PARADOXES OF PUBLIC HOUSING:
THE CASE OF MILLERS RIVER
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Paradox 1

DECLARING MILLERS RIVER OBSOLETE
IN ORDER TO SAVE IT

The amount of federal funding for each apartment at
Millers River doubled once the Cambridge Housing Authority
converted the building from public housing to private

affordable housing.
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Millers River Apartments, designed by Benjamin Thompson & Associates, October 1973.
Photograph by Ezra Stoller. [Ezra Stoller/Esto]

Federal funding is core to public housing.

The U.S. Congress determines a budget for

HUD. HUD then decides how much money

housing authorities receive annually to

operate their housing and conduct capital

improvements. This money supplements S 8 50 $ 1,800

tenant rents.
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In the United States, public housing

designates homes that are owned and
operated by a public housing authority.
Housing authorities are chartered and
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overseen by the federal government,
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but operate independently at the city or
county level.
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per apartment per month per apartment per month
Tenants must be “low-income” to live in
public housing, earning 80 percent or less
of the area median. In practice, public before declaring it obsolete after declaring it obsolete
housing often serves households closer

to 30 percent of the area median income.

Tenants pay 30 percent of their incomes

toward rent, the percentage considered

“affordable.” Federal funding and tenant

rents are often not enough to cover a

building’s capital and operating costs,

leading to a backlog of maintenance.

as public housing as private affordable housing

Since the mid-1960s, funding for public
housing has increasingly been redirected
to private affordable housing. Many
housing authorities have thus transferred
their entire portfolios to private
developers.
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Section 18 of the U.S. Housing Act,
since 1998, has allowed public housing
authorities to demolish or dispose

of —that is, sell—public housing. In
order to get approval from HUD, housing
authorities must demonstrate a building

to be physically, structurally, or In 2016, when Millers River was public housing, CHA housing. Doing so allowed CHA to convert Millers

environmentally “obsolete.” In the case

of Millers River, CHA had to prove that received about $850 per apartment per month in River to private affordable housing through HUD’s

renovation costs would be more than 60

poresnt of ey 10 determines It would M from the Department of Housing and M program. After conversion, the building
Urban Development (HUD) to operate the building then became eligible to receive federal Section 8

Y

Affordable housing is a term used to Harvard Graduate School of Design]

describe housing reserved for This was insufficient to cover maintenance and other the area’s Fair Market Rent.

low- and moderate-income households

B e e e ol expenses, even with the addition of tenant rents.
e ets Ton o it otitics, not After decades of underfunding, Millers River needed The maneuver allowed CHA to more than double federal
wholesale renovation. funding to $1,800 per month per apartment. For the
300 units 1n the building, this meant an additional
In order to increase federal funding, CHA declared $3.4 million per year—a paradox, given that CHA and
Millers River “obsolete.” This means the buililding HUD had just deemed the building obsolete as public

was designated as unsuitable for habitation as public  housing.

housing authorities.

Background image: Millers River Apartments, USAG E RlG HTS

original unit floor plan. [Courtesy of Dietz &
Company Architects]

L) @ FIRSTRFLOOR PLAN
/ cE—';—;m—w" )
| [ a

Millers River Apartments, first floor plan, designed by Benjamin Thompson &
Associates, 1972. [BTA Collection, Courtesy of the Frances Loeb Library, Harvard

Section 8 of the U.S. Housing Act, also

known as Housing Choice Vouchers, was
introduced in 1974. The HUD program
intends to enable low-income residents

to live in privately owned, market-rate
housing. A voucher pays for the difference
between 30 percent of a household’s
income and an apartment’s rent, up to

the Fair Market Rent (FMR). Once Millers
River was removed from the public housing
program through Section 18, it received
Section 8 vouchers valued at FMRs, which
provided substantially more federal
funding.

Fair Market Rent (FMR) is typically the

maximum allowable rent the federal
government will fund with a Section 8
voucher. It is set in relation to an area’s
market rents. Because rents in Cambridge
are among the nation’s highest, its FMR
is also high. Accordingly, a voucher in
Cambridge is worth more than one in a
municipality with lower market rents.
Millers River was a beneficiary of this
circumstance.

BEARING WALL

unit | construction

Millers River Apartments, axonometric of unit construction, designed by Benjamin

for low-income senior and disabled residents. vouchers. These vouchers are valued in relation to Thompson & Associates, 1972. [BTA Collection, Courtesy of the Frances Loeb Library,
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Paradox 2

TRANSFERRING OWNERSHIP IN ORDER
TO RETAIN CONTROL

CHA conveyed Millers River and many of its other former
public housing developments to Cambridge Affordable
Housing Corporation (CAHC), one of CHA’s non-profit
affiliate entities. Because the CHA and the affiliates share
the same board, CHA effectively remains in control.
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No longer public housing, Millers River required a When CHA removed Millers River from its public
new owner. A private owner would be able to housing portfolio in 2016, it handed ownership to sutnam School. renovated by
benefit from federal funding for affordable housing CAHC. On paper, CAHC is independent from CHA. In e tomris Moyord T
unavallable to a housing authority like CHA. This reality, the two share the same governing Board of
funding includes Section 8 vouchers and tax credits. Commissioners. u 1l
In partnering with the private sector, housing This maneuver enabled CHA to retain day-to-day e spartmants, renovaeany T L el |
authorities typically hand the building, its renovation, operation of the building and secure high-value e penestre, T e IR
and future management to a private entity. In order to Section 8 vouchers that fund privately owned L s .____._ i
retain these tasks in-house, CHA has instead created affordable housing. The paradox is that CHA i ’”‘“
non-profit affiliates. CAHC, Essex Street Management, transferred Millers River to an affiliate entity in l?:HPJ?HPZEi?ﬁZiZZZe“S’ esianes
Inc (ESMI), and Kennedy Management, Inc (KMI) are its order to obtain federal funding that it could not S
primary affiliates. access as a housing authority.

Background Image: Cambridge, MA, street grid. USAGE RIGHTS
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Paradox 3
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program helps finance 50,000 to 60,000 J _
new housing units per year across the U.S. L M SN
About one-quarter of all new multi-family b

apartments, affordable and market rate, [~ f:“‘
are financed by LIHTC annually.1 ™ . ‘5
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Internal United I Allocated‘ Massachusetts

LIHTC can provide much needed funding
for public housing redevelopment or

renovation projects. However, partnering ‘
with private investors adds complexity - IS
and cost due to layers of contracts and =T
compliance regulations. In contrast to
public housing, LIHTC housing is required
to stay affordable only for a limited time.
In addition, tenant advocates have raised
concerns about the lack of transparency
regarding management practices in

LIHTC housing, such as unexpected rent
increases and eviction processes.

The allocation of tax credits takes
place each year by the U.S. Congress.

The Internal Revenue Service (IRS) then

Revenue States State Government

allocates the credits to states based on

their population. There are two types service congress Housing Agency

of tax credits. 9% tax credits typically

fund new construction and cover about
70 percent of total development costs.

4% tax credits usually fund renovation

t
il
t

1]

1 Yonah Freemark and Corianne Payton Scally. “LIHTC Provides Much-Needed
Affordable Housing, but Not Enough to Address Today’s Market Demands.”

projects and cover about one-third of

Urban Institute, July 11, 2023. www.urban.org/urban-wire/LIHTC-provides-
much-needed-affordable-housing-not-enough-address-todays-market-demands.
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total development costs. As a renovation
project, Millers River used 4% credits. ‘
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The awarding of tax credits is done by
housing finance agencies at the state

|
|
|

level. 9% credits are competitive whereas
4% credits can be awarded on a first come,
first serve basis. To apply, a developer

must submit plans for a specific project.
Projects must be “shovel-ready” with full
designs and zoning approved. Developers
often apply multiple times before
receiving an award. CHA was awarded $61 e I l |

\

t
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million in tax credits for Millers River in
2018.

Claiming tax credit benefits takes place l H \
over the course of ten years. It begins \ ,
once the building is completed and I
residents have moved in. As owners of the
LLC, ESMI and Wells Fargo are required to
submit evidence of the project’s cost to
the IRS. During this ten-year period and
an additional five years, the building must
remain affordable to low-income residents.
After fifteen years, Wells Fargo can exit
the partnership.

8609 Low-Income Housing Credit Allocation
scember 2001) and Certification B No. 1545-0988
» Go to www.irs.gov/Form8609 for instructions and the latest information.

Allocation of Credit

Check if: [] Addition to Qualified Bas D Am nded Form
A Address of building (do not use P.O. box )( e in ns)

C Name, address, and TIN of building owner receiving allocation D Employer identification number of agency

E Building identification number (BIN)

a Date of allocation P aximum housing credit dollar amount allowable .

Maximum applicable credit percentage allowable (see instructions) . . . . . . . . . .

a Maximum qualified bas . PR
Check here » D fth Ig ible b d th compu t t fI 3 a was increased under
the high-cost al proviS|ons of s 42(d)(5)(B) Enter th e percentage to which the eligible
basis was increased( nstructiol ) . .o . Lo e
Percentage of the aggr gt e basis fin cdbyt

R °° Millers River required public funding to remain

6 Check the boxes that describe the alloc: t f th b uilding (check those that apply):
a [] Newly constructed and federally subsidized b [[] Newly constructed and not federally subsidized ¢ [] Existing building

d [ Sec. 42(e) rehabilitation expenditures federally subsidized e [] Sec. 42(e) rehabilitation expenditures not federally subsidized - - -
f [ ] Allocation subject to nonprofit set-aside under sec. 42(h)(5) a O P a e a e P 1 S P e n Ova 1 O n 1 S m a e e
Signature of Authorized Housing Credit Agency Official —Completed by Housing Credit Agency Only m
Under penalties of perjury, | declare that the allocation made is in compliance with the requirements of section 42 of the Internal Revenue Code, an
] ]
Low-Income Housing Tax Credit (LIHTC) program, the
7
ain oar of the Credit Perio |
El'g'blb'fb'ld'g('tt'). 3 n
aOquIfdb fthbldgtl ffty
S e e federal government’s largest affordable housing

that | have examined this form and to the best of my knowledge and belief, the information is true, correct, and complete
(see instru t ns)? . .

If box 6a or box 6d is h kdd o you elect to reduc Igbl e bas d ectio 42()(2
Formarket t nits ab g q Ity tad rds th ome t th b ilding, do

e e ha F v O program, critical for the project. However, LIHTC

Caution: Once made, the following elections are irrevocable.

a Elect to begin credit period the first year after the building is placed in service (section
b Elect not to treat large partnership as taxpayer (section 42(])( ))

o - does not directly fund developers. It instead relies

d Elect deep rent skewed projec t( 142(d)(4)(B))( nstructiol ) e [ ] 15-40
U d p It fp erjury, | d clare that | have examined this form and accompanying attachments, and to the best of my knowledge and belief, they
c

on private corporations to invest equity, or money,
1n development projects. In exchange, corporations
Millers River LLC was required to submit Form 8609 to the IRS r‘eceive taX Cr‘edits tO decr\ease theip taxeS.

in order for Wells Fargo to begin claiming tax credit benefits.

The form certifies the project’s actual development cost. If Developer‘s lj_ke CHA mUSt thus pa r‘tner‘ With pr‘j_vate
the actual cost was less than anticipated, the investor receives

fewer credits, leading to less equity for the project. [IRS] lnvestor\s to obtaln thlS publlc funding to bu11d or
renovate affordable housing.

The LIHTC program is extremely complex. The federal
government first allocates tax credits to states.
States then award the credits to development
projects. In order to renovate Millers River, CHA

Background image: Millers River Apartments,
axonometric drawing. [Chris Moyer]
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applied for and received $66 million in tax credits. It
then sold the credits to Wells Fargo for $71 million.
ESMI, one of CHA’s non-profit affiliates, and Wells
Fargo created a partnership entity nhamed Millers
River LLC through which to own the building. Once
the renovation was complete, Wells Fargo was able to
claim the benefit of lowering its taxes.

These maneuvers allowed CHA to access funding, but
they added time and cost to the development process.
The paradox is that tax credits look like private
investment and seem to come at no cost to the public.
In reality, they cost the federal government $13.5
billion per year 1n lost tax revenue.?

1 An Introduction to the Low-Income Housing Tax Credit, Congressional Research Service, April 26, 2023.
https://sgp.fas.org/crs/misc/RS22389.pdf.

h a private investor in order
nding for Millers River’s

Fargo because 1t

The sale of tax credits happens by the
developer once the award is in hand.

A developer sells the tax credits to

an investor, often a bank or insurance
company. Each $1 of credit that an
investor purchases lowers the investor’s
tax liability, or amount of taxes owed
to the federal government, by $1. This
creates the “equity”—capital or cash—
that pays for a portion of the project’s
development costs.

The price of a tax credit is not fixed.
When investors have high profits and thus
high tax liabilities, they are often willing
to pay more than $1 per dollar of tax
credit. The credits also allow investors
to claim additional tax benefits, including
financial losses from a development
project’s depreciation over time. When
investors have lower profits and taxes
owed, they typically offer less money per
tax credit.

Nation-wide annual average tax credit pricing

0 o o

N N N
o o o
N N N

Source: Novogradac

Before the 2017 Tax Cuts and Jobs Act established by President Donald

Trump, investors were willing to pay, on average, more than $1 per dollar

of tax credit. In 2018, when CHA and Wells Fargo negotiated credit pricing
for Millers River, the average price dropped to $0.92. However, Wells Fargo
offered CHA pricing at $1.07. Cambridge’s expensive housing market and CHA’s
reputation lowered Wells Fargo’s risk, likely increasing their offer. CHA

also structured the deal to allow Wells Fargo to claim a high tax write-off in
fifteen years. [Underlying graph from Novogradac.com]

The tax credit becomes equity through

a LIHTC transaction. Equity is the term
used for capital or cash that is tied to an
ownership stake. CHA sold $66 million in
tax credits to the bank Wells Fargo for $71
million. This became the investor’s cash

contribution to pay for the renovation. It
also gave Wells Fargo an ownership stake

in Millers River LLC, a partnership entity
established to enable the LIHTC financing.
In contrast to loans, equity does not have
to be repaid.

The LIHTC partnership is typically split
between a “limited partner” and a “general
partner.” For Millers River LLC, ESMI is
the general partner. It is responsible

for general development decisions and
owns 0.01% of the LLC. Wells Fargo is the
limited partner. It has limited liability

William Francis Galvin

and operational decisions in the LLC

and owns the other 99.99%. ESMI’s share
enables it to control the day to day
operations of the building. Wells Fargo’s
share allows it to claim the tax credit
benefits.

ID Number: 001351163

LLC

10-18-2018

Secretary of the Commonwealth of Massachusetts

Business Entity Summary

Request certificate New search

Summary for: MILLERS RIVER LLC

The exact name of the Domestic Limited Liability Company (LLC): MILLERS RIVER

Entity type: Domestic Limited Liability Company (LLC)
Identification Number: 001351163

Date of Organization in Massachusetts: Date of Revival:

Last date certain: 12-31-2118

The location or address where the records are maintained (A PO box is not a

valid location or address):

Address: 362 GREEN ST. C/O CAMBRIDGE HOUSING AUTHORITY
City or town, State, Zip code, CAMBRIDGE, MA 02139 USA

Country:

The name and address of the Resident Agent:

Name: ESSEX STREET MANAGEMENT, INC.
Address: 362 GREEN ST. C/O CAMBRIDGE HOUSING AUTHORITY
City or town, State, Zip code, CAMBRIDGE, MA 02139 USA

Country:

The name and business address of each Manager:

Title Individual name

Address

In addition to the manager(s), the name and business address of the person(s)
authorized to execute documents to be filed with the Corporations Division:

Title Individual name

Address

SOC SIGNATORY | MARGARET DONNELLY 362 GREEN ST. CAMBRIDGE, MA 02139

MORAN

USA

SOC SIGNATORY | MICHAEL JOHNSTON 362 GREEN ST. CAMBRIDGE, MA 02139

SOC SIGNATORY | JOHN FILIP

USA

362 GREEN ST. CAMBRIDGE, MA 02139
USA

Both ESMI and CHA are included on this entity summary form
that records the creation of Millers River LLC in 2018. A
separate LIHTC Partnership Agreement between ESMI and
Wells Fargo provides the contractual terms for the investor’s
involvement in the LLC. [Commonwealth of Massachusetts,

U SAG E RIG HTS Corporations Division]
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Paradox 4

INCREASING COSTS AND DEBT TO MAXIMIZE
TAX CREDIT EQUITY illers River LLG, an ontity owned by Wells Fargo and ESML

CHA was able to substantially increase development costs

that are eligible for tax credits. This raised the amount of
federal funding available for the renovation.

After

$29 5 M Acquisition Transaction
Non-Eligible Costs j S 10 M
Rental Income Funding Gap
Millers River Apartments during renovation, March 2020.
[Dietz & Company Architects] .
Construction,
$ 146 M Design, and Before
Cost to Renovate Financing Costs Acquisition Transaction
Millers River
Base
Tax Credit
Equity
?Aé;f]rs River Apartments, view of new facade installation, March 2020. Development Fundj_ng
Costs sources
Millers River Apartments, typical floor plan of a one-bedroom apartment
with balcony, 1972. [Millers River Apartments, original unit floor plan.
Courtesy of Dietz & Company Architects]
Millers River cost $146 million to renovate. This from CHA to Millers River LLC which can be repaid
included paying the architect, construction materials after Wells Fargo exits the LLC in fifteen years. CHA
and labor, financing fees, and more. CHA had to retained ownership of the land in order to maintain
match funding sources to these uses by assembling long-term control over the development.
loans and tax credit equity. However, there was a
funding gap of roughly $10 million. This maneuver unlocked an additional $10 million in wpartmon b which the baloony has besn enclosed, [Ditz & Gompary
tax credit equity for the project. The paradox is ey
As a means to 1Increase tax credit equity, CHA was that Millers River LLC needed to buy a building CHA
able to boost the project’s LIHTC eligible basis by already owned through its affiliate entity in order
adding an acquisition cost. CAHC sold the building to access necessary federal funding. The building
to Millers River LLC for $29.5 million, an amount acquisition added costs only insofar as it added LIHTC
determined by an 1ndependent appraiser. The eligible basis, and thus LIHTC funding to the project.

purchase was primarily paid by an acquisition loan

Background image: Millers River Apartments, S G G S
first floor plan showing new community center. U A E Rl HT

[Dietz & Company Architects]
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Paradox 5

NAVIGATING SHORT-TERM POLICIES TO STEWARD
A LONG-TERM PUBLIC RESOURCE Century.tong history. Throlghout these changes, CHA nas

used various policies to maintain control of its housing and
to keep it affordable.

MIT Proposes Dramatic Program

o CAMBRIDGE HOUSING AUTHORITY

BUILDING HOMES FOR
CAMBRIDGE FAMILIES

City Housing Shortage
e -

—r [T e
_ Ty rrr“ [ Fr ‘
s -
RET M e et & 1 T A A LD Ly
34 %ﬁ:&fﬂ: A B b
- g -
" ts

—
]

CHA report, cover, 2021. [CHA]
FIFTIETH ANNIVERSARY REPORT

1935 - 1985
MIT considered five sites to develop housing

for CHA. Millers River was built on site G: Gopre CHA report, cover, 1985. [CHA] CHA report, cover, 2003. [CHA]
CHA report, cover, 1950. [CHA] Street. [Cambridge Chronicle, April 10, 1969] r{R - =-t---rrQm—-—rmsmmesmn=_-r—- “1
| Fifteen Years |
| |
ownership 1969 1972 2016 2018 - 2038
MIT CHA CAHC Millers River LLC Millers River LLC
Wells Fargo enters partnership Wells Fargo exits partnership
Building
Status
C
.f,:.’ : e O e e O e Private
S Public s B < R
5 - Affordable
= Housing _
7 Housing
S
@)
HOUSinQ 1937 - Public Housing Program (Section 9)
Policies
1966 — ¢.1986 Turnkey Program
1974 — Housing Choice Voucher Program (Section 8)
1986 - Low-Income Housing Tax Credits (LIHTC)
1993 - 2009 Housing Opportunities for People Everywhere (HOPE VI)
1998 - Demolition and Disposition Program (Section 18, as amended)
2013 - Rental Assistance Demonstration program (RAD)
CHA has long harnessed housing policies intended Between the 1990s and 2010s, CHA pursued other When Millers River must be renovated once more
to encourage private sector involvement in order to programs focused on private-sector involvement in the future, housing policies may look different,
meet its public mission. Indeed, private partners’ like Housing Opportunities for People Everywhere requiring more or less maneuvering with private
short-term interests have characterized the (HOPE VI) and Rental Assistance Demonstration partners. It may also take place i1n a changed
trajectory of Millers River since it was built. (RAD) to develop and modernize its housing. CHA’s landscape with stronger authority and direct public
renovation of the fifty-year-old Millers River in 2022 funding for public sector developers envisioned
In the late-1960s, the Massachusetts Institute of agaln required private sector involvement, this time through social housing. Whatever may come, CHA will
Technology (MIT) developed Millers River through the through the LIHTC program. Wells Fargo’s involvement 1likely continue to steward housing at Millers River as
Turnkey program. Construction finished in 1972 and in the project lasts just fifteen years. In contrast, a public resource.
was soon defective, a possible result of the fact that CHA has a long-term interest in securing Millers River
MIT had no long-term stake in the building. as affordable housing.
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