14918

ingome to sharcholders for a perlod of 3
months or leas shall not be treated as a busi-
ness purpose.”

The PRESIDING OFFICER. Under
the provislon order, the amendment of
the S8enator from Maine will be consld-
ered for 1 hour, to be equally divided.

Who ylelds time?

Mr, MITCHELL. I yield myself such
time as 8 necessary,

Mr, President, this Is an amendment
to the portion of the committee bill
which provides & new tax credit [or in-
vestment in the development and pres-
ervatlon of affordable housing for low-
Income American famllies,

I thank the chalrman of the Finance
Commitiee for his heip In developlng
this amendment. I am pleased that we
were able to reach agreement on the
amendment’s provislons and that I can
offer the amendmenl today with Sena-
tor PacKwoon's support,

The housing crizis facing low-lncome
Amerjeans has reached o level un-
matched since the Great Depression.
Over hall of the B8.4-milllon renter
households with incomes below $7,000
per year are paying more than one-
half their income for rent. Homeless-
ness, overcrowding, and high-rent bur-
dens are all manifestations of the
same crisls—too little affordable hous-
I::_gi I:‘ur the very familles most in need
o

The Tax Code has for many years
contalned incentives to mssist in the
development and preservations of
housing. Tax Incentives for homeown-
ers are traditional and massive, favor-
ing upper- and middle-income taxpay-
ers. Tax deductlons for mortgege In-
terest, property tax deductions and
other provisions favoring homeowner-
ship produce revenue losses of $40 bil-
lion to $50 billlon annually, Tax incen-
tives for low-lncome rental houslng
produce revenue losses of between 51
billlon and $2 billion annually,

Congress and successive adminstra-
tions have long recognized the necessl-
ty of using tax Incentives to attract
private capital to low-Income housing
development and rehabiiltation. These
provislons recognize that absent some
incentives, investu_ent In low-income
housing s a fundamentally uneconom-
ic activity.

The commitiee bill recognized the
need for such investment. It would re-
place current law tax Incentlves with a
new and innovalive tax credit for In-
vestment in affordable low-income
housing.

The tax credlt Is highly targeted.
The [ull credit {5 avallable only for
units which actually serve very low-
Income familles—those with Incomes
below 60 percent of the area median,
adjusted for family size, A lesser credit
iz available for a llmited number of
units in any one project which serve
families with Incomes between 50 and
T0 percent of area medlan income, also
adjusted for family slze.
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The tax credit ensures that rents for
low-Income renters will be affordable,
& protection lacking In current law,

The tax credit Insures that units
produced or rehabllitated will be avall-
able over time for poor renters.
Owners are subject Lo recapture of the
credit with penalties if the units are
converted to some other use within
the first 15 yvears of the Investment.
This i5 a substantial improvement over
current law recapture provisions.

Fingelly, the credit arrangement en-
courages sponsors to provide the maxi-
mum number of units pessible for very
low-income femilles. The greater
number of very low-lncome families
served, the greater the tax credit avail-
able to Investors.

I am encouraged by the low-lncome
housing tex credit in the committee
bill. I congratulate the chalrman for
developing and proposing it.

However, the credit necds to be re-
fined to make It workable. My amend-
ment Involves three technical changes
which will go a long way to ensurlng
that the credit Is actually usable by
sponsors of low-Income housing.

The first part of my amendment
would permit the low-income housing
tax credit to be taken with respect to
units which are alsp benefiting from a
limited number of other Federal hous-
Ing and communlty development pro-
grams. These are Community Develop-
ment Block Grants [CDBG), Urban
Development Action Granta [UDAG]I,
Hental Rehabilitation Grants, Hous-
Ing Development Grants [HoDAG's),
and, under limited circumstances, sec-
tion 8 certifleates. All of these pro-
grams are Administered by HUD. With
the exception of section 8 certificates,
all of these programs provide funds
which are administered by State and
local governmerits to encourage and
asalst In low-Income housing and com-
munity development activities,

My amendment would also permit a
limited use of the credits in conjuction
with direct low interest loans under
the section 515 rural rental housing
logn program of the Farmers Home
Administration [FmHA]l., This pro-
gram {5 the principal means by which
new rental housing s constructed in
rural areas. It Is an extremely success-
ful and important program In many
States, Including my own, where rural
incomes are low and construction costs
are high. Under my amendment, the
low-lncome housing tax credit could
only be used In conjunction with units
In such projects which serve those
below 60 percent of the area median
Income, No units in these projects
could benefit from the lesser credit.

I emphasize that my amendment
does not require that these subsidles
be made avallable together with the
credit. It merely allows such subsidies
to be used to reduce as much as neces-
sary the cost of producing affordable
housing for very low-income familles,
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The committee bill does not offer this
flexibliity,

The combinatlon of these subsidies
with the credits may not always be
neceszary. But I know in my own State
and In meny others these other subsi-
dles will be absolutely essentlal to
make reslistic real estate Investments
work as affordable housing for very
low-Income Amerlcans.

The second part of my amendment
s designed to help preserve many hun-
dreds of thousands of housing units
which heve already recelved Federal
assistance In the past, and which now
provide some of the limited affordable
housing for poor famlilles In the coun-
try. This housing was subsidized by
HUD under the sectlons 236 and
221(d)3) BMIR programs, and by
Farmers Home under the seetion 615
program. In the next § years, many of
these units will reach thelr 20th anni-
versaries, They need new Infusions of
capital to carry out routine repalrs
and maintenance,

Without o continuing tax-based in-
centlve for new investors to put up
capltal, many of these units will be
sold for conversion fo some other
use—for higher income rentals, or for
conversion to nonrental housing.
Many other unlts will simply be al-
lowed to deterlorate, and eventually
they will have to be taken over by
HUD or FmHA, resulting In tremen-
dous losses to Federal Insurance and
loan funds.

This will result because the limited
rents which can be charged under the
HUD and Farmers Home programs
will not support additional debt or
provide a sufficlent return to new in-
vestors. Therefore, such Investments
will not be made, and the properties
will be lost as low-lncome housing.

HUD Secretary Samuel R. Plerce,
Jr., has characterized these units as
“an Important Government Invest.
ment,” In a May 22, 1984, letter to the
distinguished ranking minority
member of the Subcommittese on
Housing and Urban Affairs. His letter
states that:

The tax benelits avallable from resyndica-
tlon * * * have provided & means of obtaln-
Ing cash contributions from NeW OWTETS Nec-
egsary to cure delinguencles, fund reserves
and deferred maintenance, and even fund
repalrs and replacements * * * bollers, roofa,
gte, ® * * It Is clear to me that the Interests
of the Department have benefited from
many of the resyndlcations of subsidized
limited dividend projects * * *

The commlitee blll as presently
drafted would ellminate these resyndi-
cations which Secretary Plerce has
pralsed. My amendment would rectify
this problem by permitting the use of
the credit In conjunction with the sale
or transfer of these properties under
very limited circumstances, At least
half the units In these properties
would have to actually be serving fam-
flies below 50 percent of the ares
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medien Income, very demanding test,
and one which greatly exceeds that
applled to new econstruction or sub-
stantial rehabilitation. Moreover,
these properties would only quallly for
the less generous of the two credits of-
fered under the bill, In order to gual-
ify at all, the properties would have to
continue serving the same low-income
tenancy for the full compliance perlod
of the credit, creating an Important
new lease on Mlfe for these valuable
low-income housing resources. They
would also have to have been held by
their current owners at lenst 12 years
before they could quallly for the
credlt—an important sefeguard
egainst unnecessary tUrnovers,

Finally, my amendment would pro-
vide & very narrow exemption to the
at-risk rules governing real estate In-
vestment to enable bona fide nonprof-
it organizations Lo use seller and relat-
ed party financing to preserve or de-
velop low-Income housing, This axcep-
tion requires that any such debt be
repald In full, with interest, and in-
cludes other stringent requlrements.

This exemption [5 absolutely essen-
tial if the committee amendment 1s to
provide the necessary tools with which
nationsl nonprofit organizations such
ag the Enterprise Foundation begun
by James W. Rouse, or the Local Ini-
tiatives Support Corporation (LISC]
sponsored by the Ford Foundation,
can continue thelr importent work.
Both of these organizations provide fi-
nancial and {echnicel assistance to
community based nonprofit develop-
ment groups which are working direct-
ly with residents of low.lncome com-
munities to create and preserve afford-
able housing opportunities, We should
be dolng everything we can to [oster
the kinds of public-private partner-
ships which these and similar organi-
zatlons make possible. My emendment
will do thls,

Mr. President, I point out that my
amendment does not address & number
of other important Issues which I hope
can be resglved In conference. There
are unresolved guestions concerning
the amount of tax credit a taxpayer
may clelm; who may take the credit;
and how the use of the credit affects
the ability of taxpayers to take full ad-
vantage of other provisions regarding
passive losses. These are Important
matters which directly bear on the
feasibility of the credit and I hope
that I will have an opportunity to
work with the distinguished chalrman
to make further progress on these
{gzues durlng conference deliberations.

O 1830

I also want to point out that we have
another major outstanding issue, not
having to do with the tax credit,
which has not been resolved with re-
spect to low-income housing,

We have not yet provided any transl-
tlon rule for the treatment of passive
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losses from existing Investments in
low-income housing. I am concerned
about this matter.

As I belleve Senator PackwooD is
aware, low-income housing is different
from other real estate. Low-income
housing doea not provide cash-Tlow
from rents, or the promise of apprecia-
tion on sale, Investors are attracted in-
stead by the return they can recelve
by offsetting thelr tax Hablllities from
other income. This was the under-
standing they had when they under-
took, the investment, Many thousands
of Investors throughout the country
are now in the position of having en-
tered Into commitments (o provide
equity peyments in limited partner-
ships for low income housing on which
they will not be able to take thelr an-
ticlpated losses under the committee
amendment.

These payments are typically due
over & 5 or 6 yvear period and the inves-
tors Involved In such partnerships
expect to recelve tax loss benefits
during these years when pay-ins are
due In order to offset the contribu-
tlons they make.

Mr, PACKWOOD. Mr. President,
will the Senator from Muaine yleld?

Mr. MITCHELL. Yes; I am happy to
yleld Lo the distinguished chairman of
the committee,

Mr. PACKWOOD, I want to make
sure that I understand the point
which the Senator from Malne Is
making.. The commiitee amendment
would restriet all Investors' abillties to
take passive losses against earned
income from existing Investments, We
have established this as a principal
tenet of the committee bill in itz en-
tirety In all areas of investment. I
know that the Senator from Maine
has supported this overall thrust
throughout our considerations, both
In commitiee and here on the floor, Is
that correct?

Mr, MITCHELL., That is correct.
However, Congress has for years fol-
lowed a consclous poliey of providing
special tax beneflts for Investors In
low-income housing activities, It has
done 50 with a very clear recognition
of the fact that without such Incen-
tives, low-income housing does not
offer a reallstic economlc return to In-
vestors.

In fact, the Internal Revenue Servy-
Ice has ruled that Investments in low-
Income housing, which are demonstra-
bly uneconomic, are exempt from the
normal test of economic Intent under
the tax laws. Thus, the IRS has recog-
nized congressional intent to encour-
age Investment in low-Income housing
through the generation of tax losses.
These are the Investments for which
the strongest end best defense can be

made to provide some edequate transi-

tlon treatment from the possive loss
restrictlons contained in the commit-
tee amendment.
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Mr., PACKWOOD. Mr. President,
will the Senator yield further?

Mr. MITCHELL. I am pleased to
yield further,

Mr. METZENBAUM. Mr. President,
would the manager of the bill be good
enough to give us who are not famliliar
with some of the terminology—

Mr. MITCHELL. Will the Benator
yleld 50 we can complete this colloquy
and then I will be glad to entertain
any guestions?

Mr. METZENBAUM. Yes.

Mr. MITCHELL. I thank the Senga-
tor, I am pleased Lo yvield to Lhe chalr-
man.

Mr. PACKWOOD. Mr. President, I
appreciate the point that the Senator
from Maine has made today with
regard to Lhe need for special transl-
tion treatment for existing Investment
in low-income housing, I must say that
1 agree with the distinguished Senator
that low-lncome housing investments
are indeed different than other invest-
ments affected by our committee
amendment and that they deserve spe-
cinl treatment, I want to assure both
Senators that when we take up this
matter of transition rules in the Con-
ference Committee I will do my
utmost to ensure thal these Invest-
ments recelve specin]l consideration.
Although I continue to believe that
the changes in the committee amend-
ments which lower rates and broaden
our tax base more than offset the pas-
glve losses which our amendment
would restriet in the [uture, I agree
that Investments In low-income hous-
ing are different from other invest.
ments In real estate and they deserve
the most favorable treatment which
can be provided.

Mr, MITCHELL. I thank the distin-
guished chairman for his mssurances
and the cooperation he and his staff
have extended on Lhis important issue,

I also want to express appreciation
to the fine work Senator Kennepy and
his staff have provided on this amend-
ment. Thelr assistance throughout
this process has been Invaluable,

Mr. President, my amendment also
includes further provislons that would
ralse the necessary offsetting revenue,

The first offsetting revenue amend-
ment would amend the passive loss
transition rules to provide that relief
from the pnssive loss limitetion fa
avallable only to transactions entered
Inte prior to date of enactment of the
tax reform bill.

The bill as approved by the Finance
Committee would provide transition
relief to all Investments including
those entered into after date of enact-
ment. Such & broad inclusion makes
no poliey sense and Is Inconsistent
with the Intent of the legislation. If
rellef from the new restrictions on pas-
sive losses are provided, such rellef
should only go to projects which have
hed no notice of the change In law.
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This provislon would ralse approxi-
mately $500 milllon over the budget
period,

The second revenue provision has to
do with an accounting provision relat-
ing to partnerships and simply modi-
fies a change to present law already
proposed by the committee bill. Under
present law, as Is pointed out in the
committee report, partners In a part-
nership can defer income when the
taxable years of the partner and the
partnership differ. Under the bill, the
taxable year of the partnership must
conform to the taxable yenr of the
partn:ars owning & majority interest In
the partnership profits and capital,
unless a business purpose for a differ-
ent taxable year can be demonstrated
to the Becretary of the Treasury.
Where different taxable years exist
among the partners, the bill estab-
lishes the calendar year as the taxable
year for the partnership. The bill also
establishes & sale harbor test which
would result in up to 3 months of de-
ferral of Income, meaning a taxable
year ending on September 30 could be
utilized.

My amendment simply deletes the 3-
month deferral of income provision of
the bill and requires that Lhe taxable
yvear of the partnership must be the
calendar year, thus assuring that
there ean be no deferral of Income. As
under present law, however, o parlner-
ship could establish a different tax-
able year If it can demonstrate a busi-
ness purpose therefor to the satisfac-
tion of the Secretary. This portion of
the amendment raises the necessary
additional revenue,

Mr. President, I ask unanimous con-
sent to have printed in the RECoRD
material with regerd to the housing
rehabllitation programs and a letter,
dated June 11, 1986, Irom the Banking
Commitlee Lo the Finance Committee.

There being no ohjectlon, the mate-
rial was ordered to be printed In the
REconn, as {ollows:

WHY OTHER Fonms oF Assistatdce Mavy Be
Neepen 18 ConduncTIiON WITH THE CREDIT
Uaine THE CrEDIT 1N Low CosT/VErRy Low
IncoME COMMUNITIES
The Enterprise Foundaetion s working

closely with the Cleveland Houslhg Network

("CHN") on lowest cost housing rehabllita-

tlon uslhg a fease-purchase sell-help pro-

gram with tenants. CHN iz a coslition of
nine non-profit neighberhood groups work-

Ing In the poorest nelghborhoods of Cleve-

land, Thelr programs reach out Lo the work-

Ing poor, Individuals making under $10,000

per year (full-time at minlmum wage is

under $8,000 per year). CHN has a Board of

Directors drawn [rom and representative of

the neighborhoods IL serves, uses extensive

volunleer and pro bono scrviees from the
communily, and ralses operating funds from
charitable private sector sources,

Until recently, Its housing rehebilitation
programs have been entirely funded by
CDBQG funds from the city, but these funds
ard being cut back and the need of the
nelghborhoods have grown. Enterprise has
worked to keep houslng rehnbilitation costs
low and lo use private sector resources in
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conjunction with CDBG funds to expand
production from 30 houses a yesr to 100
houses a year.

This example s |[ndicative of the lowest
cost rehabllitation scenario Enterpriza finds
In Itz 26 city, 63 group network across Lhe
country.

Income Level Served: #8,000-10,000 per
year; 30 percent of Income in rent: $200-
£250 per month.

Operating Costs Including utilities (Maln-
tenance, heat, light, water & sewer, Laxes,
insurance, management): $175-$200 per
month.

Avalieble for Princlpal & Interest: $25-350
per month

Average Rehabilltation Cost! $24,300 per
unlt, Net Syndlcation Procecds (30% of total
cost, assures full use of tax credil net of
legal, accounting, marketing expenaes):
$7,280 per unit.

r'ilet. Amount to be Financed: $17,010 per
unkt

Maximum monthly P&I Payment: $50/
month per wunlt. Mortgage Supported (20
yvears, 11 percent): $4.844 per unit. Gap F-
nencing Needed: $12,168 per unlt.

In Cleveland, Lo meet the needs of the
poosest nelghborhoods, $12,168 per unit on
average la needed from CDBG funds from
the city and private charltable sources, to
allow one of the lowest cost rehabilitation
programs in the country to proceed. Using
the Credil In Higher Cost/Higher Income
Communities

QOur experlence in numerous substantial
rehabllitatlon projecls In these types of
citles shows an average unit cost including
sequisitlion aRnd rehab exceed 340,000 per
unit, B more typlcal example for moderate
cast larger cities, New construction ls sub-
stantially higher. For example, we have de-
slgned with a natlonal modular homebuild-
er, & lowest cost 3 bedroom townhouse at o
cost of $48,000 per unit for 170 Inflll town-
house unils proposed In Baltimore. Even
though The Enterprise Foundatlon rerves
families In Lhe $10.000 Income level, leb use
look et the maximum repnt levels permitted
under the Lax credit proposal.

Income Level SBerved: $15000 (Maximum
level permitted In Baltimore, Denver or
Philadelphla) Maximum Rent: $376 per
month,

Lowest Operaling Coets: §225 per month.

Avallable for Princlple and Interest: $150
per month.

A;'-'!rnun Rehabllilation Cost: $40,000 per
unit.

Net Byndicallon proceeds: $12.000 per
unit.

Net Amount to be financed: $28,000 per
unit.

Moximum avallable for P&I: §160 per
month. Mortgage Supported (20 years, 11
percent) $14.532. Cop Flnancing Needed:
§13.484.

At the maximum Income leve]l and rent,
£13.468 per unit must be found from CDBG
and private charitable funds to make the
projects viable under the tax credit propos-
als. For new construclion apnd higher cost
citles, the gap [Inanclng heeded merely gets
progressively higher. Furthermore, to reach
Lthe income levels of minimum wage earners,
substantially more gap financlng is needed,

GQuite simply, wlithout CDBG or other
federn] funds, few If any new houses will be
produced under the lax credit proposal for
low-ineome families,

1.5, SeMaTE, COMMITEE ON BANK-
1wG, Housing, ap UURBAN Ar-
FAIRS,
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June [i, 1988,
Hon. Bok PACKWoOD,
Chairman, Senale Commiflee on Finence
L5, Senate, Washingion, DC.

Dran Bos: We are writing to express our
concern about a provislon of the Finance
Commitiee tax bill designed to provide a
low-Incoma housing tax eredit. As members
of the Housing SBubcommittee, we have rna-
Iyzed thizs provislon and found as currently
written, it could have dizastrous results In
the current and future supply of low-Income
units by not providing adeguate Incentives
for Investors Lo remain In the low-income
housing market.

Low-Income housing [ncentlves serve pru-
dent. publlc policy by providing & return on
investment which Is competitive with con-
ventional |nvestment opportunities, Due to
the limiiations on rents as provided in cer-
taln houslng laws, the credit currently pro-
vided in the Pinance Committee bill Is insuf-
ficlent for the development and mainte-
nance of low-Income housing slock In Amer-
lea, Without modifications to this sectlon of
tha bill, over 800,000 existing units would be
Jeopardized and future development would
be difficult at best, This provision could slg-
nificantly ralse the financial exposure of
the federal government through [ncreased
insurance claims and grealer direet subsl-
dles,

The Pinance Committee hns acknowl-
edged the need for & low-Income housing
credit as evidenced by the Inclusion of this
provision In the Commiltee reported bill, As
members of the Houslng and Urban Affalrs
Subcommittee, we would llke to work with
you and your stall in developing an alterna-
tive solution. We feel that it Is necessary to
eatablish a more effective credit mechanlsm
wilh an equitable transitional perlod, pro-
vide & more appropriate application of the
passive loss provisions, and remedy concerns
we have about the treatment of exlsling
projects which serve low-income Lenrnts,

We sppreciate your laking the Uime Lo
conslder our concerns and look forward Lo
working with you Lowards an equitable reso-
lutlon.

Slncerely,

Chic Hecht, Chalrman, Subcommitice
on Housing end Urban Affairs; Jake
CGamn, Chalrman, Commitiee on Bank-
Ing, Housing and Urban Affalrs; Al-
fonse M, D'Amato, Donald W. Ricgle,
Jr.. Alan J. Dixon, Paul B, Sarbanes,
Jamea R, Basser, Alen  Cranslon,
Christopher J. Dodd, Slade Gorton,
Mack Matiingly, John Helnz,

Mr. MITCHELL. I now yleld 3 min-
utes to the chalrman of the commit-
Lee,

Mr. PACKWOOD, Mr., President, I
support the amendment of the Sena-
tor from Malne and the other cospon-
S50TS.

We have stood flrm againslt passive
losses, and by that we simply mean
people Investing In resl estate or oll
and gas or other areas and offsetting
losses, sometimes artificlal  losses,
agalnst other income. This s how mil-
lionaires escape taxatlon, ané it re-
sults In many, many buildings being
bullt thot we do not need, many In-
vestments being made that do not
need to be made, In the Instance of
low-ineome housing, it indeed does not
apprecinte in value and indeed the
rents are [{xed. And [f we are going to



June 23, 1986

have low-lncome housing In  this
Hation [or the very poor or those close
te very poor, we might as well realize
the marketplace itzelf cannot afford to
provide [t.

Therefore, if we do not have some
incentive, whether It Is a Government
appropriation program or a Govern-
ment tax incentive, there will be no
low-income housing, and that is why I
am delighted to support the amend.
ment of the Senator from Malne,

Mr. HEINZ. Mr. President, will the
Senztor from Oregon yield?

Mr. PACEKWOOD. I yield.

Mr. HEINZ. 1 assoclate myself with
his comments. [ am & cosponsor of the
amendment of the Senator from
Maeaine, I think it is a very important
amendment as the Senator from
Maine and I expressed to the chalr-
man many times in committee. .

I want to express my appreciation,
Mr. President, to the Senator from
Oregon for his in-deplh understanding
of the problem that faces the produc-
tion of low-income housing, I think he
has stated the special problems and
the speclal needs of low-income hous-
ing production and of low-income
people.

S50 I commend him and thank him
for this statement. I look forward with
him and other members of the confer-
ence to having an appropriate further
step forward In this area.

Mr. PACKWOOD. I thank my good
friend, and I hope in conference we
can work out a satisfactory solutlon
where we can guarantee there will be
low-income housing for the poer and
etill there Is a way to do it to make
sure that somehow millionalres did
not escape taxation.

Mr. MITCHELL. Mr, President, I
now yleld 4 minutes to my distin-
gulshed colleague from Malne.

Mr. COHEN. I thank Lhe Senator
for yielding.

Mr. President, I will try to be brief
and not be duplicative of the state-
menta made by the chairman of the
Finance Committee Senator Pack-
woon, and my frlend and colleague,
the junior Senator from Malne, Sena-
tor MITCHELL-

I had the opportunity last year to
travel with Senator Dol to the Far
Enst and as part of that trip we visited
with Prime Minister Nakasoni of
Japan. I tried to do in Rome what the

Romans do. During the course of my

stey in Japan, I opened one of the
drawers in the hotel room and found
the teachings of Buddha, much as we
might find the Gideon Bible in any
hotel in this country, Fortunately it
was bilingual in its translation. I was
leafing through it and I came across
the quote that sald that, "The
strength of & nation Is derlved from
the integrity of ita homes.” I used that
particular quote, again in English, the
following day with the Prime Minister,
suggesting to him that as & result of
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Japanese trading practicee we are
losing the Integrity of our homes:
farmers are losing their [arms, men

.and women are losing thelr jobs, and

pecple throughout this country are
losing thelr homes. We in this country
place a very high priority on owning a
home not only for the wealthy and the
middle class, but for the poor as well.

I believe it was the author Brett
Harte Gary that snld that “No one
shoulders a rifle In defense of a board-
ing house because we place a very high
priocrity on home ownership and what
that represents,"

Mr. President, I think thiz value
should carryover to our tax policies. as
well,

My frlend Senator MiTcHELL, from
Maine, indicated that we have tried to
abolish tax shelters in this particular
bill, But we have preserved some tax
shelters. We have preserved some tax
shelters for the rich. We have pre-
served the tax shelter for middle-
income people by retalning the dedue-
tion for mortgage Interest payments,
The only people we have not pre-
served a shelter for are the poor
people, the people in the country.

Unless we maintain some sort of bal-
ance in our programs, then we are
going to find poor people of this coun-
try. without any hope of any opportu-
nity of ever engaging In the joy and
pride of owning thelr own homes,

A Jot of the Members of the Senate
have taken to making up charts. If we
look to the rear of the room, we will
see & chart for an amendment that s
undoubtedly going to follow. I suspect
my colleggue from Pennsylvanla who
sits In front of me, 158 about to erect a
music stand, not to play the fiddle as
houslng burns, but to make a point
Iater in the debate, In the interest of
Gramm-Rudman, I am not going to
offer any charts, but if I did, I could
uge this chart back here and point to
the high mark with that red arrow
going down to show what is happening
to housing programs in this country,
They are going stralght downhill,

They are golng straight dowmhill,
not anly s a result of tax polleles but
as budgetary cuts as well,

Last year the rural housing program
took s 40-percent reduction In budget
cuts, more than any other program, As
& result of those budgetary cuts and,
Indeed, the tax proposals currently
before the Senate, we can expect the
housing In this country to plummet
just like that chart shows.

Mr. Presldent, while the tax reform
kill before us today i one that I
strongly support and one that con-
tains many necessary reforms to make
our tax laws falrer and simpler, the
bill would have disastrous conse-
quences for existing and future low-
income housing projects, on which
thousands of very poor families
depend for decent housing. The
amendment I am cosponsoring with
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the junior Senator from Malne will go
far in ensuring that reasonable incen-
tives to invest In these important low-
income housing projacts will contlnue
to exist In our tax laws.

The Senate Finance Committee bill
repeals the existing tax provisions
that encourage the construction of
low-Income housing such as acceler-
ated depreciation and the ability to
deduct interest and taxes during the
construction period. The bill would re-
place these provisions with & tax
eredit that Is highly targeted to low-
Income housing projects.

As now written in the bill, the tax
credit would be avallable for Investors
in newly constructed or substantially
rehabilitated properties in which at
least 20 percent of the units are occu-
pled by households with incomes
below 50 percent of the area medium
income, adjusted for family size. All
units which meet this income quallfi-
cation would be eligible for an annual
tax credit of B percent against the de-
preciable besis of the qualifying units
for 10 years, In addition, up to 30 per-
cent of the units that are occupled by
families with higher Income Ilevels
would qualify for a 4-percent tax
eredit. The commitiee bill specifies
that rent that iz charged for any unit
gualifying for the tax credit cannot
exceed 30 percent of the household's
income,

By adopting & tax credit approach
for low-Income housing, I belleve that
the Finance Committee Is moving in
the right direction. Tax credits can be
a more efficient and progressive way
to attract egquity investment to low-
income housing than current tax in-
centives because fax credits can be
better targeted and more finely turned
to ensure that only truly low-income
housing projects reap the tax benefits.

While the intent of the committee is
laudable, there s an essential faw in
the blll; the tax creditz are unwork-
able because low-income housing
projects recelving assistance from any
Federal subsidy program are inellgible
for the credit. The bill would deny the
credit to any low-income housing
project that recelves section 515 loans
from the Farmers Home Administra-
tlon for rural housing development,
section 8 subsidies, or funds from Fed-
eral mortgage insurance programs, or
even tax-exempt multifamily housing
bonds. It would also mean that If a
city decides to use some of its Federsl
CDBG funds or UDAG grants to fund
a low-lncome housing project, that
project would not qualify for the new
tox credita.

In addition, the bill severely limits
the amount of credit that an Investor
can take, and denles the credit to In-
vestora above certaln Income limlita-
tions. Finally, the bill would phaseout
the abllity of all real eatate Investors
to deduct passive losses agalnst other
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types of Income over the next 4 years,
Although thls rule causes many prob-
lems for real estate Investors in gener-
al, the consequences are devastating
for existing and future investment In
low-income housing.

While the prohibltlon against
“double-dipping” and these other re.
gtrictions may sound attractive, they
lgnore the reality of investing in low-
Income housing. In practice, there Is
virtuelly no production of low-lncome
housing without the use of one, or sev-
eral, of these Federal programs. I do
not belleve that this is simply because
Investors are greedy and want to take
advantage of the Government. Rather,
it i3 beeause there are few market In-
centives to make Investment In low-
Income housing attractive.

Conslder, for & moment, trylng Lo
convinee someone Lo invest In A low-
income housing project without offer-
Ing Federal subsidies or tax incentives:
you filrst tell him or her that there
may not be enough eash flow to cover
actual costs of debt and opergtions, let
alone to provide a return on invest-
ment. Add to that the fact that rents
are often limited by Government regu-
latlon, Third, you must remember to
tell the Investor that the properiy Is
unlikely to appreclate, 50 that he or
she can Jjust about forget aboul
making & profit when selling the de-
velopment, Glven this pleture, I think
many Investors would say  that,
“Thank you very muech, but I think T
will Invest my money elsewhere."

It Is precisely because the economics
of low-income housing are so unattrae-
tive that the Congress has, since 1849,
encouraged the goal of low-Income
houslng for poor people through
direct spending programs and tax in-
cenblves,

Recently, however, low-income hous-
ing, and rural housing In particular,
has suffered greatly on the spending
side of the budget. Last year, Lhe
Farmers Home sectlon 516 rural hous-
Ing program suffered the deepest cuts
of any domestlc spending program. If
the amendment we are now offering Is
not accepted, we will have effectively
killed the Incentives for these projects
from a tax side as well,

I am particularly concerned about
the effects of these provisions of the
tex bill on the Farmers Home rental
rural housing progrem, which Is
widely depended upon by families {n
my State of Maine and other States
with large rural populatlons. ‘The
demand for rural housing is demon-
strated time and time again across the
Nation. The 1080 census data shows
that there are more than 2.1 milllon
rural familles still lving In substand-
ard housing. Almost hall of these Tam-
illes are below the poverty level. Over
2.8 million rural households with in-
comes under #$10,000 annually pay
more than 35 percent of thelr incomes
for shelter, These are the familles—
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the ones who live In areas with no
other affordable housing avallable—
who will be hurt by these tax changes,

Ironically, the low-income housing
provislons of the bill will hurt the very
people we are trylng to help, with tax
reform; namely, poor Amerlcans. A
major objectlve of the Finance Com-
mittee's tax bill Is to give tax relief to
the very poor. By removing approxl-
mately 6 milllon low-Income persons
from the tax rolls and by ensuring
that people below the poverty line do
not have to pay Federal Income taxes,
this bill goes far In bringlng tax relief
to the very poor. In our zeal Lo go
after abusive tax shelters, however, we
are hurting these very Eame poor
Amerlcans who depend on low-Income
housing for thelr basle housing needs.

Me. President, tax incentives for low-
income housing Investments do more
than just give tax shelters to the rich,
they provide necessary, physical shel-
ters for our Matlon's poor, If these in-
centives are removed, Investors may
find other methods of shielding thelr
Income from taxes, but the poor bene-
[iclarles of these projects have no-
where else to go.

If the tax bill Is not amended, there
will be no Incentlve for Investors to
put their money in future, low-lncome
housing projects. This comes at a time
when there are more Tamilies in pover-
ty, less housing available for them ilo
occupy, and less support from the Fed-
eral Government to asslst them.

II unchanged, the tax bill will en-
danger even existing low-Income hous-
Ing projects. Investors may default on
the exlsting capltal contributions that
are still owed. Some developers of sec
tlon 516 rural housing units, for exam-
ple, have told me that they expect &
40-percent default rate on outstanding
commitments. Such defaults could
trigger foreclasures and clalms agalnst
the Federasl Housing Adminlstration
and the Farmers Home Administra-
tion Insurance funds, Thus, not only
would the tenants of these housing
projects suffer, but the Federel Gov-
ernment would also by having to pick
up the tab for these defaults,

The amendment I am cosponsoring
with my fellow Senator from Malne,
Mr. MircHELL, would make Lhe tax
credit more workable by allowing new
construction and substantially reha-
bilitated housing projects to be eligible
for the new tax credit regardless of
whether they receive Federal assist-
ance, The amendment would also
allow a credlt to be avallable for trans-
fers of existing properties which are
partially or wholly financed or operat-
ed by the section 516 Farmers Home
Administratlon rural housing pro-
gram, and other Federal low-income
housing programs, The amendment
continues to target the benefits of
these credits to only low-lncome hous-
ing projects.
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While this amendment will fix some
of the most egreglous problems facing
low-income housing In the bill, much
more needs to be done to assure hous-
Ing for our poorest cltizens, The bill's
unreallstic limits on the amount of tax
credits that can be elalmed and the
income limliations on Investors who
can claim the credit in the bill contin-
ue to discourage low-income housing
investments, Further, the passive loss
changes In the blll will continue to
jecpardize existing projects and be
unfair to Investors who reaponded to
the low-lncome housing Incentlves pro-
vided by the Congress.

I do, however, recognize the limits of
what can be changed In this bill on the
Senate floor. Over the past few weeks,
Benator MiTcrELL, Senator KENNEDY,
and I—-and other strong supporters of
low-income housing—have advocaled
changes to the low-income housing
provislons of the bill, but no agree-
ment could be reached on many of
these Issues. I shall continue Lo press
for these changes during the confer-
ence on Lhe bill and urge the Senalor
conferees to seek further modifica-
tlons of the low-income housing provl-
gions In their negotlations with the
House on this bill.

Mr. President, the Government and
the private sector must work together
to achleve the goal of decent, afford-
able houaing for famllles with very low
incomes, Adoption of these changes is
erucinl to ensure that the private
sector will participate in this partner-
ship and that we cdo not unfairly
change the rules in the middle of the
game for those persons who have al-
ready responded to the incentives that
the Congress has provided in the past
for Investments in low-income hous-
ing.

Mr. MITCHELL Mr. President, I
thank my colleague for his kind words
and for the tremendous effort he hes
made In connectlon with Lhis amend-
ment.,

I now yleld 2 minutes to the distin-
gulshed S8enator from Maryland.

Mr., SARBANES, Mr. President, [
commend the able Senntor from
Mnaine [or his very skillful work with
respect to this amendment Involving
low-income housing, I am hopeful that
certaln aspects of it that have not
been fully resolved can be addressed In
conference. I know of no other Issue
that Is more important,

When we contrast how our econormic
system works with how the economie
systemns of other countries work, par-
ticularly behind the Iron curlain, we
always want to point to how successful
we have been in housing our people,
The context of these programs Is per-
haps the only way we can succeasfully
nddress the low-income housing sltus-
tion and provide decent and affordable
housing for the poorest in our soclety.
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I think the Senator from Maline has
been aware of that. The chalrman of
the committee has reflected his sens!-
tivity to it. 1 am hopeful that this
amendment will be adopled and that
the conference will be able Lo address
other aspects of this problem in such a
way as to ensure that, In a reasonable
way, consistent with the tax revislon
that Is before us, we will be able to
provide low-income housing for our
people and meel & very pressing need.

The other Senator from Maine was
abolutely rlght in saylng thal the
strength of our society rests upon our
homes and that this effort to provide
low-income housing is 8 reflection of
that. ;

I commend the Senator from Maine
for his work In framing and oflering
this amendment. I very strongly sup-
port it.

1 vield back what remaining time I
may have to the Senator from Malne.

The PRESIDING OFFICER. Who
vields time?

Mr, MITCHELL. Mr. President, I
wish to thank the distinguished Sena-
tor from Maryland for the effort he
has made in behalf of this amendment
and in providing affordable low-
income housing for all Amerleans.

1 now sugpgest the absence of a
quorum.

Mr. METZENBAUM addressed the
Chalr.

The PRESIDING OFFICER. The
Senator from Ohlo. )

Mr. METZENBAUM. Mr. President,
I ask unanimous consent that Lhe
quorum call being reguested by the
Senator from Maine not be charged
against either side in order that there
may be sufficient time left to debate
this Issue, because I am afrald the
guorum call is going to run out the
time,

Mr. HEINZ, Mr, President, reserving
the right to object, the Senator from
Pennsylvania wonders If, rather than
putting in a guorum ecall, we might
transact some other business. There-
fore, the Senator from Pennsylvania
would ask unanimous consent that the
amendment of the Senator [rom
Maine be temporarily lald aside.

The PRESIDING OFFICER. Is
there objectlon?

Mr. DOMENICI. Reserving the right
to object, and I do not know that I
will, but I might ask my friend from
Pennsylvania, did he have an amend-
ment he wanted to now offer?

Mr. HEINZ, Yes,

Mr. DOMENICI. The Senator [rom
New Mexlico Is in the same position,
and I have been walting for about an
hour. If we are going to do that, I
would have ssked that we proceed
with an amendment that I wis going
to offer.

Is there some way, perhaps, that you
and I could work that out?

Mr. HEINZ. I am certain we can find
a way to work that out.
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Does the Senator anticipate his
amendment will tak? a considerable
amount of time?

Mr. DOMENICI. I do not think that
it should. It may. I have been working
on It with many Senators. It Is the
gmendment that would equallze, not
as a matter of substantive law, bul as a
matter of budget considerations, some
of the revenue fluctuations that may
evolve when this bill finally comes put
of conference. That s basically what
the amendment would be that this
Senalor would be of fering on behalf of
himself and Senator GRAMM.

1 have discussed my amendment
with the mafority leader, with the
chalrman of the committee, and with
varfous Members who are interested in
the issue.

Mr. HEINZ. Mr. Fresident, maybe
we could have an informal understand-
ing that, since obviously we all have a
lot of things that we want to do and
we would llke to achieve some order to
it, if we could reach the Informeal un-
derstanding that the Senator from
New Mexico would proceed and then I
would have Lthe opportunity, although
nothing is guaranteed on the floor, to
proceed after him.

Mr. MITCHELL. Mr, Presldent, re-
serving the right to object, 1= all this
discussion occurring on my time?

; The PRESIDING OFFICER. No, it
3 not.

Mr. MITCHELL. Thank you.

I believe that it may take just a few
moments to resolve the issue that is
holding us up dealing finally with the
amendment which I have offered. I do
not want to Impede the business of the
Senate, but I would be reluctant to
agree to have this amendment set
aside indefinitely without any under-
standing as to when it may come back.

Mr, METZENBAUM. Might I sug-
gest to the Senator from Malne, in the
absence of setting it aside indefinitely,
that it be set aside until such time as
the amendment is disposed of?

Mr, MITCHELL. Is there any way of
estimating or knowing how long that
would be?

Mr. DOLE. Mr. President, maybe I
could be helpful here,

I ask unanimous consent that the
time on the Domenlel amendment be
30 minutes, equally divided.

Mr, DOMENICI. I have no objec-
tlon. I really do not know anybody
that Is opposing it, but I assume We
pught to assign that to someone.

Mr. MELCHER. Mr. President, will
the majority leader yield?

Mr. DOLE. I am happy to yield.

Mr. MELCHER. Would It be possible
to get In on this lineup, too?

Mr. DOLE. I was just trying to get
gome time agreement.

Mr. MELCHER., I already have a
time agreement of 30 minutes, equally
divided, on my amendment.

Mr. LONG. Mr. President, I would
like to notify the minority leader, Mr.
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Bysn, that we are consldering & unanl-
mous-consent agreement. I believe he
might wani to be here and participate
in discussion about the time lmita-
tions. I suggest that he be notified,

Mr. DOMENICI addressed the
Chair.

The PRESIDING OFFICER. The
Senator from New Mexico,

Mr. DOMENICI. Mr. President,
might I say to the distingulshed ma-
jority leader, frankly, it is satis{actory
to the Senator from New Mexico If
you just arrange that the Domenicl
amendment go next. You do not have
to set the other amendment aside. Per-
haps you would want to accommodate
the other two Senators. We do not
need & time agreement, unless you do,
Mr. Leader.

Mr. DOLE. Mr. Presicent, I am won-
dering, while we are still on the Mitch-
ell amendment, if T might get 5 or 3
minutes from the Senator ({rom
Oregon, the chalrman.,

Mr. PACKWOOD. I would be happy
to do that, The time Hmil we have at
the moment Is the time limit of the
Senater from Maine. We need, with-
out charging the time, a little bit of
time to just confer and I think we
could solve it.

S0, 1 ask unanimous consent to tem-
porarily lay the amendment aside so
that the majority leader could have 5
minutes, without the time being
charged against the Scnator from
Maine, and when he i3 finlshed we
could go back to his amendment,

Mr. DOLE. Fine.

Mr. PACKWOOD, I ask that unani-
mous consent,

The PRESIDING OFFICER. Is
there objections? Without objectlon, it
Is so ordered.

The majority leader.

Mr. DOLE, Mr. President, first let
me indicate that I am going to support
the Mitehell amendment, but I do be-
lieve it ralses the emphasis In the
wrong place, It spends additional reve-
nue to make a new tax credit not yet
even in the Tax Code more genersus,
rather than being concerned about the
passive loss transition rules which may
put developers out of business before
they have a chance to use these new
credits,

I have talked with a number of de-
velopers of low-Income housing, I have
recelved 2 number of lelters [rom de-
velopers. They are uniformly more
concerned about transition rules being
Insufflelent than they are about
whether or not the new housing credit
Is generous encugh.

That stands to reason. If investors
decide not Lo make additional prom-
lzed payments over the next [ew years,
these developers may go bankrupt. If
they lose thelr ability to survive in the
ghort run, it will not matter how gen-
erous & credit we may have enacted,
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