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About This Report

Arbor Realty Trust and Chandan Economics’ newest joint report series, Affordable
Housing Trends Report, focuses on a critically important segment of the
multifamily residential market in the United States: affordable housing. The
affordable housing market is a complex but vital part of the housing industry that
is increasingly receiving attention from the public and private sectors.

This report series will provide proprietary research and analysis that connects

the many disparate data points into a single source for multifamily investors,
owners, developers and other industry stakeholders. Our aim is to provide a better
understanding of the many facets of affordable housing and the major trends
shaping the market.

Published semiannually, this report will mainly focus on Affordable housing
supported by government subsidies or tax incentives like the Low-Income
Housing Tax Credit (LIHTC), as well as the Naturally Occurring Affordable
Housing (NOAH) segment. It will address some of the significant
changes we're seeing both in terms of policy decisions and
market dynamics and describe some of the opportunities
for investment and financing in the space.

We hope you find this report valuable,
and we look forward to exploring this
segment of the market.
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Key Takeaways

- The pandemic’s economic effects, combined with this year's surging rent prices, have
strained low-income renters, placing housing affordability back in the spotlight.

Reduced business income due to the pandemic and related downturn may decrease the
value of tax credits and require Affordable developers to seek alternative financing sources.

- The share of LIHTC mortgages utilizing the 4% tax credit remained elevated at 40% through
second-quarter 2021, reflecting the continued attractiveness of rehabbing versus ground-up
development.

- The Housing Choice Voucher program, another major Affordable housing initiative, is set
to be expanded in the proposed 2022 federal budget by $3.5 billion - a 13.3% increase from
fiscal year 2021.



Taking the brunt of both long-dated structural and pandemic-

related headwinds, housing affordability finds itself at a

uniquely challenging crossroads. At the same time, never has

the national conversation, the enthusiasm of the commercial

real estate sector and the commitment of the federal

government ever been so aligned when it comes to addressing

the nation’s affordable housing gap.

Terms Description

Affordable Housing

Affordable housing, denoted with a lowercase “a,” broadly refers to
housing that costs less than 30% of a household’s income. This threshold
can vary based on other industry definitions. Capital-A “Affordable
Housing” is defined as units that are supported either by a government
subsidy or tax incentive.

Naturally Occurring
Affordable Housing
(NOAH)

Units that do not receive subsidies, but are affordable to low- and
moderate income renters. In this analysis, a NOAH unit is defined as
one where a renter household earning at most 80% of the Area Median
Income would spend less than 30% of its income on rent plus utilities.

Housing Choice
Voucher (HCV)

The federal government’'s major program for assisting low-income
renters in the private market. A subsidy is paid to the landlord and the
occupant pays the difference between the rent charged and the sulbsidy.

Low-Income Housing
Tax Credit (LIHTC)

Tax credits provided for the acquisition, construction and rehabilitation
of affordable rental housing for low- and moderate-income tenants.

U.S. Department of
Housing and Urban
Development (HUD)

A U.S. government agency that supports community development

and home ownership. The Agency oversees many Affordable housing
programs,including the HCV and Project-Based Section 8, and provides
mortgage insurance for multifamily properties.

Source: U.S. Department of Housing and Urban Development; Tax Policy Center; Chandan Economics

The National Low Income Housing than 30% of Area Median Income
Coalition estimates that the U.S. has (AMI) on rent - a threshold the

a shortage of 6.8 million affordable federal government uses to define
rental homes. Further, the share of whether or not a unit is affordable -

U.S. renter households that pay more  sits at a concerning 42.7%.


https://nlihc.org/
https://nlihc.org/
https://reports.nlihc.org/gap
https://www.huduser.gov/portal/pdredge/pdr-edge-featd-article-081417.html
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CHART 1

Share of Renter Households Spending More Than 30%

of Household Income on Rent

Source: U.S. Census Bureau; 2019 American Community Survey; IPUMS; Chandan Economics

Share of Cost-Burdened Renters

States with large populations

like Florida and California are
particularly rent burdened, with
the share of households spending
nearly one-third or more of their
income on rent totaling 50.0% and
48.4%, respectively, according to
the latest American Community
Survey (Chart 1)

The troublesome picture of national
rental affordability comes after a
decade-long stretch between 2011
and 2020 when average annual
rent growth topped average
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-
32.6% 41.3% 50.0%

hourly earnings growth.! While the
pandemic did temporarily reduce
rent prices nationally, it did not
result in a permanent reset of rent
levels. Rental housing costs are
soaring in 2021, with asking rents
growing 10.3% from a year earlier
through August, according to

RealPage.

Further exacerbating the
affordability crisis, the shutdown's
labor market impacts, both in
terms of total employment |oss
severity and pace of recovery,

! Based on Chandan Economics Analysis comparing the average hourly earnings wage growth of
private sector workers and the Bureau of Labor Statistics (BLS) Consumer Price Index for rent of

primary residence.


https://www.realpage.com/analytics/u-s-apartment-market-performance-continues-surge-august/
https://www.tracktherecovery.org/
https://www.tracktherecovery.org/

have asymmetrically affected low-
income workers. Due to loss of
employment and wages, many low-
income households could not make
their rent payments. A Chandan
Economics analysis of the

Census Bureau's Household Pulse
Survey indicates that low-income
renters consistently had lower rent

CHART 2

payment rates than moderate- and
high-income renters throughout
the pandemic (Chart 2)? The recent
end of the eviction moratoria adds

another layer of pressure to low-
income renters as it may present
additional negative impacts on this
renter population.

Share of Renter Households by Income Group Missing Their Last

Rent Payment
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Source: Chandan Economics' Tabulations of U.S. Census Bureau's Household Pulse Survey
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2 Data are from weeks 2, 14, 22, 30, and 37 of the U.S. Census Bureau’s Household Pulse Survey.


https://www.census.gov/programs-surveys/household-pulse-survey/data.html#phase2
https://www.census.gov/programs-surveys/household-pulse-survey/data.html#phase2
https://arbor.com/blog/end-eviction-moratorium-impact-multifamily/?utm_source=2021_fall_pdf&utm_medium=web&utm_campaign=chandan_affordable_housing_report&UTMsource=2021_fall_pdf&utm_term=NA&utm_content=2021_fall&rdnaLabel=chandan_affordable_housing_report
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The single-largest Affordable
housing program that directly
addresses supply is the low-
income housing tax credit (LIHTC).
LIHTCs come in two forms: a

9% tax credit to incentivize new
Affordable development and a 4%
tax credit for the rehabilitation and

CHART 3

preservation of Affordable supply.
According to the National Housing
Preservation Database, LIHTCs
collectively support roughly 2.5
million rental units.

The number of new low-income
units placed into service under the
program topped out at 126,796 in
2007. Since then, the number of
new units placed into service fell in
nine of the next 12 years, gradually
sliding to 42,895 through 2019 — a
66% drop-off from its peak (Chart 3)

New Low-Income Units Placed in Service Utilizing LIHTC

Measured in Thousands, Through 2019

Source: U.S. Department of Housing and Urban Development; Chandan Economics
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https://preservationdatabase.org/reports/preservation-profiles/
https://preservationdatabase.org/reports/preservation-profiles/

CHART 4

LIHTC Equity Prices and Share of LIHTC Mortgages Using
4% Tax Credits or Tax-Exempt Bonds

Through Q2 2021
Source: Novogradac; U.S. Department of Housing and Urban Development; Chandan Economics
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The decade-long slowdown of new
LIHTC unit additions comes as
changes in the tax code and other
forces have reduced some of the
incentive for adding new affordable
units. Naturally, the implied value
of the tax credit is more valuable in
a high-tax environment, meaning
that when corporate tax rates were
reduced following the 2016 election
and subsequent passing of the 2017
Tax Cuts and Jobs Act, a LIHTC lost
some of its attraction.

The LIHTC equity price per credit
dropped from $1.04 to $0.95 from
fourth-quarter 2016 to first-quarter

2017, as investors anticipated and
eventually received a decrease

in tax liabilities (Chart 4)> Since
then, the quarterly average for
LIHTC equity prices has remained
between $0.91 and $0.94, according
to Chandan Economics’ analysis of
Novogradac’s LIHTC Equity Pricing
Trends data.

As a result of the price drop,

LIHTC syndicators and affordable
housing developers re-structured
transactions to maintain economic
yields for investors and to promote
continued liquidity in the space.
Additionally, the more recent

5 LIHTC Equity Pricing Trends are calculated as a quarterly series by Chandan Economics. The 4%
LIHTC usage is displayed as a four-quarter moving average. Novogradac data are reported through

May 2021.


https://www.irs.gov/newsroom/tax-cuts-and-jobs-act-a-comparison-for-businesses
https://www.novoco.com/resource-centers/affordable-housing-tax-credits/lihtc-equity-pricing-trends
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run-up in acquisition, construction
and renovation costs has made
formerly feasible transactions
more challenging and reduced
the number of units a tax credit
allocation could support.

The drop in LIHTC equity prices also
meant that Affordable developers
faced more competition for the 9%
LIHTC, pushing them toward the
4% LIHTC. At the same time, the
GSEs expanded their platforms to
allow for greater use of debt private
placements, leading to further
expansion of 4% bond executions.

Between the first quarter of 2017
and the first quarter of 2018, the
share of new mortgages on LIHTC
properties utilizing the 4% tax credit
surged from 22% to 52%. The tax

credit became more attractive after

CHART 5

the December 2020 passage of the
Consolidated Appropriations and
Recovery Act, which established

a minimum credit floor. Through
second-quarter 2021, the share of
LIHTC mortgages utilizing the tax
credit remained elevated at 40%.

Despite the slowdown in new units
placed in service utilizing LIHTC,

the dollar volume of newly issued
LIHTC mortgages covered under
insurance from the U.S. Department
of Housing and Urban Development
(HUD) has been accelerating.
According to a Chandan Economics
analysis of HUD's Insured
Multifamily Mortgages Database,
the dollar volume of newly HUD-
insured LIHTC mortgages grew
substantially post-Great Recession
(Chart 5)

Volume of Newly Insured HUD LIHTC Mortgages
Measured in Millions $, Through Q2 2021

Source: U.S. Department of Housing and Urban Development; Chandan Economics
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https://www.hud.gov/program_offices/housing/comp/rpts/mfh/mf_f47
https://www.hud.gov/program_offices/housing/comp/rpts/mfh/mf_f47

HUD-Insured Mortgage Financing for LIHTC Transactions:

Section

Refinance, Acquisition or
Moderade Rehab

Section

New Construction and
Substantial Rehab

Section

New Construction and
Substantial Rehab in
Economic Development Areas

Source: U.S. Department of Housing and Urban Development

The volume grew from a quarterly
average of $254.7 million in 201
to $862.0 billion in 2020, an
impressive 14.5% compound
annual growth rate.*

In addition to overall investor
demand for Affordable housing and
the growing liquidity in the sector,
the increase in total mortgage
volume has been driven, in part,

by structural forces, namely HUD's
policy and procedures. HUD's most
substantial change was the launch
of its LIHTC Pilot Program in 2012.
The Pilot Program initially allowed
for greater per-unit rehabilitation

costs under Section 223(f) and
streamlined mortgage application
requirements, resulting in quicker
approval timelines.

From 2012 to 2018, HUD's loan
volume of LIHTC transactions
increased from 5% to 349%,
according to Novogradac. Updates
to the program in 2019 included
allowing substantial rehabilitation
and new construction (9% LIHTC)
under the 221(d)(4) and 220 loan
programs. These changes made

a majority of LIHTC transactions
eligible for HUD-insured mortgage
financing.

“ Data presented in Chart 5 are displayed as a four-quarter moving average based on date of initial

endorsement.



https://www.novoco.com/periodicals/articles/hud-announces-rollout-sections-221d4-220-lihtc-pilot-program
https://www.hud.gov/sites/dfiles/OCHCO/documents/LIHTCPilotNotice022119.pdf
https://www.hud.gov/sites/dfiles/OCHCO/documents/LIHTCPilotNotice022119.pdf
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Number of Housing

. . Choice Voucher Units
While LIHTC is the largest supply-

side affordable housing program,
the Housing Choice Voucher (HCV)
program is the largest overall,
accounting for 2.6 million units.?>

As a share of all federally subsidized
rental units, the HCV Program
accounted for 51.7% through the
end of 2020 (Chart 6). The next
largest program by unit count,

Source: HUD’s Office of Policy Development and Research

Project Based Section 8, is a distant
second, accounting for 25.6% of
federally subsidized units.

The HCV program is primarily

a form of tenant-based rental
assistance, where renter families
spend 30% of monthly adjusted

CHART 6
Federally Subsidized Rental Units by Program
Through 2020

Source: U.S. Department of Housing and Urban Development; Chandan Economics

Other

%) Public Housing
(19%)

Project Based
Section 8
(25%)

Housing Choice
Vouchers
(52%)

5 Total is based on data retrieved fromm HUD's Office of Policy Development and Research.
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https://www.hud.gov/program_offices/public_indian_housing/programs/hcv/about
https://www.hud.gov/hudprograms/rs8pbra

income on rent, and the balance
is covered through subsidy. The
policy focus of the HCV program
is on very low-income households.
Additionally, a renter household
retains their HCV subsidy should
they choose to move, encouraging
positive housing mobility.

The HCV program remains

the behemoth of the federally
subsidized rental universe, but
a meaningful expansion of the

program has not materialized in
recent years. Between 2015 and
2020, the number of units covered
under the program expanded
annually between 0% and 2% each
year. Still, there is some hope on the
horizon. The current federal budget
bill would expand HUD’s annual
budget by $6.8 billion, including

an additional 13.3% increase for the
HCV program ($3.5 billion) — a step
up that would cover an additional
125,000 low-income households.



https://www.hud.gov/sites/dfiles/Main/documents/HUDPrograms2020.pdf
https://arbor.com/blog/the-proposed-federal-budget-hud-affordable-housing/?utm_source=2021_fall_pdf&utm_medium=web&utm_campaign=chandan_affordable_housing_report&UTMsource=2021_fall_pdf&utm_term=NA&utm_content=2021_fall&rdnaLabel=chandan_affordable_housing_report
https://arbor.com/blog/the-proposed-federal-budget-hud-affordable-housing/?utm_source=2021_fall_pdf&utm_medium=web&utm_campaign=chandan_affordable_housing_report&UTMsource=2021_fall_pdf&utm_term=NA&utm_content=2021_fall&rdnaLabel=chandan_affordable_housing_report
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Most of the attention paid to the
affordable housing sector tends

to focus on regulation and policy
intervention, but the Naturally
Occurring Affordable Housing
(NOAH) supply is proportionally
more significant. A recent McKinsey
deep-dive into NOAH concluded
that the sector is “not well defined,
tracked, or understood.”

CHART 7

According to a Chandan Economics
analysis of Freddie Mac multifamily
loans originated since the beginning
of 2020, 84% of the units captured
in the sample that are affordable

at 80% or below of local AMI are
NOAMH properties (Chart 7)° These
data fall generally in line with
previous estimates that suggest
NOAH is responsible for about three-
quarters of all affordable supply.

On average, NOAH properties tend
to support higher rents than the
Affordable housing sector, though

Naturally Occurring Affordable Housing as Share of Affordable

Housing Units

Measured in Freddie Mac K-Deals Closed Between Q1 2020 and Q2 2021

Source: Freddie Mac; Chandan Economics

Regulatory
Affordable
Housing

(16%)

Naturally Occurring
Affordable Housing
(84%)

¢ The surge in refinancing activity during the pandemic may have increased the share of NOAH
properties in the sample. The naturally occurring share has decreased in the two most recent
quarters of data as refinancing activity has resettled back to a normal level, averaging 75.7% in

second-quarter 2021.


https://www.mckinsey.com/industries/public-and-social-sector/our-insights/preserving-the-largest-and-most-at-risk-supply-of-affordable-housing
https://americas.uli.org/new-costar-data-identifies-5-5-million-units-naturally-occurring-affordable-housing-markets-across-united-states/
https://americas.uli.org/new-costar-data-identifies-5-5-million-units-naturally-occurring-affordable-housing-markets-across-united-states/
https://americas.uli.org/new-costar-data-identifies-5-5-million-units-naturally-occurring-affordable-housing-markets-across-united-states/

the difference is slight. On second-
quarter 2021 closed Freddie Mac
loans, the median rent in NOAH
properties was $1,154 — just 4.0%
higher than the $1,114 in properties
with rental subsidies, per the
Chandan Economics analysis.

NOAH properties represent a
critical cornerstone of the total

U.S. affordable housing supply. Yet,

because these NOAH properties
lack formal agreements or an

incentive structure to keep their
units affordable, they are the most
susceptible to rent increases that

would price out low-income renters.

Generally, policy makers have

paid more attention to addressing
the affordable housing needs of
the most severely cost-burdened
renters. However, any actions taken
to address affordable housing in a
meaningful way must consider this
segment of the market.

13
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Housing affordability will likely
persist as the uneven COVID-19
recovery progresses. The
employment recovery has not
been as robust for those at the
lowest ends of the wage spectrum
and those that rely on affordable
housing the most. Additionally,
the impacts of lifting the eviction
moratorium remain to be seen.

Regarding tax credits, there is
growing concern that LIHTCs may
see some erosion in value going
forward. If business income remains
down due to the pandemic and
related downturn, the resulting
smaller tax bills may mean less

TABLE 1:

demand for the tax credits. With
Affordable developers often trading
their LIHTCs to finance the equity
portion of their capital stack, there
may be an increased need for state
and local government incentives to
make Affordable transactions viable.

Still, some recent developments

at the federal level could have a
positive impact on preservation
and creation of new affordable
supply. The Federal Housing
Finance Agency (FHFA) recently
proposed substantially increasing
its annual affordable housing goals
for multifamily units between 2022
and 2024, which would provide

a substantial boost to affordable
housing development (Table 1)7

FHFA Current & Proposed Multifamily Goals for Fannie Mae and Freddie Mac

Source: Federal Housing Finance Agency

Goal Criteria

Low-Income Goal

Units affordable to families with incomes

Current Benchmark Current Benchmark
Level for 2022-2024

Level for 2021

315,000 units 415,000 units

no greater than 80% of AMI in multifamily
rental properties with mortgages
purchased by an Enterprise.

Very Low-Income  Units affordable to families with incomes 60,000 units 88,000 units
Goal no greater than 50% of AMI in multifamily
rental properties with mortgages
purchased by an Enterprise
Small Multifamily  Units affordable to families with incomes 10,000 units 23,000 units

Low-Income
Subgoal

no greater than 80% of AMI in small
multifamily rental properties

(5 to 50 units) with mortgages
purchased by an Enterprise

7 FHFA Proposed 2022-2024 Housing Goals for Fannie Mae and Freddie Mac, August 2021.



https://www.tracktherecovery.org/
https://www.tracktherecovery.org/
https://arbor.com/blog/end-eviction-moratorium-impact-multifamily/?utm_source=2021_fall_pdf&utm_medium=web&utm_campaign=chandan_affordable_housing_report&UTMsource=2021_fall_pdf&utm_term=NA&utm_content=2021_fall&rdnaLabel=chandan_affordable_housing_report
https://arbor.com/blog/end-eviction-moratorium-impact-multifamily/?utm_source=2021_fall_pdf&utm_medium=web&utm_campaign=chandan_affordable_housing_report&UTMsource=2021_fall_pdf&utm_term=NA&utm_content=2021_fall&rdnaLabel=chandan_affordable_housing_report
https://www.fhfa.gov/Media/PublicAffairs/Pages/FHFA-Proposes-2022-2024-Housing-Goals-for-Fannie-Mae-and-Freddie-Mac.aspx

Further, as of Sept. 1, the FHFA
announced that it is raising the
annual lending caps for each GSE
to invest in LIHTCs from $500
million to $850 million.

Additionally, the House of
Representative’'s proposed HUD
budget expands affordability
programs that influence renting
for low- and middle-income
earners. Expansion of Section 8
coverage should provide some
relief to low-income renters and
increased HOME Investment
Program funding should encourage
the development, acquisition and
rehabilitation of more affordable
housing units.

The floor put under the 4% LIHTC
should also incentivize developers
to increase the supply of Affordable
housing.

The expansion and modification

of existing federal programs is

a meaningful step in the right
direction. Structural issues are
deeply entrenched and adequately
addressing the country’'s perpetual
undersupply of affordable housing
will, undoubtably, take significant
time. However, a growing
conversation and an alignment of
public and private ambition are
supporting a more positive outlook
for a sector where the reward for
doing well can also be doing good.
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https://www.fhfa.gov/Media/PublicAffairs/Pages/FHFA-Announces-Increase-in-the-Enterprises-LIHTC-Cap.aspx
https://arbor.com/affordable-housing/?utm_source=2021_fall_pdf&utm_medium=web&utm_campaign=chandan_affordable_housing_report&UTMsource=2021_fall_pdf&utm_term=NA&utm_content=2021_fall&rdnaLabel=chandan_affordable_housing_report
tel:1-844-951-4915

Disclaimer

All content is provided herein “as is” and neither Arbor Realty Trust, Inc. or
Chandan Economics, LLC ("the Companies”’) nor their affiliated or related entities,
nor any person involved in the creation, production and distribution of the
content make any warranties, express or implied. The Companies do not make
any representations regarding the reliability, usefulness, completeness, accuracy,
currency nor represent that use of any information provided herein would not
infringe on other third party rights. The Companies shall not be liable for any
direct, indirect or consequential damages to the reader or a third party arising
from the use of the information contained herein.
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