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Topics To Be Covered

= What are current market conditions and yields?
= How have these investments performed?
= What has happened on the legislative front?

= What are the regulatory considerations

= How does an investor become involved with housing tax
credits?




After-Tax Yield Trends:
Tax Credits, 10-Year Treasuries, Muni Bonds
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Tax credits plotted by month where one or more multi-investor funds reported. Treasury and municipal bond data monthly.
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Typically, the way to analyze LIHTC yields is to compare their yields to the 10-year treasury and the municipal bond yields over time.
 This figure displays the 
after-tax projected yield for LIHTC funds (blue line) 
after-tax yield on 10-year treasury (black line)
Municipal bonds – blended yield (red line)
Since 1991 
As shown in this figure, up until around 2000, there was a marked decline in the LIHTC yield levels, in large part because it took some time for the market to become knowledgeable about this class of investments.  As the market gained confidence through the actual performance of LIHTC projects, roughly the period between 2000 and 2004, the market stabilized and the yield remained close to the 8 percent benchmark.
From 2004 to 2006, the demand for tax credits rose, putting downward pressure on yields—remembering too that the supply of LIHTCs are fixed in any given year.
By 2007, yields began to rise again as large investors, many of whom were facing AMT, began to pull back from the market.
2008 saw a precipitous decline in pricing due primarily to the withdrawal of the GSE’s from the market – ever since they went into conservatorship.  (Recall T. Kimm’s slide showing how the GSE’s have reduced the maket from 8-5 billion)  With lower demand, prices for credits fell and yields began to improve for investors.  Likewise, the AMT issue was fixed by Congress, so that is no longer inhibiting investors from coming back into the market.
Rising yields, coupled with greater negotiating opportunities, have been enticing new investors (and sidelined investors) into the market.  With pricing now in the 65-72 cents range, after-tax yields are now north of 9.00%
In addition, syndicators are more willing to be flexible and work with smaller investors in this environment.  U will hear more about this after lunch “Indiana Community Fund” as witnessed by the $250,000 min.
One final very important point is that the risk profile for tax credit properties and investments continues to be very positive. (don’t be confused by the graph).  Next slide will get into this further.  Yield is a basic supply v. demand function.
Source:  Understanding the Dynamics IV: Housing Tax Credit Investment Performance, Ernst & Young Tax Credit Investment Advisory Services.



Industry Performance

Average Annual Foreclosure Rate by Asset Class: 1993 - 2006
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Source: ACLI Mortgage Loan Portfolio Profile, 1993-2006 Except Tax Credit Data
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Now let’s turn to the performance of LIHTC projects, relative to other real estate assets. 

This slide shows the average annual foreclosure rates for major real estate classes between 1993 and 2006.
  On the far left-hand side of the screen, we see that the average annual   foreclosure rates for tax credit investments is 0.08%.
  Moving from left to right, we compare this foreclosure rate to the foreclosure rates of other real estate classes.  
  For example, apartment buildings experience a 0.27% average annual foreclosure rate, mixed use buildings report a 0.65% foreclosure rate, and office buildings have a 1.15% average annual foreclosure rate. 
  Keep in mind that this data from the American Counsel of Life Insurers   (ACLI) reflects the period from 1993 to 2006 so it doesn’t incorporate the latest real estate conditions.  However, it does give you an overall     sense about how tax credit real estate projects have fared relative to other real estate asset classes. 
According to my sources (who paid hefty fees to follow this industry), asset quality is holding up comparatively well.  The latest SF foreclosure numbers for 4th Qtr. 08 were 3.3% 
Recall Mark McDaniels previous slide in which he showed that Great Lakes Capital has had no foreclosures in its funds.

Source: American Counsel of Life Insurers (ACLI).



Legislative Changes

= Housing and Economic Recovery Act of 2008, H.R. 3221

= Signed into law July 30, 2008 and contains many provisions to
Improve the housing tax credit program:

= Allows use of housing tax credit against the (AMT) to help
broaden the base of investors (for buildings placed in service
after 12/31/07)

= Eliminates recapture bond requirements to help increase the
liquidity of investments by reducing the cost and
administrative burden of reselling

= Temporarily increases amount of credits available (2008-09)
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Turning now to a brief discussion about legislative changes resulting from the Housing and Economic Recovery Act (HERA), signed into law on July 30, 2008.
 A key provision in this legislation concerns the AMT.  Until this legislation, as investor’s tax situation approached its AMT, tax credits could not be used to offset its AMT liability.  Investors in this situation exited the marketplace.  However, as a result of HERA, tax credits can be used against AMT, thereby encouraging investors to enter or re-enter this market. 
It should be kept in mind that this provision relates to projects placed in service after December 31, 2007.
 Another important provision relates to the elimination of recapture bond requirements.  Before this legislation, investors who made a business decision to sell their investments during the investment holding period had to post a recapture bond to the IRS, essentially giving the IRS security around the tax credits that had already been claimed by the original owner. This provision in HERA lowers the costs of selling LIHTC investments to other investors, thereby increasing liquidity to the market.
The per capita state allocation increased to $2.20 from $2.00 (2008).  Small state minimum increased by 10% to $2,557,500 (from $2,325,000)
Effective only for 2008 and 2009.  In 2010, volume limits return to prior limit.
And, if I have my facts right, the allocation of tax credits for Indiana for 2009 is $14.2 million and applications were due to the Indiana Housing & CD Auth on 1/19.  



Legislative Changes (con’t)

= American Recovery and Reinvestment Act of 2009
= Signed into law February 17, 2009

= Tax Credit Exchange Program (TCEP) administered by
Treasury provides grants to states in lieu of non-used
(returned) credits at a price of 85 cents/dollar x 10 years.

= Tax Credit Assistance Program (TCAP) provides an
additional $2.25 billion in Home Investment Partnership

Program funds from HUD to fill in the financing gaps in
LIHTC transactions.
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Following the passage of HERA in July of 2008, it became clear that the market had pretty much stalled out – due primarily because the GSEs had pulled out.  Additionally, some large banks had either stopped purchasing credits or had reduced their appetite for them.  Please recall the pie chart slide illustrating who is buying credits these days.  So tax credit projects with state credit allocations in the pipeline for 2007 & 2008 were not moving forward because they could either not secure equity investor commitments or their commitments were soft and the market had moved on them – with declining prices and increasing yields.
So Congress, as part of the recent ARRA or “Recovery Act” gave states the ability to accept the return of unused credits from 2007 & 2008 in exchange for grants priced at 85 cents on the dollar  States are currently working through this backlog of projects with developers to determine which projects can move forward.
Likewise, Congress included an additional $2.25 Billion in the Recovery Act for 2009 to be used as gap funding for projects with lower equity amounts due to the current market pricing.  (40%)  


Regulatory Considerations: CRA

= Affordable housing is a fundamental element under CRA
s LIHTCs are qualified investments under CRA

= No distinction between direct or indirect investments

= Investment ina LIHTC state or regional fund:

+ Recelives positive CRA consideration, provided it
benefits:

¢ The bank’s assessment area
OR

+ The broader statewide or regional area that includes
the bank’s assessment area
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Affordable housing is one of the four pillars of CRA

Automatic CRA credit for investing in LIHTCs – Hoosier State – “Slam Dunk?”

Sticking points all have to do with whether projects / properties are located in your bank’s assessment area v. projects the fund acquires that are in the bank’s broader statewide or regional assessment area. 

Questions really are:
	1)  How much credit? 
	2)  When recognized? 
	3)  How documented? 


State and Regional LIHTC Funds

When and How Much CRA Credit?

= Prior period investments that are still outstanding
= Current period investments

= Dollar amount of investment in any legally binding
commitments recorded by the institution according to GAAP.

= Qualitative factors are considered for weighting based on
addressing assessment area community development needs

= For large banks — innovative, complex or responsive
= For intermediate small banks - responsiveness
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New CRA Qs&As were published on 1/6/09 and are now in effect.

The headlines here are that (1) all of the regulatory agencies are now on the same page from the examination review process, and (2) that there is no longer any distinction between prior period and current period investment amount considerations.  Banks will receive full dollar amount of investments made in prior and current periods.  In the current period, if the bank has a legally binding commitment to invest, it will receive the full dollar amount CRA credit for it.  (Someone else who is more expert  in accounting can explain the GAAP accounting rules if you need to know about them)

Full disclosure =>  There are qualitative factors that come into play depending upon the size bank you are and what test your bank is being evaluated against.  

If your bank is a large bank with assets of over $1 Billion, the qualitative factors include complexity, innovativeness, and responsiveness.

Intermediate small banks are only weighted against the responsiveness factor.  (CD test for ISBs does not look at innovative or complex)

Qualitative factors…..(for those banks on the cusp between a satisfactory and an outstanding rating for the investment test or CD test – it can push you over the hurdle, or not)



Investment Documentation for

CRA Consideration

= No distinction between direct or indirect investments

= Institutions assessment area(s) need not receive an
Immediate or direct benefit, provided that the purpose,
mandate, or function of the activities include servicing
geographies or individuals located within the institution’s
assessment area

= Any information that demonstrates purpose, mandate or
function of a fund

= Fund prospectus/subscription documents
= Side or earmark letters, best efforts letters, pro-rata share
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“Immediate or direct benefit” – this issue goes back to the previous slide where we talked about a “legally binding commitment.”

Agencies will accept any information from the bank that reasonably demonstrates that the purpose, mandate or function of a fund includes serving geographies or individuals located within the bank’s assessment area(s) or broader statewide or regional area that includes its assessment area(s).

Typically, this information can be found in the fund prospectus, or some funds will provide what is referred to as a “side letter” documenting the location of specific properties that are located in a bank’s assessment area.  However, in this case, there can be no double counting.  So two banks in the same assessment area cannot receive side letters and full CRA “responsiveness” weighting for the same property.

Full disclosure =>  in the “qualitative” factors (we agree they are subjective – there’s no formula) – large regional fund investments in which the benefits to assessment areas may be “diffused” – may be considered less responsive.

Again – qualitative factors do not affect the dollar amount of CRA credit – only whether you need them to get your bank to a better test grade.



Regulatory Considerations: Part 24

= National banks can make investments to promote the public
welfare

= Affordable housing promotes the public welfare
= Investment authority is under 12 USC 24 (Eleventh) and
12 CFR Part 24

= Part 24 authority limits were recently raised to 15 percent
of a bank’s unimpaired capital and surplus

= Banks make investments through a filing process with the
OCC (See www.occ.gov/cdd/pt24toppage.htm)
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For National Banks in the audience today – we, at the OCC, have what’s generally referred to as our Part 24 public welfare investment authority.  It permits NBs to invest up to 15% of their capital and surplus in these tax credit type investments.

Explain why to new 15% threshold.

All LIHTC investments are eligible for what’s called self-certification – meaning that once your tax credit investment closes – your bank just sends us a self-certification form within 10-days.  It’s really easy….. 

Some of our NBs have established wholly-owned CDCs to use as the investment vehicle for LIHTCs – but it can be done through the bank itself.


How To Get Involved

= Communicate with peer banks about their experiences in the
tax credit program

= Communicate with OCC District Community Affairs Officers
http://www.occ.treas.gov/cdd/commfoc.htm
= Communicate with your state bankers association
= Industry Web sites
o http://lwww.naslef.org
o http://lwww.ncsha.org
¢ http://www.ahic.org
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So, how do u get involed?  Well u r all here today – that’s always a good sign and a good first step.

Read up on housing tax credits – we have lots of good information – much of which is in your packet today

Speak with our DCAOS – Paul Ginger & Norma Polanco-Boyd

Resources :  AHIC stands for Affordable Housing Investment Council – and while their membership reflects most of the larger investors in housing tax credits (money center banks, insurance companies, etc) they have lots of good teaching and training materials for potential investors


Community Affairs

Field Locations

B Central District
Mortheastern District

I Southern District

[ Western District

Western

Susan Howard (Glendale, CA)
(818) 240-5175

Dave Miller (Denver)
(720) 475-7670

Central

Paul Ginger (Chicago)
(312) 860-8876

Norma Polanco-Boyd (Cleveland)

(216) 447-8866

Virgin kslands

o>

Puerto Rico

Northeastern

Bonita Irving (Boston)
(617) 854-6547

A Denise Kirk-Murray (New York)
(212) 790-4053

\onda Eanes (Charlotte)
(704) 554-7082

Southern

Karol Klim (Atlanta)
(678) 731-9723 x252

David Lewis (Dallas)
(214) 720-7027

Scarlett Duplechain (New Orleans)

(504) 828-6555
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We have two DCAO’s serving the Central District.

Paul Ginger is located in Chicago and Norma Polanco-Boyd is located in Cleveland.  Norma, please take a bow and get ready to hand out your business cards.


Other Resources

Office of the Comptroller of the Currency

Community Developments Insights
“Low-Income Housing Tax Credits: Affordable Housing Investment Opportunities for Banks”
http://www.occ.treas.gov/ftp/release/2008-10a.pdf

Community Developments Investments E-zine
“Investing in Low-Income Housing Tax Credits: A Sound Opportunity for Community Banks”
http://www.occ.treas.gov/cdd/Spring06

= Low-Income Housing Tax Credits Fact Sheet
http://www.occ.treas.gov/cdd/fact_sheet LIHTC.pdf

Part 24 Community Development Investments
http://www.occ.gov/cdd/pt24toppage.htm#OCCsPt24Resources
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We have a number of publications explaining how the LIHTC operates.
And the first three on this list are in your packet today.

In fact, Jim Logue of Great Lakes Capital wrote an article for the 2006 e-zine.

http://www.occ.treas.gov/ftp/release/2008-10a.pdf�
http://www.occ.treas.gov/cdd/fact_sheet_LIHTC.pdf�
http://www.occ.gov/cdd/pt24toppage.htm�
http://www.occ.gov/cdd/pt24toppage.htm�

Questions
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