MSHDA

MICHIGAN STATE HOUSING DEVELOPMENT AUTHORITY

MEMORANDUM
DATE: September 1, 2023
TO: All Interested Stakeholders and Partners
FROM: Tony Lentych, Chief Housing Investment Officer
SUBJECT: Housing Tax Increment Financing — Housing Subsidy Calculation (corrected)
MESSAGE:

The recently adopted Public Act 90 of 2023 created a Housing Tax Increment Financing (TIF)
program that will open up new opportunities for communities through Brownfield
Redevelopment Authorities to create/finance attainable housing throughout the state of
Michigan. We know that many communities, developers, and consultants are eagerly waiting
the launch of this program.

A team within Michigan State Housing Development Authority (MSHDA) has been working
diligently to establish program parameters and procedures that applicants will use when
seeking MSHDA approval under the Housing TIF Program. To that end, MSHDA is required
under the statute to determine whether the costs associated with individual eligible activities
are reasonable. MSHDA has developed the attached Potential Rent Loss (PRL) and Potential
Development Loss (PDL) Calculations plus a Total Housing Subsidy (THS) Calculation to
establish the reasonableness of certain housing activities for which tax capture is being
planned.

We are interested in gathering your feedback on this calculation methodology in order to
ensure that this Housing TIF Program is meeting the need of developers and communities. Your
initial review and feedback will help us craft the most appropriate process possible so please
take this opportunity to respond to this information. All comments, questions, and general
feedback can be sent to: MSHDA-TIF@michigan.gov.

Thank you.

Please continue track program updates on our Housing TIF webpage:

MSHDA Housing Tax Increment Financing (TIF) Program (michigan.gov)

ATTACHMENTS: Formulas & Examples


mailto:MSHDA-TIF@michigan.gov
https://www.michigan.gov/mshda/developers/tax-increment-financing-tif

SCHEDULE A

Potential Rent Loss (PRL) Gap Cap / Potential Development Loss (PDL) Gap Cap
&
Total Housing Subsidy (THS) Calculations
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Potential Rent Loss (PRL) Gap Cap &
Total Housing Subsidy (THS) Calculations

For Multi-Family Developments, MSHDA will undertake the following steps to calculate the Potential
Rent Loss (PRL) Gap Cap and the Total Housing Subsidy (THS) for every application received. The PRL
Gap Cap and the THS will be utilized to establish the reasonableness of certain housing activities for which
tax capture is being planned.

Step 1:Establish the Control Rent (CR) for the project.

Utilizing the appropriate Fair Market Rent (FMR) for each county and for the appropriate rate for each
bedroom size as published by the U. S. Department of Housing & Urban Development (HUD), the
following calculation will be made:

(FMR/40) x 100 = Control Rent (CR)

Note: This formula corrects for HUD publishing FMR as 40% of area rents.

Step 2: Determine the difference between the Control Rent (CR) and the targeted Project Rent.

Utilizing the Project Rent (PR) targeted by the development team for each project, the following
calculation will be made:

Control Rent (CR) — Project Rent (PR) = Potential Rent Loss (PRL)

Note: There may be multiple PRLs calculated for each project due to the fact the rents vary by
bedroom size and most projects have a mix of bedroom sizes.

Step 3: Determine the PRL Gap Cap.

Utilizing the number of total units in a project that will have the appropriate income targets and the
number years of TIF Capture requested, both of which will be submitted by the development team for each
project, the following calculation will be made:

Potential Rent Loss (PRL) x 12 months x No. of Units x No. of Years = PRL Gap Cap

Note: There may be multiple PRL Gap Caps calculated for each project due to the fact the rents
vary by bedroom size and most projects have a mix of bedroom sizes.
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Step 4: Add all Potential Rent Loss (PRL) Gap Cap calculations to establish the Total Housing
Subsidy.

After calculating PRL Gap Cap for each bedroom type in the proposed development project, the
following calculation will be made:

PRL Gap Cap 1-Bedroom + PRL Gap Cap 2-Bedroom + PRL Gap Cap 3-Bedroom

=Total Housing Subsidy (THS)

Step 5: Review of Total Housing Subsidy (THS) for reasonableness among all other activities
allowed under Public Act 90 of 2023.

A. MSHDA will deduct the THS from the total Housing Tax Increment Financing (HTIF) request
and will review for overall reasonableness.

Note: THS should not exceed the total HTIF request as this may indicate instability in the overall
project pro forma. Conversely, an insignificant overall THS may indicate a project that is not targeting
appropriate income levels. Reasonableness will be determined based on this review in conjunction
with any narrative information that is submitted by the development team.

B. The utilization of the remainder of the HTIF request will also be reviewed for
reasonableness under the guidance established under Public Act 90 of 2023.

For Single-Family For-Sale projects, MSHDA will undertake similar steps to calculate the Potential
Development Loss (PDL) Gap Cap and the Total Housing Subsidy (THS) for every application received.
The PDL Gap Cap and the THS will be utilized to establish the reasonableness of certain housing activities
for which tax capture is being planned.
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MULTI-FAMILY EXAMPLE
Potential Rent Loss (PRL) Gap Cap &
Total Housing Subsidy (THS) Calculations

A developer has received approval from the Oceana County Brownfield Redevelopment Authority (BRA) to
utilize the tax capture allowed under Public Act 90 of 2023 for a 40-unit multi-family workforce housing
project which contains 20 one-bedroom apartments with 60% AMI target rents and 20 two-bedroom
apartments with 80% AMI target rents. The BRA has approved a $2,225,000 Housing TIF tax capture that
is collected over 25 years.

Step 1: Establish the Control Rent (CR) for the project.

Monthly FMR for a one-bedroom apartment in Oceana County is $635 and for a two-bedroom apartment
it is $836.

1 Bedroom Control Rent = ((5635/40) x 100) = $1,587.50
2 Bedroom Control Rent = (($836/40) x 100) = $2090.00

Step 2: Establish the Potential Rent Loss (PRL) for the project.
Project Rents are established for the development and are subtracted from the Control Rents

1 Bedroom PRL = ($1,587.50 — $852.00) = $735.50
2 Bedroom PRL = ($2090.00 — $1,364.00) = $726.00

Step 3: Determine the PRL Gap Cap.
PRLs are multiplied be the number of units and the number of years of approved TIF Tax capture.

1 Bedroom PRL GAP CAP = ($735.50 x 12 x 20 x 25) = $4,413,000.00
2 Bedroom PRL GAP CAP = ($726.00 x 12 x 20 x 25) = $4,356,000.00

Step 4: Add all Potential Rent Loss (PRL) Gap Cap calculations to establish the Total Housing Subsidy.
All bedroom PRL GAP CAP amounts are totaled to determine the Total Housing Subsidy (THS).
THS = ($4,413,000.00 + $4,356,000.00) = $8,769,000.00
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Step 5: Review of Total Housing Subsidy (THS) for reasonableness among all other activities allowed
under Public Act 90 of 2023.

The Oceana County BRA approved a Housing TIF Capture of $2,225,000.00 and this amount will be reviewed

for reasonable and appropriate expenditures including the THS under the guidance established under
Public Act 90 of 2023.

($2,225,000.00 - $8,769,000.00) = $(6,544,000.00)

AN ILLUSTRATION IS ATTACHED.
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SINGLE-FAMILY EXAMPLE
Potential Development Loss (PDL) Gap Cap &
Total Housing Subsidy (THS) Calculations
A developer has received approval from the Lake County Brownfield Redevelopment Authority (BRA) to
utilize the tax capture allowed under Public Act 90 of 2023 for a 10-unit single-family “for sale” workforce
housing project which contains 10 three-bedroom homes with eight 100% AMI target prices and 2 three-
bedroom homes with 120% AMI target prices. The developer reports that the cost to build all ten houses

is $300 per square foot with each house being 1300 square feet in total. The BRA has approved a
$1,450,000 Housing TIF tax capture that is collected over 28 years.

Step 1: Establish the Affordable Mortgage for the project.

Establishes the affordable mortgage in Lake County is based on the three-bedroom Area Median Income
(AMI) at targeted incomes for a family of four and assumes a 15% downpayment. This includes the costs
of principal + interest, insurance, taxes, PMI. The calculation uses a 7.53% interest rate (current market

average). These mortgages provide a monthly payment that below 30% of household income.

3 Bedroom House @ 100 AMI = $249,000.00
3 Bedroom House @ 120 AMI = $293,500.00

Step 2: Establish the Potential Development Loss (PDL) for the project.

The Affordable Mortgage is subtracted from the actual Development Cost which is collected from
information provided by the applicant/developer.

3 Bedroom House @ 100 AMI = $390,000.00 - $249,000.00 = $141,000.00
3 Bedroom House @ 120 AMI = $390,000.00 - $293,500.00 = $96,500.00

Step 3: Determine the PRL Gap Cap.
PDLs are multiplied be the number of units.

3 Bedroom House @ 100 AMI = $141,000.00 x 2 = $282,000.00
3 Bedroom House @ 120 AMI = $96,500.00 x 8 = $772,000.00
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Step 4: Add all Potential Development Loss (PDL) Gap Cap calculations to establish the Total Housing
Subsidy.

All target income PDL GAP CAP amounts are totaled to determine the Total Housing Subsidy (THS).

THS = ($282,000.00 + $772,000.00) = $1,054,000.00

Step 5: Review of Total Housing Subsidy (THS) for reasonableness among all other activities allowed
under Public Act 90 of 2023.

The Lake County BRA approved a Housing TIF Capture of $1,450,000.00 and this amount will be reviewed
for reasonable and appropriate expenditures including the THS under the guidance established under

Public Act 90 of 2023.

($1,054,000.00 - $1,450,000.00) = $396,000.00

AN ILLUSTRATION IS ATTACHED.
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Housing TIF Financing Gap Cap Calculation - Multifamily Rental

Oceana County WFH Project: 40 Total Units/Leases (20 1-Bedroom @ 60% AMI / 20 2-Bedroom @80% AMI)

FORMULA Location Type FMR:{‘ lV'R c;::‘:m ; :;:{c = PRL TJc:i:sf “'::n;:s ﬂza: =| PrRLGAPCAP Per Unit
FMR Oceana Co. 1 Bedroom S 635.00 $ 1,587.50 - §$ 852.00(=( $ 735.50 20 12 25 4,413,000.00 S 220,650.00
FMR Oceana Co. 2 Bedroom S 836.00 S 2,090.00 - $ 1,364.00(=($ 726.00 20 12 25 4,356,000.00 $ 217,800.00

TOTAL Housing Subsidy 40 8,769,000.00 $ 219,225.00
Approved BRA TIF Request 40 2,225,000.00 $ 55,625.00
Other Housing Activities Allowed (6,544,000.00) $ (163,600.00)

Under Public Act 90 of 2023:

1. Site Preparation/Demolition

2. Infrastructure Development

3. Relocations Expenses

4. Plus Other Housing TIF Related Expenses

Developer may utilize the remainder (if any) of the TIF
capture for the following HOUSING RELATED items:




Housing TIF Financing Gap Cap Calculation - For Sale Homeownership

Rural For-Sale Project: 10 Single-Family Homes (For-Sale Home Ownership Units with 2 @ 100% AMI & 8 @120% AMI)

Affordable Development Affordable No. of
FORMULA Location Type P - = PDL X ] PDL GAP CAP
Mortgage* Cost** Mortgage Units
Income Lake Co. For Sale (100%) S 249,000.00 S 390,000.00 - $ 249,000.00 |=| $141,000.00 2 282,000.00
Income Lake Co. For Sale (120%) S 293,500.00 S 390,000.00 - $ 293,500.00|=|$ 96,500.00 8 772,000.00
TOTAL Housing Subsidy 10 1,054,000.00
PDL = Potential Development Loss
ther Housing Activities All d
Other ousm'g ctivities Allowe 396,000.00
Affordable Mortgage = Under Public Act 90 of 2023:
* Mortgage Limit assumes a 15% down payment Developer may utilize the remainder of the TIF
plus all other normal monthly fees associated with capture for the following HOUSING RELATED items:
home ownership for a family of four. 1. Site Preparation/Demolition
2. Infrastructure Development
Development Cost = 3. Relocations Expenses
** $300 per sq. ft. building costs (for a 3 bedroom 4. Plus Other Housing TIF Related Expenses
home) - information provided through application.
This includes 10% developer fee/profit.
Approved BRA TIF Request 10 1,450,000.00
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