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ZIMBABWEAN DELEGATION HOUSING STUDY TOUR
OF WASHINGTON

Introduction

For a week during May 1994 (see attached itinerary for specific dates), a
delegation of eight representatives from various private, public, and non-profit sector
housing finance institutions in Zimbabwe attended a housing study tour in
Washington, D.C., sponsored by the U.S. Agency for International Development
(USAID). The tour was conducted by the Center for Financial Engineering in
Development (CFED) and its subcontractor, the Office of Housing Research at
Fannie Mae. The delegation attended the tour directly after participating in a three
week course in housing finance given by the Fels Center of Government and The
Wharton School at the University of Pennsylvania.

The challenge was to educate the delegation about the conceptual underpinnings
of the U.S. housing finance system through in-depth discussion and a series of
meetings with representatives from key U.S. housing finance actors and institutions,
such as the Federal Housing Finance Board, National Association of Mortgage
Brokers, Mortgage Insurance Companies of America, U.S. Department of Housing
and Urban Development, and the National Association of Home Builders. At the
direction of USAID, particular emphasis was placed on examining the relationship
between the private and public sectors in the U.S. system and their respective roles
in the provision of low income housing. The objective of this educational process was
not to enable the delegation to copy the U.S. housing finance system, but rather to
ensure that the delegates could return to Zimbabwe and begin to broaden and
deepen the reach of their housing finance sector in the most informed and
appropriate manner possible.

Successes

Perhaps the most compelling indication of the week's great success was the near
universal consensus among the delegates that the time allocated for the tour was
insufficient to reflect fully upon the concepts presented and discuss them to a
thoroughly satisfying depth. This consensus is clearly evident in the attached
evaluation forms, which the delegates completed just before their departure. Each
delegate was provided with an extensive collection of technical materials relating to
housing finance systems. Much of this material came from the U.S. institutions who
met with the delegation and the balance from the Office of Housing Research or
other Fannie Mae departments. A largely inclusive (but not exhaustive) collection of
the cover pages of these technical materials is attached for review. Boxes containing
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HOUSING STUDY TOUR

these materials were shipped to the offices of USAID/Harare for distribution to the
delegates.

The delegates verbally expressed the view that the study tour far exceeded their
expectations in terms of the quality and rigor of the concepts presented. Each
delegate was certain that he would now be able to contribute to improving the
Zimbabwean system in a much more substantive and confident way as a result of the
tour experience.

USAID's inclusion of delegates from the public, private, and non-profit sectors
proved wise. In combination with what proved to be a very effective study tour
format, this collection of actors had the result of bolstering the cohesion among and
the resolve of the various Zimbabwean housing finance institutions to effect changes
to extend the benefits of the housing finance sector to more of the country's
population.

Difficulties

Many steps designed to maximize the efficient use of time were taken, including
the use of working lunches, the practice of bringing representatives to Fannie Mae
to meet with the delegation to reduce the transit time required, and an emphasis on
keeping discussions tightly focused. However, our U.S. system is extensive and
complex. Digesting all its important underlying concepts is a time-consuming
endeavor. Although CFED and Fannie Mae were very pleased with the quality and
depth of exchange with the delegation and feel that overall the study tour was an
extremely positive experience, it was necessary to scale back the number and duration
of meetings to include time for debriefing and discussion. The time constraint did not
allow the group to delve into operational details, and, in many cases, two-way
discussion with the various U.S. institutional actors had to be prematurely cut off.

Aside from the general shortage of time, problems were few and minor in nature.
The delegates experienced some difficulty with the prompt disbursement of per diem
payments resulting in an unnecessary 90-minute delay in discussions. In addition,
transportation service was only budgeted through the end of the business day,
sometimes necessitating cutoff of the day's debriefing or other crucial discussion.
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HOUSING STUDY TOUR

Recommendations for the Future

Based on this very positive first experience in conducting a housing finance study
tour, we have only a few recommendations for future improvements:

• Allow more time for the tour overall, despite the additional cost.

• Provide more flexibility with regard to logistical support, such as the provision
of transportation after 5 or 6 p.m. This will increase the time available for
discussion and prove cost effective overall.

• Allow more time for prior planning of the substance of the tour and the
logistics under the "Terms of Performance" heading in the terms of reference
document. The period between the April 25 commencement of performance
and the arrival of the delegation on May 18 proved to be inadequate.

• Budget more "Work Days Ordered." Both the senior and junior housing
finance specialists expended significant time in excess of their respective ten
and twenty days. In a related matter, the pre-provision of more extensive
background information on the Zimbabwean housing finance system and on
the tour objectives would save significant work time.

• Free and full access to the ultimate requester of the tour should be a standard
feature of future projects to ensure prompt clarification or augmentation of
background information on the delegation, their country's situation, and on
any unique factors motivating the tour. This was pursued independently by the
Office of Housing Research with this project, and was critical to properly
designing the study tour agenda.

• Provide the contractual flexibility to make expenditures for small social
gatherings, such as meals, to establish an important personal rapport between
the delegates and the presenters or discussants.

3



I
I
I·
I
I
I
I
I
I
I
1
I
I
I
I
I
I
I
I ';~:'~> .>.·,'~w::~j~.J f::z~ :.:i (~ ;~"":~., •.

•~ Ll.J ......:..v ~~<;:aJ

Final Itinerary for Housing Study Tour

5

.
j



10:30 Break

8:00 Return to hotel

FEDERAL HOUSING POllCY OVERVIEW (at Fannie Mae)

Thursday, May 19
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6:00 Reception given by the Center for Financial Engineering in Development for the
Zimbabwean delegation at Sequoia, Washington Harbor

11:00 Overview of the Regulatory Environment in the U.S. Housing Finance System
Kenneth Ryder, Deputy Associate Director, Housing, Treasury & Finance Division,
Office of Management and Budget

9:00 U.S. Mortgage Markets: Historical Overview, Current Status, and Policy Issues
Steven P. Hornburg, Director of Housing Policy Research

8:30 Depart hotel for Fannie Mae

A Broad, Conceptual Overview of the U.S. Housing Finance System
Ellen P. Roche, Director of Mortgage Market and International Research, Fannie Mae

"Road Map" of the Study Tour
Steven P. Hornburg, Director of Housing Policy Research, Fannie Mae

2:45 Welcome to Fannie Mae and the Office of Housing Research
James H. Carr, Vice President for Housing Research, Fannie Mae

12: 15 Arrive, check into hotel, and transport to Fannie Mae

Wednesday, May 18

Note - One day, not shown on this itinerary, was spent at an all-day research roundtable '~

Conceptual View of the U.S. Housing Finance System" at Fannie Mae. All participants in the
Fels Center of Government Housing Finance Training Course attended (see attached final
agenda for the roundtable).

Final Itinerary for Housing Study Tour of
Washington by Zimbabwean Delegation
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12:30 Break for lunch

1:30 Meet to transpon to Federal Reserve Board

MACRO POllCY ENVIRONMENT (at Federal Reserve Board)

2:00 Monetary and fiscal policy, safety and soundness, and the role of housing in the
macroeconomy
Jack Goodman, Section Chief, Mortgage & Consumer Finance Section, Federal
Reserve Board

4:00 Return to Fannie Mae to discuss the day's presentations

5:00 Return to hotel

Friday, May 20

PRIVATE-SECTOR FINANCIAL INSTITUTIONS (at Fannie Mae)

8:30 Depart hotel for Fannie Mae

9:00 Overview of the "unbundling" of residential fmance in the U.S. (to establish context of
system actors and their roles)
James Follain, Syracuse University, Visiting Fellow, Urban Institute

9:45 Break

Representatives from range of institutions will discuss various aspects of originating,
servicing, or guaranteeing loans:

10:00 Mary Burt, Staff Vice President for Government Relations and Allen Jones, Director
of Agency Relations, National Association of Mortgage Brokers (NAME)

10:30 Brian Smith, Director of Policy Development, Savings and Community Banke~s

Association (SCBA)

11 :00 Kelly Ziglar-Clay, Director of Legislative and Regulatory Relations, Mortgage
Insurance Companies of America (MICA)

11 :30 Phyllis Slesinger, Senior Director, Government Agency Relations, Mortgage Bankers
Association (MBA)

12:00 Break for lunch
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INTERMEDIARIES/CREDIT ENHANCEM:ENT/SPECIAUZED CIRCUITS
(at Fannie Mae; note: Fannie/Freddie already covered by one-day session with Fels)

Representatives from state and local housing finance agencies and non-profit intermediaries:

I :00 Diana Meyer-Flanagan, Director of Research, Evaluation, and Documentation, The
Enterprise Foundation

I :35 Anne Morrison, Director of Real Estate Finance, Fairfax County (Virginia)
Redevelopment & Housing Authority

2: 10 Abigail Calkins, Program Officer and Richard Owens, Cooperative
Development/Training Advisor, Cooperative Housing Foundation

2:45 Break and transport to Federal Housing Finance Board

3:15 Tour and discussion of Federal Home Loan Bank System:

Mary Moore, Deputy Dir., District Banks Directorate, Fed. Housing Finance Board

Scott Baker, Manager of Congressional Affairs, Federal Housing Finance Board

Sylvia Martinez, Dir.of Housing Finance Directorate, Federal Housing Finance Board

Tom Sheehan. Associate Director, Office of Special Projects, District Banks
Directorate, Federal Housing Finance Board

4:45 Return to Fannie Mae

5: 15 Return to hotel

Monday, May 23

DIRECT FEDERAL PROGRAMS (at U.S. Dept. of Housing & Urban Development-HUn)

8:45 Depart hotel for HUD

9:20 Introduction to HUD
John Geraghty, International Affairs Program Officer, Office of Policy Development
and Research, HUD

9:30 Insured housing programs: FHA & multifamily
Joseph Bates, Office of Insured Single Family Housing and Benjamin Jacinto, Office
of Insured Multifamily Housing Development, Office of Housing, HUD

9



10:30 Overview of the Government National Mortgage Association (GNM:A, "Ginnie Mae")
George Anderson. Vice President for Asset Management and Paul Yates. Senior
Assistant Vice President. GNMA

11:00 Six priorities for the Clinton Administration's housing programs
Marc Weiss, Special Assistant to the Secretary of Housing, HUD

11: 15 Rental/low-income programs: section 8 housing vouchers, public housing, tax credits
and creative fmance
The Honorable Michael Stegman. Assistant Secretary for Policy Development and
Research, Edward Szymanoski, Housing Economist, and Arthur Rieger, Financial
Research Specialist, Office of Policy Development and Research, HUD

12: 15 Transport to National Association of Homebuilders (NAHB)

PROPERTY CONSTRUCTION AND MARKETING/BROKERAGE (at NAHB)

12:30 Working lunch: homebuilding and construction fmancing in the U.S.
David Crowe, Assistant Staff Vice President for Housing Policy, NAHB

2:30 Marketing residential property in the U.S.
Susan Collins, Housing Economist, National Association of Realtors

3:00 Site visit to Courthouse Commons/Crossings multifamily apartment development,
Arlington, Virginia (winner of Association of Local Housing Finance Agencies
meritorious achievement award for affordable low-income fmancing structure)
W. Clarke Ewart, Executive Vice President, Paradigm Development Company
Alice Barrett, Vice President, Paradigm Development Company

5:30 Return to hotel

Tuesday, May 24

FINANCING MULTIFAMILY HOUSING (at Fannie Mae)

8:30 Depart hotel for Fannie Mae

9:00 Conceptual discussion of Fannie Mae's multifamily financing activities and discussion
of general financing mechanisms including Real Estate Investment Trusts (REITs)
Richard S. Lawch, Vice President for Affordable Housing & Negotiated Transactions,
Multifamily Finance. Housing Impact Division, Fannie Mae

10:30 Break

10:45 Pension fund and insurance company investors in multifamily housing
Donald Campbell, Sf. V.P., Government Affairs, Multifamily Housing Council
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11 :45 Break for lunch

USAID HOUSING PROGRAMS

I :00 USAID I s global activities and the origins and future of the housing guaranty program
David Grossman. Director of Operations. Office of Urban Programs. USAID

POLICY LESSONS LEARNED IN THE U.S.

2:00 Wrap-up roundtable discussion to explore potential application of the U. S. experience
Steven P. Homburg, Director of Housing Policy Research, Fannie Mae
Ellis Leslie, Senior Research Analyst, Fannie Mae

4:30 Adjourn

4:45 Return to hotel

Wednesday, May 25

Individual activities or group sightseeing, as desired. Depart Washington early evening.

11
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In Conjunction with the Fels Center of Government and
The Wharton School, University of Pennsylvania

Fannie Mae Research Roundtable Series:
A Conceptual View of the U.S. Housing Finance System

The goal of the Office ofHousing Research is to generate thoughtful and insightful research
on a broad range of issues to junher the development of solutions to America's housing
problems. Areas ofinterest include housing policy andfinance. housing markets, affordable
housing technologies, and international housing issues.

May 13,1994
15

Welcome and Introduction to Fannie Mae
James H. Caq
Vice President for Housing Research

Regulation of the U.S. Financial Sector: Lessons from the Past
Ellen P. Roche
Director of Mortgage Market and International Research

Legal Requirements of the Housing Finance System
Robert A. Nelson
Vice President and Deputy General Counsel

Lunch
Fannie Mae: Blueprint or Concept?
Ellis Leslie
Senior Research Analyst, Office of Housing Research

Credit Quality and Policies
Joseph J. Sakole
Director of Loan Credit Risk Analysis

Asset/Liability Management Strategy
R. Warren Fitzgibbon
Manager of Asset/Liability Management Strategy

Tour of the Fannie Mae Market Room
Elizabeth A. Martini
Director of Long-Tenn Funding

Dessert Break

Info Processing Requirements and the Housing Finance System
Richard A. Morelli
Director of Research and Development Business Systems

Adjourn
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Fannie Mae Office of Housing Research

4:00 p.m.

2:25 p.m.

3:15 p.m.

3:25 p.m.

1:50 p.m.

1:15 p.m.

12:00 p.m.

11:20 a.m.

10:45 a.m.

10:30 a.m.
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Participants' Comments: Housing Study Tour of Washington
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Fannie :\lae

Papers Presented at the Tri-Country
Conference on Facing Up to Housing
and Urban Issues: 1992

September 17-19, 1992
San Francisco, CA

This conference was cmn'ened by rhe ,Vurionai AS50Clullon lir HOllj/tli.! and ReJei't'iopmt'nI
Officials (SARRO), Ins{/[we 1:r'HoUSII7r!. rIGHi, und CutlWl/un Hlili.\lnt; (/tlJ Rcnewui
AssoclQrion ,CHRAJ, In cooperarzon WITh rhe Ft'Jerai .\'u[[onui ,\jorr(}age Assocwnon rFunme
Mae) and rhe Canada ,\[{)nfzage and H{)uslnfl, Comnrwwn 'C.HHC;.
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Research NewsI

I .4. perIOdic commentary on housing and urban research

'~Housing,
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HUD Takes New Directions in
Managing FHA Multifamily Inventory
by Nicolas P. Retsmas

I
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L ast year. Secretary Henry Cisneros testi
fied before Congress that the management
and disposition of the Department of

Housing and Urban Development's (HUD's) multi
family inventory is the single largest problem facing
the department. This inventory-31,000 units that
must be managed and then sold-is only the tip of
the iceberg. Beneath the water, out of view, is a
much larger body of distressed projects and mort
gages at risk of default, assignment. or foreclosure.

As Secretary Cisneros has emphasized. "the
problem" is really many problems, WIth no SIngle or
simple solution. First. It is an operational prob
lem: the number of properties owned. or about to be
owned, by HUD has grown phenomenally. Second.
it is a money problem. Even WIth greater legisla
tive flexibility, maintaining the affordability of
foreclosed and HUD-owned properties will be costly.
Third, it is an affordable housing problem. Many
properties in HUD's inventory serve low- and
moderate-income families; this housing is a re

source that should be preserved.
Finally, it is a neighborhood
problem. While the department is
able to stabilize or Improve many
projects It takes over, their physical.
finanCial. and social distress spills
over in the surrounding commumty
and vice versa.

Solving the problem challenges
HUD on man:v fronts. 14l:1 depart
ment proposed and receIved legIsla-

tion to improve the property disposition process,
developed an asset management strategy to stem
the flow of mortgages and properties into the HUD
held and HUD-owned inventories, and plans a
series of mortgage sales to enable FHA to focus on
the insured stock.

The Inventory
HUD has $43 billion of multifamily insurance in
force. Last year, 27 percent was estimated to be at
risk of default. requiring a loss reserve of $11.9
billion. HUD currently holds more than 2,400
mortgages with unpaId principal balances totaling
$7.3 billion. and owns 184 properties, valued at
$850 million.

Problems with much of this stock require substan
tial expenditures for insurance l<;>sses and for
financial assistance. including repairs and rental
assistance. In a number of subsidized multifamily
projects. living conditions are unacceptable. Root
causes of these problems include poor program
design lsuch as the coinsurance program). faulty
underwrIting, lack of adequate staff. and insuffi
cient monitoring. (Other Influences. including the
downturn in regional rental markets and the
impact of tax reform. are outSIde HUD's control.)
Resolving these difficulties will take many years.
additional resources. and a concerted effort by HUD
and its partners. To begin addressing the problems.
the department has developed an asset manage
ment strategy coverIng three areas: the HUD-

See HUD on page .:::
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A perwdic commentary on housing and urban research I
I~Housing----------,

Research News-
VoLz:.· No-_1 Office:of:Housing:Researctr:- February 199

measure. t~e revenue implications of modifyingtt
tax prOVISIOns.

The participants noted that the revenue gained I
from eliminating a tax deduction is not necessari
equal to its tax expenditure-the estimated cost to
the federal treasury of allowing the deduction. AI
tax expenditure estimate does not account for
behavioral responses by taxpayers attempting to

avoid a new tax or subsequent Impacts on the I
economy that mIght lower Individual or corporate
earnings. For example. high-mcome taxpayers who

can no longer deduct mortgage Interest may adjul
their personal portfolios to avoid increased tax
payments. Without a mortgage mterest deduction,
potential first-tIme buyers may delay purchases •
while current owners may defer trade-up decisiorw
Either scenario could dramatIcally affect house

prices. constructIOn employment. and housing I
demand. Furthermore. tax expenditure. estimates
do not measure the potentIal financIal Impact on .
homeowners of different Income levels.

Too little is known about who actually benefits frl
the tax code's vanous homeownership mcentives

and how the benefits of each mcentlve are distribll
ed across households of varymg mcome levels,
noted OHR Vice PreSIdent Jim Carr. "For example.

the federal tr'2asury doesn't even measure foregol
revenue prOVIded throufZh the nontaxatIOn of net

See Tax Incentrves on page.

~

As the federal government struggles to reduce the
deficit and find revenues for new mitiatives, many
programs that were previously considered sacro
sanct may be put on the political chopping block.
In 1993 the federal government will have supported
homeowners by relinqUIshing more than $75 billion
in tax revenue. according to Congress's Joint
Committee on TaxatIOn. On the face of it. that
$75 billion may seem easy to tap for new health
care, crime, and disaster programs.

But experts at a Fannie Mae Research Roundtable
sponsored by the Office of Housing Research (OHRl
strongly cautioned that tax policy modifications
may not produce revenue gains comparable to these

tax expenditure estimates and may
negatively affect the natlOn's econo
my. The roundtable brought togeth
er academics. Industry representa
tIves. advocates. and government
analysts to examine the different
tax preferences for homeowners,
discuss their impact on the economy
and on homeowners of different
Income levels. and exPi~e ways to

by Ellen P. Roche

I
Analysts Examine Research Issues J
Concerning Homeowner Tax Incentive~

I

A
lthough American homeowners have had
preferential treatment in the U.S. tax code
since the early 1900s, this federal support

of homeownership has enjoyed its most widespread
use and support in just the past 40 years.
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Fannie Mae
Research Roundtable Series

Recommendations
Housing Finance for Sustainable Development:
A Fannie Mae Roundtable, February 3-5, 1992
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New in this Issue

This Issue contains six new-historical tables and added
informanon to one of the existing tables. The additional
information covers FHA interest rate series for commit
ments (added to Table 11), interest rates on closed
loans trom the Federal Housing Finance Board (Table
12). unassisted FHA multifamily insurance (Table 14),
Mortgage Bankers Association's series on delinquencies
and foreclosures (Table 15). expenditures far existing
residential properties (Table 16), value of cons1ructlon
put in place <Table 1n. and fixed residential Investment
and Gross Domestic Product (Table 18). With the
addition ot these tables. the numbering of the tables
from the February 1994 Issue has been altered.

The regIOnal summaries generally show a continua
tion ot the 1993 trends of improving housing market
conditions. HUD's reglOnal economists' reports of
first quarter constructlon actIvity, as measured by
building permIts, show a contInuation of the 1993

Regional Perspective

were below year-earlier levels, not yet having
responded to the higher start rates in 1993 due to
the longer constructlon tlmelag.

• Residential Fixed Investment in the fourth
quarter of 1993 rose 3 percent from the preVIOUS
quarter and 14 percent from the fourth quarter of
1992; it was 4.2 percent of the Gross Domestic
Product in the fourth quarter of 1993, up 8 percent
from a year earlier, reflecting housing's important
role in the economic recovery.

49

SUMMARY
Two factors stand out m the housing market
statIstics for the first quarter ot 1994: weather and
interest rates. Weather had the most Immediate
eHect on housmg markets. Buffeted by severe
Winter weather throughout much of the Nation in
January and February, housmg market actlvity in
the first quarter of 1994 generally was down from
the sharp peak in the fourth quarter of 1993, but
still substantIally above the same quarter last year.
Also, in response to tightemng by the Federal
Reserve and market apprehenslOn about mflation,
mortgage interest rates rose along WIth rates on
other long-term and short-term instruments. While
rising mterest rates will eventually lower housing
demand, the short-term consequences are less
predictable. Sometlmes nsmg rates can cause
purchasers to buy earlier than they had planned in
order to aVOId expected higher tuture rates.

Dunng the first quarter of 1994, smgle-familv
production and new and eXIStmg home sales de
clmed, but were stlll at consIderably hIgher levels
than a year earlIer. MultlfamIlv constructlon was
much less attected, as producnon held at a steady
pace trom the fourth quarter. DespIte an end-of
year decline m market absorpnon combmed with a
large downward reviSlOn m the prevlOUS quarter
absorptlons, production was SIgnificantly above
year-earlier levels.

• Single-family permits were down 6 percent from
the prevlOUS quarter and up 16 percent trom the
same quarter last year. Single·famlly starts-at a
seasonally adlusted annual rate ot 1, 164,OOO-were
down 10 percent and up 14 percent over the same
penods. Smgle-tamIlv complenons were unchanged
and 11 percent higher over the same penods.

• MultifamIlv permIts were down 4 percent trom
the prevlOus quarter but up 31 percent trom last
year. Mulnfamily starts-dt a seasonallv adlusted
dnnual rate of 159,OOO-were virtuallv unchanged
trom the preVIOUS quarter but up 48 percent over
last vear's hrst quarter. Mulntamilv complenons
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U. S. Department of Housing and Urban Development
Washington, D.C. 20410-6000

OFFICE OF THE ASSISTANT SECRETARY
FOR POlICY DEVELOPMENT AND RESEARCH

HOUSING PRODUCTION
IN THE UNITED STATES

OVERVIEW

The production of new housing in the United States is
overwhelmingly local, private, competitive, and by small
scale builders. The volume of production varies widely from
year to year, dependent on the economy and the availability
of financing. Since World War II, it has ranged from just
under 1 million units per year to well over 2 million units.
Given such variation, the information that follows is
intended to be representative rather than for a particular
year.

THE BUILDERS

The home-building industry is dominated by small
producers averaging 10-20 units per year. In any given year
there may be from 75,000 to 100,000 producers. Entry to the
industry is easy and turnover is very high; perhaps 25
percent or more are new each year. No producer achieves so
much as one percent (10,000 to 20,000 units) of the annual
national market: fewer than 500 producers achieve one-tenth
of one percent (1,000 to 2,000 units) of that market: but
the ten to twenty percent of producers who build 100 or more
units, produce 65 to 75 percent of all units built each
year.

The typical builder/developer entrepreneur acquires the
building plot, erects the dwelling, arranges long-term home
financing for the buyer, and markets the unit. In addition,
there is a highly developed network of small, independent
subcontractors who undertake part of the work for the
builder/developer, such as excavation, masonry, plumbing,
electrical, heating, drywall, flooring, and real-estate
sales. There is also an extensive network of independent
building-materials suppliers. The buyer1s long-term
purchase mortgage is usually provided by local savings and
loan associations or mortgage bankers (which iQ most cases
resell their mortgages in the secondary market). Commercial
banks provide the builder1s interim financing for property
acquisition, development and construction.

The use of professional architects and engineers,
except for multifamily housing and for repetitive tract
housing, occurs only in a very limited segment of the upper
income market.

50
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U. S. Department of Housing and Urban Development
WashingtOn. D.C. 20410·8000

OFFICE OF THE ASSISTANT SECRETARY FOR
HOUSING·FEDERAL HOUSING COMMISSIONER

FACT SHEET
BUD/FHA Mortgage Insurance

Single R.oom Occupancy Housing
Section 221(d)(3) & (d)(4)

1. Single R.oom Occupancy Housing - What It Is

HUD/FHA insures mortgages ~de by FHA-approved lending institutions to aid
in the construction or rehabilitation of single room occupancy (SRO)
housing. The SRO program is designed to expand affordable housing
opportunities for single individuals who may not be eligible for
subsidized housing and cannot afford full-sized apartments. New and
rehabilitated SRO projects will provide much needed housing for persons
now living in substandard or overcrowded conditions or at risk of becoming
homeless.

2. Eligible Projects

Projects must have 5 or more units.

Units may contain kitchen or bathroom facilities or such facilities may be
shared among tenants.

Units may be designed to allow for more than one occupant, but maximum
number of occupants is subject to State or local requirements and
compliance with Fair Housing Act.

Local government must review SRO proposals and certify as to need,
relocation plan, if any, and services.

3. Ineligible Pro jects

Projects with or proposing HUD project-pased rental assistance.

Proposals for purchase or refinancing of existing structures that do not
require substantial rehabilitation.

Projects subject to State licensure, certification or regulation as a
board and care home (or similar residential care facility).

Projects containing central kitchens or dining facilities for providing
food services to tenants.

51



The Treasury department is responsible for two notable
activities that help provide housing for low- and moderate-income
households -- the low-income housing tax credit and the
Resolution Trust corporation's (RTC) Affordable Housing
Disposition Program (AHDP). In addition, the Treasury
administers several other provisions of the Inte~nal Revenue Code
that affect low- and moderate-income housing. Several Treasury
agencies influence many aspects of the housing industry through
various regulatory activities.

Generally, in order for a credit to be claimed with respect
to a building, the building owner must receive a credit
allocation from the appropriate credit authority. The low-income
housing credit is allocated by State or local government
authorities subjec~ to an annual limitation for each state. The
popUlation component of the annual State credit limitation was
$1.25 per resident for 1992, but this portion of the state credit
limitation could not be allocated after June 30, 1992. Treasury
has estimated that the outlay equivalent value of this tax credit
will increase from $1.13 billion in FY 1992 to $1.53 billion in
FY 1994, with associated revenue losses of roughly equal
magnitUde.

Section 42 of the Internal Revenue Code provides for a tax
credit in annual installments over 10 years for newly constructed
or substantially rehabilitated low-income rental housing. For
most newly constructed and substantially rehabilitated housing,
the credit percentages provide a credit stream with a present
value equal to 70 percent of the total qualified expenditures.
In the case of housing receiving other federal subsidies and the
acquisition of an existing building that is substantially
rehabilitated, the credit percentages provide a credit with a
present value equal to 30 percent of the total qualified
expenditures. Generally, that part of the building for which the
credit is claimed must be rented to qualified low-income tenants
at restricted rents for 15 years after the building is placed in
service.
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WASHINGTON

DEPARTMENT OF THE TREASURY

Low Income Housinq Tax credit

FOR HOUSING REFORM AND ECONOMIC
INDEPENDENCE WORK~NOUP

Alicia H. Munnel
Assistant Secreta

for Economic Policy

The Treasury Department's Role in Low- and
Moderate-Income Housing

MEMORANDUM

FROM:

SUBJECT:

ASSISTANT SECRETARY
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U. S. Department of Housing and Urban Development
Washington, D.C. 20410-8000

OFFICE OF THE ASSISTANTSECRE1MV
FOR HOUSING·FEDERAL HOUSING CClJIMISSIONER

FACT SHEET

HOD NON-ASSISTED PROGRAM FOR
SECTION 223(f) RENTAL HOUSING

A. PURPOSE'

The first multifamily program which provides for the
purchase or refinancing of existing multifamily projects.
Through the availability of mortgage insurance, it is
antic±pated that this program will play a major role in the
conservation of existing housing resources.

B. ELIGIBLE PROJECTS
\

1. Projects containing five (5) or more units of detached,
ssmi-detached, row, walk-up, or elevator-type
multifamily structures, designed primarily for
residential use and to provide decent, safe and
sanitary housing.

2. A project must be at least three (3) years old prior to
the filing of an application.

3. ~e project must attain sustaining occupancy prior to
insurance endorsement or an operating deficit escrow
will be required.

4. A project to be insured under this program will involve
only minor repairs, if any, substantial rehabilitation
is not allowed. The total cost of repairs may not
exceed 15 percent of value after repair or $6,500 per
unit which~ver is greater. The per unit limitation may
be increased by the appropriate high cost factor as
described in Section C. Further, the repairs to the
project must not involve replacement of more than one
major building component.
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U. S. Department of Housing and Urban Development
Washington, D.C. 20410·8000

OFFICE OF THE ASSISTANT SECRETARY
FOR HOUSING·FEDERAL HOUSING COMMISSIONER

HOD/FHA MORTGAGE INSURANCE FOR BOARD AND CARE HOMES -
SECTION 232
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FHA approved lending
institutions must originate
the loan. Project mortgages
are eligible for the GNMA
Mortgage-Backed securities
Program.

Mortgage Terms and Conditions:

Maximum mortgage limited
of 90 percent of,HUD/FHA
estimate of value of the
property and major equipment.

Eligible Sponsors:

proprietary and private
nonprofit organizations.

Maximum Mortgage term 40
years.

Interest rate negotiable
between borrower and lender.

Financing:

Must meet state and local
licensing and occupancy
requirements.

Ineligible projects:

Boarding houses providing
only food and shelter and
single room occupancy hotels
are not permitted.

proposals which require
"founders fees", life care
fees or other similar entrance
charges or fees are not
permitted.

Maximum of 4 persons for
each bedroom and for each full
bath.

Must provide room, board,
and continuous protective
oversight and areas for
central dining, kitchen,
lounges, recreation and other
appropriate purposes.

Free-standing structures
or identifiable and separate
portions of an intermediate
care facility or nursing home.
Minimum of 5 bedrooms and/or
units.

Must be located in a
state which has certified to
the secretary of HHS or HUD
that the State is in com
pliance with 1616(e) of the
Social Security Act (Keys
Amendment) .

Eligible Projects:

BUD/FHA insures mortgages
made by FHA approved lending
institutions to aid in the
construction or substantial
rehabilitation of board and
care home for occupancy by
individuals who cannot live
completely independently but
do not need to extensive care
offered by nursing homes or
intermediate care facilities.

Board & Care -- What it is:

54 I
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u. S. Department of Housing and Urban Development
Washington, D.C. 20410-8000

OFFICE OF THE ASSISTANT SECRETARY
FOR HOUSING·FEDERAL HOUSING COMMISSIONER

MORTGAGE INSURANCE FOR NURSING HOMES AND
INTERMEDIATE CARE FACILITIES

SECTION 232

PURPOSE

-- To help finance construction and substantial rehabilitation
of nursing homes and intermediate care facilities (ICFs).
HUD-insured existing projects may also be purchased or
refinanced pursuant to Section 223(f) without substantial
rehabilitation. The mortgage may include the cost of
equipment for operating the nursing home or ICF. Projects
may combine both nursing and ICF beds.

ELIGIBLE PROJECTS

-- Projects with 20 beds or more.

-- Projects with a State Certificate of Need (CON) or alternate
market study if the State does not issue CONs.

-- Nursing homes serve people who need skilled nursing care and
medical services but do not require acute in-patient
hospital care.

-- rCFs provide a protective living environment and routine
personal and health services for people who do not need
skilled nursing care.

FINANCING

-- The Section 232 Program is not a direct loan program. HUD
approved lenders (mortgagees) must originate the loan.

-- Includes advances of funds during project construction
except for existing projects pursuant to Section 223(£)-

ELIGIBLE MORTGAGORS

-- Proprietary facilities may be a corporation, trust,
partnership, or individual approved by HUD. Nonprofit
mortgagors must be organized for purposes other than making
a profit for themselves or for their officers or members.
Nonprofits must not be controlled or directed in any way by
persons or firms seeking to derive profit from the facility.
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PAGE
17TH STORY of Levell printed in FULL format.

Copyright 1994 Plain Dealer Publishing Co.
The Plain Dealer

May 16, 1994 Monday, FINAL / ALL

SECTION: BUSINESS; Pg. 2C

LENGTH: 590 words

HEADLINE: UNION-ORIENTED FUNDS DESIGNED FOR PENSION PLANS

BODY:
New and different kinds of mutual funds are being born as rapidly as

financial imaginations can create them.

The latest still seek the simple old targets of growth and income, then the~

go beyond that to satisfy personal feelings.

They appeal to the likes or dislikes of potential investors, including
socially responsive funds. And now Massachusetts Financial Services Co. has cor
out with labor union-oriented funds.

The MFS Union Standard Trust has open-end mutual funds designed for pension
plans sponsored by labor unions or in which union members participate, said Jo:
F. Reilly, MFS spokesman.

The trust consists of two portfolios: the Union standard Equity Fund and th
Union standard Fixed-Income Fund.

The union stock fund plans to put up to 10% of its assets into
II economically targeted investments. "

This means it wants companies with expanding employment opportunities,
increasing the availability of affordable housing, building or improving
schools or health-care facilities, or assisting minority or women-owned
businesses.

In picking the rest of its companies, the fund will consider the degree to
which a company·s work force is unionized, whether the company manufactures
products on a union boycott list, whether the company is or has been involved
strikes or lock-outs and whether the company has demonstrated a pattern of
non-compliance with applicable labor or health and safety laws.

The financial clout it hopes to wield can be seen in the requirement that t
minimum investment at the present time is $5 million. It obviously is seeking
input from the treasuries of union pension funds, said Reilly.

If the fund is successful, a similar one will be created for individual
investors, he said.

Investments are based on a labor sensitivity index developed by American
Capital Strategies Ltd. of Bethesda, Md.

After a list of potential purchases has been made, it is reviewed by a Labc
Advisory Board, composed of senior labor officials, senior managers of
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21ST STORY of Focus printed in FULL format.

copyright 1994 Denver Publishing Company
Rocky Mountain News

March 28, 1994, Monday

SECTION: BUSINESS; Ed. Fi Pg.39A

LENGTH: 1027 words

I
I
I

HEADLINE: PAVING the way with PENSION funds
Governments try to tap a $ 3 trillion U.S. pool for public works, but efforl
stir controversy

IBYLINE: Penelope Lemov; Governing Magazine

BODY:
with more than $ 3 trillion in assets, pUblic and private pension funds

lthe biggest lump of money in the world - around 40% of this country's finan
assets. And nearly everyone would like a piece of that money.

" Pension funds are viewed as the last pot of money that's available tfl
significant investment,' I says Relmond Van Daniker, executive director of
National Association of state Auditors, Controllers and Treasurers. "The
pressures on them are enormous." I

Top government officials, from the Clinton administration down to governe
and mayors and their cabinets, would like to see some of those hundreds of
billions of dollars put to use underwriting cutting-edge infrastructure prol
or boosting local economies.

Robert Scott, PERA 1 s executive director, quibbles about calling these
investments ETIs but agrees that the in-state investments are producing
healthy returns and helping the local economy at the sam~ time.

I
I

The Denver Employees Retirement Plan also recently committed to investins
a new Elitch Gardens amusement park in the Platte River Valley near downtowl
The $ 93 million Elitch project is seen as a centerpiece of the city's
redevelopment efforts in the valley.

It is at the state level, including Colorado, that the talk of drawing I
pension fund money into economic development or socially sensitive projec

has been elevated to action, though not without a good deal of controversy.
code words around which the battle is raging are " economically targeted I

investments, " or ETIs.

For example, Colorado's Public Employee Retirement Association has been c

to put 20% of its assets in investments that will help local economies. 11
So far, it has only gone as high as 7% of its assets - about $ 600 millie

Much of this is in local real estate (apartments, hotels, office bUildings'l
pools of mortgages), in-state venture capital deals (start-up high-tech
companies, for example) and bonds issued by the Colorado Housing and Finar
Agency to provide loans to small businesses.

I!
I

60

I
I



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

PAGE
57TH STORY of Focus printed in FULL format.

copyright 1994 National Thrift News, Inc.
National Mortgage News

February 7, 1994

SECTION: MULTIFAMILY MORTGAGES; Pg. 8

LENGTH: 487 words

HEADLINE: Pensions Buying 'Social' MBS, Including MF

BYLINE: TED CORNWELL

DATELINE: WASHINGTON

BODY:
State pension funds rely heavily on mortgage-backed securities, including

some backed by multifamily loans, to meet social investment targets, according
to a recent survey of the funds.

About 30% of the assets in ., Economically Targeted Investment" programs ar
housing -related, according to a study by the Center for Policy Alternatives.

State-wide public pension funds have at least 60 ETI programs to promot
investment in underserved areas, the study found.

Mortgage securities are often a vehicle for ETI investment because the
secondary market absorbs the credit risk and creates liquidity.

In addition, pension fund managers are familiar with the features of
general MBS investment.

While affordable housing loans are typically co-mingled with other loans
MBS pools, pools can be created that aggregate affordable housing loans and
geographically targeted loans to suit the goals of ETI programs. Pension

funds sometimes work with lenders to originate loans and then swap them for
agency securities.

The secondary market agencies are actively promoting loan products with low
downpayments and flexible underwriting and will customize programs for
individual funds, co-authors Richard Ferlauto and Jeffrey Clabourn said in the
report.

At least 14 state pension funds currently have ETI programs that steer
investment to affordable, single-family housing.

Three state funds are are targeting investment to multifamily housing.

For example, a pUblic employee's pension fund in Connecticut teamed up wi
the Federal Horne Loan Mortgage Corp. to offer at least $ 200 million in
below-market interest rate loans.

The Massachusetts teachers fund participates in programs with the secondary
market agencies as well to originate loans targeted to teachers and low-income
horne buyers.
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HEADLINE: CLINTON SEEKS MORE PRIVATE FUNDING FOR INNER CITIES;
URBAN CENTERS: ADMINISTRATION OFFERS INCENTIVES. IT ALSO WIELDS THE THREAT OF
REGULATORY PRESSURE.
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BODY: I
Increasing the flow of private investment to America's inner cities is

emerging as the cornerstone of the Clinton Administration's strategy for
revitalizing depressed urban centers.

Across the government, at least half a dozen major initiatives are being I
pursued with a common objective of attracting more capital from banks, pensior

funds, insurance companies and private businesses. I
The Administration is dangling several carrots for investors, inclUding tax

incentives for companies that invest in designated urban "empowerment zones" a.
federal seed money for a nationwide network of new community lending
institutions. But it is also brandishing a potentially big stick in the form 0
stepped-up regulatory and legal pressure on banks and insurance companies to
make more services available in inner cities. II

DATELINE: WASHINGTON

BYLINE: By RONALD BROWNSTEIN, TIMES POLITICAL WRITER

LENGTH: 1839 words

SECTION: Part A; Page 1; Column 1; National Desk

a way to build a bridge between the variety 0:

of our communities, II said Nicolas P. Retsina1
at the Department of Housing and Urban

I
I
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lilt is incumbent that we find
sources of capital and the needs
assistan~ secretary for housing
Development.

This focus on attracting private capital fits several of President Clintonll
broad policy and political goals. At a time of fiscal strain, it allows the
Administration to supplement limited federal expenditures on cities with priva
dollars. And it reflects Clinton's priority on bottom-up development, which I
attempts to enhance inner-city stability by bolstering community institutions
and increasing the number of homeowners and small business owners.

While the emphasis on encouraging private investment and homeownership eCh~
the themes of Clinton's Republican predecessors, his emerging strategy envisio
a more assertive government role.

That role is evident in the pressure on banks to provide capital and the II
proposed creation of complementary public initiatives on job training,
vocational education, crime prevention and, eventually, welfare reform. II

But, like its disappointing predecessors over the last quarter of a century
this latest attempt at urban renewal raises the question of whether any
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or hopes about to

IIBYLINE: Ferlauto, Richard

BODY:

I
ETls fill an identifiable capital gap resulting from market imperfections,

and offer substantial corollary benefits to the state or regional economy.

Pension funds are increasingly being viewed by federal and state

I policymakers as a source for financing housing, small businesses and economic
development projects that, although they may be sound financially and otherwise
credit-worthy, cannot get financing from traditional lenders. This credit crunct

I has been caused by numerous factors, all driving commercial banks and Thrifts tc
more conservative lending practices.

63

The Department of Housing and Urban Development has proposed a $ 1.2
billion urban revitalization program in conjunction with the AFL-CIO Housing
Investment Trust, pointing to the fact that ETIs supply capital to neglected
areas, affordable housing and small businesses, by overcoming barriers based
on such non-financial standards as race, gender or location.

ETIs are central to the Infrastructure Investment Commission's discussions
of new ways to finance bridges, sewers and highways.

This problem has become a front-line policy question at the White House and
cabinet-level deliberations with discussions including a hard look at using
pension-based 'I economically targeted investments 11 (ETls) , an economic
development strategy proven successful in many states. Discussions at the White
House's National Economic Council involve using pension funds as part of a
strategy for community lending; a strategy which includes revamping the
community Reinvestment Act and creating a national network of community
development financial institutions.

I
These factors include: tightening of credit regulations due to the

savings-and-Ioan crisis, new capital reserve requirements, the recession, the
flow of bank funds to treasury securities rather than commercial loans due to
interest rates, and the loss of small community-based banks committed to local

IIbusiness development.

The change is exacerbated by a major shift in the pattern of capital flowing

I to various financial intermediaries. For example, Federal Reserve data indicate
that in 1972, commercial banks held 37.7% of capital assets available for
development, by 1992 the level had fallen to 26.6%. In the same time period,

pension fund capital grew from 17.3% to 30.9%.

I
I
I
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HEADLINE: Pensions, HUD SECRETARY URGES PENSION MANAGERS TO INVEST FUNDS IN
AFFORDABLE HOUSING

BODY: I
Secretary Henry G. Cisneros of the Housing and Urband Development

Department urged pUblic pension fund managers Nov. 4 to consider investments
that would increase the nation's stock of affordable housing without I
sacrificing an appropriate rate of return.

LENGTH: 1188 words

SECTION: REGULATION, ECONOMICS AND LAW, Section A; 213.
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I
The AFL-CIO will invest up to $ 660 million in pension fund money

five years and private banks will invest an additional $ 550 million to
construct multifamily rental housing. Fannie Mae, Freddie Mac, and state
housing finance agencies will provide a guarantee on the investments.

"I understand the fiduciary responsibilities of pension trustees," cisnerol
told conference attendees, which included managers of some of the nation's
largest pension funds. However, using pension fund assets to achieve SOCi,
goals makes economic sense, he argued. "It is possible to build affordable

housing in a way that is financially responsible," he said.

In his keynote address to the Pensions 2000 conference, Cisneros cited a I
partnership between HUD and the AFL-CIO as a model for economically target

investments that pension funds might consider. In partnership with the
AFL-CIO Housing Investment Trust, HUD will issue $ 100 million in public
housing vouchers to eligible low-income households, he said.

Cisneros said there are growing signs that the economy is beginning to I
recover from economic recession. At the same time, "poverty is on the increas
he said, and "home ownership is a fading dream for too many Americans."
According to the Census Bureau, 80 to 90 percent of renters cannot afford to ,
even a modestly priced horne, he added.

I

HUD Seeks Partnerships

Like other government agencies, HUD's resources have been restricted underl
President Clinton's directive to reduce the federal deficit, cisneros said.
T~erefore, to address the nation's housing needs HUD will'seek partnershiPsl
with larger pension funds, university endowment funds, and the corporate
sector, including the insurance industry, he said. The agency will soon begin
discussions with pension fund advisors and consultants, he added.

Cisneros cited three examples of economically targeted investments by
pension funds that were financially successful and also achieved social goal~

In Pennsylvania, state pension funds invested $ 788 m~llion in activities~

64
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"HUD is not the developer of the housing, it is the facilitator," said
Mindy Turbov, special assistant to Mr. Cisneros.

"It can really snowball," Mr. Arpey said. "Once ( pension funds) get
comfortable in multifamily housing, they're apt to develop a consistent cyc}
of investments."

David Cardwell, manager of affordable housing at Freddie Mac, said it's t
early to tell the impact of the proposal, but the agency is willing to work wi
interested funds.

PAGE

February 21, 1994

6TH STORY of Focus printed in FULL format.

copyright 1994 Crain Communications, Inc.
Pensions & Investments

Housing incentive in bUdget
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The federal subsidies would deliver steady payments, which would ensure
pension funds get a return on their investment. Moreover, the subsidies WOl

help qualify a project's securitization by Fannie Mae, F~eddie Mac or other
housing agencies.

The $ 514.3 million allocated isn't large, but it's a strong start, said
Michael Arpey, general counsel to Pennsylvania State Treasurer Catherine Bakel
Knoll. Pennsylvania is involved in a number of housing projects.

The HUD plan -- Pension Fund Partnerships -- is included in President
Clinton's budget, which must be approved by congress. The plan calls for 5,OC
15-year rental subsidies, and is expected to leverage $ 1 billion to $ 2 billi
in pension fund financing for mUltifamily housing.

BODY:
The Department of Housing and Urban Development has asked Congress for $

514.3 million for fiscal year 1995 for financial incentives to encourage
pension fund investment in low-income, multifamily housing.

"We're finally catching Up" with institutional investors, said Marc Weiss,
speaking for Housing Secretary Henry Cisneros in a speech at a Center for
Policy Alternatives' conference. "We're ready to step into the arena (with
institutional investors) and shoulder a share of the load."

Pension funds and/or project developers would carry much of the
responsibility, finding the projects and proposing them to the department for
approval.
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Derivatives are fixtures by now in thousands of corporations, but you need
playbill to figure out the cast. The lead actors, small in number, are
derivatives dealers: the big commercial banks, the major securities firms, Plusl
an occasional outlander from insurance. For these players, derivatives have
become an imposing source of profits, earned largely on the fastest-growing,
most controversial instruments of all: customized, over-the-counter contracts I
written between a dealer and another party. A Citicorp executive goes so far as
to call derivatives "the basic banking business of the 1990s."

The remaining roles in derivatives are played by the end users, who include I
the dealers themselves and just about anybody else capable of taking the other
side of those contracts -- smaller banks, industrial companies, insurers and
other financial services firms, pension funds, governmental units such as
municipalities. These "counterparties" to the contracts customarily use them
hedge some business risk they don't want to bear, such as a jump in interest
rates or a fall in the value of a currency.

BODY:
TO ALL generally well-informed business people, a few words of semicomfort I

about financial derivatives: First, if you don't really understand what these
are, don't fret. Most of your colleagues, top brass included, are equally
baffled. Second, if ten years from now -- despite periodic booster shots from I
articles like this one -- you still can't keep these things in focus, then
cheeri That will mean derivatives have not been forcibly brought to your
attention by bad, bad news, in which they make headlines as a villain, or even I
the villain, in some financial crisis that sweeps the world.

I
I

That possibility must be entertained because derivatives have grown with
stunning speed into an enormous, pervasive, and controversial financial force.
Derivatives are contracts whose value is derived -- the key word -- from the
value of some underlying asset, such as currencies, equities, or commodities;
from an indicator like interest rates; or from a stock-market or other index.
The derivative instruments that result -- variously called swaps, forwards,
futures, puts, calls, swaptions, caps, floors, collars, captions, floortions,
spreadtions, look-backs, and other neverland names -- keep bursting into the
news, as they did recently when the Federal Reserve raised interest rates and I
share prices sank, costing some traders of derivatives huge amounts that in som
cases surely ran into many millions. Derivative contracts also produce amazing
statistics: growth rates, for example, of 40% a year. "These things," says one
Hall Streeter, "are metastasizing." They demand superlatives, are measured in
trillions of dollars, are quintessentially global, and are positioned on what
'Nags call "the bleeding edge of technology."
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NOTIONAL VALUE
Billions of

1993 dollars
n4 $ 2,416
n4 $ 1,982
n4 $ 1,981
n4 $ 1,660
n3 $ 1,452
n3 $ 1,352
n3 $ 1,209
n2 $ 1,182
n3 $ 1,110
n4 $ 1,042
n3 $ 1,017

n3 $ 967
n4 $ 964
n4 $ 945
n4 $ 918

1 Chemical Bank
2 Bankers Trust
3 Citicorp
4 J.P. Morgan
5 Union Bank of Switzerland
6 Swiss Bank
7 Societe Generale
8 Mitsubishi Bank
9 Credit Lyonnais

10 Chase Manhattan
11 Credit Suisse
12 Salomon
13 BankAmerica
14 Banque Indosuez
15 Merrill Lynch

DEALER

The worldwide total of derivative contracts is estimated to be about $16
trillion. But the figures in this list exceed that amount because of double
counting. If Chemical enters into a contract with Bankers Trust, the contract'
notional amount shows up in the total of each bank. But when industry figures
are compiled by trade associations and regulators, this double counting is
eliminated because the data assemblers have access to the information needed t
do that.

Copyright 1994 The Time Inc, Magazine Company
Fortune

21ST STORY of Focus printed in FULL format.

Banks are much bigger forces in this business than securities firms.
Chemical, not usually thought of as a derivatives powerhouse, heads the list
partly because it is a leader in short-term contracts done with other banks.
Bankers Trust and J.P. Morgan have the big reputations overall in this busineE
and Citicorp is known for currency contracts. Among international dealers, the
Swiss banks and the French -- Credit Lyonnais, Indosuez, Societe Generale, and
Paribas -- are particularly prominent. The biggest securities firm on our list
is Salomon, which ranks 12th.

March I, 1994, Domestic Edition

BODY:
Lists of the largest dealers in swaps or other species of derivatives are

common. But to FORTUNE's knowledge, this is the first that totals all the
derivatives contracts of each dealer and presents a worldwide ranking by
"notional" values (that is, principal amount). Even so, the list may not be
comprehensive: German banks and most Japanese banks (other than Mitsubishi, Nc
8) disclose no data about derivatives. Nor could we get up-to-date informatior
in all cases, which is why the reporting date for each dealer is noted.
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TEXT: •
House Ways and Means Committee members J.J. pickle (D-Texas) and Bill Thoma~

(R-Calif) plan to introduce shortly legislation to restore the universal
availability of fully tax deductible individual retirement accounts, accOrdin

l
(

to a "Dear Colleague" letter.

The proposal, known as the "Super IRA, " would give taxpayers the option of
choosing between tax deductible contributions to traditional "front-loaded" I

IRAs or contributions to a new "back-loaded" IRA, under which contributions
would not be deductible, but earnings would not be taxed when they were
withdrawn.

The proposal also would allow all spouses who work at home to make the same I
$2,000 contribution to either kind of IRA, and would allow penalty-free
withdrawals from IRAs, as well as from section 401(k) salary reduction plans I
and Section 403(b) government plans, for college education expenses, first-time
home purchases, "financially devastating medical expenses, and during periods 01

long and unusual unemployment, according to the May 3 letter. II
The letter, which requested co-sponsors, said the Super IRA proposal was

aimed at addressing low u.S. national and personal savings rates, the lack of
savings for future higher education expenses, and the inability of many young I
taxpayers to save enough for the down payment on their first horne.

The proposal also would correct the imposition of tax penalties on people whl
must make unexpected emergency withdrawals from their IRAs in emergency cases
caused by health costs and unemployment, the letter added.

LANGUAGE: ENGLISH
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WASHINGTON (BNA) -- House Ways and Means Committee members J.J. Pickle
(D-Texas) and Bill Thomas (R-Calif) plan to introduce shortly legislation
restore the universal availability of fully tax deductible individual
retirement accounts, according to a "Dear Colleague" letter.

Copyright 1994 The Bureau of National Affairs, Inc.

lRAs
PICKLE, THOMAS PROPOSE
"SUPER IRA" LEGISLATION

PAGE I
I
I
I
I

to I
I

May 25, 1994

BNA PENSIONS & BENEFITS DAILY

1ST STORY of Level 1 printed in FULL format.

TEXT:

LENGTH: 283 words

The proposal, known as the "Super IRA, " would give taxpayers the option (
choosing between tax deductible contributions to traditional "front-loaded ll I

lRAs or contributions to a new "back-loaded" IRA, under which contributio
would not be deductible, but earnings would not be taxed when they were
withdrawn.

I

I

The proposal also would allow all spouses who work at home to make the
same $2,000 contribution to either kind of IRA, and would allow penalty-freE
withdrawals from lRAs, as well as from section 401(k) salary reduction PIal

and Section 403(b) government plans, for college education expenses,
first-time home purchases, "financially devastating medical expenses, and

during periods of long and unusual unemployment, according to the May 3
letter.
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LANGUAGE: ENGLISH

The letter, which requested co-sponsors, said the Super IRA proposal was
aimed at addressing low U.S. national and personal savings rates, the lack o~
savings for future higher education expenses, and the inability of many youn~
taxpayers to save enough for the down payment on their first home.

The proposal also would correct the imposition of tax penalties on people I
who must make unexpected emergency withdrawals from their lRAs in emergency
cases caused by health costs and unemployment, the letter added.
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HEADLINE: SUPER IRA TO RISE FROM THE ASHES THEN RETURN TO THE DUST

BODY:
The securities industry and other supporters of expanded Individual

Retirement Accounts (IRAs) will try to resurrect the concept from its
legislative death two years ago. Their prospects for success are, sources to~

WSL, limited.

Senate Finance Committee members William Roth (R-DE) and John Breaux (D-LA~

have said they will introduce legislation this spring that would make IRA
contributions fully deductible, as they were before congress limited their ta:
deductibility with the passage of the 1986 Tax Reform Act. In addition, the
bill would allow penalty-free early withdrawal of IRA savings for college
education expenses, first-time home purchases, catastrophic medical expenses
long-term unemployment emergencies. The new savings vehicle would be called
Super IRA. "

Reps J. J. Pickle (D-TX) and Bill Thomas (R-CA) of the House Ways and Mean~

Committee have indicated that they will introduce a companion measure in theil
chamber.

The bills mirror a measure that cleared both chambers of Congress in 1992
that was vetoed by President Bush. It was also introduced by Roth and includE
then Senate Finance Committee chairman Lloyd Bentsen as a co-sponsor. "We th:
there is a very good chance that this will go through this time," said a Roth
spokeswoman, "especially with Bentsen now at Treasury."

Privately, however, illOSt observers -- including banking and securities
lobbyists who strongly support the measure -- think legislation for a Super

IRA will ever be enacted. In its last political incarnation, the Super I~

was championed as a vote-getting middle class tax break. But its enactment
could cost the Treasury between $ 12 to $ 26 billion in lost taxes over five
years and deficit-reduction laws dictate that revenue-losing provisions have
be offset by new taxes. Bush was not about to advocate new taxes "in an elect:
year.

The same concerns are likely to doom its enactment once again, especially
since supporters no longer have the chairman of the Finance Committee's
endorsement to spur reluctant members to sign on. Daniel Patrick Moynihan
(D-N.Y.), the new chairman of the Senate committee, refused to sign on last t
around and is unlikely, to support the measure this year. "Given the revenue
concerns and over-rUling focus on health care, the chances of this passing ar(
pretty slim,lI said one securities lobbyist.

All the same, the securities industry has indicated that they will push as
hard this time around as they did in 1992. During a government relations

71



Wall Street Letter, April 4, 1994
PAGE I

conference in Washington three weeks ago, the Securities Industry Associatio1
passed out a paper with arguments that supported the measure and urged those
attending the conference to meet with legislators to tell them of their SUPPO]
Merrill Lynch in particular will be a high profile cheerleader for the enhanl
IRA. A spokesman for the company said it plans to run advertisements in the
next couple of months in Roll Call and other Washington pUblications touting i

legislation as a way to increase savings in this country. Other supporters
include the American Banking Association and the Investment Company Institutil

LANGUAGE: ENGLISH

LOAD-DATE-MDC: April 13, 1994
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HEADLINE: Don't Count on IRA for Home Purchase

BYLINE: Carla Lazzareschi

BODY:
Q. I have been getting conflicting information on using my individual

retirement account as a down payment for a home purchase. I remember reading
that the usual 10 percent early withdrawal penalty would be waived for
first-time home buyers. But now I have been told this is incorrect. What is

the truth?

A. The truth is that as yet there are no provisions to dismiss the 10 perc
early withdrawal penalty for IRA disbursements used to purchase a first
home. Congress has been talking about enacting such a provision for years, bu
so far there's nothing on the books.

Perhaps the exemption to which you are referring is the one applying to
401(k) savings programs, which is not as sweeping or generous as you want.

The Internal Revenue Service allows taxpayers to withdraw funds from their
401(k) tax-deferred savings plans for certain "hardships" - a catch-all categ
that includes medical expenses, the purchase of a principal residence, paymen
of college tuition for spouses or children and payment of a household rent or
mortgage where eviction or foreclosure is threatened.

Your company's plan may accept additional hardship claims, such as funeral
expenses, legal bills and loss of family income because of disability or a
spouse's layoff.

However, even if you have an accepted hardship case, taxpayers under age 5
1/2 who withdraw funds from their 401(k) plans are, with limited exceptions,
automatically hit with a 10 percent federal penalty plus any applicable state
penalty.

Buying a new home, whether or not it's your first-ever purchase, is not on
of the penalty exceptions. So off the top, you would be forfeiting more than
percent of your savings to the government.

In addition to the penalties, you would be required to pay state and feder
income taxes on the amount withdrawn. Assuming you are in the highest state a
federal tax brackets, a $ 20,000 withdrawal from your 401(k) plan would net
you about $ 10,700 toward your down payment.

Perhaps your best bet is to consider taking out a loan against your 401(k)
account. Some companies allow their employees to borrow against their account
totals, a strategy that avoids both the penalties and tax implications of a
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withdrawal.

A. This oft-asked question stems from continuing confusion over whether
taxpayers are able to deduct both the original home's basis (in your case, $
80,000) as well as the replacement home's cost ($ 300,000 in your case) from
sales price (in your case, $ 550,000). You may not. This is true whether the
taxpayer is invoking the $ 125,000 senior citizen exemption or not.

- Q. My lawyer and accountant are giving me conflicting advice on how to
compute the taxable gain from my home sale. Can you please resolve the matter?

Our original home was purchased for $ 80,000 years ago, and we recently goJl
550,000 for it after expenses. We are eligible to use the $ 125,000 one-time
profit exclusion available to homeowners over age 55. Our replacement home cOl
$ 300,000. Do we have a taxable gain, and if so, how much is it?

J
I

This is how you should compute your taxable gain: start with your $ 550,000
home sale gain and deduct the $ 300,000 value of your replacement home. From I
that remainder of $ 250,000, deduct your $ 125,000 exemption.

Your taxable gain is $ 125,000. The basis of your new home is the $ 80,000

1cost of your original residence.

If you were not eligible for the senior citizen exemption, your taxable
would be $ 250,000.

Carla Lazzareschi writes for the Los Angeles Times.

LANGUAGE: English

MOC-ACC-NO: 38HON031993

LOAO-OATE-MOC: March 31, 1993
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