
Typical project and investment risk profile

In any Low Income Housing Tax Credit-financed housing project there are certain well-defined risks. The most 
significant risk is the risk of foreclosure. In most circumstances a foreclosure results in the recapture of all tax cred-
its and is the most catastrophic loss that most investments could face. There are however, other significant risks 
that a typical tax credit project faces that could result in complete or partial recapture of tax credits. These include:

• The risk associated with a disposal of a property prior to the end of the compliance period, which includes the 
potential disposal due to a foreclosure; 

•  The risk associated with a failure to pay mortgage debt, which is inherent in the foreclosure risk; 

• The risk associated with the failure of the managing general partner to properly manage and maintain the 
property; 

•  The risk associated with the loss of any public subsidy used to pay the full contract rent or to cover the operat-
ing costs of the property; 

• The risk associated with the failure to find qualified tenants to live in the units; 

• The risk associated with the inability to raise rents sufficiently to cover any potential increases in operating 
costs; 

•  The risk associated with the inability to pay the operating costs for reasons other than the ability or inability to 
raise rents; 

• The risk associated with the failure to properly document compliance with rules and regulations governing the 
program, particularly the rules governing tenant income certification and eligibility; 

• And finally, the risk associated with fluctuations in economic conditions.

Indian Country projects share virtually none of these “typical” risks. In every case, projects undertaken through 
the Travois financial model include debt that is payable only from available cash flow, so called “soft” debt, and is 
effectively not subject to foreclosure. 

In every case, the tribe itself or the Tribally Designated Housing Entity (TDHE) is the lender to the project and 
in the event the project suffers conditions that would normally warrant foreclosure, the tribe would in effect be 
foreclosing on itself. Because the tribe or the TDHE is always the general partner in the limited partnerships that 



own the Indian Country projects and likewise is always the lender, it stands to reason that there is no real fore-
closure risk on these projects. Therefore, the single greatest source of risk is absent from Indian Country projects. 
Furthermore, interest rate risk is a real danger during construction on most projects and can result in significantly 
higher carrying costs. Since the tribe is the lender, and since the debt (either permanent or construction period) is 
payable from available cash flow only, there is effectively no interest rate risk on tribal projects as well.

Similarly, the other risks outlined above are generally absent or fully mitigated due to the peculiar circumstances 
of Indian Country financial structuring. For example, there are risks associated with the loss of subsidy for tenant 
rents. In most cases outside of Indian Country there are governmental subsidies that support tax credit-financed 
housing projects, usually a form of Section 8 rental subsidy or the U.S. Department of Agriculture Section 515 
subsidy, or the like. These subsidies are generally granted in either one- or five-year renewable contract periods and 
are subject to expiration and non-renewal. It is a significant source of risk for any project that is dependent upon 
such subsidies in order to pay its operating costs or to make mandatory debt payments. In contrast, in every case 
Indian Country projects developed through the Travois financial model carry 100 percent, lifetime tribal operat-
ing subsidies known as the Housing Assistance Payment (HAP) agreements. The HAP is not subject to renewal, 
and is backstopped by tribal or TDHE guarantees to cover the full operating costs of the projects, irrespective of 
rental income or operating expenses.

The risk that operating costs will grow unexpectedly and could outpace the ability to raise rents is a real and con-
siderable risk that any tax credit-financed property faces. A precipitous rise in property taxes, for example, is all too 
common. There are no property taxes on projects on Indian Reservations. Likewise, the tribes have the ability to 
absorb unexpected operating increases to a far greater extent than private developers, and they have the ability to 
control such costs to a far greater extent. In many cases tribes own their own utilities or control the rate at which 
utility costs can be increased. Cultural imperatives also dictate that vulnerable families receive assistance in meet-
ing utility costs and other extraordinary expenses and typically do so as a matter of course.

The failure to find qualified tenants or the inability to retain such tenants is another source of momentous inves-
tor risk for any project outside of Indian Country. This so called “market risk” is present in inner city, suburban 
and rural projects in which competing housing developments or deteriorating conditions at the project itself or 
the immediate surroundings could result in significant vacancies. On Indian reservations, the tribe itself controls 
in one fashion or another who can and cannot develop housing projects, where they can be placed and who they 
will serve. This effective monopoly control of the housing environment dictates that there will be no competing 
projects that could adversely affect tax credit-financed projects. Furthermore, Travois limits its Indian customers 
to tribes and TDHEs that maintain waiting lists of qualified tenants that in most cases far exceed the number of 
units to be developed. For example, to date Travois has assisted the Standing Rock Housing Authority in North 
and South Dakota with 17 tax credit-financed housing projects. The total number of units developed in these 
projects is 463, but includes the rehabilitation of 325 existing units and only 138 net new dwelling units. Further-
more, the housing authority maintains a waiting list of more than 800 qualified families and has maintained this 
list for many years, even in the face of so many units added to their stock of dwellings. The reason is the very high 
rate of household formations on the reservation and the large number of families that had in previous years failed 
to maintain their position on the waiting list but restore their posting because of the renewed hope of someday be-
ing selected for a new LIHTC unit. This circumstance is typical of the reservations and tribes with whom Travois 
does business.

Because the tax credit program is new to tribes, the risk associated with the failure to properly document tenant 
eligibility and to meet the other compliance obligations is a real risk on Indian Reservations. However, tribes and 



TDHEs have long had arduous compliance obligations through the U.S. Department of Housing and Urban De-
velopment (HUD) and the Bureau of Indian Affairs (BIA) that includes certification of income eligibility, which 
they consistently meet, and Travois mandates as a condition of investment that all tenant files, the mainstay of 
any credit loss risk, be reviewed by Travois prior to approval of tenancy. Furthermore, Travois Asset Management, 
LLC, has a full time staff with 100 percent HCCP (Housing Credit Compliance Professional) certification and 
operates a robust compliance protocol for all tribal customers. In the 138 projects to date there has never been a 
single instance of a compliance fault resulting in a loss of credits. Typical non-tribal developments consist of large 
multi-family buildings. Tribal projects generally contain single family units. Since tax credits are allocated on a 
building-by-building basis, one unit out of compliance in a large multi-family building puts that entire building’s 
credits at risk, which could result in substantial losses. Conversely, the tribal project’s potential losses would be 
restricted to the one unit. Therefore, the compliance risk for tribal projects is still less risky than a typical conven-
tional project.  

In most cases, investors secure a series of personal and corporate guarantees from the general partners in the prop-
erties as a way to mitigate their risks. Most private, for-profit developers that enter into tax credit partnerships will 
be required to personally and corporately guarantee that the credits will be delivered as promised, that the project 
will be completed on time, according to the plans and specifications. In many cases investors will only work with 
seasoned and experienced developers, those with several if not many other LIHTC projects under their belts. 
This is a two-edged sword. These experienced developers will likely be carrying guarantees for each of the previous 
projects they have developed. While it is prudent to seek experienced developers, in many cases the contingent 
liabilities these experienced developers carry far exceed their ability to perform on all of the underlying guaran-
tees. Conversely, as governmental entities, the tribes Travois works with typically will have resources far in excess 
of the resources any private developer can have and would be subject to many more sanctions for not completing 
a project than would a private developer. As a result, the risk of a failure to complete a project by an Indian tribe 
is considerably lower than the risk that a private, non-governmental entity would do so. In addition, the for-profit 
developer would more likely be the one who cannot fund operating deficits and repay the investor if credits are 
recaptured.

Finally, the risk associated with fluctuations in economic conditions is essentially immaterial on most reserva-
tions. Tribes have suffered from 50 percent to 80 percent or higher effective unemployment for years. Absent a 
“Marshall Plan” for Indian Country, it is unlikely that economic conditions will improve to the point that there 
will be insufficient numbers of income-eligible families for the units developed through the tax credit program. 
Unlike inner city, suburban and most rural areas that see the periodic rise and decline of industries, employment 
and average incomes, Indian Country has seen a steady state of poverty, devastatingly high unemployment, and 
chronic economic stagnation. Regrettably and tragically, these economic conditions are unlikely to change within 
the next generation, even in the face of hopeful improvements in living conditions. The result is a near con-
stant, if not expanding, supply of low-income families, and hence income-eligible families, for projects developed 
through the Low Income Housing Tax Credit program.

In summary, no investment is risk free. Investments in Indian Country do indeed carry risk, but the typical risks 
that investors have grown accustomed to outside of Indian Country are largely absent within Indian Country. 
The lack of familiarity with Indian culture and legal remedies is not the same as risk, but has nonetheless been an 
impediment in the past. Even these impediments are lessening, as evidenced by the level of investment through 
the LIHTC program over the last 10 years. Investors have collectively and successfully invested over $500 million 
through the tax credit program over the period and Indian Country has become a mature and seasoned invest-
ment alternative.




