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Audit, are the audit arm of Kansas government.  
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now cost about $10 billion a year.  As legislators 
and administrators try increasingly to allocate tax 
dollars effectively and make government work more 
effi ciently, they need information to evaluate the 
work of governmental agencies.  The audit work 
performed by Legislative Post Audit helps provide 
that information.

 We conduct our audit work in accordance 
with applicable government auditing standards 
set forth by the U.S. Government Accountability 
Offi ce.  These standards pertain to the auditor’s 
professional qualifi cations, the quality of the audit 
work, and the characteristics of professional and 
meaningful reports.  The standards also have been 
endorsed by the American Institute of Certifi ed 
Public Accountants and adopted by the Legislative 
Post Audit Committee.

 The Legislative Post Audit Committee is a 
bipartisan committee comprising fi ve senators and 
fi ve representatives.  Of the Senate members, three 
are appointed by the President of the Senate and 
two are appointed by the Senate Minority Leader.  
Of the Representatives, three are appointed by the 
Speaker of the House and two are appointed by the 
Minority Leader.

 Audits are performed at the direction of 
the Legislative Post Audit Committee.  Legislators 

or committees should make their requests for 
performance audits through the Chairman or any 
other member of the Committee.  Copies of all 
completed performance audits are available from 
the Division’s offi ce.

The Legislative Division of Post Audit supports full access to the services of State government for all 
citizens.  Upon request, Legislative Post Audit can provide its audit reports in large print, audio, or other 
appropriate alternative format to accommodate persons with visual impairments.  Persons with hearing 
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To:   Members, Legislative Post Audit Committee
 
 Representative Peggy Mast, Chair  Senator Nick Jordan, Vice Chair
 Representative Tom Burroughs Senator Les Donovan
 Representative John Grange  Senator Anthony Hensley
 Representative Virgil Peck Jr.  Senator Derek Schmidt
 Representative Tom Sawyer  Senator Chris Steineger
 
 This report contains the fi ndings and conclusions from our completed 
performance audit, Kansas Housing Resources Corporation:  Reviewing the Section 42 
Housing Tax Credit Program.

 This report also includes a recommendation for the Corporation to compare all 
proposed housing development projects to their peer proposals in each round of tax-credit 
awards, as required by State regulation.  

 We would be happy to discuss this recommendation or any other items in the 
report with you at your convenience.

      Barbara J. Hinton
       Legislative Post Auditor
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Get the Big Picture 
Read these Sections and Features: 

 
1. Executive Summary - an overview of the questions we 

asked and the answers we found. 
 

2. Conclusion and Recommendations - are referenced in 
the Executive Summary and appear in a box after each 
question in the report. 

 
3. Agency Response - also referenced in the Executive 

Summary and is the last Appendix. 
 

    Helpful Tools for Getting to the Detail 
 

 In most cases, an “At a Glance” description of the agency or 
department appears within the first few pages of the main report. 
 

 Side Headings point out key issues and findings. 
 
 Charts/Tables may be found throughout the report, and help provide 

a picture of what we found. 
 

 Narrative text boxes can highlight interesting information, or 
provide detailed examples of problems we found. 
 

 Appendices may include additional supporting documentation, along 
with the audit Scope Statement and Agency Response(s).  

Legislative Division of Post Audit 
800 SW Jackson Street, Suite 1200,   Topeka, KS 66612-2212 

Phone: 785-296-3792      E-Mail: lpa@lpa.state.ks.us 
Web: www.kslegislature.org/postaudit 
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 Section 42 low-income housing tax credits help generate 
private funding to build low-income housing.  Each year, the federal 
government gives states the authority to award a designated amount of 
10-year federal income tax credits to spur the development of low-income 
housing.  Since 2004, Kansas has been allowed to give out tax credits 
each year worth nearly $50 million or more over a 10-year period.

 The Kansas Housing Resources Corporation is responsible 
for administering the Tax-Credit Program in Kansas.  To be eligible 
for tax credits, housing developers must agree to meet certain IRS 
regulations.  Housing developers submit proposals to the Corporation, and 
offi cials evaluate them based on criteria outlined in State regulations.  The 
Housing Resources Corporation evaluates proposed low-income housing 
developments against set scoring criteria, and then ranks them against 
other proposed developments.  In addition to scored selection criteria, the 
Corporation can consider “non-point” criteria when evaluating proposed 
developments.

      Once the Corporation awards the tax credits, the developer sells 
them to private investors to generate money to build the housing units.  For 
the 2004-2007 tax credit allocations, private investors paid an average of 
85 cents for each tax credit.  The developer uses the money received from 
the sale of the tax credits to pay the cost of constructing or rehabilitating 
existing housing units.  The Corporation monitors developers to ensure 
that they continue to comply with all requirements, including rent limits.   

 In all, 93 developments were awarded $217 million in tax 
credits for 2004-2007. The developments provided slightly more than 
3,200 tax-credit-fi nanced housing units at a total cost of nearly $316 
million.  The developers used the proceeds from the Section 42 tax credits 
to offset approximately $184 million of the development costs. 

 About two-thirds of the approved developments were for new 
housing units. The Corporation receives about twice as many proposals 
to construct new housing as it does to rehabilitate existing housing.  Even 
though it approved a higher percentage of the proposed rehabilitations, 
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Overview of the Kansas Housing Resources Corporation and the 
Section 42 Housing Tax-Credit Program

Question 1: How Many and What Types of Housing Developments 
Have Been Funded in Kansas Through the 

Section 42 Housing Tax-Credit Program?
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the net result still was more new units constructed with tax credits.  On 
average, rehabilitated structures receiving tax credits tended to have more 
living units, cost less, and have lower rents than newly built structures.  
In recent years, the Housing Resources Corporation has taken steps to 
increase the number of rehabilitated developments receiving tax credits.  
Most housing units were constructed for families and the elderly.  

 For 14 developments, the Corporation didn’t compare the 
proposed development to other developments as required by State 
regulation.  For those developments, Corporation offi cials initially had 
scored the applications, compared them with other developments, and 
awarded them $19 million in tax credits.  After delays caused by such 
things as fi nancing commitments falling through or delays in transferring 
paperwork from federal housing agencies, Corporation offi cials reassigned 
the $19 million in tax credits  to other developers.  Once the developments 
originally awarded the credits were ready to proceed—on average about 
18 months later—the Corporation gave them tax credits from the current 
year’s tax-credit allocation without re-scoring them and comparing their 
applications to other applications up for consideration at the time, as 
required by State regulation. 

Recommendation

  
Question 2: Has the Program Resulted in the Location of Affordable 

Housing in Areas of the State Where It Is Most Needed?

  Federal requirements and State plans have identifi ed a number 
of areas where low-income housing is most needed.  These and other 
sources suggested that affordable low-income housing was most needed 
in the following areas of the State:

 ! Qualifi ed census tracts: the Internal Revenue Code, which governs 
the Section 42 Low-Income Housing Tax-Credit Program, requires that 
preference be given to locating tax-credit-fi nanced housing in these 
tracts, which are census tracts with at least 50% of households earning 
60% or less than the median income for the area. 

 ! Rural areas of the State: rental housing outside the State’s four major 
metropolitan areas was identifi ed as a housing priority for the elderly 
and disabled in State plans used to administer Section 42 tax credits 
from 2004-2008 and rural housing for families was an identifi ed priority 
for 2006 tax credits. 

 ! South central, north central, and northeast Kansas: A market study 
that was part of the State’s Consolidated Plan for 2004-2008, identifi ed 
these regions as having the highest need for affordable low-income 
housing.  Many of the public housing authorities we surveyed that 
reported large numbers of households waiting for public housing also 
were located in these same regions.
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  Overall, 87% of the Section 42 housing approved for 2004-
2007 was in one or more of these higher-need areas.  Overall, 81 of 
the 93 developments awarded credits for 2004-2007 were in one or more 
of the areas described above.  The rest were primarily rural family housing 
units that received tax credits in 2004, 2005, or 2007, years in which such 
housing hadn’t been identifi ed in the Corporation’s Plan as a priority need.

  Public housing authorities from 35 communities reported having 
more than 50 families on their waiting lists for public housing or waiting 
times of at least seven months.  Many of those communities have had one 
or more Section 42 tax-credit-fi nanced housing developments approved in 
their areas within the past four years.  

  However, many of the smaller communities with waiting lists 
haven’t had developments proposed.  Housing Resources Corporation 
offi cials told us it can be diffi cult for developers to build fi nancially viable 
developments in some small communities.  To increase the likelihood 
of developments in smaller communities, the Corporation recently 
increased the number of points awarded to proposals in communities with 
populations of less than 5,000. 

  Average rents charged for Section 42 Housing units were well 
below the maximum rents allowed under this Program.  In addition, 
the average rent rates for many Section 42 tax-credit housing units 
actually were lower than the rent limits set by the U.S. Department of 
Housing and Urban Development (HUD) for low-income housing.

  Conclusion

 
 Several states have additional programs or funding sources 
to supplement their low-income housing programs. All states can 
participate in the Section 42 Housing Tax-Credit Program.  To identify 
other programs and funding sources used, we obtained information from 
Colorado, Missouri, Oklahoma, Iowa, and Tennessee.  Two of those 
states have state-level tax-credit programs to help spur the construction 
of low-income housing.  Missouri has two and Tennessee has one.  Each 
program provides $11million to $12 million per year in tax credits.

 Four comparison states have housing trust funds like Kansas does, 
but their funds have anywhere from $3 million to $7 million available to 
spend each year, compared to about $230,000 in Kansas.  

Question 3: How Does Kansas Compare to Other States in Its Efforts 
To Spur Construction of Low-Income Housing?
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 All fi ve comparison states have revolving loan funds to help 
fi nance low-income housing. Kansas doesn’t have a revolving loan fund. 

 Conclusion

APPENDIX A:  Scope Statement  

APPENDIX B: Developments receiving 
low-income housing tax credits  

APPENDIX C:  Agency Response 

This audit was conducted by Laurel Murdie, Brad Hoff, and Felany Opiso-Williams.  Leo Hafner was 
the audit manager.  If you need any additional information about the audit’s fi ndings, please contact 
Laurel at the Division’s offi ces.  Our address is: Legislative Division of Post Audit, 800 SW Jackson 
Street, Suite 1200, Topeka, Kansas 66612.  You also may call us at (785) 296-3792, or contact us via 
the Internet at LPA@lpa.state.ks.us.
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Kansas Housing Resources Corporation: 
Reviewing the Section 42 Housing Tax Credit Program

As part of the Tax Reform Act of 1986, Congress authorized 
housing tax credits designed to generate private equity capital for 
the development of low-income rental housing.  The amount of 
credits each state receives is based on its population.  Each year, 
Kansas can give out tax credits worth about $50 million over a 
10-year period to developers who want to build or renovate multi-
family housing for low-income families.

The Housing Tax Credit Program moved from what was the 
Department of Commerce and Housing to the Kansas Development 
Finance Authority in 2003 when the Governor issued an executive 
order moving all housing programs to the Authority.  The 
Legislature directed the Department of Commerce and Housing 
to adopt rules and regulations setting forth an objective scoring 
matrix for awarding housing tax credits for fi scal year 2004, and 
authorized the Kansas Development Finance Authority to amend or 
supplement those rules and regulations thereafter. 

Recently, legislators have expressed an interest in knowing what 
has been accomplished by the Section 42 Housing Tax Credit 
Program under current rules and regulations.  In addition, they 
want to know whether the rental units provided under the program 
have been located in areas of the State where the highest needs 
exist.  Finally, they want to know how Kansas compares with some 
other states in the amount of assistance they provide to developers 
constructing low-income housing units.

This performance audit answers the following questions:
  

How many and what types of projects have been funded 1. 
through the Kansas Housing Tax Credit Program under 
current State law and regulations?

Has the program resulted in the location of affordable 2. 
housing in areas of the State where it is most needed? 

How does Kansas compare to other states in its efforts to 3. 
spur construction of affordable housing? 

To answer these questions, we reviewed federal program 
requirements, State regulations, and the State’s plan for allocating 
low-income housing tax credits.  We interviewed Kansas Housing 
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Resources Corporation offi cials, and reviewed and analyzed 
developers’ low-income housing tax credit applications, the criteria 
the Corporation uses to evaluate those applications, and vacancy-
rate data maintained by the Corporation.  We also toured a number 
of local housing units that were built using the housing tax credits.  

In addition, we surveyed Kansas’ public housing agencies to 
determine whether they had families waiting for low-income 
housing units, and looked at whether projects had been proposed 
or approved in those areas.  A copy of the scope statement for 
this audit approved by the Legislative Post Audit Committee is 
included in Appendix A. 

In conducting this audit, we followed all applicable government 
auditing standards set forth by the U.S. Government Accountability 
Offi ce.  Although we detected some inaccuracies in the electronic 
data the Housing Resources Corporation uses for scoring proposed 
low-income housing developments, those inaccuracies were too 
small to affect our fi ndings and conclusions.  

In addition, we didn’t try to verify the accuracy of the information 
public housing agencies reported to us on their surveys regarding 
the number of families waiting for public housing, or the average 
length of their wait.  If there are signifi cant inaccuracies in the 
reported data, that could affect some of our conclusions about 
whether projects were located in areas of need.  Our fi ndings begin 
on page 8, following a brief overview.
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Overview of the Kansas Housing Resources Corporation and the 
Section 42 Housing Tax Credit Program

Brought about by the Tax Reform Act of 1986, these low-income 
housing tax credits replaced previous housing tax credits allowed by 
the Internal Revenue Service.  Named after Section 42 of the Internal 
Revenue Code, the tax credits are used to generate funds from 
private investors to encourage the development of low-income rental 
housing. 

Each year, the federal government gives states 
the authority to give out federal income tax 
credits to spur the development of low-income 
housing.  The amount of credits each state receives 
is based on a formula that multiplies a set dollar 
amount times the number of people in the State.  
States also can receive an allotment of additional 
credits from a pool of credits unused by other states 
in previous years.

Figure OV-1 shows that, since 2004, Kansas has 
been allowed to give out tax credits each year 
worth nearly $50 million or more over a 10-year 
period.

   
The Corporation is a subsidiary of the Kansas Development Finance 
Authority.  Among other things, the Authority was created by the 
Legislature to arrange bond fi nancing for State agency projects, 
as well as fi nancing for healthcare and educational facilities.  The 
Corporation generally is responsible for housing programs in Kansas, 
including the Section 42 Housing Tax Credit Program.

To be eligible for Section 42 housing tax credits, housing 
developers must agree to meet certain IRS regulations.  
Developers must agree to designate all or a portion of the proposed 
development’s housing units for low-income tenants, and rents 
for those units must meet federal requirements.  In addition, those 
housing units must remain in the program for at least 15 years.

Developers must submit a package of required information to 
the Corporation, including details on the proposed development, 
documentation of community support for the development, detailed 
cost information, a market study of the site location, and required 
fees.  The Corporation gets about 39 applications in each award 
round.  Credits are awarded in two rounds each year—one in the 
spring and one in the fall.

Section 42 Housing 
Tax Credits Help 
Generate Private 
Funding To Build 
Low-Income Housing

The Kansas Housing
Resources Corporation 
Administers the Housing 
Tax Credit Program
In Kansas
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The Housing Resources Corporation evaluates proposed low-
income housing developments against set scoring criteria, and 
then ranks them against other proposed developments.    
Because these are federal tax credits, the Internal Revenue Code is 
the overall authority governing the Section 42 Housing Tax Credit 
Program.  

The Code requires states to develop a plan—called a “Qualifi ed 
Allocation Plan”—that describes the selection criteria and the 
process used to award the tax credits.  State regulations specify 
seven broad areas to be considered when awarding low-income 
housing tax credits in Kansas and assign a number of points to 
each category.  Additional and more detailed criteria under each 
category are spelled out in Kansas’ Qualifi ed Allocation Plan, 
which is approved by the Governor.  Figure OV-2 shows the 
scoring criteria in place for the 2008 tax credit allocations.    

Although the total number of points awarded hasn’t changed over 
the years, the Corporation has periodically adjusted the number 
of points assigned to individual selection criteria.  For example, 
for the 2006 allocation, 10 fewer points were made available to 
developments with at least one housing unit being reserved for 
the homeless, and 10 more points were given for developments 
proposing rehabilitation of existing structures.
  
Some more signifi cant changes were made for the 2008 
allocations, primarily to give even more points to those projects 
that rehabilitate existing housing, serve special needs clients, or are 
located in rural areas.  These changes are discussed in more detail 
in Questions 1 and 2.  

In addition to scored selection criteria, the Corporation can 
consider “non-point” criteria when evaluating proposed 
developments.  Non-point criteria can include such things as 
whether the developer is experienced, the reasonableness of the 
proposed development costs, comments from neighborhood 
groups and organizations, the suitability of the site, including 
environmental conditions and the economic state of the 
neighborhood, and the size of the project relative to the overall 
demand and distribution of tax credits across the State.  

A proposed development application may be accepted or rejected 
based on these non-point criteria.  Our review showed that, when 
non-point criteria were used, they most often were used to reject 
development applications.
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Once the Corporation awards the tax credits, the developer 
sells them to private investors to generate money to build the 
housing units.  For the 2004-2007 tax credit allocations, private 
investors paid an average of 85 cents for each of those tax credits.  

This means that investors would pay developers about $42.5 
million to get a total of $50 million in tax credits.  And for every 
85 cents investors spent to buy the tax credits, they could reduce 
the amount of federal income tax they owe by $1.  The investors 
are allowed to take one-tenth of the total value of the tax credits 
each year over a 10-year period.
 
The developer uses the money received from the sale of the tax 
credits to pay the cost of constructing or rehabilitating existing 
housing units.  According to records maintained by the Housing 
Resources Corporation, the amount of money a developer receives 
from the sale of the credits on average covers more than 58% of 
the housing development’s costs.  As a result, the development’s 
construction or rehabilitation costs can be less than half what they 
otherwise would have been, which should allow rents to be set at a 
lower level.

The Corporation monitors developers to ensure that they 
continue to comply with all requirements.  Once a low-income 
housing development is built using Section 42 housing tax credits, 
the Corporation monitors it to ensure that gross rents don’t exceed 
federal limits and that units are rented only to eligible tenants.  
Tenants living in housing units built with tax credits must earn 
60% or less of the median income for the area.  Reviewing the 
effectiveness of this monitoring function wasn’t part of the scope 
of this audit. 
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Total Expenses:  $5,207,595          100%    Total Funding:                         $5,865,101
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ANSWER IN BRIEF:

Question 1: How Many and What Types of Housing Developments Have Been 
Funded in Kansas Through the Section 42 Housing Tax Credit Program?

In all, 93 developments were awarded $217 million in tax credits 
through the Program between 2004 and 2007.  These developments 
provided slightly more than 3,200 housing units.  About two-thirds 
of the developments were newly constructed, and one-third were 
rehabilitations.  These rehabilitated structures tended to have more 
living units, cost less, and have lower rents.  Recently, the Housing 
Resources Corporation has taken steps to increase the number 
of rehabilitated developments receiving tax credits, primarily by 
increasing the number of points awarded to proposed rehabilitation 
projects. Overall, about two-thirds of the housing units were for 
families, one-third were for the elderly, and less than 2 percent were 
specifi cally for the disabled.  However, the total number of living units 
accessible to disabled tenants is likely much higher because new, 
ground-fl oor housing units must comply with accessibility requirements 
in the Fair Housing Act.  For 14 of the developments given tax credits 
for 2004 to 2007, the Corporation didn’t appear to follow State 
regulations requiring each proposed development to be compared to its 
peers in each particular round of tax-credit awards.  These and other 
fi ndings are discussed in the sections that follow.   

As Figure 1-1 shows, these 93 developments provided slightly more 
than 3,200 tax-credit-fi nanced housing units at a total cost of nearly 
$316 million.  To offset those costs, developers received $217 million 
in Section 42 housing tax credits.  They reported selling these credits 
to investors for an average of 85 cents on the dollar, which netted an 
estimated $184.3 million to help offset construction costs.

In All, 93 Developments 
Were Awarded 
$217 Million in 
Tax Credits for 
2004 to 2007

Figure 1-1
Number of Developments and Units Awarded Credits fo`r 2004-2007 (a)

(all dollars shown in millions)

Year
Housing

Develop-
ments

Tax-Credit 
Housing 

Units

Total 
Cost

10-year 
Value 
of Tax 

Credits

Annual 
Tax 

Credits

Estimated 
Funds from 

Sale of Credits

Estimated
% of Total 

Costs Funded 
by Credits

2007 20 712 $79.8 $50.6 $5.0 $46.1 58%

2006 21 739 $76.1 $51.8 $5.2 $43.5 57%

2005 28 883 $80.9 $56.8 $5.7 $48.2 60%

2004 24 877 $78.7 $57.8 $5.8 $46.5 59%

Total/
Avg.

93 3,211 $315.5 $217 $21.7 $184.3 58%

Source: LPA analysis of Kansas Housing Resources Corporation data. 
(a) Annual tax credit amounts shown above exclude developments that received only “additional” credits from 2004-2007, therefore the 10-year 
value and annual tax credit amounts shown above won’t equal those amounts shown in Figure OV-1.  Those additional credits totaled slightly 
more than $1 million. 

Figure 1-2 shows the counties where developments were approved 
for 2004-2007 tax credits, the number of living units, and the amount 
of Section 42 housing tax credits awarded.  Appendix B lists more 
detailed information for each development.
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Legislators requesting this audit were interested in knowing 
whether most of the developments funded with tax credits were 
new construction or rehabilitated structures.  As Figure 1-3 shows, 
of the developments receiving Section 42 tax credits from 2004-
2007, nearly two-thirds (64%) were new construction.

About Two-Thirds of the 
Approved Developments
Were for New 
Housing Units

Figure 1-3
Number of Applications for Section 42 Tax Credits, and Developments Receiving Credits 

Comparing New Construction Developments and Rehabilitated Developments
Calendar Years 2004-2007

Applications 
Received for 
Tax Credits

 Applications 
Approved for Tax 

Credits

% of 
Applications 

Approved

10-Year Value 
of Tax Credits 

Awarded
(in millions)# % # %

New Construction 130 69% 59 64% 45% $140.9

Rehabilitations 58 31% 33 36% 57% $71.6

Total 188 100%    92 (a) 100%  $212.5 (a)

Source: LPA analysis of Kansas Housing Resources Corporation data. 
(a) In total from 2004-2007, 93 developments received tax credits.  One development was excluded from this analysis because it 
had a mix of new and rehabilitated living units and we had no reasonable basis for dividing the costs. Therefore, the total number 
of approved developments and the 10-year value shown in this fi gure won’t match Figure 1-1. 

The fi gure also shows that, although the Corporation received 
about twice as many applications to construct new housing units 
as it did to rehabilitate existing housing units, it actually approved 
a higher percentage of the rehabilitation applications it received 
(57% vs. 45% for new construction).

Figure 1-4 shows the locations of the developments with new and 
rehabilitated living units. 

Figure 1-5 shows some additional comparisons between the new 
and rehabilitated housing units approved for 2004-2007 tax credits.

Figure 1-5
Comparing Units in New Construction Developments to Rehabilitated Developments

Calendar Years 2004-2007
# Developments 

Receiving
Tax Credits (a)

# of Tax-Credit- 
Financed 

Housing Units

Avg # 
Units / 
Project

Avg Cost 
Per Unit

Avg Tax Credit 
Awarded / Unit

Average Rent / Unit

1BR 2BR 3BR

New 59 1,766 30 $112,351 $79,799 $492 $569 $662

Rehab 33 1,397 42 $80,509 $51,221 $424 $516 $579

Source: LPA analysis of Kansas Housing Resources Corporation data. 
(a) In total from 2004-2007, 93 developments received tax credits.  One development was excluded from this analysis because it had a mix of 
new and rehabilitated living units and we had no reasonable basis for dividing the costs.

  
As the fi gure shows, on average rehabilitated structures receiving 
tax credits tended to have more living units, cost less, received less 
tax credits per unit, and have lower rents. 
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The Housing Resources Corporation has taken steps to 
increase the number of rehabilitated developments receiving 
tax credits.  As Figure 1-6 shows, in recent years the Corporation 
has twice increased the number of points that can be awarded to 
developments seeking to rehabilitate existing housing units.  In 
2006, it changed its scoring criteria to award 10 additional points 
to developers proposing to rehabilitate existing structures.  For 
the 2008 tax- credit allocations, it added another 25 points for 
developments involved in rehabilitating housing units.

Figure 1-6
How Scoring Criteria Have Changed Over Time To Increase 

the Number of Rehabilitation Developments Awarded Section 42 Tax Credits
Calendar Years 2004-2008

Scoring Category 2004 2005 2006 2007 2008

Preserves existing affordable housing that would be subject 
to foreclosure or default if tax credits aren’t available

10 10 10 10 10

Provides rehabilitation of existing, structurally sound, energy 
effi cient, affordable housing.

10 10 20 20 20

Involves the use of housing as part of a community 
revitalization plan, including the adaptive use of a registered 
historical building.

10 10 10 10 20

Preserves housing with a U.S. Department of Housing and 
Urban (HUD) Section 8 or U.S. Department of Agriculture 
assistance payment contract

- - - - 15

Total points possible to award to rehabilitated structures 30 30 40 40 65

% of Maximum Points (310) 10% 10% 13% 13% 21%
Source: Kansas Housing Resources Corporation Qualifi ed Allocation Plans. 

As Figure 1-7 shows, these changes appear to have resulted in 
more rehabilitation projects being approved.  The full impact of 
the changes made for 2008 is yet to be determined because the 
Corporation has awarded only about 68% of the credits it has 
available for the year.  So far, 43% of the developments approved 
for 2008 tax credits involved rehabilitated housing units. 

Figure 1-7
Percent of New and Rehabilitated Developments Awarded Credits (a)

2004—First Round of Awards for 2008 Tax Credits
New Developments Approved Rehab Developments Approved 

Year # % of total # % of total

2008 (b) 8 57% 6 43%

2007 11 58% 8 42%

2006 14 67% 7 33%

2005 18 64% 10 36%

2004 16 67% 8 33%
Source: LPA analysis of Kansas Housing Resources Corporation data.
(a)  In total from 2004-2007, 93 developments received tax credits.  One development was excluded from 
this analysis because it had a mix of new and rehabilitated living units and we had no reasonable basis for 
dividing the costs.
(b) Includes only the fi rst round of awards for 2008 tax credits.
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Most housing units were constructed for families and the elderly.  
Of the nearly 3,200 housing units constructed or rehabilitated using 
2004-2007 tax credits, almost two-thirds—or nearly 2,100—were 
categorized as being for families.  The rest were primarily for the 
elderly.  Figure 1-8 breaks this information down by new and 
rehabilitated housing units. 

Figure 1-8
Characteristics of Housing Developments Receiving Section 42 Tax Credits, 

by Type of Construction and by Tenant Type
 2004-2007

Tenant Type
# of 

Developments 
Awarded Tax 
Credits (a)

# of Tax- 
Credit 

Housing 
Units

% of 
Total 
Units

Total Cost 
(in millions)

10-Year Value 
of Tax Credits 
(In millions)

Housing Units for Families

New 27 961 30.4% $112.5 $74.1

Rehabilitated 25 1,090 34.4% $78.7 $53.1

Subtotal Family 52 2,051 64.8% $191.2 $127.2

Housing Units for the Elderly

New 28 752 23.8.% $80.2 $62.4

Rehabilitated 8 307 9.7% $33.7 $18.4

Subtotal Elderly 36 1,059 33.5% $113.9 $80.8

Housing Units for the Disabled (b)

New 4 53 1.7% $5.8 $4.5

Rehab 0 0 0% $0 $0

Subtotal Disabled 4 53 1.7% $5.8 $4.5

TOTAL (All Units) 92 3,163 100% $310.9 $212.5

Source: LPA analysis of Kansas Housing Resources Corporation data.
(a) In total from 2004-2007, 93 developments received tax credits.  One development was excluded from this 
analysis because it had a mix of new and rehabilitated living units, and we had no reasonable basis for dividing 
the costs.
(b) Although only about 2% of the units were designated specifi cally for disabled tenants, the actual # of 
accessible units is likely higher because new, ground-fl oor housing units must comply with accessibility 
requirements in the Fair Housing Act.

A State regulation governing the Section 42 Housing Tax Credit 
Program requires that each proposed development be compared to 
its peers in each round of tax-credit awards. As mentioned in the 
Overview, Corporation offi cials then have the option of using non-
point criteria to select a lower-scoring development over a higher-
scoring development.

These requirements can help ensure that the process is fair and that 
developments aren’t arbitrarily awarded tax credits.  For several 
developments awarded 2004-2007 tax credits, the process wasn’t 
followed.  We’ve summarized those instances below.

For 14 housing developments, the Corporation initially had scored  
the applications, compared them with other developments applying 
at the time, and awarded them tax credits totaling about $19 million.  
However, the construction or rehabilitation of these 14 projects was 

For 14 Developments, 
The Corporation Didn’t
Compare the Proposed 
Development To Other 
Developments As 
Required by Regulation
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delayed for a number of reasons (e.g., fi nancing commitments falling 
through, delays in transferring paperwork from federal housing 
agencies).  Corporation offi cials reassigned the original $19 million 
in tax credits to other developers. When these 14 developments 
were fi nally ready to proceed (the average delay was slightly more 
than one and one-half years), the Corporation gave them tax credits 
from the current year’s tax-credit allocation without re-scoring them 
and comparing their applications to the other applications up for 
consideration at the time, as required. 

Some of those other applications actually received higher scores 
than the scores initially assigned to these 14 developments.  We 
don’t know how these 14 developments might have compared if the 
Corporation had re-scored them based on the criteria then in effect, 
or whether the Corporation would have used non-point criteria to 
approve them.
 

We aren’t questioning the need for these developments, but 
following State regulations and the Corporation’s own process—
including documenting the basis used to approve lower-scoring 
developments—would better maintain the integrity of the tax-
credit award process. 

To help ensure that all developers who propose housing 
developments are treated equitably and that the proposed 
developments with the highest merit are awarded tax credits, 
the Kansas Housing Resources Corporation should follow State 
regulations and its written procedures for scoring projects and 
awarding tax credits.

Recommendation
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ANSWER IN BRIEF: Federal requirements and State plans for the Section 42 Low-
Income Housing Tax-Credit Program identify a number of areas 
where low-income housing is most needed, including qualifi ed 
census tracts, rural areas (primarily for the elderly and disabled), 
and north central, south central, and northeast Kansas.  Current 
waiting lists maintained by public housing authorities pointed 
to needs in these same regions.  Overall, 87% of the housing 
developments fi nanced with Section 42 tax-credits for 2004 to 
2007 were located in one of these identifi ed areas.  The rest were 
primarily rural family housing units, which hadn’t been identifi ed 
as a priority need in three of the four years we reviewed.  Over 
the past four years, Section 42 tax-credit-fi nanced housing has 
been proposed and approved in many communities with large 
waiting lists for public housing, but developers hadn’t proposed 
any developments for many smaller communities across the State.  
Corporation offi cials say it can be diffi cult to build fi nancially viable 
developments in such communities.  Average rents charged for many 
of the housing units receiving Section 42 tax-credits were well below 
federal rent limits for the Program, and in most regions were below 
rent limits set for HUD-administered, low-income housing.  These 
and other fi ndings are summarized in the sections that follow.

To identify areas of the State where affordable low-income housing 
was most needed, we reviewed federal requirements related to the 
Program, the Housing Resources Corporation’s annual Qualifi ed 
Allocation Plans for the Tax-Credit Program, and the State’s 5-year 
Consolidated Plan for program years 2004-2008.  The Consolidated 
Plan included the results of a low-income housing market study 
conducted in 2003 that became part of that Plan.  

We also surveyed public housing authorities to gather information 
about the number of low-income families on their waiting lists for 
public housing as of May 2007.  Public housing offi cials completed 
and returned 85 of the 105 surveys we sent out.  

The tenants served by tax-credit-fi nanced housing and public 
housing aren’t necessarily the same.  People eligible for Section 42 
housing must earn at or below 60% of the household median income 
in the area, while people eligible for public housing generally are 
poorer—their earnings limits are at or below 50% of the household 
median income for the area.  Nonetheless, this information can 
provide a broad indicator of where affordable low-income rental 
housing may be most needed.

Question 2: Has the Program Resulted in the Location of Affordable Housing 
In Areas of the State Where It Is Most Needed?

Federal Requirements 
And State Plans Have
Identifi ed a Number of
Areas Where Low-Income
Housing Is Most Needed



PERFORMANCE AUDIT REPORT
Legislative Division of Post Audit

07PA22  August 2007 

16

These sources suggested that affordable low-income housing was 
most needed in the following areas of the State: 

Qualifi ed Census Tracts—the Internal Revenue Code, which governs 
the Low-Income Housing Tax-Credit Program, requires that preference 
be given to locating tax-credit-fi nanced housing in something called 
“qualifi ed census tracts.”  Qualifi ed census tracts are the same 
as census tracts recognized by the U.S. Census Bureau, but are 
designated as “qualifi ed” by the U.S. Department of Housing and Urban 
Development (HUD) because at least 50% of the households in the 
tract earn 60% or less than the median income for the area.  There 
are 62 qualifi ed census tracts in Kansas, ranging from isolated small 
neighborhoods to larger areas covering several tracts.  In total, two-
thirds of the census tracts are in Wyandotte and Sedgwick Counties. 

Rural areas of the State—rental housing in rural areas (defi ned by the 
Corporation as being outside the State’s four major metropolitan areas 
of Wichita, Kansas City, Topeka, and Lawrence) was identifi ed as a 
housing priority need for the elderly and disabled in the Corporation’s 
Qualifi ed Allocation Plans for 2004-08 tax credits, and for families in the 
Plan for 2006 tax credits.

South central, north central, and northeast Kansas—the 
Corporation commissioned a consultant to conduct a market study 
assessing the regions of the State that had the highest need for 
affordable low-income housing.  The results of that 2003 study were 
included in the State’s Consolidated Plan for 2004 to 2008.  (The 
Consolidated Plan is required by the U.S. Department of Housing and 
Urban Development (HUD) to help coordinate various federal housing 
programs administered at the state level.)  This study excluded the 
major metropolitan areas of the State.

As Figure 2-1 shows, although the 
study found that affordable low-
income housing was needed in all 
parts of the State, it identifi ed south 
central, north central, and northeast 
Kansas as having the highest need 
for affordable low-income housing.  

In addition, our survey of public housing authority offi cials showed the 
greatest numbers of households waiting for public housing were in the 
larger cities within these same three regions, including Wichita, Topeka, 
and Kansas City.  (That information is shown in Figure 2-4 on page 19.)

Of the 93 housing developments awarded Section 42 housing tax 
credits for 2004 to 2007, a total of 81 developments were located 
in one or more of the areas described above.  That information is 
summarized in Figure 2-2. 

The 12 other developments were located throughout the State—seven 
in northwest Kansas, three in southeast Kansas, and two in southwest 
Kansas.  Most of these were family housing units located in   

Figure 2-1
Households in Need of Affordable Housing by Region (a)

(excludes large metropolitan areas)
Region Statewide NW NC NE SW SC SE
Number 86,624 6,293 22,922 12,068 12,274 20,042 13,025

Percent 43% 38% 45% 42% 39% 48% 39%
Source: Consultant’s 2003 market study included in Kansas’ Consolidated Plan 2004-2008.  
(a) Houshold numbers are based on 2000 Census. 

Overall, 87% of the
Section 42 Housing
Approved for 2004-07 
Was in One or More of
These Higher-Need Areas
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Figure 2-2
Number and Percent of Developments and Housing Units Meeting Federal or State Identifi ed Priorities

2004-2007

Identifi ed Priorities:
# of Developments 
meeting this need, 

out of 93 total 
developments

% of 
total

# of Tax-Credit 
Housing Units 

meeting this need, out 
of 3,211 total units

% of 
total

Housing in a Qualifi ed Census Tract 21 23% 878 27%

Housing in Rural Areas for the Elderly 18 19% 449 14%

Housing in Rural Areas for Families (a) 6 6% 278 9%

Housing in Rural Areas for the Disabled 2 2% 18 1%

North Central Kansas 17 18% 685 21%

South Central Kansas 31 33% 1,162 36%

Northeast Kansas 23 25% 895 28%

Total Meeting One or More Priorities 81 87% 2,931 91%
Source: LPA Analysis of Kansas Housing Resources Corporation data.
(a) Housing in rural areas for families was an identifi ed priority only for 2006 low-income housing tax credits. 

  
rural areas of the State.  They weren’t included in Figure 2-2 because 
they were awarded tax credits in years when rural family housing units 
weren’t identifi ed as a priority need.

Figure 2-3 shows the number of developments and living units 
receiving Section 42 low-income housing tax credits for 2004-07, 
divided up by the six regions of the State. 
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Public housing authorities from 35 communities reported having 
more than 50 families on their waiting lists for public housing, 
or waiting times of at least seven months.  That information is 
summarized in Figure 2-4.

Of the 35 communities listed in the fi gure, the top eight 
communities (in terms of numbers of households waiting for public 
housing) were in south central, north central, or northeast Kansas—
the same regions identifi ed earlier as having the greatest needs for 
affordable, low-income housing.  As the fi gure shows, many of these 
communities have had one or more Section 42 tax-credit-fi nanced 
housing developments approved in their area within the past four 
years.

Figure 2-4 also shows that many of the communities with 15 
or fewer households on the waiting list for public housing were 
scattered across the State in mostly rural areas.  Developments for 
Section 42 tax-credit-fi nanced housing have been proposed in only a 
few of those communities.  

Housing Resources Corporation offi cials told us it can be 
diffi cult to build fi nancially viable developments in some 
small communities.  They indicated that, with smaller housing 
developments, developers don’t get the savings they might when 
building a multi-unit development in a more heavily populated area.  
They said such economies of scale help keep rents lower, so the 
development will more likely be fi nancially viable.  

Corporation offi cials also told us that, unless developers receive 
additional funding subsidies, higher-level rents usually are needed 
to cover the cost of new construction in smaller communities, and 
those rents are higher than typical rents paid in those communities—
another factor affecting the fi nancial viability of a development.  To 
increase the likelihood of developments in smaller communities, 
the Corporation recently increased the number of points awarded to 
proposals in communities with populations of less than 5,000.  

Maximum rents for housing units built with Section 42 housing 
tax credits are established by federal requirements.  Those rents 
are based on two factors:  the renters’ household income, and the 
number of bedrooms in the housing unit. 

As noted earlier, the maximum income a family can have and 
still qualify for housing under the Section 42 Housing Tax-Credit 
Program is based on the number of people in the family, but 
generally has to be 60% or less than the median income for the area 

Average Rents Charged 
For Section 42 Housing 
Units Were Well Below the 
Maximum Rents Allowed 
Under This Program
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in which they live.  Taking this allowable income into account, 
federal tax regulations outline the maximum allowable rents that 
can be charged, and adjust it, depending on number of bedrooms 
in the unit.  In general, the maximum rents are set at 30% of the 
income of people qualifying to live in Section 42 housing units.  

To assess the affordability of rents charged for the Section 42 
housing units we reviewed, we obtained and compared current 
information for 1-, 2-, and 3-bedroom units for the following:  

the actual rental rates charged for Section 42 tax-credit-fi nanced  
housing units 
the maximum rents allowed by federal regulations for Section 42  
Housing Tax-Credit Program
the maximum rents allowed by HUD for low-income housing, which  
pegs the maximum rent limits at the 40th percentile of the available 
rents in the area.  [The 40th percentile means that 60% of the rents in 
the areas are higher, and 40% are lower.]

Current average rents for Section 42 housing generally were 
much lower than the program’s rent limits.  For example, 
maximum rental rates allowed under the Section 42 housing 
program for the counties in northwest Kansas ranged from $560 to 
$601 per month for a 1-bedroom housing unit.  That compared with 
an average rental rate of $441 per month for the Section 42 housing 
units in those areas that received tax credits.  The results of all our 
comparisons are summarized in Figure 2-5.  

Several Section 42 housing developments had very low rental rates.  
For example, two developments—one in Manhattan and one in 
Hutchinson—rented some of their 1-bedroom units for just $147-
$160 per month.  Our analyses showed that these developments 
had 83% and 86% of their total costs funded by the sale of Section 
42 housing tax credits.  That compares with an average of 58% for 
all developments receiving Section 42 tax credits for 2004-2007.

The average rent rates for many of the Section 42 housing units 
actually were lower than the rent limits set by HUD for low-
income housing.  As Figure 2-5 shows, for example, the average 
Section 42 housing rental rate in the Topeka area for a 3-bedroom 
housing unit was $548 per month, compared with HUD’s $742 
maximum rent rate for low-income housing.  

A more detailed analysis showed that 47% of the 1-bedroom units, 
64% of the 2-bedroom units, and 87% of the 3-bedroom units in 
the Section 42 housing developments we reviewed had rents that 
were lower than the limits set by HUD for low-income housing.   
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The Housing Resources Corporation recently adjusted its criteria to 
give priority to proposed developments with rents lower than limits 
established for public housing.  In its Qualifi ed Allocation Plans 
for awarding 2007 and 2008 tax credits, the Corporation changed 
its scoring criteria to give higher scores to proposed developments 
offering gross rents (base rent plus utilities) at rates below the rent 
limits set for HUD-administered, low-income housing in the area.    

The vast majority of developments approved for Section 42 
low-income housing tax credits were in areas where needs were 
identifi ed for affordable low-income housing.  However, many 
smaller, mostly rural communities that have families waiting for 
affordable public housing haven’t had any proposed developments.  
The Corporation doesn’t control where developments are proposed, 
but it recently has tried to increase the likelihood of locating 
developments in smaller communities by increasing the number 
of points awarded to proposals in communities with populations 
of less than 5,000.  It also is assigning more points to proposed 
developments that agree to keep their rents below the low-income 
housing rates set by the U.S. Department of Housing and Urban 
Development (HUD).
 

  Conclusion
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Question 3: How Does Kansas Compare to Other States in Its Efforts 
To Spur the Construction of Low-Income Housing?

Compared to Kansas, several other states we contacted have 
additional programs or funding sources to supplement their 
low-income housing programs.  Both Missouri and Tennessee 
have state-level tax-credit programs to help spur the construction 
of low-income housing.  Four comparison states we contacted 
have housing trust funds like Kansas does, but their funds have 
signifi cantly more money available to spend each year.  Kansas 
Housing Resources Corporation offi cials told us they likely could 
generate additional revenues from issuing mortgage revenue bonds 
(a type of private-activity bond) if they were allowed to handle 
these bonds and the resulting mortgages the way most other states 
do.  Finally, all fi ve comparison states have revolving loans funds 
to help fi nance low-income housing.  Although the Corporation 
makes a limited number of low-interest loans to developers, those 
loans are fi nanced by operating funds rather than a revolving fund 
dedicated for that purpose.  These and other fi ndings are discussed 
in the sections that follow.  

All states can participate in the federal Section 42 Low-Income 
Housing Tax Credit Program (discussed in Question 1) or other 
federal programs to help provide affordable housing to low-income 
tenants.  

To fi nd out what additional programs or funding individual states 
have available to supplement their low-income housing programs, 
we contacted offi cials in our four neighboring states, Iowa, and 
Tennessee.  Nebraska offi cials didn’t respond to our inquiries.  
Figure 3-1 on the next page summarizes the information we 
gathered for Kansas and the fi ve states that responded.

Both Missouri and Tennessee have state-level tax-credit 
programs to help spur the construction of low-income housing.   
As Figure 3-1 shows, Missouri has two different programs, each 
which can offer up to $11 million in state tax credits a year.  One 
works just like the federal Section 42 Housing Tax Credit Program 
only at the state level.  The other allows investors to make 
donations to non-profi t housing organizations in exchange for a 
state tax credit equal to 55% of their donation.

Under Tennessee’s state-level tax-credit program, banks that make 
loans, grants, or investments in certain housing entities can get a 
one-year credit on the taxes they owe to the state.  The maximum 
amount of credits allowed statewide in a single year is $12 million.

ANSWER IN BRIEF:

Several States Have
Additional Programs or 
Funding Sources
To Supplement Their
Low-Income Housing 
Programs
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Four comparison states have housing trust funds like Kansas 
does, but their funds have signifi cantly more money available 
to spend each year than Kansas’ Fund has.  Housing Trust 
Funds may provide funding for a variety of programs or purposes.  
We asked agency offi cials to provide us with information related 
only to those moneys used to spur construction or rehabilitation of 
low-income housing.  What they reported is shown in Figure 3-1, 
and is summarized below:

In Kansas and Tennessee, Housing Trust Fund moneys spent for  
low-income housing primarily come from fees and revenues earned 
from issuing housing-related “private-activity” bonds. [The federal 
government authorizes states to issue a certain amount of tax-
exempt private-activity bonds each year, typically to provide fi nancing 
for fi rst-time home buyers, multi-family housing units, student 
loans, and certain municipal projects.] In fi scal year 2006, those 
bonds generated about $500,000 in revenues for Kansas’ Housing 
Resources Corporation, and about $3.3 million for Tennessee’s 
housing agency.

Figure 3-1
How Kansas Compares to Other States’ Programs and Funding Used To Encourage Low-Income Housing

Kansas Colorado Iowa Missouri (a) Oklahoma Tennessee

State-Level Tax
Credits none none none

$11 million in 10-year state-level
tax credits

Source: housing agency awards
tax credits to developers, who sell
them to investors & use the equity
to help build low-income housing.

$11 million in annual tax credits to
people who make donations to
non-profit housing organizations. 
They receive a credit on the state
tax based on 55% of the value of
the donation.

Source: Value of the cash,
service, or property donated.

none

$12 million in one-year,
state-level tax credits to
banks that loan, grant,
or invest in housing
entities.

Source: bank loans,
grants, or investments.

Housing Trust
Funds

(Dollars shown
are FY 2006
Spending for
low-income
housing (b)

$222,000

Source: fees earned
from issuing housing-
related private-activity
bonds (2006 fees =
$500,000).

none

$3.1 million

Source: annual $2.5 million
legislative appropriation,
and revenues from issuing
housing-related private-
activity bonds (2006 fees =
$820,000).

$5 million

Source: $3 recording fee on real
estate filings. 

$4.7 million

Source: annual
legislative
appropriation (was
$4.7 million in FY
2006).

$7 million

Source: revenues
earned from issuing
housing-related private-
activity bonds (2006
fees = $3.3 million).

Revolving Loan
Funds none (c)

$3.25 million

Source: legislative
appropriation.

Two Programs: $6.4
million total

Source: one loan program
was funded by a legislative
appropriation ($3.4 million);
the other was funded with
earnings from issuing
housing-related private-
activity bonds ($3 million).

$ 7 million

Source: $7 million in earnings
from issuing housing-related
private-activity bonds.

$25 million 

Source: moneys
administered by
the State
Treasurer’s Office

$5 million 

Source: $5 million in
earnings from issuing
housing-related private-
activity bonds.

State Population 2,764,075 4,753,377 2,982,085 5,842,713 3,579,212 6,038,803

(a) Each year, Missouri’s state-level low-income housing tax credits are equal to its federal low-income housing tax-credits. 
(b) Some moneys deposited into or spent from states’ Housing Trust Funds may be for purposes other than encouraging low-income housing.  For example, about $2.6 million was
deposited in Kansas’ Housing Trust Fund in FY 2006, nearly $1.8 million of which was for the Kansas Accessability Modification Program and the Emergency Repair Program.  These
moneys aren’t reflected in this table.
(c)  However, annually the Corporation makes about $230,000 in low-interest loans to developers from its operating funds.
Source:  Kansas Housing Resources Corporation, and other states, as listed.  State Population data is from the U.S. Census Bureau, showing 2000 data projected to 2006. 
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In Iowa and Oklahoma, moneys in these Funds primarily come from  
annual legislative appropriations, which totaled several million each in 
fi scal year 2006.
In Missouri, moneys in the Housing Trust Fund come from a $3 fee that’s  
charged on each real estate transaction recorded in the state.  That fee 
generated about $5 million in fi scal year 2006.

Kansas Housing Resources Corporation offi cials told us they could 
generate additional revenues from issuing mortgage revenue bonds 
(a type of private-activity bond) if they were allowed to handle these 
bonds and loans to home buyers the way most other states do.  

In most states, the housing fi nance authority issues the mortgage 
revenue bonds, then loans the proceeds of those bonds out to fi rst-time 
home buyers at a higher interest rate.  The authority gets to keep the 
bond issuance fees and any difference between the interest it’s paying 
on the bonds and the interest it receives on the loans, and can use those 
moneys to help fi nance low-income housing developments.  (Some 
limits may apply to those earnings.)

Kansas’ situation is different.  By law, only Sedgwick and Shawnee 
Counties are authorized to issue mortgage revenue bonds and loan 
the proceeds out to fi rst-time home buyers.  The only revenue the 
Corporation receives from such transactions is the bond issuance fee.  

All fi ve comparison states have revolving loan funds to help fi nance 
low-income housing.  These funds were separately fi nanced by those 
states’ legislatures or from their other low-income housing programs—
such as their trust funds—and range in size from $3.25 million to $25 
million.  Typically, these funds are used to make short-term, low-
interest loans to developers.  As developers pay off the loans, the states’ 
housing agencies re-loan the funds to other developers. 

According to Corporation offi cials, they make a limited number of low-
interest loans to developers (about $230,000 annually), but those loans 
are fi nanced by the Corporation’s operating funds rather than from a 
revolving fund dedicated for that purpose.  

The available money to spur the construction of low-income housing in 
Kansas appears to be more limited than in the other states we contacted.  
If the Legislature decides to supplement Kansas’ Section 42 Housing 
Tax Credit Program, there are a variety possible  methods available.  
The most common methods we identifi ed in other states included the 
creation of State-level tax credits, the creation of revolving funds for 
low-interest loans, the earmarking of certain fees (such as mortgage 
registration fees) for housing, and General Fund appropriations.
 

Conclusion
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APPENDIX A

Scope Statement

This appendix contains the scope statement approved by the Legislative Post Audit Committee 
for this audit on March 13, 2007.  The audit was requested by Representatives Wilk and Wolf. 

Kansas Housing Resource Corporation: 
Reviewing the Section 42 Housing Tax Credit Program

 As part of the Tax Reform Act of 1986, Congress authorized housing tax credits designed 
to generate private equity capital for the development of affordable rental housing.  The amount 
of credits each State receives is based on its population.  Kansas is allocated about $50 million in 
tax credits annually to give to developers who want to build or renovate multi-family housing for 
low-income families.

 The Kansas Housing Resource Corporation, a subsidiary of Kansas Development Finance 
Authority, is the entity responsible for the program in Kansas.  The Corporation accepts project 
proposals from developers, scores them according to a standardized ranking system, and awards 
a share of the available tax credits to each developer whose project is selected.

 The developers typically sell those tax credits to an investor for $.75 - $.80 on the dollar.  
They use the proceeds from the sale to cover part of the costs of constructing the housing units.  
According to documents from the Corporation, the proceeds typically cover about 55%-60% of 
the developer’s eligible project costs.  Investors who buy the credits get to take a proportional 
share of those credits on their income taxes over the next 10 years.

 The Tax Credit Program moved from what was the Department of Commerce and 
Housing to the Kansas Development Finance Authority in 2003 when the Governor issued an 
executive order moving all housing programs to the Authority.  The Legislature directed the 
Department of Commerce and Housing to adopt rules and regulations setting forth an objective 
scoring matrix for awarding housing tax credits for fi scal year 2004, and authorized the Kansas 
Development Finance Authority to amend or supplement those rules and regulations thereafter. 

 Recently legislators have expressed an interest in knowing what has been accomplished 
by the Housing Tax Credit Program under current rules and regulations.  In addition, they want 
to know whether the rental units provided under the program were constructed in areas of the 
State where the highest need exists.  Finally, they want to know how Kansas compares with some 
other states in the amount of assistance they provide to developers constructing low-income 
housing units.

 A performance audit of this topic would address the following questions. 



PERFORMANCE AUDIT REPORT
Legislative Division of Post Audit
07PA22  August 2007 

27

How many and what types of projects have been funded through the Kansas 1. 
Housing Tax Credit Program under current State law and regulations?  To answer 
this question, we would review State statutes and regulations related to the program. We 
would review information maintained by the Kansas Housing Resources Corporation 
about the projects they’ve funded since the program was moved in 2003.  We would 
gather information such as, the number and types of applications received, the amounts 
of funding provided by project and in total, how much went for new construction and for 
renovating existing housing units, the number of new and renovated units produced, and 
where the units are located across the State.   

Has the program resulted in the location of affordable housing in areas of the 2. 
State where it is most needed?  To answer this question, we would consult sources 
such as Census data, Realtor Associations, local housing authorities, or the Department 
of Housing and Urban Development to determine where the most critical shortages of 
affordable housing are in Kansas.  We would map the housing tax credit projects that 
have been approved by the Kansas Housing Resources Authority over the past few years 
to determine whether projects are being constructed in areas where the greatest need 
exists.   

How does Kansas compare to other states in its efforts to spur the construction of 3. 
affordable housing?  To answer this question, we would identify what programs or 
sources of funding Kansas has available in addition to the Housing Tax Credit Program 
to spur the construction of affordable housing units for low income individuals.  For 
comparison purposes we would contact a sample of other states to determine what 
programs or sources of funding they have provided to spur the construction of low 
income housing units.  

Estimated Time to Complete: 7-8 weeks 
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APPENDIX C

Agency Response

 On July 26th we provided copies of the draft audit report to the Kansas Housing 
Resources Corporation.  Its response is included as this Appendix.

 The agency generally concurred with the report’s fi ndings, conclusions, and 
recommendations. 
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