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HISTORY/BACKGROUND OF SUBSIDIZED HOUSING COMMITTEE 

 

 The Subsidized Housing Committee was developed shortly after the 2012 KCAA 

(Kansas County Appraiser’s Association) annual conference where concerns were 

expressed regarding valuation issues and the wide variety of subsidized housing types 

that challenge each county.   

 PVD has asked that the counties and PVD work together on addressing these valuation 

issues and gathering information so that PVD can possibly update its directives on the 

various types of subsidized housing. 

 Some of the tax credit development programs and their applications in the market have 

evolved over the years.  The counties were in need of guidance on how to handle these 

unique situations.  The counties were also looking for opportunity in being consistent 

with the handling these types of valuations.   

Committee’s Recommendations for PVD 

 Rents based on median of similar income-restricted properties in market area.  In cases 

of no competing properties in market area, expanded geographic area for market 

extraction, actual rents, or developer pro forma rents (for proposed projects) can be 

applied  

 Application of market-extracted vacancy rate is preferred based on similar income-

restricted properties in market area, or use of expanded geographic area or actual 

vacancy rate can be applied in case of limited local data.  

 Application of market-extracted expense ratio is preferred (with inclusion of replacement 

reserves as outlined by the (typical) Land Use Restriction Agreement).  Expense ratio 

ranges may be included in recommended capitalization rate study. 

 Capitalization rate based on outsourced study by third party.  Capitalization rate needs 

to reflect typical replacement reserves for various property ages (investment grades) and 

be employable state-wide.  Typical expense ratios could be included as part of the 

capitalization rate study in order to provide market-extracted expense ratio data for 

counties with limited or no market data available and as a test of reasonableness to 

actual expense ratios that may need to be applied.  

 In the case of SECTION 515 properties, a built-up cap rate using Mortgage-Equity or 

Band of Investment methodology and applied to actual NOI may be preferred given the 

profit (NOI) restrictions.  Actual SECTION 515 interest rate and loan terms may be used 

since allowed sales for this type of property are typically only with the assumption of the 

existing note.  
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PVD’s Work on Committee’s Recommendations 

 Committee chair and PVD met with two different prospects on completing a 

capitalization rate study who are well-versed in subsidized housing 

 One of the prospects did not think there was enough data on the sales of subsidized 

housing to put together market-extracted cap rates for all Investment Classes (A, B, C 

and D) and indicated they would not be able to perform a cap rate study with well-

supported conclusions that could be applied state-wide 

 The other prospect indicated that they look to conventional apartments for cap rate 

selection on subsidized housing properties and that their cap rate study would likely 

result in one cap rate for rural counties and one cap rate for urban counties.  The second 

prospect referenced the Iowa model for assessment that looks at a state issued cap rate 

based on a band-of-investment that is applied to the subsidized housing properties 

actual NOI.   

 As a result, PVD has opted against doing a state wide cap rate study 

 PVD issued an RFP on 4/12/16 for a consultant to assist PVD in updating their 

subsidized housing guide 

 The RFP Scope of Work  

o A three-prong approach:  

1) review the current methodology 

2) offer conclusions/analysis as to whether the current methodology is appropriate 

3) offer recommendations about a new model/course of action as appropriate. 
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GENERAL GUIDELINES – SUBSIDIZED HOUSING 

General 

 Know what type of Subsidized Housing Program you are dealing with. Also know that 

there can be multiple programs in place. For example, in Wichita there are Section 42s 

with HUD wrap around contract rents. There are also HUD Section 8 projects that were 

acquired and rehabbed using Section 42 housing tax credits (HTCs). 

 Make sure that the housing subsidy is “project” based versus “tenant” based. “Tenant” 

based subsidies have nothing to do with the real estate value. Once the tenant leaves, 

so does the subsidy. For example, Wichita has Section 8 Vouchers in addition to Section 

8 HUD projects. Section 8 Vouchers are “tenant” based, and the tenant can choose 

where to use that voucher. 

 Know the resources to verify the type of subsidy in place – ie; Kansas Housing 

Resources Corp. for Section 42, HUD for 202s, 8s, etc. 

  Affordable Housing Online is a good source and also gives an overview of the funding 

type. http://affordablehousingonline.com/ 

 Section 42 projects will have Declaration of Land Use Restrictive Covenants for a period 

of 15-years, along with an additional 15-year requirement. The project has to remain in 

the program for at least 15 years.  The Declaration is typically filed in the Register of 

Deeds Office. 

Cost Approach 

 Know that the project costs for Section 42 projects indicated by Kansas Housing 

Resources Corp. are fairly accurate, include the site value and are typically higher than 

Marshall and Swift. Use the project costs indicated by KHRC if deriving a value after the 

deduction of the upfront value of the HTCs (Housing Tax Credits). Expect significant 

economic or functional depreciation/obsolescence via the Cost Approach.  

 THE UPFRONT VALUE OF THE HTCs (Housing Tax Credits) will likely be equivalent to 

economic or functional obsolescence in the Cost Approach. See Example under Section 

42 projects. 

 

Income Approach 

 

 Always use the Income Approach if historical figures are available or rents are known. 

Do not consider any value for the HTCs (Housing Tax Credits) in the Income Approach - 

they are intangible (non-realty), are gone 10 years after construction, and are what 

makes the project feasible to construct. 

http://affordablehousingonline.com/
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Rents: 

 From at least the Wichita market, Rents for Section 42 may be slightly lower or could be 

around the same as market rent. It is not unusual, particularly in the HUD Section 8 

elderly projects to see contract rents that are above market rent. 

 Know that Section 42 tenants are completely responsible for paying their rent. For the 

other programs like Section 8, tenants only pay a portion of the rent based on income 

and the rest of the amount up to the contract amount is paid directly to the owner by the 

sponsor of the progam. 

 HUD projects typically have HAP (Housing Assistance Payment) contract rents. 

Estimates of the Contract Rents can be found on-line through the HUD portal or various 

websites like Affordable Housing Online is a good source and also gives an overview of 

the funding type. http://affordablehousingonline.com/ 

 

Vacancy: 

 It is not uncommon for very low-income projects like Section 8 to have a lower than 

normal vacancy rate. Section 42 projects will typically have vacancy rates similar to a 

conventional project. 

 

Expenses: 

 Anticipate that Section 42 properties will have higher expenses than a conventional 

project – particularly for administrative/payroll costs due to the additional monitoring 

requirements for this project. Typically, a HUD project will have even higher expenses 

than a Section 42 or conventional project. See IREM example. 

  Know that many of the cap rate resources do not include replacement reserves – ie; 

Realty Rates and IREM do not include replacement reserves. The market norm may be 

to exclude a replacement allowance (ie-brokers – for listings/sales, or sales of other 

subsidized projects)  

 The property’s Land Use Restriction Agreement will dictate whether or not to include 

replacement reserves. 

 Some subsidized programs require payment of Replacement Reserves to a separate 

escrow account and have specific annual figures that are expensed out for all 15 or 30 

years of the Land Use Restriction Agreement 

http://affordablehousingonline.com/


Subsidized Housing Update – KCAA Conference 2016    Page 5 of 19 

 

Cap Rates: 

 Know that cap rates may or may not be significantly different from a conventional 

project. For example in Wichita – two middle age Section 42 projects have cap rates 

very similar to conventional projects. An older Section 8 project has much higher cap 

rates due to location, functionality, etc. as would be expected for a conventional project 

with the same attributes. 

 If your market (model) cap rates exclude a replacement allowance and your subject 

property has replacement allowances included as an expense, either the cap rate should 

be adjusted for replacement allowance OR the replacement allowance should be 

removed in order to be consistent with the market data.  

 

Sales Benchmark Approach 

 

 Kansas Housing Resources has listings of Section 42 projects. These are projects that 

are getting out of the Section 42 program after 15-years. This is part of the process and 

the price is based on a formula rather than an income. Very few of these projects sell. If 

they do not sell, they will be deregulated over a 3-year period and the restrictions 

removed.  

 Webpage for Kansas Section 42 property sale listings (Includes date listed): 

http://www.kshousingcorp.org/SharedFiles/Download.aspx?pageid=164&mid=422&fileid

=214 
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IREM – Income and Expenses 

 

The best source for an Income Approach to Value will always be the historical income 

and operating expenses. However, other resources can be considered absent this information. 

The Institute of Real Estate Management (IREM) produces the Income-Expense 

Analysis: Conventional Apartments (which also includes a Section 42 category), in addition to 

Income-Expense Analysis: Federally Assisted Apartments.  (note: Appraisal Institute members can 

download this resource for free.) 

 Below is a summary of the expenses for Wichita conventional projects, Region 7 Section 

42 projects (no separate category for Wichita) and Wichita Federally Assisted projects.  

 

 

 

 

 

 

 

 

 

 

 

Obviously every project is unique, but the IREM figures generally correspond with 

findings in the general Wichita market based on numerous fee appraisals of individual projects 

over the last 30 years and from projects appealed to BOTA. 

 

 

Source: 2014 IREM 2014 IREM 2014 IREM

Conventional Section 42 Fed. Assisted

Wichita-Low Rise Region 7 Wichita-Low Rise

KS,NE,MO,IA

Page 120 IREM Page 215 IREM Page 86- 2014 IREM

Income:

Avg. Rent PSF $9.56 $7.52 $8.40

Vacancy 6.10% 6.50% 4.40%

Avg. EGI PSF $9.47 $7.35 $8.44

Med Exp % of GPI 50.8% 52.0% 58.7%

Med NOI % of GPI 38.1% 38.7% 50.7%

Med Expenses PSF $5.37 $3.93 $5.77

Med NOI $/SQFT $3.34 $3.01 $4.70

*Note when using IREM - all calculations will not equal.

Typical Findings in Wichita Market

Convtl S42 HUD

Rents PSF: Base Sim. To Less Higher -Mainly Eld.

Vacancy: Base Sim. Less Than

Expenses % of EGI: Base Higher More High.

NOI: Base Sim. To Less Higher
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Example of Affordable Housing Online 

http://affordablehousingonline.com/ 

Steps to Get Here: 

Go to  

http://affordablehousingonline.com/ 

 

In Search Apartments and 

Housing Authorities: 

Say Sedgwick or wherever and 

click Search. 

 

Click County: 

 

By clicking the City, it will further 

refine projects by type for that 

City. 

Scroll down to Project Names 

and listing of type of project and 

whether or not is elderly (Sr). 

 

 

http://affordablehousingonline.com/
http://affordablehousingonline.com/
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Example of Affordable Housing Online 

http://affordablehousingonline.com/ 

 

Steps to Get Here: 

 

See previous Steps, Click 

on Wichita 

 

Scroll to Bottom of Page. 

Double Click on Specific 

Property. 

 

Almond Tree has 50 

units, all of which are 

Section 202 elderly units 

with a Section 8 Contract 

or HAP Contract. 

 

The contract rents are 

estimated to be around 

134.6 above the fair 

market rents for the 

Wichita area. 

 

http://affordablehousingonline.com/
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Section 42 Projects 

Kansas Housing Resources Corporation  (http://www.kshousingcorp.org/) 

*KHRC has been responsible for monitoring the program since the first tax credits were issued 

in 1987. 

 

Specific Areas of Information: 

Low Income Housing Tax Credit Program Overview (http://www.kshousingcorp.org/lihtc.aspx) 

Example:  Current Average Rate per Credit is $0.77 on the dollar; agree to keep rents 

affordable for 30 years, etc. Fred Bentley of KHRC indicates that Kansas is closer to $0.95 on 

the dollar. 

 

LIHTC Directory: (http://www.kshousingcorp.org/1forms-and-publications.aspx) 

Example:  From the Wichita MSA list, Richmond Place received HTC in 2007, and was a new 

construction for special needs. All of the units are low-income housing tax credits. 

 

LIHTC Project Costs & Allocations: (http://www.kshousingcorp.org/1forms-and-publications.aspx) 

Example:  From the 2007 HTC Allocation List, the Richmond Place received HTC’s of $148,132 

over 10-years. The project costs including site were $1,879,635. Note that some of the older 

projects don’t include project costs. Sometimes, the allocation costs will fall on the previous or 

prior year list. 

 

Historical Income and Expenses is the key for valuing these types of properties. However, from 

the information above, Richmond Place will receive $148,132 over 10-years ($1,481,320). When 

the project was constructed tax credits were selling for around $0.90 on the dollar per KHRC or 

the present value of the proceeds is $1,333,188 ($1,481,320*.90).  In most cases, these funds are 

gone by the start of the project and were used to defray the costs of construction. This amount 

reflects the functional/economic depreciation in the Cost Approach using actual project costs 

and the remaining project costs of $546,447 ($1,879,635-$1,333,188) will likely be similar to the value 

produced by an Income Approach. The owner/tax representative should be questioned as to the 

amount the tax credits were sold for and to verify they were sold upfront. 

http://www.kshousingcorp.org/
http://www.kshousingcorp.org/lihtc.aspx
http://www.kshousingcorp.org/1forms-and-publications.aspx
http://www.kshousingcorp.org/1forms-and-publications.aspx
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Navigating Kansas Housing Resources Corp. Site 
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HUD Projects (Sections 8, 202, etc.) 

U.S. Dept. of Housing and Urban Develop - http://portal.hud.gov/hudportal/HUD) 

 

 

Specific Areas of Information: 

 

Database of HUD Apartments: (http://www.hud.gov/apps/section8/index.cfm) 

Gives confirmation that a project is a government subsidized project or “project based” subsidy. 

 

 

http://portal.hud.gov/hudportal/HUD
http://www.hud.gov/apps/section8/index.cfm


Subsidized Housing Update – KCAA Conference 2016    Page 13 of 19 

 

More Specific Data – Download the Multifamily Assistance and Section 8 Contracts Database 

(http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/mfh/exp/mfhdiscl) 

 

The best resource to establish the contract rent is always the rent roll. However, the HUD 

portals include a downloadable database with good specific project information. The database is 

located below.  

 

There are two tables in Access 

– which can be filtered, or 

copied over into excel and 

linked with project_id. 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/mfh/exp/mfhdiscl
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 For example, for Sedgwick County, all of the projects are contained in a single excel 

spreadsheet. For Regular Division BOTA cases, the following spreadsheet is included in the trial 

exhibit for the project under appeal (example is below). Note in the example, this is a 202 

project with an Housing Assistance Plan for 50 units with 12 studio units.   

 As noted in the Insructions of the Portal – For each contract, the overrall average 

ratio of gross contract rent is displayed. The ratio is a guide only, as FMRs (Fair Market 

Rents) are determined by county and metro areas and rents change frequently. Again, 

the rent roll is the best source to determine the HAP (Housing Assistance Payment) 

contract rents, however, this portal does provide an “estimate” of what contract rents 

are. For example, the HAP contract rents on the studios below are actually $633 per 

month versus the estimated amount of $623 per month. 
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IOWA EXAMPLE  

Source: https://tax.iowa.gov/property-tax-credits-and-exemptions#section 

PROPERTY NAME:

PROPERTY ADDRESS:

PARCEL IDENTIFICATION:

PERSON COMPLETING FORM: TELEPHONE

PREPARER'S E-MAIL ADDRESS:

Reporting  Reporting Reporting  

Period Period Period Expense

INCOME 2013 2014 2015 Normalized Comments / Notes Ratio

Potential Gross Apartment Income Actual Rent Roll

Other #DIV/0! Average

POTENTIAL GROSS INCOME $0 $0 $0 #DIV/0! 100.000

Vacancy & Collection loss

Vacancy  $0 $0 $0 $0 Average

Uncollected Rent (1) $0 $0 $0 $0 Average

Other $0 $0 $0 $0 Average

TOTAL VACANCY & COLL. LOSS $0 $0 $0 $0 #DIV/0!

Miscellaneous Income

Interest Income $0 $0 $0 $0 Average

Garage/Parking Income $0 $0 $0 $0 Average

Storage Income $0 $0 $0 $0 Average

Late Fees (2) $0 $0 $0 $0 Average

Laundry Income $0 $0 $0 $0 Average

Security Deposit Forfeits $0 $0 $0 $0 Average

Application Fees $0 $0 $0 $0 Average

$0 $0 $0 $0 Average

Miscellaneous Income (3) $0 $0 $0 $0 Average

Other $0 $0 $0 $0 Average

TOTAL MISCELLANEOUS INCOME $0 $0 $0 $0 100.000

EFFECTIVE GROSS INCOME $0 $0 $0 #DIV/0! 100.000

EXPENSES*

Administrative

Marketing / Advertising/Signage $0 $0 $0 $0 Average

Telephone/Answ ering Service/Pagers $0 $0 $0 $0 Average

Bank Charges $0 $0 $0 $0 Average

Office Supplies/Equip/Postage $0 $0 $0 $0 Average

Computers / Fax / Copiers $0 $0 $0 $0 Average

Dues & Subscriptions $0 $0 $0 $0 Average

Licenses / Fees / Permits $0 $0 $0 $0 Average

Mileage/Automobile/Vehicle/Travel $0 $0 $0 $0 Average

Credit / Tenant Investigation Fees $0 $0 $0 $0 Average

Collection Expenses $0 $0 $0 $0 Average

Accounting / Auditing $0 $0 $0 $0 Average

Training and Compliance Training $0 $0 $0 $0 Average

Leasing Fees $0 $0 $0 $0 Average

IFA Compliance Fees $0 $0 $0 $0 Average

Misc Expense (4) $0 $0 $0 $0 Average

Other $0 $0 $0 $0 Average

TOTAL ADMINISTRATIVE EXPENSES $0 $0 $0 $0 #DIV/0!

SECTION 42 - REPORTING FORM - 2016 ASSESSMENT
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IOWA EXAMPLE (CONTINUED) 

 

Management

Management Fee $0 $0 $0 $0 Average

Asset Management Fee $0 $0 $0 $0 Average

Manager/Asst Mgr On-site $0 $0 $0 $0 Average

Managers/Employees Unit Discount $0 $0 $0 $0 Average

Maintenance Employee Expense $0 $0 $0 $0 Average

Contract Labor $0 $0 $0 $0 Average

Employee Benefits $0 $0 $0 $0 Average

Payroll Taxes/Processing $0 $0 $0 $0 Average

Other $0 $0 $0 $0 Average

TOTAL MGMT/PAYROLL  EXPENSE $0 $0 $0 $0 #DIV/0!

Services

Trash Removal $0 $0 $0 $0 Average

Snow  Removal $0 $0 $0 $0 Average

Exterminating $0 $0 $0 $0 Average

Security/Fire Monitoring $0 $0 $0 $0 Average

IFA Supportive Services $0 $0 $0 $0 Average

Other $0 $0 $0 $0 Average

TOTAL SERVICES EXPENSES $0 $0 $0 $0 #DIV/0!

Repairs & Maintenance

Heating / HVAC Repairs (5) $0 $0 $0 $0 Average

Maintenance Supplies $0 $0 $0 $0 Average

Cleaning and Cleaning Supplies (6) $0 $0 $0 $0 Average

Repairs/Maintenance (7) $0 $0 $0 $0 Average

Carpet Cleaning $0 $0 $0 $0 Average

Painting / Decorating $0 $0 $0 $0 Average

Pool Repair / Supplies / Equipment $0 $0 $0 $0 Average

Landscape/ Mow ing $0 $0 $0 $0 Average

Laundry Maintenance $0 $0 $0 $0 Average

Other $0 $0 $0 $0 Average

TOTAL REPAIRS & MAINT. EXPENSE $0 $0 $0 $0 #DIV/0!

Utilities

Electricity $0 $0 $0 $0 Average

Gas $0 $0 $0 $0 Average

Water / Sew er $0 $0 $0 $0 Average

Other $0 $0 $0 $0 Average

TOTAL UTLITIES EXPENSE $0 $0 $0 $0 #DIV/0!

Insurance 

Property Insurance $0 $0 $0 $0 Average

Other $0 $0 $0 $0 Average

TOTAL INSURANCE EXPENSE $0 $0 $0 $0 #DIV/0!

Reserves For Replacement

Payment to reserve account $0 $0 $0 $0 Average

Other $0 $0 $0 $0 Average

TOTAL RESERVES EXPENSE $0 $0 $0 $0 #DIV/0!

Real Estate Taxes

Property Taxes $0 $0 $0 $0 Average

Special Assessment Taxes $0 $0 $0 $0 Average

Other $0 $0 $0 $0 Average

TOTAL REAL ESTATE TAXES $0 $0 $0 $0 #DIV/0!

TOTAL EXPENSES $0 $0 $0 $0 #DIV/0!  
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IOWA EXAMPLE (CONTINUED) 

 

NET OPERATING INCOME $0 $0 $0 #DIV/0!

0.0000

#DIV/0!

Notes to Statement: THIS REPORT IS TO BE FILED WITH THE LOCAL ASSESSOR BY MARCH 1 OF EACH YEAR.  

As of January 1, 2015, property owners have a one-time, irrevocable election to withdraw from the Section 42 program and special

valuation methodology.  Once withdrawn, the property will be classed and assessed as multi-residential unless it fails to meet the

other requirements of Iowa Code section 441.21 (13).

A $500 PENALTY IS IMPOSED FOR FAILURE TO NOTIFY THE ASSESSOR WHEN A PROPERTY IS WITHDRAWN FROM SECTION 42 PROGRAM. 

THIS NOTIFICATION MUST ALSO BE PROVIDED BY MARCH 1 OF THE ASSESSMENT YEAR.

(1) Uncollected rent includes collection loss, bad debt and uncollectibles.  It should also include any past rent collection income.

(2) Late Fees include NSF charges and late rent payment fees.

(3) Misc Income also includes vending income, utility reimbursements and clubhouse income.

(4) Misc Expenses also includes entertainment and uniforms.

(5) Heating/HVAC repairs also includes air conditioning repairs.

(6) Cleaning and Cleaning Supplies include apartment and common area cleaning expenses.

(7) Repairs include carpentry, plumbing, electrical, roof repairs (not replacement), repairs to boilers and water heaters (not replacement),

                   appliance repairs (not replacement), and exterior repairs.

*Expenses should not include capitalized items including replacement of roofs, parking lots, boilers, water heaters, appliances, or

other items typically capitalized.  Expenses should also not include principal payments on debt, nor interest payments. Expenses

must reflect actual and not proforma expenses unless property does not have three years of history.  If other than actual expenses

please indicate expenses used with a hidden comment in Reporting Period cells at the top of this report.  

   I, _______________________________________________________________ hereby certify that the information submitted in this report is 

accurate and complete. I further certify that there are no depreciable expenses include in the expense categories within this report.

Signed ____________________________________________________________    Date ______________________

                                          General Partner or Title _____________________________________

(If filed electronically, please print this report, sign and mail copy to Assessor as a supplement to electronic filing)

57-014 (12/15)

CAPITALIZATION RATE:

INDICATED VALUE:
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IOWA EXAMPLE – CAP RATE METHODOLOGY 
(BAND OF INVESTMENT) 
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KCAA SUBSIDIZED HOUSING QUESTIONNAIRE 
 

How can PVD improve the existing Subsidized Housing Valuation Guide? 

 

___________________________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

 

If a state-wide cap rate were put in place for subsidized housing (Section 42 properties for 

example), should the counties be allowed to use their own cap rate study indications for 

apartments, or should all counties use the state’s standard cap rate? 

___________________________________________________________________________ 

___________________________________________________________________________ 

Suggestions? 

___________________________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

___________________________________________________________________________ 

 


