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Memorandum 
 

Date:   February 4, 2019  
 
To:  Missouri Workforce Housing Association  
 
From:   Rounds Consulting Group, Inc.  
 
Re:   Review of Missouri LIHTC Audit Procedures and Results 

 
 
Rounds Consulting Group, Inc. (RCG) was retained by the Missouri Workforce Housing Association to 
provide an independent review of recent State Low-Income Housing Tax Credit (LIHTC) program audits in 
the State of Missouri. While this is intended to be a higher-level review of multiple audit documents, very 
specific recommendations are included in the following memorandum report to shore up the way the 
state analyzes such programs.  
 
A partial list of the reviewed documents is included in Appendix A with links to the materials. A biography 
of the firm’s President is included in Appendix B.  
 
Summary of Conclusions/Recommendations 
 
The primary observations from this review are listed below with expanded text in select areas of critique.  
 
In reality, a number of problems exist with the way Missouri, and other states for that matter, evaluate 
tax credit effectiveness, including the State Low-Income Housing Tax Credit programs. In every case, public 
policy should not be changed absent quality research. The fact that government is involved in this case 
does not make simple things like peer reviews any less important. It is, in fact, more important because 
state policy decisions and recommendations may be made based on questionable and incomplete data 
provided to the Missouri State Auditor, whose work is widely read and should be relied upon to be 
authoritative.  

 
• Every state audit that covers the Missouri LIHTC program during the last decade ignores the fact 

that many things make an economy “tick” and that one element of public policy impacts another. 
To be competitive, a state must maintain affordable housing, competitive tax rates, economic 
development programs, quality infrastructure, workforce quality and affordability, among other 
factors. 
 

• The lack of attention to the many important economic variables at the state, regional, and even 
local level impacts the accuracy of any economic and fiscal impact modeling. Thus, the majority 
of the calculations provided to the State Auditor to criticize the Missouri LIHTC program are 
incomplete and thus questionable. 
 

There exist multiple methods of conducting economic and fiscal impact analysis. It appears the state has 
been using REMI modeling instead of a more precise method that utilizes a highly customized IMPLAN 
model and focuses on an in-depth review of local economic conditions. REMI is inappropriate and 
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incomplete as a tool in analyzing the impact of the Missouri Low-Income Housing Tax Credit because of 
important factors and variables the REMI model does not take into account, and in fact I have never seen 
REMI properly used for LIHTC or any other tax analysis that isn’t more broad-based, such as income or 
sales tax related. An expanded narrative is provided later in the memorandum for those items where it is 
noted.  

 
• Economic development issues were not considered in the Missouri studies. Missouri’s reduced 

competitiveness for job expansion and creation related to a lack of affordable housing needs to 
be incorporated in ways that are both qualifiable and quantifiable (Expanded discussion is 
provided below). 
 

• Costs were ignored related to making housing less affordable for the elderly, veterans, and even 
younger families. Absent the State LIHTC, rents would be considerably higher. Tax credit efficiency 
should be weighed against any increase in state expenditures that would be required in a less 
affordable market. 
 

• In general, the nature of this economic expansion has caused affordability imbalances, especially 
in rural parts of states, as is the case in Missouri. A proper review of affordability conditions has 
been ignored in the analyses to this point. 
 

• Similarly, housing affordability is a state, county, and city issue since all are impacted. Program 
modifications should include more cooperation between the various political entities. Incentives 
come in many forms; from tax credits; to municipal regulations, land use planning, and zoning. 
None of these factors appear to be taken into account in data provided to the State Auditor based 
on the REMI modeling.  
 

There was one area of encouragement that was included in the reviewed materials. It is a quote from a 
news release from the Office of State Auditor Nicole Galloway accompanying her June 2017 audit:     
 
"Policymakers need accurate and realistic data on tax credits in order to weigh the social and economic 
benefits against the impact on the state's finances," Auditor Galloway said. "The General Assembly must 
demand more from the agencies that are charged with administering these programs…” 
 
State Auditor Galloway is absolutely correct in this regard. Data must be accurate and realistic for the 
State Auditor, and thus the policymakers who rely on her work, to make sound recommendations and 
decisions. This is a particularly critical need as the State of Missouri is placing a high priority on workforce 
development. Affordable, quality housing for Missouri’s workforce – as well as veterans, seniors and 
families – is such a basic need as to demand immediate review by the State Auditor of the basic 
calculations and data upon which such important decisions rely.  
 
Improvement Example #1: Proper Economic Modeling Techniques 
 
My company, RCG, utilizes an economic and fiscal impact model to capture the construction and ongoing 
operational effects of various projects. We have completed hundreds of such analyses. However, we 
never produce a result without making sure the full economic “story” is captured in the review. The 
economy is dynamic and economic analyses must be comprehensive. 
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Properly constructed models estimate the economic activity and multiplier effects in terms of output, 
earnings, employment, and local tax revenues.   
 
Output captures the broader level of economic activity, or the total value of goods and services produced, 
in the broader region similar to how widely respected statistics like Gross Domestic Product (GDP) capture 
economic volume in individual states and across the country. Earnings simply represents income to 
employees, and employment is the job count on an annualized basis. The economic activity is then 
converted into tax revenues in each of the relevant categories affected.  
 
The economic effects occurring as a direct consequence from the initial activity create additional effects 
in the economy. This relationship is known as the “multiplier” effect. The basis for multiplier effects is the 
interdependencies between industries, how one industry impacts other sectors, and the cycle of spending 
and re-spending within the regional economy. 
 
Direct effects, or impacts, are the results of the initial spending being analyzed. The multiplier effects, or 
secondary effects, are measured as either indirect or induced based on their source. Indirect impacts 
capture additional effects as a result of increased demand in the supplier industries which supply services 
or products to the direct business. Induced impacts capture additional effects generated as a result of the 
increased spending in the economy made by the households.  
 
Tax revenues are also expressed as either primary or secondary based on their source. Primary revenues 
can be estimated by definable sources such as sales taxes calculated from construction expenditures or 
lease taxes calculated from annual lease payments. Secondary revenues are generated by the wages, 
residency and spending of those direct, indirect, and induced employees. 
 
This economic modeling technique is common. What is less common is using the same analyses to find 
economic and fiscal breakeven points and ensuring the math being used is related to the assignment and 
not a reproduction of random statistics with little meaning. In our experience, the lack of understanding 
of how the economy functions derails even the best attempts at creating a proper model result. 
 
The main differences between REMI and customized IMPLAN models are listed below. 
 

• REMI is useful when analyzing macro level tax policy. An example would be calculating how an 
income tax cut would impact behavior, such as more consumer spending, and economic activity 
as a whole. However, in many cases, these impact variables are selected by the user of the 
software and do not necessarily represent a fully independent snapshot of the economic problem. 
As referenced earlier, the State of Missouri appears to rely heavily on the REMI model, including 
in analysis of State Low-Income Housing Tax Credits, when that model does not consider 
important factors that should be part of any such sound analysis.  

 
• The REMI model does not account for the many things that drive economic growth. For instance, 

the aforementioned income tax cut would have a greater impact if the previous tax rates were 
too high and caused economic harm, or vice versa. This would also need to be balanced with a 
review of economic development programs, job growth, income growth, transportation commute 
and shipping times, workforce quality and quantity, etc. 
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• Customized IMPLAN models are more direct in how they calculate economic impacts. However, 
the same limitations exist for needing to know additional details about a community’s economic 
profile. 

 
• With IMPLAN job gains can be converted into where the people and businesses spend their 

money, thus capturing the full flow of money throughout the community. These “multipliers” are 
based on a business’ opportunity to use local inputs and people’s ability to spend locally. 
 

• Construction activity is also captured based on state and local tax rates. For projects like LIHTC 
analyses, a customized IMPLAN model is required to capture the extent new construction impacts 
local activity and tax collections. But, the user needs to have expert knowledge of the 
community’s economic profile to produce further calculations. 

 
• In simple terms, both REMI and IMPLAN models are calculators. The REMI calculator, by itself, 

gets you into the ballpark. The IMPLAN model gets you to your section. An IMPLAN model used 
by somebody that knows how the program and economy works gets you to your seat. The user is 
important, and what is put into the model is equally important. 
 

• This analytical precision should be insisted upon by the State Auditor’s Office when state agencies 
provide data. If the above technique is used moving forward, Missouri could be a national leader 
in how to analyze and implement housing affordability policies.  

 
I have been practicing economics and public policy analysis for more than 20 years. I opine on economic 
conditions on the radio, television, and in print on a weekly basis. I have also delivered more than 500 
economic speeches for both the private sector and public. I advise the Arizona Governor, our Legislature, 
and dozens of mayors throughout the state on economic and policy matters. Again, I have never seen 
REMI properly used for LIHTC or any other tax analysis that isn’t income or sales tax related. 
 
Improvement Example #2: Economic Development Considerations 
 
Whenever a change to public policy is made the full array of costs and benefits must be analyzed and 
levels of risk assigned to each estimate. Housing affordability is an area that matters when a company 
evaluates a community. There is no way to precisely know, without more extensive research, how a 
community’s developing housing affordability issues might dampen job growth, or improve upon the job 
growth numbers if affordability conditions are managed. 
 
However, policymakers need perspective on how minor changes in economic growth will translate into 
economic and fiscal impacts. Quality public policy is formed when policymakers can weigh the costs versus 
benefits and numbers are provided for context. To do this, we recommend using economic and fiscal 
impact models that are designed for a specific community or state. 
 
To begin the exercise, a custom IMPLAN model for Missouri was constructed that captures the incremental 
economic impacts for each 0.1 percentage point in state job growth. Again, these incremental model 
“runs” are used to give perspective into how very small changes in economic activity ultimately impacts 
tax revenues. Consider the following: 
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• According to the Missouri Department of Economic Development, the State’s employment is 
projected to have a 0.7% annual growth rate over the next 10 years.  

 
• If the projected 0.7% annual growth rate drops to 0.6% over the next 10 years for any number of 

reasons, that is the equivalent of losing approximately 37,700 jobs, $2.2 billion in personal 
income, and $4.9 billion in economic output (over that 10-year period). Note: this represents the 
aforementioned “incremental” economic and fiscal impact modeling that begins the discussion.  

 
• Using these increments, the State of Missouri would lose $577.4 million over ten years in state 

tax revenues for every 0.1 percentage point decline in job growth (this excludes local revenues). 
 

Economic & Fiscal Impacts of  
Reducing the Projected Job Growth by 0.1 Percentage Point – Ten Year Impact 

 
State of Missouri 

       
($4.9 Billion)  (37,700)  ($2.2 Billion)  ($577.4 Million) 

Total Economic Output  Total Jobs  Total Wages  State Taxes 
       

 
Sources: IMPLAN; Rounds Consulting Group, Inc. 
 
A 0.1 percentage point decline in job growth would be excessive. On the other hand, if the state begins to 
lose even a very small fraction of this value, the fiscal impact numbers will still add up. For even more 
perspective, we will need to ask if it is reasonable to expect job growth to slow by as little as 0.01 
percentage points if affordability issues expand. This number may prove to be too conservative. 
 
To clarify, this means the rate of job growth would slow from 0.70% to 0.69%. This is within the realm of 
being defensible in a political debate. Further consider that the rate of job growth could increase by the 
same incremental amount if housing prices are properly managed. This would take the rate of job growth 
from 0.70% to 0.71%. This incredibly small change in job creation (from 0.69% job growth to 0.71%) would 
have a $1.0 billion impact on economic activity over just ten years and enhanced state tax collections 
would equal $115.0 million.  
 
This example may prove to be on the lower end of possible economic impacts given the competitive 
nature of job creation and business attraction. This example also does not address the issue of foregone 
job quality measures. A community should strive to not just grow, but to grow well. If changes in new job 
wages were similarly introduced, (i.e., if average wages are modeled at $68,800 versus $66,800) the 
$115.0 million fiscal impact figure would increase to $118.0 million. 
 
Based on this very simple math, it is not advisable to ignore these opportunities for economic expansion 
and contraction. Policymakers need to be fully informed to make quality decisions. Each of the critiques 
listed at the beginning of this short review will require a similar analysis. 
 
State Auditor Galloway’s call for sound and reliable data is spot-on. I recommend she further call for state 
agencies to assist her in immediately reviewing and defending the models, calculations and methods 
employed in yielding the information and numbers that go into her audits, particularly in regard to the 
State Low-Income Housing Tax Credit program.   
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Appendix A – Select Links to Audit Reports 
 
https://app.auditor.mo.gov/repository/press/2008-23.pdf 
 
https://app.auditor.mo.gov/repository/press/2013014719305.pdf 
 
https://www.auditor.mo.gov/content/auditor-galloway-issues-report-budget-impact-tax-credits 
 
https://app.auditor.mo.gov/Repository/Press/2008-23.htm 
 
https://app.auditor.mo.gov/Repository/Press/2017051896073.pdf?_ga=2.199915118.1179870532.1548
446469-412826581.1548446469 
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Appendix B – About the Author 
 

Jim Rounds is President of Rounds Consulting Group.  The firm specializes in 
economic development and tax policy research; data collection and analysis; 
fiscal planning including revenue forecasting and budget development; 
strategic planning and marketing; impact and market studies; and litigation 
support. 
 
Mr. Rounds regularly provides advice to policymakers at the State Capitol, 
mayors throughout the state as well as city council members, county board 
members, and other public and private sector leaders in the community.  He 
has delivered hundreds of economic presentations and is quoted weekly on 
television, radio, and in printed media. Jim is also a Senior Fellow at the 
Goldwater Institute.  

 
Areas of recent study include state tax policy and economic development reform, K12 and higher 
education funding, health care economics, housing incentives and analysis, State Trust Land disposition, 
pension reform, transportation and utility infrastructure investment, and state and local area tourism 
planning.  
 
Mr. Rounds volunteers much of his spare time as an advocate for quality public policy development. 
Recently, Jim has been supporting the concept of “growing from within,” which includes efforts to better 
understand small business development issues, and strategic investment in education and workforce 
training.   
 
Jim is on the Board of Directors of the Arizona Association for Economic Development and the Maricopa 
County Industrial Development Authority, and is a member of the Joint Legislative Budget Committee’s 
Finance Advisory Committee, the Maricopa Association of Governments’ Economic Development 
Committee, the Arizona Economic Roundtable, and has served on scores of committees and task force 
efforts at both the state and local levels. 
 
Previously, Mr. Rounds was a Senior Economist and Senior Budget Analyst with the Arizona Joint 
Legislative Budget Committee, and has been engaged in policy related economics for more than two 
decades.  Jim has a Bachelor of Science degree and a Master of Science degree in Economics from Arizona 
State University. 
 


