. We are currently operating in Colorado, Illinois and

North Carolina and we will deliver in excess of 700 homes in 1983

with approximately 172 of our customers using State Mortgage

Subsidy Bonds to finance their purchases. Park West feels that

this type of mortgage financial assistance to homebuyers is a

meaningful program which directs funding to insure the

realization of the national priority of decent housing for all

income strata.

The Mortgage Subsidy Bond Tax Act of 1980 and The First-Time

Homebuyer Assistance Act of 1983 as proposed represent a

continuing commitment to affordable housing. As an entry level

homebuilder, Park West on a daily basis is required to make

resource allocation decisions which ultimately determine the

I
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construction cost of our product. These decisions plus the land

and overhead costs are key factors in determining what the sales

price of our product must be. Park West has limited ability to

influence these costs. The "Invisible Hand" through supply and

demand is the prime mover, not Park West. Park West's efficiency

or inefficiency, though only a small percentage of the costs,

determines if we remain a viable entity in the market.

We are now in an era where the "Invisible Hand" is also

determining the cost of money, the final key ingredient in the

housing equation. When a conscious decision was made to free

capital to go to its highest and best use, there was a

corresponding decision to change the priority of industries

dependent upon capital. The housing industry is a capital

intensive industry. Purchasing a home is the largest single

financial commitment that most people make. Building homes

requires the commitment to allocate resources to the future. It

is not a short-term decision and long-term capital has a tendency

to be expensive.

As in all decisions there is usually a good or better way to

achieve a goal. The Mortgage Subsidy Bond Tax Act of 1980 was a

good solution. It facilitated homeownership for first-time

homebuyers. It provided legislation which allowed private

capital markets to allocate long-term funds at a lower cost to a

targeted market segment. It encouraged the restoration of older

existing housing as well as the formation of new communities.

2
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But as in all good legislation there are inefficiencies.

Administration costs money. Raising capital is expensive. That

is why Park West Homes supports the First-Time Homebuyer

Assistance Act of 1983. We feel that this proposed legislation

retains the best of the old legislation while addressing known

deficiencies and inefficiencies.

The current proposal in no way restricts issuance of

Mortgage Subsidy Bonds as provided for in previous legislation.

Rather it provides for the new option of a Mortgage Credit

Certificate issued directly to the homebuyer. This certificate

if used could be a much more efficient mechanism for allocating

capital. Further, the proposed legislation incorporates the

ability of targeting the impact rather than a single interest

rate solution. Homebuyers are encouraged through current tax

legislation to itemize deductions. Thus, there are limited

additional costs to having a state agency issuing a W-2

representing the tax credit to the homebuyer. Administratively

the costs of such programs will be less. In essence, the proposed

legislation provides a simpler system while continuing to provide

the mortgage assistance desired.

It must be argued that this proposed legislation has its

administrative shortfalls also. For the Mortgage Credit

Certificate to have a subsidy effect, existing HUD underwriting

guidelines must be amended. Applicants must be screened for

eligibility and borrower's withholdings modified to reflect the

3
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impact of credit. Additionally, private lenders and investors

must be enlisted to participate in the program. Compliance will

continue to require monitoring. All of these activities impose

costs. But most of these costs are already being paid alon& with

many other costs which potentially could be eliminated.

State and local governments have developed strong housing

institutions. They are experienced in making decisions that

relate to the public purpose envisioned by the current proposal.

They should be retained in this roll. However, they are not

necessarily efficient in raising 'capital or administering loans.

Private lenders in the free capital market, given the proper

guidelines for underwriting and the necessary security

instruments, represent a more efficient mechanism. Good acts do

not necessarily lead to efficiency. The "Invisible Hand" has

been the cornerstone of efficient resource allocation in this

country. The strengths of the current capital marketplace is

freedom of choice. The Mortgage Credit Certificate represents a

gentler intrusion into the capital marketplace while continuing

to support a commitment to the American Dream of decent housing

for all our citizens.

In summary, the First-Time Homebuyer Assistance Act of 1983

retains the best of the old while addressing a more efficient

allocation of resources. It demonstrates a continuing commitment

to the national priority of decent housing for all our citizens.

It has its difficulties. Park West supports the proposed

legislation as the best alternative in America's attempt

to maintain a commitment of decent housing for all.
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Mr. PASQUINELLI. Mr. Chairman, I would like to just make a
couple of points. We do operate in three States. I've had the unfor-
tunate experience of operating for most of my time in the State of
Illinois. And there are a couple of things that I would like to bring
to your attention.

No. 1, I would like to have the credits issued by the State hous-
ing authority. Often times when these credits or revenue bonds or
mortgages are made, if they are sifted through the financial insti-
tutions, often times the allocations are not made to the people but
made to people that have private and individual interests that go
beyond the scope of good intention.

The second thing I would like to bring to your mind is that
during the transition of this program of mortgage credits that the
State of Illinois not lose its allocation. We were unfortunate. We
were one of the last States to use the mortgage revenue bonds
through a quirk in the law.

And let me say, Senator, that in 1981 even though our mortgage
revenue bonds came out and our mortgages were issued at 12.9 per-
cent, that it did help our State and our economic problems. So even
though we did rt have the opportunity to use this money, please
don't limit our allocation or penalize us for not having used it. We
wanted it.

Our need could be evidenced by the last issuance of mortgage
revenue bonds. We had commitments for $700 million, and we had
an issuance of only $68 million. There is a lot of heat going on be-
cause poor people weren't given these mortgages.

But I think of all the people and all the commitments that were
made. We need some sort of a program in our State, and probably
for our country. So I endorse your mortgage credit program, but I
also say, please, please, don't sunset this mortgage revenue bond
program.

Thank you.

STATEMENT OF BLAKE CHAMBLISS, CHAIRMAN-ELECT, HOUSING
COMMITTEE, AMERICAN INSTITUTE OF ARCHITECTS, WASH-
INGTON, D.C.
Mr. CHAMBLISS. Mr. Chairman, my name is Blake Chambliss. I'm'

an architect in private practice in Grand Junction, Colo. We have a
small practice serving three States-Colorado, Wyoming, and
Utah-serving basically a rural constituency.

I'm here representing the American Institute of Architects. I'm
chairman-elect of the AIA's housing committee, as well as a direc-
tor of the Colorado State Housing Finance Authority.

The AIA supports the general thrust of S. 1598 on the condition
that its approval be accompanied by an extension of mortgage reve-
nue bonds beyond the 1983 sunset, without further restrictions on
their issuance, that S. 1598 be in no way considered a precedent for
changes in such tax provisions as the home mortgage deduction,
and that certain provisions be added or revised to make the pro-
gram more useful to current users.

We propose the following changes in the bill:
No. 1 consider tying tax certificates to taxable bonds issued in

lieu of tax exempts because the program creates no mortgage cap-
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ital. And in mortgage short communities like ours, that's impor-
tant.

We believe the legislation may seriously underestimate the subsi-
dy provided by mortgage revenue bonds, and, thus, the 14.35-per-
cent exchange rate should be revised and looked at perhaps on the
order of 20 percent.

Second, we need to clarify that mortgage or certificate holders
are eligible for purchase of secondary mortgage market entities
like Freddie Mac or Fannie Mae.

Three, provide a means for reimbursing issuers for their cost of
administering the program.

Four, clarify that both State and local issuers may exchange
bond authority for credit certificates.

Five, review transitional rules to make the program useful to
those with low or no 1983 bond issues.

We hope, as you do, that S. 1598 will expand housing opportuni-
ties and choices for people throughout rural and urban centers. But
they must be allowed to be administered flexibly to meet those
changing and differing conditions in those areas.

Thank you. We have submitted a more detailed statement.
The CHAIRMAN. Thank you. Your statement will be made a part

of the record.
[The prepared statement of Dean Blake Chambliss follows:]
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My name is Blake Chambliss of the architectural firm of Chambliss

Associates of Grand Junction, Colorado. I am a member of the

Board of Directors of the Colorado Housing Finance Authority,

and Chairman-elect of the Housing Committee of The American

Institute of Architects (AIA). I am pleased to appear today on

behalf of the AIA, and very much appreciate your invitation.

The AIA has long maintained a deep interest in national housing

policies and programs. In fact the AIA first expressed its

interest in an urban policy statement almost sixty years ago.

WL believe that mortgage revenue bonds have made a significant

contribution to expanding homeownership opportunities for

thousands of families who otherwise would have found the market

closed to them and although we address our specific remarks to

the substance of S. 1598, we would like to reiterate our support

for mortgage revenue bonds as an important housing assistance

tool--a fact recognized by the enormous bipartisan support

they continue to enjoy.

The AIA wishes to commend you, Mr. Chairman, for developing

S. 1598, the First-time Homebuyers Assistance Act of 1983. This

measure represents an attempt to produce an innovative, cost-

effective option for states and localities to use in meeting

their housing needs. The AIA recognizes that the program of

mortgage credit certificates (MCCs) established in the bill would

offer a number of advantages to current issuers of tax-exempt,
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single-family MRBs, and to the housing industry in general.

The program would expand the number of tools available to states

and localities for homebuyer assistance, and would permit wide

flexibility in its application to particular state and local

housing needs. The proposal would also avoid the market timing

problems of MRBs, and thus make it more responsive to counter-

cyclical housing needs.

Despite these advantages, the AIA believes that the legislation

raises several questions with serious implications for the future

of federal tax policy as it relates to home buying and home owner-

ship. Moreover, as currently drafted, the bill requires certain

clarifications and revisions in order to make it a more workable

option. As a result, the AIA support for S. 1598 is conditioned

upon the committee's action to address these broad policy issues

and to make the MCC program truly useful as an option.

S. 1598 constitutes a major departure from current tax policy in

that it would introduce into the law a tax credit for mortgage

interest, which would exist side-by-side with the home mortgage

deduction. The AIA believes that the Committee should state

clearly and emphatically that approval of this legislation is in

no way meant to disturb or have policy implications for the home

mortgage deduction.

S. 1598 has been introduced in the context of Congressional
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consideration of the extension of single-family, tax-exempt

MRBs beyond their sunset date of December 31, 1983, and in fact

assumes that a continuation will occur. The AIA believes that

approval of S. 1598 should accompany, if not follow, adoption of

an MRB extension. The extension should be permanent, but failing

that should be for no less than five years. In addition, the

extension should carry with it no further restrictions on the

issuance of MRBs than already exist in current law. Otherwise,

the MCC program will become a forced choice, in conflict with the

aim of S. 1598 as originally articulated.

Now, I would like to suggest certain changes and clarifications in

S. 1598 that the AIA believes would be necessary to assure a

worthwhile MCC program. Our suggestions spring from the fact that if

state and local issuers are to be expected to use MCCs as

an alternative to mortgage revenue bonds then the certificates

must be attractive and useful to them. This can be accomplished,

not by making MRBs less attractive through additional restrictions,

but by improving the provisions of S. 1598.

First and most important, issuers must have assurance that the

MCCs they receive in exchange for their mortgage revenue bond

authority have a subsidy value equal to the bonds they have

exchanged. The certificates must provide an amount of assistance

at least equivalent to that provided by MRBs. S. 1598 would

permit issuers to develop MCC programs that would give eligible

homebuyers a subsidy of from ten to fifty'percent on their annual
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mortgage interest. However, issuers may not receive more than

$14.35 million for each $100 million of bond not issued. Anal-

ysis of the assumptions underlying the leqialation indicates

that this amount seriously understates the subsidy that mortgage

revenue bonds provide. A closer approximation of the assistance

value of credits to the value of mortgage revenue bonds would be

$20 million worth of MCCs for every $100 million of bonds not issued.

Unless the committee takes steps to bring the amount of certifi-

cates into line with the subsidy value of mortgage revenue

bonds to produce an even trade, issuers will have very little

incentive to make use of the MCC option, An increase in the

amount of MCCs that states and localities can receive for not

issuing mortgage revenue bonds would be one means of-handling

the problem.

MCCs by themselves create no additional mortgage capital, but

in fact rely on the availability of private capital provided

by private lending institutions. Also, there is no assurance

that private lenders will honor certificates in qualifying

potential homebuyers. The use of certificates in connection

with taxable bonds would address these problems.

To the extent that MCCs are not applied to any taxable

bond mortgage, it is important for the Committee to

clarify that mortgages subsidized through MCCs would be

eligible for sale to secondary market entities such as

the Federal National Mortgage Association in order to
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assure a free flow of credit, particularly in rural communities

and areas that traditionally'experience credit shortages.

The transition rules included in the bill raise another barrier

to the MCC program's use. First, these rules would add signif-

icantly to the complexity involved in determining the amount

of MCCs that states and their respective jurisdictions could

receive in trade for their MRBs. Second, because they are based on

previous issuance, the rules would not allow some states or

localities to exchange all their current bond authority for MCCs,

thus penalizing them for a conservative approach to bond issu-

ance. These issuers are not likely to use a program that ties them

to their past level of bond issuance and so restricts their

future activity.

The legislation does not make clear that MCCs may apply to

alternative mortgage instruments such as graduated payment mort-

gages, adjustable rate mortgages, and variable rate mortgages.

If states and localities believe that their homebuyers are

best served through programs that include these mortgage types,

then the law should not prevent MCCs from reducing the costs of

such mortgages. Finally, to reduce the complexity of administra-

tion and to insure that the program is in place as quickly as

possible, the legislation should clarify that all current issuers,

state as well as local, shall have the authority to exchange

MRBs for certificates.
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While much of the attention has been focused on the relationship

of current issuers to the pew proposal, some thought should also

be given to the individuals who would receive the mortgage

credit certificates, for they ultimately have the most important

stake in the program's success. The Committee should make clear

in its report accompanying the legislation that it expects issuers

who participate in the program to inform eligible homebuyers of

how they can use the certificates to qualify for private mortgages,

particularly through adjustment of withholding rates. There

should also be adequate opportunity for public comment on the

establishment of any state or local program designed to use the

MCCs. And care should be taken to insure that rural as well as

urban areas are equitably served.
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The CHAIRMAN. I would say in response to Mr. Lang's two points
that we are working on those. I am advised by staff that they are
aware of the problem, as you mentioned. And that it is an area-if
it is going to be effective, it's going to have to address those two
problems.

Unlike mortgage bond loans, mortgage credits can be obtained by
an issuer and they can be stockpiled. That's another point that you
raised about you might lose it and then in later years if sensible
housing policy suggests such an approach with this feature insur-
ing that the absolute amount of assistance is not reduced by delay.
With the State's ability to deepen the subsidy to as much as 50 per-
cent, is there any rewaon why bonds and credits shouldn't be re-
stricted to families to below the median income?

I throw that out to anyone.
Mr. PAGQUINELU. Well, housing is for everyone, Senator.
The CHAIRMAN. Well, the subsidies aren't for everyone.
Mr. PASQUINELLI. Because a person makes over $25,000, he

shouldn't--
The CHAIRMAN. Food stamps aren't for everyone.
Mr. PASQUINELLI. Well, what you are doing is depriving people of

the type of housing they want and incentives to earn the type of
housing they want. I think it's important that we maintain a broad
base and not limit it to a certain segment of the population. At
least allow all people to afford housing. You can put certain restric-
tions on it.

The CHAIRMAN. I don't have any quarrel with that, but I think if
we are looking-when this program was sold in the Congress, be-
cause we are going to help low-income families. Not many low-
income families participate.

Mr. PASQUINELLI. Well, I think it's first home buyers we are
trying to help.

The CHAIRMAN. But if they have got a lot of income, they don't
need any help from the Government. They are going to get their
mortgage interest deduction. Nobody is going to try to remove that.

We are not in the business-don't you worry about the deficit?
And all you people come here and want more money. I don't under-
stand this.

Mr. PASQUINELLI. I worry about the deficit but I also worry
about--

The CHAIRMAN. Well, how much do you worry about it? It's going
to be $600 billion in new debt over the next 3 years, and it's going
to drive up interest rates. And you are in the business, and you
ought to be worried about it. And you ought to be here beating us
over the head for throwing away money in a mortgage bond pro-
gram.

Mr. FORD. If I might respectfully interject, Mr. Senator. One of
the things that I would suggest also that needs to be looked at is
some concomitant economic benefits which occur with this housing
program. We have not been able to--

The CHAIRMAN. You will get benefits from any subsidized pro-
gram.

Mr. FORD. I beg your pardon?
The CHAIRMAN. We want the most efficient program. You are

going to get benefits even though in a mortgage bond program 60
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percent, according to the GAO, doesn't go to the home buyer.
Somebody is going to benefit.

Mr. FORD. We would dispute with those GAO figures. But what
I'm talking about is when a home is built or even when a home is
offered for a resale, you have a number of, shall we say, ripple ef-
fects that occur with respect to the purchasing of furnishings, ap-
pliances, paint. There are people who work in those paint factories,
people who pay capital gains taxes on the stock in those carpet fac-
tories.

The CHAIRMAN. I understand that.
Mr. FORD. All of those contribute to the Federal Tax Treasury,

sir. And I would just suggest to you that the minimal impact on
the Federal Treasury by the highest estimates that we have right
now is something like $2 billion of losses to the Federal Treasury
over the next 5 fiscal years does not begin to compare to the bene-
fits that accrue to both local, State and Federal treasuries through
both employment and also other types of purchases which take
place simultaneous to the purchase of homes through our pro-
grams. That is under the mortgage revenue bond action.

The CHAIRMAN. I don't quarrel with that, but we have got a dif-
ferent problem. Everyone who walks into this committee has got
one idea to spend another $1 billion. They say take it out of food
stamps; take it out of medicaid; take it away from the poor people;
don't bother us because we've got a big lobby and we are very effec-
tive, and we have got big packs, and we know how to use them.

But we have got a problem in this country and it is called the
"deficit." And the President doesn't seem too willing to face up to
it. The Speaker of the House said yesterday he wasn't going to do
anything. We are trying to protect those who want to buy homes.
And trying to protect those-not in your business, but in the pri-
vate sector if the mortgage rates go back up again, there won't be
any homes built even with these lush subsidy programs. And I
hope we haven't reached the point where we are going to depend
on subsidies rather than the private sector.

I've just left a meeting where they told me to come back and cut
the budget. We have got homebuilders saying we want more subsi-
dy.

Mr. PASQUINELLI. No. I think you have to encourage a feeling in
the populace of the rights of property. And if you can do this-and
this is one of the aims of your bill, of people buying houses; they
acquire property rights. And with these property rights they have
a feeling of responsibility. And with this feeling of responsibility
you are going to reduce the deficit.

But if you don't have this feeling of responsibility, you can sit
here and try and legislate ways of reducing the deficit alid it is
never going to work. There is more to homeownership than just a
subsidy. We are not just giving away money. We are creating a
place for families to live.

The CHAIRMAN. Everybody who comes in here has got the same
speech.

Mr. PASQUINELLI. For me it's not a speech, Senator.
The CHAIRMAN. This program creates wealth and creates jobs.

And, again, I don't quarrel with what you suggest. We don't have
any money. We've got a debt of $1.4 trillion. The interest on that
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debt is $130 to $140 billion a year. We are going to create new debt
in the next 3 years of $600 billion. And everybody comes in, oh,
don't worry about $2 billion. That's nothing. And if everybody says
don't worry about $2 billion, you are not going to be building any
homes in 3 or 4 or years.

I guess the point is the administration doesn't want to do any-
thing. They want to end it. They've had enough of this program.
They can't afford it. That's what they say.

We believe that there is strong feeling in Congress that there
ought to be some program. We are trying to find the most efficient
program. We are trying to represent the tax payers, but if the tax-
payers don't want to be represented, why-they never do when it
involves them. But we still have to represent them.

Mr. MILLSAP. Senator, we understand that State housing agen-
cies are going to be asked to administer this tax credit program.
We are prepared to try to implement it. However, our studies so
far raise many questions about how it will work. We are.ready to
try to put tax credit certificates in place and see what they will do.

However, we have serious questions about the program's efficien-
cy. We have serious questions about how it is going to function,
and whether people will take advantage of it.

We are now providing long-term mortgage money. The tax credit
program will not provide any money for anyone. As a result, we
must ask: What will the tax credit certificate really deliver for
people in the way of housing finance since mortgage capital is the
critical need-the real problem for the country. I don t question
your concern about the budget. I know you have got that job, and I
don't envy you, Senator.

But on housing, we know what the need is facing us. I have a
great deal of data documenting the severity of the situation. For
instance, Arthur Young of the Census Bureau indicates that we are
facing, in the 1980's, the biggest housing crisis in the whole
damned history of the country. We've got to do everything we can.
Our responsibility in the housing business is to supply that hous-
ing. If we don't give some assistance like we have been doing, we
exacerbate the problem. We've proven how effectively we can func-
tion with the mortgage revenue bond program. I would acknowl-
edge that it maybe isn't the most efficient program, but I would
suggest to you we are at least twice as efficient as the Pentagon.
Even the U.S. Treasury isn't altogether efficient about collecting
its taxes either.

The CHAIRMAN. That's not a very good endorsement-to be twice
as efficient. [Laughter.]

I guess my view is whether it is low-income housing or housing
or whatever, it is all going to stimulate the economy. You don't
have to have a $200,000 home to buy appliances. You can have a
$40,000, $50,000, $60,000, or $80,000 home. But we shouldn't disre-
gard the low income.

As I understand, the reason for this tax policy-in this commit-
tee by the 23d of September we are supposed to report out a bill to
raise taxes-$73 billion. And there are not enough votes in this
committee to report out a bill to raise $1 billion. So you say, oh, $2
billion doesn't make any difference. I mean we are trying to bring
down the deficit.
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It just seems to me that we ought to try to work together, as I
think we will with a different interest. And some you can't satisfy.
Some people just want all that money if they profit from it. In
some States they would rather have the Federal Government spend
it so they won't have to spend it.

But we are going to try to work out an efficient system and try
to sell it to the President. I assume that if the Treasury says that
they don't want the program, they would have at least cleared it
with somebody at the White House. And maybe a veto can be over-
riden, but don't count on it. But maybe we can work it out.

Mr. DAVID SMITH. Senator we certainly share your concerns on
the deficit situation. There is no question about that. But housing
has taken more than its fair share of cuts compared to some of the
other industries. And, you know, people don't pay taxes unless they
are working. And we have to get people back to work. And our
number one priority is to reduce the Federal deficit. And, certainly,
once we get some stability, hopefully, in the financial world, we
could put people back to work and produce housing for this coun-
try. So we are concerned. We are ready to work with you any way
we can.

The CHAIRMAN. I understand you all are. Andthat's what the ex-
perts tell us. If we get the real rates down a couple of points, there
would be a boom in this country you couldn't sustain. I mean you
couldn't cope with it as far as housing, automobiles, and appli-
ances. But, then, again, I only have one vote so it doesn't make any
difference what I say.

But we are going to continue to try to reduce spending in this
committee, and not just everything that sounds good; we may have
to defer it for a while. So we will be working with all of you trying
to figure out the best way to go.

And I think you all agree there is some urgency about getting it
down, whether it's extenucid or whether it's a combination. I
assume you have. December is coming around fairly soon. There's
another recess in October. We are supposed to adjourn by Thanks-
giving. And I would guess you would probably want this addressed
before next year.

Mr. MILLSAP. That's correct, Senator. No question.
The CHAIRMAN. Most everybody says just put everything off until

after the election.
Mr. FORD. It would certainly be a disservice to a number of

people who are being able to buy homes under current programs.
The CHAIRMAN. Not facing up to the deficit. That's all the wit-

nesses we have.
Thank you.
[Whereupon, at 11:23 a.m., the hearing was concluded.]
[By direction of the chairman the following communications were

made a part of the hearing record:]
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MR. CHAIRMAN, I am very pleased to testify in favor of t rst-Time Homebuyers

Assistance Act of 1983. This bill is one of those very rare opportunities where

good government in the form of cost efficiency, new federalism in the form of granting

to states some added flexibility in meeting housing needs, and an opportunity to

give low and moderate homebuyers more assistance are all benefits of this legislation.

As if these three potential accomplishments aren't enough, this bill would also

save the Treasury money. That translates into a more efficient use of taxpayers'

dollars.

I have been concerned for a long time that more and more American families are

being priced put of the housing market. This could not come at a more inopportune

time. The "baby boom" generation will be in the primie hoiubuyinq ages of 25 to 45

during the 1980's. One and one-half million prospective first-time homebuyers will

be entering the marketplace each year during the 1980's. FNMA has estimated that

the demand for mortgages for the remainder of the decade will be approximately $1.6

trillion. The magnitude of these housing needs is a challenge to our housing policy

and demands careful and creative legislation,

Interest rates, cost of homes and inflation have interacted over the years to

create the affordability gap. For the past few years, two-salary families with

sizable incomes have found themselves shut out ot the home buying market because

their disposable income has not kept up with housing prices.

We haven't always had an affordability gap. In fact, it used to be that low

and moderate families could buy a typical new house if they wanted one. This isn't

the case any longer. The 1950's and 1960's were ideal for home ownership. According

to examples cited by the U.S. League of Savings & Loans, in 1956 the median family

income for a household headed by an individual under 35 was just $4,700. A median-

priced new home sold for $16,739. With a 25% dowipayment and limiting monthly
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mc.rt Qaq( rirn( ipal and int(,rc! , payment!, tc. the st ardrd ?5 of incore, the median-

inorc f ari ly could ea! i ly ou a if y f"or th( typic a house. Ir, f a th& family

cokild hav. qualified for a houst !1,13 mc e nrtsive and still stayed within

standard budget norms.

By 1960, homeownership was even more affordable. The family could afford a

$22,100 home which was 26% more costly than the median for 1960.

A broad base of affordabi'ily continued throughout the 1960's and we experienced

a dramatic gain in the national rate of homeownership. ThesE were the older, years

of housing affordability and millions of Americans made the most of this opportunity.

The decade of the 1970's, by contrast, brought the first jolting aberrations

to homeownership opportunity. Incomes doubled between 1970 and 1980, but housing

prices tripled.

Inflation became a dominant distorting factor by 1977. Interest rates reached

double digits for the first time in 1978. Median home prices skyrocketed by $16,000

between the beginning of 1977 and the end of 1978.

By 1979, the median-income household could not qualify to buy the typical new

home at the interest rates and terms available in the conventional lending marketplace.

The 1979 affordability gap was $4,000. In 1980, it reached $11,000 and by 1981, it

exceeded $19,000.

Since then, the gap has narrowed and as of July 1983, the median income household

still faced a $16,250 deficit between the cost of the house it could afford to buy

and the median-cost new house the marketplace offered.

The gap is the reason why American home ownership is on the decline. This gap

is the reason why Congress needs to look carefully for solutions to our housing

needs. I am convinced that the option described in this bill is a step toward

reversing this trend by addressing the widening gap between families aspirations

and the realities of the marketplace.

The bill creates a tax credit for mortgage interest that can be used instead

28-039 0 - 84 - 13
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throigtiout the co:intry added fle,.ilility. tinder present law, housing finance agenci i

use thE proceeds fron tht sale of tby-e):empt bonds to purchase, mortgage loans made

by private lenders. Since the interest income on the bonds is tax-exempt, issuing

agencies can offer a lower rate than comparable taxable bonds. The interest savings

is passed on to home buyers in the form of below conventional mortgage market rates.

During economic times when interest rates are high I think the housing finance

agencies have done an excellent job in bridging the housing affordability gap. The

bill would give agencies a very important option that they can use in addition to

mortgage revenue bonds.

The same state and local housing finance agencies which are currently allowed

to issue mortgage revenue bonds would be permitted the option to issue refundable

income tax credit certificates directly to first time homebuyers instead. The

credit to the homebuyer could be set by the agency at any rate from 10 to 50 percent

of the interest expense on the homebuyer's mortgage. The credit would continue for

as long as that mortgage existed.

Because the credits can vary from 10% to 50% the lower income families who

really need more of a subsidy will get it. On the other hand, moderate income

families who only need a slight subsidy to qualify for home ownership will get the

assistance they need to make the home ownership dream a reality. I believe the

potential is there for a very efficient, well tailored program. I see the housing

finance agencies playing a pivotal role in meeting America's housing needs.

I believe that this option, with its attendant flexibility will be a valuable

tool to better target the low and moderate income families who really need this

assistance in order to make home ownership possible.

In return for authority to issue the credits, the housing finance agencies

would give up the right to issue an amount of mortgage revenue bonds equal to the

amount of mortgages underlying the credits. The total amount of credits allowed



179

would bE tied to the aourit cf uisused bond author ity traded in.

Ar example best explains how; thi! progran, wculd Wok: A hOusir, f ifance ao.ncy

v.ith £200 P.illion it. authorized bond authority could Elect to issue S100 million

worth of mortgage revenue bonds Using the present program and to trade-in $100

million in bond authority which could provide 2,200 homebuyers with tax credits

equal to 15% of the interest on mortgages averaging $43,500; or it could help 1,100

homebuyers by issuing 30% credits for the-same size mortgages; or it could decide

to help 1,000 homebuyers by issuing 10A credits for S100,000 mortgages and 363

homebuyers with 30% credits for $40,000 mortgages.

The housing finance agencies would be free to elect each year and would be

offered the same flexibility now available under the mortgage revenue bond program

in packaging the credits with conventional, FHA, or VA financing.

In addition to flexibility, this bill offers the housing market stability. I

believe these two advantages are necessary complements to the mortgage revenue bond

program. Tax credits are not interest rate sensitive and would therefore be a

stable housing subsidy that home builders and homebuyers could depend on.

Home builders in my state tell me that when interest rates drop rapidly thu

bond program doesn't help them sell houses. They are referring to the situation

like we experienced in 1982. Interest rates declined rapidly after mortgage bonds

had been issued at higher rates. This decline in interest rates left many states

with bond proceeds that they could not lend out because the bonds offered a mortgage

loan rate well above the then-current mortgage rate.

To use my state as an example, the New Mexico Finance Authority had money

available at 12.12%, however, when the FHA rate dropped to 11% the mortgage bond

money was no longer competitive. Yet, because many New Mexicans are low and middle

income families, the 11% rate was still too high for them to qualify for homeownership.

The tax credit program could fill this gap. This bill would help the people who

really need the assistance and, at the same time, aid the home building industry.
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Revenue impact estimates in this area are very difficult.

However, It is estimated that this proposal could save 20t to

40t in foregone revenue ard, at the same time, permit more housing

subsidies.

I have received comments on S. 1598 from a number of New Mexicans.

They like the idea that a mortgage credit certificate option will

enable the New Mexico Mortgage Finance Authority to assist homebuyers

regardless of interest rates. The people in New Mexico who reviewed

S. IS98 raised a number of questions about the bill that have been

mentioned in other testimony presented to the Committee. The'following

issues deserve careful attention:

Whether the 14.35t rate at which mortgage revenue bond

issuers can trade-in bond issuing authority for mortgage

credit certificate issuing authority is comparable to

the present bond program. I will be interested to learn the

results of a Congressional Budget Office staff review of this

issue.

# Whether private mortgage lenders will have adequate incentives

to participate in the credit certificate option and will

provide the necessary private mortgage funds.

# Whether private mortgage insurers will be able to assess the

risk of lending to, and insure mortgage loans to, borrowers

with credits

Mr. Chairman I believe these concerns can be addressed by the

Committee. The testimony given today by the'Home Builders, the

Realtors, the U.S. League of Savings & Loans is strongly in favor

of the concept and the endorsements for the bill have been very

encouraging. I urge the Committee to act quickly on this bill.
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AMOJCA I 120 Conntkutu Avenue. N.W
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ASSOCIATION 20036
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September 19, 1983

The Honorable Robert J. Dole
United States Senate
Washington, D.C. 20510

Dear Senator Dole:

The American Bankers Association is pleased to submit this
statement regarding S. 1598, the First Time Homebuyers
Assistance Act, before the Senate Committee on Finance. As you
are aware, the membership of our Association consists of
approximately 90% of the more than 14,000 full service banks,
many of which are a major provider of housing finance.

This bill, S. 1598, would permit State and local housing
authorities to issue mortgage credit certificates (MCCs)
entitling homeowners to Federal tax credits in lieu of
financing low interest mortgage loans through tax-exempt
mortgage revenue bonds. We support the use of MCCs and the
provisions of this bill, which we feel would result in a more
flexible and cost-effective way to provide a program of
subsidizing home ownership. In fact, our Association would not
oppose replacement of mortgage revenue bond financed mortgages
with the use of the mortgage credit certificate embodied in S.
1598. .

Although, our Association has taken no formal position on the
use of mortgage revenue bonds, we have voiced our concern that
the revenue loss to the U.S. Treasury from their issuance may
be greater than the benefits provided to homeowners in the form
of reduced monthly mortgage payments. It is our feeling that
the mortgage tax credit is the more cost-effective between the
two while at the same time increases the flexibility of
administering a mortgage subsidy program through the
appropriate State and local agency. In other words, we support
S. 1598 because this subsidy approach to homeownership is more
efficient and less costly to the U.S. Treasury than the
existing program.

-~. ncerely,

Ge ald M. Lowrie
I,
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SUBMITTED STATEMENT OF THE
AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS

TO THE SENATE FINANCE COMMITTEE ON S. 1598,
THE "FIRST-TIME HOMEBUYER ASSISTANCE ACT OF 1983"

September 19, 1983

The AFL-CIO appreciates this opportunity to present its views in support of

S. 1598, the "First-Time Homebuyer Assistance Act of 1983" which provides state

and local housing finance agencies with an alternative option to the issuance of

mortgage revenue bonds. A state or locality could elect, in lieu of all or part of

the mortgage revenue bonds that it could issue under the law In a given year, to

issue mortgage credit certificates directly to eligible homebuyers. A mortgage

credit certificate could be used by the homebuyer to claim a tax credit equal to a

specified percentage of the interest payable on the home mortgage.

The mortgage credit certificate program, thus, conceptually could achieve

for first-time homebuyers the same savings in home cost benefits that is

achievable through mortgage revenue bonds. At the same time, the reduction in

issuance of tax-exempt mortgage revenue bonds avoids the loss of tax revenue on

interest collected by high-income persons who generally are the purchasers of tax-

exempt securities. To the extent that the volume of housing mortgage revenue

bond issues Is reduced, It can also reduce the upward pressure on interest rates in a

municipal bond market that has become overcrowded.

The net effect on all interest rates, which must be felt in the mortgage

sector, is also likely to be smaller because te federal government cost to

accomplish the same effect as with mortgage revenue bonds should be less. The
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sale of taxable Treasury bonds to make up for the tax credits would involve less of

a net (interest) cost than the loss of tax revenue on interest income received by

purchasers of tax-exempt bonds who are in high income tax brackets. In addition,

the expense of many individual bond issuances, which must be deducted from the

proceeds in calculating funds available for mortgage loans, can be avoided.

For 'the foregoing reasons, the AFL-CIO endorses the tax credit option as an

alternative to the issuance of mortgage revenue bonds. However, as long as there

is a need for such housing subsidy, the amount of tax credits to be made available

in lieu of a given amount of mortgage revenue bonds should be adequate to provide

an equivalent aggregate amount of benefits for eligible homebuyers. The statutory

factors to be established to achieve such an equitable result should be examined

carefully before adoption. As indicated in a previous position statement regarding

the extension of authority for mortgage revenue bonds, the AFL-CIO believes there

is still a serious housing affordability problem with current mortgage interest rate

levels and recommended the extension of the mortgage revenue bond authority for

two years. During those two years, the total amount of housing assistance that

would have been made available without adoption of S. 1598 should not be

eimInished through the availability for localities to use the tax credit approach In

lieu of all or part of the mortgage revenue bond authority.

Subject to any modifications that may be necessary to assure observance of

the above qualification, the AFL-CIO supports the enactment of the "First-Time

Homebuyer Assistance Act of 1983.'
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MISSOURI HOUSING DEVELOPMENT COMMISSION

STATE OF MISSOURI

September 30, 1983

4236 Lindell, Suite
St. Louis, MO 63108
314-534-0264

Mr. Edgar R. Danielson
Senate Committee on Finance
SH 231
Washington, D.C. 20510

Dear Mr. Danielson:

On behalf of Mr. Wayne L. Millsap, I herewith submit to
you the corrected statement of Mr. Millsap before the Senate
Finance Committee on September 13, 1983.

In addition, enclosed, yot will find the Executive
Summary and complete testimony to be reprinted in the Record.

I am returning to you your original copy with corrections:
Mr. Millsap's testimony is highlighted and the corrections
made in red ink. Additionally, I am including a clean,
typewritten copy of Mr. Millsap's comments only, to assist
you in verifying the corrections.

If you should have any questions, please feel free to
contact me.

Sincerely,

Mary Ann Moore

Intergovernmental Liaison

kp

cc Mr. Wayne L. Millsap
Mr. Thomas W. White

303
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NATIONAL LUMBER AND BUILDING MATERIAL DEALERS ASSOCIATION

Septermber 29, 1983

The Honorable Robert Dole
Chairman, Senate Committee on
Finance
United States Senate
Washington, D.C. 20510

Dear Senator Dole:

The National Lumber and Building Material Dealers Asso-
ciation would like to submit to you and the members of the
Senate Finance Committee our views and concerns on the leg-
islation you recently introduced entitled the "First Time
Homebuyer Assistance Act of 1983", (S. 1598). We respect-
fully request that this correspondence be included in the
Committee's hearing record.

NLBMDA is a federated association representing twenty-
six state and regional associations and over 10,000 lumber
and building material dealers. A majority of these dealers
operate family run and single community based small busi-
nesses, providing materials to both individual consumers
and building contractors. The lumber and building material
dealer serves as a key element in the housing industry,
representing the merchant intermediary between the building
material producers and the homebuilder. In fact, many lum-
ber dealer operations are diversified to include wholly-
owned building contractor and real estate developing compa-
nies. 1A 1983 the lumber and building material industry is
expected to provide approximately $60 billion worth of mate-
rial ranging from framing lumber to roofing products to the
American housing industry and the American consumer.

Mortgage Revenue Bonds (MRB)

NLBMDA ito pleased to give you our recommendations on
S. 1598. Our industry, because of our strategic position
as the provider of lumber and building materials, has been
intricately involved in the general area of tax-exempt bond
financing for the benefit of first time homebuyers. We sup-
port legislation in the House and Senate which eliminates
the December 31, 1983 "sunset" provision placed, as a re-
sult of the Mortgage Subsidy Bond Tax Act of 1980, on Feder-
al tax exemption for single family housing bonds. NLBMDA
continues to support elimination of this bond "sunset" pro-
vision for two important reasons.

Washington, DC 20003 1202) 547-223040 Ivy Street S.E.
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First, NLBMDA recognizes that the tax-exempt, single-
family mortgage revenue bond program serves an essential
function by providing homeownership opportunities to quali-
fied families who otherwise would not be able to afford a
home. Secondly, NLBMDA views the mortgage bond program as
a significant countercyclical home financing tool during
times of extremely high conventional mortgage interest
rates. The mortgage bond benefit was especially valuable
during the recently ended housing slump. Between 1980 and
1982, in many localities, mortgage revenue bond financed
housing was "the only game in town" as far as new housing
construction was concerned.

Perhaps the most significant provision in S. 159P is
actually not included in the draft bill. This, of course,
is the implied assumption in the legislation that the tax-
exempt feature for single-family mortgage revenue bonds
will be maintained beyond the current December 31, 1983 sun-
set date. Being practical business owners, lumber and
building material dealers are true advocates of the philoso-
phy of not altering an already proven and effective pro-
gram. Notwithstanding legitimate, cost effective arguments
surrounding the existing mortgage revenue bond program, one
must recognize that these tax-exempt bonds do result in
considerable housing construction and rehabilitation. Any
housing proponent would be reluctant to shelve a program
which is expected to generate over $16 billion for housing
finance purposes.

Mortgage Credit Certificate (MCC)

Our continued support for the mortgage bond program
however does not necessarily preclude our support for addi-
tional or alternative Federal first time homebuyer's assist-
ance programs. NLBMDA avidly supports your efforts to make
federal assistance in this area more cost effective. It is
a disturbing'fact associated with the existing mortgage rev-
enue bond program that many millions of dollars which
escape Federal government tax collection are used for non-
housing related expenditures such as expensive bond selling
procedures and legal fees, instead of being more directly
utilized for assisting first time homebuyers. The mortgage
credit certificate program envisioned in S. 1598 solves
this major stumbling block by more effectively using Feder-
al tax expenditures than the existing mortgage revenue bond
program.
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MCC Reporting

NLBMDA is also extremely supportive of the approach
taken in S. 1598 which would require increased public re-
porting requirements on efforts by the state and local gov-
ernments to assist first time homebuyers. Much of the un-
certainty which is associated with the mortgage bond pro-
gram is directly attributable to the lack of hard numbers,
whether it be Federal tax expenditure losses, actual inter-
est reduction assistance for homebuyers or other important
statistics which might provide -important policy setting in-
formation. Improved reporting and statistical accounting
would provide Congress and housing proponents with the flex-
ibility to increase or decrease Federal assistance on this
area based upon hard, unquest ned facts.

MCC Refundability

NLBMDA supports the language in the draft legislation
which would allow the holder of a mortgage credit certifi-
cate to receive a tax refund should the assisted homebuyer
not have sufficient tax liability to take full advantage of
the mortgage credit. This well-planned, refundable credit
approach would ensure that the proposed assistance program
would be attractive for and targeted to even lower income
families than those who would otherwise be assisted under a
non-refundable tax credit program.

The provisions in S. 1598 which would separate mort-
gage interest rate deductions from the mortgage tax credits
takon by the assisted homebuyer in his individual tax re-
turn are also well conceived, we believe. Avoiding any
"double dipping" abuses associated with a tax-related
assistance program is a sound and laudable goal, especially
during the existing Federal deficit crisis.

Upon analyzing the proposed legislation, NLBMDA has
several recommendations which we feel would improve the pro-
posal's effectiveness in providing help to first time home-
buyers.

MRB/MCC Tax Credit Level

First, the Committee should carefully analyze the tax
credit level currently set in the draft legislation at
14.35 percent, and determine if this level, which is based
upon benefits associated with the existing mortgage revenue
bond program, needs to be changed. Separate determinations
have
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indicated that mortgage bonds reduce mortgage rates by more
than the 14.35 percent level envisioned in the legislation.
For example u sing Federal Home Loan Bank Board statistics
based on conventional rates, the National Association of
Home Builders has estimated that-a more accurate tax credit
level should be set at 21 percent. NLBMDA urges the commit-
teee to reevaluate this important factor and amend the leg-
islation to make this crucial tax credit level 100 percent
accurate based on the spread between conventional national
mortgage rates and mortgage rate assistance provided under
the mortgage revenue bond program.

Mortgage Capital Formation

NLBMDA is concerned that the newly-proposed mortgage
credit certificate program, representing a credit program
directly transferable from the Federal government to quali-
fied first time homebuyers, does not effectively "create"
new capital for mortgages. The existing mortgage revenue
bond program does perform this particular housing capital
formation function through the sale of tax exempt bonds in
the investment markets. Without changing the basic thrust
of the legislation which attempts to streamline Federal
assistance to homebuyers and thereby reducing administra-
tive and program costs now associated with the mortgage rev-
enue bond program, NLBMDA recommends that the legislation
be amended to permit Federally chartered secondary market
agencies to buy home mortgages which are assisted by the
mortgage credit certificate program. The adoption of this
type of amendment would greatly assist in insuring mortgage
liquidity, while at the same time resulting in some genera-
tion of mortgage capital to offset the reduction in produc-
tion of capital when state housing authorities "trade in"
mortgage revenue bond authority for mortgage credit certifi-
cate authority.

MCC Administration

NLBMDA strongly recommends that the legislation be
amended to clearly designate the administration of the new
mortgage credit certificate program to state and local hous-
ing finance agencies. These agencies have proven over the
years to be highly qualified and effective in administering
bond programs for both multifamily and single-family hous-
ing. State and local tax exempt housing bond volume this
year is expected to exceed last year's volume of $15.76
billion. This sort of financing and housing administration
talent and experience cannot be wasted. The legislation
should be changed to incorporate and take advantage of
these agencies' expertise in the extremely complicated and
challenging field of providing assistance to first time
homebuyers.
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Conclusion

In summary, NLBMDA congratulates you, your committee
and staff on your preparation of this truly innovative home-
buyers assistance program. We recognize that your propos-
al, as drafted, represents an alternative to the existing
tax-exempt, single-family mortgage revenue bond program and
not a substitute. It is indeed refreshing to learn of a
new housing proposal which is based on the theory that if
the proposal is effective, it will "fly" on its own accord
and merits. Too often the American housing industry is
essentially forced by Congress and housing-related bureauc-
racies to accept a new housing assistance approach totally
or be left out of any participation of the newly estab-
lished program. We look forward to assisting you and the
Committee in continuing to work out any and all problems
which might become associated with this new, exciting pro-
gram. we sincerely hope that the new mortgage credit certi-
ficate program becomes a successful tool in conjunction
with the existing tax-exempt mortgage revenue bond program,
in providing decent, safe and sanitary housing with a suit-
able living environment for qualified first time American
homebuyers.

Respectfully submitted,

Exu M. M rrtin
Executive Vice President
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Tile CITY OF WICHITA

DEPARTMENT OF HOUSING AND
ECONOMIC DEVELOPMENT

HOUSING DEVELOPMENT
CItY HALL - TWELFTH FLOOR August 30, 1983

455 NORTH MAIN STREET
WICHITA, KANSAS 67201

(310) 204313

The Honorable Robert Dole
Chairman, Finance Comittee
United States Senate
SH-141 Senate Hart Office Building
Washington, 0. C. 20510

Dear Senator Dole:

On behalf of the Association of Local Housing Finance Agencies
(ALHFA), I would like to request permission to submit a statement
to be included in the permanent hearing record on S. 1598, the "First
Time Homebuyer Assistance Act of 1983". As a member of the Board of
Directors, I am disappointed that the hearing scheduled for September 13,
1983 conflicts with ALHFA's first annual educational conference. Thus,
no board member from the Association will be available to testify. However,
we are extremely interested in your proposal and will be discussing it at
our conference.

Thank you for your consideration of our request.

Sincerely,

Frank E. Smith
Housing Development Director

FES/NG/mJw
cc: Rod DeArment

Don Susswein
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