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HIGHLIGHTS  
 

 
 

 
We initiated this review as a follow-up to previous Office of Inspector General 
(OIG) audit work at a public housing agency that noted low-income housing tax 
credit (tax credit) projects charged higher rents for tenant-based housing choice 
voucher households than to tenants without vouchers.  The rents charged for voucher 
households also exceeded the rent restrictions established by the Internal Revenue 
Service for these tax credit projects.  Our audit objectives were to 1) estimate the 
extent to which the tenant-based Housing Choice Voucher program was charged 
rents that exceeded the Internal Revenue Service’s tax credit restricted rents and 
evaluate the potential impact of disallowing such unnecessary rent levels and 2) 
evaluate the extent to which tenant-based housing choice voucher households 
occupied units that also received a tax credit subsidy. 

 
 
 

 
Consistent with program regulations, tax credit project owners are allowed to 
charge the Housing Choice Voucher program more than $13.5 million annually
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for rents that exceed the Internal Revenue Service maximum rent when they lease 
rent restricted units to households with tenant-based housing choice vouchers 
(tenant-based vouchers).  Without these vouchers, the same units would be 
available to the same households at the lower, Internal Revenue Service restricted 
rent.  The restricted rents were established for all of the units in each project 
because the owners had proposed and agreed to them in exchange for a capital 
subsidy in the form of tax credits.  The U.S. Department of Housing and Urban 
Development (HUD) has already disallowed similar rent levels for other 
subsidized affordable housing programs on the basis that the additional portion 
amounts to an extra subsidy.  Further, use of tenant-based voucher funds to pay 
such unnecessarily high rents directly reduces scarce program funds that could be 
used to assist additional low-income families. 
 
The tenant-based voucher program provides a significant amount of rental 
assistance to the tax credit projects.  However, accurate and up-to-date 
information on the use and cost of tenant-based vouchers in tax credit units is not 
available because no agency monitors the overlap of these programs.  To ensure 
the most effective use of taxpayer dollars, agencies should provide information 
that clearly, accurately and consistently tracks the extent of these programs’ 
overlapping benefits.  HUD has the mechanisms in place to capture data on the 
use of vouchers in tax credit units, but does not do so. 

 
 
 

 
We recommend that HUD change its regulations to cap gross rents at the Internal 
Revenue Service restricted rent for the 60 percent median income level when 
tenant-based vouchers are used for units in tax credit projects that have all of their 
units rent restricted.  We also recommend that HUD track the use of tenant-based 
vouchers in tax credit-subsidized units by including this data in the family reports 
already submitted by the housing authorities.  For each recommendation without a 
management decision, please respond and provide status reports in accordance 
with HUD Handbook 2000.06, REV-3.  Please furnish us copies of any 
correspondence or directives issued because of the audit. 

 
 
 

We provided the discussion draft report to the auditee on June 6, 2006, and held 
an exit conference on June 26, 2006.  HUD’s Office of Public and Indian Housing 
provided written comments on October 16, 2006.  HUD, for the most part, 
disagreed with the report.  The complete text of the auditee’s response, along with 
our evaluation of that response, can be found in appendix B of this report.

What We Recommend  

Auditee’s Response 
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BACKGROUND AND OBJECTIVES 
 
 
Congress authorized the tenant-based Housing Choice Voucher program under Section 8 of the 
United States Housing Act of 1937 to help low-income households choose and rent safe, 
decent, and affordable privately owned rental housing.  More than 2,500 state or local 
government entities called public housing authorities (housing authorities) administer the 
program and were authorized to receive $13.5 billion1 to renew roughly 2 million vouchers in 
fiscal year 2005.  The housing authorities enter into housing assistance payment contracts with 
the rental unit owners.  The owner receives a monthly subsidy payment until the (tenant-based) 
voucher holder moves out, at which time the housing assistance contract terminates.  Within 
U.S. Department of Housing and Urban Development (HUD) guidelines, the voucher holder 
can then take the voucher to another qualified dwelling and continue to receive Section 8 rental 
assistance. 

 
The tenant-based Housing Choice Voucher (tenant-based voucher) program allows the assisted 
household to choose any housing that meets program requirements and, unlike project-based 
rental assistance, does not limit the choice to units in specified housing projects.  Tenant-based 
vouchers are primarily used in nonfederally owned rental housing, but acceptable units may be 
in projects insured or financed by various federal subsidies, such as the Federal Housing 
Administration Single Family Loan program, HOME Investment Partnerships Program 
(HOME), the Rural Housing Service 515 program, and the Internal Revenue Service Low-
Income Housing Tax Credit (tax credit) program. 

 
The tax credit program was established by Congress in 1986 to encourage private development 
of affordable housing.  Section 42 of the Internal Revenue Code governs the program and 
allows the Internal Revenue Service to allocate a limited number of tax credits to each state 
based on population.  State agencies administer the program and award their tax credits to 
qualified proposals for affordable housing projects.  The state agencies publish annual qualified 
allocation plans that detail criteria used to rank proposals and often award extra points for 
proposals that target certain locations or housing needs.  Developers that are awarded tax 
credits sell the credits to investors to raise capital for their projects.  This reduces the funds that 
they would otherwise need to borrow from other sources and eventually repay from project 
cash flows.  In return for the tax credit subsidy, the projects must operate with predetermined 
rent restrictions for a minimum of 15 years.  The developers’ proposals must show that the 
projects will remain viable over that period at the predetermined level of restricted rents.  Once 
the projects are completed, the state allocating agencies monitor their compliance with the 
restricted rents (and other program requirements) and annually review the projects’ eligibility 
for tax credits. 
 
To qualify for the tax credit subsidy, a project must irrevocably designate a percentage of rent-
restricted units to be occupied by low-income households.  The tax laws establish maximum 
rents for rent-restricted units according to the income level of tenants who will occupy the 
units.  The minimum thresholds are:

                                                 
1 This amount is for voucher renewals under the tenant-based rental assistance account.   
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• 20 percent of the units are rent restricted and occupied by individuals whose income 
is 50 percent or less of the area median gross income, or 

• 40 percent of the units are rent restricted and occupied by individuals whose income 
is 60 percent or less of area median gross income. 

 
The maximum gross rent2 for rent-restricted units is 30 percent of the income limitation 
applicable to the unit (adjusted for unit size).  The Internal Revenue Code allows gross rent to 
exceed the tax credit maximum applicable to a unit only if the excess does not come from the 
tenant. 
 
The remaining units are not rent restricted and can be leased at market rates.  However, most 
tax credit projects agree to restrict rents for all of their units3 because the competition for tax 
credits is great and state allocation plans tend to favor proposals that will serve more low-
income families.  In addition, many tax credit projects irrevocably set aside some units for 
families with very low income levels of 20, 30, and 40 percent of area median gross income.  In 
accordance with the tax credit rules, the restricted rents for these units are very low, and such 
units are referred to as being “deeply skewed”.  State allocation plans often award more points 
for proposals that have deeply skewed units because they will serve the neediest families.   

 
The regulations that govern the tenant-based voucher program (24 CFR [Code of Federal 
Regulations] Part 982) require housing authorities to approve rent subsidies within the 
following limitations.  The housing authority must determine that the rent requested for the unit 
is reasonable in comparison to market rents charged for other comparable, unassisted units.  
The housing authority must then calculate the amount of rental assistance based upon the 
family’s adjusted income, the unit’s gross rent, and the housing authority’s Section 8 payment 
standard.4  Generally, the gross rent cannot exceed the Section 8 payment standard unless the 
family pays the additional amount.5  Tenant-based voucher program legislation does not 
prohibit the gross rent from being lower than the payment standard as long as the unit meets 
HUD’s housing quality standards. 
 
Our overall audit objective was to estimate the extent to which the tenant-based voucher 
program was charged rents that exceeded the IRS restricted rent for units subsidized by tax 
credits to be affordable at the 60 percent median income level.  We also looked at the overlap 
of the tenant-based voucher and tax credit programs and considered the significance of using 
both programs to maintain one unit of affordable housing.

                                                 
2  Gross rent includes a utility allowance for utilities not paid directly to the owner. 
3  According to “Updating the Low-Income Housing Tax Credit Database Projects Placed in Service Through 2003,” 
(HUD Office of Policy Development and Research, January 2006), the average percentage of low-income units was 
95 percent nationwide.  
4  The Section 8 payment standard is the amount generally needed to rent a moderately priced dwelling unit in the 
local housing market.  Housing authorities are allowed to set payment standards from 90 to 110 percent of HUD’s 
fair market rent for the area.  If warranted, HUD can approve exceptions upon request. 
5  However, the additional amount is effectively limited because, by law, the family’s share of the initial rent cannot 
exceed 40 percent of its adjusted income.  In general, the voucher family’s income may not exceed 50 percent of the 
median income for the area in which the family chooses to live.  In addition, a housing authority must provide 75 
percent of its vouchers to applicants whose incomes do not exceed 30 percent of the area median income. 
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RESULTS OF AUDIT 
 
 
Finding 1:  Tax Credit Project Owners Are Allowed to Charge the 
Tenant-Based Voucher Program More Than $13.5 Million Annually 
for Rents that Exceed the Maximum Tax Credit Restricted Rent  

 
Under current rules, tax credit project owners may charge higher rents for tenant-based Section 
8 voucher households than non-voucher households.  This is in spite of the fact that the project 
owners had proposed and agreed to restrict rents for these units in exchange for a capital 
subsidy in the form of tax credits, and underwriters determined the projects would be viable 
with those restricted rents because tax credit subsidized financing significantly reduced total 
financing costs over the project’s operating period.  HUD’s policies regarding rental limitations 
for units that receive multiple subsidies have been imprecise or inconsistent, and HUD 
currently disallows similar extra rents for other subsidized affordable housing programs.  
Allowing tax credit projects to charge HUD more for units rented to tenant-based voucher 
holders is unnecessary and directly reduces the Section 8 funds available to assist other low-
income families in need of affordable housing.  

 
 

 
 
 
 
 
 
 

Our analysis of approximately 1.2 million tenant records found that housing 
authorities were charged more than $13.5 million per year in unnecessary rents 
for tax credit subsidized units rented to tenant-based voucher holders.  The 
higher rents were unnecessary because the same units would have been available 
to these households at the lower, tax credit restricted rent if the households were 
otherwise eligible but did not have voucher subsidies  Moreover, the voucher 
household should not be charged higher rent just because it has a voucher, since, 
according to tax credit law, a tax credit project cannot refuse to rent to a voucher 
holder solely because he or she has a voucher.6  Tax credit law does allow 
owners to count a voucher-occupied unit as rent restricted for the purpose of 
qualifying for the tax credit even if the gross rent exceeds the tax credit 
restricted rent level so long as the tenant’s portion of the rent does not exceed 
the rent restriction.7  However, neither the tax credit law nor the laws governing 
the Section 8 program provide that an owner is entitled to receive the higher

                                                 
6  26 USC [United States Code] 42(h)(6)(B)(iv). 
7 In such a scenario, the tenant’s portion of the rent would be capped at the tax credit restricted rent level and Section 
8 funds would be used to fund the remaining rent up to the applicable Section 8 payment standard.  

Housing Authorities Were 
Charged Unnecessary Rents 
Where Section 8 Payment 
Standards Exceeded Tax Credit 
Restricted Rents
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rent level.  Finally, the tax credit projects can charge a non-voucher tenant no 
more than the tax credit restricted rent even when the household’s income rises 
above its qualifying income level.8 
 
Overall, the average amount of rent that exceeded the tax credit restricted rent 
for the 60 percent area median income level (maximum restricted rent) was $85 
per month, but in one state we reviewed, the average was more than $200 per 
month.  In markets with very high rents, there were charges of up to $900 per 
month more than the maximum tax credit restricted rent (which was also high 
compared to fair market rents in other areas).  We calculated the amount of rent 
charged that was more than the tax credit maximum from approximately 13,000 
current tenant records in the Public and Indian Housing Information Center 
database, where we found that a tenant-based voucher unit (1) was located in a 
tax credit property with 100 percent restricted rents and (2) had a gross rent that 
exceeded the maximum tax credit restricted rent for the unit size. 

 
The $13.5 million in unnecessary rents we identified should encompass most of 
the annual extra rent charged nationwide at the time of our review.  Although we 
analyzed data for only 21 states, Washington, DC, and Puerto Rico, we designed 
our analysis to include all areas of the country where the unnecessary rents were 
most likely to occur; i.e., areas where Section 8 payment standards were 
generally more than the highest tax credit restricted rent.  We also reviewed 
several states in which Section 8 payment standards were less than tax credit 
restricted rents and were able to confirm our expectation that these states had 
very little, if any, unnecessary rents charged to the tenant-based voucher 
program.  These states were Alabama, Illinois, Nebraska, and Washington.  
Altogether, we identified 72,376 tenant-based voucher records for which the unit 
was in a tax credit property, including 59,035 for which the gross rent did not 
exceed the maximum tax credit limit (see finding 2).  The following figure 
shows the number of tenant-based vouchers we found in tax credit units and the 
proportion that paid rent in excess of the tax credit restricted rent at the 60 
percent median income level for the 23 states/areas analyzed. 

                                                 
8  Internal Revenue Service regulations allow owners to charge the restricted rent and count the unit as rent restricted 
at that income level even if the household income rises.  In 100 percent tax credit projects, there is effectively no 
limit on the amount the tenant’s income can increase.  However, projects that have market rate units must convert 
those units to rent-restricted units as the income for a low-income household increases above 140 percent of its 
initial qualifying income.  
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Figure 1: Total number of tenant-based vouchers in tax credit units by state 
 

Darker portion of each bar represents the number of vouchers 
             in the state that were charged unnecessary rent levels  
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10 states, each with more than 2000 vouchers in tax credit units 

11 states, Washington, DC and Puerto Rico, each with less 
than 2000 vouchers in tax credit units 

72,376 vouchers in tax credit units identified in 21 states, 
Washington, DC and Puerto Rico 
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Our analysis also showed that tax credit projects that had at least one household 
with a tenant-based voucher comprised about half of the 9,626 projects we 
screened.  We only screened tax credit projects that were 100 percent rent 
restricted—i.e., projects that had no market rate units—because, among other 
reasons, we could not identify which units were counted as rent restricted at the 
time of the rental assistance contract.  Of the 4,466 tax credit projects that had at 
least one household with a tenant-based voucher, the average number of voucher 
households was 16.2.  The tax credit projects charged housing authorities 
unnecessary rent for about one-fifth of those voucher households.  However, these 
averages varied greatly by project and area. 

 
The $13.5 million in unnecessary rents we found only represents amounts greater 
than the tax credit restricted rent for the 60 percent area median income level.  
Some tax credit projects may have agreed to restrict rents to lower amounts for 
some or all of their units to serve tenants with incomes that are 20, 30, 40 or 50 
percent of the area median gross income.  Our methodology did not distinguish 
between tax credit units that had restricted rents for the 60 percent income level 
and those with lower restricted rents.  As a result, even if a unit’s rent was 
restricted to a lower amount, we did not consider a unit’s rent level as 
unnecessary until that rent rose to more than the tax credit restricted rent for the 
60 percent income level (maximum tax credit restricted rent).  In addition, we did 
not screen tax credit projects placed in service after 2003 because the data were 
not available.  See the Scope and Methodology section for a more detailed 
discussion of our audit approach and the limitations on our data analysis. 

 
 
 
 
 
 
 

 
Tax credit projects are planned and approved to successfully operate with rent 
restrictions that make units affordable to low-income families.  In this regard, the 
Internal Revenue Code requires state allocating agencies to provide no more tax 
credits than necessary to ensure the project’s financial feasibility and viability as a 
qualified low-income housing project throughout the tax credit compliance period 
(a minimum of 15 years).  When evaluating the financial feasibility and viability 
of proposed projects, state agencies rely on prospective operating statements that 
use the restricted rents established by the tax credit rules.  Officials from state 
allocating agencies and industry sources told us that underwriters would never  
approve projected rental income that included higher rents from tenant-based 
vouchers because the number of voucher families that would choose to live in the 
project over time is uncertain.  Several state and housing authority officials we 
interviewed thought that tax credit projects might depend upon the higher rental 
income from the tenant-based voucher program to maintain housing quality or

Allocating Agencies Require 
Tax Credit Projects to Be 
Viable without Higher Rents 
from Tenant-Based Vouchers 
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even to remain viable.  These officials suggested that some tax credit projects had 
experienced unforeseen increases in operating expenses and that projected 
increases in tax credit restricted rents have been less than anticipated.  Other state 
officials thought the overall impact of discontinuing higher rents for voucher 
households would be minimal because the projects were generally profitable and 
demand was high for tax credit allocations.  We expected the impact could vary 
according to housing markets, but the scope of our review limited the extent to 
which we could follow up on these disparate views.  However, the mission of the 
housing choice voucher program is to reduce the rent burden for eligible, low-
income families, and not to subsidize owners who are already benefiting from the 
tax credit program. 

 
Our audit does not address the issue of unnecessarily high rental subsidies for tax 
credit units with rents restricted for the 20 to 50 percent area median income 
levels—unless the gross rent charged to Section 8 exceeded the 60 percent level 
for the area.9  Tax credit units with rents restricted for the 20 to 40 percent median 
income level households are referred to as deeply skewed, and, according to 
industry officials, the very low, tax credit restricted rents that apply to these units 
do not generate enough cash flow to make the projects viable despite the 
underwriting process.  Officials we interviewed felt strongly that disallowing 
higher rents for voucher households in these units would have an adverse effect 
on the projects.  They thought that some projects depended on the tenant-based 
voucher rental subsidies to make up the difference between the deeply skewed 
rents and tax credit restricted rents for the 60 percent (maximum) income level.   
As noted above, our methodology did not distinguish tax credit units that were set 
aside for income levels lower than 60 percent and did not count any rent for these 
units as part of our $13.5 million in unnecessary rent unless the unit’s gross rent 
exceeded the tax credit restricted rent for the 60 percent (maximum) income level. 
 

 
 
 
 
 
 
 

 
HUD has used its regulatory authority to limit rental assistance for units that 
receive other subsidies, but has applied this policy inconsistently when Section 8 
rental assistance is used with tax credit projects.  In the Housing Choice Voucher 
program introduced under Section 8 in 1998, HUD expressly gave housing 
authorities discretion to reduce the initial rent charged to tenant-based voucher 
households when the unit was subsidized by tax credits.10  HUD dropped this 
provision when it issued comprehensive regulations that combined the Section 8 

                                                 
9 The area’s maximum tax credit restricted rent, adjusted for unit size. 
10   Federal Register 63, no. 83 (April 1998). 

HUD Policies on Limiting 
Section 8 Rental Assistance 
Used in Tax Credit Projects 
Have Been Imprecise or 
Inconsistent 
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Certificate and Housing Choice Voucher programs in 1999.11  The current 
guidance from HUD is Notice PIH 2002-22, which states that other tax credit 
units are considered assisted units and may not be used to determine comparable 
rents for the Section 8 voucher program.12,13  Some officials maintain that this 
implies that tenant-based rents may exceed the tax credit maximum rent because, 
among other things, comparable unassisted units might be found with higher 
rents.  Nevertheless, this guidance does not directly address whether the housing 
authorities cannot—or should not—routinely pay rents that exceed a unit’s tax 
credit restricted rent and does not appear to consider tax credit projects that were 
subsidized to have 100 percent of their units rent restricted. 

 
HUD changed policy direction again in 2005 when it finalized rules for its 
project-based Housing Choice Voucher program (project-based voucher 
program).  Before the final rule, HUD’s policy regarding limits on the amount of 
rental assistance available for vouchers used with tax credit projects was the same 
for both tenant-based and project-based vouchers.  The new regulations for 
project-based vouchers are more restrictive than the original 1998 version, stating 
“rent to the owner may not exceed the … tax credit rent….”14  In its response to 
comments on this section of the proposed rule, HUD “determined that it is 
inappropriate to allow owners to collect higher rents from voucher families than 
they are allowed to collect from tax credit families.  HUD has determined that 
allowing higher rents would result in a duplicative subsidy.”15 However, in March 
2006 HUD, in another policy reversal, proposed a regulatory change that, under 
certain circumstances, would again allow new project-based Section 8 voucher 
rents to exceed the tax credit maximum rents.  OIG non-concurred with this 
proposed rule because HUD did not provide compelling evidence to justify 
paying voucher rents that exceeded the maximum tax credit rents.  

                                                 
11   Federal Register 64, no. 93 (May 1999). 
12  Extended under HUD Notice PIH 2005-20 (HA), June 22, 2005.  
13  HUD Notice PIH 2002-22, November 1, 2002. 
14   Federal Register 70, no. 197 (October 2005).  Section 983.304, “Other subsidy:  effect on rent to owner,” 
contains two inconsistent references to the issue.  Paragraph (c)(2) states, “The rent to the owner may not exceed the 
… tax credit rent as determined by the applicable federal program listed above (low-income housing tax credit).”  
Paragraph (e) contains the following, less restrictive language used in the 1998 regulations for the tenant-based 
voucher program:  “At its discretion, a PHA [public housing authority] may reduce the initial rent to owner because 
of other governmental subsidies, including tax credit…financing.”  PIH Notice 2006-16 (HA), issued on March 29, 
2006, made the new rule applicable only to units selected for project-based vouchers after the effective date of the 
rule. 
15   Ibid., page 59911. 
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Figure 2:  Stakeholder comments on the application of HUD’s policy  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Other federal programs that subsidize affordable housing generally limit rental 
assistance when a unit already has another subsidy.  These other programs 
generally limit the rent to the amount allowed by the stricter program requirement 
because allowing the higher rent would provide an excess payment.  HUD’s 
rationale was that excess payments amount to duplicative subsidies because the 
affordable housing projects were underwritten to be feasible with the restricted 
rents.  For example, 

• If a project unit is subsidized under both HOME and the tax credit 
program, HOME regulations allow only the stricter maximum rent; i.e., 
the project must set the rent at the tax credit maximum rent even if the 
HOME maximum is greater. 

• If a project is subsidized under HOME and the occupant has a tenant-
based voucher subsidy, HOME regulations require the project to set the 
rent at the stricter HOME rate if the voucher limit is greater. 

• Similarly, if a project is subsidized under the U.S. Department of 
Agriculture Rural Housing Service 515 program and the occupant has a 
tenant-based voucher subsidy, Rural Housing Service regulations require 
any voucher rent that exceeds the program’s limit to be remitted back to 
the program. 

 
 
 
 
 

 
We agree with HUD’s reasoning for its HOME program that tenant-based rental 
assistance in excess of rent restrictions established in return for a capital subsidy 
is an unnecessary subsidy.  Therefore, any extra rent charged to the voucher

Payment of Higher Section 8 
Rents for Tax Credit Units Is 
Unnecessary and Uneconomical 

Officials we interviewed from the housing authorities, tax credit industry, and state housing 
agencies had a variety of views regarding HUD’s policies in this area. 

• Many housing authorities believed that, according to Notice PIH 2002-22, rent exceeding 
the tax credit maximum was allowed as long as the rent reasonableness standard was met.  
However, some housing authority officials—particularly those with smaller numbers of 
vouchers—observed that payment of such a rent level was either unfair (because a non-
Section 8 tenant would pay less) or wasteful (because the excess could be used to fund 
vouchers for families on the waiting list).  Officials from one large housing authority stated 
that they believed the rent level was not appropriate but felt pressured to pay it because 
other housing authorities in the area already did so. 

• Managers of tax credit projects said that they abide by each housing authority’s practice and 
that some housing authorities will agree to a housing assistance payment contract rent in 
excess of the tax credit maximum, while others would not. 

• Officials from state allocating agencies were primarily concerned about whether projects 
were in compliance with the tax credit rules and that the tax credit program would not suffer 
as the result of any changes to HUD policies.
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program amounts to a taxpayer-funded windfall for the owner.  The owner 
receives the additional income without providing any additional affordability to 
low-income tenants.  We further note that there are numerous instances in which 
the housing authority itself is an owner or investor in the tax credit projects.  In 
these instances, payment of higher rent for vouchers raises questions about 
spending priorities—should the housing authority limit rents to the tax credit 
maximum and thus have more Section 8 funds available to serve more voucher 
holders, or should it charge higher rents to maximize the tax credit project’s 
profitability even though families remain on its voucher waiting lists. 

 
Recent federal budget restrictions have put pressure on housing authorities to 
continue to meet affordable housing needs with fewer resources.  Use of voucher 
program dollars to pay higher Section 8 rents for tax credit units worsens the 
problem by directly reducing the voucher funds available to other low-income 
families in need of affordable housing.  In its budget authorization for 2005, 
Congress addressed the need for housing authorities to take steps that will help 
maintain the existing level of support to low-income families.16  In response to the 
Conference Report for the Consolidated Appropriations Act, 2005, HUD issued 
guidance17 to housing authorities that suggested cost-saving actions, including  
 

• Lowering payment standards, 
• Reviewing utility allowances to determine whether they are too high, 
• Opting to deny portability moves (to higher cost areas or units), and 
• Ensuring that reasonable rents incorporate leasing promotions (such as 

an initial two-month occupancy offered “rent free”) and reducing rents 
immediately when warranted. 

 
Disallowing rents that exceed the tax credit restricted rent for the 60 percent 
income level would be consistent with these suggested responses to current 
budgetary constraints.  
 

 
 
 

Tenant-based voucher rental subsidies that exceed an applicable tax credit rent 
restriction are an unnecessary and uneconomical use of scarce Section 8 funds.  
The tax credit units are available to non-voucher holders at the lower rents, and 
the tax credit projects cannot refuse to rent to a voucher holder at the same, 
lower rent solely because he or she possesses a voucher.  Use of voucher 
program dollars to subsidize rents that exceed the tax credit restricted rent 
directly reduces funds available to assist other low-income families in need of 
affordable housing.

                                                 
16  Congress restructured the voucher program to a strictly dollar-based (or budget-based) program to provide 
housing authorities with administrative flexibility needed to effectively manage their fixed budgets while protecting 
the most at-risk families. 
17  HUD Notice PIH 2005-9, dated February 25, 2005. 

Conclusion  
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We recommend that the Office of Public and Indian Housing 
 

1A. Draft and implement tenant-based voucher program regulations that require 
housing authorities to limit housing assistance payment contract gross rent 
to an amount not to exceed the applicable area’s tax credit restricted rent at 
the 60 percent median income level for units in projects that are 100 percent 
rent-restricted, thus increasing the availability of tenant-based Section 8 
voucher funds by at least $13.5 million annually.  

Recommendations  
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Finding 2:  The Extent and Costs of Tenant-Based Voucher and Tax 
Credit Program Overlap Are Not Monitored  
 
Complete, accurate, and up-to-date information on the use and cost of tenant-based vouchers in 
units subsidized under the tax credit program is not available to policy makers.  The tax credit 
law delegates’ administration of the tax credit program to the states and, therefore, no federal 
agency is responsible for centralizing cost or performance data.  As part of its mission to 
address the nationwide need for affordable housing, HUD maintains a database of tax credit 
projects and analyzes the localities and populations served by the program.  HUD also has the 
mechanisms in place to track data on the use and cost of its Section 8 vouchers in tax credit 
projects but it does not do so.  As a result, policy makers (and taxpayers) are not able to 
monitor the cost of Section 8 voucher use in the tax credit program—possibly three-quarters of 
a billion dollars annually—and evaluate the cost-effectiveness or necessity of housing voucher 
families in tax credit projects when making affordable housing policy funding decisions.  

 
 

 
 
 
 
 

 
Affordable housing studies generally recognize that the households served by the 
voucher and tax credit programs overlap; however, the lack of data in this area 
complicates any evaluation of affordable housing policy choices.  For example, in 
its 2002 report that compared the costs of federal housing programs for low-
income households, the Government Accountability Office noted that “The 
absence of comprehensive and consistent data is an impediment to monitoring and 
evaluating housing programs,” and “For the tax credit program, no data were 
available on the amount of rental assistance provided by the federal 
government.”18 

 
Information on the extent of Section 8 rental subsidies used in tax credit projects 
has not been available to policy makers when they consider cuts to the voucher 
program budget—the largest source of federal funds for housing assistance.  For 
example, the National Council of State Housing Agencies (an organization that 
represents state tax credit allocating agencies) has consistently advocated full 
funding for the voucher program because “the voucher program is essentially the 
only mainstream program that serves extremely low-income households without 
excessive rent burden….While Housing [Tax] Credits and HOME serve very low- 
and extremely low-income households, they do so most successfully when paired

                                                 
18 “Federal Housing Assistance:  Comparing the Characteristics and Costs of Housing Programs,” GAO-02-76, 
January 2002.  

Policy Makers Rely on 
Incomplete Information about 
Overlapping Housing Subsidies 
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with vouchers;” (italics added by OIG for emphasis).  However, no specific data 
were reported to show, for example, the potential effect of reduced voucher funds 
on rental income for tax credit projects in specific localities.  

 
 
 
 
 
 

 
No federal agency is responsible for monitoring the tax credit program’s 
efficiency and effectiveness even though the program consumes taxpayer dollars 
and is the most significant source of affordable housing construction.  The tax 
credit law delegates administration of the program to the states while the Internal 
Revenue Service primarily oversees compliance with the federal regulations for 
using tax credits.  It does not oversee the program’s impact on national housing 
policy, including its relationship to other federal housing programs.  State 
agencies are not required to track or report specific, uniform cost or performance 
data that could be used to compare and contrast the program’s effectiveness, and 
no other federal agency is responsible for collecting such information.  Finally, 
the tax credit industry has not developed its own comprehensive data source.  

 
 
 
 
 
 

 
Although not formally responsible for its monitoring or use, HUD has recognized 
that the tax credit program is important to HUD’s mission to increase access to 
affordable housing.  Through its Office of Policy Development and Research, 
HUD maintains the only comprehensive database of low-income housing tax 
credit projects—the Low-income Housing Tax Credit database (tax credit 
database).  Since 2001 HUD has issued annual reports that update and summarize 
characteristics and locations of the projects.  Despite their comprehensive 
coverage, the database update reports generally exclude projects placed in service 
within the last two years largely because data are gathered by a time-consuming 
survey process.  A contractor mails an annual survey to the 59 state allocating 
agencies and compiles the information for HUD.  The report notes that intensive 
follow-up with the agencies is required to obtain data that is usable, complete, 
consistent, and timely. 

No Federal Agency is Designated 
To Monitor the Effectiveness of 
the Tax Credit Program 
 

HUD Has the Best Access to 
Information Regarding Voucher 
Use in Tax Credit Projects 
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As of January 2006, the database contained information on tax credit projects 
placed in service only through 2003.19  The database contains no information 
about specific costs for tax credit projects.  However, the most recent survey 
asked whether the project combined the use of tax credits with other sources of 
financing such as tax exempt bonds, Rural Housing Service 515 loans, HUD 
HOME or Community Development Block Grant funds. 

  
HUD merges two databases to estimate voucher use in tax credits 

 
The tax credit survey also limits its questions to project level information.  As a 
result, to report on the use of tenant-based vouchers in tax credit projects, analysts 
had to merge the tax credit database with voucher tenant records that HUD 
maintains in its Public and Indian Housing Information Center database (tenant 
record database).  Analysts then matched voucher unit addresses to project 
addresses to identify voucher occupied units.  This address matching procedure 
has limitations: not only is it complicated, but the results are not verified and, 
until the latest survey (which added projects placed in service in 2003), the tax 
credit database did not contain complete address information for projects with 
multiple buildings. 

  
HUD’s voucher record database could easily capture which tenants are housed in 
tax credit units 

 
Analysts must rely on the address match procedure because HUD does not 
identify tax credit subsidized units in its voucher tenant record database, despite 
having the following mechanisms in place to do so. 

• The Office of Management and Budget has already approved HUD’s 
request for tenancy approval form20 that asks property owners to report 
the tax credit status of the voucher unit. 

• HUD’s tenant record database already captures more than 230 different 
data elements for each voucher including: unit address, rent, inspection 
date and owner identification, applicable payment standards, utility 
allowances, and housing assistance payments.  A yes/no field for tax 
credit status could easily be added to the database. 

• Housing authorities already collect and periodically submit this 
information to the database using HUD’s family report (form HUD 
50058). 

• The housing authorities have an annual opportunity to identify and 
update a unit’s tax credit status in the tenant record database when they 
perform the required unit inspections, recertify the tenant’s eligibility and  
annually update the housing assistance payment contract with the 
owner/landlord.

                                                 
19 “Updating the Low-Income Housing Tax Credit Database Report Projects Placed in Service Through 2003,” HUD 
Office of Policy Development and Research, January 2006. 
20  Form HUD 52517 (06/2003), line 10, has a box that can be checked to indicate the unit has a tax credit subsidy.  
OMB Approval No. 2577-0169 (exp. 07/31/2007). 
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Many housing authority officials we interviewed thought it would not be too 
burdensome to identify and track the tax credit units from this time forward. 

• Officials from about three-quarters of the housing authorities we 
contacted had an opinion on this matter.  Most of them thought it would 
be relatively easy to identify and track vouchers used in tax credit units, 
but some thought it would be difficult. 

• Officials from the remaining group of housing authorities did not know 
how they could track tax credit units, but most thought they could 
identify them. 

Housing authority officials generally knew that the HUD request for tenancy 
approval form asked for a unit’s tax credit status.  Several stated that they could 
consult HUD’s tax credit database online to determine tax credit status, or that 
they could contact their state tax credit allocating agency.  Some suggested that 
the easiest approach would be for HUD to have the housing authorities report a 
voucher unit’s tax credit status during their annual updates to HUD’s tenant 
record database.  They also commented that their commercial software providers 
would be more likely to modify the programs used to electronically update the 
database if HUD required the change. 

 
 
 
 
 
 

When tenant-based rental subsidies are used in tax credit projects instead of being 
used to convert market rate units into affordable housing, programs designed to 
provide two units of affordable housing instead provide only one.  When this 
occurs, the actual cost of providing that unit of housing is more than what either 
program alone reports.  In its 2002 report the Government Accountability Office 
recognized the need for taxpayers to understand the total cost of the tax credit 
program, including to what extent other sources of funding are being leveraged 
and stated, “The tax credit program consumes real taxpayer resources, and, as 
with any government program, taxpayers deserve to know what is being 
purchased with their dollars and at what cost.”  The report also noted that 
“…since housing subsidies are not an entitlement and only about one-third of 
eligible households receive assistance, it is imperative that scarce subsidies [sic] 
dollars be used as efficiently as possible.”21 
 
Based on the estimates of program overlap referenced in Appendix D of this 
report, the tenant-based voucher program provides roughly three-quarters of a 
billion annually in rental subsidies to the tax credit projects.  This additional cost 
is significant when compared to the $5 billion that is widely cited as the annual 
cost of the tax credit program.  A more current and precise estimate of the 
additional cost of using tenant-based voucher subsidies in tax credit projects 

                                                 
21  “Federal Housing Assistance:  Comparing the Characteristics and Costs of Housing Programs,” GAO-02-76, 
January 2002. 

Policy Makers Need More 
Complete Information on 
Program Overlap 
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would be readily available if HUD’s tenant record database identified tax credit 
units as described above.  In addition, the data could be compared and contrasted 
by localities to help policy makers determine where the combined use of these 
programs is, or is not, a necessary and cost-effective use of tax dollars. 

 
 
 
 

 
Taxpayers, through HUD’s tenant-based voucher program, provide significant 
rental subsidies that add to the cost of housing provided through the Internal 
Revenue Service’s tax credit program, but taxpayers and policy makers do not 
have the information necessary to monitor and evaluate the extent of this program 
overlap.  As the primary federal agency charged with the responsibility to address 
housing needs of the nation, HUD should use tools it already has at its disposal to 
track data on overlapping affordable housing subsidies. 

 
 
 
 

 
We recommend that the Office of Public and Indian Housing 

 
2A. Track the use of tenant-based Section 8 vouchers in tax credit units by 

including the voucher unit’s tax credit status in the family report to the 
Public and Indian Housing Information Center database during the regular 
reporting cycle. 

2B.      Establish controls to ensure that available data on the costs of using multiple 
program subsidies to provide affordable housing are tracked and reported. 

 

Conclusion  

Recommendations  
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SCOPE AND METHODOLOGY 
 
 
Our analysis of tenant-based voucher data should capture the largest part of the rental charges 
that exceeded tax credit restricted rents for the 60 percent area median income level even though 
it does not represent the entire country.  We tested tenant records for 21 states, Washington, DC, 
and Puerto Rico (see appendix C).22  All but four of these states/areas were selected because they 
contained fair market rent areas as defined by HUD where the corresponding Section 8 payment 
standards for a two-bedroom unit were generally higher than the tax credit restricted rent that 
applied to the 60 percent median income level for the area (the maximum tax credit restricted 
rent).23  We presumed that voucher holders in the areas with relatively higher fair market rents 
were (1) most likely to be charged a gross rent that was higher than the tax credit restricted rents 
and (2) more likely to afford, and therefore occupy, a tax credit unit.  To support these 
presumptions, we analyzed data from four additional states (Alabama, Illinois, Nebraska, and 
Washington) that contained no areas with fair market rents higher than the maximum tax credit 
restricted rent.  The first assumption was supported; 13 percent of all voucher records screened 
were in the four states, but they accounted for 0.9 percent of the rents in excess of the tax credit 
maximum.  However, results for the second assumption were inconsistent.  The proportion of 
tenant-based vouchers used in tax credit units ranged from 3 to 11 percent in the four states, 
compared to an average of 6.1 percent for the other 19 states/areas analyzed.  Among other 
reasons, this result could be due to our methodology, which did not address the extent to which 
tax credit units with rents restricted at the lower levels (20 through 50 percent income levels) 
were affordable to voucher holders (i.e., less than fair market rents). 
 
Using current tenant-based voucher records reported in HUD’s Public and Indian Housing 
Information Center database (tenant record database), we matched voucher unit addresses to 
addresses for tax credit projects that HUD’s Office of Policy Development and Research maintained 
in a separate database.24  For matched units we also looked for other nearby units with the same 
project name and owner identification.  For each unit matched to a tax credit project, we 
 

• Compared the gross rent recorded in the tenant record database to the tax credit restricted 
rent at the 60 percent median income level (adjusted for unit size) for the unit’s location.  If 
we computed an excess, we multiplied the monthly amount by 12 to obtain the amount of 
unnecessary rent that was charged to the voucher program over the course of the annual 
housing assistance payment contract. 

• Counted the unit toward the proportion of program overlap, regardless of the gross rent 
charged. 

 
The amount of unnecessary rent we found charged to the voucher program is likely to be 
understated as a result of the following constraints and conservative assumptions:
                                                 
22 We selected entire states to delineate sample areas for simplicity and because tax credits are allocated and 
administered by state.  For the most part, housing authorities have jurisdictions, and therefore tenant records, that 
fall completely within a state but not necessarily within one county or city. 
23 We used HUD’s fair market rent areas in effect for 2003, 2004, and 2005. 
24 HUD officials provided OIG with a preliminary copy of the Low-Income Housing Tax Credit database, updated 
through 2003, that contained 23,855 projects nationwide. 
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• We only screened tenant-based vouchers against tax credit projects that we determined 
operated with 100 percent rent-restricted units (no market rate units).25 

•  The most up-to-date tax credit project database available contained projects placed in 
service through 2003.  As a result, we could not match current voucher records to an 
estimated 2,500 projects placed in service after that time.  According to HUD, the newer 
projects tend to have more units than older ones and probably account for 100,000 
additional units per year.26 

• To compute the amount of unnecessary rent, we used the highest possible tax credit 
restricted rent (adjusted for unit size) for a given location, even if a lower rate was effective 
at the time of the housing assistance contract. 

• We relied upon current tenant-based voucher records in the Public and Indian Housing 
Information Center database, which is known to be incomplete (HUD accepts an 85 percent 
reporting rate from housing authorities).  We obtained current records for approximately 
1,173,000 tenant-based vouchers, compared to about 1,391,000 vouchers listed as the 
inventory for the housing authorities we reviewed.27  

 
In addition, because the address matching methodology was prone to errors, we verified our results 
for a limited number of matches.  In each state reviewed,28 we selected several matches with the 
highest amount of rent that exceeded the area’s tax credit restricted rent for the 60 percent median 
income level and asked housing authority officials to verify the address, gross rent, payment 
standard, and unit bedroom size and to confirm that the unit was in a 100 percent rent-restricted tax 
credit project.  We adjusted or excluded from our analysis the rent and/or match results for those 
records in which housing authority officials provided corrections or could not verify the data.  We 
also excluded other tenant records with units that were matched to projects that officials told us 
were not 100 percent rent restricted, even though we had not selected these tenant records for 
verification.  Finally, in some cases, officials found that vouchers were incorrectly reported in the 
tenant record database as tenant-based vouchers when they were actually project-based.  We also 
deleted those records from our results.  Despite our effort to improve the reliability of our analysis, 
our verification sample was not statistical and only tested for false positives.  Consequently, the 
verification results do not apply to the entire analysis. 
 

To gain some perspective on the practical application of HUD’s policy, we interviewed officials at 
one or more housing authorities in each state/area reviewed (except Nebraska and Puerto Rico).  
Officials at many housing authorities had not previously focused on the issue of tax credit rent 
restrictions, and some were not aware their voucher holders sometimes paid more than non-voucher 
holders for tax credit units.  Most officials we interviewed considered the use of tenant-based 
vouchers in tax credit projects as necessary to provide meaningful housing choices to

                                                 
25  By comparing the number of low-income units reported to the total number of units for each project, we 
determined that about 88 percent of the tax credit properties in the nationwide database were effectively 100 percent 
low income.  HUD reported that 95 percent of the units in tax credit properties placed in service from 1995 through 
2003 qualified as low-income units.   
26   “Updating the Low-Income Housing Tax Credit (LIHTC) Database Projects Placed in Service Through 2003,” 
HUD Office of Policy Development and Research, January 2006, p. ii. 
27  Based on the number of authorized vouchers in HUD’s inventory of vouchers by housing authority. 
28  We did not verify any data for Nebraska because that state had no rents exceeding the tax credit limit. 
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voucher holders, and many were pleased to provide some input to our review.  Nevertheless, it 
should be noted that we only interviewed housing authorities that had placed voucher holders in tax 
credit projects, and some had ownership interest in those projects.  Accordingly, their views do not 
represent the situation in all localities.  We also interviewed officials from a limited number of state 
agencies responsible for either allocating tax credits or for developing affordable housing.  Finally, 
we visited seven tax credit projects that charged higher rents to Section 8 tenants and interviewed 
the project managers or owners. 
 

We reviewed HUD’s regulations and guidance regarding the use of tenant-based vouchers in tax 
credit properties and interviewed HUD officials responsible for the tenant-based voucher program 
including officials from HUD’s Office of General Counsel.  We also reviewed the applicable 
Internal Revenue Code and information available from the state allocating agencies that implement 
the tax credit program.  In response to concerns expressed by HUD officials, we consulted the 
Office of Inspector General (OIG) Office of Counsel regarding the relation of the Internal Revenue 
Service tax credit laws and regulations to HUD’s voucher program laws, regulations and policies on 
rent limitations. 
 

We performed our review from September 2005 through April 2006 in accordance with 
generally accepted government auditing standards. 
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Relevant Internal Controls 

INTERNAL CONTROLS 
 

 
Internal control is an integral component of an organization’s management that provides 
reasonable assurance that the following objectives are being achieved: 
 

• Effectiveness and efficiency of operations,  
• Reliability of financial reporting, and  
• Compliance with applicable laws and regulations. 

 
Internal controls relate to management’s plans, methods, and procedures used to meet its 
mission, goals, and objectives.  Internal controls include the processes and procedures for 
planning, organizing, directing, and controlling program operations.  They include the systems 
for measuring, reporting, and monitoring program performance. 
 

 
 
 
 

 
We determined the following internal controls were relevant to our audit objectives: 
 
• Controls to ensure that available data on the costs of using multiple program 

subsidies for the same goal are tracked and reported.  
 

We assessed the relevant controls identified above.  
 
A significant weakness exists if management controls do not provide reasonable 
assurance that the process for planning, organizing, directing, and controlling 
program operations will meet the organization’s objectives. 

 
 
 
 

 
Based on our review, we believe the following items are significant weaknesses: 

 
• HUD does not have effective controls to ensure that available data on the 

costs of using multiple program subsidies to provide affordable housing are 
tracked and reported.  

 

Significant Weaknesses 
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APPENDIXES 
 

Appendix A 
 

SCHEDULE OF QUESTIONED COSTS 
AND FUNDS TO BE PUT TO BETTER USE 

 
 

Recommendation 
number  

 Funds to be put 
to better use 1/

1A  $13,500,000
  

 
 
 
1/ “Funds to be put to better use” are estimates of amounts that could be used more 

efficiently if an Office of Inspector General (OIG) recommendation is implemented.  
This includes reductions in outlays, deobligation of funds, withdrawal of interest subsidy 
costs, costs not incurred by implementing recommended improvements, avoidance of 
unnecessary expenditures noted in preaward reviews, and any other savings which are 
specifically identified. While these savings will occur indefinitely upon implementation 
of our recommendations, we have only included the initial year in our estimate.  
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Appendix B 
 

AUDITEE COMMENTS AND OIG’S EVALUATION 
 
 
 
Ref to OIG Evaluation   Auditee Comments 
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OIG Evaluation of Auditee Comments 
 

Comment 1 In response to HUD’s concerns regarding the legislative intent of certain 
provisions of the IRS Code on housing tax credits, we were unable to substantiate 
the legislative intent or meaning asserted in HUD’s response.  We concluded that 
it was appropriate to evaluate the effectiveness and efficiency of HUD’s policy 
based on the law as written and the interpretation that HUD has used in the past, 
i.e., that HUD has the legal authority to decide whether it should limit Section 8 
voucher payments to tax credit projects when those payments exceed the IRS 
rent-restriction applicable to the occupied unit. 

 
HUD’s response does not provide any evidence to support its assertion that 
implementing our recommendations will, over time, result in greater cost per 
month in the Housing Choice Voucher program.  We further discuss both issues 
addressed in this comment under comment numbers 13, 14 and 21. 

 
Comment 2 We appreciate the PIH staff’s willingness to express concerns regarding the facts 

and conclusions in our report.  However, no factual corrections were provided, 
and officials did not provide compelling evidence to support any changes to other 
conclusions about Section 42 in the report. 

 
Comment 3 Under the Inspector General’s Act of 1978, OIG’s purpose is to promote the 

integrity, efficiency and effectiveness of HUD’s programs and operations.  When 
we identify potential waste, fraud or abuse in the implementation of HUD’s 
programs, our job is to point that out even if the situation appears to be caused by 
confusing interplay of multiple laws that govern the program.  We agree that the 
interaction of the IRS Code Section 42 and the Housing Act, as amended, is 
complex.  However, we based our audit on our understanding of these laws and 
the interpretation that HUD has used in the past.  If we were to avoid auditing or 
making recommendations on potentially wasteful policies simply because they 
stem from the interplay of laws whose meaning is not transparent, then we would 
not be fulfilling the requirements of the Inspector General’s Act of 1978. 

 
Comment 4 We disagree with the assertion in HUD’s response that no subsidy overlap exists 

between the IRS tax credit program and the Housing Choice Voucher Program 
when tenant-based vouchers are used in tax credit units.  See comment 9.  We 
also disagree with the assertion that the tax credit program is only a construction 
subsidy and that tax credit financing does not affect the operations and property 
management of a project.  See comment 10.   Although we do not characterize it  
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 as a near entitlement, the report does point out that tax credit projects should not 
need an incentive (as HUD’s response describes the payment of rent that exceeds 
the IRS rent restrictions) to rent to voucher holders because the IRS Code 
prohibits tax credit projects from refusing to rent to a voucher holder solely 
because he or she has a voucher.  See comment 13.  We also note that in some 
areas this requirement is moot because a local “sources of income” law prevents  

 landlords from discriminating against a rental applicant simply because they 
possess a voucher or some other subsidy to their income or rent payment. 

  
Comment 5 We disagree with the assertion in HUD’s response that HUD needs the express 

authority of the IRS Code or the Housing Act to implement the report’s 
recommendations.  First, we interviewed officials from HUD Counsel who stated 
that nothing in the IRS Code or the Housing Act prohibits HUD from limiting the 
amount of Section 8 rental assistance it will pay for tax credit subsidized units.  
Second, we noted that HUD has already used its regulatory authority to limit 
project-based Section 8 rental assistance for units with rents restricted under the 
tax credit program.   HUD’s response does not explain how the IRS Code or 
Housing Act enable it to limit rents with respect to project-based Section 8 
vouchers but not for tenant-based Section 8 vouchers.  See comments 14 and 28. 

 
Comment 6 See comments 21 and 22. 
 
Comment 7 See comments 23, 24, 25 and 26. 
 
Comment 8 See comments 9, 10 and 13. 
 
Comment 9 We disagree with the assertion in HUD’s response that no subsidy overlap 

whatsoever exists between tenant based rental assistance and/or voucher 
utilization and the low income housing tax credit.  In its 2002 report the 
Government Accountability Office stated “Computing the costs of federal 
housing assistance programs is further complicated when subsidies overlap—that 
is, when rental assistance is combined with development subsidies to make units 
affordable for very-low-income households, both in older and in newly developed 
properties”29  (bold added by OIG for emphasis). The term overlap in our report 
means the same thing.  We are not able to address the comment made in footnote 
two of HUD’s response because HUD does not provide the specific reference. We  

 note that our report cites the 2002 GAO report that compares the characteristics 
and costs of six active federal programs that provide affordable housing.  GAO 
describes five of the programs, including the low income housing tax credit 

 

                                                 
29 “Federal Housing Assistance:  Comparing the Characteristics and Costs of Housing Programs,” GAO-02-76, 
January 2002, 80. 
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 program, as housing production programs and describes the voucher program as a 
supplement to tenant rental payments in privately owned moderately priced 
housing chosen by the tenants.  GAO notes that all six of the programs were 
selected for its review because they “continue to increase the number of 
households assisted by the federal government”.30 

 
Comment 10 We disagree with HUD’s assertion that “the financial ability to construct units and 

the practical reality of managing units are two wholly and entirely unrelated 
concepts…” when applied to projects financed under tax credit law.  The express 
purpose of the tax credit program is to provide affordable rental housing, i.e. 
affordable rents over a defined period of time.  It does so by reducing the 
financing costs (with tax credits) so that the project can operate with less debt 
load and thus remain viable while collecting less than market rent.  This subsidy 
mechanism works precisely because repayment of finance debt (mortgage) is 
typically a significant operating cost.  Project management has to pay the 
mortgage and other operating costs from the project’s operating revenues which 
are largely derived from the rents charged.  Therefore, the ability to meet 
mortgage payments while maintaining rent restrictions is a practical reality of 
project management. 

  
Furthermore, the IRS Code expressly links the amount of tax credits to the 
restricted rent level by requiring allocating agencies to provide no more tax 
credits than necessary to ensure the project’s financial feasibility and viability as a 
qualified low-income housing project [i.e. operation in compliance with restricted 
rents and tenant income levels] throughout the tax credit compliance period.   

 
Comment 11 We disagree with the assertion in HUD’s response that adopting the report’s 

recommendations “causes greater stress on the delivery of units that serve tenants 
that earn 30 percent of area median income or less.”  Our methodology, report and 
recommendation do not distinguish between tax credit units targeted (i.e. rent-
restricted) for tenants that earn 30 percent (or any amount less than 60 percent) of 
area median income and the tenants that qualify for assistance at the 60 percent 
median income level (the maximum income level that qualifies a tenant to live in 
a tax credit subsidized unit).  Accordingly, adopting the report’s recommendation 
would have the same impact on the 30 percent area median income voucher 
household as on a 60 percent area median income voucher household—the tenant-
based Section 8 voucher assistance would not be used to subsidize gross rent that 
exceeds the maximum IRS restricted rent—the rent restriction that applies to a 
unit set aside for a household at the 60 percent income level, adjusted for unit 
size. 

 

                                                 
30 HUD’s Office of Policy Development and Research also refers to the use of tenant-based Section 8 vouchers in 
tax credit projects as an overlap of the two programs.  See “Updating the Low-Income Housing Tax Credit (LIHTC) 
Database Projects Placed in Service Through 2003,” HUD Office of Policy Development and Research, January 
2006, p. 47. 
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 In fact, our report and recommendation disregard the fact that allowing the tax 
credit project to charge the maximum restricted rent (rent established for the 60 
percent income level) for a unit that qualifies as rent restricted at the 30 percent 
level results in a duplicative subsidy for the portion of rent that exceeds the 30 
percent rent level.  This occurs because the project was underwritten to be viable 
with the rent for that unit restricted at the 30 percent income level, and the 
developer made a contractual agreement with the IRS to comply with that 
restriction after the unit was placed in service.  The reasons we did not distinguish 
between the maximum and lower tax credit qualifying income levels and rents 
were primarily because 1) the data required to identify a unit’s income level is not 
readily available to HUD and 2) implementing a requirement to track each 
voucher unit’s tax credit compliance level and associated rent limit would be 
burdensome for housing authorities. 

 
Comment 12 HUD’s response incorrectly states that the report presumes that viability of a tax 

credit project is only assessed initially.  The IRS Code requires state allocating 
agencies to assess the financial feasibility of the project and its viability as a 
qualified low-income housing project throughout the credit period on the 
following three occasions:  the application for the housing credit dollar amount, 
the allocation of the housing credit dollar amount and the date the building is 
placed in service.31  The extent to which stakeholders focus on viability from 
different perspectives or perform additional analyses is not relevant to the 
requirements of the IRS Code, and does not change the tax credit project’s 
contractual agreement with the IRS to provide affordable housing at specified rent 
levels over a specified period of time. 

 
 We agree with HUD that developers and investors who propose tax credit 

financed units that will serve very low-income tenants may consider voucher 
availability and use in the proposed market area.  However, this does not imply 
that the developers expect or deserve to receive higher rents for units occupied by 
voucher holders.  The state allocating officials we interviewed were adamant that 
tax credit proposals they receive never project operating revenues based on rents 
that exceed the IRS rent restrictions for voucher-occupied units, because the 
number of voucher families that would choose to live in the project over time is 
uncertain.  Accordingly, underwriters certify that these tax credit projects appear 
to be viable with rents set at IRS restricted levels for very low-income 
households, and investors or other stakeholders should not need or expect to 
charge higher rents simply because the units are occupied by voucher holders.  If  

 

                                                 
31 26 CFR [Code of Federal Regulations] Section 42 (m)(2)(c)(i) 
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 the state allocating agencies determine that the underwriting is unrealistic for very 
low-income targeted tax credit units, as implied by HUD’s response, then they 
have the ability to impose the sanctions referred to in HUD’s response and/or 
require underwriting that reflects more realistic operating costs. 

 
Comment 13 Contrary to the assertion in HUD’s response, the report makes no assumptions or 

statements that tax credit projects must accept voucher holders simply because 
they have a voucher.  The report does state—as HUD’s response reiterates later—
that a tax credit project cannot refuse to rent to a voucher holder solely because he 
or she has a voucher (see page eight of the report).  Obviously, the landlord may 
decline a prospective tenant for any other lawful reason, as HUD notes in its 
response.  The report argues that, if an otherwise qualified prospective tenant does 
have a tenant-based Section 8 voucher, then the tax credit project cannot refuse to 
rent to that voucher holder on the basis that the tenant and issuing housing 
authority will not agree to a rent that is higher—simply because the prospective 
tenant has a voucher—than the IRS rent restrictions that apply to the unit.  
Further, the report states clearly that, for the purpose of qualifying for the tax 
credit, IRS code allows the rent to exceed the restricted level as long as the excess 
does not come from the tenant’s pocket (see report pages six and nine).  However, 
allowing the rent to exceed the IRS rent restricted level is not the same as the 
landlord requiring a higher rent only because the prospective tenant has a voucher 
that can pay the excess rent without jeopardizing compliance with IRS 
affordability requirements.  It is OIG’s position that the IRS Code leaves the 
matter to HUD (or any other entity that provides tenant-based rental assistance) as 
to whether or not its voucher subsidy should exceed the IRS restricted rent that 
applies to the unit.  

  
HUD’s response provides no evidence to support its assertion that “Congress 
wanted to create a monetary incentive for low income housing tax credit unit 
owners to accept a voucher”.  Furthermore, our review of Congressional intent 
could not substantiate HUD’s assertion.  Instead, the language in the IRS Code 
seems aimed at ensuring that a tax credit unit will not lose its qualifying status if 
the tenant receives other rental or income subsidies.  If Congress wanted to 
require HUD to utilize Section 8 funds as an incentive for tax credit owners to 
rent to voucher holders, then it could plainly say so.  Moreover, HUD Counsel we 
interviewed did not believe that the IRS Code mandated such a financial 
incentive.  In the absence of a documented, clear need or mandate to do so, OIG 
believes it is unnecessary and uneconomical for HUD to have a standard policy 
that uses Section 8 funds to pay incentives in the form of excess rent to tax credit 
owners.  Doing so reduces the scarce funds available to provide vouchers to low-
income households already waiting for affordable housing.  Accordingly, this
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report recommends that HUD eliminate these unnecessary incentives as a matter 
of standard policy.  If HUD documents specific circumstances that warrant 
payment of Section 8 voucher rents that exceed IRS rent restrictions for certain 
units or projects, then HUD would continue to have the discretion to do so under 
the IRS Code and the Housing Act. 
 

Comment 14 We do not agree with HUD’s response that it needs an express provision of the 
IRS Code and/or the Housing Act to enable HUD to limit Section 8 rental 
subsidies for units that already have rents restricted under the tax credit program.  
Based on our review of the pertinent sections of both the IRS Code and the 
Housing Act, we found no legal impediments to HUD’s implementation of the 
reports’ recommendations.  Indeed, HUD has already used its authority to limit its 
project-based Section 8 voucher payments for rents that exceed IRS rent 
restrictions for tax credit units (see report pages 13 and 14).  HUD’s response 
does not explain how the IRS Code or Housing Act enables it to make the same 
policy change with respect to project-based Section 8 vouchers but not for tenant-
based Section 8 vouchers.  (We recognize that other arguments have been made 
against limiting rent subsidies for project-based Section 8 vouchers in tax credit 
units, but those arguments have to do with contractual agreements between HUD 
and the projects—not HUD’s authority to set limits for its subsidies under the 
Section 8 voucher program.) 

 
Comment 15 HUD’s response correctly points out that the rental limits under the HOME 

Investment Partnership and other programs cited have a statutory basis for 
existence.  However, the report cites these programs to illustrate how they 
recognize the nature of the duplicate subsidy created when tenant-based rental 
assistance is used in a unit that already has its rent restricted under an affordable 
housing production program.  HUD’s own website for the HOME program 
provides the following explanation for its rental limitations, which is precisely the 
reasoning behind our finding and recommendation regarding excess rents charged 
to Section 8 for tenant-based vouchers used in tax credit units: 

 
“Because tenant-based assistance is portable and does not provide a guaranteed 
income stream to the project, the underwriting of these projects is based upon 
rents no higher than the maximum HOME rents. If the Department permitted 
higher rents to be charged in HOME-assisted units occupied by tenant-based 
rental assistance recipients, there would be a duplicative subsidy. The HOME 
program would have provided a capital subsidy to reduce rents to a certain level  
 



48 
 

(High and Low HOME rents), but the owner would be charging rents higher than 
the HOME rents with the additional amount being paid to the owner from another 
governmental source. The result would be a publicly funded windfall to the 
project owner with no additional affordability achieved for the low-income 
tenant.” 
Source:  HOMEfires - Vol. 3 No. 10, November 2001 
http://www.hud.gov/offices/cpd/affordablehousing/library/homefires/volumes/vol
3no10.cfm 
 

Comment 16 As discussed under comments 14 and 15, although the rent limitation under the 
HOME program is statutory, there is no statute or regulation that prohibits HUD 
from limiting its voucher rents. 

 
Comment 17 HUD’s response incorrectly quotes statistics in the report regarding the 

percentage of voucher-occupied tax credit units in all units financed with low 
income housing tax credits.  We clarified text in Table 1 of Appendix D in case it 
was misleading. 

 
Appendix D of the report presents the following statistic compiled by the 
Government Accountability Office in its 1999 report titled “Tax Credits:  The Use 
of Tenant-Based Assistance in Tax Credit Supported Properties”: 

 
• 16,532 households (+/- 2,981 households) received tenant-based assistance 

out of 142,865 (+/- 2,912) households occupying tax credit units.   (Using 
theses statistics, OIG computed that the proportion of households with tenant-
based rental assistance was 9.3 to 13.9 percent of all households in tax credit 
units.)   

 
The GAO’s report further notes that the above data was estimated from data 
gathered for tax credit projects placed in service from 1992 through 1994.  GAO 
used the same data to estimate that 36 percent (+/- 10 percent) of tax credit 
properties housed at least one tenant that received tenant-based rental assistance. 
 
More recent data show that voucher use in tax credit units is increasing.   HUD’s 
most recent study and data OIG analyzed for this audit showed that, for tax credit 
projects placed in service through 2003, the portion that had at least one resident 
receiving tenant-based rental subsidies through the Section 8 program increased to 
approximately 46 percent.  HUD also reported that the average size of tax credit 
projects increased from 42 units to 82 units per project.  It is likely that the 
percentage of voucher-occupied tax credit units in all tax credit projects has also 
surpassed the 9 to 14 percent estimated from data gathered in the early 1990s. 
 

Comment 18 See comment 12.



49 
 

Comment 19 HUD’s response states that Congress expressly (italics added by OIG) noted its 
intent (with respect to the calculation of gross rent) in the form of legislative 
history, but the response does not provide any source for that history in its text or 
in the accompanying footnote 13. 

 
Comment 20  As discussed under comments 13 and 14, the language in the IRS Code seems 

aimed at ensuring that a unit will not lose its tax credit qualifying status if the 
tenant receives other rental or income subsidies.  Furthermore, the IRS Code does 
not state that the tax credit project should receive market rent for a voucher-
occupied unit.  HUD’s response argues that Congress could have passed an 
amendment to limit the rent for voucher-occupied units, but likewise, Congress 
could have passed an amendment to ensure projects receive market rents when 
rent-restricted units are rented to voucher holders.  

 
Comment 21 We disagree with the assertion in HUD’s response that disallowing Section 8 

rental assistance that exceeds the maximum tax credit rent results in a disincentive 
for managers of tax credit projects to rent to voucher holders.  Instead, the result 
would be neutral:  tax credit projects would charge the same rent to an applicant 
with a voucher as they would to any other prospective tenant (with the notable 
exception that tax credit projects could continue to collect higher rents for units 
with rents restricted at levels less than 60 percent, as long as the rent did not 
exceed the maximum IRS restricted rent—the rent for the 60 percent median 
income level.)  

  
HUD’s response does not provide any evidence to support its main economic 
assumption that, in areas where Fair Market Rents exceed the IRS maximum 
restricted rents, allowing tax credit projects to charge the same rents to qualified 
voucher holders and non-voucher holders will result in fewer tax credit units 
available to the voucher holders.  This assertion implies that tax credit projects 
generally prefer non-voucher holders.  However, vouchers are more attractive to 
some landlords because the voucher portion of the rent is a secure income stream.  
HUD’s response does not take this into account and does not cite any studies that 
have addressed landlord preferences.  
 
Moreover, the presumption of preference to voucher holders when they can pay 
higher rent raises the following question.  Does allowing tax credit projects to 
collect higher rents from voucher holders result in fewer tax credit units available 
to the 50 and 60 percent median income level tenants without vouchers—the 
income group the tax credit program was envisioned to serve?   If there are not 
other income-qualified prospective tenants in the area, it seems unlikely that the 
tax credit project would leave a unit vacant if a qualified voucher holder will rent 
it, albeit at the IRS restricted rent.  Nevertheless, our audit and report did not 
address the issue of whether, in certain areas, the present policy tends to displace 
income-qualified non-voucher holders with voucher holders (in tax credit units).
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Comment 22 The assertion in HUD’s response goes too far by stating that Congress has already 
decided that the law should make it easier for tenant-based voucher holders to live 
in tax credit units, and therefore giving voucher holders greater access to newer 
units [we assume the response means tax credit units] is apparently the highest 
policy goal.  Instead we believe the Section 8 voucher program has a duty to 
expend its funding in the most economical, efficient and effective manner 
possible.  That duty includes making its own determination as to whether payment 
of rent in excess of IRS maximum is, or is not, the most beneficial policy for the 
housing authorities and voucher holders it serves.  

 
Comment 23 HUD’s response incorrectly quotes the report.  The last sentence in the third full 

paragraph on page five actually states “Tenant-based voucher program legislation 
does not prohibit the gross rent from being lower than the payment standard as 
long as the unit meets HUD’s housing quality standards.”  The response’s 
substitution of the word “needs” for “housing quality standards” does not 
adequately convey that in order to qualify for a Section 8 subsidy, a unit must 
meet physical specifications to ensure health and safety standards are met as 
opposed to meeting an unspecified housing “need”.  
 
HUD’s response also incorrectly states that the report failed to note that the IRS 
Code relies on payment standards set forth in Section 8(o)(10)(A) of the Housing 
Act.  This paragraph of the Housing Act pertains to reasonable rents.  The 
background section of the report notes (in paragraph six) that “the housing 
authority must determine that the rent requested for the unit is reasonable in 
comparison to market rents charged for other comparable, unassisted units”.  The 
report also notes, under Finding One, that the current practice by housing 
authorities—allowing Section 8 payments in excess of IRS rent restrictions—is 
based on guidance issued by HUD under Notice PIH 2002-22 which states that 
other tax credit units are considered assisted units and may not be used to 
determine comparable rents for the Section 8 voucher program.    

 
Comment 24 HUD’s response states that “PIH has never asserted that payments under the 

current policy are an entitlement”.  At the same time, HUD’s response maintains 
that HUD does not have any authority to limit its Section 8 subsidies to tax credit 
projects.  Semantics aside, if HUD cannot refuse to pay the excess, then it appears 
the tax projects are entitled to it.  See comment 13. 

 
The term “windfall” was first used by HUD to describe tenant-based rental 
subsidies that exceeded the maximum rent established for projects that received 
capital subsidies under the HOME program.  See comment 15. 
 

Comment 25  The report does not intend to imply that, in the event the tenant’s income rises 
above the IRS limit, the law protects Section 8 voucher holders more than any 
other tenant.  HUD’s response correctly notes that all tenants are protected from 
higher rents even if their incomes rise.  The report was simply making the point 
that, in contrast to voucher holders, the law does not permit tax credit projects to
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 exceed the IRS rent restrictions for non-voucher holders in any circumstance, 
including a rise in household income. 

 
Comment 26 HUD’s response appears to interpret the report as saying voucher use increases 

tax credit competition.  OIG did not mean to imply that ceasing fair market rent 
payments (i.e. payments in excess of IRS restricted rent in some areas) on tax 
credit units would somehow diminish tax credit demand.  At the entrance 
conference, HUD officials raised this question and insisted that we ask officials in 
industry or state allocating agencies how disallowing excess rents for vouchers in 
tax credit units would affect development of tax credit projects.  We revised the 
report language to better reflect their responses.  As the report notes, the 
responses were inconclusive and further investigation on the subject was beyond 
the scope of our audit.  To the extent we understand this section of HUD’s 
response; we agree that the impact of our recommendation would vary according 
to housing authority jurisdiction.  Nevertheless, we believe the recommendation 
reflects a conservative approach to Section 8 spending, and is therefore the 
preferred standard (default) policy. 

 
Comment 27 We disagree with the assertion in HUD’s response that HUD needs statutory 

authority to direct PHAs to collect data in connection with the use of vouchers 
with tax credit projects.  As the report notes on page 19, HUD already requires 
housing authorities to use Form HUD 52517.  As approved by OMB, the form 
already gathers data to indicate if a unit has a tax credit subsidy.   Accordingly, 
we do not see why HUD now needs additional statutory authority to inquire about 
a voucher unit’s tax credit status.  We also disagree with the implication in 
HUD’s response that Congress must authorize HUD to monitor the tax credit 
program’s effectiveness, specifically the extent to which HUD’s Section 8 funds 
are used in conjunction with the tax credit subsidy.  First we note that Congress 
passed the Government Performance and Results Act in 1993 that requires 
agencies to generate the information congressional and executive branch decision-
makers need in considering measures to improve government performance and 
reduce costs.  Second, as the report notes on pages 19 and 20, HUD already tracks 
data on the tax credit program because the program is important to HUD’s 
mission to increase access to affordable housing.  HUD’s Office of Policy 
Development and Research maintains the tax credit project information, and 
already utilizes data maintained by HUD’s Office of Public and Indian Housing to 
estimate voucher use in tax credit projects.  Implementation of the report’s second 
recommendation would greatly simplify this portion of the research. 

 
Comment 28  We do not concur with HUD’s concluding remarks stating that the Office of 

Public and Indian Housing cannot undertake the (OIG’s) recommendation as 
Congress has not made a policy determination that would support Finding 1.  
Based upon available documentation and information, as discussed above in 
comments 1, 5, 13, 14, and 22, HUD does have the legal authority to implement 
the report recommendation limiting Section 8 Housing Choice Voucher payments.
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We are aware of no Congressional action that would preclude implementation of 
the recommendation.In regards to HUD’s claim that Finding 1 of OIG’s report is 
an intrusion on policy unsupported by legal authority, it should be noted that 
OIG’s mandate under the Inspector General Act is to promote the integrity, 
efficiency and effectiveness of HUD programs.  This includes review of HUD 
policies, and recommending policy changes where such changes would result in a 
more efficient use of HUD funds.  In this instance, implementation of the subject 
recommendation would result in an estimated annual savings of $13.5 million in 
Section 8 Housing Choice Voucher funds. 
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Appendix C 
 
SUMMARY SCHEDULES OF TENANT-BASED VOUCHERS IN TAX 

CREDIT PROJECTS BY STATE/AREA REVIEWED 
 

 
 
 

The following table contains the data related to finding 1.  

  

Total 
number of 
Section 8* 

records 
screened 

Number of Section 8 
vouchers in tax credit 

projects that pay 
unnecessary rent**  

Total 
number of 
tax credit 
projects 
screened 

Number of tax 
credit projects 

with one or more 
Section 8 
vouchers 

Average 
amount of 

unnecessary 
rent charged 
per month 

Unnecessary 
rent per year 

Alabama      31,496                                  58            389                    182   $         31   $        21,252 
Arizona      20,884                                296            187                    101   $         40   $      142,044 
California    250,858                             6,136         1,407                    871   $       106   $   7,811,352 
Colorado      31,485                                  19            216                    126   $         50   $        11,364 
Florida      89,844                             3,214            625                    406   $         57   $   2,187,000 
Hawaii      13,937                                  41              36                      24   $       144   $        71,028 
Illinois      78,455                                  72            708                    239   $         43   $        37,248 
Maine      13,213                                191            155                      45   $         79   $      181,068 
Maryland      40,754                                  30            252                    139   $         63   $        22,716 
Massachusetts      46,900                                335            233                      99   $       243   $      975,180 
Nebraska        9,949                                   -              279                      91   $          -     $              -    
Nevada        7,612                                129              74                      46   $         53   $        81,960 
New Hampshire        9,387                                  74              83                      47   $         79   $        70,320 
New Jersey      46,970                                111            211                      88   $         90   $      120,336 
New York    144,116                                638            905                    407   $       110   $      840,720 
Pennsylvania      68,317                                146         1,202                    307   $         31   $        55,044 
Puerto Rico      21,222                                123              99                        6   $       120   $      177,432 
Texas    132,134                             1,004         1,126                    475   $         35   $      419,448 
Utah      12,003                                    3            133                      63   $         17   $             624 
Virginia      43,035                                600            568                    360   $         40   $      287,148 
Washington      33,631                                  97            531                    217   $         50   $        58,152 
Washington DC        8,460                                    9              37                      27   $         28   $          3,048 
West Virginia   17,860                                 15           170                   100  $         24  $          4,332 
Total  1,172,522                            13,341         9,626                 4,466   $         85   $ 13,578,816 

 
*Section 8 records refers to records for tenant-based Section 8 vouchers. 
**Section 8 records in tax credit projects where the rental assistance contract gross rent exceeded the tax credit 
restricted rent for the 60 percent area median gross income level, adjusted for unit size. 
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The following table contains the data related to finding 2.  

  

Number of Section 8 tenants 
in tax credit projects (unit 

address matches) 

Percentage of Section 8 
tenants in tax credit 

projects 

Total housing 
assistance 
payments 

Alabama                                 3,529  11.2   $       12,410,808 
Arizona                                 1,218  5.8   $         6,265,812 
California                               12,489  5.0   $       75,531,828  
Colorado                                 1,807  5.7   $       10,230,348 
Florida                                 9,983  11.1   $       55,225,536 
Hawaii                                    433  3.1   $         2,102,568 
Illinois                                 2,693  3.4   $       14,626,356 
Maine                                    669  5.1   $         3,341,736 
Maryland                                 2,322  5.7   $       12,937,332 
Massachusetts                                 1,084  2.3   $         7,929,828 
Nebraska                                 1,090  11.0   $         4,188,744 
Nevada                                    782  10.3   $         4,595,700 
New Hampshire                                    391  4.2   $         2,148,480 
New Jersey                                    865  1.8         N/A 
New York                                 3,433  2.4   $       16,288,548 
Pennsylvania                                 3,366  4.9   $       12,169,116 
Puerto Rico                                    123  0.6         N/A 
Texas                               12,091  9.2   $       61,748,208 
Utah                                    949  7.9   $         3,938,652 
Virginia                                 7,943  18.5   $       46,097,076 
Washington                                 2,920  8.7   $       13,228,536 
Washington DC                                    845  10.0   $         6,612,732 
West Virginia                                 1,351  7.6  $         4,660,212 
Total                               72,376  6.2   $     376,278,156  
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Appendix D 
 

ESTIMATES OF THE OVERLAP BETWEEN THE VOUCHER 
AND TAX CREDIT PROGRAMS 

 
 

Early estimates on the use of tenant-based vouchers in tax credit supported projects were 
reported by the Government Accountability Office in 1999;32 however, these estimates were 
based on data gathered for projects placed in service from 1992 through 1994.  The data were 
obtained from a survey of about 400 projects that statistically represented about 4,000 projects 
placed in service during those three years.  The Government Accountability Office reported the 
results of that survey in a 1997 report that examined characteristics of tax credit properties and 
their tenants.33  In response to a request from HUD’s Office of Policy Development and 
Research, the Government Accountability Office further analyzed the same data for the 1999 
report.  This report cautions that some of the sampling errors were very large because the 
original sample was designed to produce estimates for tax credit properties and households as a 
whole but not subgroups such as tenants who receive rental subsidies.  The Government 
Accountability Office estimated: 
 

• In 36 percent (+/- 10 percent) of the tax credit properties, at least one tenant received 
tenant-based rental assistance. 

• 16,532 households (+/- 2,981 households) received tenant-based rental assistance in 
1,502 projects (+/- 466 projects) that had at least one household receiving tenant-based 
rental assistance (and no project-based rental assistance). 

• 16,532 households (+/- 2,981 households) received tenant-based assistance out of 
142,865 (+/- 2,912) households occupying tax credit units.  Using these statistics, OIG 
computed that the proportion of households with tenant-based rental assistance was 9.3 to 
13.9 percent of all households in tax credit units.  The report did not estimate what 
proportion of Section 8 program vouchers the 16,532 households might represent. 

 
In 2002, the Government Accountability Office compared costs of six active federal programs 
that address the serious housing needs of low-income households, including the tax credit 
program and the Housing Choice Voucher program.34  The report did not focus on the overlap of 
these programs other than to note that any overlap complicated the interpretation of results, but it 
did state that about 6 percent of voucher households rent units developed under production 
programs, particularly under tax credits.  This was apparently a broad estimate based on the 
Government Accountability Office’s previous work and the HUD estimates described below.  In 
its estimates of federal outlays for the various programs, the Government Accountability Office 
 

                                                 
32 “Tax Credits:  The Use of Tenant-Based Assistance in Tax Credit Supported Properties,” GAO/RCED99-279R 
September 17, 1999. 
33 “Tax Credits:  Opportunities to Improve Oversight of the Low-Income Housing Program,” GAO/GGD/RCED-97-
55, March 1997. 
34  “Federal Housing Assistance:  Comparing the Characteristics and Costs of  Housing Programs,” GAO/02-76, 
January 2002. 
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continued to rely on data from 1992 to 1994 when it noted that “according to our 1999 estimate, 
about 10 to 14 percent of households in tax credit units also receive tenant-based housing 
vouchers.”  The report noted that such use of federal rental assistance caused the per-unit cost of 
federal outlays for tax credit units to be understated. 
 
Since 2000, HUD’s Office of Policy, Research, and Development has issued annual reports that 
update and summarize its tax credit database, including estimates of the overlap between tenant-
based vouchers and the tax credit program.  As previously noted, the tax credit database 
information is gathered and compiled by a contractor, which mails an annual survey to the 59 
state tax credit allocating agencies.  Because the database does not have tenant-level data, 
analysts estimated program overlap by merging its project address data with voucher unit data 
maintained by HUD in its tenant record database.  One problem with this approach has been the 
existence of multiple tax credit supported buildings listed under one address in the tax credit 
database.35,36  The most recent tax credit database update report, issued in January 2006, 
summarized data for tax credit projects placed in service from 1987 through 2003.37  Three 
conclusions in this report addressed the overlap of tenant-based Section 8 vouchers and tax credit 
projects: 
 

• About 46 percent of all tax credit projects (placed in service through 2003) have at least 
one resident receiving tenant-based rental subsidies through the Section 8 program.   

• For more than 1.7 million records analyzed, 4.7 percent of tenant-based Section 8 
households occupied a tax credit unit, based upon matching addresses. 

• Because the accuracy of the address matching procedure was questionable, the report 
used another approach to calculate an expected proportion of program overlap.  For this 
approach, analysts relied on census data pertaining to rental rates, fair market rents, and 
tenant and project location by census tract.  Based on the expected proportion of voucher 
households in tax credit units and the number of voucher households in each 2000 Census 
tract, the analysts expected 9.7 of the tenant-based vouchers to occupy tax credit units.38 

 
For the current report, OIG also matched tenant addresses in HUD’s tenant record database to 
project addresses in the tax credit database.  However, because our first objective focused on 
rents that exceeded tax credit rent restrictions, our analysis differed from HUD’s latest tax credit 
database update report in several important ways.  As noted in the Scope and Methodology 
section, OIG’s review was not a statistical sample, but instead covered 100 percent of the 
available tenant records in 23 states/areas.  In addition, OIG screened about 88 percent of the tax  
 

                                                 
35  To address this problem, the 2003 data survey form requests agencies to provide all addresses for projects with 
multiple buildings.  
36 We relied on the same tax credit data to answer our objective, and thus our conclusions have some of the same 
limitations that applied to the HUD report. 
37 “Updating the Low-Income Housing Tax Credit (LIHTC) Database Projects Placed in Service Through 2003,” 
HUD Office of Policy Development and Research, January 2006, p. ii. 
38 Ibid p. 55.  The report states that certain assumptions used in the computation tend to increase the expected 
proportion of program overlap.  
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credit projects, eliminating those that did not appear to be 100 percent rent restricted.  Both 
studies omitted data for about 2,500 new tax credit projects (equivalent to roughly 200,000 units) 
that HUD estimated were placed in service from 2004 through 2005.  Nevertheless, the program 
overlap OIG found was consistent with the database update report: 

• 46 percent of the tax credit projects screened had at least one resident with a tenant-based 
Section 8 voucher. 

• 6.2 percent of about 1.2 million tenant-based vouchers were used for units in tax credit 
projects. 

 
In addition, OIG’s breakdown of the program overlap showed that it varied significantly by state.  
The highest statewide proportion of tenant-based Section 8 voucher use in tax credit projects was 
almost 19 percent in the state of Virginia.  Its neighbor state of Maryland had 6 percent, while 
Washington, DC, had a 10 percent overlap.  The lowest statewide proportion of program overlap 
we found was less than 2 percent in the state of New Jersey.  Appendix C provides the detailed 
results of program overlap in the states we analyzed. 
 
Although the proportion of tenant-based vouchers used in tax credit projects was estimated to be 
less than 10 percent of all Section 8 vouchers authorized, the cost of those vouchers is roughly 
three-quarters of a billion annually.  This is a significant amount compared to the cost of the tax 
credit program to the taxpayer—widely cited as $5 billion in annual tax revenue foregone.  
Depending on the overlap estimate used, the cost of using vouchers in tax credit units added 
from 12.6 to 26 percent to the annual cost of the affordable housing provided through the IRS tax 
credit program.  The following table illustrates how seemingly small changes in the estimated 
percentage of tenant-based vouchers used with the tax credit program have a significant impact 
on the total taxpayer cost. 
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Table 1:  Sensitivity analysis of estimated tenant-based voucher support for the tax 
credit program 

 
 HUDa 

address 
match 

OIG address 
matchb 

HUD-expected overlap based 
on census datac 

Proportion of tenant-based 
vouchers in tax credit units 
as a percentage of all tenant-
based vouchers 

4.7 6.2 9.7 

2005 budget authority for all 
tenant-based voucher 
renewal (millions) 

$13,400 $13,400 $13,400 

Calculated annual voucher 
dollars (millions) paid to tax 
credit projects 

$630 $831 $1,300 

Generally cited 2005 tax 
credit cost to taxpayers 
(millions)  

$5,000 $5,000 $5,000 

Tenant-based voucher 
contribution as percentage 
increase in cited tax credit 
program cost 

12.6 16.6 26.0 

a  “Updating the Low-Income Housing Tax Credit Database Report Projects Placed in Service Through 
2003,” HUD Office of Policy Development and Research, January 2006. 
b Based on OIG review of tenant data for 21 states, Washington, DC, and Puerto Rico and tax credit 
projects with 100 percent rent-restricted units, see appendix C. 
c “Updating the Low-Income Housing Tax Credit Database Report Projects Placed in Service Through 
2003,” HUD Office of Policy Development and Research, January 2006.  The report noted that certain 
assumptions in this methodology tend to increase the expected proportion of vouchers in tax credit projects. 

 
We concluded that the tenant-based voucher program provides roughly three-quarters of a billion 
dollars annually in rental subsidies (see calculated annual voucher dollars in Table 1) that add to 
the cost of affordable housing provided through the tax credit program.  It should be noted that, 
to the extent the estimated percentages of program overlap are inaccurate, additional taxpayer 
costs could be significantly understated or overstated. 
 
The actual cost of tenant-based housing assistance paid to tax credit projects would be available 
from HUD’s tenant record database if HUD captured the tax credit status of each unit in its 
family report as discussed under finding 2.  For example, OIG also summed the annualized 
housing assistance payments in the matched tenant records to determine the total tenant-based 
voucher assistance to tax credits in the states we reviewed.  In 21 of the states/areas we 
analyzed,39 tenant-based Section 8 rental assistance for 71,388 households provided $376 million  
 

                                                 
39  The amount of housing assistance payments (rental subsidies) was not available for Puerto Rico or New Jersey at 
the time of our analysis. 
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annually to tax credit projects.  We expected the total rental assistance paid to the tax credit 
projects to be greater because most of the states we analyzed contained areas with high fair 
market rents.  However, the average rental assistance paid to the tax credit projects in the four 
states we selected because they had relatively low fair market rents—Alabama, Illinois, 
Nebraska, and Washington—was about $4,300 annually per voucher compared to about $5,430 
per voucher in 17 states/areas we analyzed because they contained some areas with higher fair 
market rents.  We concluded that it was reasonable to use the proportion of overlap we found in 
23 states/areas and the budget authorization amount to roughly estimate the amount of rental 
assistance that tax credit projects receive nationwide from tenant-based vouchers. 


