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Innovative 
The Consolidated Appropriations Act of 2018 and the Role of Income Averaging 

The Consolidated Appropriations Act of 2018, in addition to providing increased funding for public 
housing, permanently established income averaging as a third minimum set-aside election for new Low-
Income Housing Tax Credit (LIHTC) developments which owners could choose in lieu of the two 
previously existing minimum set-aside elections which were 40% of the units at 60% of AMI or 20% of 
the units at 50% of AMI.   

Income averaging allows Credit-qualified units to serve households earning as much as 80% of the Area 
Median Income (AMI), so long as the average income/rent limit in the property is at 60% or less of AMI.  
Owners electing income averaging commit to having at least 40% of the units in the property affordable 
to eligible households.  Under the income averaging option, the rents from households with incomes 
above 60% AMI range /would have the potential to offset the lower rents for extremely low- and very 
low-income households, thereby allowing developments to maintain financial feasibility while providing 
deeper affordability than may be possible otherwise. 

Under previous LIHTC rules, only housing within the 54% to 60% of AMI levels could be eligible, limiting 
how many units benefitted from tax credits and limiting households that could apply for these types of 
affordable housing lotteries. These restrictions discouraged cross-subsidization in high-cost markets and 
limited the income diversity within these developments, in turn impacting surrounding communities. 

In addition to reaching a broader range of households and diversify communities, by having higher rents 
subsidize lower rents, less public funding is used, freeing up more public resources to encourage the 
development of more multifamily affordable housing developments. 

HDC’s Implementation of Income Averaging 

HDC first deployed Income Averaging in its new construction pipeline in April of 2019. The first HDC-
financed development was (Nehemiah) Spring Creek, Phase 4B-2. The development, located in the 
Spring Creek section of Brooklyn, consists of 20 four-story townhouse-style buildings and 1 seven-story 
senior-building with an aggregate total unit count of 240. The project was jointly developed by 
Monadnock Development and Nehemiah Housing Development Fund Corporation under HDC and HPD’s 
ELLA program. Excluding 2 superintendent units, the development has 60 units eligible to households 
earning up to 30% of AMI, 48 units eligible to households earning up to 40% of AMI, 24 units eligible to 
households earning up to 50% of AMI, 21 units eligible to households earning up to 70% of AMI, 21 units 
eligible to households earning up to 80% of AMI, and 64 units eligible to households earning up to 90% 
of AMI. 24 of the 40% AMI units are designated for formerly homeless households. 79 units are 
designated for senior residents and senior resident amenities include approximately 4,615 square feet 
of commercial space and 2,180 square feet of community facility space, as well as access to an outdoor 
landscaped courtyard. The development also contains 38 parking spaces.  

Spring Creek 4B completed its initial construction loan closing on April 18, 2019 and converted to its 
permanent mortgage on November 18, 2022. The project utilized Income Averaging for the LIHTC units 
which resulted in 21 additional tax credit units and an increase in tax credit equity by $2.90 million. 
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The second HDC-financed development that utilized Income Averaging was 50 Penn. This project is part 
of a larger neighborhood development rezoning called the East New York Community Plan of 2018. This 
plan allowed for larger buildings with greater density, coupled with Inclusionary Housing (IH) 
Requirements where owners had to set aside a portion of the homes in the development for extremely-
low-, very-low-, or low-income households. 

50 Penn is a mixed-use newly constructed development consisting of 218 affordable in the East New 
York neighborhood of Brooklyn. The development team included 50 Penn JV and Pennrose Holdings and 
was financed under HDC and the New York City Department of Housing Preservation and Development’s 
(HPD’s) Extremely Low & Low-Income Affordability (ELLA) program.  

The project was adapted to apply Income Averaging for the LIHTC units resulting in 43 additional tax 
credit units and an increase in tax credit equity by approximately $7.04 million. 50 Penn completed its 
initial construction loan closing on April 26, 2019 and converted to its permanent mortgage on February 
27, 2023. 

Excluding 1 superintendent unit, 50 Penn ultimately includes 27 units affordable to households earning 
up to 30% of AMI, 33 units affordable to households earning up to 40% of AMI, 33 units affordable to 
households earning up to 50% of AMI, 86 units affordable to households earning up to 60% of AMI, and 
43 units affordable to households earning up to 80% of AMI. Further, 44 units are permanently 
affordable under HPD’s Mandatory Inclusionary Housing (MIH) program with 42 units partially funded 
with the help of the New York State Empire State Supportive Housing Initiative (ESSHI) and that are 
occupied by formerly homeless frail elderly (age 55+) households with a preference for high-cost 
Medicaid users (MRT eligible).  

Additionally, the development includes 3 commercial spaces totaling approximately 22,300 square feet, 
the largest of which is occupied by a certified FRESH food store. Subject to the provisions of the East 
New York Retail Preservation Pilot Program (ENYRPPP), two of the smaller commercial spaces are 
occupied by existing, non-franchise NYC small businesses with rents set at 30% below market. In 
addition, the new building features tenant amenities including a fitness room, a landscaped terrace, a 
community room, laundry room and bike storage. 

Engage Targeted Audience with More Housing Choices 
With this new underwriting tool in hand, HDC and its development partners began incorporating income 
averaging into the financing of many of the newly constructed affordable housing developments across 
the city. Because these developments cast a wider net as far as income eligibility and ranges of rents, 
more New Yorkers now can apply to a broader range of housing lotteries than they were previously 
eligible for. 

Using Income Averaging, developments have higher as well as lower income households who can now 
apply to more housing lotteries; thus, adding diversity to the communities in which they will live. 
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Replicable 
Many of the affordable housing development plans across the nation can use Income Averaging in their 
underwriting standards, qualifying more units than the previous two options and freeing up funding 
sources that would usually be covered by limited public subsidies. 

Achieve Measurable Results 
In 2022 alone, income averaging helped to generate an additional 690 tax credit units and $183 million 
in tax credit equity across 9 affordable housing developments financed by HDC, comprising more than 
2,800 units in total. 

Provide Benefits that Outweigh Costs 
In addition to allowing more eligible units within an affordable development to qualify for low-income 
housing tax credits, Income Averaging allows more households at different income levels to apply for 
homes they had not had access to prior its enactment. This new underwriting technique is better serving 
our communities by adding opportunities and options for individuals and families to live in a wider range 
of areas and in more diverse settings as well as helping to conserving valuable public financing 
resources. 

Demonstrate Effective Use of Resources 
By implementing Income Averaging in a development underwriting owners can benefit from a greater 
number of qualifying LIHTC units in addition to the cross subsidization of the higher rent units to the 
lower rent units resulting in savings, especially in regard to limited public funding sources such as new 
volume cap, public capital, or grants. 

Achieve Strategic Objectives 
By making Income Averaging a staple of our new construction development pipeline, HDC has helped 
some of New York City’s most vulnerable households find affordable and diverse housing while also 
extending more housing choices to those households earning above the very low-income levels.  

 

Useful Links:  

Novogradac | The Promise of Income Averaging 

Novogradac | Implementation of LIHTC Income Averaging 

Press Release | Brand New Senior Development Opens in East New York’s Spring Creek Section Next to 
Gateway Mall 

Press Release | Grand Opening of 50 Penn Mixed-Income Use Development in Cypress Hills, Brooklyn 

NYHC NHC Handout|LIHTC160621 handout updates.indd (thenyhc.org) 

 

https://www.novoco.com/periodicals/articles/promise-income-averaging
https://www.novoco.com/notes-from-novogradac/implementation-lihtc-income-averaging
https://www.nehemiah-spring-creek.com/senior-building
https://www.nehemiah-spring-creek.com/senior-building
https://www.nychdc.com/newsroom/grand-opening-50-penn-mixed-use-development-cypress-hills-brooklyn
http://thenyhc.org/wp-content/uploads/2016/06/LIHTC-National-Handout.pdf
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The Promise of Income Averaging
ELIZABETH STROJAN, NEW YORK CITY HOUSING DEVELOPMENT CORPORATION

When Congress passed and President Donald J. Trump signed the Consolidated 

Appropriations Act of 2018, much of the affordable housing community’s 

focus was understandably on the increase in funding for public and affordable 

housing. 

This was perhaps to be expected, given that it was the 

first increase in resources in many years and came 

at a time when the need is vast and growing. But an 

equally important, if less celebrated, provision in the 

bill allowed for the option of income averaging in the 

Low-Income Housing Tax Credit (LIHTC) program. 

This is a game changer for affordable housing, a 

policy that presents lasting promise for low-income 

families across our country.

This new option in the LIHTC program means a 

broader range of families will now have access 

to federal housing assistance. At the same time, 

income averaging is a new tool for targeting deeply 

affordable homes to the neediest Americans. Income 

averaging can also help increase economic diversity 

and develop more inclusive communities. This 

article explores how income averaging works, the 

important policy goals it can help achieve and the 

ongoing need for advocacy for federal housing policy. 

How Income Averaging Works
The LIHTC program was designed to serve families 

with incomes below 60 percent of area median 

income (AMI). The income averaging option moves 

the maximum income to an average, allowing the 

LIHTC to finance homes for households earning 

up to 80 percent AMI, as long as the average of all 

LIHTC units stays at 60 percent AMI. 

Let’s take, for example, a 100-unit affordable 

housing development, where all homes within the 

property will be financed with housing credits. 

Without the income-averaging option, each of those 

units would have to be targeted for households at or 

below 60 percent AMI. Due to development costs, 

it can be difficult to create housing for households 

with much lower incomes without additional 

subsidy, concentrating resources on a narrow band 

of affordability. 

Income averaging allows internal cross-

subsidization within a property, meaning higher 

continued on page 2
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rents paid by households with slightly higher incomes 

help offset lower rents paid by households with lower 

incomes. Now, the same 100-unit affordable housing 

development could include 20 units at 80 percent AMI, 

which can help provide 20 units at 40 percent AMI, 

without the need for additional subsidy. 

Important Policy Goals 
Serving a broader range of families in need of affordable 
housing

Income averaging allows the affordable housing field 

to leverage federal programs to serve families who 

are struggling to get by, but were previously ineligible 

for assistance because they made too much or too 

little income. HUD defines households earning below 

80 percent AMI as low-income. However, before the 

income averaging option, there were not a lot of options 

for federally assisted housing for families with incomes 

between 61 and 80 percent AMI. 

For example, a first year New York City public school 

teacher who is a single parent with two children earns 

too much (just over 60 percent AMI) to qualify for 

traditional LIHTC properties. However, finding an 

affordable home on the private market is difficult for 

them, as rents in the city continue to rise and the rental 

vacancy rate remains low. Using income averaging, this 

teacher would now qualify for LIHTC units available to 

households earning up to 80 percent AMI. 

While Section 8 rental assistance and public housing 

are targeted for extremely low-income and very-low 

income households, the demand for these programs 

far outstrips supply. This is another reason cross 

subsidizing within a project and the use of income 

averaging is game changing. A teacher’s aide who cares 

for a son and a grandmother, for example, earns too 

little to pay LIHTC rents set for families earning 60 

percent AMI. In a property using the income averaging 

option, there would be units affordable to this family 

without the need for additional rental assistance. 

Income averaging adds another tool for deeply 

affordable housing, helping to create more homes for 

people who could not afford LIHTC housing before.

Building more diverse, inclusive developments 

From a fair housing perspective, income averaging 

allows for greater economic diversity in both high-

income and low-income neighborhoods, which 

translates to more housing choices for families. 

Including some higher-income units in a project can 

help finance more developments in neighborhoods 

with higher development costs, introducing the kind 

of economic diversity that helps create more inclusive, 

integrated buildings and neighborhoods. In low-

income neighborhoods, this new policy allows for 

greater mixing of incomes in specific developments and 

in neighborhoods that have previously seen mostly very 

low-income housing development. As we move forward 

with a yearlong engagement to develop New York City’s 

plan to affirmatively further fair housing, we expect 

income averaging will be one of many tools that help 

us achieve the promise of a fairer, more equitable city.

Additional resources for the preservation of existing 
affordable housing 

Finally, the preservation of affordable housing can also 

benefit from the income averaging option. Unlike new-

construction tax credit projects, preservation tax credit 

projects can only include the families in place whose 

incomes meet tax credit income limits. Therefore, 

the greater range of AMI levels allows more units to 

qualify as low-income in preservation transactions, so 

that more resources are available to preserve existing 

affordable housing.

Years of Advocacy Pay Off and the Work Continues
The income averaging option is the result of many years 

of advocacy–from high-cost cities such as New York 

seeking to expand their set of policies and programs 

to serve more of the lowest income households, as well 

as from rural states that need to broaden the range of 

continued from page 1
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continued from page 2

working families eligible for LIHTC developments. This 

is a good example of the kinds of innovations our field 

can achieve when we put together our best thinking 

and speak with a unified voice.

The need for affordable rental housing across the United 

States is pressing and individuals and families at a 

variety of income levels are finding it harder and harder 

to find a stable home near jobs, good schools and access 

to transit. While we take a moment to celebrate our 

recent gains, we must continue to push for solutions to 

our country’s housing needs–both increasing resources 

and innovative policy changes that improve our ability 

to deploy those resources. While HUD funding is up 

in fiscal year 2018, we still have a long way to go to 

get to where we need to be. The remaining provisions 

in the Affordable Housing Credit Improvement Act, 

especially setting the 4 percent minimum rate, would 

inject additional equity into developments nationwide, 

letting us build more housing. 

In New York City, where we believe income averaging 

will be a game-changer in how we deliver affordable 

housing to people who need it, we look forward 

to implementing this option to best benefit our 

communities. Like housing finance agencies across the 

country, we are working hard to adjust our program 

guidelines to allow affordable housing developers to use 

this new tool to achieve a greater range of affordability 

for communities and neighborhoods. ;

Elizabeth Strojan is director of government affairs for the New York 
City Housing Development Corporation, the largest municipal hous-
ing finance agency in the country. 

This article first appeared in the July 2018 issue of the Novogradac Journal of Tax Credits. 

© Novogradac & Company LLP 2018 - All Rights Reserved

Notice pursuant to IRS regulations: Any U.S. federal tax advice contained in this article is not intended to be used, and 
cannot be used, by any taxpayer for the purpose of avoiding penalties under the Internal Revenue Code; nor is any such advice 
intended to be used to support the promotion or marketing of a transaction. Any advice expressed in this article is limited to 
the federal tax issues addressed in it. Additional issues may exist outside the limited scope of any advice provided – any such 
advice does not consider or provide a conclusion with respect to any additional issues. Taxpayers contemplating undertaking a 
transaction should seek advice based on their particular circumstances. 

This editorial material is for informational purposes only and should not be construed otherwise. Advice and interpretation 
regarding property compliance or any other material covered in this article can only be obtained from your tax advisor. For further 
information visit www.novoco.com.
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