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ExecutiveSummary

Affordablehousingpropertiesacrosshe country havethe opportunity to savemoney,increasebottom-
line profitability, andimprove quality of life for low-incomecommunitiesby takingadvantageof an
underutilizedfinancialtool: the PropertyAssessefleanEnergy(PACEpProgram.

Asan innovative,marketbasedfinancingprogram,PACEnablesproperty ownersto obtainlow-cost,
longterm financingfor energy andwater efficiency,aswell ason-site generationimprovementsto
commercialjndustrial,and multifamily properties.Municipalitiesand countieswork with private sector
lendersto fund cleanenergyprojects,usinga property assessmenthat ties the financingobligationto
the property itself. In Texasthis voluntary programis completelyfree of governmentmandatesand
publicfunding,allowingthe private sectorgreatflexibility.

PACHRvasenactedin Texadn June2013with supportfrom Republicas and DemocratsMany Texas
citiesand counties,includingthe Cityof Dallas Cityof Houston,and EIPasoCounty havesinceadopted
PACEHo authorizeits usewithin their jurisdiction.

PACEor Affordable Housing

Thelackof energyandwater efficient solutionsin affordablemultifamily housingpropertieshasgreat
implicationsfor tenants,aswell aslandlordsand property owners.Highenergyandwater bills canforce
familiesto choosebetweenkeepingthe lightson andother daily necessitiesSimulineously property
ownersfacerisingoperationalcostsdueto highutility bills.

Fortunately,sincePACEllowsproperty ownersto financeup to 100 percentof upfront costsrelatedto
energyandwater savingmeasuresthe affordablehousingsectorcanleveragePACEsa financingtool
for improvingefficiency Theseinvestmentsprovidea myriadof benefits,includingthe potential to:

w ReduceaLINE LIS pEtadngrasts,
w Increasehousingaffordability by reducingNJS & A Ritfity” dostsQ
w Freeup captal that couldbe usedin other upgradesand/or other properties,
w Reducehe subsidyper unit requiredto makea projectfinanciallyviable,
w Reducepollution andenergyandwater waste,and
w Improvethe living conditionsof tenants.
Resourcesand KeyFindings

Basedon conversationsvith officialsand programadministratorsfrom over 30 public,for-profit, and
non-profit entities, this paper:
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1. IntroducesPACHEsafinancingtool for energyandwater efficiencyretrofits anddistributed
generationinvestments,

2. Providesa guidefor stakeholdersn the affordable,multifamily housingsectorfor incorporating
PACHinancingin the capitalstructureof rehabilitationprojects,and

3. Identifiespotential pilot projectsin CentralTexaghat serveasexampleof how PACHinancing
maybe usedwithin the affordablehousingsector.

Thepaperfindsthere are significantopportunitiesin Texasand nationwidefor the affordablehousing
sectorto leveragePACHEsa financingtool for energyandwater savingprojects.

The greatestopportunity liesin PublicHousingAuthorities(PHA)participatingin the U.S.Departmentof
Housingand UrbanDevelopmen® (HUD)RentalAssistancédemonstration(RADprogram.Properties
undergoingRADconversionavethe opportunity to leverageprivate debt and equity to make
property-wide improvements,ncludingefficiencyretrofits. Thisis a nationwideinitiative by HUD ,and
the transition presentsa prime opportunity to ensureaffordablehousingpropertiestake advantageof
PACEIn Texas,there are over6,500unitsin this stage,includingover 1,400units in the Cityof Austin.

Additionally,propertiesthat are fundedby the U.S Departmentof AgricultureRuralDevelopment
(USDARD)programscanutilize PACHEinancing.Currently there are 22 affordablehousingproperties
fundedby the USDARDlocatedin PACEeligiblejurisdictionsin rural Texaspr 50 propertiesincluding
countiesand citieswhere PACHwill be establishedwithin the comingmonths® Accordingo LocalArea
Directorsmanyof thesepropertiesarein greatneedof repair. Texad® ACEAuthority, the PACErogram
administratorin the state,hasbeenin conversationgvith the USDARDMultifamily HousingDirectorat
the statelevelandwith LocalAreaDirectors,who stronglysupportthe useof PACHinancingin the
capitalstructure of rehabilitationprojectsof USDARDfunded properties.

TheRADconversiorprogramand USDARDpropertiesare just two of the manyfundingstructuresthat
couldtake advantageof PACHEinancing.

Recommendations

In orderto helpthe housingindustryovercomebarriersto usingPACEpolicymakersanbe key
resourcedy:

w Leadingby example:Privatedevelopersare often skepticalof newfundingmechanisms,
particularlywhenconsentfrom publicagencesis required.Localgovernmers lookingto
increasehousingaffordability and preservethe existingstockof affordablehousingcaninclude
innovativefinancingtools, suchasPACEin the fundingstructure of propertiesin RAD
conversion.

w Combiningefforts and funds: Publicand private organizationgpromotingenergyandwater
efficiencyin the affordablehousingsectorthroughincentivesandother initiativesshould
collaborateto facilitate awarenessand use.Giventhe extensiveresearchand knowledgethat
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alreadyexistsin the marketplaceregardingaffordability gapsand energyand water-efficient
solutions,public-private partnershipsare highlybeneficialin seizingopportunities.

w Amendingthe TexasPACEAct: Texagpolicymakersshouldamendthe TexasPACEctto make
governmentownedaffordablehousingproperties,aswell asnew developmentof affordable
housingproperties eligiblefor PACHinancing.

w Utility allowancereform: 1 | 5 f@#@ulasfor determiningutility allowanceshouldbe adjusted
to createthe necessargconomicincentivesto investin energyandwater efficiency.The
methodologyto set utility allowancedor propertiesusingSection8 rental assistanceften does
not allow property ownersor tenantsto capturecostsavingdrom efficiencyupgradesinstead,
HUDaccrueghe monetarybenefitsfrom theseinvestments so property ownershaveno
economicincentiveto investin energyandwater efficiency.

w Establishing=HFAguidelines: TheFederaHousingFinanceAgency(FHFA§houldestadishand
publishguidancefor obtainingFHFAconsentto PACEnvestmentson largemultifamily housing
propertiesfor whichit isthe mortgagee.

PACHinancingprovidesa unique opportunity for the affordablehousingsector.Byinvestingin
distributedgeneation andenergyandwater efficiency property ownersnot only increasetheir
bottom-line profitability, but alsohelp low-incomecommunitiessavemoneyon their electricand water
bills. Armedwith the right tools andinformation, governmentsproperty owners,and PACE
administratorsacrosghe country canmaximizethe potential of PACHgadingto cleaner,more
affordablehousingfor all.
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Glossary

ACCAnnualContributionsContract
AHFCAustinHousingFinanceCorporation
AMFI:AreaMedian Familylnoome
CDBGCommunityDevelopmenBlockGrant

CHAPCommitmentsof HousingAssistance
Payments

DCHAD.C HousingAuthority

DHCDD.C Departmentof Housingand
CommunityDevelopment

DOEDepartmentof Energy

ECADEnNergyConservatiorAudit and
Disclosure

EDCF: EnvironmentaDefense~Fund

EEBUAEnNergyEfficiencyBasedUtility
Allowance

EPCEnergyPerformanceContract
ESCOEnergyServiceCompanies
EUlL:EnergyUselntensity
FHA:FederaHousingAdministration
FHFAFederaHousingFinanceAgency

GNDCGuadalue NeighborhoodDevelopment
Corporation

HACAHousingAuthority of the Cityof Austin
HCVHousingChoiceVoucher
HTCHousingTaxCredit
HTFHousingTrustFund

HUD:U.S Departmentof Housingand Urban
Development

HVACHeating,Ventilationand Air Conditoning
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ITPRiIndependentThird PartyReviewer
KPTKeepingPACHEN Texas
LEDLightEmittingDiode

LIHEAPLowIncomeHomeEnergyAssistance
Program

LIHTCLowIncomeHousingTaxCredits
MSA:AustinMetropolitan StatisticalArea

NHCDNeighborhoodHousirg and Community
Development

NHTFNationalHousingTrustFund
NOI:Net Operatingincome
PACEPropertyAssessefleanEnergy

PBCAPerformanceBasedContract
Administrator

PBRAProjectBasedRentalAssistance
PBV:ProjectBasedvoucher
PCA#Physicalorditions Assessment
PHA:PublicHousingAuthority
RAD:RentalAssistanc®emonstration
REAPRuralEnergyfor AmericaProgram
SIR:Savinggo-InvestmentRatio
TBV:TenantBasedvoucher

TDHCATexadDepartmentof Housingand
CommunityAffairs

TPATexasPACERuthority

USDARD:U.S Departmentof AgricultureRural
Development

YWCAYoung 2 Y Ss¢ZHfistianAssociation



Introduction

TheCityof Austin,like manyother metropolitancities,is experiencinganincreasingdemandfor
affordablehousing.AustinMayor SteveAdlerhighlightedthe City@ affordablehousingcrisisin hisfirst

G { GofQus/ A Speéchshortlyafter takingoffice in January2015Y Aspart of his housing
preservationstrategy,Mayor Adlerurgedthe useof PACE, whichwasadoptedin Ausin®@ TravisCounty
in early2015 to preserveaffordability

In Texasandaroundthe country,the affordablehousingsectorhasyet to leveragePACEsa financing
tool for retrofit andrehabilitationprojects.Onecritical barrier hasbeenthe lackof information and
experiencewith new PACEprograms.Theaffordablehousingsectorcontainscomplexlayersof funding
¢ from local,to state andfederalsubsidiesand private capital¢ whichcanmakeaddingnew financial
mechanismappeardifficult or cumber®me.

G 2 6 KNeMdyaS BoatsbWrcr@asingenergyandwater efficiencyis a great exampleof how Austin
canbecomemoreaffordable.Byfindinginnovative creativewaysof financingtheseinvestmentswe
canimprovethe living conditionsof countlesfamiliesand holdontoourSy @A NP Y Y Sy (i ® ¢

SteveAdler, Mayor of Austin
July19™, 2016

In orderto addresghesebarriers,Mayor Adlercreateda committee of housingexpertsin June2016.
Composedf property ownersand developersadvisoryandlegalfirms,governmentrepresentativesat
the state andlocallevel,nonprofitsfightinghomelessnessTexasP ACEAuthority, and Environmental
DefenseFund(EDF)the committee exploredusingthe PACHinancingtool in affordablemultifamily
housingproperties.

Thispaperaimsto serveasa resourcefor increasinghe useof PACHn the affordablehousingsector)!
and containsthe followingcomponents:

- TheOpportunitiesfor PACHEo ImproveAffordableHousingjncluding:

1. Thebenefitsof investingin energyandwater efficiencymeasuresn the affordablehousing
sector. 6Energyand Water EfficiencyChallenge the AffordableHousingSectog

2. PACHsafinancingmechanismnto fund 100%of the costof energyandwater efficiency
retrofits anddistributed generationinvestments where reducedutility costsmore than offset
the PACEssessmentepaymentobligations 0PACHE-inancing

3. Theopportunitiesfor governmentakntitiesto leveragePACHinancingg particularlyproperties
in the RentalAssstanceDemonstrationRADprogramand USDARuralDevelopmeni{USDA
RD)fundedproperties dFindingsand Opportunitieg

PACH-inancingOpportunitiesin the AffordableHousingSector 8



4. Twomultifamily housingprojectsin the Cityof Austinthat maybe usedto serveaspilotsfor
PACHinancing ¢Findings; PotentialPiot Projectsin CentralTexas

5. Variouschallengesn the marketplaceregardingthe implementationof PACEndinvestments
in energyandwater efficiencyin general dcChallenges

6. Recommendationto variouslevelsof governmentson how PACHEnay be effectivelyutilizedin
the affordablehousingsector. (Recommendatiors

- Manualsand AppendicesGuidancdor PropertyManagersand Developerdo LeveragePACHn their
Properties,including:

1. Theapprovalprocessof a PACEssessmenivhen publicsubsidiesn the form of rental
assistancer direct capitalareinvolved,andtwo precedentaffordablehousingprojectsthat
includeda PACEssessmenin their rehabilitationcapitalstructure: Manual 1- PACEApprovalin
AffordableMultifamily HousingStructures

2. Howto identify affordablehousingpropertiesthat couldleverageP ACEinancirg: Manual2-
Howto Identify PotentialProjects

3. Explainsvho receivesutility savinggesultingfrom retrofits to propertieswith utility allowances
Manual3-Why Utility AllowancedMatter

PACH-inancingOpportunitiesin the AffordableHousingSector 9



Energyand Water EfficiencyChallengesn the Affordable HousingSector

Thelack of energyandwater efficiencysolutionsin affordablehousingpropertieshasgreatimplications
for tenants landlords and property owners High energyandwater bills havethe potentialto leave
familieswithout their utility servicesor evendisplacethem from their homes!' Fromthe property

2 ¢ Y SbiEpéacive, evenwhenbuildingsare tenant-metered,highbillsdrive 6 dzA f Bpenitiigi Q
expensesip throughhighermaintenanceandturnover costsq the costof makingthe property rent
readyafter atenantleaves’"

AFFORDABILITY

HUDdefinesaffordablehousingasd | 2 dzfbrawifichthe occupant(s)s/are payingno morethan 30
percentof hisor herincomefor grosshousingcosts,includingdzii A f KhaUSBAR[usesa similar
methodologywhile the TexaDepartmentof Housingand CommunityAffairs(TDHCA}he low-
incomehousingtax credit (LIHTCproviderin Texasemploysthe incomerestrictedaffordable
housingmethodologybasedon IRSSectiom2 standards whichusea percentageof the AreaMedian
Familylncome(AMFI)with adjustmentsbasedon family sizeto specifyli S y | ejigibiditgIor the
unitsreceivingcapital. Regardlessf how the variousgovernmentprogramsdefinetheir targeted
population,using30%of K 2 dza S Kré@ssinkameéhasbecomethe standardto aspire’

MULTIFAMILHOUSING
Multifamily housingrefersto housingbuildingswith five or more dwellingunits*

HOUSEHOLD
& ! thefpeoplewho occupya housingdzy” X' (i ¢ @

Theincentivesto investin energyandwater efficiencymeasuresanddistributed generationvary
dependingon whetherthe property owneris a for-profit or a missiordriven (non-profit) organization.
Regardlesdnvestingin affordablehousingenergyand water savingsolutions,particularlyin times of
volatile utility costsand more frequentextremeweatherconditions,improvesthe living conditionsof
tenants,makeshousingmore affordableby reducingenergyandwater costs,andincreasegroperty

2 ¢ Yy Ssthparatingincomeby reducingoperatingcostsc especiallywhen dealingwith aninventory
of old properties.

Developerf affordablehousingfacesignificantcostsin buildingandrehabilitatingproperties.Usually,
availablecapitalis usedfor property acquisition project construction developerfeesand designfees,
constructionloaninterests,permanentfinancing reservesand project managementSourcef funds
includetax credits,grants,and debt X' However there is a caveatfor tax creditsand grants:there is only
alimited amountof fundsavailable" makingapplicationssignificantlycompetitiveand exhaustiveln
termsof debta projectcantake,d (i &zgof the loana bankwill makedependson the project'snet
operatingincome(NOI),or the amountof moneyit expectsto bringin from rent after accountingfor
operatingS E LIS Y4 S & v ¢
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Investmentsn energyandwater efficiencygeneratebottom-line savingshy reducingutility costs,
benefitingboth tenantsand property owners.Propertyownerscanleverageprogramslike PACHo
financel00percentof the costsrelatedto energyandwater efficiencyretrofits anddistributed
generationinvestmentswhichhavethe potential to free up capitalthat couldbe usedfor other
upgradesor properties and/or reducethe subsidyper unit requiredto makea project financiallyviable
by increasinghe project@NOI.

Thisis particuarly relevantto the Cityof Austin giventhe increasingdemandfor affordablehousing?’
the aginginventoryof the existingaffordablehousingoptions)“ andthe lower costof rehabilitating
existingpropertiescomparedto new construction™™ Accordingo the & H nGomprehensivéiousing
Market! y | t @sing2812iBcomelevelsandrental prices,the Cityof Austinhadan affordable
housinggapof 40,925units for householdsearninglessthan $25,000per year. It is estimatedthis
housinggapincreasedo approximately47,700unitsin 2014 Additionalbackgroundnformation
regardingthe Cityof Austin@ demographic&ndhousingmarketis providedin Appendix1.

Rehabilitationprojectsgenerallyincludeexterior andinterior improvements additional modernizations,
andenergyandwater relatedimprovements®™ While there are federal,state,andlocalprograms
availablefor the rehabilitationof affordablehousingproperties,industryexpertsindicatefundssuchas
LowIncomeHousingTaxCredis (LIHTC)ormallycover60-75 percentof the necessarynvestment
when 9.0 percenttax creditsare usedto financeimprovements or 30-40 percentif 4.0 percenttax
creditsare used* Asaresult,developershaveto seekadditionalcapitalto coverthe remainingcostof
aninvestment,or reduceproject coststo reflect availablefunding.Becausef thesefactors,energyand
water savingmeasuresare often eliminatedfrom the rehabilitationproposal,and opportunitiesto lower
future operatingcostsare lost. Thisis especiallyunfortunate sincethe increasingourdenof highutility
costsis aloselosepropositionfor tenants,property owners,and publicagenciegprovidingrental
assistancerograms.

& L y O N#Bd-eaefgyeficiencyof rental housingsavesenergy,improvesNB & A Realjhand Q
comfort,and maintainsreasonableaents. Thishelpsfamilies,communitiesand affordablebuilding
20y SNBE d¢

EnergyEfficiencyfor All

& ¢ Erergysavingspotentialisimportant not only becauset impliespotertial to reducecarbonand
other emissionsbut alsobecausesnergysavinggproducebetter quality, more affordablehomes,
whichis particularlyimportant for low- to moderateincomeAmericansvho residein these

odzA f RA Yy 3& ¢

TheEnergyProgramsConsortium
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PACHK-inancing

PropertyAssesseleanEnergy(PACHS aninnovativefinancingmechanismnthat enablesownersof
commercialjndustrial,andresidentialpropertieswith five or more dwellingunitsto obtainlong-term
financingfor 100 percentof the costof energyandwater efficiencyretrofits anddistributed generation
investments.

PACHs not atraditional loan. PACHs a voluntaryobligation(assessmengqualto the costof the energy
andwater investmentthat is placedon the property and secued with a seniorlien. Becausehe
assessmernis placed on the property, water and energyefficiencycostsare owedto the local
governmentandrepaidin installmentsovertime. In Texasthe PACEtatute authorizes municipalities
andcountiesto work with private sectorlendersto providethe upfront financingfor the cost of
qualifiedprojects,and collectthe repaymentthroughvoluntaryannualassessment¥

PACEHs not the onlytool in the marketplaceto fund suchimprovements It has,however,unique
characteristicghat makeit particularlyvaluableto property ownersof affordablehousingproperties
lookingto rehabilitatetheir buildingsfor severalreasons:

w PACEHsavailableon demandanddoesnot involvea competitiveapplicationprocessunlike
public fundsavailablefor rehabilitationprojects,suchasLIHTCsyhichoften involvecomplex
applicationformsthat require developergo expendsignificantfundsto engageax financing
experts

w PACEovers100percentof the necessarynvestmentandthe assessmentsanbe amortized
for 20-25 yearsor more. Further,PACHENMprovementsusuallyhavea savingso-investment
ratio (SIR}hat is aboveone. Thismeansreducedutility costsmore than offset the PACE
assessmentepaymentobligations,enablingproperty ownersto improvetheir bottom-line
profitability. Typicalcommercialoansnormallyrequire a 15-20 percentdown paymentand are
of shortduration, andthe resultingretrofits generatepaybackperiodsof 10-12 years In
compaison,PACEssessmentesultin animmediatepositivecashflow.

w PACHEssessmentattachto andfollow title to the property. If the property changeshands
beforethe PACEssessmenis fully repaid,the assessmentemainsin placeandthe repayment
obligationautomaticallytransfersto the nextowner. Traditionalcommercialoansrequire
collateralto securethe loan,arerecourseto property owners,andaccelerateupon sale,default
or foreclosure whereasPACEssessmentdo not.

Formoreinformation aboutthe TexaPACEtatue, how it differsfrom othera G | steudeand how
it works,seeAppendix2.

Findingsand Opportunities

Thereare significantopportunitiesin Texasandacrosghe countryfor PACHinancingto assist

PACH-inancingOpportunitiesin the AffordableHousingSector 12



affordablehousng propertiesto fund the upfront costsrelatedto energyandwater efficiencyretrofits
anddistributed generationinvestments particularlypropertiesin RADconversiorand USDARDfunded
properties.

Propertiesin RADConversion

In 2012,HUDIaunchedthe RentalAssistancéemonstration(RADprogramto addresshe $26billion
nationwidebacklogof deferredmaintenancein publicand assistedmultifamily housingprojects®V. RAD
allowsPublicHousingAuthorities(PHASs]Jo leveragepublicand private debt and equity by shiftingunits
from the federalpublichousingprograminto the Section8 program,whichinvolvesthe conversionof
publichousingsubsidiesnto rental assistanceontracts,either in the form ProjectBasedvouchers
(PBVsdr ProjectBasedRenal Assistanc€PBRAY'. Additionalinformationregardingtheseassistance
programsare further discussd in Appendix3 ¢ Mixed-FinanceStructures PublicAgencies Programs
In orderto accesgprivate capital,the ownershp of the assetsor propertiesistransferredto third-party,
non-governmentakentities, whichmakespropertiesin RADconversioreligiblefor PACEY

Duringthe conversiorprocessprojectsmust securefinancingfrom multiple sourceso fund property-
wide improvementsjncludingenergyefficientretrofits. In Texasasof July2016,20 projects(~ 2k units)
hadalreadybeenconverted,79 projects(+ 6k units) had receivedCommitmentsof HousingAssistance
Paymentg CHAPawards,and approximately6,500units had receivedMultiphaseand Portfolio
awards*i Theclassificatiorrepresentssimplythe timing at which projectsfinalizethe conversion

Propertiesthat havebeengrantedmultiphaseand portfolio awardsare currentlyin the processof
identifyingneededimprovementsand sourcesof funding.Accordinglythe introduction of PACEsa
complementaryfundingtool for energyandwater efficiencyretrofits couldbe particularlyattractive.

It isimportant to note that giventhe capof 185,000units that canbe convertednationwide PHAs
havea limited window of time to securethe capitalneededto fund the improvements Figurel shows
the multiphaseand portfolio awardeesn Texasy PHAwhichrepresentpotential candidatedor PACE
financing.

PACH-inancingOpportunitiesin the AffordableHousingSector 13



Figurel ¢ Multiphase and Portfolio Awardeesin Texasby PHA

Public Housing Authority Projects Units
Multiphase Awardees:
Housing Authority of Port Arthur 1 151
Housing Authority of the City of Brenham 1 140
Housing Authority of the City of Killeen 1 it
Total Multiphase Awardees 3 61
Portfolio Awardees:
Austin Housing Authority A 1476
Brownsville Housing Authority MNA 39
Corpus Christi Housing Autharity MNA 1216
Housing Authority of Fort Worth MA 632
Housing Authority of Port Arthur MNA 3
Housing Authority of Texarkana MNA 164
Housing Authority of the City of El Paso TX A 2312
Total Portfolio Awardees NA 6,168

SourceHUDListof UnitsReservationsjuly2016.

At the locallevel,the HousingAuthority of the Cityof Austin(HACA)the localPHA ownsand operates
18 propertiesthat accountfor approximatelyl,900units of conventionalpublichousingthroughoutthe
city.** HAC Aestimatesa backlogof deferredmaintenanceof $90million related to theseproperties
ThePHAcompletedPhasel of RADconversionsn the fall of 2016,whichinvolvesthe conversionof
nine of its properties(682units). Whiletheseprojectsarefinalized,in 2017andearly2018,HACA
expectsto completePhase2 of RADconversionsThisphaseincludesthe remainingnine propertiesthat
the PHAowns,whichincludemorethan1,450units X*

USDARuralDevelopment(USDARD)FundedProperties

PACHinancingmayalsobe usedto financeenergyandwater savingmeasuresaswell asdistributed
energy in multifamily housingdevelopmentsn Texadunded underthe United StatesDepartmentof
Agriculture'sRuralDevelopmen{USDARD Program.TheStateof Michiganhasutilizedthis approach,
andcurrentlythere are sixUSDA&RDhousingprojectsusingPACEo underwrite energyefficiency
improvements®

TheTexasPACERuthority, the state PACErogramadministrator, hasinitiated a dialoguewith the State
Directorof the USDARDMultifamily HousingDirectoraswell asUSDA_ocalAreaDirectorson how PACE
maybe usedto financeefficiencyimprovements. Theseofficialsstronglysupportthe useof PACE
financingin the capitalstructure of rehabilitationprojectsof USDARDBfundedproperties.Thereare
currently 22 propertieslocatedin PACEligiblejurisdictionsin the state,or 50 propertiesif we include
counties/citieswhere PACHwill be establishedwithin the next coupleof months** |n CentralTexas
there are 12 USDARDpropertieslocatedin Travisand WilliamsonCounties® Althoughsomeof these
propertieshavealreadygonethroughrehabilitaion, accordingo LocalAreaDirectors,manymore
propertiesarein greatneedof repair.

PACH-inancingOpportunitiesin the AffordableHousingSector 14



Potential PACEPilot Projectsin Austin

TheTexasPACRAuthority and EDFhaveconsultedwith AustinEnergyandthe TravisCountyHousing
Servicedo identify affordablehousingprojectsthat are idealcandidatedor PACHEinancing.Theuseof
the Travisy 2 dzy BAERragramto securefinancingfor on-site generationandenergyandwater
savingmeasuress beingdevelopedby two propertiesin the Cityof Austin:LaVistade Guadalupeand
LaReunionCooperativeHousing.

Pilot Projectl ¢ LaVistade Guadalupe

GeneralDetails

Property:LaVistade Guadalupea 22-unit propertybuilt in 2008andlocatedin EastAudin
PropertyOwner:GuadalupeNeighborhoodevelopmentCorporation(GNDC)a non-profit organization

ExistingFundingStructure(when built)
A LIHTCwith tax-creditequity providedby the RoyalBankof Canada
A Forgivabldoanfrom the AustinHousingFinane Corporation(AHFC)
A Permanentoanfinancedby Well Fargo& Company

LaVistade Guadalupds a submeteredbuildingthat usesthet | ! ufllify allowancescheduleTenants
payfor electricityand GNDGaysfor water andtrash collection.Theuseof PACHs beingevaluatedto
coverthe installationof a 25 kW solarPVsystemthat is expectedo coverthe electricitybill of the

0 dzA f Romyhidh@easand providea creditsufficientto coverthe water bill, increasingd b 5 /NQI&
GNDGs currentlyin convesationswith Greenworkd.endinga PACHEender.

Pilot Project2 ¢ LaReunionCooperativeHousing

GeneralDetails

Property:LaReuniona 22-unit propertybuilt in the 1960sand locatedin North Austin
PropertyManager:NASC®ropertiesa non-profit organization

ExistingFundingStructure(when built)
A Permanentoanfinancedby Well Fargo& Company

LaReunionCooperativeHousings a sub-meteredbuildingthat hasno utility allowance NASC@s
currentlyin conversationsvith ICASTa nonprofitorganizdion that is evaluatingthe potential
improvementsn the property.Asa directresultof this researchthe TravisCountyHousingServices
agencyis evaluatinggranting a weatherizationgrant to this property.

PACH-inancingOpportunitiesin the AffordableHousingSector 15



Challengs

Despitethe manybenefitsof PACHEinancingto property ownersandtenants,barriersto the widespread
useof PACHvithin the affordablehousingsectorremain suchas

9 Lackof information and experiencewith new PACErograms:In spite of the well-known
benefitsthat investmentsin energyandwater efficiencymeasuresentail, property ownersof
affordablehousingpropertiesare somewhatreluctantto useinnovativesourcesof capital,such
asPACHKjueto the, in manycasesunknownapprovalprocesscreatedby the variouspublic
agendessubsidizinghis market.

1 Energyandwater efficiencymeasuresare often eliminated from arehabilitation proposat
Despitethe variouslow-costfundingmechanismsvailablefor the rehabilitationof affordable
housingproperties,andthe resultingbenefitsof future operatingcostreductionsand
avoidancegnergyandwater efficiencymeasuresre often eliminatedfrom a rehabilitation
proposalin order to reduceproject coststo reflect availablefundingand/or to meet debt
coverageatios.

1 Many stakeholdersare unawareof the dynamicsof investingin energyand water saving
retrofits in propertieswith utility allowances:Manybelievethat in tenant-meteredbuildings,
tenantsreceivethe costsavingsrom reducedutility bills. However,in tenant and sub-metered
buildings,savingsansometimestransferto or be sharedwith property owners.Thisdepends
on the publicagencyprovidingassistancendthe programin place.

1 FederalHousingFinanceAgency(FHFAjuidelines Nationwide, the FHFAexpressedtoncern
regardingthe first lien positionthat a PACEssessmentreates.In 2011,it issueda directive
prohibiting FannieMae and FreddieMac from purchasincghomeswith a PACEeniorlien. While
the banappliesto residentialpropertieswith four or fewer units only, the agencyhasnot
grantedconsentasthe mortgageeof largemultifamily propertiesnot includedin the directive(
propertieswith five or more units. Accordingto industryexperts,approximately75 percentof
the multifamily housingstockis insuredby the FHFAX" Thesepropertiescouldbe potential
PACEandidatesonly after the federalgovernmentprovidesthe necessarguidelines.

1 Conflictingincentivesto pursueenergyand water efficiencyinvestments PACEinanang has
the potentialto increaseLINE LJSudllies hichzreatesa conflictof interestsbetweenfor-
profit property ownersandcitieslookingto preserveaffordability. Forsomefor-profit
affordablehousingowners,increasedoroperty valuescouldprovide an additionalincentiveto
exit a subsidyprogramandflip the propertyto a marketrate structure (alsocalledunsubsidized
housing).

Althoughthe economic incentives to pursue these investments are somewhat dependent upon the
utility allowance, if ag, and how properties are metered, the environmental beneditsl potential
savings provide sufficient motive for property ownerdrieest in energy and water efficiency
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retrofits even when there is no direct monetary benefit to property owné&isreover,the
improved quality of the property and living conditions bergfiite entire community

PropertyOwnersshouldrefer to the Manual2 ¢ Howto Identify PotentialProjects whichoutlineshow
to utilize PACHEinancingfor energy andwater savinganddistributed energyinvestmentsin their
properties.

Recommendations

1 LeveragePACHE-inancingn Non-FHFAInsuredProperties Thepublicand private sectorshould
leveragePACHinancingin properties that haveno FHFAnvolvement.While the vastmajority of
multifamily propertieshavemortgagesnsuredby the FHFApropertiesinsuredby HUD through
the FederaHousingAdministration(FHA)and USDARD that haveno permanentdebt, are
potential candidatedor PACEoday.

9 Educationand Outreach Communitywide educationand outreachto increaseawarenessand
understandingof PACEinancingshouldbe undertaken.Giventhat the vastmajority of subsidies
providedto affordablehousingcomefrom state andlocalagenciesthe approvalprocessof a
PACHEssessmentywhenrequired,goesfrom alocaloffice to the state andfederalleveland
requiresknowledgeand experienceat everylevel.

1 Collaborationbetween governmentalentities, the affordable housingsector,and PACE
programadministrators: Greatercollaborationamongthesegroupshasthe potentialto reacha
nichemarketthat isin greatneedof innovativefundingmechanismdor energyandwater
efficiencyretrofits. In interviewsconductedwith housingadministrators manyproperty owners
showedsignificantinterestin PACEncethey understoodthe opportunitiesof aPACE
assessmenfThiswould havenot beenpossiblewithout the collaborationbetweenthe Cityof
Austin,EDFandthe TexadP ACRAuthority. Governmentakntitieslookingto leveragetoolslike
PACHinancingin order to preservehousingaffordability cancollaboratewith for-profit and
nonprofit organizationgo focusresourcedhumanand capital)andtime to educate
stakeholdersn the affordablehousingsector(includingbut not limited to property owners,
developersadvisoryfirms, lenders,and publicagenciespn PACE.

1 Federalagenciesshouldcreatethe necessaryeconomicincentivesto facilitate energyand
water retrofits usingPACEFormulagor determiningutility allowancesneedto be adjustedto
incentivizeinvestmentin energyandwater efficiency.Section8isoneof | | 5 radnprograms.
Yet,the methodologyusedto calculateutility allowancesloesnot providethe economic
incentivefor property ownerinvestmentsin energyandwater efficiency.While efficiencyis a
nationwidegoaland HUDhasbegunto makechangego addresghis concern further changeis
requiredto incentivizeproperty ownerswith PBVsaand PBRAontracts.Specifically}) utility
allowancesshauld useengineeringbasedestimatesand projectspecificenergyconsumption
data,and 2) savingsrom investmentsin energyandwater retrofits shouldbe sharedwith
property ownersto providethe necessargconomicincentivefor suchinvestments.
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1 IssueFH-AGuidance TheFHFAshouldpromptly establishand publishguidancefor obtaining
FHFAconsentto PACEnvestmentson largemultifamily housingpropertiesfor which Freddie
Macor FannieMae is the mortgagee Aspreviouslymentioned,the FHFAssueda directive
prohibiting FannieMae and FreddieMac from purchasincghomeswith a PACEeniorlien. While
the banappliesto residentialpropertieswith four or fewer units only, the FHFAasnot granted
consentasthe mortgageeof largemultifamily propertiesnot includedin the directive.President
Obamaindicatedin August2015that FHFAguidancewould be forthcomingandlaid out general
parameterson what to expect®Giventhat the vastmajority of affordablehousingLINE LIS NIi A S & Q
mortgagesare insuredthroughthis agency FHFAguidancefor obtainingconsentis crucial.

1 Modify the TexasPACEAct: TheTexadegislatureshouldamendthe TexasPACEctto make
governmentownedaffordablehousingproperty and new developmentof affordablehousing
propertieseligiblefor PACHinancing.Thecurrent PACEctappliesto existingprivately-owned
properties.Governmentownedpropertiesand new developmentsare ineligible.However, HUD
estimatesa $26 billion nationwidebacklogof deferredmaintenancen governmentowned
public housing.AlthoughHUDdoesnot provide a state-by state analysisHACAfor example,
estimatesa backlogof deferredmaintenanceof $90million in its jurisdictionalone.LocalPACE
programsthat cancover100 percentof the costof energyandwater-relatedinvestments
without the useof taxpayerdollarscouldhelp governmentsaddresghis backlog.

1 LeadByExampleLocalgovernmentdookingto preservethe existingstockof affordable
housinginventoryshouldfacilitate the useof innovativefinancingtools, suchasPACEPrivate
developersare often skepticalof new fundingmechanismsparticularlywhenconsentfrom
publicagenciesuchasHUD,PHAsUSDARD and/or the LIHT@roviderisrequired.Studies
suggesthat often the private sectoractsonly after the governmenthasmadethe initial
investment.Asthe Urbanlnstitute recentlyhighlightedin & ¢ KdStof affordablehousing:Does
it pencil2 dziitdokno singlesubsidycansolvethe affordablehousingcrisis;rather, a
combinationof programs fundingmechanismspublicpolicies,and collaborationamong
groups®¥ Thecurrent stockof propertiesunder RADconversiorrepresentsa major
opportunity for localgovernmentdgo leverageinnovativefundingmechanismsuchasPACEnd
enticethe private sedor.

1 CombineEffortsand Funds:Publicand private organizationgpromotingenergyandwater
efficiencythroughincentivesandother initiativesshouldcollaborateto facilitate awarenesand
useof PACEIn Austin,organizationsuchasAustinEnergyandthe TravisCountyHousing
Serviceagencyoffer grantsandrebatesfor the rehabilitationor weatherizationof affordable
housingproperties.Althougheachprogramhasits respectiveeligibility criteria,a PACE
assessmentancomplementweatherizationprogramscoveringimprovementsthat do not
qualifyfor the grantsor rebates,suchasHVAGsystemsn the caseof Austin9 Yy SNH & Q &
weatherizationprogran®i or distributed generationinvestmentsin the caseof the programs
offered by the TravisCountyHousingSevicesagency**ii

PACH-inancingOpportunitiesin the AffordableHousingSector 18



Theseype of grantsandrebatescanbe usedto lower the initial costsof a PACEprojectin areas
suchasthe IndependentThird PartyReviewer(ITPRanalysisandthe final inspection®*
Whetherit is a mixedfinancestructureor marketrate housing property ownersof tenant-
meteredbuildingscanusecity fundsto covereligibleimprovementsandcanusea PACE
assessmento coverall other energyandwater-relatedimprovements.

Further,there are academigyroupsandentitiesthat canhelp narrowthe universeof buildings

that shouldbe prioritized for preservation. Someexamplesnclude:Universityof Texa @ D NB Sy
andInclusivel 2 NNJpRjd Eswell asan applicationthat will be integratedinto Envision

¢ 2 Y 2 NIS@&narid BuilderSoftwareprogramthat allowscitiesto assesshe likelihoodof
energylossin agingaffordablehousingin particularzonesand providesa platform for
integratingplanningfor the preservationof this housinginto its corridor plans.TheNHCDand
HousingWorkd Austinhaveidentified the areasin greaterneed,the socioeconomigjroups

most costburdened,andthe agingstockof properties.

Accordinglylocalgovernmentsshouldallocatehumanresourcedo identify relevantwork in the
marketdaceand combineefforts in prioritizing projectsandidentifyinggrantsand programs
availableg includinginnovativeand complementaryfinancingtools suchasPACE.

1 Seizethe opportunity: Localgovernmentsshouldleveragethe EDFClimateCorpsProgram' to
supportefforts to preserveaffordablehousingthroughenergyandwater efficiencyandonsite
generationimprovements EDFClimateCorpsFellowscananalyzePACHEnarketsand perform an
initial energyaudit for propertiesunderthe RADconversiorprogram,aswell asthe stockof
subsidizedchousing(mixedfinancestructures)to help gaugethe opportunity andviability of
PACHinancing.Fellowscouldusethe strategiesin this report to help other communities
identify affordablehousingpropertiesthat could benefitfrom PACHEinancing
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Manualsand Appendices

This section includes three manuals for developers, governments, and PACE program administrators
looking to leverage PACE as a means to preserve housing affordability. Manual & ¢lexifipproval

process of a PACE assessment when public subsidies in the form of rental assistance or direct capital are
involved, and details two precedeaffordablehousing projects that included a PACE assessment in

their rehabilitation capital structte. Manual 2 lists the steps to identi&ffordablehousing properties

that could leverage PACE financiN@nual 3 discusses utility allowances and its role in determining
whether property owners, tenants or HUD receive cost savings from efficiency ietpemis.

Asdetailedin Partl of thisreport, PACHs a voluntaryobligation(assessmen@qualto the costof the
retrofit that is placedon the property andsecuredwith a seniorlien. Becausehe assessmenis placeon
the property, the entity insuringor fundingthe propertyisrequiredto providelenderconsentto a PACE
assessmenfThefollowingtable specifiesvho would be requiredto approvePACEhow to doit, andthe
implicationsof suchinvestmentin propertieswith utility allowances.

HIGHLEMETAKEAWAYS

HUDFundedProperties

w InHUDBinsuredproperties,HUDconsentis required.Developersvould work with the PACE
programadministrator,the PACHEender,andthe AccountExecutivevithin | | 5 Alset
Managementdivision.

w InHUDassistedbroperties,PHA/PBCAonsentis required.Developersvould work with the
PACHprogramadministrator,the PACHender,andthe PHAor PBCAwho would seekapproval
from the AccountExecutivewithin| | 5 AssetManagementdivision.

0 TenantmeteredpropertiesreceivingPB/susethet | ! udili€y allowanceschedulePost
rehabilitation,tenantsreceivethe utility costsavings.

0 TenantmeteredpropertiesreceivingPBRAIseactualconsumptiondatato calculatethe
utility allowance Postrehabilitation,HUDaccrueghe utility costsavings.

o Propertiesin RADconversioncansharethe utility savingswith property owners.
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USDARDFundedProperties

w USDARDoffersdirectloans,mortgageguaranteesandrental assistanceln any USDARDfunded
property, USDARDconsentis required. Developersvould work with the PACEprogram
administrator,the PACHender,andthe localUSDARDagencylLocalagenciesvould reviewthe
applicationand submitit to the state USDARDoffice, whichwould seekapprovalfrom the

nationaloffice.
0 USDARDfundedpropertiesuseactualconsumptiondata. Postrehabilitation,tenants
receivethe utility costsavingsUpondocumentationthe USDARDallowsthe transferof
the utility savinggo property owners.

TDHCAFundedProperties(State Agency)

w Ifthe TDHCAooldsthe mortgageof the property, TDHCAonsentis required. Developersvould
work with the PACEBrogramadministrator,the PACHEender,andthe Multifamily LoanProgram

Administrator.
w If the TDHC/Arovidesor hasprovidedLIHTCSIDHCA onsentis not required.However,advisory

firmswould work with the PACBrogramadministrator,the PACHender,andthe HTCProgram
Administratorto ensurethat the TDHCAs comfortablewith the PACEssessment.

o TheTDHCAllowsfor different calculationsof utility allowanceswhether utility savings
goto tenants,the publicagencyprovidingrental assistanceor property owners,depend
uponthe utility allowanceused.

City-FundedProperties

w If the city isthe mortgagee or hasprovidedfundingthroughbondsissuancethe O A (t@nseatis
required.Developersvould work with the PACEprogramadministrator,the PACHender,and

the city agencyprovidingfunding.
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Manual 1-PACEApprovalin Affordable Multifamily HousingStructures

Thismanualoffersthree sections gachintendedfor different stakeholdersthe & t dzd 8 Kz dewftiané
of this manualis usefulto governmentdookingto leveragePACHinancing the éMixed-Finance

{ G NYzOsedmhl @lévantto private developersor ownersof propertiesthat receivepublic
subsidiesandthe dMarketRate{ i NHzOsedidhBeitainsto ownersof unsubsidizedousing
properties.

Figure2 ¢ Affordable HousingStructures

Mixed-Finance
Structures
(Subsidized)

Public
Housing

PublicHousing

HUDadministersfederalfundsto PHAghat managehousingfor low-incomefamilies,the elderly,and
personswith disabilities:" Conventionapublichousing(alsocalledSection9) is owned by the PHAsand
in mostcasegnanagedy the PHAsaswell. Currently thesestructuresare ineligiblefor PACEn Texas
giventhat they are governmentowned properties.

However propertiesunderthe RADconversiorare eligiblefor PACH the ownershipof the assetis
transferredto third-party entities, makingprivate capitalaccessibleMultiphaseor portfolio awardees,
aswell asthe propertieson waitlist, are,or will be, in the processof securingfinancingto fund the
requiredimprovements Onceconverted thesepropertiesbecomeeligiblefor PACHEnixedfinancing.
Theapprovalprocessof a PACEssessmenfor thesepropertiesis coveredin the next section.
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Mixed-FinancedStructures

Theincreaseddemandfor affordablehousingand| | 5 ldgetconstraints ledto the developmentof
mixedfinancestructures,alsocalledsubsidizechousing.Theseprivatelyowned or tax-exempt
propertiesreceiveadditionalfederal,state,and/or localgovernmentfundingsourcesand private
capital intendedto stimulate neighborhoodrevitalizationand economicdevelopment.In exchange,
property ownerscommitto build and preseave affordablehousingin the long-term.

Basedbn a 2014inventoryof rental stockin the Cityof Austin,there are approximatelyl8,500unitsthat
are publiclysubsidizedhroughHUD PHAsthe TDHCAand/or the CityX" TheAustinTenant§€Council
publisred its annuald D dzto RffordableHousingin the GreaterAustin! NJ whéch providesdetails
aboutexistingsubsidizedousingoptionsand highlightsoverthree dwellingunitsin the areareceiving
project-basedassistanceThisguidealsoincludesproperties funded by the USDARD

Figure3 ¢ Typesof PublicSubsidies

Section 8 Rental > Housing
Ass_istance (HUD- A Tax Credit Multifamily
Assisted Program) A (HTC) Program Bond

-Project-Based Voucher (PBV) ' Program
-Tenant Based Voucher (TBV) h

Mortgage HUD/PHA

Guarantees Multifamily
(HUD-Insured Direct Loan

Programs) Program

Multifamily
Housing
Direct Loan
City-Level (Section 515)

Entities

Neighborhood
Housing and
Community
Development

NHCD
( ) Multifamily

Housing
Loan Guarantee

Austin Housing (Section 538)

Finance Corporation
(AHFQC)

Note: Fordetailsabouteachprogram,refer to Appendix3- Mixed FinancindStructures PublicAgencies Programs
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HUDApprovalof PACHE-inancing

Threeencouragingprecedentssignala continuedeffort to makePACHinancinga viableoption for HUD
properties 1) In July2016,HUDpublishedPACHinancingapprovalguidelinesfor FHAauthorizationof a
new mortgageon a singlefamily residentialproperty that alreadyhad a PACE&ssessment!' 2) In
November2015,the PACBrogramadministratorin the Districtof ColumbiaUrbaningenuity,worked
in conjunctionwith the localPHA the Cityandother entitiesto includePACEHinancedefficiency
retrofits in the capitalstackof a $17 million multifamily housingrehabilitation project ' 3) In June
2015,HUDpublishedPACHinancingapprovalguidelinesfor multifamily housingpropertiesin the state
of California

HUDassistedoroperties thosewithin the Section8 program,aswell HUDinsuredpropertiesby the
FHA canleveragePACHEundsfor rehabilitationprojects.

Therearetwo possiblescenarios:

1. HUDInsuredProperties:Whenthe FHAinsuresthe mortgageto the privatelender,lender
consentfor aPACEssessmentsrequiredfrom HUD.Developersnterestedin undertakinga
PACHEssessmenfor arehabilitationprojectwould work closelywith the PACErogram
administrator,the PACHender,andthe AccountExecutivewithin| | 5 AsgetManagement
divisionx®

2. HUDAssistedProperties:A PACEssessmentequireslenderconsentfrom the PHAor the
PBCADevelopersnterestedin undertakinga PACEssessmentfor arehabilitationproject
would work closelywith the PACErogramadministrator,the PACHender,andthe PHAor
PBCAwho would seekapprovalfrom the AccountExecutivewithin | | 5 AsgetManagement
division! Theseinvolvepropertieswhere HUDprovidesSection8 rental assistanceln the case
of PBVsHUDrental assistancgasseshrougha PHAIn the caseof the PBRAbrogram,HUD
rental assistancgasseshrougha PerformanceBasedContractAdministrator(PBCA).

Figured showsthe first HUDassistednultifamily housingproperty in the countryusingPACHinancing.
Further,Lean& GreenMichigan,the PACEdministratorin Michigan,and PetrosPACEinancea PACE
lender,are currentlyworkingon a HUDassisteddealtotaling $1.2million."
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Figure4 ¢ CaseStudy1

SourcelUrbanlngenuity
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USDARDApprovalof PACE-inancing

Anyproperty fundedthroughUSDARD®R directloans,mortgageguaranteespr rental assistance
programsinterestedin leveragingP ACHinancingmust obtain consentfrom the USDARDnational
office. Developersvould work closelywith the PACEprogramadministrator,the PACHEender,andthe
localUSDARDagency' Thelocalagencywould reviewthe paperwork(sourcesand usesof capital)and
submitit to the state office, locatedin Templein the caseof Texasandthe state office would work with
the nationaloffice to obtain written consent!

National,state,andlocaldirectorsat USDARDare significantlysupportiveof PACEThereis a precedent
of USDARDworkingwith PACHn the state of Michigan.Thisprojectrepresentedthe first USDARD
fundedprojectin the country usingPACHinancing,andthe secondmultifamily housing projectoverall.
SeeFigure5 (below).Lean& GreenMichigan,the PACEdministratorin Michigan,and PetrosPACE
Fnance,a PACHender,are currentlyworkingon sixadditionalUSDARDfunded properties,totaling $1.7
million.v
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Figure5 ¢ CaseStudy2

Sourcelean& GreenMichigan;Pgros PACHE-inance.

TDHCAApprovalof PACH-inancing

Many affordablerental developmentauseLIHTCgjrants,and bondsissuedby the TDHCAo fund
rehabilitationprojects.However the TDHCAecomegshe mortgageholderof a property onlywhenit
providesmultifamily directloans.Regardlesghere aretwo scenariosvherethe TDHCAvould be
involvedin the approvalprocessof a PACEssessment:

1. TDHCAdoldsthe Mortgage: Ownersof propertieswith TDHCAnortgagesnterestedin
undertakinga PACEssessmenfior arehabilitationproject must obtain lenderconsentfrom the
TDHCAThedeveloperthe PACBrogramadministrator,the PACHender,andthe Multifamily

PACH-inancingOpportunitiesin the AffordableHousingSector 27



LoanProgramsAdministratorwould work togetherin obtainingapprovalfrom the TDHCA
ExecutiveDirector

2. TDHCAAwardsLIHTCsTheuseof LIHTC# the capitalstructure of a rehabilitationproject
usingPACHloesnot require the written consentof the TDHCAHowever the TDHCAvould
reviewthe financingstructurewhenassessingrojectsfor competitive9%LIHTCdo verify that
the different capitallayersare reliable sourcesof funds.Normally,developersely on
consultant/advisonfirmsto dealdirectly with the TDHCAAdvisoryfirms would work with the
PACHErogramadministrator,the PACHender,andthe HousingTaxCreditManagerto ensure
that they are comfortablewith the PACEssessment!

Theinvestorprovidingtax-credit equity is alsoinvolvedin the approvalprocessof a PACEssessment
whenthere are LIHTC# the capitalstructure,either in the fundingstructure of the rehabilitationplan
or in the fundingstructurewhenthe buildingwasinitially built. Whetheror not the investorwould need
to provideconsentdependson the project, thoughlikelyin mostprojects.In the WashingtorD.C case,
becausehe capitalstackof the rehabilitationincluded9%LIHTCghe D.C PACEprogramadministrator
workedwith the LIHT@Qrovider. Theprogramadministratoralsoworkedwith WellsFargo& Company,
the tax-credit equity investor,to ensurethat they were comfortablewith PACEalthoughtheir written
consentwasnot required™ However,in non-affordablehousingprojectsinvolvingother typesof tax
credits,consentfrom investorsprovidingtax-credit equity hasbeenrequired.

LIHTCEUNDINGTAKEHOLDERS

A Property owners/developersusean advisory/consultantfirm, includinglegal experts to
structurethe dealand applyto the HTQorogram.
Developerslsousea syndicatorto convertthe tax creditsinto up-front equity. Thesyndicator
findsaninvestorthat buysthe tax credits.
A constructionlender providesshortterm debtto fund the completionof the project. There
couldalsobe other fundingtools suchas Citybonds,rebates,and/or grants.
Oncethe projectisfinalized,a permanentlendertakeson the debt and, if necessaryrefinances
an existingmortgage.
Inthe vastmajority of casesmortgageinsuranceentities suchasthe FHFAFHA or USDARD
guaranteethe mortgagesto private sectorlenders.

S

ThePACHKrogramadministratorin Michiganis currently workingon multiple affordablehousing
projectsthat involve LIHTC2Oneof the pilot projectsin the Cityof AustinusedLIHTCsvhenit was
developedin 2008.Referto drindingsand Opportunitieg for details.

City Approvalof PACHErinancing

Most fundsallocatedby entities at the city-levelarein the form of grantsor rebates.Theseentitiesare
not requiredto providelenderconsentto a PACEssessmenbut they would reviewthe financing
structureof arehabilitationprojectto verify that the different capitallayersare reliable sourcesof
fundsM
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If a city ownsa property through entities, suchasthe AHFGn the caseof the Cityof Austin,or has
providedfundingthroughthe issuanceof bonds,it mustgivelenderconsentto a PACEssessment.
Accadingto conversationsvith the NHCDand AHFCIf the property is requiredto undertakeadditional
sourceof capital,the AHFGwill likely subordinateits lien position Ownersof propertiesfundedby the
Cityof Austinthat areinterestedin PACHEinanchgwould work closelywith the PACEprogram
administrator,the PACHenderandthe AHFGn obtainingthe necessanapproval’™

The PACErogramadministratorin the Districtof Columbiaworkedwith the localPHA the Cityand
other entitiesin a $17 million multifamily housingrehabilitation project (Figured). In this project, the
capitalstructureincludedsixdifferent fundingsources However,only two entitieswere requiredto
providelenderconsentithe PHAIDCHAaNndthe City(DHCD}:

Market-RateStructures

Market rate structuresare naturallyoccurringaffordablehousingunits. Theseprivatelyowned
propertiesdo not receivepublicsubsidiedut neverthelesshavemodestrents. Thelow- andmoderate
incomepopulation,those earningmore than 30%AMF] is typicallyservedby marketrate structures”
Accordingo HousingWorksAustin,there were over62,000marketrate affordableunits for households
earningbelow 60%AMFlasof 2013

Approximately62%of the unsubsidizedousingstockin the Citywasbuilt prior to 1990,a Y I {itArige3
for redevelopmenr significantcapitalimprovementsand S E LIS vy R % {TuzbéBivatelgowned
propertieshaveno involvementwith publicentities (unlessthere is a permanentloanguaranteedoy a
governmentsponsorecentity suchasFannieMae). Theapprovalprocessof a PACEssessment
resembleghat of acommercialproject,in whichthe PACErogramadministratorandthe PACHender
would work closelywith the developerandmortgagee jf any,in obtaininglenderconsent.
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Manual 2-Howto Identify Potential Projects

Thismanualliststhe stepsfor identifying affordablehousingpropertiesthat are availableto leverage
PACHinancing.

Propertiesin RADConversion

Nationwide,50-70%of the 3,300PHAsre usingthe RADconversionprogram.Many of thesehousing
authoritiesconvert100%of their stockv Aspreviouslymentionedin this report, projectsneedto
securefinancingduringthe conversiorto fund property-wide improvements includingenergyefficiency
retrofits. Whetheror not projectsshiftinto PBVor PBRAontractswill determinehow muchof the
utility savingsantransferto, or be sharedwith, property owners,and how tenantswill benefit

HUDpublisheghe list of projectsin conversiorby state, housingauthority, and conversiortype (PBVor
PBRADN its websiteasthe & [ af&@iitw S & S NIJ'W Asinénioaedia the dFindingsand

h LILJ2 NJi dsttloriohtiSsdeport, the opportunity for PACHinancingis in the multiphaseor portfolio
awardeesaswell asin the propertieson waitlist. Thesepropertiesare or will be in the processof
securingfinancingto fund the requiredimprovements Giventhe capof 185,000unitsthat canbe
convertednationwide,PHAdavea limited window for secuing the capitalneededto fund the
improvements>

Countrywide, there are over40,000units in the multiphaseand portfolio phase Appendix4 shows
units, by state,that havereceivedmultiphaseand portfolio awardsasof July2016.Referto the source
to seethe information by housingauthority.

Mixed-FinanceStructures
Federaland state levellisting of propertiesreceivingfederalrental assistancer direct capitalinclude:

® Thed b I (i M&usirigHreservatiors | (I 6 4 S ¢

w | ! 5Mtar GoiSiméBized 2 dza SK2f Ra ¢

@ Thed [ L Database OOS &3¢

@ USDARDG a dzf (0 MHausinoh $ G | f & €

PACHEtakeholdercanusethesedatabasego identify PACEligible projectstheir jurisdiction.At the
Citylevel,varioustools canhelpinterested partiesnarrow the results. Theseare someexampledor the
Cityof Austin:

w TheCityof Austinpublisheshe d | F T 2 NasingLfy3d S vinitte BeéDataPortalwith
data providedby the NHCD.Included,are propertiesfundedthroughthe City. Thisdatabases
particularlyhelpful giventhat it lists projecttypes(multifamily vs. singlefamily, duplex,or other
type), units per AMFI,affordability restrictions,programamount,andother. Thiscanbe cross
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http://www.preservationdatabase.org/
https://www.huduser.gov/portal/datasets/picture/yearlydata.html#download-tab
http://lihtc.huduser.gov/
http://rdmfhrentals.sc.egov.usda.gov/RDMFHRentals/select_state.jsp
https://data.austintexas.gov/Neighborhood/Affordable-Housing-Inventory/32y8-3gbr
https://data.austintexas.gov/

referencedwith the @ 9 v SONiBdrvatiorAudit and Disclosure(ECADMultifamily Auditand
EUI5 | {j &lsbavailablein the OpenDataPortaland providedby AustinEnergywhich provides
detailssuchasyearof construction,utility type, and EnergyUselntensity*" (EUI).

w TheAustin¢ Sy I @olingiltublishesanannuald D dzio RifordableHousingn the Greater
Austin! NXBthatprovidesdetailsabout existinghousingoptionsin the areawith 3 or more
dwellingunits receivingproject-based assistancand/or direct capital. Thisis a usefulguide
offersdetailsto the type of subsidythat eachprojectreceivesfrom HUD,USDARD the TDHCA,
and/or the City),whichhelpsdeterminethe entitiesinvolvedin the approvalprocessof PACE.

Howto Narrow Results?

Thereare different approacheghat canbe usedto scopedownthe inventoryof properties:
1. Focuson the jurisdictionswhere PACES establishedSeed t | C R Y | yidD detail £
2. Lookat older propertiesandthosewith highEUI.

3. Inthe Ciy of Austin,identify propertiesthat havenot compliedwith ECADthe localenergy
conservatiorstandards.

4. Focusonsimplestructures.Focuson propertiesreceivingsubsidiesrom one publicentity only,
cities,andon naturallyoccurringaffordableproperties.

5. Reaclout to missiondriven (non-profit) ownersof affordablehousingpropertiesthat are
sometimesmore willing to investin energyandwater efficiencymeasures.

6. Avoidpropertieswith mortgagesnsuredby FreddieMacor FannieMae until the FHFA
publishesgguidancefor obtainingFHFAconsentto PACHEnvestmentson largemultifamily
housingpropertiesfor which FreddieMacor FannieMae isthe mortgagee®ii Seethed CA Y RA y 3 &
andOpportunitieg sectionfor further details.
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Manual 3- Why Utility AllowancesMatter

UTILITALLOWANCEEFINITION

a w !estidateof the averagemonthly utility bills (excepttelephone)or an energyconscioushousehold.
Thisestimateconsideronly utilities paid directlyby the tenant. If all utilities are includedin the rent,
thereisnotautility £ £ 2 "Xy OS v ¢

In mixedfinancestructures,privatelyowned propertiesreceivingrental assistancer subsidiesn the
form of direct capitalenter into a contractwith the publicagencyin whichthe property ownercommits
to complywith longterm rent andincomerestrictions.Thesesubsidiesalsocreate a utility allowanceif
tenantspay part or all of the utilities. Many stakeholdersbelievethat tenantsin tenant-metered
buildingsreceiwe the monetary savingsirom reducedutility bills. However,in tenant- and sub-
metered buildings,the savingsfrom energyand water efficiencyretrofits cansometimestransfer to,
or be sharedwith, property ownersif the retrofits resultin alowered utility allowance.Ultimately,the
ability to sharesavingsdependson both the publicagencyprovidingsubsidiesandthe type of rental
assistanceprogram.

Building Type$*

Master-Metered: A mastermeter measuresonsumptiorfor the buildingasa whole,rather than for
individualdwellingunits or householdsUtilities areincludedin the rent and there are no utility
allowancesThepublicagencyprovidingassistancein the caseof HUDassistedoroperties paysthe
localutility companyfor the utilities used.

Checkor SubMetered: Submetersinstalledby publicagenciesn additionto existingmastermeters
allow agenciego seta utility allowancewith the maximumenergyconsumptiorhousehold€an
consumewithout a surcharge.

Individually- or TenantMetered: Eachhouseholdeceivesa utility bill from the utility companyand
paysthe accountdirectlyto the utility provider.Publicagenciegprovidingassistancealculatea utility
allowancethat resultsin a correspondingeductionin the portion of the rent paid by the tenant.

Utility allowarcesare deductedfrom the total paymentmadeby tenantstowardshousingcosts™ In
other words,tenant householdkeepthe amountthat correspondso the utility allowanceto payfor
the utility bills, giventhat they receivethe billsdirectly from the utilities provider.In propertieswith
rental assistancerograms the differencebetweenwhat tenantscanpayin housingcosts(normallyno
more than 30%o0f a household monthly-adjustedincome)andthe utility allowanceis the amountpaid
by tenantstowardsrent. Publicagencieprovidingrental assistancgay property ownersthe difference
betweenthe rent andthe amountpaid by tenants
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Exampleof a property receivingrental assistance:

Rent:$800

Thirtypercentof aK 2 dza S ménthiRa@jéstedincome:$400

Utility allowance:$100(the householdkeepsthisin his/herpocket)

| 2 dz& S Ka&rheRt@Wardsrentto the propertyowner (B-C):$300
Rentalassistanceprovidedby a publicagencyto the propertyowner(A-D): $500

moowz2

HUD& PHAMethodology
Referto Appendix3 for detailsaboutthe different programssubsidizedy HUD.

Section8 ¢ ProjectBasedVoucher(PBV)Program

TenantmeteredpropertiesreceivingPBVausethet | ! udili€y allowanceschedule PHAsstimate
utility allowancesbasedon normalO 2 Y'Y dzy dorisinptivpatterns,usingt | ! jérisdictionsor
specificmunicipalities.Thismethodologycategorizesuildingswith similarcharacteristicandcalculates
utility allowancesper category™ il Essentiallythis method is not basedon the actualenergy
consumptionat the property.

Whoreceiveghe savingdrom energyand water efficiencyretrofits? ¢ If a projectreceivingPBVgoes
throughrehabilitation,tenantsreceivethe utility costsavingsEventhoughutility allowancesare
reviewedannually,giventhat they are calculatedbasedon aggregatedsamplesof buildings,the
rehabilitationof one projectdoesnot translateinto a 1:1 reductionin the utility allowanceof the overall
sample.Tenantstherefore accruemostof the savingg®"

Using the previous example, a household keeps $100 to pay for its own utility bill, which corresj
to the utility allowance thatdcalculated based on a sample of properties, notsitecific. Post a
rehabilitation project thautility bill drops to $50.

Because the utility allowance is not siieecific, the $50 reduction in the utility bill does not transla
into a $50 reduction in the utility allowance. The utility allowance experiences a minor change, i
and tenants ontinue to keep an amount close to $100 to pay for utility costs but actual utility bills
closer to $50 on average. Tenants keep the savings.

Implicationsfor investmentsn energyandwater savingretrofits ¢ Underthis model,tenantsreceivethe
monetary savingdecausehe allowanceis not basedon the energyconsumptionof the specific
building™ Thus property ownersmaybe discouragedrom investingin efficiencyretrofits. While some
PHAsre usingEnergyEfficiencyBasedUtility AllowancedEEBUAJor newer buildingsthat meet certain
codeandenergystandards? this methodologyis basedon a sampleof properties,not site-specific.

However missiondrivennon-profits maybe more inclinedto undertakea rehabilitationprojectdueto
the improvedliving conditionsof tenantsand quality of life that monetarysavingsnay provide.
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Propertiesin RADConversiong PBV

Propertiesin RADConversion shiftingunits from federalowned publichousing(Sectior® program)
into the PBVprogrant capableof demonstraing that rehabilitationprojectswill reduceutility costscan
requestawaiverfrom HUDfor site-specificutility allowanceg*! Thisallowsenergyandwater efficiency
improvementsto be reflectedin the utility allowanceuponrevision.In addition, savingsaretransferred
to property owners,providingthe necessargconomicincentivesfor property ownersto pursueenergy
andwater efficiencyimprovements®i' At the time of this writing, two projectsnationwiderequested
andreceivedthis type of waiver.™x

Section8 ¢ ProjectBasedRental Assistanc§ PBRAProgram
PropertiesreceivingPBRAIseactualconsumptiondata. Theseare project-specificutility allowances,
calculatedbasedon billing data,and updatedannually.

Whoreceiveghe savinggdrom energyandwater efficiencyretrofits? ¢ HUDaccrueghe financialbenefit
from the utility costsavingavhena projectreceivingPBRAjoesthrough rehabilitation While utility
allowancesare calculatedbasedon building€actualenergyconsumptiondata* reductionsto utility
allowancegeducethe rental assistancgpaymentmadeby HUDto the property owner.”

Exampleof a property receivingPBRApre- and postPACEssessment:

PrePACE PostPACE

A. Monthly Rent Received by Landlords $800 $800
. ® om: 2F | K2dzZaSK2f RQ $400 $400
C. Utility allowance $100 | $50 |
D. Average utility bill $100 | $50 |
9 | 2dzaSK2f RQa LIA YSy il $300 | $350 |
F. Total household's housing costsHD $400 $400
G. Rental assistance provided by public agendy) ( $500

Asthe exampledemonstratesa PACEssessmentanresultin $50 per unit reductionin the utility
allowance HUDaccrueghe costsavingsnot the property owner.

Implicationsfor investmentdn energyand water savingretrofits ¢ Aswith the PBVprogram,giventhat
property ownersdo not receivethe direct monetarysavingsrom energyandwater efficiencyretrofits,
this programprovidesno direct economicincentiveto pursuethis type of investments.
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Propertiesin RADConversiong PBRA

Propertiesshiftingunits from federalowned publichousinginto the PBRAcrogramableto document
that the rehabilitationreducesutility costsmaytransfer75%of the savngsto the new property owners
after RADConversion™ Thisallowsproperty ownersto capturethe costsavingfrom energyand
water efficiencyretrofits.

USDARDMethodology

USDARDfundedpropertiesusesite-specificactualconsumptiondatato determineutility allowances
basedon expectedcostsand reviewedannuallysupportedby documentation’

Whoreceiveghe savingsdrom energyand water efficiencyretrofits? ¢ In the short-term, tenantsreceive
the energyandwater savingsTheUSDARDallowstransfersof the utility savinggrom tenantsto
property owners,keepingthe rent paid by tenantsconsistentwith USDARD®R specifiedguidelinesf
property ownerscandocumentthe followingthree conditionsat the time of annualassessmen*V

1. Actualutility cods are lower than the existinguitility allowance

2. Thetenantis payinga rent that is lessthan the specifiedrent accordingio the I 3 S yiaréntea
guidelinesgiventhe energyandwater savings

3. Theproperty underwentarehabilitationprojectthat drovethe energyandwater savingsasa
result, the property hasa seniorlientied to the LINE LIS édlestattax bill, the PACE
assessment.

Exampleof a property receivingUSDARDrental assistancepre- and postPACEssessment:

PrePACE PostPACE

A. Monthly Rent Received by Landlords $800
. ® omx: 2F | K2dzaSK2f RQ $400 $400
C. Utility allowance $100 | $50 |
D. Average utility bill $100 | $50 |
9 | 2dzaSK2f RQa LIA YSyd $300 | $350 |
F. Total household's housing costs (D+E) $400 $400
G. Rental assistance provided by public agendy) ( $500 $500

Asthe exampledemonstratesa PACEssessmentanresultin $50 per unit additionalNOlto the
landlord. Theincreasedshareof rent per unit goingtoward operationsand maintenancereducesthe
amountof subsidyper unit requiredto makeprojectsfinanciallyviable.
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Implicationsfor investmentsan energyand water savingretrofits ¢Propertyownersreceivethe saving
from energyandwater efficiencyretrofits anddistributed generationinvestmentsupon presentationof
the requireddocumentation.Becausehe calculationof the utility allowanceis basedon actualdata of
the respectivebuilding,anyrehabilitationincludingenergyandwater retrofits translatesinto reductions
in the utility allowance providingthe necessargconomicincentivesto property owners.

TDHCAMethodology

TheTDHCAllowsfor different calculationsof utility allowances™
w USDARDassistedoropertiesmustusethe method prescribedoy the USDARD

w HUDassistedpropertiesmustusethe method prescribedby HUDor the PHA dependingon the
assistancerogram

w Otherbuildings(nonUSDARDandnon-HUDassistedranuse:
o t | ! SekeduldPBVprogram)
o HW CQhility ScheduleModel (PBRAsrogram)

o Written LocalEstimate alsocalledLocalUtility CompanyAllowance(estimatecalculated
by the localutilities providerbasedon similarunits/propertiesin the area)

o EnergyConsumptiorModel (projectspecific.engineeringbasedestimateperformedby
alicensedmechanicakngineer)

0 ActualUseMethod (allowancebasedon actualconsumptiondataof a sample
populationwith similarcharacteristics)

Whoreceiveghe savingdrom energyandwater efficiencyretrofits? ¢ Whenthere is no rental
assistancérom HUDor USDARD changesn utility costsdirectlyimpactproperty owners** When
there arerental assistancg@rograms the savingsrom lower utility costsgoto tenants(PB\tase)the
publicagencyprovidingassistace (PBRAase) or property ownersupon presentationof the required
documentation(USDARDcase) Forpropertiesunder RADconversionjn somecasessavinganbe
sharedwith property owners,asnoted earlier.

Implicationsfor investmentdn energyandwater savingretrofits ¢ Theimplicationsdependuponthe
methodologyused.ForUSDARD ,HUD ,and PHAsnethodologiesrefer to the previoustwo subsections.
Theother methodologiesavailablefor projectsthat are non-USDARDand non-HUDassistedprovide
the economicincentivesto property ownersto investin energyandwater efficiencysolutionsby using
engineeringbasedcalculationssite-specificdata, current utility rates,or other mechanismshat make
property ownersprofit from suchinvestments.

PACH-inancingOpportunitiesin the AffordableHousingSector 36



Appendices

Appendix1 ¢cDemographic® HousingMarket Snapshot

Duringthe pastdecade the growth in the populationof CentralTexa%*" and particularlyof Greater
Austin,alsocalledthe AustinMetropolitan StatisticalArea(MSA)*il surpassedhat of the 50 largest
metropolitanareasin the country. GreaterAustingains157 new residentsdaily, with 70%representing
net migrationand 30%natural growth ***Thesefigurescompareto 46%and54%for the total country,
respectively«

Asof July2015,CentralTexashad a populationof 2.9 million, growingat an averageannualrate of 2.4%
duringthe precedingfive years.Greater! dza Upapyil@iéntotaled 2 million, growingat a fasterpaceof
3%on average Theaverageannualgrowth of the largest50 metropolitanareasin the nationwas1.1%,
while the total populationof the U.S sawan averageincreaseof only 0.8%¢ Thed | dz&iategic
Housing f |dséft report, publishedby the NHCOn June2016statesthat & | dz& dopujatidsis
projectedto continueto inareaseat a rate of nearly3%per year,with 400,000additionalpeople
expectedo livein Austinby 2045,necessitatinghe productionof 200,000housingunits for those
household®verthe next thirty yearsto meetdemandp*¢’

Accordingo the Cityof Austy” Gi&1 nGomprehensivélousingVarket Si dzR55% At householdsare
rentersand45%homeowners Thiscomparesto 35%and 65%nationwide,respectively Between
2007and2012,hightincomerenters(thoseearningabove$75,000per year)grewby 15,000,while low-
incomerenters(thoseearninglessthan $25,000per year,whichcorrespondgo approximately30%
AMFI)grew by 1,000%° TheimbalancebetweenhighincomeNB y (g®Whafdthat of low-income
renterscontributesto the developmentof marketrate housihgandhigherpricedrentals.Yet,in the
pastdecade moderateto low-payingjobssawthe strongestemploymentgrowth in the area*"
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Figure6 ¢! dza (Denyia@raphicand HousingSnapshot

'. 842,595 360.500
® ;

2012 Population 2012 Housing Inventory

330,838 ' 188,611
Households n Rental Units

(55% of Households) Affordable Units <$25k p/year
(10% of Rental Units)

" 183,080 Renters 18,956

59,881 -40,925

Rent E i +30% .
<2r;5erosooa:)r;;r;%r of renters 2012 Affordable Housing Gap

(for <$25k p/year)

Datatakenfrom BBCResearcl& Consulting2014Comprehensie HousingMarket AnalysisJuly2014.

TheCityObservatoryathink-tank specialiing in data-drivenanalysiof cities,rankedthe 40 major
metropolitanareasin the countyaccordingo the growth in concentrationof urbancore employment.
Austinrankedfirst at 29%,comparedto the sampleaverageof 16%* The/ A (ipdpQlation growth,
coupledwith its employmentconcentrationratio, directly impactsthe I NS defagraphicsand
housingmarket: fewer rental options availablefor moderate and low-payingworkerswill displace
residents,the low-incomepopulationin particular, to either distant neighborhoodsinsidethe City or
outsidethe Citylimits. Infact, approximately60%of workerslive outside Austin,but are commuting
into the City,of which 82%(drive alone** Thepopulationgrowth will not only affectthe/ A (i & Q&
transportationinfrastructure,but alsothe I NBSwat@r&supplyand natural resourcese"

Overthe pasttwo decadesmanyprivate and publicorganizationshavequantifiedthe affordable
housirg crisisin the Cityof Austin.Whilefederal,state,andlocalgovernmentshaveincreasedhe
supplyof affordablehousingthrough variousforms of publicinvestmentincludingtax tools, zoning,land
usepolicies,regulatorytools, and public-private partnerships the increasedsupplyhasnot kept pace
with the growingdemand**

In additionto the growingpopulationpushingreal estate pricesup anddisplacinghe low-income
population,the Cityof Austinfacesother challengesn the affordablehousingmarket. Approximately
13%o0f the privately-ownedsubsidizedhousingis under affordability restrictionsthat will expirein less
than 10yearst Thesebuildingsare at risk of beingconvertedinto marketrate housing(gentrification),
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threateningto worsenthe affordablehousinggapof over40,000units for householdsarninglessthan
$25,000per year®

Figure7 ¢ RentalGapAnalysisby IncomeLevel

Gaps by Income Range

Maximum Mumber of

Number and % of Affordable rental units,
Income Range Renters Rent+Utilities 2012 ACS
Less than $5,000 12,677 7% 5125 635 0% (12,042) {12,042)
45,000 to $9,999 10,967 6% 5250 2,774 1% (8,193) {20,235)
$10,000 to 514,939 11,770 7% 5375 1,947 1% {9,822) {30,057)
515,000 to $19,939 12,430 7% 5500 3,054 2% {9,375) (39,433)
$20,000 to 524,999 12,037 7% 5625 10,546 6% (1,491} (40,924)
$25,000 to 534,999 22,275 12% 5875 52,540 28% 30,264 (10,660)
$35,000 to 549,939 31,948 18% $1,250 67,815 36% 35,867 25,207
$50,000 to 574,999 28,717 16% 51,875 37,497 20% 8,780 33,988
$75,000 to 599,939 16,897 9% 52,500 11,802 6% {5,095) 28,893
$100,000 to $149,999 12,961 7% §3,750 - 0% (12,951} 15,932
$150,000 or more 6,527 4% - 0% (6,527) 9,406
Total 179,205  100% 188,611 100% 9,406

Note: Excludesenterswho do not payrent but insteadreceiveboardingfor exchangeof goodsor servicesAffordability is based
onl | 5dtéria. SourceBBCResearck& Consultingg014ComprehensivéiousingMarket AnalysisJuly2014.

Basedon 2014rental prices,the affordablehousinggapincreasedby more than 7,000units from 2012
to 47,700,whichexplanswhy the proportion of costburdenedhouseholds; whenhouseholdgpay
more than 30%o0f their grosshouseholdincomein housingcosts,includingrent, mortgagepayment,
basicutilities, property taxes,andhomeownersinsuranceg continuesto increase’!

Another challenges the aginghousinginventory. Sixtytwo percentof the marketrate housingwasbuilt
prior to 1990°" Nationalandlocalstudiesestimatepreservationand rehabilitationprojectsto cost
betweenone-halfto two-thirds the costof new constuction, whichis estimatedat $125,000to
$175,000per unit.c"
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Appendix2 ¢ PACHErinancing

What is PACE®?

PACEHs a financingprogramthat enablesownersof commercialjndustrial,andresidentialpropertiesto
obtain low-cost,long-term fundsfor 100%0f the costof energyandwater efficiencyretrofits and
distributedgenerationinvestments.

PACEssessmenthelp property ownersovercomefinancialbarriersthat typicallydiscouragehis type

of investment,suchasextendedpaybackperiodsandlackof accesgo capitalfor the largeupfront cost
of utility savingretrofits. Theimprovementsusuallyreduceutility costsmore than enoughto coverPACE
repaymentobligationsturning investmentscashflow positiveandenablingproperty ownersto improve
their bottom-line profitability.

PACHEssessmentare paidthrough a property assessmentoluntarilyimposedon the property by its
ownerwith the written consentof existingmortgageholdersandsecuredby a seniorlien. The
assessmentattachto andfollow title to the property,andare not subjectto acceleratioruponsale,
default, or foreclosure If the property changeshandsbeforethe PACEssessmenis fully repaid,the
assessmentemainsin placeandthe repaymentobligationautomaticallytransfersto the nextowner.

Currently,32 statesandthe Districtof Columbiahaveenactedsomeform of a PACHegislationS”

Nationwide,PACHasfunded 104,000residentialupgradegotaling $2,237 billion and generating22,000
jobs.In the commercialkpace PACHasfunded 795 commercialupgradedotaling $292 million and
generating3,500jobs "

PACEHN Texa§"!

TheTexasPACHct, led by a non-partisan,non-profit organizationcalledKeepingP ACEn TexagKPT),
wasenactedin June2013.ThePACHErogramin Texashasthree maindifferenceswhencomparedto
commercialPACEprogramsoperatingin other states.

First,its uniformity ¢cKPTassembleda stakeholdercoalitionto supportthe passagefthe PACEActand
the designofa t ! ih@®. 2 Eadow cost,marketbased turnkeyprogramwith bestpracticesuniform
guidelinesandmodeldocumentsfor communitiesthat want to establisha soundPACErogram At the
time of publication,BrazosCounty(Bryan), CameronCounty(Brownsville) EIPasoCounty(EIPaso) Fort
Bend(Kaly), HidalgoCounty(McAllen)TravisCounty(Austin),WillacyCounty(Raymondville)and
WilliamsonCounty(Georgetown),the Cityof Dallasandthe Cityof HoustonhaveoperationalPACE
programsin TexasSeverabther countiesare in the processof estaldishingPACEprograms.

Secondjt is an open-market model ¢ Whilethe statute permitsthe useof non-generalrevenue(non-
generalobligation)bondsfor PACHEinancing the coalitionencouragedevelopinga competitivemarket
for capitalasthe initial and preferredsourcefor PACEunding.Propertyownersselecttheir own
contractorandlender,andnegotiatethe termsof the projectandfinancingin the marketplace
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TheTexasPACEtatute authorizesmunicipalitiesand countiesto work with private sectorlendersto
providethe upfront financingfor the costof qualifiedprojects,andto collectthe repaymentthrough
voluntaryannualassessmentsluringan amortizationperiod of up to 20 yearsor moret not to exceed
the projectedusefullife of the improvemens.

TexasP ACEuthority (TPA)the non-profit organizationcreatedin 2015with the expressgoalof
streamliningthe implementationof PACEunded projectsin the state,ensureghat the proposalaneet
the statutory and bestpracticesrequirementsof the PACEnN a Boxmodel. TheTPAdoesnot endorse
anyparticularlenders.Thereare5 lendersinterestedin financingP ACEprojects whicharelistedon

¢t 'welsite®™

Third,in the residential sector,only propertieswith five or more dwelling units are eligible for PACK,
Giventhat the FHFApolicywasin litigation and subjectto a proposedrulemaking in 2013whenthe
Texadegislaturepassedts PACEtatute, the legislaturedecidedto focuson commercialandresidential
propertieswith five or more dwelling units, and postponeaddressinghe residentialsectoraffectedby
the FHFAdirectiveuntil federalguidancebecomesavailable®

How it Works™

OncePACHasbeenestablishedn a countyor municipality,property owners,developerscontractors,
lenders,andother stakeholderscanwork togetherto createPACErojectsandapplyto TPAthe non-
profit, programadministratorin TexasWhile a PACHKlealdoesnot alwaysfollow the samestructure,
five stepsoccur:

Stepl: PACBE/alidation ¢ Oncethe property owner and contractorhaveselecteda project,an
applicationcanbe filed with the TPATheTPAissuesa letter indicatingthe projectis avalid PACEproject
basedon the informationin the applicationand providedthe information be validatedat closing.

Step2: IndependentThird Party Reviewer(ITPRAnalyskt Thestatute requiresthat anindependent
professionakngineeran ITPRreviewthe baselineanalysiof the propertyandthe 02 y 1 NI Ol 2 ND &
projectedutility savingsusingthe ¢ t ! T@chnicaStandard Manual ™

Step3: Securing-undsg Propertyownerscanwork with developersor directlywith lendersto negotiate
PACHinancingterms,includingthe interestratesandthe lengthof the assessmenfTheassessment
term mustbe longenoughto resultin utility savingghat exceedthe costof the assessmenbverthe life
of the assessmentand may not exceedthe projectedusefullife of the improvement

Step4: ReviewProcess Oncethe underlyingtermsare agreedupon, the project closingis prepared.
TheTPAreviewsthe engineeringeport from the ITPRandthe underwritingdocumentsare preparedby
the lenderto ensurethat the statutory andlocalprogramrequirementsare satisfied.

Step5: Closingg At closing the property owner signsa contractwith the localgovernmentin whichthe
property owner voluntarilyrequestsan assessmentn the property equalto the costof the PACE
project,a seniorliento securethe assessmentand promisesto paythe assessmentt the local
governmentasthey comedue. Thisa 2 ¢ YO NJi Bistaklishéshe securityfor the financing.Further,
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the lendersignsad f S yOR § Ninith dé lécalgovernment in whichthe localgovernment,in
exchangdor the projectfunding,agreesto givethe lenderthe right to the streamof assessment
paymentsasthey comedue andagreesto enforcecollectionof pastdue assessmenten behalfof the
lenderin the samemanneraspastdue property taxesare collected Onlypastdue assessmentsanbe
collectedin this manner. Futureassessmats staywith the land. Thepropertyis ultimatelyliable for
the assessmentather than the localgovernmentor the PACEdministrator.

Concurrentwith a projectclosing,notice of the PACEssessmernis filed with the countyclerkand
addedto the property recordsuntil the assessmenis paidin full. Closingganoccurprior to or after the
installationof the PACHroject. Oncethe projectisinstalled,an ITPRmust confirmthat the projectwas
properlyinstalledandis operatingasintended.

Figure8 - How PACBNorksin Texas

How It Works

A Building Owner:

selects identifies applies to

a project a lender PACE program
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SourceKeepingPACHEN Texas.
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Appendix3- Mixed FinancingStructures,PublicAgenciest. Programs

Priorto the 1970s HUDwasthe singlegovernmententity subsidizindhousing.Overthe years,giventhe
increaseddemand,other publicagenciesstarted offeringrental assistancgrograms homeloans,
grants,andother fundingtools. Theaffordablehousingsectoris now ampleand complex,with varied
fundingstructuresandthe involvementof federal,state,andlocalentities, aswell asprivate
stakeholders.

Thisappendixiststhe most commonfundingtools availableto multifamily housingprojects.Visiteach
organizatior® websitefor a detailedlist of their programs Also,the Texad.owIncomeHousing
Information Servicg TXLIHIS)rovidesinformation on federaland state housingprogramsofferedin the
stateintheir & ¢ S Bdusing 2 dzy & <sid. 2 NE

HUDFunding

In additionto providingSectiond housing¢ conventionalpublichousingg HUDadministersthe Section
8 rental assistancgrogram,whichincludesthe HousingChoiceVoucher(HCV)program(both the
TenantBasedvoucherandthe ProjectBasedvoucher)andthe ProjectBasedRentalAssistancéPBR\)
program.HUDalsoprovidesmortgageguaranteeghroughthe FederalHousingAdministration(FHA).

TenantBasedVouchers(TBVs)coverthe differencebetween30%of the K 2 dzd S knanthiR&lfusted
householdincomeandthe PHAdeterminedpaymentstandardor the grossrent for the unit, whichever
islower. Thevoucheris linkedto the tenant and canbe usedanywherein the U.Swherethereisa PHA
that administersa TBVprogram®" meaningthat the family selectsa unit of its choice.a lth& family
movesout of the unit, the contractwith the ownerendsandthe family canmovewith continued
assistancéo anotherdzy” (i @ ¢

ProjectBasedVouchers(PBVshare attachedto the properties,not tenants.PBV<overthe difference
between30%ofthe K 2 dz& S Knanthig&lfistedhouseholdincomeandthe grossrent for the unit.
UnderPBVsPHA=nter into a HousingAssistancéaymentHAP)contractwith the property owner; if
the family movesout of the unit, the assistance&emainswith the unit.>

TheProjectBasedRentalAssistancd PBRAprogramis similarto the PBVprogram.It wasdevelopedto
providerental subsidiedo multifamily propertieswith FHAinsuredmortgagesPropertiesreceiving
PBRAslsohavedifferent utility allowanceghan thosereceivingPBVs$Xi Figue 9 illustrateswho owns,
managesandadministersthe Section8 and9 programs both overseernby HUD.
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Figure9¢l | 5 Skdation8 and Section9 Programs
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Section8  Voucher(TBV) Private Private HUDPIHthroughPHAs
ProjectBased : .
Voucher(PBV) Privateor PHA  Privateor PHA HUDPIHthroughPHAs
ProjectBasedRental _ . . HUD Office of Housingthrough
AssistancgPBRA) Privateor PHA Private PBCAS

USDARDFunding

TheUSDARDprovidesloans,grants,mortgageguaranteesand rental assistancg@rogramsto support
housing,economicdevelopment healthcare,first responderservicesand equipment,andwater,
electricand communicationsnfrastructurein rural America>Vi

TheMultifamily HousingDirect Loan(Section515) providescompetitivefinancingfor affordablerental
housing®™ Thisenablesborrowersto setrentsthat are affordableto low- andmoderateincome
householdsRentsare calcuated andreviewedbasedon eachprojectbudget,whichreflectsthe project
debt service reasonableproject operatingexpensesandareturn to the property owner. Thetenant
contributionto the rent mustnot exceedthe highestof: 30%of the K 2 dza S knénthiR &ifusted
householdincome,with an adjustmentfor any utility allowance;10%o0f grossmonthlyincome,with an
adjustmentfor any utility allowanceihe portion paid by the tenant specifiedby a publicagency
providingrental assistancegr the basicrent, unlessthe USDARDIs provingrental assistancé*

TheMultifamily HousingLoanGuaranteeProgram(Section538)insuresmortgagesoriginatedin the
private sectorasa meansto increasethe availabilityof financingto qualifiedborrowersthat lookto
developaffordablerental housing.Guaranteesoverup to 90%of the loan &

TheMultifamily HousingRentalAssistanceProgram(Section521) dMultifamily HousingRental
AssistanceRuralRentalHousingor FarmLaborHousingprojectson behalfof low-income tenants
unableto paytheir full rent.>* Theprogramcoversthe differencebetweenthe highestof 30%of the
K 2 dz& S Kénthig&lfistedhouseholdincome,with anadjustmentfor any utility allowance or 10%
of grossmonthly income,with anadjustmentfor any utility allowance andthe grossrent for the

unit. e
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TDHCA~unding

TheTDHCAsthe & (i I éofd@itior federalgrantfundsfor housingand communityservicesn Texaslt
providesfinancialand administrativeresourcedo residentsthat qualifyfor affordablehousing
assistancéasedon their incomelevel " TheTDHCAnanagesa variety of programsincludingthose
that target multifamily rental housingdevelopmentandrehabilitationsuchasHousingTaxCredits(HTC),
Multifamily MortgageRevenueBonds and Multifamily DirectLoans?™In exchangeproperty owners
enterinto acontractwherethey committo complywith longterm rent andincomerestrictions.

TheHTCProgramprovidesequity to supportthe developmentof affordablerental propertiesor the
rehabilitation of existingpropertieswilling to maintainaffordablerents for an extendedperiod of time,
normally30yearsin Texas®™'HTCequity allowsproperty ownersto chargelower rentsto tenants.
Rentsandincomelevelsvaryfrom countyto countyand are calculatedbasedon the AMF|*Vi

G 5 S @S bflowddddderental housingusethe tax creditto offseta portion of their federaltax
liability in exchangdor the productionof affordablerental housing.Toqualify for the tax credit, either
20 percentor more of the project'sunits mustbe rent-restrictedand occupiedoy individualswhose
incomeis 50 percentor lessof the medianfamily income;or 40 percentor more of the unitsmustbe
rent-restrictedand occupiedby individualswhoseincomeis 60 percentor lessof the medianfamily
income Vi

Thereare two typesof low-incomehousingtax credits(LIHTCs}he competitive9%andthe non
competitive4%LIHTC** Thesefundsonly partially coverthe costof the investment.Developersising
9%LIHT Cseek either private capitalor other publicfundsin the amountof 25-40%of the costof the
investment;while developersusingd%LIHT Csseekapproximately60-70%in additionalprivate capital
or publicfunds®*In either case giventhat the equityisreceivedovertime, the fundingprocess
involvesadvisory/consultanfirms, legalexperts,syndicators/investors;onstructionand permanent
lenders.

STAKEHOLDER/OLVEMWITHLIHTC&EUNDING

A Propertyowners/developerausean advisory/consultantfirm, includirg legal experts to
structurethe dealandapplyto the HTQorogram.

A Developerslsousea syndicatorto convertthe tax creditsinto up-front equity. Thesyndicator
findsaninvestorthat buysthe tax credits.

A Aconstructionlender providesshortterm delt to fund the completionof the project.Other
shortterm fundingtoolsincludecity bonds,rebates,andgrants.

A Oncethe projectisfinalized,a permanentlendertakeson the debtandif necessaryrefinances
an existingmortgage.

A Inthe vastmajority of casesmortgageinsuranceentities suchasthe FHFAFHA or USDARD
guaranteethe mortgagesto private sectorlenders.
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TheMultifamily BondProgramincludestax-exemptandtaxablebondsthat ared dz&t&fénd loansto
for-profit and nonprofit developesfor the acquisitionandrehabilitationor new constructionof
affordablerentalR S @ S t 2 L Bhysigb@rtisare coupledwith non-competitive4%LIHTCwhen
the bondsfinanceat least50%of the costof the landand buildingsin the development>®

TheMultifamily DirectLoanProgramconduitsfundsfrom the NationalHousingTrustFund(NHTF),
overseerby HUD to nonprofit andfor-profit entitiesfor the new constructionor rehabilitationof
affordablerental developmentsThisis a repayablelow-interest construction-to-permanentloan &

LocalFunding
Thereare severalentities at the City-levelthat assistaffordablehousingpropertiesthroughgrants,
loans,bonds,and/or other fundingmechanisms.

TheCityof ! dza (iNeighBoihoodHousingand CommunityDevdopment (NHCD)s one of the main
entitiesallocatingfederalandlocalfundsto the constructionand rehabilitationof affordablehousing
optionsin the City.Federafundsincludecapitalallocatedto the Cityby HUD suchasthe HOME
InvestmentPartnerdipsprogram(HOMElandthe CommunityDevelopmenBlockGrant(CDBG)
program.Localfundsincludethe issuanceof GeneralObligationbondsandfundsfrom the HousingTrust
Fund(HTFRv

TheAustin HousingFinanceCorporation(AHFC)s a non-profit affiliated with the Cityof Austinthat has
the authority to issueprivate activity bondsfor the financingof decent,safe,sanitary,andreasonably
pricedhousing.It assistghe Cityin the deliveryof affordablehousingprogramsusingfederalandlocal
funds,and maybecomethe mortgageholderand/or owner of a property in someinstances™**

Duringthe researchprocessnvolvedin this paper,severalentities at the City-level,with funding
availablein the form of grantsor rebatesfor weatherizationinvestments contacted9 5 GndateCorps
Fellowto combineefforts in increasinghe energyefficiencyof affordablehousingproperties:

w Austin Energyoffersa Multifamily Programthat providescashincentivesto owners,developers,
and property managerf multifamily propertiesfor makingenergyefficiency
improvements>v

w TheTravisCountyHousingServicesagencyconduitsstate fundsto the countyaswell asfunds
from the AustinEnergyDepartment.It offersgrantsfrom the LowIncomeHomeEnergy
Assistancérogram(LIHEAPandthe Departmentof EnergyDOEWweatherizationprogram.
Eachprogramhasdifferentincomeeligibility criteriaand a set of improvementsthat
qualify.cxxxvii
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Appendix4 ¢ RADMultiphase and Portfolio Awardeesby State

Multiphase  Portfolio

Units Units Total Units
Alabama 566 2672 3228
Arizona - 120 120
Arkansas 200 413 a3
California 134 e s 2] 1,023
Colorado 225 - 225
Connecticut 158 918 1,076
District of Columbia - 878 878
Florida ] 1,676 1,752
Georgia 6825 20 87
lllinois 402 5239 5641
Indiana 0 1,006 1,356
Louisiana 132 134 266
Maine S| - S|
Maryland . 584 584
Massachusetts 2 - 2
Michigan 45 45
Missouri 10 10
New Jersey 415 264 679
New York 126 488 B14
MNorth Carolina pas:] 1,732 2031
MNorth Dakota 210 37 537
Ohio 2 2
Oregon . &31 631
Pennsylvania 33 39 B840
Rhode Island 1 . 1
South Carolina . 1,173 1,173
Tennesses - 4879 4879
Texas 31 6,168 6529
Utah - 100 100
Virginia 912 2748 3660
Washington - 2P 29
Wisconsin . 2113 2113
Total 5,880 35,986 41,866

SourceDatatakenfrom| | 5l@stof UnitsReservationsJuly2016.

PACH-inancingOpportunitiesin the AffordableHousingSector



Appendix5- Listof Collaborators

Name Organization

AnnGass HousingAuthority of the Cityof Austin(HACA)
AshleyRichardson CouncilMember SabinoRenteria District3

BetsySpencer NeighborhoodHousingand CommunityDevelopmen{NHCD)

BrackerHendricks
BrandiBurton
CharlieDuncan
CoryConnolly
DanielMiller
DavidDanenfelzer
DavidFournier
DavidPotter
DougMisenheimer
EllisMorgan
EricaLeak
FrankJackson
JakeéWegmann
JanineSsak
JonatharBell
KarenPaup
KathyTyler
KylePeczynski
LetitiaBrown-Moore
ElizabethMueller
MandyDeMayo
MansoorGhori
Mark Rogers
MeganShannon
MichaelDeYoung
MichaelGerber

Mike Sugrue

Urbaningenuity

Officeof Mayor SteveAdler, City of Austin
Texad.owIncomeHousingnformation Servicg TLIHIS)
Lean& GreenMichigan

LaReunionCooperativeHousing
TexasStateAffordableHousingCorporation(TSAHC)
ARANewmark

AustinHousingFinanceCorporation(AHFC)
TravisCountyHealth& HumanService® VeteranServices
AustinHousingFinanceCorporation(AHFC)
NeighborhoodHousingand CommunityDevelopmeni{NHCD)
TexasAffiliation of AffordableHousingProvider TAAHP)
Universityof TexasSchoobf Architecture

DianaMclver& Associateslnc.(DMA)
USDARuralDevelopmen{USDARD)
Texad.owIncomeHousingnformation Servicg TLIHIS)
Motivation Education& Training(MET)

PetrosPACEinance

NeighborhoodHousingand CommunityDevelopmeni{NHCD)
Universityof TexasSchoolof Architecture
HousingWork#\ustin

PetrosPACEinance
GuadalupeNeighborhoodDevelopmentCorporation(GNDC)
MomarkDevelopment

TexaDepartmentof Housingand CommunityAffairs(TDHCA)
HousingAuthority of the Cityof Austin(HACA)

StoneleafCompanies
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PaulCauduro
RachelStone
RickFlorence
SarahAnderson
ScottMarks
SharonGamble
SherriGreenberg
SusarPeterson
TerryMitchell
Timlrvine
TomDixon
Upasan&aku

WilliamA. Lavy

AustinApartmentAssociation

Int'l Centerfor Appropriateand Sustainabl&ech.(ICAST)
USDARuralDevelopmen{USDARD)
SarahAndersonConsulting

Coatg Rose

TexaDepartmentof Housingand CommunityAffairs(TCHCA)
Universityof Texas|L.BJSchool

FoundationCommunities

MomarkDevelopment

TexaDepartmentof Housingand CommunityAffairs(TDHCA)
BostonCapital

Urbaningenuity

U.S Departmentof Housingand UrbanDevelopmeni{HUD)
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