
LOW 
INCOME 
HOUSING 
TAX 
CREDITS 
Assessing the Costs, 

Impacts and Policy 

Implications of  

Tax Subsidies for  

Affordable Housing

By: Scott Littlehale, Research Contributor, Smart Cities Prevail 

October 2020



ABOUT THE AUTHOR:

Scott Littlehale received his Bachelor of Arts degree with honors from 
Stanford University and passed Ph.D. candidacy qualifying examinations at the 
Department of Political Science at the University of North Carolina at Chapel 

Hill. Littlehale has researched the U.S. political economy and labor-related 
U.S. public policy since 1993, with a focus on development and construction 
since 2003. He serves as a Research Contributor to Smart Cities Prevail, and a 

Research Scholar for the Institute for Construction Economic Research. Littlehale 
is the author of “Rebuilding California: The Golden State’s Housing Workforce 

Reckoning.” He has given numerous research presentations at national academic 
and professional conferences, including those convened by the Labor and 

Employment Research Association, the National Alliance for Fair Contracting, 
the Economic Analysis and Research Network, and a Living Wage Symposium 

convened by the Robert M. La Follette Institute of Public Affairs at the University 
of Wisconsin-Madison. He served on the technical committee of CASA—The 

Committee to House the Bay Area—between 2017 and 2018. A California native, 
Littlehale lives in a house that was built in 1942 for shipbuilding workers in the 

city of Richmond, CA.

ABOUT SMART CITIES PREVAIL

Smart Cities Prevail is a 501c(4) national non-profit research and educational 
organization that collaborates with leading academics, elected officials, 

employers and labor organizations to promote public policies and contracting 
standards that deliver the best possible value for our economy and the 

taxpaying public.



L
ow Income Housing Tax Credits, or LIHTC, are complex, publicly subsidized financial arrangements designed 
to spur investment in the construction of affordable housing units. This report examines who benefits from  
 these arrangements, who doesn’t, and how California could better utilize these instruments to address its 

ongoing housing crisis.

LIHTCs Attract Financing for Thousands of Affordable Housing Projects in California  

Every Year.

 L  LIHTCs are credits against future tax liabilities that are traded from developers to investors to finance the 
rehabilitation of existing housing units, or construction of new housing units.

 L  Since LIHTCs were first created by Congress in 1986, they have helped fund over 225,000 new units or 
acquisition and rehabilitation of almost 190,000 additional units in California.

 L  LIHTC subsidies help produce an average of 7,700 new units of affordable housing in California each year  
over half of California’s annual “low income” housing production.

 L  California awarded over $3.5 billion in federal and state LIHTCs in 2019 alone, and awarded another $2.4 
billion in the first half of 2020 to new construction projects. 

LIHTC Subsidies Disproportionately Benefit Wealthy Investors, and Often Provide More 

Subsidies Than are Needed to Finance Projects.

 L  Most LIHTCs enable investors to reduce their income tax liabilities for 10 years.

 L  Every dollar in federal tax credit only generates $.94 towards affordable housing construction. Each dollar in 
state tax credits generates just $.80 for housing projects. 

 L  Excess state and federal credits—beyond what is needed to finance LIHTC projects approved in the first half of 
2020—will cost California taxpayers $217 million, or as much as $26,700 per LIHTC financed housing unit. 

 L  Not including the excess credits claimed by LIHTC investors; landowners, construction firm owners, real estate 
developers, and banks capture 35% of every budgeted dollar on California’s 2020 LIHTC financed projects. 
Construction workers will capture just 14%.

 LIHTCs Deepen Economic Burdens Plaguing California’s Homebuilding Workforce

 L  Unless they also use other types of public funding, LIHTC subsidized projects are not required to pay 
construction workers who build them anything beyond minimum wage. 

 L  Unlike other types of publicly financed construction, over half (51%) of California’s LIHTC units approved in 
the first 6 months of 2020 will not be required to pay prevailing wage.  

EXECUTIVE SUMMARY

continued—>



 L  According to U.S. Department of Housing and Urban Development standards, 53% of California Construction 
worker families are classified as “Low Income” (LI) or “Very Low Income” (VLI).

 L  Median family income for California’s blue collar construction workers lags that of non-construction families  
by 15%. The income gap is almost 30% for people of color. 

 L  The income gap between California construction workers and non-construction workers is largest, as is the 
percentage of construction workers classified as Low Income or Very Low Income, in coastal cities where the 
state’s affordability crisis is most acute. 

California LIHTCs Have Made One Idaho Developer Millions of Dollars, as His Workers 

Struggle with Housing Costs

 L  Since 2010, LIHTCs awarded by the State of California have helped finance 9 out of every 10 units completed 
by The Pacific Companies, an Idaho-based developer and builder with one shareholder.

 L  Recent project analysis show that in at least one instance Pacific subcontractors have paid workers wages far 
below those needed to afford market rate housing, and failed to comply with state labor laws. 

 L  In 2020, California awarded Pacific the second highest amount of LIHTCs of any developer.

 L  In 2020, 82% of the company’s LIHTC projects will not pay prevailing wage. Yet Pacific will receive an 
estimated $46 million in developer fees, and its investors will receive $200.6 million in income tax credits 
despite only contributing $179.3 million towards project costs.

LIHTC Reforms Could Maximize Value for California Taxpayers

 L  To address its housing supply and affordability crisis, California must attract more construction workers and 
decrease the number of workers requiring housing assistance.

 L  Prevailing wage is linked to boosting construction worker incomes as well as attaching more workers to the 
skills they need to build careers in the industry.

 L  Research has concluded that prevailing wage does not increase construction costs, because it delivers better 
safety, efficiency, and workforce productivity outcomes on the jobsite.

 L  Requiring LIHTC financed projects to pay prevailing wages and support apprenticeship programs would align 
them with other publicly subsidized construction projects.

 L  Expanding prevailing wage requirements to more LIHTC projects would reduce the social costs of housing 
construction workers needing to rely on other taxpayer funded assistance programs.
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T
he need to narrow the gap between California 

housing costs and family incomes is a challenge 
of enormous magnitude. California needs 3.5 

million new units of housing—15 percent of the 
existing housing stock that has been built up over 
many decades—in order to reduce costs that burden 
40 percent of California households.1 

In an effort to reduce housing costs by ramping up 
supply, governments have sought to employ strategies 
ranging from streamlining land-use regulations to 
offering real estate developers’ tax credits. In each 
case, the government’s efforts have focused on 
meeting certain social and economic goals. Analyzing 
how individual strategies work, who benefits, and who 
they leave behind is vital to the broader imperative of 
addressing California’s housing affordability crisis.

This issue brief explores the State of California’s 
administration of Low-Income Housing Tax Credits 
(LIHTCs—pronounced Lī-tək). LIHTCs are the lynchpin 
taxpayer-subsidy for production of new, deed-
restricted, rent-capped housing units in California as 
well as for the acquisition and/or rehabilitation of 
existing affordable units. 

LIHTCs support lucrative fees for developers and 
tax benefits for investors, but little research exists 
that breaks down the impacts of these complex 
arrangements for taxpayers and for the housing 
construction workforce. This latter question has 
important implications for policy makers, in light 
of the fact that other types of public construction 
expenditures often trigger minimum labor standards 
like prevailing wage, and recent research has  
revealed staggering levels of economic inequality 
and housing burdens facing the workers who build 
California’s housing.2 

This report is structured as follows:

We first review the history and structure of LIHTCs—
including how deals are structured, how credits are 
allocated, how investors and developers benefit,  
and how various government and tax authorities  
are involved.

The next section delves into data from housing 
developments that have been awarded $2.4 billion 
in federal and state LIHTCs in the first half of 2020, 
focusing on units being built in coastal metropolitan 
areas. Notably, half of the units subsidized with 2020 
tax credits have no requirements for labor standards 
for construction workers beyond minimum wages.

A case study of a high-volume LIHTC developer 
illustrates how taxpayer subsidies have enabled 
some to amass great wealth, even as LIHTC policies 
are reinforcing patterns of economic distress among 
California’s residential construction workforce. 

Ultimately, while there is ample justification to 
incentivize the construction of affordable housing units 
through the tax code, this report examines whether 
current LIHTC policies are exacerbating economic 
inequality and undermining efforts to strengthen the 
residential construction workforce.

We conclude with a discussion on how a deliberate 
strategy to link public expenditures through the tax 
code to construction workforce development could 
serve California’s vital interest in achieving the dual 
imperatives of increased affordable housing supply 
and reduced demand for subsidized housing.

Introduction: Do LIHTCs Help  

Housing Affordability or Make it Worse?
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T
he Low-Income Housing Tax Credit (LIHTC) 
was authorized through the Tax Reform Act of 
1986 to give private investors an incentive to 

make equity investments in affordable rental housing 
construction, preservation, and renovation. 

Two types of nonrefundable tax credits are allocated 
by the federal government and are administered 
and controlled by states. These credits are generally 
referred to as 9% and 4% credits. Each number refers 
to the approximate percentage that is multiplied 
against a project’s “qualified basis” to determine the 
amount of credits that will be awarded to the project. 
The qualified basis of a project is the development 
costs, minus land acquisition costs and certain non-
depreciable “soft” costs such as interest on permanent 
loans and application fees, multiplied by the fraction of 
units that will have affordability restrictions. 

Once awarded, the affordable housing developers can 
then exchange the tax credits for funding from investors 
for their projects (“tax credit equity”). By providing 
credits that can be used to reduce the tax burdens of 
investors, the LIHTC program subsidizes the production 
and preservation of housing with rents that are capped 
to be affordable to lower-income households.3 

The quantity of 9% federal credits is capped and 
is awarded by the states to affordable housing 
developers through a competitive process twice a year. 
States with larger populations, such as California, get 
the most tax credits to allocate. In 2019, California’s 
ceiling for federal 9% tax credits was $111.5 million.4 
However, because project owners and investors 
can take the annual credit each year for ten years, 
California effectively awarded over $1.1 billion in 
federal tax credits. The 2019 9% credits allowed 
recipients to develop a total of 3,851 affordable rental 
housing units, 82% of which were new units.

The 4% tax credits derive from a project’s use of tax-
exempt bond authority and are limited only by the 
bond cap available in California. These tax credits are 
non-competitively awarded to all projects that meet 
threshold criteria. In 2019, California awarded $241.6 
million in federal 4% tax credits to 155 projects for 
16,619 low-income units, which translates to over  
$2.4 billion in federal tax credits over ten years. In 
contrast to the 9% credits, only 29% of the units in 
projects supported with 4% credits in 2019 were  
new construction.

Recognizing the high costs of developing housing in 
California, the state legislature has also authorized 
a state low-income housing tax credit program to 
augment the federal program. The state credit is only 
available to a project which has previously received, 
or is concurrently receiving, an allocation of federal 
credits. These are one-time credits taken within four 
years of a project being placed into service. In 2019, 
the state authorized $100.8 million in state credits 
to 25 projects that were already receiving 9% or 4% 
federal credits. The state authorized an additional 
$500 million in state credits for new construction 
projects to be allocated to developers in 2020.

What Are Low Income Housing Tax Credits 

(LIHTCs) And How Do They Work?
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In addition to the federal tax credits claimed for ten years and the state tax credits claimed over four years, 
affordable housing project developers and investors can claim the general tax savings earned by deducting the 
depreciation of the rental property plus operating losses. Specific investors may benefit further by receiving 
Community Reinvestment Act credit for investments from regulated lending institutions.

The intricacies of the federal and state tax codes and LIHTC regulations result in complex webs of transactions  
and relationships. For example, in order to enjoy the tax benefits of a “welfare” exemption from property taxes  
or “certificated state credits,” for-profit entities either need to form—or partner with—a nonprofit entity.  
Small management fees are paid by for-profit general partners to non-profit entities in order to reap much  
larger tax savings. 

Figure 1 is a simplified schematic of the parties that play a role in realizing the central transaction in a LIHTC deal: 
capital for housing production in exchange for reduced tax liabilities.

Source: Payton Scally, et al. (2018)5
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In exchange for these significant credits against future 
tax liabilities—costs which are ultimately borne by 
taxpayers—affordable housing projects are subject to 
a 15-year investment regulation compliance period 
and must meet affordable rent requirements for a 
period of at least 30 years. In California, the affordable 
rent requirement period is 55 years. Site visits are 
conducted by the state every three years to verify 
that occupant income limits and apartment rent 
restrictions are met, promised amenities are being 
delivered, and physical conditions of the development 
and its units meet certain standards. Investors in 
projects that fail to comply with the regulatory 
agreements can lose their tax benefits. Regulatory 
violations also can lead to California assessing 
“negative points” against project’s development team 
members’ future tax credit applications.

In total, California allocated $3.5 billion of federal tax 
credits and $101 million of state tax credits to fund 
223 projects in 2019. More than half of the rental units 
supported by the 2019 LIHTCs were in existing housing 
developments. LIHTCs awarded by California in 2019 
supported new construction of about 8,000 rental 
housing units. 

Over the past decade, LIHTC subsidies account for 
average annual production of 7,700 units of  
affordable housing in California6, and over half of  
total annual production of new units affordable to 
lower income households.7 

Over the lifetime of the federal LIHTC program, the 
California Tax Credit Allocation Committee (CTCAC) has 
helped fund new construction of over 225,000 units 
or acquisition and rehabilitation of almost 190,000 
additional units.8 

Increasingly, Federal and state policymakers are 
turning to LIHTCs as a tool to help drive housing 
production. The governor and the California legislature 
passed budgets in 2019 and 2020 that increased the 
volume of state LIHTCs by $500 million. The CTCAC 
began to allocate the “new” state credits in 2020 
to new construction projects funded with the non-
competitive 4% federal tax credits.9 

LIHTCs awarded by California in 2019 

supported new construction of about  

8,000 rental housing units. 
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Smart Cities Prevail tabulated data from budgets 
for 107 new affordable housing projects that 
were awarded federal and state tax credits by 

the CTCAC in the first half of 2020.10 The projects will 
be supported by about $1.9 billion in federal LIHTCs 
and over $500 million in state LIHTCs.

Corporations will enjoy reduced federal and state 
income tax liabilities in excess of the equity capital 
raised to fund new affordable housing in California. As 
shown in Table 1, developers will trade the federal and 
state tax credits to private investors for equity capital, 
$1.77 billion and $417 million, respectively. Each $1 
of state low-income housing tax credit will yield only 
$0.80 of funding for low-income housing projects, on 
average. Federal credits were expected to yield $0.94 
per credit, which means that federal tax credits are 
18% more efficient than state tax credits in generating 
funds for affordable housing production.11 

From the perspective of an investor in a project’s 
state tax credits, $800,000 committed to an affordable 
housing project can result in a $1 million reduction in 
the investor’s California state income tax liabilities. The 
simple yield of the investor’s commitment is 25%.12 

The excess tax credits that bolster a small number  
of corporations’ bottom lines13 come at a public cost 
that is not recorded on projects’ development  
budgets. Subsidizing affordable housing with state 
LIHTCs come at an added future taxpayer cost of 
$14,500 per unit supported; the additional publicly 
born cost of federal credits is $12,200 per unit in 
current-dollar terms.14 

Despite the fact that state and federal LIHTCs clearly 
are public subsidies of construction, current laws 
specify that LIHTCs do not trigger any requirement 
to pay construction workers who build the housing 
anything beyond minimum wages. Prevailing wages 
and apprentice employment standards apply to LIHTC 
projects only when developers tap certain other 
federal, state, or local public funds.15 

Of the 9,259 new units to be built with credits 
approved in the first half of 2020, applications for 
4,765 units (51%) indicated no legal requirement 
to pay construction workers anything more than 
minimum wages.16 Of those projects, over half of the 
units (2,600) are in coastal metropolitan areas where 

California’s Tax Credit Allocations  

& Labor Standards 

Source: California Tax Credit Allocation Committee applications

Table 1: Tax credits allocated the first-half 2020 to California new construction low-income housing projects
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construction worker families (CWFs) are 50 percent 
more likely than all non-construction families to be 
considered Very Low Income: Los Angeles-Long Beach-
Anaheim; San Francisco-Oakland-Hayward; and San 
Diego-Carlsbad (see Case Study 2 below). The analysis 
below focuses on those projects.

LIHTC applications allow tabulation of total and 
average costs of various fees, finance costs, 
architecture and engineering, and the total 
construction budget. The US Census Bureau’s 
Economic Census of Construction provides 
construction contractor receipt and expenditure 
data from which we estimated construction worker 
compensation costs and contractor earnings before 
interest, taxes, depreciation and amortization as a 
percentage of construction contract receipts.17 

Housing industry players who are relatively well off will 
claim a slice of the housing production budgetary “pie” 
that is more than twice as great as that of construction 
workers. As pictured in Figure 2, landowners (land 
& acquisition), construction firm owners (contractor 
income), real estate developers (developer fees), and 
banks (loan interest & fees) together will capture 35% 
of every budgeted dollar. Costs of those categories 
sum to $164,000 per unit, on average. An additional 
$22,000 per unit in “excess” federal and state tax 
credits, or publicly subsidized tax savings, will 
benefit shareholders of several dozen high-income 
corporations without appearing in project budgets. 
Construction worker total compensation costs, 
including all legally mandated and voluntary fringe 
benefits are estimated to be only $64,000 per unit (14 
percent of total budgeted project costs).

Source: 2020 California Tax Credit Allocation Committee project application budgets & Smart Cities Prevail (2017). Dollar amounts and percentages are rounded.

Figure 2: Project Cost Components for coastal projects with minimum labor standards (average per unit)

Construction worker 
compensation: $64,000

(14%)

Contractor Income before 
interest, taxes, etc: $35,000

(7%)

Construction - all other: 
$191,000

(40%)

Land & Acquisition: $48,000
(10%)

Arch & Eng: $11,000
(2%)

Local Govt Impact & Permit 
Fees: $26,000

(6%)

Loan Interest & Fees: $36,000
(8%)

Developers' Fees: $45,000, 
(10%)

All other costs: $16,000
(3%)

Average Total Development Cost: $472,000 per Unit
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California-allocated Low Income Housing Tax Credits have helped build millions in wealth for one Idaho man; 
construction workers on his urban coastal projects likely earn less than a housing wage.

T
he following case study suggests the LIHTC 
program is reinforcing economic inequality and 
undermining the State’s interest in advancing 

housing construction workforce development.

Caleb Roope, the sole shareholder of Pacific West 
Communities, Inc. (PWC) and Pacific West Builders, Inc. 
(PWB) has developed and built 8,000 apartments in 
California since 2010. LIHTCs awarded by the California 
Tax Credit Allocation Committee (CTCAC) have helped 
finance 9 out of every 10 units completed by Roope’s 
companies over the past decade.18 

Combined financial statements for PWB and  
PWC for the years 2014-2016 show that net  
earnings before income taxes were 12.6% of total  
revenues19 (see Table 2). Mr. Roope withdrew  
$34 million out of the two firms’ retained earnings 
between 2014 and 2016 and withdrew another  
$5.9 million from PWC’s retained earnings in 2017.  
The companies remained well capitalized despite  
the large withdrawals. Shareholder equity in the  
two companies totaled $42.4 million at the end  
of 2016. 

CASE STUDY:  

Caleb Roope’s The Pacific Companies

Source: The Pacific Companies. Responses to RFPs submitted to the Cities of Fullerton, Elk Grove (2016), and East Palo Alto (2018).20   
Smart Cities Prevail calculated the values in the italicized cells. 

Table 2: Excerpts from Pacific West Communities’ and Pacific West Builders’ financial statements        
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A Pacific West Communities’ project in Santa Clara County provides a window into how public subsidies through 
LIHTC are likely contributing to the construction industry’s workforce development problems and housing cost 
burdens for construction families. 

On this project, a San Mateo County-based contractor hired workers to install drywall on one of the Pacific 
Companies’ Gilroy projects in 2017. According to the State of California Labor Commissioner’s Office, the contractor 
paid three workers between $25 and $30 per hour. Enforcement officials found that the contractor did not provide 
the workers for all legally required rest and meal breaks, failed to pay a worker the premium rate for overtime 
hours, and unlawfully reduced a worker’s wages without prior notice.21  

Unstable jobs that pay $25 per hour will not sustain a family in California’s costly coastal metropolitan areas. In 2017, 
residents of the counties of Santa Clara and San Mateo, the nation’s number 3 and number 4 most expensive counties 
needed full-time equivalent wages between $43 - $58 an hour to afford two-bedroom Fair Market Rent apartments.22 

In 2020 California has allocated $35.6 million in state LIHTCs to Roope’s development company, the second highest 
amount awarded to any developer. Total budgeted construction costs across all of Roope’s 2020 LIHTC-funded 
projects are $288 million.[i] The projects’ developer fees total near $46 million. Thanks to the the State LIHTC 
subsidies, investors in Roope’s California tax credits will contribute $28 million in capital in exchange for credits 
against $35.6 million in California income tax liabilities. Millions in excess state tax credits over and above Roope’s 
projects’ needs for equity amount to $14,800 per unit in additional taxpayer-borne costs. 

With combined construction and developer fee budgets of $333 million[ii] and an average profit rate of 12.6 percent, 
it is reasonable to forecast that this year’s crop of taxpayer subsidized LIHTC projects will increase Mr. Roope’s 
wealth by tens of millions of dollars over the long run.

As the next section details, the workers who will build most of the Pacific Companies’ new units are unlikely to 
fare nearly as well. Roope’s 2020 project applications indicate that 732 out of 821 units (82%) will be built without 
prevailing wage requirements. Of those, 421 units will be built in the counties of San Diego, San Mateo, and Santa 
Clara, where four-in-ten construction worker families are Very Low Income, as shown below in Case Study 2.

Table 3: Tax credits allocated in the first-half 2020 to Pacific West Communities’ new construction projects

Source: California Tax Credit Allocation Committee applications

[i]  This amount includes $15 million budgeted as construction hard cost contingency funds, which may not be be used.

[ii]  Figure based on the sum of Pacific West Communities’ projects’ budget line items for total new construction, “hard cost” contingency, and 
total developer costs. Limited to budgets for projects that the CTCAC indicated had been awarded credits.
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C
alifornia’s affordability crisis can only be addressed if lower income families’ rents decline and/or incomes 

increase. If taxpayer-subsidized incentives have been good for corporate investors and builders such as Caleb 
Roope, leading them to contribute their money and efforts to housing production, we also need to assess 

what is happening to the construction workforce on which they rely. 

Using microdata from the U.S. Census’ American Community Survey, we coded construction worker families 
according to whether or not their incomes fell below U.S. Department of Housing and Urban Development (HUD) 
low-income (“LI”) or very low-income (“VLI”) thresholds.23 We estimate that 340,000 California construction worker 
families (CWFs) are low income, of which over 200,000 are very low income, as shown below in Table 2.

While California construction workers are disproportionately low income, there is also an important racial dimension to  
these figures. Seventy percent of California construction workers are non-white and/or Hispanic. Table 3 shows that families 
of construction workers who are people of color are significantly more likely than non-construction families to be VLI.

CASE STUDY 2: California’s Struggling Housing 

Construction Workforce

Table 2: Construction worker families are Low Income at higher-than-average rates

Source: Analysis of 2018 ACS 1-Year file, IPUMS-USA, excluding families without county of residence identified. Estimates are rounded.24

Table 3 People of Color &/or Hispanics are Low Income at higher-than-average rates

Source: Analysis of 2018 ACS 1-Year file, IPUMS-USA, excluding families without county of residence identified. Estimates are rounded.25
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Construction workers and their families are most likely to be low-income in California’s coastal areas, where the 
state’s housing affordability crisis is most acute. Median construction worker earnings are under 80% of the median 
for all employed male workers’ earnings in the major coastal metropolitan areas.26 Table 3 shows that in California’s 
largest metropolitan areas, construction workers are more likely than non-construction workers to be LI or VLI.27 

While median family incomes in northern California are higher than those in the two major southern California 
metropolitan areas, construction workers in Bay Area metro areas are rent-burdened at a rate that is about 25 
percent higher than the areas’ overall rate.28 

As noted earlier in this brief, developers of new housing need not require any construction labor standards beyond 
minimum wages in order to qualify for LIHTC subsidies. Fully half of the units that will be built in California in 2020 
will not have such standards in place. Of those, over half will be built in the high-cost coastal metropolitan areas 
where disproportionate numbers of construction worker families could qualify to join the thousands of families who 
apply for a unit in each LIHTC supported new housing development.30

Table 3 Construction worker families are Low Income at higher-than-average rates in Coastal Metro Areas

Source: Analysis of 2018 ACS 1-Year file, IPUMS-USA. Estimates are rounded.29
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How Reform of LIHTC Could Maximize Value  

for California Taxpayers

L
IHTCs play a key role in boosting California’s 
affordable housing supply—particularly in  
 coastal cities where gaps between rents and 

incomes of lower-income families are significant. 
However the data in this brief suggests while these 
instruments of indirect housing finance clearly provide 
significant taxpayer funded windfalls for investors and 
developers, they reinforce income inequality, including 
in regions where the state’s housing affordability crisis 
is most acute. 

Specifically, our breakdown of LIHTC project 
applications and budgets revealed that despite being 
reliant on millions of taxpayer subsidy dollars, half 
have no labor standards beyond minimum wage, 
35% of the total dollars spent are destined for white-
collar industry players, and only about 14% goes to 
construction worker total compensation. Our analysis 
of family incomes and HUD income limits found that 
construction families are eligible for housing subsidies 
at higher-than-average rates.

In other words, while LIHTCs are likely a necessary tool 
for supplying lower income Californians with more 
affordable housing, they tend to reinforce patterns 
of income inequality that make subsidized affordable 
housing more necessary. In this respect, they differ 
dramatically from other types of publicly subsidized 
construction, such as public works.

Linking California taxpayer subsidies for housing 
production to labor standards for construction 
workers is important for at least two reasons. 
First, as discussed above, if California increases 
the number of construction workers—as it must—
without decreasing the percentage of “very low 
income” construction families, the need for more 
taxpayer housing subsidies like LIHTCs will continue 

to grow. Second, the housing industry will not attract 
productive California workers in the numbers that 
are necessary to attack California’s housing supply 
challenge if compensation remains uncompetitive.

Smart Cities Prevail’s 2019 publication “Rebuilding 
California: The Golden State’s Construction 
Workforce Reckoning,” documented how a decades-
long productivity decline in California’s housing 
construction sector has inhibited the development 
of sufficient housing supply. To meet the state’s 
ambitious housing production goals, construction of 
new housing production must triple relative to recent 
average annual rates, and the state would need at 
least 200,000 new construction workers.31 

Lack of collective action has contributed to 
homebuilding’s slide into being a lower-wage, low-
productivity industry. Contractors compete today in 
a cut-throat competitive environment for short-term 
contracts, but investments in workforce practices and 
standards only yield future payoffs if their competitors 
don’t poach the workers they train. The outcome is 
under-investment in the industry’s workforce. For 
behavior to change, an intervention is necessary 
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to take labor costs that yield deferred benefits to 
employers out of competition.32 

California’s prevailing wage law has been addressing 
this need on California’s public works projects for 
almost 90 years. The policy’s architects recognized 
that contractor importation of transient, lower-wage 
labor for taxpayer funded construction undermines a 
region’s wage base. By taking pay out of competition, 
prevailing wage requirements drive contractors to 
compete on efficiency and maximizing value to the 
public rather than low labor standards.33 

California’s prevailing wage law directly promotes 
construction workforce training. Covered construction 
contracts require the employment of apprentices 
from local, state-approved programs as well as tax-
exempt contributions to training funds that are based 
on the number of hours worked by all of the covered 
contractors’ employees.

Young workers are attracted to apprenticeship-based 
pathways to middle-class construction careers. Thanks 
in part to California’s prevailing wage law, 10,000 - 
20,000 Californians annually register in construction 
trades apprenticeship programs. Thousands more 
join wait lists for entry. One rigorous study found that 
completion of government-approved apprenticeship 
programs increased career earnings by $240,037 and 
fringe benefits by $61,496, for a total of $301,533 
(2012 dollars).34 California’s Workforce Development 
Board found that construction workers who had 
recently exited state-approved apprenticeship 
programs earned a median quarterly wage that 
was more than twice the sector’s average wage 
statewide.35 Peer-reviewed research has found that 
states with prevailing wage laws not only increase 
aggregate statewide construction worker incomes 
and construction employer payments for health and 
retirement benefits—they dramatically reduce reliance 
on social assistance programs—which, like LIHTC, are 
ultimately funded by taxpayers.36 

Trades apprentices were common in homebuilding 
in the 1970s, when California reached its highest 
historical levels for housing production.37 Apprentices 
are now almost exclusively found on nonresidential 
projects and on residential job sites funded by direct 
state or local grants and loans. If California’s LIHTC 
regulations were reformed to incentivize prevailing 
wage and apprentice utilization, the number of 
apprentices working for residential contractors could 
as much as double. Such an increase in demand could 
also absorb many of the Californians who are on 
apprenticeship program waiting lists.38 

Linkage of LIHTCs to labor standards would benefit the 
broad public interest in other ways. Researchers have 
found an association between state prevailing wage 
laws and greater net tax revenues from construction 
families. Construction workers’ net federal income 
taxes are nearly $1,200 higher in states with prevailing 
wage laws than in states with either no law or a weak 
law, a considerable finding given that state prevailing 
wage mandates affect only about one-fifth of the total 
output of the construction industry.39 

Expansion of prevailing wage coverage would also 
reduce costly construction accidents. States with 
prevailing wage laws have 7%-10% lower occupational 
nonfatal injury and illness rates and generally have 
lower fatality rates than non-prevailing wage states.40 
California construction is a major source of severe 
occupational injury and fatalities in California.41 
Expansion of the scope of coverage of prevailing  
wages could reduce costly accidents.

If more LIHTC-financed housing construction workers 
enjoyed prevailing wage standards it would help to 
address racial disparities in public health access and 
outcomes and would reduce construction worker 
enrollment in Medi-Cal. Fewer than half of California 
construction workers are covered by an employer or 
union plan, and nearly 1 in 3 construction workers of 
color are without health insurance coverage.42 Twenty-
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two percent of construction workers are reliant on a 
taxpayer financed health plan, higher than the 18% 
rate for non-construction workers.43 

Even as this brief has documented the outsized 
taxpayer funded windfalls reaching LIHTC investors and 
builders, the question of cost often arises when labor 
standards enter into any discussion on the workforce 
side of the construction industry.

Methodological problems plague most of the 
reports that make claims about prevailing wage and 
construction costs.44 The overwhelming consensus 
of peer-reviewed research has concluded that total 
construction costs are not affected by prevailing wage. 
Researchers have shown that direct and indirect public 
benefits of ‘high-road’ workforce strategies—including 
increases in productivity and efficiency and reduced 
reliance on other public programs—more than offset 
any increase in workers’ wages. And the case study of 
Caleb Roope’s Pacific West Communities shows the 
extent to which incentivizing a ‘low road’ construction 
model only exacerbates the economic inequality at the 
heart of California’s housing affordability crisis.

In an alternative scenario, the hundreds of workers 
who will work on PWC’s new projects could be paid 
family-sustaining wages. The projects could be sources 

of on-the-job training opportunities for scores of 
apprentices. Contractor contributions to portable 
fringe benefit plans could promote longer-term 
attachment of trained, productive workers to the 
housing construction sector. Hourly contributions to 
state-approved apprentice training programs could 
expand access to construction careers that provide 
middle-class standards of living, free of the need for 
housing and healthcare subsidies.

Researchers have shown that direct and 

indirect public benefits of ‘high-road’ 

workforce strategies—including increases 

in productivity and efficiency and reduced 

reliance on other public programs—more 

than offset any increase in workers’ wages. 
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We set out in this report to describe the 
Low Income Housing Tax Credit, its 
cost to California taxpayers, and to ask 

who benefits and who is getting left behind. This 
brief documents that LIHTCs as presently designed 
overwhelmingly reward owners over workers. Private 
landowners, owners of development and construction 
firms, and shareholders in financial corporations 
capture a much larger percentage of the total 
budgeted costs of development and construction 
than construction workers’ wages and fringe benefits. 
Status quo California construction labor standards 
leave over half of construction worker families 
qualified as low- or very low-income.

Existing laws and regulations that govern LIHTC-
supported projects are detailed and prescriptive 
with respect to the characteristics of the physical 
buildings, targeted groups of tenants, and targeted 
project locations, but are silent about the working 
conditions, training, and compensation of construction 
workers. Through this omission, California state 
policy on LIHTCs diverges from other types of publicly 
funded construction by rewarding construction 
employers who invest minimally in workers. This leaves 
construction trades people who are essential to a 
future of improved housing affordability to struggle 
with California’s cost-of-living crisis. 

Given the rigorous and dangerous demands of 
construction work, fewer young Californians are 
attracted to careers building housing. But California’s 
housing construction workforce challenge is not 
a problem of unwilling workers—building trades 
apprenticeships enroll thousands annually and have 
thousands more join their waiting lists. It is a problem 
of insufficient policy to ensure that public construction 
subsidies are also meeting the public’s need to invest 
in developing and retaining skilled workers.

Every year, the award of LIHTCs for construction 
of thousands of housing units offer opportunities 
to nudge California’s housing construction labor 
market away from dysfunction and towards greater 
productivity. If and when policymakers link LIHTCs 
to construction workforce development-promoting 
standards, they will have both attacked housing 
industry income inequality and promoted increased 
capacity within the Golden State to build the new 
homes Californians need.

Conclusion
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The Pacific Companies’ Financial Statement Excerpts

APPENDIX:
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Images are excerpts from the Statements and associated Notes.
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