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Affordable housing developer Makani 
Maeva bought a 50-unit apartment 
building in Moiliili eight months ago, but 
only last week closed on financing that 
provided $7.4 million that will pay for the 
renovation and rehabilitation of the 38-
year-old rental building. 

And it was just in time — a version of the 
federal tax bill would eliminate such 
financing at the end of this month. 

“If the tax reform goes forward, projects 
like this are exactly what would be 
affected,” she told Pacific Business News. 

It’s a reminder that production of 
affordable housing in Hawaii — and the 
rest of the United States — is tied to 
federal tax law under tax-exempt bonds 
and the low-income housing tax credit, a 
program Maeva calls a “perfect merge of 
social purpose, government tax program 
and private investment.” 

See the infographic at the bottom of 
the story 

The $7.4 million in tax credit equity raised 
for her Hausten Gardens project is tied to 
4 percent low-income housing tax credits 
that developers receive with the issuance 
of tax-exempt bonds, or private activity 
bonds. 

Those have been targeted for elimination 
under the bill passed by the House, but 
were left alone in the Senate’s bill. 

Congress is expected to vote on a final 
version of the bill next week. For 
developers of affordable homes, 
eliminating the program would create a 
gaping hole in financing — no bonds, no 
tax credits, equals no equity. 

Maeva, president and CEO of Ahe Group 
and the former Hawaii director of Vitus 
Group, has completed nearly a dozen 
affordable rental projects in Hawaii using 
the 4 percent tax credit, or LIHTC. And 
she’s speeding up completion of another 
Oahu project she started in April — 
rehabilitation of the 64-unit Waipahu 
Tower — so that she draws down the 
remaining funds of a loan before the end 
of the year, even though she doesn’t have 
the final accounting from vendors, 
because of the chance that access to the 
money will disappear at the end of the 
year if Congress keeps the House 
provision. 

“The specter of tax reform means that if 
you haven’t drawn down your bond 
proceeds, the funds won’t be available,” 
she said. 

When housing and taxes collide 

Ironically, the low-income housing tax 
credit was born 31 years ago as part of 
the Tax Reform Act of 1986 under 
President Ronald Reagan to encourage 
private investment in the construction and 
renovation of low-income housing. It was 
signed into law on Oct. 22, 1986. 



The program gives investors who buy the 
tax credits a dollar-for-dollar reduction of 
their federal tax liability in exchange for 
providing the equity to developers of 
affordable housing. Under the 4 percent 
LIHTC program, the developer gets equity 
of about 30 percent of the project cost, 
while the investor can claim the tax credit 
over 10 years. Using that along with low-
interest tax exempt bonds, developers are 
able — and required under the law — to 
charge lower rents based on a tenant’s 
income, generally a percentage of the 
area median income. 

“There’s a lot of reasons why it’s a perfect 
blend of a public-private partnership,” 
said Michael Novogradac, managing 
partner of Novogradac & Co. in San 
Francisco, an accounting and consulting 
firm that specializes in bond and tax credit 
financing. His firm estimated the 
elimination of private activity bonds could 
mean a reduction of some 800,000 
affordable housing units nationwide. 

“The investors put their money in up front 
— they get a return on their investment 
over 10 years,” Novogradac said. “The 
beauty for the federal government is if the 
developer doesn’t do what they’re 
supposed to do, the investor loses the 
credits.” 

The program has a 15-year compliance 
rule, and 15 years of additional obligation, 
so an affordable property remains 
affordable, generally, for a minimum of 30 
years. 

“If you had a property that is post-year 15 
and needs renovation you can apply for 
the program to renovate the asset,” 
Novogradac said. “You can also do that 
for an existing property that’s market rate, 

convert it and commit it to affordable 
housing stock using tax credits to help 
pay for the purchase and the renovation.” 

But the core reason why the program 
works is pure economics. 

“The foundational issue around the tax 
credit is you get the equity, so you don’t 
have as much debt, if you don’t have as 
much debt, you can charge lower rents,” 
he said. 

A 9 percent LIHTC can finance up to 70 
percent of a low-income housing project, 
but those tax credits are scarce. States 
are limited to an annual amount 
determined by population — Hawaii is 
limited to $3.5 million under that program 
each year, whereas the 4 percent 
program cap for the state is a little more 
than $300 million, according to Craig 
Hirai, executive director of the Hawaii 
Housing Finance Development Corp., the 
state agency charged with administering 
the LIHTC program. Hirai went to 
Washington, D.C., last week to meet with 
the National Council of State Housing 
Agencies to discuss the impact of the tax 
bill. 

Hawaii’s housing projects 

HHFDC estimates there are some 1,423 
planned housing units to be built or 
rehabilitated using a LIHTC program, 
most under the 4 percent tax credit 
program, that will be ready to go in 2018 
or soon thereafter. 

Three of the projects are scheduled for a 
hearing on Monday at HHFDC on the 
issuance of a total of $73.25 million in 
multifamily housing bonds. The largest of 
those is California-based Coastal Rim 
Properties’ Kapolei Mixed-use 



Development Phase 2, which is seeking 
$34.1 million to build 142 family rental 
units at the corner of Haumea and 
Alohikea streets in the center of Kapolei. 

The developer declined to comment on 
the tax credits until everything is settled 
— Coastal Rim also has a second project, 
the 154-unit Kulana Hale at Kapolei, that 
brings its total affordable unit count to 
296. 

Another project on Monday’s agenda is 
Michaels Development Co.’s Keahumoa 
Place Phase 1, which seeks $16 million to 
build 75 low-income units in the first of 
four phases on state-owned land in East 
Kapolei. The $135 million project, which is 
“shovel ready” and set to break ground in 
the second quarter, will have a total of 
320 units, said Karen Seddon, Hawaii 
regional vice president of Michaels. 

Michaels is also in the planning stage for 
another project that will use the LIHTC 
program, the 150-unit Halewaiolu senior 
affordable rental project on River Street in 
Chinatown, which will be built on city-
owned land. The developer also used tax 
credits for the renovation of the Kuhio 
Park Terrace public housing project. 

Seddon notes that construction and 
renovation of affordable housing is a big 
contributor to the local construction 
industry, and said developers using the 
federal tax credit program pay prevailing 
wages, even for non-union contractors. 

Seddon, who was executive director of 
the HHFDC under Gov. Linda Lingle, 
noted that during the Great Recession, 
the state was able to allocate more 
money to developers, and said Michaels 
would look to the state for help if the tax 

bill is passed, since the East Kapolei 
project is “shovel ready.” 

But the potential elimination of private 
activity bonds would be “devastating” to 
affordable housing development, said 
Hirai, the current HHFDC executive 
director, because the state doesn’t have 
the kind of funding that would be needed. 

“This will leave such a big gap — there’s 
not enough state money to do all the 
projects,” Seddon said. 

‘The 300-pound gorilla’ 

Hirai said that while the state has a cap of 
about $300 million per year on the 4 
percent tax credit program, historically 
Hawaii has used only about $100 million, 
so the agency is looking at ways of 
“ramping up the pipe” — assuming the 
bond program remains. 

But looking further on the horizon there is 
Hunt Cos.’ redevelopment of the Mayor 
Wright Homes public housing project in 
Honolulu, which aims to add up to 2,136 
affordable and market-rate rental units to 
the existing 364 public housing units, 
according to the draft environmental 
impact statement filed with the state this 
year. 

The project, which is several years out, 
will be done in phases, but the HHFDC is 
already thinking about how it will divide up 
the use of the bonds and tax credits, Hirai 
said. 

“The 300-pound gorilla is Mayor Wright,” 
he said. “That’s what’s causing us to plan 
out the use of the private activity bond 
cap. We have other projects planned 
statewide.” 



 
 


