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Illinois Housing Development Authority 
A New Look at Publicly-Issued Housing Bonds  

An Important Housing Need 
The need for affordable homes has grown drastically over the past decade. The share of households that 
rent is at its highest level since the 1960s as access to mortgage credit has tightened and older 
households downsize from their current homes, and a growing share of renters are spending more than 
they can afford on housing. This historic demand for rental housing is pushing rents further out of reach 
for the households that can least afford it, forcing families to cut back on education, healthcare and 
other critical expenses. To make matters worse, the resources and financial products available to 
Housing Finance Agencies (HFAs) and sponsors to develop much-needed housing have been consistently 
cut, making it more and more difficult to finance the construction and preservation of affordable homes.  
 
HFAs across the nation are working in an era of reduced resources as cuts to federal resources like the 
HOME Investment Partnerships Program place more pressure on the already oversubscribed 9% Low-
Income Housing Tax Credit, which has been called to carry a larger and larger load in recent years. In 
2015, IHDA allocated approximately $23.5 million in tax credits and received applications requesting 
approximately $66.8 million, an oversubscription of 2.8 times the number of available credits. HFAs 
must find new ways to meet the high demand for rental housing in a difficult financing environment, 
and they must be able to adapt quickly to meet the evolving needs of developers, investors and 
advocates of affordable housing. 
 
Innovation 
While market forces and Illinois’ active developer community have made IHDA’s LIHTC program 
especially competitive, the Authority has historically had a considerable amount of available bond 
volume cap that can generate 4% tax credits to finance the development of affordable housing. IHDA’s 
goal is to work with developers to explore deal structures that make 4% bond deals feasible, relieving 
some of the pressure on competitive 9% credits while also eliminating the need for scarce gap financing. 
With limited funding resources, IHDA took an existing resource, 4% tax credits, and used it in an 
innovative, more effective way. 
 
IHDA identified an opportunity when a sponsor presented an application to redevelop the Marion Jones 
Townhomes in North Chicago, one of the oldest public housing developments in the state. The borrower 
originally planned to finance the project using the U.S. Treasury’s Federal Financing Bank (FFB) Risk-
Share Mortgage, but the launch of the FFB new construction product was delayed. The property had 
already been demolished and the residents relocated, and the deal needed to proceed as quickly as 
possible. Working with the investment banking firm Jefferies, IHDA developed a new strategy where 
bond proceeds would finance the project at interest rates comparable to the U.S. Treasury’s FFB 
mortgage, significantly reducing the cost of financing and establishing a new model that supports the 
Authority’s wider efforts to move deals from the overcrowded 9% tax credit pipeline to the 
undersubscribed tax-exempt bond volume cap. 
 
Jefferies identified a unique set of investors that were able to rely on the credit quality of the FHA Risk-
Share credit enhancement and the expected average life of the underlying loan, not the nominal 
maturity of the bond, which sets the interest rate on a first mortgage at a level that enables IHDA to be 
ultra-competitive in the marketplace. This method of bond issuance makes it possible for IHDA to be 
competitive with conduit structures that turn FHA-insured loans into GNMA Mortgage Backed Securities 
(MBS), offering GNMA-equivalent rates while avoiding expenses associated with double funding (issuing 
conduit bonds and drawing on FHA loans at the same time). 
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Benefits 
Most conduit bond deals provide permanent financing which is taxable, and therefore does not 
generate 4% tax credits. To finance the construction period, borrowers must arrange a short-term tax-
exempt loan to generate the 4% tax credits, using the permanent taxable loan as collateral. Though the 
tax-exempt loan is short-term, the borrower pays interest and principal on both the construction and 
permanent loans. With short-term, tax-exempt collateralized loans currently pricing at approximately 
1.25% and long-term, taxable loans pricing at 4.25%, projects are required to pay the full debt-service on 
the long-term loan in addition to the short-term loan. The additional interest costs are significant and 
can make many deals financially unfeasible. 
 
Using the Jefferies model, the loan is fully-funded up front using proceeds from tax-exempt bonds, 
which qualify for 4% tax credits. The borrower receives the bond proceeds to finance construction 
through draws from the funded loan, making interest-only payments for the first two years. Since there 
is no need to make principal payments and no need for a second short-term, tax-exempt loan to 
generate the 4% credits, IHDA is able to reduce overall issuance costs and eliminate the interest costs on 
the short-term loan. As a result of the lower-cost of financing and ultra-competitive interest rate, the 
need for additional funding to fill gaps in the budget can be eliminated. 
 
Another benefit is a noticeable simplification of the underwriting process. While a borrower typically 
requires an FHA lender, short-term lender and a purchaser of bonds along with IHDA as the tax credit 
allocator and a syndicator of the credits, IHDA is able to offer three components of the financing 
structure under the new model, making the process far easier for the sponsor. IHDA underwrites the 
short- and long-term financing and issues the credits, requiring only a syndicator and bond purchaser to 
complete the deal – two fewer players in the game.  
 
Together, these benefits create a unique and competitive product that provides rare advantages for 
developers in a tightening marketplace, encouraging deals to shift to a traditionally underutilized 
resource to create and preserve more affordable units throughout the state. 
 
Effective Use of Resources 
Nationally, 49% of renters are cost-burdened, paying more than 30% of household income on rent and 
utilities. An estimated 26% endure severe cost burdens, paying more than half of their incomes on rent.1 
The nation needs more affordable housing, and it is clear that state and federal resources will remain 
limited for the foreseeable future. This new look at publicly-issued tax-exempt housing bonds expands 
the funding sources available for affordable housing, creates cost savings that eliminate funding gaps, 
and allows deals to move forward that could not have proceeded otherwise. Along with IHDA’s 
multifamily loan programs, IHDA can offer a one-stop shopping model that presents more products with 
rates and terms not commonly found in the marketplace, freeing the 9% tax credit for deals that would 
not be feasible without it.  
 
Replicable 
This method of bond issuance is extremely replicable as the competitive rates and terms make the 
product attractive to sponsors, investors and HFAs alike. While 9% tax credit and HOME programs are 
commonly stretched their limits, many states have available bond volume capacity that can be used to 
make more deals happen. And with the simpler process that reduces the brain damage and due 
diligence required in transactions with multiple financial partners, HFAs should have no difficulty 

                                                           
1 Joint Center for Housing Studies of Harvard University. 2015. “America’s Rental Housing.” 
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encouraging sponsors to consider the benefits of a 4% bond transaction compared to the 
oversubscribed 9% program.  
 
Track Record of Success 
In 2016, the 220-unit Marion Jones Townhomes, now known as Brookstone at Cole Park and Regency at 
Cole Park, will become the first development to close using this new offering under IHDA’s pass-through 
Risk-Share Bond Program. The sponsor came to IHDA with a funding gap of $2 million and the deal was 
nearly lost when the initial funding plan fell through, but through careful collaboration with Jefferies and 
the other funding partners, IHDA was able to find an innovative solution with rates and terms that made 
it possible for the sponsor to fill the gap in order for the deal to proceed. IHDA provided a 4% tax credit 
public bond-financed loan over a term of 42 years to finance the construction and permanent periods. 
While the long-term nature of the loan ensures the affordability of the development for a period well 
beyond the 15-year tax credit compliance period, the low interest rate determined on the expected loan 
life and reduced issuance costs made the deal viable and sustainable over the long term. 
 
Given the initial success using this offering and a quickly growing queue for tax-exempt bonds, this 
method is expected to become a widely used and valuable tool to create new affordable housing 
throughout the state. While IHDA has typically closed on 5 to 10 bond deals per year over the past 5 
years, the Authority now has more than 20 properties in the pipeline for tax-exempt bonds (see chart 
below), an increase directly attributed to the new pass-through structure offered through Jefferies and a 
broader effort within IHDA to fully utilize every available resource. IHDA is now facing the possibility of 
exceeding our annual bond cap, a welcome problem to have as we stretch every resource to meet the 
growing demand for affordable housing across Illinois.   
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