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Executive Summary

Housing trusts are legal entities established to receive
dedicated public funds to support affordable housing.
They may receive public (and solicit private) funds for
the production, preservation, or rehabilitation of rental
or for-sale housing and for a number of related activi-
ties, and they are generally located in an existing local
or state agency.

An analysis of state and local government revenues and
of possible private sources of funding for housing trusts
reveals a host of obstacles: constitutionally mandated
rates and dedication of revenues; the need for enabling
statutes; and the requirement for authorizing votes in
affected locales. It also identifies potential opportuni-
ties: credits against existing taxes; use of existing au-
thorities; and statutes that could be amended. Poten-
tial sources of revenue include development impact
fees, density bonuses, fees and fines on blighted prop-
erty, rental inspection fees, sale of surplus public prop-
erty, support from MSHDA, a Metropolitan Council
property tax or fee, donations, or arbitrage of funds on
loan from socially conscious investors.

Revenues from existing state and local taxes reflect
the depressed state of the Michigan economy, but the
tax structure is the framework for identifying possible
public funding options. The state imposes a personal
income tax of 4.35 percent; the rate is scheduled to
decline, beginning in 2011, to a rate of 3.9 percent in
2015. State statute specifies the disposition of rev-
enues: 23.3 percent to the State School Aid Fund and
the remainder to the state’s general fund. A number
of credits are allowed, including for contributions to
Michigan colleges and universities and various non-
profit organizations. PA 133 of 2007 created a state
income tax check off for individual taxpayers making
a minimum donation of $5 to the Michigan Housing
and Community Development Fund. (In addition to
the state income tax, 22 cities impose a municipal in-
come tax.) Implementation of a regional or county
income tax to support a housing trust would require
statutory authority and a vote of the people in the af-
fected area. Provision of an income tax credit for do-
nations to a regional or county housing trust would
require amending the existing act.

The Michigan Business Tax and surcharge is levied on
business income and modified gross receipts. The en-
abling legislation provides for credits for a large num-
ber of activities that the state is trying to encourage.
PA 36 of 2007 allows businesses to claim a tax credit
equal to 50 percent of the total amount donated dur-
ing the year to the Michigan Housing and Community
Development Fund. Provision of a business tax credit
for donations to a regional or county housing trust
would require amending the existing act.

The state imposes nine other specific business taxes
and specifies the disposition of those revenues. The
only sub-state business privilege tax in Michigan is the
authorization for Detroit to levy a local casino gaming
tax.

The maximum rate of the sales tax and the distribu-
tion of revenues from the sales and use tax to specific
state funds are established in the Michigan Constitu-
tion. In 1970, the state Attorney General ruled that
local sales taxes are not allowed under the constitu-
tion. Excise taxes, which include “sin taxes” on alco-
holic beverages and tobacco products, are paid on the
sale of a specific product. Excise taxes also include
taxes on hotel and motel accommodations and rental
cars, and utility taxes. With enabling legislation and
an affirmative vote of the people in the affected area,
one or more excise taxes could be used to support a
county or regional housing trust.

Property taxes are the traditional way of funding lo-
cal governments in Michigan. Both the property tax
rate and growth in the base are limited by the state
constitution, but state constitutional limits on total
millage do not apply to property taxes imposed by
those districts or authorities established under en-
abling legislation that contains separate property tax
Llimits. Use of a property tax to support a county or
regional housing trust would require enabling legis-
lation and a vote of the people. A number of rev-
enues related to the property tax, such a fees and
fines on delinquent taxes or revenues from related
taxrolls, could be appropriated by local governments
to a housing trust.
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Real estate transfer taxes are imposed by both the
State of Michigan and county governments. Real es-
tate transfer taxes are a popular funding source for
housing trusts in other states, and have been the basis
for legislative bills that would establish and fund
county housing trusts for the homeless in Michigan.
Thus far, those legislative efforts have failed. Although
the real estate market is currently depressed, it will
presumably recover in the future, and real estate trans-
fer taxes remain a potential source of funding for
county or regional housing trust funds.

In Michigan, transportation related taxes are earmarked
for transportation. This dedication is unlikely to be
challenged successfully.

Income Metrics

Housing trusts are one of a number of strategies that
seek to meet the housing needs of families and indi-
viduals who meet a defined measure of need, whichis
usually defined in terms of income. Housing programs
usually target individuals and families with income
below a standard that is measured against the area
median family income. Area median family income
varies by family size and location: the 2009 median
family income for the U. S.is $64,000; for Michigan as a
wholeitis $63,800 ($67.300 in metro areas, $52,700 in
non-metro areas). Family medianincomeis calculated
by the federal government for all metropolitan areas
and non-metropolitan counties. The 2009 amounts
in Michigan vary from $39,300 in Lake County to
$89900 in Livingston County. While conditions vary
across the different regions of the state, the number
of individuals and families requiring assistance has
beenincreased by the loss of high wage, Llow skill jobs;
the impact of the credit crisis and the recession; the
foreclosure crisis; the growing senior population; and
other factors.

The generally accepted definition of housing
affordability is for a household to pay no more than
30 percent of its annual income on housing. Begin-
ning July 1,2008, Michigan employers with two or more
employees who are at least 16 years of age are required
to pay at least the Michigan minimum wage of $740
per hour (the federal minimum wage is $7.25 per hour).
Although the Michigan minimum wage is higher than
the federal minimum wage, and housing prices are
lower in Michigan than in many other parts of the U.S,,

there are no metro or non-metro areas in Michigan
where fair market rent for a one bedroom apartment
is affordable to a household supported by one full-
time worker earning the Michigan minimum wage. And,
while the glut of foreclosed houses on the market has
driven down the sale price of all housing, the tighten-
ing of credit has made homeownership unattainable
for most low income families.

Federal Housing Programs

The U.S. Department of Housing and Urban Develop-
ment (HUD), established in 1965, administers federal
programs that direct payments to low income fami-
lies, communities, or developers of affordable hous-
ing. Major federal programs include housing choice
vouchers, public housing projects, Section 8 project
based rental assistance, Section 515 rural rental pro-
gram and Section 52| rural rental assistance program,
Section 202 and Section 8l supportive housing pro-
grams, HOME investment partnerships program,
McKinney-Vento homeless assistance program, and
low income housing tax credits. Since 2000, most low
income housing production has been funded by local
communities using Community Development Block
Grant and housing (HOME) block grants. The Ameri-
can Recovery and Reinvestment Act of 2009 includes
$13.6 billion for projects and programs administered
by HUD.

Michigan Housing Programs

State efforts to increase the supply of affordable hous-
ing have been linked to the internal improvements
clause in the state constitution. The 1963 Michigan
Constitution allows publicinternal improvements that
are specifically allowed in statute, and a state Supreme
Court advisory opinion issued in 1966 validated the
constitutionality of the law that created the Michigan
State Housing Development Authority (MSHDA), the
state’s housing finance authority. MSHDA is funded by
state appropriations, sale of tax exempt bonds, fed-
eral grant programs, and other sources.

In Michigan, interest in creating a state housing trust
was renewed after 2003, and the decision was made to
broaden the appeal of a housing trust by including
community development focused on downtowns and
adjacent neighborhoods. PA 480 of 2004 charges
MSHDA with creating the Michigan Housingand Com-
munity Development Trust Fund for the purpose of
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developing and coordinating public and private re-
sources to meet the housing needs of low income
households and to revitalize downtowns. Afiscal year
2008 state general fund appropriation of $2.162 mil-
lion supported Michigan Housing and Community
Development Trust Fund awards to 18 nonprofit orga-
nizations.

Although fiscal pressures on the state make it highly
unlikely that state general fund resources will be made
available to the state housing trust in the foreseeable
future, there are other affordable housing and support-
ive housing organizations that operate on a statewide
basis. Furthermore, there are other approaches to in-
creasing the supply of affordable housing that have
been tested by communities in Michigan.

Other Structures

Community land trusts are private nonprofit corpora-
tions created to acquire and hold land for the benefit
of the community and provide secure, affordable ac-
cess to land and housing for community residents.
They may acquire land and arrange for the develop-
ment of housing on that land, or may acquire land and
housing together, but the key conceptis that they treat
the land and building differently: the land is held by
the trust, while the housing may be owned by those
who live there. There are four land trusts in Michigan
(in Grand Rapids, Ann Arbor, Traverse City, and Boyne
City).

Land banks are public authorities created to hold and
redevelop tax foreclosed property. Because county
land banks may acquire, rehabilitate, and dispose of
housing units at less than market rate, there is poten-
tial for mutually supportive cooperation between land
banks and housing trusts. The state, the City of De-
troit, and 24 counties have established land banks.

Two Michigan cities have initiated housing trusts. The
City of Ann Arbor Housing Trust Fund was created in
999 and is administered by the city’s Community De-
velopment Department. Itis primarily funded by fees
from developers who take advantage of density bo-
nuses offered by the city that allow additional density
if a certain amount of affordable units are included or
if the developer makes a contribution to the housing
trust. This Housing Trust Fund also receives some
funding from the Washtenaw County Housing Con-
tingency Fund, and the city’s general fund.

The City of Kalamazoo in 2003 committed $250,000
to establish a housing trust fund and invited participa-
tion from other units of government. Kalamazoo
County matched the city’s donation in 2006, commit-
ting $500,000 over two years. The $500,000 from the
city and county was matched by MSHDA. The Local
Housing Assistance Fund is administered by the
Kalamazoo County Public Housing Commission.

County or Regional Housing Trusts

Michigan is a state that contains very diverse regions,
and the needs for low income housing vary across
those regions. Interests that previously advocated for
a state housing trust are now interested in sub-state
structures that respond to those varying needs. Ad-
vocates of housing trusts emphasize the need for a
dedicated source of public funding for housing trust
programs, which provide a predictable, on-going rev-
enue stream that allows for multi-year planning and
commitments. Many public officials, however, oppose
dedicating revenues to any single purpose. Dedicated
revenues are not available for the general appropria-
tion process thatallocates resources to arange of pub-
lic needs. Eliminating a potential source of general
revenues through dedication to a particular purpose
reduces the ability of elected officials to meet emerg-
ing or higher priority needs. Further, the current fiscal
stresses on Michigan state and local governments
make it highly unlikely that any of those governments
would be willing to forego an existing or potential rev-
enue.

Because the ability of the state government to fund
the Michigan Housing and Community Development
Trust is limited, and the need for affordable housing
exceeds the ability of MSHDA to provide funding, the
state should consider empowering county and re-
gional authorities to use local resources and exper-
tise to create and support housing trusts. These sub-
state housing trusts could address regional needs, help
to build a special sense of place, and foster competi-
tive, diverse, unique communities where people want
to work, live, and invest. Facilitating county or regional
housing trusts could allow counties and regions to
complement and supplement state efforts in ways that
areinnovative and entrepreneurial, and that reflect the
special assets and challenges of those areas.
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This report was prepared at the request of the Northwest Michigan Council of Governments and was
funded in part by the Northwest Michigan Council of Governments and the Community Economic

Development Association of Michigan.

Introduction

The need for safe, decent rental and for-sale housing
thatis affordable to lowerincome individuals and fami-
lies is characterized differently by various stakehold-
ers. Low wage workers generally want to be able to
live near the places where jobs are available; their
employers often share this perspective. Seniors with
reduced incomes want decent housing in safe neigh-
borhoods. Elected officials in communities with poor
quality housing want resources to improve that hous-
ing. Elected officials and residents in higher income
communities, however, often do not want housing that
is affordable to low income individuals and families.
This long standing challenge has been exacerbated by
the national recession that began officially in Decem-
ber, 2007; by high rates of home foreclosures; by re-
duced availability of credit; by the restructuring of the
automobile industry; and by Michigan’s highest in the
nation unemployment rate.

Michigan is struggling to recreate an economic base
that is more creative, innovative, and diverse. Provid-
ing assistance to low income, but essential, workers
to access affordable housing can strengthen commu-
nities and local economies. Increasing access to safe,
decent housing for low income families can also im-
prove educational outcomes for the children in those
families. Providing structures and financing to assist
communities and developers to create affordable
worker housing attractive to creative class workers,
immigrants, students, and others, could become part
of the strategy to attract the new economy work force
to Michigan.

Anumber of government programs attempt to address
the gap between what the private market provides and
what low income families can afford to pay for hous-
ing. Various strategies have been proposed and imple-
mented at the federal, state, and local levels to in-
crease the supply of adequate housing that is
affordable for low income people. This paper will re-
view income and housing cost data, survey federal and

state housing programs for low income and special
needs populations, and focus specifically on the chal-
lenging issue of providing funding for regional hous-
ing trusts.

Housing Trusts

Housing trusts are legal entities established to receive
dedicated public funds to support affordable housing.
They may receive public (and solicit private) funds for
the production, preservation, or rehabilitation of for-
sale housing; the production, preservation, rehabilita-
tion, or operation of rental housing; and a number of
related activities. Depending on the needs and pref-
erences of the area being served, housing trust funds
may provide loans and/or grants for a one or more of
variety of affordable and market rate housing needs:

e Workforce housing

e Preservation of existing affordable housing
e Construction of new affordable housing

e Foreclosure prevention

e Lease-purchase programs

e Down payment assistance

e Homeownership education and counseling
e Employer assisted housing

e Emergency shelters

e Transitional housing

e Permanent supportive housing

e Tenant based rental assistance

e Project based rental assistance

e Repair/rehabilitation of affordable housing
e Land trusts

e [ndividual development accounts

e Elderly housing

e Matching funds for federal or state programs
e Predevelopment activities
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e Emergency rental assistance
e Weatherization
e Homeless services

e Capacity building for nonprofit housing devel-
opment organizations

e | ead hazard control

Housing programs have been designed to achieve vari-
ous goals, from providing financing assistance for low-
moderate income families; to stabilizing neighbor-
hoods; to providing housing for seniors or veterans; to
rapid rehousing of those who become homeless due
to foreclosure; to providing housing with supportive
services for those with developmental disabilities or
drug and alcohol addition, the chronically homeless,
etc,; to providing housing for those recently released
from jail or prison. Various objectives encompass dif-
ferent challenges. For example, a housing program
may be designed to provide financing assistance to
middle class families with one or two full-time em-
ployed workers with combined incomes below some
defined threshold. The factors associated with that
program are very different from those encountered
when the program is intended to provide housing for
the most needy, which may necessitate intensive case
management, addressing the perception and/or real-
ity of economicand otherimpacts on neighborhoods,
and other factors.

The housing trust fund movement began about 30
years ago, and is championed by the Center for Com-
munity Change, which reports that housing trust funds
in 43 states generate more than $1.6 billion annually
to support critical housing needs.'

' Mary E. Brooks, Center for Community Change, Housing
Trust Fund Progress Report, 2007.

Some 600 housing trust funds have been established
in U.S. cities, counties, and states. They may be located
in an existing local or state government agency, may
be located in a private, non-profit organization, or may
be established as anindependent entity.? Locating the
trust in an existing agency may save administrative
costs and ensure coordination with other programs.

Public funds may come from annual appropriations
made by one or more governmental units, or from a
dedicated source of funds such as real estate transfer
taxes, hotel-motel taxes, building inspection fees, or
other taxes or fees.

Income and Housing

Poverty Threshold and Poverty Guidelines

Housing programs target families and individuals who
meet a defined measure of need. This is usually de-
fined in terms of income.

The Census Bureau calculates the poverty threshold,
a statistical yardstick that is used to estimate the num-
ber of Americans in poverty each year. The U.S. Cen-
sus Bureau estimates thatin 2007, there were 1,370,287
Michigan residents in poverty (Michigan’s I3.6 percent
poverty rate was higher than the national average of
2.5 percent); 22 counties had more than 10,000 resi-
dentsin poverty and seven counties had more than 20
percent of residents in poverty (Wayne and Isabella
counties had both). Fourteen counties had less than
|0 percent of residents in poverty, with the lowest pro-
portion being Livingston County’s 5.5 percent. Grand
Traverse County had 7,343 residents (8.8 percent) in
poverty. (See Table I.)

2 Mary E. Brooks, Center for Community Change, Housing
Trust Fund Progress Report, 2007.
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Table |
Poverty and Income in Select Michigan Counties, 2007
Median

Residents in Poverty Household
County Number Percent Income
Isabella 14,390 239% $39,261
Mecosta 8,480 22.0 37,301
Oscoda 1916 21.6 31,385
Wayne 407,333 20.8 42,529
Roscommon 5,163 20.5 31,676
Lake 2,183 20.3 31,195
Clare 6,054 20. 33,639
Ingham 47616 18.1 45415
Montcalm 10,670 17.8 40,145
Saginaw 33,514 17.0 42,877
Calhoun 22,257 16.8 41,580
Genesee 72,146 6.8 43,518
Van Buren 2,878 6.8 44 837
Kalamazoo 38,252 6.2 44 324
Muskegon 26,398 [5.7 40,110
Berrien 24,054 54 42,338
Jackson 21932 44 44436
Kent 77496 13.1 49,703
Washtenaw 41,852 12.7 61,152
St Clair 19952 [1.9 48,026
Bay 12,457 1.7 42,688
Allegan 1,883 10.7 51,233
Lenawee 10,285 0.6 50997
Oakland 102,228 8.6 66,64l
Macomb 68,633 8.3 55,265
Monroe 11,850 78 54,813
Ottawa 17,829 VA 55,088

Source: Census Bureau (www.census.govzcgi—bin[saipe[saige.cgi)
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Poverty guidelines, a simplified version of the poverty
threshold, are issued annually by the U.S. Department
of Health and Human Services for administrative pur-
poses (See Chart |). The poverty guidelines are the
same across the continental United States (guide[ines
are different for Alaska and Hawaii), and amounts vary
according to family size and ages of family members.

A number of federal programs including Head Start,
food stamps, the national school lunch program, low
income home energy assistance program, and
children’s health insurance program, use percentage
multiples (for example, 125 percent or 185 percent),
of the poverty guidelines to determine eligibility.

Chart |

$40,000

Poverty Guidelines for the Continental U.S. for 2009

$35,000 A

$37,010
$33,270

$30,000

$25,000
$18310

$20,000
$15,000

$14,570
$10,830
$10,000 A
$5,000 A
$0 -
2 3

09poverty.shtml)

$29,530
$25,790
$22,050 I
5 6 7

Persons in Family

Source: Department of Health and Human Services, The 2009 HHS Poverty Guidelines, aspe.hhs.sov/poverty/
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Area Median Family Income

Rather than using the poverty guidelines, housing as-
sistance programs generally target individuals and
families with income below a standard that is measured
against the area median family income. “Area median
family income” means that half of families in the area
have income below that level, and half have income
above that level. Area median income varies by fam-

ily size and location. The 2009 median family income
for the United States is $64,000; for Michigan as a
wholeitis $63,800 ($67.300 in metro areas; $52,700 in
non-metro areas). Housing program income limits
may be low income, very low income, 30 percent of
median, or some other standard based on median fam-
ily income (See Table 2).

Table 2
2009 Median Family Income- Michigan

Number of People in Family

Program 1 2 3 4 2 6 VA

30% of Median $13,400 $15300 $17250 $19,150 $20,650 $22,200 $23,750
Very Low Income 22,350 25,500 28,700 31900 34450 37000 39,550
Low Income 35,750 40,850 45950 51,050 55,100 59200 63,300

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

Family medianincome is calculated by the federal gov-
ernment for each metropolitan area and non-metro-
politan county. The 2009 area median income amounts

in Michigan regions vary widely, from $38,300 in Lake
County to $89900 in Livingston County. Median fam-
ily income figures by area are shown in Figure 1.
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Figure |
Median Family Income by Michigan Areas, 2009

Median Median

Family Family
Area Income Area Income
Livingston County HMFA $89900 Newaygo County HMFA $51,200
Ann Arbor MSA 85,200 Benzie County 51,000
Holland-Grand Haven MSA 71,100 Baraga County 50,800
Detroit-Warren-Livonia HMFA 71,000 Menominee County 50,500
Monroe MSA 70,300 Sanilac County 50,400
Lansing-East Lansing MSA 67000 Alger County 50,200
Midland County 65,500 Alpena County 49900
Leelanau County 64,500 Mason County 49,700
Grand Traverse County 63,300 Montcalm County 49,700
Lenawee County 63,300 Chippewa County 49,500
Grand Rapids-Wyoming HMFA 63,100 Mecosta County 49,500
Kalamazoo-Portage MSA 62900 Manistee County 49,200
Barry County HMFA 61,700 Wexford County 47800
Allegan County 61,200 Kalkaska County 47700
Jackson MSA 59400 Mackinac County 47,700
lonia County HMFA 58,700 Oceana County 47300
Marquette County 58,600 Missaukee County 46,700
Flint MSA 58,500 Arenac County 46,600
Emmet County 58,100 Houghton County 46,100
Shiawassee County 58,100 Cheboygan County 45900
Charlevoix County 57000 Osceola County 45100
Isabella County 56,700 Presque Isle County 44,700
Bay City MSA 56,500 Crawford County 44,200
Niles-Benton Harbor MSA 56,000 Iron County 447200
Battle Creek MSA 55,700 Schoolcraft County 44,000
Otsego County 55,700 Keweenaw County 43900
Saginaw-Saginaw Township MSA 55,500 Gladwin County 43,800
Cass County HMFA 55,300 Ontonagon County 43,800
Muskegon-Norton Shores MSA 54,800 losco County 43,500
Branch County 54400 Luce County 43400
St. Joseph County 54,100 Gobebic County 42,700
Tuscola County 53900 Alcona County 42,600
Dickinson County 53,600 Clare County 42,500
Hillsdale County 53,500 Ogema County 41900
Delta County 52,800 Roscommon County 41,800
Antrim County 52,300 Montmorency County 41,500
Gratiot County 52,000 Oscoda County 38,500
Huron County 51,800 Lake County 38,300

Source: Department of Housing and Urban Development
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HUD publishes income Llimits for extremely low in- would be expected, these limits vary considerably,
come, very low income, and low income families of based on area median income (See Table 3).
from one person to eight people for each area. As

Table 3
Limits for Income Categories, Highest and Lowest Michigan Areas, 2009

Number of People in Family

1 2 3 4 S [<]

Livingston County HMFA

30% of Median $18,850  $21,550  $24,250  $26950  $29100  $31,250

Very low income 31,450 35950 40450 44950 48,550 52,150

Low income 44800 51,200 57,600 64,000 69,100 74,250
Lake County

30% of Median $11,050 $12,650 $14,200 $15,800 $17050 $18,350

Very low income 18,450 21,100 23,700 26,350 28,450 30,550

Low income 29,500 33,700 37950 42,150 45,500 48900

Source: Department of Housing and Urban Development
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Homelessness

While conditions vary dramatically across the differ-
entregions of the state, the number of individuals and
families requiring assistance has been increased by the
loss of high wage, low skill jobs; the impact of the
credit crisis and the recession; the foreclosure crisis;
the growing senior population; the budget driven re-

lease of prisoners from state and local facilities; and
other factors. One example of increased needs was
quantified in MSHDA’s The State of Homelessness in
Michigan 2008 Annual Summary, which noted that there
were an estimated 86,189 homeless people in the state
in 2008, an increase of 10.I percent from 2007 (See
Table 4).3

Table 4

Adult Singles
Unaccompanied Youth
Adults in Families
Children in Families
Total Family Households
Chronically Homeless

Homeless Management Information System Estimates, 2008

Source: The State of Homelessness in Michigan 2008 Annual Summary

32934
912
15,122
17,576
1,776
7,630

In Michigan, 50 percent of the homeless are families;
77 percent of the adults in those families are women
with young children, and 30 percent of homeless fami-
lies are working poor. Some |9 percent of homeless
adults reported a disability, and of those, 35 percent

reported chronic physical illness; 47 percent reported
mental illness; |7 percent reported drug or alcohol
abuse; Il percent reported both mental illness and
substance abuse; and Il percent reported physical or
mobility issues.

*Michigan State Housing Development Authority, The State
of Homelessness in Michigan, 2008 Annual Summary.
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Minimum Wage and Fair Market Rent

Effective July 24, 2009, the federal minimum hourly
wage increased from $6.55 to $7.25. Michigan is one
of |2 states that have set state minimum wages at rates
higher than the federal minimum. Employers must
comply with both state and federal minimums (See
Chart 2).

Beginning July 1, 2008, Michigan employers with two
or more employees who are at least 16 years old are
required to pay the Michigan minimum wage of $740
per hour. Tipped employees may be paid $2.65 per
hour provided they receive and report tips that when
combined with theirhourly rate equals or exceeds the
minimum hourly wage rate. A minimum wage em-
ployee working 40 hours a week would gross $296 for
the week, approximately $1,273 for a month, and
$15,392 for working 40 hours a week for 52 weeks. A
full time, Michigan minimum wage would place an in-
dividual, with no dependents, in the very low income
category (Less than $22,350 based on the statewide,

but not area, median family income), though notinthe
poverty category ($10,830 for a single person).

Section 215(a)(1)(A) of Title Il of the Cranston-
Gonzalez National Affordable Housing Act (t42 US.C.
12745) defines affordable rental housing in part as that
which bear rents that do not exceed 30 percent of the
adjusted income of a family whose income equals 65
percent of the area median income. The U.S. Depart-
ment of Housing and Urban Development website
states:

The generally accepted definition of affordability
is for a household to pay no more than 30 percent
of itsannual income on housing. Families who pay
more than 30 percent of their income for housing
are considered cost burdened and may have diffi-
culty affording necessities such as food, clothing,
transportation and medical care. An estimated 12
million renter and homeowner households now
pay more than 50 percent of their annual incomes
for housing, and a family with one full-time worker

Chart 2

States with Minimum Wage Rates Higher than the Federal Rate

recerst | 725

Colorado

| $7.28

Ohio

] $7.30

Rhode Island

| $7.40

New Mexico

] $7.50

California

$8.00

Connecticut

$8.00

ILlinois

$8.00

Massachusetts

$8.00

Vermont

|  $8.06

District of Columbia

] $8.25

Oregon

| | $8.40

Washington

] $8.55

$6.50

Source: LaborLawCenter

$7.00

$7.50 $8.00 $8.50 $9.00
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earning the minimum wage cannot afford the lo-
cal fair-market rent for a two-bedroom apartment
anywhere in the United States. The lack of afford-
able housing is a significant hardship for low-in-
come households preventing them from meeting
their other basic needs, such as nutrition and
healthcare, or saving for their future and that of
their families.*

According to the 30 percent standard, and ignoring
taxes, a household supported by a single worker paid
the Michigan minimum wage could afford to pay
$384.80 per month for housing.

The U.S. Department of Housing and Urban Develop-
ment, Office of Policy Development and Research,
annually publishes data on fair market rents (FMR) for
privately owned, safe, decent, modest, non luxury
housing units for metropolitan areas and non-metro-
politan counties. HUD calculates FMR from Census
and American Community Survey data, updated by
telephone rent surveys, and uses FMR to determine
the payment standards for some federal housing as-
sistance programs. According to the HUD website,

FMRs are gross rent estimates. They include the
shelter rent plus the cost of all tenant-paid utili-
ties, except telephones, cable or satellite televi-
sion service, and internet service. HUD sets FMRs
to assure that a sufficient supply of rental housing

4+ www.hud.gov/offices/cpd/affordablehousing/.

is available to program participants. To accomplish
this objective, FMRs must be both high enough to
permit a selection of units and neighborhoods and
low enough to serve as many low-income families
as possible. The level at which FMRs is set is ex-
pressed as a percentile point within the rent distri-
bution of standard-quality rental housing units.
The current definition used is the 40th percentile
rent, the dollar amount below which 40 percent
of the standard-quality rental housing units are
rented.’

According to the generally accepted definition of af-
fordable housing, and ignoring taxes, a single individual
earning the Michigan minimum wage could afford to
pay up to $384.80 per month for housing. There are
no Michigan MSAs, and very few non-metropolitan
counties, in which $384.80 is adequate to pay fair mar-
ket rent for an efficiency apartment. There are no
metropolitan or non-metropolitan areas in Michigan
where fair market rent for a one bedroom apartment
is affordable to someone earning the Michigan mini-
mum wage.

In Michigan metropolitan areas in 2009, fair market
rent for an efficiency apartment varied from a low of
$432 in Barry County to a high of $72I in Livingston
County. Fair market rent for a four bedroom unit var-
ied from $803 in Flint to $1,569 in Livingston County
(See Table 5).

5 www.huduser.org/datasets/fmr/fmrover 07170R2.doc
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Table 5

Fair Market Rent in Michigan MSAs and HMFAs in 2009 by Unit Bedrooms
Efficiency 1 2

Barry County $432 $545 $666

Bay City (Bay County) 445 497 604

Muskegon-Norton Shores (Muskegon

County) 448 467 607
lonia County 460 534 65|
Saginaw-Saginaw Township North (Saginaw

County) 465 532 672
Niles-Benton Harbor (Berrien County) 472 529 645
Cass County 473 54| 598
Battle Creek (Calhoun County) 48| 552 676
Flint (Genesee County) 495 523 628
Jackson (Jackson County) 503 56| 670
Newaygo County 508 537 613
Kalamazoo-Portage (Kalamazoo,

Van Buren counties) 520 555 674
Grand Rapids-Wyoming (Kent County) 543 58l 698
Lansing-East Lansing (Clinton, Eaton

Ingham counties) 558 606 750
Detroit-Warren-Livonia (Lapeer, Macomb,

Oakland, St. Clair, Wayne counties) 594 676 809
Holland-Grand Haven (Ottawa County) 605 615 738
Monroe (Monroe County) 643 646 777
Ann Arbor (Washtenaw County) 689 773 940
Livingston County 72| 760 894

Schedule B - FY Final Fair Market Rents for Existing Housing

3
$960
806

802
779

805
789
792
823
778
833
829

896
879

950

968
1,021
,OI5
183
,289

4
$1,056
830

826
868

827
1,012
920
848
803
858
853

935
905

,03|

997
,103
[,I17
1,217
,569

Source: U.S. Department of Housing and Urban Development, Office of Policy Development and Research,

In counties classified as non-metropolitan, the fair Traverse, and Leelanau). In Michigan non-metropoli-
market rent for an efficiency apartment is $375 or less tan counties, the fair market rent for all sized units is
in three counties (Dickinson, Marquette, and Mason) highest in Grand Traverse County (See Table 6).

and more than $600 in three counties (Benzie, Grand
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Table 6
Fair Market Rent in Michigan Non-metropolitan Counties in 2009 by Unit Bedrooms
Efficiency 1 2 3 4
Marquette $374 $485 $577 $726 $789
Dickinson 375 456 577 696 948
Mason 375 44| 577 755 830
Alger 38l 484 577 711 80l
Baraga 38l 484 577 711 80l
Chippewa 38l 475 586 710 796
Mackinac 382 474 587 708 77!
Gogebic 398 476 577 706 839
Iron 398 476 577 706 839
Keweenaw 398 476 577 706 839
Luce 398 486 577 757 825
Ontonagon 398 476 577 706 839
Schoolcraft 398 486 577 757 825
Delta 400 477 577 759 805
Wexford 403 533 62| 822 905
Cheboygan 404 469 579 778 817
Crawford 404 470 586 773 819
Hillsdale 404 498 593 834 oll
Montmorency 404 469 586 772 817
Alcona 407 471 577 777 823
Oscoda 407 471 577 777 823
Presque Isle 407 471 577 777 823
Houghton 410 480 577 750 860
Shiawassee 412 507 63l 869 969
Tuscola 415 474 602 722 864
Oceana 418 484 577 698 744
Mecosta 421 501 607 807 1,064
Claire 423 439 577 777 80l
Emmet 439 54| 674 909 96l
Lake 442 483 577 755 909
Missaukee 444 533 629 827 908
Ogemaw 444 466 577 745 825
Montcalm 446 517 591 798 823
Lenawee 450 565 693 884 965
Alpena 456 518 577 797 88|
Arenac 459 484 577 772 855
Gladwin 459 484 577 772 855
Manistee 460 476 625 748 839
Midland 469 534 659 908 970
losco 471 499 577 839 871
Otsego 472 551 725 869 914
St. Joseph 477 532 627 774 868
Branch 479 511 673 807 830
Huron 479 482 577 765 929
Isabella 479 518 577 830 906
Menominee 479 48| 577 76l 1,015
Osceola 479 480 577 790 995
Roscommon 479 48| 577 750 923
Allegan 48| 580 695 871 934
Gratiot 48| 482 577 769 859
Sanilac 48| 518 577 812 835
Kalkaska 496 539 598 726 749
Antrim 500 501 604 840 1,059
Charlevoix 525 567 629 905 933
Benzie 618 619 750 937 964
Leelanau 618 619 750 937 964
Grand Traverse 632 634 794 1,039 1,072

Source: U.S. Department of Housing and Urban Development, Office of Policy Development and Research, Schedule B — FY Final Fair
Market Rents for Existing Housing
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In some cases, fair market rent has increased relatively
rapidly in recent years. For example, FMR for an effi-
ciency apartment in Grand Traverse County was $632

in 2009, an increase of 65 percent from the 2000 value
of $384 (See Table 7).

www.huduser.org/datasets/fmr/fmrs/histsummary

Table 7

Fair Market Rent in Grand Traverse County by Unit Bedrooms
FMR Year Efficiency
2000 $384
200 388
2002 404
2003 408
2004 408
2005 544
2006 556
2007 572
2008 618
2009 632

Source: U.S. Department of Housing and Urban Development, Office of Policy Development and Research,

1 2 3 4
$411 $549 $686 $770
416 555 694 779
433 577 722 810
438 584 730 820
438 584 730 820
545 683 894 922
557 698 914 942
574 719 94| 971
619 776 1,016 1,048
634 794 1,039 1,072

Nationally during the past six years, about 3 million
affordable apartments were either converted to for-
sale condos or upgraded to higher priced rental units.
While these conversions may have been hailed locally
for their impact on revitalizing some neighborhoods,
they also reduced the availability of housing for low
income individuals and families.

Most recently, however, developers and owners of
unsold condo units have offered those units for rent,
though not, asarule, at rates affordable to low income
individuals and families. A recent article in The De-
troit News reported that nationally, apartment vacan-
cies haverisen to the highest level in 22 years. The 7.5
percent vacancy rate in the second quarter of 2009
was attributed to job losses and more units coming into
the market, and has resulted in a reduction in effective
rents.

® The Detroit News, July 9, 2009, Apartment Vacancies High-
est Since 1987

Itisinteresting to note that while fair market rents con-
tinued to increase in Grand Traverse County, the aver-
age price of homes sold in the period from January |
through April 30, 2009, declined by 9 percent from
the same period a year earlier.

For Sale Housing

Nationally, the glut of foreclosed homes on the mar-
ket has driven down the sale price of all housing.
Housing affordability is at its highest level in at least
the 18 years that the National Association of Home
Builders has tracked the numbers. The association’s
Housing Opportunity Index showed that 72.3 percent
of all homes sold in the second quarter of 2009 were
affordable to families earning the national median in-
come of $64,000, up from 55.1 percent during the sec-
ond quarter of 2008, and 40.6 percent in the second
quarter of 2007 (See Table 8)’

7 National Association of Home Builders at www.nahb.org/
news_details.aspx?sectionlD=135&newsID=9250.
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Table 8
Housing Opportunity Index (HOI)

Second Quarter
Year
2000
2001
2002*
2003*
2004
2005
2006
2007
2008
2009

*Annual number, second quarter not available

Source: National Association of Home Builders

Housing National
Opportunity Median Price
Index ($1,000)
584% $147
634 156
63.7 64
63.7 176
55.6 204
459 24|
40.6 250
43 240
55.0 215
723 177

Housing prices in the Midwest are more affordable than
those in other parts of the United States. According
to the National Association of Realtors Housing
Affordability Index, in April 2009, the median price of
an existing single family home in the Midwest was
$137,600. With a 5.05 percent interest rate, the monthly
principal and interest payment on that median priced

house would be $594, about half of that in the North-
west (See Table 9).

The cost of housing varies across regions within Michi-
gan. The Michigan Association of Realtors publishes
information on the number of residential sales and the
average price of those homes by 4| local realtor as-
sociation areas. Table 10 reflects the average price of

Table 9
Housing Affordability Index, April 2009

Median Priced
Existing Single

Family Home
Northwest $241,800
Midwest 137600
South 149900
West 227,200

Monthly

Mortgage P&l Qualifying
Rate Payment Income
497% $1,035 $49,680
5.05 594 28,512
4.88 635 30,480
496 97l 46,608

Source: National Association of Realtors, Housing Affordability Index
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Table 10

Average Price for Residential Sales

Detroit

Bay County

Clare-Gladwin

Saginaw

Hillsdale County

Jackson Area

Paul Bunyan

Down River

West Central

Shiawassee

Flint Area

Northeastern Michigan

Lapeer & Upper Thumb

Central Michigan

Dearborn

St. Joseph County

Branch County

Eastern U.P.

Water Wonderland

Eastern Thumb

Battle Creek Area

Lenawee County

Greater Lansing

Alpena, Alcona, Presque Is

Upper Peninsula

Grand Rapids

Macomb

Mason-Oceana-Manistee

West Michigan Lakeshore

Monroe County

BBRSOAR/Oakland

North Oakland County

Southwestern Michigan

Western Wayne Oakland

Midland

Greater Kalamazoo

Antrim, Charlevoix, Kalkaska/
Emmet (combined)

Antrim, Charlevoix, Kalkaska

Emmet

Livingston County

Ann Arbor Area

2001

$84,109
98,447
86,842
98,352
96,13
128,516
96,495
138,047
91,484
105,617
124967
91,234
112,679
95,846
152,089
97,052
100,452
82,604
118,666
141,743
10946
132,931
135,032
99978
86,502
135997
162,522
119,307
135,239
155,888
249487
193,764
144916
214969

133,865

217,120

245478
237449

2003

$97.847
99914
94,232
107,124
106,545
133,090
107,884
128,585
106,288
117,323
125,075
96,534
(42,762
103,780
157,276
107,580
109,88
103,746
132,869
149458
117,636
137,735
153,357
102,978
87,804
145912
170917
130,690
151,847
151,733
252933
210,116
165,865
219,825
143,649
143,30

268908

232,786
258926

2005

$73,307
106,850
108,158
112914
99915
142,447
112,196
146,066
109973
118,166
129,867
100,189
156,460
107,088
167961
119,683
122,141
104,780
138,798
151,634
125,543
144,564
152,805
123,359
100,691
161,85I
173,759
133,510
164,64
177,763
239417
207,575
193,414
227663
144,317
156,347

270,762

241,853
267,253

2007

$37955
92,627
92,312
94,697
101,622
111920
107,634
120,657
102,762
98,297
107,586
100,154
131,498
100970
134,705
120,542
99,223
193,295
132,712
138,200
(15936
134,319
(41,022
1,565
107187
146,425
136,868
125,642
154,869
162,762
203,482
(91,027
198,216
203,142
157,246
152,383

222,275
296,185
206,688
247462

YTD
Apr 2009
$11,533
56,328
58,075
58,886
60,030
61,169
62,129
62,506
64,403
66,333
66,407
67,247
68,125
69,494
70,224
71,624
72,259
73,350
74972
76,293
76,652
76,733
83,797
85,167
86,602
97.212
90,306
90,376
100,28|
103,789
105,650
106,126
113,568
114,404
117,349
119,129

123,509
155,196
143,833
151,783
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residential properties sold from the beginning of 2009
through the end of April, 2009.

While Oakland and Emmet counties previously re-
ported the highest average sale prices, after the col-
lapse of housing values reflected in the April, 2009
numbers, the highest average sale price was for the 129
residential properties reported sold in the January
through April period by the Traverse Area Association
of Realtors.

Reasons for the dramatic decline in housing prices in-
clude the increasing number of bank foreclosures re-
sulting from the resetting of various mortgage prod-
uct rates and the inability to refinance those
mortgages, the decisions of homeowners to abandon
homes that are worth less than the outstanding mort-
gage, and the loss of employment.

According to RealtyTrac, a private firm that provides
information on foreclosed property to prospective
purchasers, there were 22,369 foreclosures in Michi-
gan in 2005; 56,228 in 2006; and 103,829 in 2007. In
2008, 106,058 properties in Michigan had foreclosure
filings.

The Department of Housing and Urban Development
has collected data and developed a methodology to

estimate foreclosure rates for states and counties for
all of 2007 and the first six months of 2008. HUD es-
timates that in Michigan there were 163,106 foreclo-
sure startsin those 18 months, that 38,965 home loans
were 60 to 90 days delinquent, and that 58,793 home
loans were in default. The foreclosure crisis has af-
fected counties in very different ways (See Table Il).

Of Michigan’s 83 counties, seven, including Grand
Traverse County, had estimated foreclosure start rates
of less than 4.5 percent. The estimated foreclosure
start rate in Wayne County was 1.2 percent; the next
highest estimated foreclosure start rate was 89 per-
cent in Lake County.

The measure of price declinein home values uses data
from the Office of Federal Housing Enterprise Over-
sight Housing Price Index to calculate price decline
from the peak value in the second quarter of any year
between 2000 and 2008 and the second quarter home
price in 2008. No county in the state registered an in-
crease in home values, although Berrien and Cass
counties were estimated to have had no change. The
change was reported to be between -0.I and -1.0 per-
centin 57 counties. Home values were estimated to
have declined by 16.3 percent in Wayne County, and
by more than 10.0 percent in eight counties (including
Wayne).
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Table Il

Michigan Counties with Over 500 Estimated Foreclosure Starts
in the 18 Months Ending June 2008

County
Ottawa
Clinton

Grand Traverse

Allegan
Washtenaw

Barry

Cass
Kalamazoo
Eaton

Kent
Livingston
Bay
Berrien
Lenawee
Van Buren

Oakland
lonia
Monroe
Newaygo
Saginaw
Shiawassee
Calhoun
Ingham
Tuscola
Hillsdale
St Joseph
Muskegon
Macomb
Jackson
Lapeer
Genesee

Montcalm
St Clair
Wayne

Number of
Mortgages

59,501
19,662
17155
23,867
85,070

14,840
992|
49,690
27,754
(41,712

63,050
20,38
31,348
23,189
14,199

382,030
13,398
36,685
8,564
36461
15,048
28,746
63999
9,326
8,799
9,222
36,219
239,320
37,355
23,574
101902
11476
41,434
438,261

Number of
Foreclosure

Starts
2,226
817
730
119
4,250
755
507
2,518
1496
7957
3,515
L6l
1,778
1,397
857
24,109
875
2,398
556
2,46
1,003
1975
4409
647
620
657
2,646
18,68
2940
1,851
8,727
920
3,386
48944

Foreclosure

Rate
3.7%
4.2
4.3
4.7
5.0

5.
5.
5.
54
5.6

5.6
5.7
5.7
6.0
6.0

6.3
6.5
6.5
6.5
6.7

6.7
6.9
69
69
7.0
71

7.3
7.8
79
79
8.6
8.0
8.2
1.2

Price

Decline

-1.3%
-4
-04
-04
-13.5

-29
0.0
-3.0
-4.
=29

-13.3
-54
0.0
-04
-3.0

-13.3
-29
-119
-29
-3.5

-04
-1.6
-4

-04
-04
-04

=23
-13.3
-5.8
-13.3
-9.8
-04
-13.3
-16.3

Source: Department of Housing and Urban Development (www.huduser.org/datasets/nsp.html)
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High Cost Mortgages

The foreclosure crisis that has decimated some neigh-
borhoods and has affected most housing values, is
linked to practices associated with subprime mort-
gages. Of the 2,305,616 mortgages in Michigan, HUD
estimates that 305,209 (3.2 percent) were subprime
loans.

HUD has published estimates by county of the total
number of conventional loans made between 2004
and 2006 and the proportion of those loans that are
high cost, which is defined as those in which the rate
spread is three percentage points above the Treasury
security of comparable maturity. The percentage of
high cost loans made between 2004 and 2006 varied

from 15.2 percent in Washtenaw County to 394 per-
cent in Wayne County and 40.0 percent in Lake
County. Counties with the lowest and highest pro-
portions of high cost mortgages made between 2004
and 2006 are shown in Table 2.

Vacant Housing Units

Foreclosures generally result in homes becoming va-
cant, which may cause a host of problems for the com-
munity. There were an estimated 105427 vacant ad-
dresses in census tracts with 40 percent or more high
cost loans in June, 2008. HUD collected information
from the U.S. Postal Service on residential addresses
that were vacant 90 days or longer from June 2008
(See Table 13).

Table 12

of High Cost Mortgages Made in 2004-2006

Conventional

County Mortgages
Washtenaw 41,778
Midland 7607
Leelanau 2,011
Livingston 30964
Ottawa 29,221
Houghton [,280
Oakland 187,615
Clinton 9,656
Keweenaw 88
Schoolcraft 339
|sabella 3,323
Grand Traverse 8425
Mackinac 452
Cheboygan 1422
St Joseph 4,529
Chippewa 1,256
Gratiot 2,510
Ogemaw [,238
Kalkaska [,285
Montcalm 5,636
Oscoda 544
Luce 238
Wayne 215,230
Lake 605

Michigan Counties with the Lowest and Highest Proportions

Source: Department of Housing and Urban Development

High Cost Mortgages
Number Percent
6,345 [5.2%
|,16] [5.3
312 [5.5
4,795 [5.5
4,622 15.8
212 6.6
34,177 18.2
1,808 18.7
17 9.3
70 20.6
682 20.5
1,770 21.0
|51 334
476 33.5
[,535 339
427 34.0
856 34|
424 34.2
44| 34.3
1965 349
202 371
89 374
84,858 394
242 40.0
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Table 13
Michigan Counties with Over 500 Estimated Foreclosure Starts
in the 18 Months Ending June 2008

Homes 90 Day
Vacant for Vacancy
County _90 Days _Rate
Newaygo 82 04
Barry (43 0.6
Allegan 397 09
Cass 265 |.2
Clinton 350 |.2
Grand Traverse 47| 1.3
Van Buren 409 .3
Livingston 926 |4
Tuscola 328 I.5
Ottawa [,552 |.6
Montcalm 429 1.8
St Joseph 513 2.
Eaton [,095 2.5
Kent 6,769 2.8
Bay 1,426 3.0
Macomb 10,589 3.0
Oakland 16,423 3.
Washtenaw 4717 3.3
Lapeer [,174 34
Kalamazoo 3,711 3.5
Shiawassee 978 3.5
Berrien 2,526 3.6
lonia 857 3.7
Ingham 4,613 3.8
Monroe 2484 4.0
Muskegon 294| 4
St Clair 3,528 5.0
Calhoun 3,151 53
Hillsdale [,I186 6.2
Jackson 4446 6.7
Lenawee 2,750 6.7
Saginaw 5917 69
Genesee 15445 8.0
Wayne 81905 [0.0

Source: Department of Housing and Urban Development (www.huduser.org/datasets/nsp.html)
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New Home Construction precipitous decline in the construction of new housing

The decline in housing values attributable to foreclo- units. Construction of single family homes peaked at
sures and the tightening of credit have contributed to a 45,881 in 2004 and fell to 8984 in 2008 (See Chart 3).

Chart 3

New Construction, Single Family Homes in Michigan
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The decline in construction of multi-unit buildings,
which includes both condominiums and rental units,
has been particularly steep (See Table 14).

The collapse of the housing market is revealed in the
U.S. Commerce Department’s most recent survey of
sales of privately financed, nonsubsidized, unfurnished
units, which showed no activity at all in the Detroit-
Warren-Livonia statistical area (the only Michigan area
reported).

Migration

The demand for rental and for sale housing reflects
both the economy and population pressures. Accord-
ing the U.S. Census Bureau, the population of Michi-
gan peaked at 10,093,266 in 2005, and declined to
10,003,422 by mid 2008. From July 2007 to July 2008,

only two states, Michigan and Rhode Island, lost popu-
lation, and Michigan’s estimated loss of 46,368 was 0.5
percent of its population. However, in July 2008,
Michigan still had 64930 more residents than it had in
July 2000.

United Van Lines tracks where its customers moved
from and where they moved to, and publishes this in-
formation twice a year. Since 2006, the largest pro-
portion of outbound moves has come from Michigan,
and in the first half of 2009, a record 70 percent of
Michigan moves were outbound.

In our system of representative democracy, loss of
population translates directly into loss of political
power. Improved access to worker housing may assist
the state in efforts to retain and attract residents.

Table 14
Multi-Unit Buildings

2 Unit Buildings

Source: Census Bureau

New Construction, Housing Units and Buildings in Michigan

3-4 Unit Buildings
Number of Number of Numberof Numberof Numberof Numberof Number of Number of

Year Buildings Units Buildings Units
1980 390 780 255 999
1985 211 422 428 [,655
1990 320 640 242 924
1995 399 798 213 800
2000 351 702 255 957
200 317 634 210 792
2002 420 840 228 825
2003 350 700 267 965
2004 351 702 257 ol7
2005 232 464 144 525
2006 185 370 109 396
2007 130 260 45 160
2008 7l 142 64 233

5 or More Units Total Multi Unit

Buildings Units Buildings Units
508 9,327 [,153 1,106
1,047 13,723 1,686 15,800
58| 9,008 143 10,573
409 6,339 1,021 7937
584 7870 ,190 9,529
665 8,196 [,192 9,622
535 6,647 ,183 8,312
613 7522 [,230 9,187
584 722l [,192 8,840
44| 5464 817 6,453
249 3,643 543 4409
174 2,152 349 2,572
126 [,552 26| 1927
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Federal Housing Programs

A number of federal, state, and local programs have
been designed to address the problem of housing for
poor and special needs populations. A very brief sum-
mary of these programs provides a context for hous-
ing trusts.

Department of Housing and
Urban Development

The federal agency with primary responsibility for
housing is the Department of Housing and Urban De-
velopment, established in 1965 to include the Federal
Housing Administration, urban renewal, and public
housing programs. The Housing and Community De-
velopment Act of 1974 consolidated urban renewal
and Model Cities into the Community Development
Block Grant (CDBG) Program and initiated the Section
8 program of housing allowance. This allowed private
developers to expand the supply of privately owned
multi-family rental housing. After 1980, HUD began
to phase out public housing projects; the HOPE VI pro-
gram provided federal funds for demolition. By 2000,
most low income housing production was subsidized
by local communities using CDBG and housing
(HOME) block grants.

Federal programs to promote and support low income
housing can be classified as on-going (pre-stimulus),
or as stimulus, i.e. part of the extraordinary response
to the recession that began in December, 2007 The
recession is rooted in a housing crisis that is charac-
terized by an increased number of foreclosures, re-

duced value of real estate, and tightened credit stan-
dards.

Federal housing program payments may be directed
to low income families, to communities, or to devel-
opers of housing. Federal rental assistance programs
are funded at a level that can assist 4.9 million low in-
come families, about one-fourth of eligible house-
holds (See Table 15).

Following are very brief descriptions of major federal
programs:

Housing choice vouchers (formerly Section 8)
Housing choice vouchers provide about 2 million very
low income families with vouchers to help pay for pri-
vately owned rental housing that those families find
in the private market. Housing choice vouchers were
funded at $15.7 billion in 2008. A 2002 U.S. General
Accountability Office report found that housing
vouchers are more cost effective than federal pro-
grams that build affordable housing for low income
households in areas where there is an adequate sup-
ply of rental housing for which housing vouchers may
be used.

Public housing projects

Public housing was established to provide decent and
safe housing for eligible low income families, the eld-
erly, and persons with disabilities. Public housing
comesinavariety of forms, from scattered single fam-
ily housing to high rise apartments for the elderly. HUD

Table 15
Federal Rental Assistance Programs

Number Families with People with Other
Program of Units Children Elderly Disabilities Households
Housing Choice Vouchers 2,015,000 54% [7% 9% 9%
Public Housing [,I61,000 4| 29 6 (4
Section 8 1,275,000 33 49 17 |
Other Programs 443,000 N/A N/A N/A N/A
Total 4,893,000

Source: Douglas Rice and Barbara Sard, Center on Budget and Policy Priorities, Decade of Neglect Has
Weakened Federal Low-Income Housing Programs, February 24, 2009
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administers federal aid to local housing authorities that
manage the housing, and provides technical and pro-
fessional assistance in planning, developing, and man-
aging public housing. Although 165,000 units of pub-
lic housing have been lost since 1995, the remaining
units in 14,000 public housing projects in more than
3,500 communities provide housing for 1.2 million
families. The program was funded at $8.7 billion in
2008.

Section 8 project based rental assistance

In this program, HUD contracts with for-profit owners
of private multi-family housing, to make specifichous-
ing units available to qualified low-income house-
holds. The subsidy paid by HUD typically pays the dif-
ference between 30 percent of the household’s
income and the contract rent. Some 360,000 units of
Section 8 housing have been lost since 1995, mostly
as owners have left the program because the Section
8 contract rents were below the prevailing market
rents for comparable units. About 1.3 million low in-
come families receive Section 8 project based rental
assistance. The program was funded at $7.5 billion in
2008.

Section 515 Rural Rental Program and Section 52|
Rural Rental Assistance Program

These programs are administered by the Department
of Agriculture and provided $45 million in Section 515
loans and $1.3 billion in Section 52! rental assistance
in 2008.

Section 202 and Section 81l Supportive Housing
Programs

These programs provide grants and rental assistance
to nonprofit developers of affordable housing for the
elderly and disabled, and were funded at $1.3 billion in
2008.

HOME Investment Partnerships Program

The HOME Investment Partnerships Program provides
to states and localities block grants that may be used
for acquisition, rehabilitation, and new construction of
rental and homeownership units and rental assistance.
The program was funded at $2.0 billion in 2008.

McKinney-Vento Homeless Assistance Program
This program, funded at $14 billion, provides transi-
tional and permanent housing and emergency shelter
programs.

Low income housing tax credits

Low income housing tax credits (LIHTC, also known as
Section 42 credits in reference to the applicable sec-
tion of the Internal Revenue Code) to developers were
created under the Tax Reform Act of 1986. These cred-
its are allocated by the federal Internal Revenue Ser-
vice to state housing agencies based on state popula-
tion. Tax credits may be used for new construction,
rehabilitation, or acquisition and rehabilitation, and are
determined by the development cost. At least 20 per-
cent of the units in the project must be rent restricted
and rented to individuals at or below 50 percent of
area median income or at least 40 percent of the units
must be rent restricted and rented to individuals at or
below 60 percent of area median income. Properties
were originally required to stay eligible for |15 years;
they are now required to stay eligible for 30 years.

For profit or nonprofit developers apply to the state
agency that administers the LIHTC program, which
screens the project and determines the “qualified ba-
sis” of the project according to federal requirements.
The qualified basis is multiplied by the federal tax
credit rate to determine the maximum allowable tax
credit allocation. The project must have at least eight
tax credit assisted units to qualify.

From 1987 through 2007, the federal government al-
located $8.3 billion of low income housing tax credits
which resulted in production of .6 million units of
housing. In 2007, $790.3 million was allocated and pro-
duced 74,663 units of housing. Nationally, an average

Table 16
Low Income Housing Tax Credits in Michigan
Average Allocation Per Unit

2003 $8,636
2004 10,320
2005 8,729
2006 7972
2007 8,055
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of $10,586 in tax credits was allocated for each unit
produced in 2007, though in Michigan the average al-
location per unit was $8,055 (See Table 16).

Generally, the developer syndicates the tax credits and
uses the cash paid for the credits to fund the project.
The developer becomes the general partnerin the in-
vestment partnership and solicits investors (generally
corporations and often banks) to invest cash in the
project in return for assignment of the tax credits,
which reduce federal income tax obligations over a
ten-year period. This process worked well until last
year. When the economic environment shifted radi-
cally and losses increased at the Federal National
Mortgage Association (Fannie Mae) and the Federal
Home Loan Mortgage Corporation (Freddie Mac),
which together had previously purchased about 30
percent of all low income housing tax credits, and at
banks and other corporations, they stopped buying tax
credits. Many LIHTC projects were unable to continue.
LIHTC were worth an estimated $54 billion in tax ex-
penditures in 2008.

Two temporary remedies included in the $787 billion
stimulus package will give states $2.25 billion to dis-
tribute to developers to fill the gap left by falling tax
credit prices and will allow states to exchange unused
tax credits for cash from the federal government. The
state has published a preliminary implementation plan
for the tax credit exchange program.

American Recovery and Reinvestment
Act of 2009 (ARRA)

ARRA includes $13.6 billion for projects and programs
administered by HUD. Nearly 75 percent of that
amount was allocated to states and localities on Feb-
ruary 25, 2009, and the remaining funds will be awarded
on a competitive basis. According to the HUD website
(HUD.GOV/Recovery), these stimulus programs in-
clude the following:

e Public Housing Capital Fund: $4 billion for energy
efficiency modernization and renovation of pub-
lic housing.

e Native American Housing Block Grants: $510
million for energy efficient modernization and
renovation of housing maintained by Native

American housing programs, development of new
housing, and housing-related services .

e Assisted Housing Energy Retrofit: $250 million
invested in energy efficiency modernization and
renovation of housing for low-income, elderly, and
disabled persons.

e Lead Hazard Reduction: $100 million invested in
lead based paint reduction and abatement activi-
ties.

e Tax Credit Assistance Program: $2.25 billion in-
vested in a special allocation of HOME funds to
accelerate the production and preservation of tens
of thousands of units of affordable housing.

e Project-Based Rental Assistance: $2 billion in-
vested in full 12-month funding for Section 8
project based housing contracts. This funding will
enable owners to undertake much needed project
improvements to maintain the quality of afford-
able housing.

e Neighborhood Stabilization Program (NSP2): $2
billion invested in mitigating the impact of fore-
closures through the purchase and rehabilitation
of foreclosed, vacant properties in order to create
more affordable housing and renew neighbor-
hoods devastated by the economic crisis.

e Homelessness Prevention: $1.5 billion invested
in preventing homelessness and enabling the rapid
re-housing of homeless families and individuals,
helping them reenter the labor market more
quickly and preventing further destabilization of
neighborhoods. Funds are distributed based on the
formula used for the Emergency Shelter Grants
program.

e Community Development Block Grants: $! bil-
lion for approximately [,200 state and local gov-
ernments to investin theirown community devel-
opment priorities. Most local governments use
this investment to rehabilitate affordable housing
and improve public facilities, thereby stabilizing
communities and creating jobs locally.

In 2009, Michigan was awarded on a formula basis
$263.5 million in federal Recovery Act neighborhood
stabilization funds (onLy Florida and California received
more). The State of Michigan received $98.7 million
from the Neighborhood Stabilization Program |
(NSP1) to acquire and redevelop foreclosed proper-
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ties that might otherwise become sources of abandon-
ment and blight. The remainder was granted directly
to communities that had high foreclosure rates forac-
quisition, rehabilitation, demolition, and redevelop-
ment. A second round (NSP2) is to be awarded on a
competitive basis; the deadline for applications was
July 17,2009.

MSHDA has announced that it plans to receive $300
million from ARRA, allowing it to create 12,000 jobs
and renovate 16,000 housing units across Michigan.?
Thisincludes $22.1 million from the Homeless Preven-
tion and Rapid Re-Housing Program, also part of ARRA,
for individuals who are homeless or at risk of becom-
ing homeless.

Other ARRA program specific resources include:

e Education for Homeless Children and Youth, $70
million, in the Department of Education, through
states to local school districts, to ensure that
homeless children and youth are able to enroll in,
attend, and succeed in school.

e Emergency Food and Shelter Program, $/00 mil-
lion, in the Federal Emergency Management
Agency, to local communities for one-time mon-
etary grants to families whose short term crisis
places them at risk of becoming homeless.

¢ Transitional Housing Assistance Grants, $50 mil-
lion, in the Office of Violence Against Women, to
help victims who are in need of transitional hous-
ing, short-term housing assistance, and related
support services.

e Community Services Block Grant, $! billion, in
the Administration for Children and Families, to
alleviate the causes and conditions of poverty by
providing a range of programs and activities to as-
sist low income individuals.

e Temporary Assistance for Needy Families (TANF)
Emergency Contingency Fund, $5 billion, in the
Administration for Children and Families. States
will be eligible to receive up to 50 percent of their
annual TANF allocation in 2009 and 2010 for in-
creased expenditures caused by more families re-
quiring services due to the recession.

& Gongwer News Service, June 2, 2009, M.S.H.D.A. Readies
Plan for First Stimulus Spending.

In addition, the Homebuyer Tax Credit, a Recovery Act
program in the Federal Housing Administration, allows
first-time homebuyers to apply an $8,000 tax credit
toward the purchase of an FHA-insured home. This
tax credit can be monetized and used for a down pay-
mentin excess of the FHA-required 3.5 percent down
payment, or for other closing costs.

National Affordable Housing Trust Fund

On July 30, 2008, then-President George W. Bush
signed the American Housing Rescue and Foreclosure
Prevention Act of 2008 which, among other provisions,
directed the Secretary of HUD to establish a National
Housing Trust Fund. This fund was originally envisioned
as aproject that would encourage developers to build
[.5 million affordable housing units in mixed income
developments.

Dedicated funding for this permanent national hous-
ing trust fund was to come from annual contributions
from Fannie Mae and Freddie Mac. The amount dedi-
cated was to be based on 4.2 basis points for each dol-
lar of the unpaid principal balance of total new busi-
ness purchases, of which 25 percent would be directed
to areserve fund in Treasury and 75 percent would be
divided with 65 percent going to the National Hous-
ing Trust Fund and 35 percent going to a new Capital
Magnet Fund. In the first year, however, all dedicated
funds would be used to cover losses incurred by the
Federal Housing Administration in refinancing troubled
mortgages through the HOPE for Homeowners pro-
gram. In the second year, half the funds were to be so
diverted; in the third year one-fourth of fund were to
be diverted. Thus, the National Housing Trust Fund was
scheduled to receive partial funding beginning in 2010
and full funding in 2012. However, both Fannie Mae
and Freddie Mac were near insolvency and placed in
federal conservatorship five weeks after the bill cre-
ating the national housing trust was signed. The bill
provides that Congress may appropriate other funds
to the national Housing Trust Fund, but that has not
happened.

The Housing Trust Fund was supposed to provide
grants to states for the production, rehabilitation, pres-
ervation, and operation of rental housing that is afford-
able for low income families. Funding would be ad-
ministered by HUD and would go to states based on a
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formula to be developed by HUD based on five fac-
tors contained in the law. No state would receive less
than $3 million. At least 90 percent of the funds had
to be used for rental housing for very low income
people, and up to |0 percent could be used for
homeownership activities for very low income people.
At least 75 percent of funds had to be used for rental
housing for extremely low income households (at or
below 30 percent of area median income) or house-
holds below the poverty line. Governors were to des-
ignate an agency to administer the state program; that
agency was to develop a state allocation plan based
on factors contained in the federal law. States were
to spend the allotted funds within two years or the
funds were to be returned to HUD.

The Capital Magnet Fund, scheduled to receive 35
percent of 75 percent of the dedicated revenues, and
any other amounts that were appropriated, transferred,
or credited to the fund by law, was to be an accountin
the Community Development Financial Institutions
Fund at the Department of Treasury. Funds in this ac-
count would have been available for competitive
grants to certified Community Development Finan-
cial Institutions and non-profits that develop and man-
age affordable housing. The Capital Magnet Fund
could have been used to capitalize a revolving loan
fund or an affordable housing fund, or for risk sharing
loans. Eligible recipients would apply for a grant to
help develop, preserve, purchase, and rehabilitate
affordable housing for mostly extremely Low, very low,
and low income families. Grants could also have been
used for economic development or community ser-
vice facilities in conjunction with affordable housing
to help stabilize a low-income or rural area. Criteria
would have included the following:

e The percentage of low income families or the ex-
tent of poverty

e Therate of unemployment or underemployment
e The extent of blight and disinvestment

e Projects targeting extremely low, very low, and low
income families in or outside an area of economic
distress

e Any other criteria chosen by the Treasury Secre-
tary

It appears very unlikely that any funding will be pro-
vided from Fannie Mae or Freddie Mac for the National
Housing Trust Fund or the Capital Magnet Fund, but
President Obama’s recent budget includes $! billion
for the National Housing Trust Fund and $1.6 billion
for 200,000 new housing vouchers. In June, 2009, HR
3766, the Main Street TARP Act of 2009, was introduced
in the U.S. House. This bill would provide $! billion of
unspent funds from the Troubled Asset Relief Program
(TARP) to the National Housing Trust Fund. In Sep-
tember, 2009, S 1731, the Preserving Homes and Com-
munities Act, was introduced in the U.S. Senate. This
bill would provide $! billion from the sale of warrants
acquired by the federal government under the TARP
program to the National Housing Trust Fund.

The $300 billion HOPE for Homeowners program, es-
tablishedin 2008 and set to expirein 201l, was intended
to encourage lenders to write down an individual’s high
interest rate mortgage for a 30-year fixed loan backed
by the Federal Housing Administration, if the home-
owner agreed to pay an insurance premium. Originally
estimated to help 400,000 homeowners, as of May
2009, only one homeowner had completed the pro-
cess and 5| applications were pending. President
Obama signed a law modifying the program on May
20, 2009. The Helping Families Save Their Homes Act
included additional compensation for lien holders, in-
centive payments for loan servicers and new loan origi-
nators, and reduced costs for consumers.

(The National Housing Trust is a national non-profit
organization whose name creates confusion with the
national fund established by the American Housing
Rescue and Foreclosure Prevention Act of 2008. The
National Housing Trust is engaged in housing preser-
vation through real estate development, lending, and
public policy advocacy, which preserves and revital-
izes affordable apartments with the goal of improving
the quality of life for families and the elderly.)
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Michigan State Constitutional Issues

InMichigan, anumber of state constitutional provisions
relate to the structure and funding of state and local
government programs that seek to address the need
for affordable housing. Chief among these is Article
lll, Section 6, of the 1963 Constitution, the internal
improvements clause.

The Internal Improvements Clause

Michigan is one of many states with constitutions that
include aninternal improvements clause, which limits
the state’s ability to engage in capital projects. In the
[9t" Century, many states had provided state funds for
the construction of privately owned infrastructure, or
had incurred considerable debt in constructing toll
roads, canals, and railroads, and had been accused of

corrupt practices or had problems repaying the debt.
Judicial interpretations of states’ internal improve-
ments clauses are based on “essential” government
purposes, “predominantly” governmental purposes, or
other defining terms.

The 1963 Michigan Constitution is the fourth consti-
tution this state has had. The 1835, 1850, 1908, and 1963
Constitutions all addressed the issue of internal im-
provements, but in very different ways. This history is
explained in A Comparative Analysis of the Michigan
Constitution, a Citizens Research Council analysis of
state constitutional provisions written in (961, to as-
sist the constitutional convention that developed the
1963 Constitution.

tution, Article XIV, Section 9)

Section 14)

“The constitutional history of Michigan in the matter of internal improvements is the story of extreme
changes in position. The 1835 constitution contained the following provision:

Internal improvement shall be encouraged by the government of this state; and it shall be the
duty of the legislature, as soon as may be, to make provision by law for ascertaining the proper
objects of improvement in relation to roads, canals and navigable waters; and it shall also be their
duty to provide by law for an equal, systematic, economical application of the funds which may be
appropriated to these objects. (1835 Constitution, Article XII, Section 3)

As originally adopted, the 1850 constitution provided:

The state shall not be a party to, or interested in any work of internal improvement, nor engaged
in carrying on any such work, except in the expenditure of grants to the state of lands or other
property. (1850 Constitution, Article XIV, Section 9)

After two amendments adopted in 1893 and 1905, this provision of the 1850 constitution read as follows:

The state shall not be a party to, nor interested in, any work or internal improvement, nor en-
gaged in carrying on any such work, except in the improvement of or aiding in the improvement of
the public wagon roads and in the expenditure of grants to the state of land or other property:
PROVIDED, HOWEVER, That the legislature of the state, by appropriate legislation, may autho-
rize the city of Grand Rapids to issue its bonds for the improvement of Grand River. (1850 Consti-

The constitution of 1908 contained a revised statement of the section on internal improvements which
provoked surprisingly little debate in the convention and was adopted as follows:

The state shall not be a party to, nor be interested in any work of internal improvement, nor
engage in carrying on any such work, except in the improvement of, or aiding in the improvement
of the public wagon roads, in the reforestation and protection of lands owned by the state and in
the expenditure of grants to the state of land or other property. (1908 Constitution, Article X,
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The original version of Section 14 was amended in 1945 and 1946 as follows:

The state shall not be a party to, nor be interested in, any work of internal improvement, nor
engage in carrying on any such work, except:

1. In the development, improvement and control of or aiding in the development,
improvement and control of public roads, harbors of refuge, waterways, airways,
airports, landing fields and aeronautical facilities;

2. In the development, improvement and control of or aiding in the development,
improvement and control of rivers, streams, lakes and water levels, for purposes
of drainage, public health, control of flood waters and soil erosion;

3. In reforestation, protection and improvement of lands in the state of Michigan;
4. In the expenditure of grants to the state of land or other property. (Constitu-
tion of 1908, Article X: Section 14.)

The major amendments were in broadening the exceptions to the prohibition against internal improve-
ments.

Judicial Interpretation (reminder: this analysis was written in 1961)

This provision has been the subject of extensive litigation relating essentially to two basic questions: (1)
authority of local governments to engage in public improvements or to be delegated such authority by the
state and (2) definition of internal improvements which are permitted and those which are prohibited.
Michigan courts have established that the state has no authority to delegate powers it does not have for
its own purposes and that local governments, as instrumentalities of the state, can engage in no improve-
ments forbidden to the state. The courts have tended to decide each question concerning definition of
public improvements in terms of particular circumstances as presented in each case. It has been deter-
mined that a self-liquidating project is not a work of internal improvement within the constitutional
prohibition of Section 14. In general, such public facilities as parks, waterworks, sewers and lighting
have been found not in violation of the constitutional prohibition. (Note: A self liquidating project is one
that produces a return equal to the amount needed to create it; in the strictest sense, self liquidating
could refer to projects financed by revenue bonds secured by the earnings of the project.)

Comment

Section 14 is another provision of the Michigan constitution which has its roots in the state’s unfortunate
experience with excessive involvement in internal improvements during its first years of existence. Its
principal function is to keep the state and its subdivisions out of business and to protect the public purse
against burdens of ill-advised ventures. In most instances the restriction has been applied in a manner to
permit public facilities commonly associated with governmental services and wholly owned by govern-
ment. Other states have managed with more or less success to accomplish the same purpose without such
a prohibition by relying upon such other constitutional restrictions as those relating to stock ownership,
appropriations for private purposes, debt and credit restrictions, etc.”

Article lll, Section 6 of the 1963 Michigan Constitution
states:

in state statute.
The state shall not be a party to, nor be financially

interested in, any work of internal improvements, The traditional way that states have circumvented in-
nor engage in carrying on any such work, except ternal improvements clauses has been to create
dummy corporations orindependent public bodies to

for publicinternal improvements provided by law.

administer funds for private projects.
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State Credit This section shall not be construed to prohibit the
investment of public funds until needed for cur-
Article IX, Section 8 of the current Michigan Consti- rent requirements or the investment of funds ac-
tution states: cumulated to provide retirement or pension ben-
efits for public officials and employees, as provided
The credit of the state shall not be granted to, nor by law.
in aid of any person, association or corporation, ) ) o o
public or private, except as authorized in this con- The analysis of this section in the CRC publication, A
stitution. Comparative Analysis of the Michigan Constitution, was

prepared by Stratton S. Brown of Miller, Canfield, Pad-
dock & Stone.

There was no provision similar to Article IX, Section 18, in the 1835 constitution, although a provision
similar to Section 18 was included in the 1850 constitution (Article XIV, Section 6).

Constitution of 1908
The 1908 constitution added the words “public or private” to the 1850 provision.

1908 Constitution Article X: Section 12: The credit of the state shall not be granted to, nor in aid
of any person, association or corporation, public or private.

The section was not amended.

Judicial Interpretation

This section is somewhat similar to Article VIII, Section 25, of the state constitution which prohibits cities
and villages from loaning their credit, or collecting any tax “for other than a public purpose.” The Michi-
gan supreme court and several attorney general’s opinions have held that Section 12, Article X, of the
Michigan constitution applies not only to the state but to its several political subdivisions such as coun-
ties, cities, villages and school districts. (Detroit Art Museum v. Engle, 187 Mich. 432)

Comment

It is believed that the prohibition in Article X, Section 12, of the state constitution against lending of
credit should be clarified with respect to its application to the investment of public funds. This constitu-
tional provision has been variously interpreted by municipal attorneys in permitting investment of public
funds only in United States obligations, only in bonds of federal and state agencies or subdivisions, and in
some situations in any securities other than corporate stocks, which is specifically prohibited by Article X,
Section 13, of the 1908 constitution.

The background of Article X, Section 12, which involved proprietary participation by the state in the
construction of railroads and canals, indicates that perhaps the intention and purpose of this constitu-
tional provision is to prohibit the state or its political subdivisions from participating in a proprietary
manner or in various enterprises normally carried on by private enterprise. Since 1908, retirement
systems and pension funds have become common things with the state and with its political subdivisions.
A narrow interpretation of the subject constitutional provision would seriously hamstring prudent in-
vestment of public funds. Moreover, it would seem that over a long period of time better management of
public funds could be accomplished by legislative regulation of investment rather than a constitutional
prohibition. In any event, Article X, Section 12, of the state constitution should be changed in such a way
as to make certain that it does not limit the investment of public funds.
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City or Village Lending of Credit

The 1963 Constitution contains a similar prohibition
on the loan of credit by cities and villages in Article
VI, Section 26:

Except as otherwise provided in this constitution,
no city or village shall have the power to loan its
credit for any private purpose or, except as provided
by law, for any public purpose.

This section shall not be construed to prohibit the
investment of public funds until needed for cur-
rent requirements or the investment of funds ac-
cumulated to provide retirement or pension ben-
efits for public officials and employees, as provided
by Law.

This statement was an elaboration on a portion of Ar-
ticle VIII, Section 25 of the 1908 Constitution that pro-
hibited cities and villages from lending their credit for
other than a public purpose. Relative to that prohibi-
tion, courts indicated that the term “public purpose”
cannot be given a definite meaning that would be ap-
plicable under all circumstances.

No comparable prohibition is placed on county gov-
ernments in the state constitution.

County government traditionally had the responsibil-
ity of providing housing for the indigent. Article VIII,
Section Il of the 1908 Constitution stated:

Any county of this state, either separately or in
conjunction with other counties, may appropriate
money for the construction and maintenance or
assistance of public and charitable hospitals, sana-
toria or other institutions for the treatment of per-
sons suffering from contagious or infectious dis-
eases. Each county may also maintain an infirmary
for the care and support of its indigent poor and
unfortunate, and all county poor houses shall here-
after be designated and maintained as county in-
firmaries.

No comparable provision was included in the 1963
constitution.

Supreme Court Advisory Opinion

Then-Governor George Romney requested an advi-
sory opinion from the state Supreme Court as to the
constitutionality of the law that created the Michigan
State Housing Development Authority (MSHDA) in
966. Advisory Opinion re Constitutionality of PA
1966, No 346 addresses three constitutional provi-
sions: theinternal improvements clause; the prohibi-
tion on the lending of state credit; and the requirement
in Article 4, Section 30, which states: “The assent of
two-thirds of the members elected to and serving in
each house of the legislature shall be required for the
appropriation of public money or property for local
or private purposes.”

The summary of that opinion contains eight parts:

[. PA 1966, No 346, is not unconstitutional.

2. The bonds of the State housing development au-
thority are not obligations of the State.

3. The encouragement of housing construction is a
proper public purpose for the creation of a State
agency.

4. The State may not directly engage in the financing
or construction of private housing.

5. The funds of the State housing development au-
thority are not State funds.

6. An appropriation to the State housing develop-
ment authority for the purpose of administration
is a proper public function.

7. An appropriation to the housing development
fund, or the capital reserve fund of the State hous-
ing development authority is not a proper public
purpose.

8. An appropriation to the housing development
fund or the capital reserve fund of the State hous-
ing development authority may be made upon the
assent of two-thirds of the members elected to
and serving in each house of the legislature.
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As to the internal improvements clause:

Moneys of the State housing development author-
ity are not moneys of the State. The funds to be
established under the act are trust funds to be ad-
ministered by the State housing development au-
thority. The State has no beneficial interest in such
funds, and when such funds are used to finance the
construction of housing, the State cannot be said
to be financially interested in such construction.
We conclude, therefore, that while the construc-
tion of private housing is not a public work of in-
ternal improvement, the act does not make the
State a party to, financially interested in, or engaged
in carrying on such work, and the act does not
therefore offend against Constitution 1963, art3, Sé6.

Headlee Amendment

The Headlee Amendment approved by voters on No-
vember 7, 1978, grew out of the spirit of tax revolt. The
amendment added several provisions to the 1963 con-
stitution, including a limit on the revenue collected by
the state, a prohibition on unfunded state mandates, a
requirement establishing minimum state payments to
local governments, and a requirement for voter ap-
proval of any new local tax or of an increase in an ex-
isting local tax.

[963 Constitution, Article IX, Section 3I: Units of
Local Government are hereby prohibited from
levying any tax not authorized by law or charter
when this section is ratified or from increasing the
rate of an existing tax above that rate authorized
by law or charter when this section is ratified, with-
out the approval of a majority of the qualified elec-

tors of that unit of Local Government voting
thereon. If the definition of the base of an existing
tax is broadened, the maximum authorized rate of
taxation on the new base in each unit of Local
Government shall be reduced to yield the same
estimated gross revenue as on the prior base. If
the assessed valuation of property as finally equal-
ized, excluding the value of new construction and
improvements, increases by a larger percentage
than the increase in the General Price Level from
the previous year, the maximum authorized rate
applied thereto in each unit of Local Government
shall be reduced to yield the same gross revenue
from existing property, adjusted for changes in the
General Price Level, as could have been collected
at the existing authorized rate on the prior assessed
value.

The limitations of this section shall not apply to
taxes imposed for the payment of principal and
interest on bonds or other evidence of indebted-
ness or for the payment of assessments on con-
tract obligations in anticipation of which bonds are
issued which were authorized prior to the effec-
tive date of this amendment.

If a countywide or multi-county regional trust were
established under new enabling legislation that al-
lowed the creation of a taxing authority, a vote of the
people would be required to approve that new tax.

Other state constitutional provisions that could affect
the funding of a county or regional housing trust in-
clude the distribution of the proceeds of the sales tax
and limitations on county property tax rates.
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Michigan Housing and Community Development Trust

State housing trusts generally are administered by a
government agency that awards grants and loans to
local governments, nonprofit developers, for profit
developers, service providers, and in some cases indi-
viduals for a variety of low and moderate income hous-
ing activities. According to the 2007 Housing Trust
Fund Progress Report,’ 26 state housing trust funds are
administered by a state housing finance agency or its
equivalent; 2| are administered by another state
agency or department; and two are administered by
an independent board.

Michigan State Housing Development
Authority (MSHDA)

MSHDA, created by PA 346 of 1966, is Michigan’s hous-
ing finance agency. Michigan Compiled Laws 125.140|
is the legislative determinations and findings section
of the State Housing Development Authority Act.
That lengthy section contains eight subsections that
set forth the findings that the following goals are valid
public purposes that cannot be met by the ordinary
operation of private enterprise:

e increasing the supply of safe and sanitary housing
for people of low and moderate income, persons
with disabilities, certain elderly persons;

e preserving and improving the housing stock;
e preserving and creating jobs;

e diversifying the economy; and

e refinancing single-family mortgages.

Thus the law both creates an independent authority,
to be funded through sale of tax exempt bonds, state
appropriations, and other moneys; and establishes that
creation of affordable housing is a valid pubic purpose.

MSHDA helps nonprofit organizations and local units
of governmentimplement local initiatives to improve
Michigan’s affordable housing stock, to promote self-
sufficiency among persons at risk of homelessness,

® Mary E. Brooks, Housing Trust Fund Project, Center for
Community Change.

and to enhance the quality of life in communities
throughout the state."

MSHDA provides assistance through three funding
mechanisms, complemented by the technical assis-
tance program:

e Housing Resource Fund
e County Allocation Program
e Emergency Shelter Grants

MSHDA's loans and operating expenses are financed
primarily through the sale of tax exempt and taxable
bonds and notes to private investors. Proceeds of the
bonds and notes are loaned at below market rate to
developers of rental housing and also fund home
mortgages and home improvement loans. MSHDA
also administers various federal housing programs.

State Housing Trust

In Michigan, state interest in creating a housing trust
was renewed after 2003, and the decision was made to
broaden the appeal of a housing trust by including
community development focused on downtowns and
adjacent neighborhoods. The Livingin Michigan Coa-
lition, which eventually included 35 statewide organi-
zations including the Community Development As-
sociation of Michigan, Detroit Economic Growth
Corporation, Genesee County Land Bank, Michigan
Association of Counties, Michigan Association of Re-
altors, Michigan Municipal League, and Southeast
Michigan Council of Governments, was formed to lead
efforts to establish a statewide housing trust and con-
tinues to lead advocacy efforts to obtain ongoing fund-
ing for the Michigan Housing and Community Devel-
opment Trust Fund.

According to the Living in Michigan coalition website,
“The mission of the program is to provide housing

opportunities for all Michigan residents, and to help
transform our economy by improving the quality

'“For the powers and responsibilities of MSHDA, please see
MCL 125.1422.
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of life in Michigan cities, towns, and villages - es-
pecially those with high concentrations of poverty
— to create vibrant communities where people
want to live, work, and retire. Building and sustain-
ing vibrant cities is central to any plan to revitalize
Michigan. Michigan’s Housing and Community
Development Fund will accomplish its mission by:

e Financing downtown and neighborhood im-
provements to make them attractive places to
live and do business.

e Financing affordable and market rate housing
for young people, knowledge workers, immi-
grants, early retirees, and people with low and
moderate incomes.

e Financing supportive housing for the homeless
and people with disabilities.”"

In addition to documenting the need for affordable
housing, the coalition has provided policy arguments
for public funding that included the following:

e  Workforce Development and Welfare Reform:
The success of Michigan’s Work First campaign
demonstrates the need for affordable housing op-
portunities to sustain the transition to self-suffi-
ciency.

e Job Creation and Economic Development: The
availability of affordable housing is key in attract-
ing a talented work force and new business to the
state.

e Quality of Life and Community Building: The
development of quality housing opportunities is
often the catalyst for comprehensive neighbor-
hood and community revitalization — transform-
ing once blighted areas into communities of
choice.

PA 480 of 2004 (MCL 125.1458b) charges MSHDA with
creating the Michigan housing and community devel-
opment trust fund for the purpose of developing and
coordinating public and private resources to meet the
housing needs of low income, very low income, and
extremely low income households and to revitalize
downtowns.

" www.livinginmichigan.org/about/index.php

The FY2008 state general fund appropriation for the
Michigan Housing and Economic Development Fund
administered by MSHDA, and subsequent grants of
that money to Habitat for Humanity and other private
organizations, demonstrates the authority of the state
to appropriate general funds to a separate legal entity
to be used for low income housing programs, consis-
tent with the Michigan Supreme Court advisory opin-
ion.

Potential Funding Sources

The Holy Grail of supporters of housing trust funds is
a dedicated revenue source to support the activities
of the trust fund and to remove decisions on funding
from the normal governmental appropriation process.

In May, 2001, Public Sector Consultants, Inc. delivered
areport, Investing in Affordable Housing in Michigan, to
the Community Economic Development Association
of Michigan. That report included a statement of the
problem; described housing trust funds, low income
housing tax credits, and Michigan housing programs;
and provided various rationales for addressing the
problem of insufficient affordable housing in Michigan.
That report also noted that the then-current political
climate, at the end of the longest economic growth
period in American history (1992-2000), was not con-
ducive to new funding measures, but that further re-
view of three potential funding sources was warranted.
Those potential funding sources were:

The Single Business Tax
The Budget Stabilization Fund
An additional .03 cent cigarette tax

These three potential funding sources were selected
from nine options that were explored:

Single Business Tax PSC recommended that after the
SBT was phased out, $25 million could be allocated
annually to a state housing trust fund from the State
Education Property Tax, with the state General Fund
reimbursing the School Aid Fund. Thus, the General
Fund would be the ultimate source of funds.

Real Estate Transfer Tax Increasing the Real Estate
Transfer Tax by .075 cents per $1,000 (10 percent) would
generate the targeted $25 million, but revenues from
the tax were statutorily dedicated to the Michigan
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School Aid Fund, and the tax was created to replace
property taxes that had previously funded public
schools. This was recommended as a realistic option,
even though significant opposition from school and
real estate organizations was expected.

Tobacco Settlement Trust Fund or the Michigan
Merit Scholarship Trust Fund An annual allocation
from either fund and/or interest from both funds could
be plausibly justified on the basis that low-income
people are more likely to be smokers, and low-income
households are the primary targets for affordable
housing, according to the report.

Budget Stabilization Fund In 2001, the Budget Stabi-
lization Fund was generating $70 million in interest
annually. Although established for financial crises, the
fund had been tapped for prison construction and
court-ordered settlements, though not to fund any
on-going programs.

State Housing Tax Credit The proposed tax credit could
be tied to the SBT or state education property tax.

Tax Increment Financing The low-income housing tax
credit could be made an element of tax increment fi-
nancing.

State Cigarette Tax could be increased by .03 cent.

Internet Sales Tax This potential source of funds was
dependent on federal guidelines or legislation.

Investments from the state pension funds in hous-
ing development mortgage bonds.

It was estimated that each of those potential revenue
sources could generate the $25 million annual funding
goal for an affordable housing trust set by coalition.

Actual Funding

The Living in Michigan Coalition was successful in ob-
taining the 2004 legislative authorization for the Michi-
gan State Housing Development Authority to create
the fund. Legislative efforts broadened the original
purpose to include community development, particu-
larly downtown redevelopment. According to the
MSHDA website:

“The Michigan State Housing Development Au-
thority (MSHDA) Act of 1966, Act 346 of 1966, part
125.1458a (the “Fund”) charges MSHDA with creat-
ing and implementing the Michigan housing and
community development program for the purpose
of developing and coordinating public and private
resources to meet the affordable housing needs of
low income, very low income, and extremely low
income households and to revitalize downtown
areas in Michigan. The Fund will support projects
designed to fuel strategies leveraging public and
private resources to meet the affordable housing
needs of low income, very low income, and ex-
tremely low income households in this state.”"?

In 2007, the initial general fund appropriation was com-
mitted to the Michigan Housing and Community De-
velopment Fund through an allocation in the Depart-
ment of Energy, Labor and Economic Growth. While
the coalition supporting the state housing trust would
have preferred a dedicated revenue source, that effort
failed. However, the group did receive acommitment
of general fund support for three years. The 2008 state
general fund appropriation of $2.162 million to the
Department of Energy, Labor, and Economic Growth
(DELEG) supported MSHDA awards to the following
|8 organizations:

e Avalon Housing - $300,000

e Community Housing Network - $31,800

e Eastside LAND, Inc. - $250,000

e Habitat for Humanity of Bay County - $34,000
e Habitat for Humanity of Detroit - $162,408

e Habitat for Humanity of Genesee County -
$60,000

e Habitat for Humanity of Kent County - $60,000
e Habitat for Humanity of Lansing - $24,342

e Habitat for Humanity of Macomb County -
$33,000

e Habitat for Humanity of Monroe County - $17,000

e Habitat for Humanity of Muskegon County -
$8,350

e Harbor Habitat for Humanity - $100,000

2 www.michigan.gov/mshda/0,1607,7-141-7559 9643-
[92363—,00.htmL.
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e Housing Resources, Inc. - $50,000

e Mid Michigan Community Action Agency -
$262,800

e Southwest Housing Solutions - $300,000
e Venture, Inc. - Gateway Manor - $119,700
e Village View Housing Partners - $300,000
e West Michigan Therapy - $50,000

The fund lost the $2.163 million allocated in the 2009
budget as part of the $308 million slashed by the Gov-
ernor in order to reduce the general fund deficit.

PA 133 of 2007 created an income tax check off for
individual taxpayers allowing a minimum donation of
$5 to the Michigan Housing and Community Devel-
opment Fund. While this is not expected to generate
large amounts of money, it does place theissue in front
of the public and thereby serves a promotional pur-
pose. In addition, the Michigan Business Tax (PA 36 of
2007) allows businesses to claim a tax credit equal to
50 percent of the total amount donated during the
year to the Michigan Housing and Community Devel-
opment Fund. The credit for any tax year may not ex-
ceed five percent of the tax Liability or $5000, which-
ever is less.

State of Michigan Budget Pressures

A May, 2008 Citizens Research Council of Michigan
analysis of State of Michigan revenues and spending
pressures®, based on assumptions made prior to the
current “Great Recession,” revealed a structural bud-
get deficit that would cause annual deficits averaging
more than $500 million even in a much stronger
economy. The federally supervised restructuring of
Chrysler and General Motors had not been contem-
plated at the time that analysis was made. The pros-
pects that this state, which has the nation’s highest
unemployment rate, will be able to balance its bud-

¥ CRC Report #349, Michigan’s Fiscal Future.

gets without massive annual reductions seem even
more remote for the foreseeable future. The bleak
fiscal outlook and the need to diversify the economic
base are among reasons being suggested for revising
the state tax structure.

At the May 15, 2009 state revenue estimating confer-
ence, economists projected a $1.7 billion deficit for the
state budgetin FY2010. It was expected that this short-
fall would be eliminated by appropriating federal funds
available to Michigan under the provisions of the
American Recovery and Reinvestment Act of 2009
(ARRA). That would leave $3454 million of FY2009
ARRA funds available for the FY2010 general fund bud-
get. That $3454 million, and all of the $949.0 million
expected in FY2010 ARRA funds, would not be suffi-
cient to eliminate the projected $1.6 billion FY2010
general fund deficit. As of July 2009, total fiscal year-
to-date state tax collections were [3.0 percent below
their level one year ago, which was worse than the May
I5 consensus revenue estimate projection of a 1.6
percent reduction.

For the month of July, 2009, total state tax revenues
were $1.7 billion, about $50 million less than expected
based on the May consensus revenue estimate. Ac-
cording to the Senate Fiscal Agency Monthly Revenue
report, nearly all of the major state taxes experienced
adeclinein collectionsin July (fiscal year to date, state
real estate transfer tax receipts were down 33.6 per-
cent). (See Table 17.)

While economic recovery in Michigan is dependent on
the uncertain future of the domestic automobile indus-
try and on efforts to diversify the economic base, it is
highly unlikely that the State of Michigan will be able to
restore funding for the Michigan Housing and Economic
Development Fund for the foreseeable future.
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Table 17
Michigan State Revenue

Fiscal Year 2009 through July, 2009

(Dollars in Millions)

Source

Gross Income Tax
Refunds
Net Income Tax

Sales Tax
Motor Vehicles
All Other Sales Tax

Use Tax

Tobacco Taxes

Single Business Tax
Michigan Business Tax
Insurance Tax

State Education Property Tax
Real Estate Transfer Tax
Casino Wagering Tax
Oil & Gas Severance Tax
Other Taxes

Total

Addendum:
Gross Lottery Sales
Net to School Aid Fund

Total
Collected
$6,2499
(2,004.3)
$4,245.6
4,518.3
599.3
3919.0

811.7
760.2
(131.3)
19994
199.0
4478
86.7
84.5
377
269.0
$13,328.6

$1999.8
$ 6077

Source: Senate Fiscal Agency; Monthly Revenue Update; June, 2009

Percent
Change from
Prior Year
(104)%
192
(19.8)%

(99)

2.7
(12.6)
(209)

(0.8)

(119.0)
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Other Affordable Housing and Supportive Housing Organizations

Michigan Interfaith Trust Fund

Thisinvestment vehicle for socially conscious investors
has a statewide focus. A $125,600 grant from MSHDA
funded planning for the Michigan Housing Trust Fund in
1984. The Fund was incorporated in 1985, received its
first loan from the Adrian Dominican Sistersin 1986, and
made its first loan to the Salem Housing Task Force in
[987. The Michigan Housing Trust Fund evolved into the
Michigan Interfaith Trust Fund, which, according to its
website, “fosters economic and social justice by provid-
ing loans and technical assistance for affordable hous-
ing and economic development throughout Michigan.”

This fund lends primarily to nonprofit 501 (c)(3) or
501 (c)(4) organizations such as housing development
corporations, cooperatives, land trusts, community de-
velopment corporations, faith based institutions, labor
unions, credit unions, and social service agencies with a
stated mission of creating affordable housing. For profit
entities and local units of government may also be eli-
gible. Loans are provided for all phases of affordable
housing development including pre-development ex-
penses, construction, rehabilitation, and adaptive reuse
projects. Such projects may include the development
of single or multi-family rental, lease-purchase,
homeownership, and cooperative living units. Loans
may be obtained for permanent financing and bridge
loans. Generally, the Trust Fund makes short-term loans
of six years or less at interest rates of six to nine per-
cent. A two percent origination fee is charged at clos-
ing,and may be financed. Security is typically in the form
of areal estate mortgage on the project itself, but may
be on other property, and generally does not exceed
100 percent of the appraised value of secured property.
All collateral must be insured. According to the website,
the unique method of underwriting allows the Fund to
blend traditional due diligence concerns with an under-
standing of the atypical difficulties faced by non-profit
developers.

The Trust Fund also makes small business loans and
loans for mixed use developments thatinclude afford-
able housing, and provides technical assistance.

Habitat for Humanity

Habitat for Humanity is a nonprofit, ecumenical Chris-
tian housing ministry, foundedin 1976, that builds houses
for families in need. Habitat, which has built over

300,000 safe, decent, affordable homes around the
world, operates through affiliates that are indepen-
dently operated, nonprofit organizations. Using volun-
teer labor and donated money and materials, Habitat
builds and rehabilitates modest homes in partnership
with homeowner families who make down payments
and monthly mortgage payments, in addition to invest-
ing sweat equity in the home. Homes are sold to part-
ner families at no profit and with affordable loans.

There are more than 1,500 Habitat for Humanity affili-
ates in the United Sates, including 76 in Michigan. Local
Habitat for Humanity organizations were beneficiaries
of the 2008 Michigan Housing and Community Devel-
opment Trust Fund grants.

Great Lakes Capital Fund

The Great Lakes Capital Fund (GLCF), which operates
in Michigan, Indiana, Wisconsin, and Illinois, is a non-
profit equity investor that offers loans, grants, and
technical assistance to housing sponsors. GLCF raises
capital from corporations and financial institutions for
investment in real estate partnerships that develop
affordable housing and commercial developments
that generate economic and social benefits for area
residents. In addition to placing federal low income
housing tax credits, GLCF is certified as a Community
Development Financial Institution and serves as a
manager for the Michigan Magnet Fund to administer
a $60 million allocation of New Market Tax Credits.

Corporation for Supportive Housing

The Corporation for Supportive Housing is a national
nonprofit that opened an office in Michigan in [996.
Working with state partners (MSHDA and the Michigan
Department of Community Health) and the Great Lakes
Capital Fund, CSH launched a program to develop per-
manent supportive housing in nine Michigan counties.
Supportive housing is a combination of housing and
services designed to help people with serious, persis-
tent problems to live more stable, productive lives.

Michigan Home Ownership Coalition

Michigan Home Ownership Coalition offers
HomeChoice Mortgage and down payment assistance
through MSHDA. The HomeChoice Mortgage is a single
family mortgage loan for low and moderate income fami-
lies with a disabled family member who lives with them.
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Related Affordable Housing Strategies

Community Land Trusts

Community land trusts are private, nonprofit corpo-
rations created to acquire and hold land for the ben-
efit of the community and provide secure affordable
access to land and housing for community residents.
Community land trusts attempt to meet the needs of
those least served by the prevailing market and help
communities achieve the following goals:

e  Gain control over local land use and reduce ab-
sentee ownership

e Provide affordable housing for lower income
residents

e Promote resident ownership and control of
housing

e Keep housing affordable for future residents

e Capture the value of public investment for long
term community benefit

e Build a strong base for community action

Community land trusts may acquire land and arrange
for the development of housing on that land, or may
acquire land and housing together, but the key con-
cept is that they treat land and building differently. In
traditional land trusts, land is held ina permanent land

who live there. When a community land trust sells a
building, it leases the land under it through a long term
(usually 99 years) renewable lease, giving the residents
and their descendants the right to live there for as long
as they want. When the home owner decides to sell,
he cansell the house back to the community land trust
or to another low income household for an affordable
price. Community land trusts may obtain community
developmentblock grant funds, HOME funds, or other
grants from local governments.

Community land trusts are controlled by their mem-
bers, who may be residents of homes on property
leased from the trust, or other members of the com-
munity. Boards represent residents, others members,
and the broader community.

There are four land trusts in Michigan:

e Dwelling Place of Grand Rapids

e HomePlace Community Land Trust (Ann Arbor)
e HomeStretch (Traverse City)

e Northern Homes (Boyne City)

The following excerpt from the HomeStretch website
describes the modifications that had to be made to
the traditional land trust concept to make it work in

trust; but the housing on it may be owned by those Michigan:

REFINING THE LAND TRUST

Being a pioneer sometimes means that you come up against unexpected issues and HomeStretch was no excep-
tion. While some were small inconveniences, the issue of property taxes was a much larger problem. Under the
Ground Lease, HomeStretch retained ownership of the land itself, yet the owner of the home on the land was
required to pay the property taxes for the home and the land. However, as land trusts are new to Michigan, the tax
code does not allow the underlying land to be given the Homestead tax rate as the homeowner doesn’t also own
the land and the owner of the land, HomeStretch, does not reside on the land. Because of variances in assessments
across counties and townships, a few of our homebuyers pay much more in property taxes than anyone expected.
As we can’t change the code, we decided to change our procedure.

Working closely with MSHDA, a different way to preserve future affordability has been devised. Starting with the
homes in Ridgewood, HomeStretch no longer uses the Ground Lease to retain ownership of the property, but ex-
ecutes and records a Declaration of Affordability on the property before any homes are sold. This Declaration
contains the same provisions that were in the Ground Lease, including the Formula Sale Price and Right of First
Purchase. As in the Ground Lease, if the homebuyer wishes to re-sell the home, it must be to an income eligible
household.
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Since there is no longer a Ground Lease, buyers will no longer pay a monthly Ground Lease Fee. New homebuyers
will pay a one-time Land Trust fee of $1,800 at closing. This fee can be rolled into the mortgage as a closing cost just
as are done with the fees for title insurance, credit reports, etc. Membership benefits include an invitation to the
Annual Meeting, the right to vote for Board Members and to serve on the Board, the HomeStretch newsletter, and
technical assistance.

At closing, the new homeowner receives a title to the land as well as the home using a Warranty Deed with deed
restrictions. The restrictions are the Declaration of Affordability which was previously recorded by HomeStretch
and takes the place of the Ground Lease. In this manner, the homebuyer receives title to the house and the land,
allowing the homestead tax rate to be applied to both, while HomeStretch preserves the measures used to bal-
ance the homeowner’s interest with the future affordability of the home.

As homes currently using the Ground Lease are sold to new owners, the property will be converted to the new
model. We also hope to obtain monetary and technical assistance to convert the properties most affected by the

tax issue.'*

Land Banks

Land banks are public authorities created to hold and
redevelop tax foreclosed property. PA 123 of 1999
streamlined Michigan’s property tax foreclosure pro-
cess and allowed for a more constructive approach to
governments’ inventories of tax foreclosed property.
PA 258 of 2003 established a state land bank and au-
thorized county and City of Detroit land banks that
could receive and manage tax reverted property with
the goal of returning those parcels to productive use.

Various county land banks have been established in
Michigan to manage and dispose of tax reverted prop-
erty inthose counties’inventories. These entities may
be funded by a general fund appropriation and/or by
revenues from the sale, lease, or rental of property. PA
260 of 2003, the Tax Reverted Clean Title Act, autho-
rizes a specific tax, in lieu of, but at the same rate as,
the general property tax, that may be imposed for five
years on property sold by a land bank. One-half of
the revenues from this tax are to fund the authority’s
title clearance and land disposition costs, and the other
half is earmarked for state and local property tax col-
lecting units.

Land banks can be used to initiate expedited quiet title
and foreclosure actions, to renovate tax reverted resi-
dential property and sell that property at market price
or less, to assemble land for larger developments (by
purchase or gift; land banks do not have the power of
eminent domain), and to hold parcels until the mar-
ket improves. Land banks may dispose of property

“for an amount of consideration an authority consid-
ers proper, fair, and valuable, including for no monetary

consideration...to any public or private person...” (PA
258 of 2003, Sec 7 (1); MCL 124.757)

While PA 258 of 2003 provides for several sources of
operating funds and allows land banks to issue bonds
and notes, the real challenge has been to develop suf-
ficient financing to support the work of land banks.
This is because, in communities such as Detroit and
Flint, where a large volume of tax reverted property
may be available fora land bank, there is weak demand
for that property, which is associated with low prices
(in many, if not most, cases, there is no demand for
the property at all). In areas where there is stronger
demand, tax delinquent properties generally are sold
prior to foreclosure, are redeemed, or are sold at the
tax sale, and never enter a land bank.

Land banks are created to return tax foreclosed prop-
erty to productive use; housing trusts are created to
fund the development of affordable housing. Al-
though created to address different problems, there is
potential for mutually supportive cooperation be-
tween housing trusts and land banks, which may ac-
quire, rehabilitate, and dispose of housing units (and
other real estate) at less than market rate. Under the
economic conditions that have prevailed in Michigan

* www.homestretchhousing.org/html/clt_news.html.
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for the past decade or more, it seems unlikely that rev-
enue streams established for land banks would be suf-
ficient to do more than cover some of the costs of
those organizations.

Local Housing Trusts

lowa, Massachusetts, New Jersey, Pennsylvania, and
Washington have passed legislation that specifically
authorizes local jurisdictions to dedicate public funds
to housing trusts. Massachusetts allows cities to pass
a property tax surcharge of up to three percent. New
Jersey allows local housing trusts to use revenues from
developer feesincluding impact fees, residential zon-
ing in-lieu fees, demolition fees, and conversion fees.
Pennsylvania legislation allows counties to establish
housing trust funds, which may be funded by an in-
crease (double) in their document recording fees. In
addition, Arizona and South Carolina have passed leg-
islation enabling the creation of local housing trusts,
and Wisconsin adopted legislation enabling local ju-
risdictions to extend tax increment financing to fund
affordable housing.

lowa and Massachusetts use part of their state hous-
ing trust fund to match local housing trust fund efforts.
California voters in 2002 passed a bond proposal that
earmarked $24 million for matching grants to local
housing trusts.

According to a 2006 survey by the Center for Com-
munity Change, there are 432 city housing trusts. Rev-
enue sources include property taxes, developer fees,
redevelopment tax increment fees (tax increment rev-
enues in excess of debt service needs), hotel/motel
taxes, document recording fees, bond revenues, lease
revenues, use taxes, and general fund revenues.

In 2006, there were 122 county housing trust funds in
the U.S. Revenues were derived from document re-
cording fees, developer impact fees, residential
inclusionary zoning in-lieu fees, conversion fees, real
estate transfer taxes, sales taxes, property taxes, food
and beverage taxes, parking garage revenues, condo-

minium conversion fees, bond revenues, general fund
appropriations, and private donations.

The State of Washington imposes a $10 real property
document recording fee, with five percent of revenues
allocated for county retention for administration of the
fee, and the remainder split 40 percent to the state to
use for extremely low income housing and 60 percent
for the county of origin to use for very low income
housing. A separate $10 surcharge on documents re-
corded by county auditors and affecting primarily the
recording of deeds, isalso split 40 percent to the state
and 60 percent for the county of origin to be used for
activities in the county’s plan to end homelessness.

Two Michigan cities have initiated housing trusts:

The City of Ann Arbor Housing Trust Fund was created
in 1999 and is administered by the city’s Community
Development Department. It is primarily funded by
fees from developers who take advantage of density
bonuses offered by the city that allow additional den-
sity if a certain amount of affordable units are included
or if the developer makes a contribution to the hous-
ing trust. This Housing Trust Fund also receives some
funding from the Washtenaw County Housing Con-
tingency Fund, and the city’s general fund.

The City of Kalamazoo in 2003 committed $250,000
to establish a housing trust fund and invited participa-
tion from other units of government. Kalamazoo
County matched the city’s donation in 2006, commit-
ting $500,000 over two years. The $500,000 from the
city and county was matched by MSHDA. The Local
Housing Assistance Fund is administered by the
Kalamazoo County Public Housing Commission.

Housing trusts that have been created in Michigan have
not required approval by the voters because they have
not been funded by new taxes. If a new local tax to
fund a housing trust were authorized by state enabling
legislation, that new tax would have to be approved
by the voters of the affected communities, as required
by the Headlee Amendment to the Michigan Consti-
tution.
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Regional Authorities in Michigan

Constitutional and Statutory Provisions

Article VII, Section 28 of the 1963 Michigan Constitu-
tion incorporated provisions of a [95[ statute that al-
lowed local governments to do jointly anything that
each could do individually:

The legislature by general law shall authorize two
or more counties, townships, cities, villages or dis-
tricts, or any combination thereof among other
things to: enter into contractual undertakings or
agreements with one another or with the state or
with any combination thereof for the joint admin-
istration of any of the functions or powers which
each would have the power to perform separately;
share the costs and responsibilities of functions
and services with one another or with the state or
with any combination thereof which each would
have the power to perform separately; transfer
functions or responsibilities to one another or any
combination thereof upon the consent of each unit
involved; cooperate with one another and with
state government; lend their credit to one another
or any combination thereof as provided by law in
connection with any authorized publicly owned
undertaking.

In April, 2007, the Citizens Research Council of Michi-
gan published Report 346, Authorization for Interlocal
Agreements and Intergovernmental Cooperation in
Michigan, a reference to state laws authorizing inter-
governmental cooperation. According to that report,

Specific enabling legislation is still necessary in
those instances when one or more of the govern-
mental units involved do not themselves have the
power to perform a function. Since home rule cit-
ies, villages, and counties have broad home rule
powers, they do not usually require such specific
authorization. However, since counties, townships,
school districts and special authorities/districts
have only those powers specifically provided by
law (and in the case of counties and townships
those fairly implied), it is necessary to be able to
point to statutory authorization for a particular kind
of unit to perform the function before it can per-
form it on a cooperative basis. For this reason,
many of the statutes...authorizing cooperation in

specific functions are still necessary, even though
Public Act 35 of 1951 and the Michigan Constitu-
tion provide broad authorization for cooperation.
Also, many of these specific statutes are important
because of their fiscal or other provisions.

There are a number of statutes that allow voluntary
associations of local governmental units to accom-
plish various goals. Most of these are for specific pur-
poses (planning, libraries, utilities, public safety, parks
and recreation, health and hospitals, transportation,
water, sewer, waste disposal), and do not confer any
additional taxing authority. For example, the Urban
Cooperation Act provides that an interlocal contract
may be used for a joint exercise of power that each
participating unit already has, and provides that a sepa-
rate legal or administrative entity may administer or
execute the agreement, but does not provide any ad-
ditional taxing power. The establishment of aregional
authority with taxing power would require state en-
abling legislation, followed by a vote of the people.

The Challenge of Regional Cooperation

One of the most significant obstacles to effective re-

gional cooperationis the issue of transfer of resources
among participants. Leaders in units of government
with more resources and less need may be less likely
to willingly cooperate in regional initiatives in which
their government’s or taxpayers’ resources will be
transferred to or used in other areas, even if those ar-
eas demonstrably have greater need. Units of govern-
ment with greater need and fewer resources generally
are happy to cooperate with wealthier units of gov-
ernment that could provide resources. The inequality
of resources and needs, and the issue of donor status,
has been difficult for some regions to overcome, and
may argue for single county administration of housing
trusts in those regions of the state.

In addition to the issue of donor status, the definition
of the targeted beneficiaries of a housing strategy will
affect the willingness of officials and communities to
participate in the effort. Proposals for affordable
worker housing, senior housing, and supportive hous-
ing will elicit very different responses.
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Substate Housing Trusts

Structure

The structure of a housing trust will reflect and accom-
modate the revenue base that has been developed by
the single or multiple public and private members, and
by any relevant enabling legislation. Among the pos-
sible structures are the following:

¢ Independentregional authority with taxing capac-
ity and an elected or appointed chief executive
officer and board and its own staff.

e Independent authority with dedicated revenue,
but operating through an existing governmental or
non-profit organization which serves as fiduciary
to administer the funds, serves as lead agency, and
staffs the effort, thereby avoiding the creation of
a new operating organization and hiring of new
staff.

e Regional agreement among units of government,
using an intergovernmental contract to establish
a public authority, funded by appropriations from
member governments. Appropriations may be
one or a combination of:

o General fund appropriations determined
annually,

o All or part of revenues from an identified
revenue source, committed on a long term
basis, and

o Donations from foundations, corporations,
and individuals.

e Private, nonprofit organization with no taxing au-
thority, but commitment from local governments,
community foundation or other foundation, or
other entities, to share a particular revenue stream.

e Adivision or unit established in an existing public
organization, such as a county government or
metro council, or in an existing private organiza-
tion, such as a community foundation.

Depending on the structure employed, housing trusts
could have boards of directors with more or less au-
thority to determine policy and exercise oversight.
Boards could include people from the community to
ensure that the housing trust is in touch with the com-
munity. Consideration could be given to requiring that

regional housing trusts have advisory boards of experts
from the housing industry and from universities whose
role would be to bring innovation and new ideas to the
table.

Dedicated Revenues

Advocates of housing trusts emphasize the desirabil-
ity of establishing a dedicated source of public fund-
ing for those programs. Dedicated revenues demon-
strate a commitment on the part of voters and/or
public officials to address the problem, or to achieve
the goals, for which revenues are dedicated. Dedicated
revenues provide a predictable, on-going revenue
stream that allows multi-year planning and commit-
ments. According to the Center for Community
Change"®, a dedicated revenue stream is the preferred
method of sustaining housing trust funds:

Housing trust funds are established by elected
government bodies - at the city, county or
state level — when a source or sources of pub-
licrevenue are dedicated, by ordinance or law,
to a distinct fund with the express and limited
purpose of providing affordable housing. |de-
ally the funds are transferred automatically
eachand every year into the housing trust fund
account providing a continuous stream of
funding, without going through an appropria-
tion or budgeting process. Ideally, the funds
can be used only in accordance with the en-
abling legislation or ordinance establishing the
fund, targeted to serve those housing needs
that are most critical. But these ideals are not
possible in every situation, legally or politically.

The Housing Trust Fund Project advances the
concept that a housing trust fund is created
when public revenue sources are dedicated to
this distinct fund. States may have constitu-
tional or procedural issues that impact both
whether and how this can be done - at the

s www.communitychange.org/our-projects/htf/housing-
trust-funds.
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state level and at the city or county level.
Where legal barriers exist to dedicating public
funds to a housing trust fund, housing advo-
cates have worked around this in a variety of
ways. In such circumstances, a housing trust
fund may be implemented with appropriated
funds, or funds that do not go through a bud-
get process (such as state housing finance
agency reserve funds or something structured
as part of a bond package).

The housing trust fund model is just that - a
model that defines a new objective for fund-
ing affordable housing, enabling the support
of needed housing to be a fundamental part
of what government does. Some thirty years
after the idea formed, the model of dedicat-
ing public revenues to create a distinct fund
supporting affordable housing has taken many
forms, adjusting to unique opportunities, work-
ing with restrictive fiscal laws, reaching to show
what is possible.

The impact of housing trust funds can be felt
in 43 states throughout this country. Nearly
600 housing trust funds in cities, counties and
states generate more than $1.6 billion a year
to support critical housing needs, underscor-
ing the integral role these funds play in the
world of affordable housing. They exist be-
cause community organizers, housing advo-
cates and elected officials alike have agreed
that a permanent stream of revenues for af-
fordable housing should be a public priority.

A dedicated revenue may also allow the sale of rev-
enue bonds, with all or part of the dedicated revenue
used to pay the principal and interest on the outstand-
ing debt. In Michigan, the sale of revenue bonds by an
authorized public entity does not require a vote of the
people, as does the sale of unlimited debt bonds.

There are, however, serious reasons why many public
officials oppose dedicating the revenues from particu-
lar sources to specific programs. Revenues dedicated
for one function or program may not be allocated to
another function or program, and are not subject to
the consideration that occurs in the general appropria-
tion process. Elected officials are required to make

decisions allocating public resources to meet a range
of public needs; dedicated revenues are not available
to meet other needs. Governmental needs and pri-
orities change from year to year, as do the amounts
generated by different revenue sources. Eliminating a
potential source of general revenues through dedica-
tion to a particular purpose reduces the ability of
elected officials to meet emerging or higher priority
needs. Dedicating revenues to particular functions
reduces flexibility and the ability of government to
meet emergency needs. It may also result in
overfunding one function while equally important
functions are not adequately funded. Dedicated fund-
ing may protect politically popular functions while
equally, or more, important functions must compete
for limited general funds.

In Michigan, the only dependable method of dedicat-
ing a revenue is through passage of enabling legisla-
tion and/or voter approval of a ballot proposal that
authorizes a legal dedication. While elected officials
may promise future revenues from an existing revenue
source, public funds are budgeted annually, and cur-
rent officials cannot bind future decisions.

Revenue Criteria

For the purposes of this analysis, potential revenue
sources will be judged by the following criteria:

e Capacity to generate sufficient funds at a reason-
able rate

e Nexusto housing, i.e. alogical relationship of the
revenue source to the intended use

e Flexibility and ease of collection, administration,
and distribution of funds

e Whether it is constitutional, even though it may
require enabling legislation

e Progressive, not regressive

e [Effectof thetax or taxincrease on the activity be-
ing taxed

Revenue sources that have been used or considered
by other housing trusts, or proposed by advocates, in-
clude the following:

e Appropriation from county tax foreclosure auction
proceeds
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e Bond proceeds

e Condominium conversion tax

e Credit enhancement program revenues
e Developer approval fees

e Developerimpact fees

e Document recording fee —per document or per
page or value of transaction

e Eviction court fees

¢ Foodand beverage tax

e General fund appropriations
e Grants and donations

e Half of revenues from expired tax increment fi-
nancing

e Hotel/motel tax

e Indian casino payments above a specified amount
e Interest on real estate escrow accounts

e Interest on state funds

e Interest on tenant security deposits

e Parking garage revenues

e Penalties on late real estate excise payments
e Real estate transfer tax

e Regional authority property tax

e Revenues from settlements of state lawsuits
e Roof top fees

e Salestax

e Tax on foods containing trans fat

e Tax on smokeless tobacco

e Unclaimed property funds

e Unspentreserves

e Unclaimed lottery earnings

Some of these revenue sources, such as the sales tax,
are not available in Michigan without a change in the
state constitution. The political challenges and rev-
enue raising potential of other possible revenue
sources vary from county to county and from region
to region. In relatively high growth areas such as
Traverse City, impact fees may have greater potential
thanin low orno growth areas. In tourist areas (Traverse
City), taxes and fees that fall most heavily on tourists
may be more attractive to voters. Some counties
(Wayne, Genesee) have large numbers of tax foreclo-
sures; others do not. Regardless, the willingness of

elected officials to divert existing revenues, or to
champion tax or fee increases to fund a housing trust,
is critically important.

While advocating for a state housing trust, the Com-
munity Economic Development Association of Michi-
gan (CEDAM) engaged Dykema to review all state rev-
enues to determine the most appropriate source of
dedicated revenue for the state fund. Dykema recom-
mended a state single business tax credit for donations
to the fund (the single business tax has since been re-
placed with the Michigan business tax) and annual gen-
eral fund appropriations.

Local governmentsin Michigan are under extreme fi-
nancial pressure as a result of the economic restruc-
turing of the automobile industry, the housing crisis,
and the recession, which have resulted in reduced
property tax revenues, reduced municipal income tax
revenues for those cities that impose an income tax,
reduced state revenue sharing payments, and other
impacts. No unit of government, program, or facility
that now receives tax revenue can be expected to
willingly relinquish that revenue; all can be expected
to fight any suggestion that would further reduce
their already reduced revenues. Furthermore, it must
be recognized thatitis easier politically to block pas-
sage of a proposal than to pursue it to a successful
conclusion.

Therefore, a new revenue, or an increase in an existing
tax, fee, fine, or other revenue, must be considered.
Imposition of a new or increased revenue is extremely
difficult, but there are a number of ways a new local
tax, fee, fine, or other revenue may be established:

|.  Those that require amending the state constitu-
tion are the most difficult. (This would include the
sales tax.)

2. Those that require passage of new state enabling
legislation, adoption of local ordinances, and a
vote of the people who are to be taxed.

3. Those that require passage of new state enabling
legislation, adoption of local ordinances, and a
vote of the people who are able to pass the tax on
to other payers, such as tourists.

4. Those that require passage of new state enabling
legislation, adoption of local ordinances, but no
vote of the people.
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5. Those that require amending existing legislation,
adoption of local ordinances, and a vote of the
people who are to be taxed (a county-wide income
tax).

6. Those that require amending existing legislation,
adoption of local ordinances, and a vote of the
people who are able to pass the tax on to other
payers, such as tourists.

7. Those that require amending existing legislation,
adoption of local ordinances, and no vote of the
people (accommodations tax).

8. Those that are already authorized in state law, re-
quire adoption of local ordinances, and a vote of
the people who are to be taxed.

9. Those that are already authorized in state law, re-
quired adoption of local ordinances, and a vote of
the people who are able to pass the tax on to other
payers, such as tourists.

[0. Those that are already authorized in state law, re-
quired adoption of local ordinances, and no vote
of the people (development fees).

In general, it is easier to amend an existing statute that
authorizes a tax or fee than to obtain legislative pas-
sage of a new tax or fee.

In general, it is easier to obtain approval of a statute or
amendment that allows local voters to determine
whether they want to impose a tax or fee.

In general, it is easier to obtain voter approval of a tax
that falls on people other than the voters, although
hotel, motel, car rental, and restaurant owners may
be expected to work to protect their customers from
higher prices.

In general, winning a vote of the people requires a com-
pelling reason and, often, an expensive ballot cam-

paign.

In general, it is more difficult to redirect a tax that is
already dedicated to a popular purpose, such as edu-
cation (the state real estate transfer tax is an exampLe).

There is no good time to ask voters to approve a tax
increase.

State and Local Taxes in Michigan

In the Outline of the Michigan Tax System, the Citizens
Research Council of Michigan groups the 52 taxes lev-
ied by state and local governments in Michigan in the
following categories:

Income

Business privilege
Sales-related
Property
Transportation

If all required authorizations were granted to a hous-
ing trust to levy a particular tax, the trust could levy
and collect the tax directly, or could use a “piggyback”
approach for collections. Because a variety of taxes
are being levied by the state and/or local governments,
the potential exists that an increase in a particular tax
could be piggybacked on the existing tax, collected by
the current taxing authority, and remitted to the hous-
ing trust, thereby saving the trust the costs associated
with billing and collecting the tax. A county-wide
property tax imposed for a housing trust, for example,
would be collected by the county and remitted to the
housing trust by the county.

Using the June, 2008 Outline as a reference, this sec-
tion examines each of the existing state and local taxes
in terms of its potential relevance to a county or re-
gional housing trust.

Income Taxes

State Personal Income Tax

While the 1963 Michigan Constitution in Article IX,
Section 7 prohibits the imposition of a graduated in-
come tax by the state or any of its subdivision, state
statute imposes a state personal income tax and speci-
fies the disposition of those tax revenues (23.3 per-
cent of gross collections to the School Aid Fund; the
remainder to the General Fund). State income taxes
are based on federal adjusted gross income, with cer-
tain adjustments. In 2011, rates are scheduled to begin
declining from the current 4.35 percent to 3.9 percent
in 2015.

A number of credits are allowed against state income
tax liability:
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e Homestead property taxes

e Property taxes on rented homesteads
e Farmland property taxes

e City income taxes

e FEarnedincome

e Contributions to Michigan colleges, universities,
public broadcast stations, public libraries, state
museums or archives, community foundations,
food banks, and shelters for homeless persons

e Expenditures for rehabilitation of historic resource
e Income tax paid to another state

e Home heating cost for low income families

e Donated automobiles

e College tuition

e Adoption expenses

e Thedifference between the amount repaid by the
Michigan Early Stage Venture Capital Investment
Fund and the negotiated repayment amount

e Stillbirth
e Individual or Family Development Account

Municipal Income Tax

PA 284 of 1964 authorizes cities to adoptincome taxes
by ordinance, subject to a vote of the people. Only 22
cities have adopted the uniform city income tax, which
is generally one percent onresidents and corporations
and 0.5 percent on non-residents who work in the city,
although the city council in certain cities may impose
rates of two percent on residents and corporations and
one percent on non-residents. Special statutory pro-
visions apply to the City of Detroit, which in 2009 Llev-
ies municipal income taxes at the rate of 2.5 percent
on residents, |.25 percent on nonresidents, and one
percent on corporations. Non-resident taxes are
based on earnings in the taxing city. Revenues sup-
port the general fund of the city.

Potential as a Housing Trust Funding Source. A
county or regional income tax dedicated to a housing
trust would require adoption of new enabling legisla-
tion, or amendment of the Uniform City Income Tax
Act (PA 284 of 1964) by the state legislature, adoption
of local ordinance(s) on a county-wide or multi-
county, region-wide basis, and a vote of the people.
The simplest administration would piggyback collec-
tion of the county or regional tax on the state income

tax. This tax would place the funding burden on resi-
dentindividuals and businesses, rather than exporting
the funding burden to tourists. Thereis no direct nexus
to housing. Using federal adjusted gross income in-
troduces some progressivity.

Because there is currently provision for a number of
state income tax credits, it may be that amending the
state statute to provide a state income tax credit for
donations to a county or regional housing trust would
be feasible.

There has been discussion of amending the state con-
stitution to eliminate the prohibition on a graduated
income tax.

Business Privilege Taxes
Michigan Business Tax

Business privilege taxes are levied on firms that do
business in the state or that do a particular kind of busi-
ness. In 2007, the state legislature approved a citizen
petition repealing the Single Business Tax and replaced
it with the Michigan Business Tax (PA 36 of 2007), rev-
enues from which are dedicated to the state general
fund and the School Aid Fund. The Michigan Business
Tax is levied on income and modified gross receipts.
PA 145 of 2007 created the Michigan Business Tax sur-
charge to meet the need for more state revenue.

The law provides Michigan Business Tax credits for a
large number of activities that the state is trying to
encourage. Among these are:

e Compensation paid in Michigan

e New capital assets

e Research and development

e Michigan International Speedway infrastructure
e Certain sports stadia

e Industrial personal property

e Telephone personal property

e Natural gas pipeline property

e Small business

e Contributions to art, historical, and zoological in-
stitutes

e Entrepreneurial employment increase
e Motor vehicle dealers to acquire inventory
e largeretailer
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e Afacility in Troy engaged in research and develop-
ment of a two-mode hybrid car engine

e Bottle deposit compliance
e Private equity funds
e Start up businesses

e Difference between the negotiated rate of return
on aninvestment in the Michigan Early State Ven-
ture Capital Fund and the actual repayment

e Charitable contributions
e Workers disability compensation
e Contributions to food banks and homeless shelters

e Research, development or manufacture of an al-
ternative energy system, alternative energy vehicle,
alternative energy technology, or alternative fuel
based vehicle

e Amounts certified by the Michigan Economic
Growth Authority

e Business activity conducted in a renaissance zone
e Historic preservation projects

e Brownfield projects

e Consumption of hematite ore

e Motion picture production

Some of these credits relate to business expenses, but
many relate to economic activity the state wishes to
promote (research and development, private equity
funds, the Michigan Early Stage Venture Capital Fund,
alternative energy, film production). Also included are
credits for philanthropy: 50 percent, up to $100,000,
of contributions of $50,000 or more to art, historical,
or zoological institutes; 50 percent of charitable con-
tributions; 50 percent of contributions to food bank
and homeless shelter up to $5,000 or five percent of
the liability; 25 percent of expenditures for historic
preservation projects.

Potential as a Housing Trust Funding Source. Because
the primary state business tax includes an extensive
array of activities for which tax credits are granted, it is
reasonable to propose that MBT credits be granted for
contributions of money or materials to a county or
regional housing trust. This would require amending
the existing statute.

At the present time, however, many Michigan busi-
nesses are struggling to survive, and have eliminated

or drastically reduced corporate contributions. Itis
unlikely, therefore, that an MBT credit would prompt
the donation of a significant amount of revenue for
a substate housing trust, at least until the economy
improves.

Other Business Taxes

In addition to the Michigan Business Tax, the state is
authorized to levy nine other business taxes. Revenues
from these state taxes are allocated as follows:

e Unemployment Insurance Tax on the first $9,000
of each employee’s wages, for unemployment in-
surance benefits.

e Quality Assurance Assessment Fees on health care
facilities participating in Medicaid, for the Medic-
aid program.

e Foreign Insurance Company Retaliatory Tax on
out-of-state insurance companies, to the state
general fund.

e Oiland Gas Severance Tax on oil and gas produced,
to the general fund and Orphan Well Fund.

e State Casino Gaming Tax on casino adjusted gross
receipts, to the School Aid Fund, general fund, and
Michigan Agriculture Equine Industry Develop-
ment Fund.

e 9-|-| Service Tax on communication service that
can access 91l service, to counties, providers, and
State Police.

e Corporate Organization Tax on incorporations, to
the state general fund.

e Horse Race Wagering Tax on amounts wagered, to
the Michigan Agriculture Equine Industry Devel-
opment Fund.

e Captivelnsurance Company Tax oninsurance pre-
miums written in Michigan, to the Captive Insur-
ance Regulatory and Supervision Fund.

Local Business Taxes

The only sub-state business privilege tax in Michigan
is the authorization for Detroit to levy a local casino
gaming tax. Revenues from that tax support the city’s
general fund.

The state and local casino wagering taxes were autho-
rized by Initiated Law | of 1996, which allowed three
non-Indian casinos in Detroit. Other casinos in Michi-
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gan are owned and operated by Indian tribes and are
not subject to state and local taxation.

Potential as a Housing Trust Funding Source. There
is no precedence for a countywide or regional busi-
ness tax in Michigan, but also no constitutional prohi-
bition on such a tax. In the current economic envi-
ronment, special consideration should be given to the
impact of any potential county or regional business
tax on the competitiveness of that county or region.
If, however, a new activity were authorized on a county
or regional level, a tax on that activity could be de-
voted to a housing trust. One such activity could be
currently prohibited forms of gaming, which could also
be an attraction in tourist regions. This would, how-
ever, require both a statewide vote and a local vote,
according to Article IV, Section 4| of the Michigan Con-
stitution, which was amended effective December 18,
2004. That constitutional provision states:

The legislature may authorize lotteries and permit
the sale of lottery tickets in the manner provided by
law. No law enacted after January |, 2004, that au-
thorizes any form of gambling shall be effective, nor
after January [, 2004, shall any new state lottery
games utilizing table games or player operated me-
chanical or electronic devices be established, with-
out the approval of a majority of electors votingina
statewide general election and a majority of the
electors voting in the township or city where gam-
bling will take place. This section shall not apply to
gambling in up to three casinos in the City of De-
troit or to Indian tribal gaming.

Sales Related Taxes

Sales and Use Taxes

Sales related taxes include sales and use taxes which
areimposed as a percentage of the price and dedicated
by the state constitution to fund specific state pur-
poses, including the State School Aid Fund and state
revenue sharing. The sales tax isimposed on the retail
sale of tangible personal property, and receipts are dis-
tributed to the School Aid Fund, state revenue shar-
ing, general fund, and Comprehensive Transportation
Fund. The use tax is imposed on the use, storage, and
consumption of certain tangible personal property and
certain services, and receipts are distributed to the
general fund and School Aid Fund.

In 2007, in response to a $1.8 billion state budget defi-
cit, the legislature extended the use tax to a number
of services effective December |, 2007. Criticisms of
the expansion of the use tax resulted in repeal before
it took effect. While the process used to determine
which services were to be taxed was opaque, and while
the services proposed to be taxed and those which
were not to be taxed were difficult to justify, the
aborted 2007 effort will undoubtedly be followed by
future efforts to extend the use tax to services.

Potential as a Housing Trust Funding Source. Because
the maximum rate of the sales tax and the distribu-
tion of the revenues from the sales and use tax to spe-
cific state funds are established in the state constitu-
tion, state sales taxes are not an option for funding a
housing trust.

Although the constitution does not specifically pro-
hibit a local sales tax, the state Attorney General in
1970 ruled that local sales taxes are not allowed un-
der the Michigan Constitution. Imposition of a sales
tax for local or regional purposes would, therefore,
very probably require amending the state constitution.

Excise Taxes

Excise taxes are paid on the sale of a specific product.
The state imposes “sin taxes” on tobacco products,
beerand wine, and liquor, and an excise tax for parking
at the Detroit Wayne County Metropolitan Airport.
The legislature has authorized certain local units of
government to impose local excise taxes on utility
bills, restaurants, hotels, and automobile rental com-
panies.

A number of state and local taxes that are related to
the sales tax are of interest:

State Excise Taxes and Liquor Markup

e Tobacco products tax, dedicated to School Aid
Fund, general fund, Healthy Michigan Fund, Health
and Safety Fund, Wayne County Indigent Health
Care, and Medicaid Benefits Trust Fund (Six per-
cent of the proceeds of the tax on tobacco prod-
ucts is constitutionally dedicated to improving the
quality of health care to the residents of the state,
Art. IX, Sec. 36)

e Liquor markup, to the state’s general fund
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e Liquortaxes, dedicated to the general fund, School
Aid Fund, Liquor Purchase Revolving Fund, Con-
vention Facility Development Fund

e Beer tax, to the state’s general fund
e Wine tax, to the state’s general fund
e Mixed spirits tax, to the state’s general fund

e Airport parking excise tax, $6 million to the state
aeronautics fund; $1.5 million to the City of
Romulus; balance to Wayne County for indigent
care

Sin Taxes

A local tax of a fixed amount on a particular amount
of a particular product, such as a pack of cigarettes, is
not a sales tax and is outside the Attorney General’s
[970 ruling. Discouraging the consumption of tobacco
products and alcoholic beverages may be attractive to
state legislators who would have to pass enabling leg-
islation, to county commissioners or other elected
officials who would have to place the issue on the lo-
cal ballot, and to voters who would have to approve
the new tax. There is no logical nexus to housing. Ina
tourist area, it may be expected that a significant pro-
portion of these excise taxes would be paid by non-
residents.

Local Excise Taxes

e Accommodations taxes, in counties under
600,000 population, to a special fund for use by a
county or an authority organized under state law;
in counties over 750,000 population, to a Conven-
tion Facility Development Fund for distribution to
units of local government with excess to the gen-
eral fund for distribution to qualified units of local
government

e Convention and tourism marketing fees, to con-
vention bureaus

e Stadium and conven-
tion facility taxes, to a

tion with a city over 40,000 to levy up to 5 percent on
the amount charged transient guests for lodging in any
hotel or motel. The tax may be adopted by ordinance
passed by the county board of commissioners. As of
2006, Calhoun, Genesee, Ingham, Kalamazoo, Kent,
Muskegon, Saginaw, and Washtenaw counties levied
this tax. The revenues from the accommodations tax
may be used only for the following:

e The cost of administration and enforcement of the
ordinance

e Financing the acquisition, construction, improve-
ment, enlargement, repair or maintenance of con-
vention and entertainment facilities

e Annual rent payable to an authority organized to
acquire, construct, improve, enlarge, repair, or
maintain convention and entertainment facilities
and lease them to the county

e Promotionand encouragement of tourist and con-
vention business in the county

e Payment on bonds issued by or on behalf of the
county to finance construction of a museum, or
rent payable to an authority organized to construct
a museum and lease it to the county, only if the
museum is in a city with a population of 180,000
or more (Grand Rapids qualifies)

In counties over 750,000 population, the hotel-mo-
tel tax authorized by PA 106 of 1985 allows different
rates on different sized hotels in different locations
(See Figure 2).

Revenues from this tax have been used to repay Cobo
Hall expansion bonds.

Potential as a Housing Trust Revenue Source An ac-

commodations tax has the advantage, from a local
resident’s perspective, of falling almost exclusively on

special fund of the mu-

T Figure 2
nicipality

e Uniform city utility us-

ers’ excise tax, to hire or Number
retain police officers of Rooms
) 81-160
Accommodations Taxes
|61 or more

PA 263 of 1974 allows coun-
ties under 600,000 popula-

Authorized Accommodation Tax Rates by Jurisdiction and Facility Size

Rate in Rate in Out-Wayne,
Detroit Oakland, and Macomb
3% [.5%
6% 5.0%
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non-residents. Because a law already exists, an
amendment could be proposed to allow a narrowly
defined class of counties, or any county, or group of
counties, to impose an accommodations tax by adop-
tion of an ordinance by the county commission and
affirmative vote of the people, and to dedicate the rev-
enues to a housing trust.

There is no particular nexus to housing. In a tourist
area, this tax would fall primarily on non-residents.

Stadium and Convention Facility Tax The stadium
and convention facility tax (PA 180 of 1991) is an op-
tional tax, available to select cities and counties, on
the privilege of operating restaurants, hotels, and au-
tomobile leasing companies. The tax, adopted by or-
dinance and approved by the voters, may not exceed
one percent of the gross receipts of hotels and res-
taurants and two percent of automobile leasing com-
panies. Wayne County voters approved this tax on
hotels and automobile leasing companies only, in [996;
it produced $6,053,309 in 2006-07.

Potential as a Housing Trust Revenue Source The Sta-
dia or Convention Facility Development Act (PA 180
of 1991) could be amended to allow the same tax rate
and base—not to exceed one percent on the gross re-
ceipts of restaurants and hotels and not to exceed two
percent on the gross receipts of automobile leasing
companies—to be adopted by counties or groups of
counties, for funding a housing trust instead of for sta-
dia or convention facilities. Obviously, the name of
the tax, as well as the taxing authority and disposition,
would have to be modified.

Uniform City Utility Users’ Excise Tax The uniform
city utility users’ excise tax is limited to Detroit, which
imposes the maximum five percent rate. This tax is
imposed on telephone, electric, steam, and gas usage
and revenues must be used to hire or retain police of-
ficers. This is a regressive tax, but somewhat related
to housing. Itis paid by resident individuals and busi-
nesses, but is easy to collect, being included on
monthly utility bills and collected by utility compa-
nies and then paid by the companies to the city. De-
troit collected about $51 million from this tax in
FY2007.

Use of this revenue source would require adoption of
state enabling legislation, adoption of local ordi-
nances, and a vote of the people.

Property Taxes

State Property Taxes

In Michigan, property taxes are imposed by both the
state and local governments. The state imposes a 6-
mill state education tax and a real estate transfer tax.

The state utility property tax is levied in lieu of other
general property taxes on the taxable value of all
property of telephone and telegraph, railroad car, car
loaning, sleeping car, and express car companies in
Michigan.

The estate tax is no longer in effect.

Local Property Taxes

Property taxes are the traditional way of funding local
government in Michigan. Counties, cities, villages,
townships, and school districts, as well as some spe-
cial authorities, are authorized to levy general prop-
erty taxes on real and personal property. According
to the state constitution, the property tax rate may not
exceed |5 mills, or 18 mills in counties with separate,
voter-fixed allocations, without voter approval (these
limitations were reduced by the number of mills allo-
cated to school districts in 1993). The Limitation may
be increased up to 50 mills with voter approval, with
the following exclusions:

e Debtservices forall faith and credit obligations of
local units

e Taxesimposed by units having separate tax limita-
tions provided by charter of general law (cities, vil-
lages, charter townships, charter counties)

e Taxes imposed by certain districts or authorities
having separate limits (charter water authorities,
port districts, metropolitan districts, downtown
development districts)

e Certain taxesimposed by municipalities for special
purposes (garbage services, library services, services
to the aged, police and fire pension funding)
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The property tax rate is further limited by the Headlee
Amendment; growth in the property tax base, on a
parcel basis, is limited by Proposal A.

Other revenues related to property taxes include:

e Advalorem special assessments
e Mobile home trailer coach tax

e Commercial forest tax

e Private forest tax

e Industrial facilities tax

e Obsolete properties tax

e Neighborhood enterprise zone facilities tax
e Enterprise zone facilities tax

e Commercial rehabilitation tax

e Low gradeiron ore specific tax

e County real estate transfer tax

Potential as a Housing Trust Funding Source. Prop-
erty taxes are a familiar and traditional funding source
for local government. Thereis clear nexus to housing.
Collection can be administered easily by cities and
townships. The tax burden is on property owners, and
the electors would have to approve any increase in the
existing authorization.

The most direct and traditional way to fund a housing
trustin Michigan would be to obtain state enabling leg-
islation that defines and designates countywide or
multi-county housing trusts as taxing authorities with
a maximum property tax rate contained in the statute.
This tax would be outside the constitutional 50-mill
limitation. After the legislation became effective, the
regional authority or county commissioners (depend-
ing on the provisions of the statute) would have to
place the issue on the ballot in the affected counties.
An affirmative vote of the people would be required
for the new, dedicated property tax.

The attraction of a property-related tax for financing a
housing trust includes nexus and, if it can be piggy-
backed on an existing tax, ease of collection. The chal-
lenge is the potential for strong, organized opposition
by those who believe property taxes are already too
high. Many of the taxes in the above list were adopted
to provide property tax relief to businesses or neigh-
borhoods.

Creation of a regional or county affordable housing
trust with independent property taxing authority
would require enabling legislation, followed by a vote
of the people to approve the tax. Neither of these
requirements is likely to be met.

Counties could agree to allocate a portion of their
existing property tax revenues to a housing trust. At
the present time, however, the extreme fiscal pres-
sures on local governments and on residents, as well
as the unpopularity of the property tax, diminish the
probability that a new or redirected property tax would
be made available.

Cities, villages, and townships “sell” their delinquent
property tax rolls to the county, which manages the
delinquent collection and tax sale process. It may be
worth investigating the possibility that counties par-
ticipating in a housing trust would be willing to dedi-
cate delinquent property tax fees and charges in ex-
cess of county costs to the housing trust. Fees and
charges could be increased specifically to accommo-
date the new funding.

Real Estate Transfer Taxes

Real estate transfer taxes are a popular revenue source
for land trusts across the country. These taxes are im-
posed on written instruments that convey any inter-
est in real property, whether commercial or residen-
tial, with some exemptions. In Michigan, real estate
transfer taxes are currently imposed by both the state
and by counties. The state rate is $3.75 per $500 or
fraction thereof of total value, and revenues are de-
posited to the State School Aid Fund. The county rate,
other than Wayne County, is 55 cents per $500 or frac-
tion thereof of total value and revenues are depos-
ited to the general fund of the county. In Wayne
County, the rate is no more than 75 cents per $500 or
fraction thereof of total value.

Potential as a Housing Trust Funding Source. In 2001,
the state-imposed portion of the real estate transfer
tax was considered as a possible dedicated funding
source by advocates for the proposed state housing
fund. Because the revenues from the state real estate
transfer tax are statutorily earmarked for the State
School Aid Fund, and because the enabling act was
promulgated as part of Proposal A, specifically to fund
the State School Aid Fund, it was recommended that
other options be explored.
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A county-wide or multi-county housing trust could
target the county portion of the real estate transfer
tax. This could be done in one of several ways:

¢ Amend the enabling legislation to allow counties
to increase the rate of the tax (perhaps up to the
rate allowed in counties of over two million popu-
lation) and dedicate the additional revenues gen-
erated by theincrease in the rate to a housing trust.

e Amend the enabling legislation to require the
dedication of all ora portion of the existing county
tax to a housing trust, if the county supports or
participates with other counties to support, a
housing trust.

¢ Annual allocation by the County Commission of
all or a portion of the existing tax revenues to a
housing trust. Without a permanent commitment,

this budget allocation would have to be repeated
annually.

The real estate transfer tax is related to housing, and
the tax burden is on property sellers. County collec-
tion is administered by the county treasurer. State en-
abling legislation would be required for an additional
charge that was dedicated to a housing trust, but coun-
ties could voluntarily agree to allocate a portion of
their existing real estate transfer tax revenues to a
housing trust.

In February, 2009, State Rep. Robert Jones (D-
Kalamazoo) reintroduced a bill that would require that
counties that establish a housing trust fund for the
homeless, increase the real estate transfer tax by 25
cents foreach $500 of value, and earmark the revenues
to fund the county housing trust fund. The text of that
bill is as follows:

House Bill No. 4171

EXISTENCE.

February 5, 2009, Introduced by Reps. Robert Jones, Melton, Bettie Scott, Donigan, Espinoza, Haugh, Mead-
ows and Stanley and referred to the Committee on Intergovernmental and Regional Affairs.

A bill to amend 1966 PA 134, entitled “An act to impose a tax upon written instruments which transfer any
interest in real property; to provide for the administration of this act; and to provide penalties for violations of
thisact,” by amending sections 4 and 9 (MCL 207.504 and 207.509), section 4 as amended by 1980 PA 413.

THE PEOPLE OF THE STATE OF MICHIGAN ENACT:

Sec. 4. (1) Thetax shall be at therate of 55 centsin acounty with a population of lessthan 2,000,000 and not
more than 75 cents as authorized by the county board of commissioners in a county with a population of
2,000,000 or more for each $500.00 or fraction thereof of the total value.

(2) IFA COUNTY ESTABLISHESA HOUSING TRUST FUND FOR THE HOMELESS UNDER
SECTION 58E OF THE STATE HOUSING DEVELOPMENT AUTHORITY ACT OF 1966, 1966 PA
346, MCL 125.1458E, BY RESOLUTION, THEN THE TAX RATE DESCRIBED IN SUBSECTION (1)
SHALL BE INCREASED BY 25 CENTS FOR EACH $500.00 OR FRACTION THEREOF OF THE
TOTAL VALUE FOR AS LONG AS THE HOUSING TRUST FUND FOR THE HOMELESS IS IN

(3) A written instrument subject to the tax imposed by this act shall state on itsface the total value of the real
property or there shall be attached to the instrument an affidavit declaring the total value of the real property.
Theform of the affidavit shall be prescribed by the state tax commission. In the case of the sale or transfer of a
combination of real and personal property the tax shall be imposed only upon the transfer of the real property,
if thevalues of thereal and personal property are stated separately on the face of theinstrument or if an affidavit
is attached to the instrument setting forth the respective values of the real and personal property.
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PA 346, M CL 125.1458E.

Sec. 9. (1) AHEXCEPT ASPROVIDED IN SUBSECTION (2), ALL revenue received under this act
shall be deposited in the treasury of the county where the tax is collected to the credit of the general fund.

(2 THE ADDITIONAL TAXESLEVIED AND COLLECTED UNDER SECTION 4(2) SHALL BE
USED ONLY TO FUND THE HOUSING TRUST FUND FOR THE HOMELESS ESTABLISHED UN-
DER SECTION 58E OF THE STATE HOUSING DEVELOPMENT AUTHORITY ACT OF 1966, 1966

Avery similar bill was introduced by Rep. Jonesin 2008
and failed to make it out of committee. While sup-
ported by homeless advocacy groups, the bill was
opposed by lawmakers who characterized it as a tax
increase and an added burden on home sales and
home building. Further, the bill as introduced would
notbe applicable to housing trusts that are established
to increase the supply of affordable housing for the
working poor, seniors, students, or others.

At the present time, the extreme fiscal pressures on
local governments and on residents diminish the prob-
ability that all or a portion of the existing real estate
transfer tax would be made available for a housing
trust. Anincrease in the tax rate, with the resulting rev-
enue dedicated to a county or regional housing trust,
could be authorized by amending the state enabling
act. Thisis the approach attempted by HB 4171, which
would restrict the revenue raised to housing trusts for
the homeless.

The steep decline in the number of real estate sales
andin the value of properties has, temporarily at least,
diminished the productivity of this potential revenue
source in many regions of the state.

Ad valorem special assessments A special assess-
ment is a specific levy designed to recover the cost of
improvements that confer local and peculiar benefits
on a property within a defined area. Ad valorem spe-
cial assessments, assessments based on the value of
property, may be imposed for a number of purposes,
including public improvements and street lighting,
police and fire equipment and operations, and storm
water retention basins. The rate of a special assess-
ment is determined by dividing the cost of the public
improvement or service being financed by the taxable
value of the special assessment district, within con-
straints set by law. Special assessments convention-

ally are used for infrastructure improvements such as
streets, street lighting, sidewalks, and sewers. PA 197
of 1975 (MCL 125.1662) provides that special assess-
ments are one of the financing tools that may be used
by downtown development authorities for the con-
struction or renovation of facilities, existing buildings
and multi-family dwellings. Thus, there may be some
potential for limited use of this tool to develop af-
fordable housingin very special cases, such as the con-
struction and renovation of dwellings, butitis not suit-
able for the operating cost of a housing trust nor for
county- wide or multi-county support of a housing
trust.

Transportation Taxes

Transportation taxes are levied on items used for trans-
portation, such as gasoline, and are earmarked for
transportation. Transportation related taxes include
the following state revenue sources:

e Motor vehicle registration tax, to the Michigan
Transportation Fund

e Gasoline tax, to the Michigan Transportation Fund

e Diesel fuel tax, to the Michigan Transportation
Fund

e Liquefied Petroleum gas tax, to the Michigan Trans-
portation Fund

e Motor carrier fuel tax, to the Michigan Transporta-
tion Fund

e Watercraft registration tax, to the Michigan Con-
servation and Legacy Fund, Waterways Account

e Aviation gasoline tax, to the State Aeronautics
Fund

e Motor carrier single state registration tax, to the
Michigan Transportation Fund and Truck Safety
Fund
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e Snowmobile registration tax, to the Michigan Con-
servation and Legacy Fund, Snowmobile Account

e Aircraft weight tax, to the State Aeronautics Fund

Potential as a Housing Trust Funding Source. Article
IX, Section 9 of the 1962 Michigan Constitution dedi-
cates transportation taxes to transportation uses. Itis
very unlikely that the dedication of state transporta-
tion taxes exclusively to transportation purposes could
be challenged successfully by a proposal to use a
transportation tax for housing purposes.

There are no local transportation taxes in Michigan. If
there were local taxes associated with transportation,
they would be used to fund road repairs or for other
transportation purposes.

Other Potential Public Sources of
Revenue for a Housing Trust

Development Impact Fees

In New Jersey, local governments have been able to
create local affordable housing trusts funded by the
collection of impact fees on developers.

Traditionally, impact fees are one-time fees levied by
a local government on new residential, commercial,
and/or industrial development to help pay for new or
expanded infrastructure (water and sewer facilities,
roads, parks, schools, police and fire buildings, Librar-
ies, etc.) required by the development. These impact
fees may not be used for operations and cannot be
added to general revenues. A series of court cases
have established that the fees must be applied to all
parties on the same basis, that there must be a rea-
sonable connection between the fee charged to the
developer, the needs generated by the development,
and the benefits produced for the development.

Michigan PA 451 of 1994 allows municipalities to use
impact fees to increase the costs of landfills. The act
authorizes a municipality to impose an impact fee of
not more than 10 cents per cubic yard on solid waste
that is disposed of in a landfill located in the munici-
pality, that is used by the public, and that is used to
dispose of solid waste collected from two or more
persons. A municipality may also impose an impact
fee of not more than [0 cents per cubic yard on mu-
nicipal solid waste incinerator ash that is disposed of

in a landfill located in the municipality. The revenue
collected may be deposited in the municipality’s gen-
eral fund to be used for any purpose that promotes
the public health, safety, or welfare of citizens, or may
be deposited into a trust fund and used for any pur-
pose that promotes the public health, safety, or wel-
fare of citizens.

In Michigan, PA 110 of 2006 allows local government
to impose fees for zoning permits:

“The legislative body (of the local unit of govern-
ment) may require the payment of reasonable fees
for zoning permits as a condition to the granting of
authority to use, erect, alter, or locate dwellings,
buildings, and structures, including tents and rec-
reational vehicles, within a zoning district estab-
lished under this act.”

Anargument could be made that construction or reno-
vation of affordable worker housing is part of the in-
frastructure necessary to support new development.
Local units of government could then agree to include
ahousing trust funding fee in the developmentimpact
fees and dedicate the revenue from that portion of the
fee to the housing trust.

Development fees are clearly related to housing, and
the collection process does not present problems.
Impact fees are usually effective where there is de-
mand for additional development, and may not be a
reasonable funding source in many areas where afford-
able housing is needed. Further, obtaining agreement
among all local units of government could be a sig-
nificant challenge, especially if one or more units dis-
cerned a competitive advantage in not charging the fee.

Impact fees raise the cost of development, and can
affect location decisions for new development. At the
present time, construction of new homes, offices, and
factories has been curtailed, little impact fee revenue
is being generated, and local governments in Florida
and Arizona are considering reducing or suspending
impact fees to stimulate development.

Density Bonuses

In areas where demand for development s strong, and
where local officials are committed to the mission of
ahousing trust, density bonuses can be used. As noted
previously, the City of Ann Arbor Housing Trust Fund
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is primarily funded by fees from developers who take
advantage of density bonuses that allow additional
density if a certain amount of affordable units are in-
cluded orif the developer makes a contribution to the
housing trust.

There is strong nexus to housing. No enabling legisla-
tion is required; no vote of the peopleis required. This
could be a reasonable source of funding in areas with
strong housing demand.

Fines

Population loss has resulted in vacant housing units
across the state. Further, in some areas of the state,
the mortgage foreclosure crisis has resulted in a sig-
nificant number of bank owned properties. Many of
these properties are being purchased in bulk by inves-
tors. It is in the community’s interest to ensure that
these foreclosed properties, as well as other vacant
properties, be maintained in a condition that is safe and
that does not adversely affect the neighborhood.
Fines on owners of blighted property could be set at
an amount that offsets the cost of inspections, hear-
ings, and administration of the process, and that in-
cludes a portion that is dedicated to a housing trust.

Communities could also adopt rental unit inspection
requirements, with fines on owners of properties that
fail to meet minimum standards. Fines could be set
atanamount that offsets the cost of inspections, hear-
ings, and administration of the process, and includes a
portion that is dedicated to a housing trust. Revenue
from this source could be used by a housing trust for
operations, grants, and loans.

In communities with large numbers of vacant housing
units and large numbers of rental properties, inspec-
tion and enforcement costs may be significant. Par-
ticularly in the current fiscal environment, strong po-
litical will and public support would be needed to
dedicate a portion of fee and fine revenues from a
community’s general fund to a housing trust.

Sale of Public Property

Although the real estate market is now very weak, de-
mand will, at some time, strengthen. At that time, an
inventory of state, county, or local government owned
property may identify some that is not required for
government purposes. The proceeds from the sale of

excess property, or from property held by a land bank,
could be used to fund a land trust.

County Debt

Local governments in Michigan may sell limited tax
bonds, which are repaid from existing general revenues.
These bonds do not require voter approval, because
they are not repaid from an unlimited property tax.
However, because they are repaid from existing rev-
enue streams, limited tax bonds reduce resources
available for general county services.

Local governments in Michigan may sell unlimited tax
bonds with voter approval. These bonds are repaid
from a property tax that is in addition to the county’s
operating levy,and must be within the county’s [0 per-
cent debt limit.

PA 18 of 1933 (Ex. Sess.) is “An act to authorize any city,
village, township, or county to purchase, acquire, con-
struct, maintain, operate, improve, extend, and repair
housing facilities; to eliminate housing conditions
which are detrimental to the public peace, health,
safety, morals, or welfare; and for any such purposes
to authorize any such city, village, township, or county
to create a commission with power to effectuate such
purposes, and to prescribe the powers and duties of
such commission and of such city, village, township,
or county; and for any such purposes to authorize any
such commission, city, village, township, or county to
issue notes and revenue bonds...to provide for coop-
erative financing by 2 or more commissions, cities, vil-
lages, townships, or counties or any combination
thereof...”

Counties may establish housing commissions, but in
the incorporated areas of a county that commission
has only the functions, rights, powers, duties, and Li-
abilities that are provided in a contractual agreement
between the county and the incorporated area. Funds
for the operation of the commission may be granted
or loaned by the county. Housing commissions estab-
lished under this statute own and operate housing
projects, and may sell revenue bonds that are repaid
from the revenues from the operation of the housing
project or combined projects. Multiple counties may
establish a cooperatively financed housing commis-
sion which may sell revenue bonds.
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PA 18 of 1933 (Ex. Sess.) may provide the basis for a
new approach to affordable housing based on a multi-
county structure that has the authority to sell revenue
bonds and that contracts with a housing trust to in-
crease the number of affordable housing units.

Metropolitan Council Property Tax or Fee

The Metropolitan Councils Act, PA 292 of 1989, allows
a voluntary association of counties, townships, cities,
or villages to plan for growth and development, im-
prove the quality of the communities’ life, and coor-
dinate governmental services. A Metropolitan Coun-
cilmay plan, promote, finance, issue bonds for, acquire,
improve, enlarge, extend, own, construct, replace, or
contract for publicimprovements and services, includ-
ing but not limited to, the following:

e Water and sewer
e Solid waste collection, recycling, and disposal

e Parks, museums, zoos, wildlife sanctuaries, and
recreational facilities

e Special use facilities

e Ground and air transportation and facilities
e Economic development and planning

e Higher education

e Community foundations

A Metropolitan Council may require each participat-
ing local government to contribute annually an
amount up to 0.2 mills of the taxable value in that unit,
may levy a tax in the council area of not more than 0.5
mills, and may issue bonds.

Revenues from the tax levy and membership fees may
be used for the operation of the council and/or may
be pledged to the repayment of bonds. Although it
has not been done, a Metropolitan Council that ob-
tained voter approval of the legislatively authorized
0.5 mill could dedicate all or part of the revenues to a
housing trust. Alternatively, the Metro Council could
dedicate all or part of its revenues to a Community
Foundation in which a housing trust was established.
The Community Foundation could also solicit tax
advantaged donations to a housing trust endowment
fund. The revenues from the 0.5 mill tax and the in-
terest from the endowment fund, as well as other rev-

enues, could be used for the operations of the hous-
ing trust, for grants, and/or for a revolving loan fund to
support affordable housing.

Alternatively, a Metropolitan Council could dedicate
all or part of the 0.2 mill membership fee to a housing
trust, or to a Community Foundation for the opera-
tion of a housing trust.

If maximum authorized metro council revenues were
pledged to debt repayment and operations, or if the
use of funds for a housing trust were challenged, con-
sideration could be given to amending the enabling
act. PA 292 of 1989 could be amended to specifically
allow the use of all or part of the tax to support a
metropolitan housing trust, and/or increase the maxi-
mum potential tax rate with the incremental amount
to be available for, or dedicated to, a metropolitan
housing trust. If anincrease were authorized by state
law, voter approval would be required to impose the
increase in the metropolitan council region.

Revenues that flowed from this source could be used
for operations, grants, and loans.

MSHDA

State and local governments may issue tax exempt
bonds for public, and limited private, purposes. Be-
cause theinterest earned on this debtis not taxed, the
interest rate paid can be lower than the interest rate
on taxable debt.

Each state’s annual issuance of housing bonds and
other qualified private activity bonds is limited: the
2009 Limit is $90 times the state population, with a
state minimum of $273,270,000. The proceeds from
tax exempt housing bonds (mortgage revenue bonds
and multi-family housing bonds) finance low interest
mortgages for lower income first time home buyers
and production of apartments that are affordable for
lower income families. MSHDA's operating expenses
and loans to private developers are financed primarily
through the sale of tax exempt housing bonds
(MSHDA also manages a number of federally funded
housing programs). The 400 multi-family develop-
ments that MSHDA has financed since 1970 are pri-
vately owned and privately managed within MSHDA
guidelines.
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MSHDA also provides grants to community-based
nonprofits and local governments for programs that
promote homeownership for low income families.
MSHDA, which contributed funding for the Kalamazoo
Housing Trust, could be a source of funding for other
county or regional housing trusts, perhaps onamatch-
ing basis. This would allow the state agency to lever-
age state resources by matching those funds gener-
ated by local housing trusts, as lowa and Massachusetts
do, and would address concerns that scarce state re-
sources would be diverted to support another layer
of administration.

State Legal Settlements

The disposition of settlements from successful state
lawsuits is now determined by the elected state At-
torney General. In some cases, the appropriate ben-
eficiary of a settlement is obvious, as in the $24.5 mil-
lion settlement against Tyco International, Ltd. In that
case, the company was sued for artificially inflating
stock prices and subsequently causing the state’s pen-
sion funds to lose millions of dollars; settlement pro-
ceeds will go to the State of Michigan Retirement Sys-
tems. In other cases, the settlement may not be in
cash, or the state is not the aggrieved party. In the
Countrywide Mortgage case, settlement money was
sent to the United Way in communities most affected
by mortgage foreclosures, to foreclosure workshops,
and to people who lost homes as a result of
Countrywide’s mortgage practices.

Proposed legislation (House Bill 4799) would dictate
that settlement receipts be deposited immediately to
the state treasury and would not be available for dis-
bursement until appropriated. The Attorney General
is opposing the bill.

The proposed legislation could be modified to pro-
vide that, in those cases in which the aggrieved party
is not obvious, lawsuit settlement receipts would be
directed (perhaps through MSHDA) to regional or
county housing trusts on a formula basis to support
affordable housing programs.

The purpose of the billis to transfer authority over the
decision on disbursement of settlements from the at-
torney general to the legislature, which would have to
approve the appropriation of funds. If it appears at all
likely that HB 4799 has a chance of passage, it is ex-

pected that numerous potential beneficiaries will be
competing for consideration.

Potential Private Sources

Donations

A housing trust established as a 501 (c)(3)non-profit
organization could solicit tax advantaged donations
from individuals, foundations, and corporations. As
noted, the Michigan Business Tax and the state Income
Tax statutes could be amended to provide additional
state tax advantages for donations to a housing trust.

A housing trust located in a community foundation
would have an advantage in obtaining private dona-
tions due to the state tax credit for donations to com-
munity foundations (PA 281 of 1967 Sec. 261; MCL
206.261)). Donated funds could be used for opera-
tions, grants, or for loans.

Donations may not, however, constitute a dependable
source of long-term financing.

Income Tax Refunds

The State Income Tax Act (PA 281 of 1967) was
amended to include a provision that contributions of
$5, $10, or more of an individuals tax refund may be
credited to the state housing and community devel-
opment fund. Thisis not a tax credit, but an individual
donation, made from the amount of tax overpayment
that would otherwise be refunded to the individual or
from the amount owed. The state could allow tax re-
fund donors to designate a regional or county hous-
ing trust to receive donations. Revenue from this
source, while probably very small, could be used for
operations, loans, or grants.

Arbitrage

The Michigan Interfaith Trust Fund solicits funds from
socially conscious investors to whom it pays very low
rates of interest for the use of those funds. It then
lends that money to developers of affordable hous-
ing at a higher, but still reasonable, rate. As the devel-
opers repay the loans, the Trust Fund is able to repay
investors and use the incremental interest payment to
support its operation.

In July 1976, valuable oil and gas reserves were discov-
ered on property owned by the Traverse City Rotary
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Club and used as a Boy Scout camp. The Rotary Club
established a foundation, Rotary Charities, to manage
the oil and gas revenues for the benefit of the region.
Rotary Charities of Traverse City has as its mission “to
improve the well-being of the five-county Grand
Traverse region through challenge and matching grants,
promoting philanthropy and sustainability while lead-
ing pro-active initiatives that demonstrate innovation,
collaboration and measurable outcomes.” According
to their website, only the interest income from the
principal of the trust funds is used for grants, and that
has averaged about $I million in recent years.

A housing trust serving all or part of the five-county
area could request a loan from Rotary Charities, or
from other entities (reLigious or secular) who may be
interested in socially conscious investing, to be repaid
at a very low rate of interest. The housing trust could
thenre-loan those funds for low—income housing at a
somewhat higher rate of interest. Repayment of the
loans by developers of low income housing would al-
low payment of the principal and interest due to Ro-
tary Charities or other investors, and, if the volume

were sufficient, the spread on the loans could fund the
administration of the housing trust. This strategy could
be used to increase the amount of low cost loans that
are available, but, because of repayment requirements,
would probably not provide funding for grants.

Interest from Real Estate Trust Accounts

Afundin the State of Wisconsinis supported by dedi-
cated payments from interest earned on accounts that
real estate brokers are required to establish and into
which any down payments or other money paid to the
broker must be deposited. This program was estab-
lishedin 1993 and is known as the Interest Bearing Real
Estate Trust Accounts Program (IBRETA). The state
collects between $200,000 and $300,000 annually
from this source and uses the proceeds for programs
to support homeless people.'® Asimilar program could
be adopted in Michigan at the state, region, or county
level and could be expected to provide increasing rev-
enues as the real estate market recovers. Revenues
from this source could be used for operations, loans,
or grants.

' Victoria Frank, Jennie Mauer, Sean Moran, William
Sierzchula, and Kim Zamastil, Robert M. La Follette School
of Public Affairs, University of Wisconsin-Madison, Spring
2008, Housing Trust Funds and Wisconsin: Funding for Lead
Hazard Control.
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Summary and Conclusions

Economies Are Regional

Michigan is a large and complex state, with numerous
metropolitan areas that have different strengths and
needs. Predominant economic influences include au-
tomobile production, furniture production, university
and research, government and state institutions (pris-
ons), agriculture, and tourism. Population densities vary;
population growth rates vary; population age segments
vary. Property values vary. Educational attainment lev-
els vary. Transportation assets vary. Employment op-
portunities vary. Condition of infrastructure varies. Ex-
pectations of government vary. These variations are
strengths that increase the attractiveness of different
regions to different individuals and businesses. They
also establish different contexts and conditions for ad-
dressing the need for affordable housing.

Because the ability of the state government to fund the
Michigan Housing and Community Development Trust
is limited, and the need for affordable housing exceeds
the ability of MSHDA to provide funding, the state
should consider empowering county and regional au-
thorities to use local resources and expertise to create
and support housing trusts. These substate housing
trusts could address regional needs, help to build aspe-
cial sense of place, and foster competitive, diverse,
unique communities where people want to work, live,
andinvest. Facilitating county or regional housing trusts
could allow counties and regions to complement and
supplement state efforts in ways that are innovative and
entrepreneurial, and that reflect the special assets and
challenges of those areas.

Because the economic, political, and demographic con-
ditions in Michigan’s regions vary so much, state legis-
lation that provides a variety of funding options for
housing trusts would increase the probability that coun-
ties and groups of counties could select the options that
work best for the unique conditions in that area.

A combination of revenue sources may be the best
strategy for funding a housing trust. Anincrease inan
existing tax, based on amending an existing statute
(and, in some regions, paid primarily by tourists and
visitors), may be more palatable to legislators and to
voters than anincrease in the property tax. Donations

and arbitrage can be important sources of operating
revenues.

Conclusion

In Michigan, the state and local governments are suf-
fering from the effects of the near decade-long Michi-
gan recession, which has eroded revenues and in-
creased needs. The combined effects of the recession
and economic restructuring guarantee that existing
state and local revenues will be inadequate to main-
tain existing services and infrastructure for the fore-
seeable future, forcing cuts in public services or ne-
cessitating tax increases to maintain current service
levels. The Michigan Constitution requires voter ap-
proval of new local taxes, but extraordinarily high un-
employment, reduced asset values, high foreclosure
rates, and economic uncertainty make voter approval
of any new taxes very unlikely.

Governments at all levels have recognized the need
to increase the supply of housing that is affordable for
low income families and individuals. While the prob-
ability of a voter approved new tax to supporta county
orregional housing trust seems small, a variety of pos-
sible revenue streams has been identified. Some re-
quire enabling legislation and a vote of the people;
others require political will. Some require nonprofit
organizations to act in ways that may be unfamiliar to
their directors and trustees.

State concerns may include a desire to retain control
of funding for affordable housing, to ensure equitable
geographic distribution of funding. At the state level,
there may be some concern about regional ap-
proaches, in that regions that do not have the greatest
need may be best able to develop regional coopera-
tion, while regions with the greatest need will be un-
able to overcome the reluctance of wealthier com-
munities to share resources with poorer communities.
Other concerns may focus on the possibility that some
metro regions may find it easier to organize a regional
approach than non-metro areas.

At the county or regional level, there may be concern
that state resources could be redirected away from
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regions that are successful in raising additional funds
to increase the supply of affordable housing.

In order to ensure cooperative and complementary
state and county or regional efforts, the state could
initiate a matching program that rewards county or re-
gional housing trust programs that raise public or pri-
vate funds for low income housing.

Affordable housing can be defended on the bases of
regional competitiveness and compassion, but it can

also contribute to the retention and attraction of cre-
ative class workers needed for economic growth and
of immigrants who are needed for population growth
and diversity. While state control of major portions
of low income housing support can ensure the equi-
table distribution of limited funds, and while coun-
ties and regions have varying capacity to address their
own needs, county and regional efforts can be struc-
tured and managed to complement and supplement
federal and state efforts, and to make the state more
competitive.
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Figure 3
Regional Housing Trust Fund, Potential Funding Source Matrix
Requires a Requires New Requires a

Potential Nexus to Constitutional Statutory Vote of the Revenue
Source Housing Amendment? Authority? People?* Potential
Income

Personal Income Tax no no yes regional large

Credit for Donation yes no yes no small

Designate Refunds yes no yes no small
Business Privilege

Michigan Business Tax no no yes regional large

Credit for Donation yes no yes no unknown
Casino Gaming Tax # no no yes yes Detroit only
Casino Gaming Fee no no no no Detroit only
Horse Race Wagering Tax no no yes regional Llimited by location
Oil and Gas Severance no no yes regional varies
Sales Related
Sales and Use Taxes no 29N yes statewide large
Tobacco Products Tax no 6% to health care yes regional large
Tobacco Tax no no yes regional large
Liquor Taxes no no yes regional large
Beer Tax no no yes regional large
Wine Tax no no yes regional large
Mixed Spirits Tax no no yes regional large
Accommodations Tax yes no yes regional varies
Utility Users’ Tax no no yes regional large
Property

Property Tax yes no yes regional large
Metropolitan Council

Property Tax or Fee yes no yes regional varies
Real Estate Transfer Tax yes no yes regional varies
Estate Tax no no yes regional unknown
Development Impact Fees yes no no no varies
Density Bonuses yes no no no varies
Blighted Property Fine yes no no no varies
Rental Inspection Fee yes no no no varies
Sale of Public Property no no no no varies
Interest from Real Estate

Trust Accounts yes no yes no varies
Transportation
Gasoline Tax no yes yes statewide large
Motor Vehicle Registration no yes yes statewide large
Other Transportation Taxes no yes yes statewide large
Other
State General Fund Appropriation no no no no currently small
MSHDA Bonds yes no no no large
State Legal Settlements no no yes no unknown
Donations yes no no no unknown
Socially Motivated Investors yes no no no unknown

*Amending the state constitution requires a statewide vote of the people; approving a regional tax requires a vote in the geographic area where
the tax will be imposed; a revenue that does not require a new or increased tax does not require a vote of the people.

+ For the revenues generated by existing state and local taxes, please refer to the Outline of the Michigan Tax System (www.crcmich.orgTaxOutline).

# Initiated Law | of 1996 allows three non-Indian, taxable casinos in Detroit. Indian casinos are not subject to state and local taxation.

" The Michigan Constitution does not specifically prohibit a local sales tax, but a 1970 state Attorney General opinion ruled that local sales taxes
are prohibited under the state constitution.

Note: selected state taxes (i.e. unemployment insurance, quality assurance assessment) have been excluded from the matrix because they were
established to fund a particular service or function, or because they cannot be applied on a substate basis (foreign insurance company retaliatory
tax, corporate organization).
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